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PART 1

ITEM 1. BUSINESS
Overview
Vector Group Ltd., a Delaware corporation, is a holding company and is principally engaged in:
the manufacture and sale of cigarettes in the United States through our Liggett Group LLC (“Liggett”) and Vector
Tobacco Inc. (“Vector Tobacco”) subsidiaries, and
the real estate business through our New Valley LLC subsidiary, which is seeking to acquire additional operating
companies and real estate properties. New Valley owns 70.59% of Douglas Elliman Realty, LLC ("Douglas Elliman
Realty"), which operates the largest residential brokerage company in the New York metropolitan area.
Financial information relating to our business segments can be found in Note 18 to our consolidated financial
statements. Our significant business segments for the year ended December 31, 2013 were Tobacco and Real Estate.
The Tobacco segment consists of the manufacture and sale of cigarettes. The Real Estate segment includes the
Company’s investments in consolidated and non-consolidated real estate businesses.
Strategy
Our strategy is to maximize stockholder value by increasing the profitability of our subsidiaries in the following ways:
Liggett and Vector Tobacco
Capitalize upon our tobacco subsidiaries’ cost advantage in the U.S. cigarette market due to the favorable treatment
that they receive under the Master Settlement Agreement;
Focus marketing and selling efforts on the discount segment, continue to build volume and margin in core discount
brands (EAGLE 20's, PYRAMID, GRAND PRIX, LIGGETT SELECT and EVE) and utilize core brand equity to
selectively build distribution;
Continue product development to provide the best quality products relative to other discount products in the
marketplace;
Increase efficiency by developing and adopting an organizational structure to maximize profit potential;

Selectively expand the portfolio of private and control label partner brands utilizing a pricing strategy that offers

long-term list price stability for customers;
{dentify, develop and launch relevant new cigarette brands and other tobacco products to the market in the future; and
Pursue strategic acquisitions of smaller tobacco manufacturers.
New Valley
Continue to grow Douglas Elliman Realty's operations by utilizing its strong brand name recognition and pursuing
strategic and financial opportunities;
Continue to leverage our expertise as direct investors by actively pursuing real estate investments in the United States
and abroad which we believe will generate above-market returns;
Acquire operating companies through mergers, asset purchases, stock acquisitions or other means; and
dnvest our excess funds opportunistically in situations that we believe can maximize stockholder value.
Tobacco Operations
General. Liggett is the operating successor to Liggett & Myers Tobacco Company, which was founded in 1873. In
April 2002 we acquired The Medallion Company, Inc. ("Medallion"), which is now known as Vector Tobacco and is a
discount cigarette manufacturer selling product in the deep discount category, primarily under the USA brand name.
In this report, certain references to “Liggett” refer to our tobacco operations, including the business of Liggett and
Vector Tobacco, unless otherwise specified.
For the year ended December 31, 2013, Liggett was the fourth-largest manufacturer of cigarettes in the United States
in terms of unit sales. Liggett’s manufacturing facilities are located in Mebane, North Carolina where it manufactures
most of Vector Tobacco’s cigarettes pursuant to a contract manufacturing agreement. At the present time, Liggett and
Vector Tobacco have no foreign operations.
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Liggett and Vector Tobacco manufacture and sell cigarettes in the United States. According to data from Management
Science Associates, Inc., Liggett’s domestic shipments of approximately 9.1 billion cigarettes during 2013 accounted
for 3.3% of the total cigarettes shipped in the United States during such year. Liggett’s market share decreased 0.2% in
2013 from 3.5% in 2012. Market share in 2011 was 3.8%. Historically, Liggett produced premium cigarettes as well

as discount cigarettes (which include among others, control label, private label, branded discount and generic
cigarettes). Premium cigarettes are generally marketed under well-recognized brand names at higher retail prices to
adult smokers with a strong preference for branded products, whereas discount cigarettes are marketed at lower retail
prices to adult smokers who are more cost conscious. In recent years, the discounting of premium cigarettes has
become far more significant in the marketplace. This has led to some brands that were traditionally considered
premium brands becoming more appropriately categorized as branded discount, following list price reductions.
Liggett’s EVE brand falls into that category. All of Liggett’s unit sales volume in 2013, 2012 and 2011 was in the
discount segment, which Liggett’s management believes has been the primary growth segment in the industry for more
than a decade.

Liggett produces cigarettes in approximately 123 combinations of length, style and packaging. Liggett’s current brand
portfolio includes:

EAGLE 20's - a brand positioned in the deep discount segment for long-term growth re-launched as a national brand
in 2013,

PYRAMID — the industry’s first deep discount product with a brand identity relaunched in the second quarter of 2009,
GRAND PRIX — re-launched as a national brand in 2005,

LIGGETT SELECT — a leading brand in the deep discount category,

€VE — a leading brand of 120 millimeter cigarettes in the branded discount category, and

USA and various Partner Brands and private label brands.

In 1999, Liggett introduced LIGGETT SELECT, one of the leading brands in the deep discount category. LIGGETT
SELECT represented 5.5% in 2013, 7.0% in 2012 and 8.7% in 2011 of Liggett’s unit volume. In September 2005,
Liggett repositioned GRAND PRIX to distributors and retailers nationwide. GRAND PRIX represented 7.2% in 2013,
9.6% in 2012 and 12.7% in 2011 of Liggett's unit volume. In April 2009, Liggett repositioned PYRAMID as a
box-only brand with a low price to specifically compete with brands which are priced at the lowest level of the deep
discount segment. PYRAMID is now the largest seller in Liggett’s family of brands with 65.5% of Liggett’s unit
volume in 2013, 62.7% in 2012 and 56.4% in 2011. In January 2013, Liggett repackaged and relaunched EAGLE 20's
to distributors and retailers on a national basis. EAGLE 20's is marketed to compete with brands positioned in the

deep discount segment. EAGLE 20's represented 6.6% in 2013 of Liggett's unit volume. According to Management
Science Associates, Liggett held a share of approximately 11.6% of the overall discount market segment for 2013
compared to 12.1% for 2012 and 12.8% for 2011.

Our subsidiary, Zoom E-Cigs LLC ("Zoom"), recently entered the emerging United States electronic cigarette
("e-cigarette") market in limited retail distribution outlets. We intend to expand distribution of our Zoom brand in
2014. Zoom incurred approximately $1.0 million in startup costs during 2013.

Under the Master Settlement Agreement ("MSA") reached in November 1998 with 46 states and various territories,
the three largest cigarette manufacturers must make settlement payments to the states and territories based on how
many cigarettes they sell annually. Liggett, however, is not required to make any payments unless its market share
exceeds approximately 1.63% (approximately 1.65% if the gross vs. net settlement is not concluded)of the

U.S. cigarette market. Additionally, Vector Tobacco has no payment obligation unless its market share exceeds
approximately 0.28% of the U.S. cigarette market. We believe our tobacco subsidiaries have a sustainable cost
advantage over their competitors as a result of the settlement.

Liggett’s and Vector Tobacco’s payments under the MSA are based on each respective company’s incremental market
share above the minimum threshold applicable to each respective company. Thus, if Liggett’s total market share is 3%,
its MSA payment is based on 1.37%, which is the difference between Liggett's total market share of 3% and its
approximate applicable grandfathered share of 1.63%. We anticipate that both Liggett’s and Vector Tobacco’s payment
exemptions will be fully utilized in the foreseeable future.
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The source of industry data in this report is Management Science Associates, Inc., an independent third-party database
management organization that collects wholesale shipment data from various cigarette manufacturers and distributors
and provides analysis of market share, unit sales volume and premium versus discount mix for individual companies
and the industry as a whole. Management Science Associates’ information relating to unit sales volume and market
share of certain of the smaller, primarily deep discount, cigarette manufacturers is based on estimates developed by
Management Science Associates.
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Business Strategy. Liggett’s business strategy is to capitalize upon its cost advantage in the United States cigarette
market resulting from the favorable treatment our tobacco subsidiaries receive under settlement agreements with the
states and the MSA. Liggett’s long-term business strategy is to continue to focus its marketing and selling efforts on
the discount segment of the market, to continue to build volume and margin in its core discount brands (EAGLE 20's,
PYRAMID, GRAND PRIX, LIGGETT SELECT and EVE) and to utilize its core brand equity to selectively build
distribution. Liggett intends to continue its product development to provide the best quality products relative to other
discount products in the market place. Liggett will continue to seek increases in efficiency by developing and adapting
its organizational structure to maximize profit potential. In addition, Liggett may bring niche-driven brands to the
market in the future.

Sales, Marketing and Distribution. Liggett’s products are distributed from a central distribution center in Mebane,
North Carolina to 17 public warehouses located throughout the United States. These warehouses serve as local
distribution centers for Liggett’s customers. Liggett’s products are transported from the central distribution center to the
public warehouses by third-party trucking companies to meet pre-existing contractual obligations to its customers.
Liggett’s customers are primarily candy and tobacco distributors, the military and large grocery, drug and convenience
store chains. Two customers, Mclane Company, Inc. ("McLane") and Core Mark International ("Core Mark"),
accounted for 18% and 10%, respectively, of Liggett's revenues in 2013. One customer accounted for 17% of Liggett's
revenue in each of 2012 and 2011. Concentrations of credit risk with respect to trade receivables are generally limited
due to the large number of customers, located primarily throughout the United States, comprising Liggett’s customer
base. Liggett's two largest customers, Mclane and Core Mark, represented approximately 5% and 1%, respectively of
net accounts receivable at December 31, 2013. Liggett's largest single customer represented approximately 10% of net
accounts receivable at December 31, 2012. Ongoing credit evaluations of customers’ financial condition are performed
and, generally, no security is required. Liggett maintains reserves for potential credit losses and such losses, in the
aggregate, have generally not exceeded management’s expectations.

Trademarks. All of the major trademarks used by Liggett are federally registered or are in the process of being
registered in the United States and other markets. Trademark registrations typically have a duration of ten years and
can be renewed at Liggett’s option prior to their expiration date.

In view of the significance of cigarette brand awareness among consumers, management believes that the protection
afforded by these trademarks is material to the conduct of its business. These trademarks are pledged as collateral for
certain of our senior secured debt.

Manufacturing. Liggett purchases and maintains leaf tobacco inventory to support its cigarette manufacturing
requirements. Liggett believes that there is a sufficient supply of tobacco within the worldwide tobacco market to
satisfy its current production requirements. Liggett stores its leaf tobacco inventory in warehouses in North Carolina
and Virginia. There are several different types of tobacco, including flue-cured leaf, burley leaf, Maryland leaf,
oriental leaf, cut stems and reconstituted sheet. Leaf components of American-style cigarettes are generally the
flue-cured and burley tobaccos. While premium and discount brands use many of the same tobacco products, input
ratios of tobacco products may vary between premium and discount products. Foreign flue-cured and burley tobaccos,
some of which are used in the manufacture of Liggett’s cigarettes, have historically been 30% to 35% less expensive
than comparable domestic tobaccos. However, in recent years, domestic and foreign tobacco prices have begun to
equalize. Liggett normally purchases all of its tobacco requirements from domestic and foreign leaf tobacco dealers,
much of it under long-term purchase commitments. As of December 31, 2013, the majority of Liggett’s commitments
were for the purchase of foreign tobacco.

Liggett’s cigarette manufacturing facility was designed for the execution of short production runs in a cost-effective
manner, which enables Liggett to manufacture and market approximately 123 different cigarette brand styles
including private labels for other companies, typically retail or wholesale distributors who supply supermarkets and
convenience stores. Liggett’s facility produced approximately 9.1 billion cigarettes in 2013, but maintains the capacity
to produce approximately 18.3 billion cigarettes per year. Vector Tobacco has contracted with Liggett to produce most
of its cigarettes at Liggett’s manufacturing facility in Mebane.

Competition. Liggett’s competition is divided into two segments. The first segment is made up of the three largest
manufacturers of cigarettes in the United States: Philip Morris USA Inc., RJ Reynolds Tobacco Company (which is
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now part of Reynolds American) ("RJ Reynolds") and Lorillard Tobacco Company. These three manufacturers, while
primarily premium cigarette based companies, also produce and sell discount cigarettes.

The second segment of competition is comprised of a group of smaller manufacturers and importers, most of which
sell deep discount cigarettes. Our largest competitor in this segment is Commonwealth Brands, Inc., which was
acquired by Imperial Tobacco in 2007.

Historically, there have been substantial barriers to entry into the cigarette business, including extensive distribution
organizations, large capital outlays for sophisticated production equipment, substantial inventory investment, costly
promotional spending, regulated advertising and, for premium brands, strong brand loyalty. However, in recent years,
a number of smaller
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manufacturers have been able to overcome these competitive barriers due to excess production capacity in the industry
and the cost advantage for certain manufacturers and importers resulting from the MSA.

Many smaller manufacturers and importers that are not parties to the MSA have been impacted in recent years by the
state statutes enacted pursuant to the MSA and have begun to see a decrease in volume after years of growth. Liggett’s
management believes, while these companies still have significant market share through competitive discounting in
this segment, they are losing their cost advantage as their payment obligations under these statutes increase.

In the cigarette business, Liggett competes on a dual front. The three major manufacturers compete among themselves
for premium brand market share based on advertising and promotional activities and trade rebates and incentives and
compete with Liggett and others for discount market share, on the basis of brand loyalty. These three competitors have
substantially greater financial resources than Liggett, and most of their brands have greater sales and consumer
recognition than Liggett’s products. Liggett’s discount brands must also compete in the marketplace with the smaller
manufacturers’ and importers’ deep discount brands.

According to Management Science Associates’ data, the unit sales of Philip Morris, RJ Reynolds, and Lorillard
accounted in the aggregate for approximately 85.3% of the domestic cigarette market in 2013. Liggett’s domestic
shipments of approximately 9.1 billion cigarettes during 2013 accounted for 3.3% of the approximately 273 billion
cigarettes shipped in the United States, compared to 10.1 billion cigarettes in 2012 (3.5%) and 11 billion cigarettes in
2011 (3.8%).

Industry-wide shipments of cigarettes in the United States have been declining for a number of years, with
Management Science Associates’ data indicating that domestic industry-wide shipments decreased by approximately
4.7% (approximately 13.4 billion units) in 2013. Liggett’s management believes that industry-wide shipments of
cigarettes in the United States will continue to decline as a result of numerous factors. These factors include health
considerations, diminishing social acceptance of smoking, and a wide variety of federal, state and local laws limiting
smoking in restaurants, bars and other public places, as well as increases in federal and state excise taxes and
settlement-related expenses which have contributed to higher cigarette prices in recent years.

Historically, because of their dominant market share, Philip Morris and RJ Reynolds, the two largest cigarette
manufacturers, have been able to determine cigarette prices for the various pricing tiers within the industry. Market
pressures have historically caused the other cigarette manufacturers to bring their prices in line with the levels
established by these two major manufacturers. Off-list price discounting and similar promotional activity by
manufacturers, however, has substantially affected the average price differential at retail, which can be significantly
less than the manufacturers’ list price gap. Recent discounting by manufacturers has been far greater than historical
levels, and the actual price gap between premium and deep-discount cigarettes has changed accordingly. This has led
to shifts in price segment performance depending upon the actual price gaps of products at retail.

Philip Morris and RJ Reynolds dominate the domestic cigarette market with a combined market share of
approximately 70.9% at December 31, 2013. This concentration of United States market share makes it more difficult
for Liggett to compete for shelf space in retail outlets and could impact price competition in the market, either of
which could have a material adverse affect on its sales volume, operating income and cash flows.

Legislation, Regulation and Litigation

In the United States, tobacco products are subject to substantial and increasing legislation, regulation and taxation,
which have a negative effect on revenue and profitability. In June 2009, legislation was passed providing for
regulation of the tobacco industry by the United States Food and Drug Administration. See Item 7. “Management
Discussion and Analysis of Financial Condition and Results of Operations — Legislation and Regulation.”

The cigarette industry continues to be challenged on numerous fronts. The industry is facing increased pressure from
anti-smoking groups and continued smoking and health litigation, including class action litigation and health care cost
recovery actions brought by governmental entities and other third parties, the effects of which, at this time, we are
unable to evaluate. Product liability litigation, particularly in Florida in the Engle progeny cases, continues to
adversely affect the cigarette industry. See Item 1A. “Risk Factors”, Item 3. “Legal Proceedings” and Note 14 to our
consolidated financial statements, which contain a description of litigation.
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It is possible that our consolidated financial position, results of operations or cash flows could be materially adversely
affected by an unfavorable outcome in any tobacco-related litigation or as a result of additional federal or state
regulation relating to the manufacture, sale, distribution, advertising or labeling of tobacco products.

Liggett’s management believes that it is in compliance in all material respects with the laws regulating cigarette
manufacturers.
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The Master Settlement Agreement and Other State Settlement Agreements

In March 1996, March 1997, and March 1998, Liggett entered into settlements of tobacco-related litigation with

46 states and territories. The settlements released Liggett from all tobacco-related claims within those states and
territories, including claims for health care cost reimbursement and claims concerning sales of cigarettes to minors.

In November 1998, Philip Morris, Brown & Williamson, R.J. Reynolds and Lorillard (the “Original Participating
Manufacturers” or “OPMs”) and Liggett (together with any other tobacco product manufacturer that becomes a signatory,
the “Subsequent Participating Manufacturers” or “SPMs”), (the OPMs and SPMs are hereinafter referred to jointly as the
“Participating Manufacturers”) entered into the MSA with 46 states, the District of Columbia, Puerto Rico, Guam, the
United States Virgin Islands, American Samoa and the Northern Mariana Islands (collectively, the “Settling States™) to
settle the asserted and unasserted health care cost recovery and certain other claims of those Settling States. The MSA
received final judicial approval in each Settling State.

In the Settling States, the MSA released Liggett and other participating tobacco product manufacturers from:

all claims of the Settling States and their respective political subdivisions and other recipients of state health care
.funds, relating to: (i) past conduct arising out of the use, sale, distribution, manufacture, development, advertising and
marketing of tobacco products; (ii) the health effects of, the exposure to, or research, statements or warnings about,
tobacco products; and

all monetary claims of the Settling States and their respective subdivisions and other recipients of state health care
funds, relating to future conduct arising out of the use of or exposure to, tobacco products that have been
manufactured in the ordinary course of business.

The MSA restricts tobacco product advertising and marketing within the Settling States and otherwise restricts the
activities of Participating Manufacturers. Among other things, the MSA prohibits the targeting of youth in the
advertising, promotion or marketing of tobacco products; bans the use of cartoon characters in all tobacco advertising
and promotion; limits each Participating Manufacturer to one tobacco brand name sponsorship during any 12-month
period; bans all outdoor advertising, with certain limited exceptions; prohibits payments for tobacco product
placement in various media; bans gift offers based on the purchase of tobacco products without sufficient proof that
the intended recipient is an adult; prohibits Participating Manufacturers from licensing third parties to advertise
tobacco brand names in any manner prohibited under the MSA; and prohibits Participating Manufacturers from using
as a tobacco product brand name any nationally recognized non-tobacco brand or trade name or the names of sports
teams, entertainment groups or individual celebrities.

The MSA also requires Participating Manufacturers to affirm corporate principles to comply with the MSA and to
reduce underage usage of tobacco products and imposes restrictions on lobbying activities conducted on behalf of
Participating Manufacturers. In addition, the MSA provides for the appointment of an independent auditor to calculate
and determine the amounts of payments owed pursuant to the MSA.

Under the payment provisions of the MSA, the Participating Manufacturers are required to make annual payments of
$9.0 billion (subject to applicable adjustments, offsets and reductions). These annual payments are allocated based on
unit volume of domestic cigarette shipments. The payment obligations under the MSA are the several, and not joint,
obligation of each Participating Manufacturer and are not the responsibility of any parent or affiliate of a Participating
Manufacturer.

Liggett has no payment obligations under the MSA except to the extent its market share exceeds a market share
exemption of approximately 1.63% (approximately 1.65% if the gross vs. net settlement is not concluded) of total
cigarettes sold in the United States. Vector Tobacco has no payment obligations under the MSA except to the extent
its market share exceeds a market share exemption of approximately 0.28% of total cigarettes sold in the United
States. Liggett and Vector Tobacco's domestic shipments accounted for 3.3% of the total cigarettes sold in the United
States in 2013. If Liggett’s or Vector Tobacco’s market share exceeds their respective market share exemption in a
given year, then on April 15 of the following year, Liggett and/or Vector Tobacco, as the case may be, must pay on
each excess unit an amount equal (on a per-unit basis) to that due from the OPMs for that year.

Liggett may have additional payment obligations under the MSA and its other settlement agreements with the states.
See Item 1A. “Risk Factors” and Note 14 to our consolidated financial statements.
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New Valley LLC

New Valley LLC, a Delaware limited liability company, is engaged in the real estate business and is seeking to
acquire additional real estate properties and operating companies. New Valley owns a 70.59% interest in Douglas
Elliman Realty which operates the largest residential brokerage company in the New York City metropolitan area,
which is known as Douglas Elliman Real Estate. New Valley also holds investment interests in various real estate
projects domestically and internationally.

Business Strategy

The business strategy of New Valley is to continue to operate its real estate business, to acquire additional real estate
properties and to acquire operating companies through merger, purchase of assets, stock acquisition or other means, or
to acquire control of operating companies through one of such means. New Valley may also seek from time to time to
dispose of such businesses and properties when favorable market conditions exist. New Valley’s cash and investments
are available for general corporate purposes, including for acquisition purposes.

Douglas Elliman Realty, LLC

In addition to owning the largest residential brokerage company in the New York City metropolitan area, Douglas
Elliman Realty owns Residential Management Group LLC, which conducts business as Douglass Elliman Property
Management and is the New York metropolitan area’s largest manager of rental, co-op and condominium housing,
Title Services business and a 49.9% interest in a joint venture, which conducts business as a residential mortgage
lender.

Prior to December 2013, New Valley owned a 50% interest in Douglas Elliman and on December 13, 2013, an
affiliate of New Valley LLC acquired an additional 20.59% interest in Douglas Elliman Realty from Prudential Real
Estate Financial Services of America, Inc. for $60 million. The acquisition increased our ownership in Douglas
Elliman Realty to 70.59%. Consequently, after December 13, 2013, we consolidate in our financial statements the
operations and financial position of Douglas Elliman Realty.

Prior to December 31, 2013, we accounted for our interest in Douglas Elliman under the equity method. We recorded
income of $23.0 million for the period from January 1, 2013 to December 13, 2013, $16.7 million in 2012 and $16.6
million in 2011 associated with Douglas Elliman Realty.

Real Estate Brokerage Business. Douglas Elliman Real Estate is engaged in the real estate brokerage business
through its five subsidiaries. The five brokerage companies have 70 offices with approximately 4,700 real estate
agents in the metropolitan New York area as well as South Florida and Beverly Hills, California. The companies
achieved combined sales of approximately $14.9 billion of real estate in 2013, approximately $12.4 billion of real
estate in 2012 and approximately $11.1 billion of real estate in 2011. Douglas Elliman Real Estate was ranked as the
fourth-largest residential brokerage company in the United States in 2012 based on closed sales volume by the Real
Trends broker survey. Douglas Elliman had revenues of $435.6 million in 2013, $378.2 million in 2012, and $346.3
million in 2011.

The New York City brokerage operation was founded in 1911 and has grown to be one of Manhattan’s leading
residential brokers by specializing in the highest end of the sales and rental marketplaces. It has 21 New York City
offices, with approximately 2,442 real estate agents, and had sales volume of approximately $9.6 billion of real estate
in 2013, approximately $8.4 billion of real estate in 2012, and approximately $7.7 billion of real estate in 2011.

The Long Island brokerage operation is headquartered in Huntington, New York and is the largest residential
brokerage company on Long Island with 36 offices and approximately 1,784 real estate agents. During 2013, the Long
Island brokerage operation closed approximately 7,650 transactions, representing sales volume of approximately $4.2
billion of real estate. This compared to approximately 6,350 transactions, representing sales volume of approximately
$3.6 billion of real estate in 2012, and approximately 6,163 transactions closed in 2011, representing approximately
$3.4 billion of real estate. Douglas Elliman of LI serves approximately 250 communities in Long Island and Queens,
New York.

The Westchester brokerage operation operates in Northern Westchester County, a suburban area north of New York
City, with six offices located in the towns of Chappaqua, Armonk, Bedford, Sommers, Pleasantville and Katonah. The
offices had approximately 175 real estate agents and closed approximately 550 transactions, representing sales volume
of $377.4 million of real estate in 2013.
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In December 2013, Douglas Elliman Realty acquired from an affiliate of New Valley the membership interest in the
Florida brokerage operation. Douglas Elliman Florida, LLC operates in South Florida with six offices located in
downtown Miami, Miami Beach, North Miami, Ft. Lauderdale, Boca Raton and Palm Beach. The offices have

approximately 300 real estate agents and closed approximately 1,600 transactions, representing sales volume of $782
million of real estate in 2013.

8
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Douglas Elliman Real Estate operates as a broker in residential real estate transactions. In performing these services,
the company has historically represented the seller, either as the listing broker, or as a co-broker in the sale. In acting
as a broker for the seller, their services include assisting the seller in pricing the property and preparing it for sale,
advertising the property, showing the property to prospective buyers, and assisting the seller in negotiating the terms
of the sale and in closing the transaction. In exchange for these services, the seller pays to the company a commission,
which is generally a fixed percentage of the sales price. In a co-brokered arrangement, the listing broker typically
splits its commission with the other co-broker involved in the transaction. The company also offers buyer brokerage
services. When acting as a broker for the buyer, its services include assisting the buyer in locating properties that meet
the buyer’s personal and financial specifications, showing the buyer properties, and assisting the buyer in negotiating
the terms of the purchase and closing the transaction. In exchange for these services a commission is paid to the
company which also is generally a fixed percentage of the purchase price and is usually, based upon a co-brokerage
agreement with the listing broker, deducted from, and payable out of, the commission payable to the listing broker.
With the consent of a buyer and seller, subject to certain conditions, the company may, in certain circumstances, act as
a selling broker and as a buying broker in the same transaction. The company’s sales and marketing services are
provided by licensed real estate sales persons or associate brokers who have entered into independent contractor
agreements with the company. The company recognizes revenue and commission expenses upon the consummation of
the real estate sale.

Douglas Elliman Real Estate also offers relocation services to employers, which provide a variety of specialized
services primarily concerned with facilitating the resettlement of transferred employees. These services include sales
and marketing of transferees’ existing homes for their corporate employer, assistance in finding new homes, moving
services, educational and school placement counseling, customized videos, property marketing assistance, rental
assistance, area tours, international relocation, group move services, marketing and management of foreclosed
properties, career counseling, spouse/partner employment assistance, and financial services. Clients can select these
programs and services on a fee basis according to their needs.

DE Capital Mortgage LLC. In 2009, Douglas Elliman Realty, through a subsidiary, entered into a joint venture, which
expires on July 31, 2014, with Wells Fargo Ventures, LLC to create DE Capital Mortgage LLC to carry on the
business of residential mortgage lending, as a mortgage broker with Douglas Elliman owning 49.9% of DE Capital
and Wells Fargo Ventures owning 50.1%. Wells Fargo Ventures is the nation’s leading alliance lender, maintaining
long-standing relationships with top real estate companies, builders and financial services institutions across the
United States. DE Capital Mortgage replaced the business of Preferred Empire Mortgage Company, which was a
mortgage broker, wholly-owned by Douglas Elliman.

DE Capital primarily originates loans for purchases of properties located on Long Island, New York City and
Westchester. Approximately one-half of these loans are for home sales transactions in which Douglas Elliman Real
Estate acts as a broker. The term “origination” refers generally to the process of arranging mortgage financing for the
purchase of property directly to the purchaser or for refinancing an existing mortgage. DE Capital’s revenues are
generated from loan origination fees, which are generally a percentage of the original principal amount of the loan and
are commonly referred to as “points”, and application and other fees paid by the borrowers. DE Capital recognizes
mortgage origination revenues and costs when the mortgage loan is consummated. DE Capital funds and sells
mortgage loans through Wells Fargo, its joint venture partner.

DE Title Services. DE Title Services provides full-service title and settlement (i.e., closing and escrow) services to
real estate companies and financial institutions. DE Title Services acts in the capacity of a title agent and sells title
insurance to property buyers and mortgage lenders. DE Title Services is licensed as a title agent in New York.
elliman.com and AskElliman.com. Douglas Elliman Real Estate’s website, elliman.com, serves as a destination where
consumers can search properties throughout the entire New York and South Florida markets and access current market
information as well as comprehensive building and neighborhood guides and other interactive content. We have also
recently launched AskElliman.com, our new web site that facilitates communication with consumers, providing them
with access to information from real estate to mortgage financing, to specific neighborhoods.

Marketing. Douglas Elliman Real Estate offers real estate sales and marketing and relocation services, which are
marketed by a multimedia program. This program includes direct mail, newspaper, internet, catalog, radio and
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television advertising and is conducted throughout Manhattan and Long Island. In addition, the integrated nature of
the real estate brokerage companies services is designed to produce a flow of customers between their real estate sales
and marketing business and their mortgage business.

Competition. The real estate brokerage business is highly competitive. However, Douglas Elliman Real Estate
believes that its ability to offer their customers a range of inter-related services and its level of residential real estate
sales and marketing help position them to meet the competition and improve their market share.

In the brokerage company’s traditional business of residential real estate sales and marketing, it competes with
multi-office independent real estate organizations and, to some extent, with franchise real estate organizations, such as
Century-21, ERA, RE/MAX International, Sotheby's International Realty, Better Homes and Gardens Real Estate,
Berkshire Hathaway HomeServices, and Coldwell Banker. Douglas Elliman believes that its major competitors in
2014 will also increasingly include multi-office real estate organizations, such as GMAC Home Services, NRT LLC
(whose affiliates include the New York City-based Corcoran

9
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Group) and other privately owned companies. Residential brokerage firms compete for sales and marketing business
primarily on the basis of services offered, reputation, personal contacts, and, recently to a greater degree, price.

In its mortgage loan origination business, DE Capital competes with other mortgage originators. These include
mortgage brokers, mortgage bankers, state and national banks, and thrift institutions.

Government Regulation. Several facets of real estate brokerage businesses are subject to government regulation. For
example, their real estate sales and marketing divisions are licensed as real estate brokers in the states in which they
conduct their real estate brokerage businesses. In addition, their real estate sales associates must be licensed as real
estate brokers or salespersons in the states in which they do business. Future expansion of the real estate brokerage
operations of Douglas Elliman Real Estate into new geographic markets may subject it to similar licensing
requirements in other states.

A number of states and localities have adopted laws and regulations imposing environmental controls, disclosure
rules, zoning and other land use restrictions, which can materially impact the marketability of certain real estate.
However, Douglas Elliman Real Estate does not believe that compliance with environmental, zoning and land use
laws and regulations has had, or will have, a materially adverse effect on its financial condition or operations.

RESPA and state real estate brokerage laws restrict payments that real estate brokers, title agencies, mortgage bankers,
mortgage brokers and other settlement service providers may receive or pay in connection with the sales of residences
and referral of settlement services (e.g., mortgages, homeowners insurance and title insurance). Such laws may to
some extent restrict preferred alliance and other arrangements involving our real estate franchise, real estate
brokerage, settlement services and relocation businesses. In addition, our relocation and title and settlement services
businesses, RESPA and similar state laws require timely disclosure of certain relationships or financial interests with
providers of real estate settlement services.

On November 17, 2008, the United States Department of Housing and Urban Development ("HUD") published a rule
that seeks to simplify and improve disclosures regarding mortgage settlement services and encourage consumers to
compare prices for such services by consumers. The material provisions of the rule include: new Good Faith Estimate
(“GFE”) and HUD-1 forms, permissibility of average cost pricing by settlement service providers, implementation of
tolerance limits on various fees from the issuance of the GFE and the HUD-1 provided at closing, and disclosure of
the title agent and title underwriter premium splits. To date there has not been any material impact (financial or
otherwise) to the us arising out of compliance with these new rules.

Pursuant to the Dodd-Frank Act, administration of RESPA has been moved from HUD to the new Consumer
Financial Protection Bureau ("CFPB") and it is possible that the practices of HUD, taking very expansive broad
readings of RESPA, will continue or accelerate at the CFPB creating increased regulatory risk. RESPA also has been
invoked by plaintiffs in private litigation for various purposes.

DE Capital Morgage Regulation. In DE Capital’s mortgage business, mortgage loan origination and funding activities
are subject to the Equal Credit Opportunity Act, the Federal Truth-in-Lending Act, the Real Estate Settlement
Procedures Act, and the regulations promulgated thereunder which prohibit discrimination and require the disclosure
of certain information to borrowers concerning credit and settlement costs. DE Capital is subject to regulation by state
banking departments and by the Federal Office of Currency Control.

Title Services Regulation. Many states license and regulate title agencies/settlement service providers or certain
employees and underwriters through their Departments of Insurance or other regulatory body. In many states, title
insurance rates are either promulgated by the state or are required to be filed with each state by the agent or
underwriter, and some states promulgate the split of title insurance premiums between the agent and underwriter.
States sometimes unilaterally lower the insurance rates relative to loss experience and other relevant factors. States
also require title agencies and title underwriters to meet certain minimum financial requirements for net worth and
working capital.

Franchises and Trade Names. Prior to March 2013, Douglas Elliman Real Estate operated under various franchise
agreements with Prudential. The franchise agreements expired on March 13, 2013. In connection with the termination
of the franchise agreements, on December 13, 2013, we acquired an additional 20.59% interest in Douglas Elliman for
a purchase price of $60 million. The acquisition increased our ownership position in Douglas Elliman to 70.59%.
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The “Douglas Elliman” trade name is a registered trademark in the United States. The name has been synonymous with

the most exacting standards of excellence in the real estate industry since Douglas Elliman’s formation in 1911. Other
trademarks used extensively in Douglas Elliman’s business, which are owned by Douglas Elliman and registered in the
United States, include “We are New York”, “Bringing People and Places Together”, “If You Clicked Here You’d Be Home
Now” and “Picture Yourself in the Perfect Home”.

The taglines “From Manhattan to Montauk™ and "askelliman.com" are used extensively in the Douglas Elliman's

brokerage operations. In addition, Douglas Elliman's brokerage operation continues to use the trade names of certain
companies that it has acquired.
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Residential Property Management Business. Douglas Elliman Realty is also engaged in the management of
cooperatives, condominiums and apartments though its subsidiary, Residential Management Group, LLC, which
conducts business as Douglas Elliman Property Management and is the leading manager of apartments, cooperatives
and condominiums in the New York metropolitan area according to a survey in the September 2013 issue of The Real
Deal. Residential Management Group provides full service third-party fee management for approximately 343
properties, representing approximately 46,900 units in New York City, Nassau County, Northern New Jersey and
Westchester County. In January 2010, Residential Management Group acquired the assets of Bellmarc Property
Management, a company which managed approximately 43 buildings in Manhattan with approximately 4,000 units.
Residential Management Group is seeking to continue to expand its property management business in the greater
metropolitan New York area in 2014. Among the notable properties currently managed are the Dakota, Museum
Tower, Worldwide Plaza, London Terrace, Olympic Tower Condominium, Manhattan House, CitySpire
Condominium and The Sovereign buildings in New York City. Residential Management Group employs
approximately 269 people, of whom approximately 186 work at Residential Management Group’s headquarters and the
remainder at remote offices in the New York metropolitan area.

Real Estate Investments

We own, and seek to acquire investment interests in various domestic and international real estate projects through
debt and equity investments. Our current real estate investments include the following projects:

Land Development

Escena. We are developing a 450-acre approved master planned community in Palm Springs, California. The
development presently has 667 residential lots, which include both single and multi-family lots, an 18-hole golf
course, clubhouse restaurant, golf shop and seven-acre site approved for a 450-room hotel. In October 2013, we sold
200 single family lots for $22.7 million.

dndian Creek. We own an 80% interest in a residential real estate project located in Indian Creek Village, Florida.
Sesto Holdings. We own an approximate 7.2% interest in an entity that is developing a 322-acre site in Milan, Italy
into multi-parcel, multi-building mixed use urban regeneration project.

Condominium and Mixed-Use Development

The Whitman. We own an approximate 12% interest in a joint venture which owns The Whitman, a luxury residential
condominium, which is located in the Flatiron District / NoMad neighborhood of Manhattan in New York City.
Construction has been completed and three of the four units have been sold.

10 Madison Square West. We own an approximate 5% interest in a joint venture that is developing 10 Madison
Square West. The joint venture is converting a 260,000-square-foot office building into a luxury residential
condominium in the Flatiron District / NoMad neighborhood of Manhattan and is expected to be completed by the
summer of 2014.

The Marquand. We own an approximate 18% interest in a joint venture that is converting a 12-story residential rental
building into a luxury residential condominium. The building is located in Manhattan’s Upper East Side and is
expected to be completed by the summer of 2014.

11 Beach Street. We own an approximate 49.5% interest in a joint venture that is converting a 10-story,
250,000-square-foot office building into a luxury residential condominium. The building is located in the TriBeCa
neighborhood of Manhattan and construction is expected to begin in January 2014.

701 Seventh Avenue. We own an approximate 11.5% interest in a joint venture that is developing a
840,000-square-foot multi-use project located in Times Square in Manhattan. The development includes retail space,
hotel space and signage. Construction has started and is expected to be completed by 2016.

101 Murray Street. We own a 25% interest (and a related note receivable) in a joint venture that is developing a
mixed-use property that includes both commercial space and a 150-unit luxury residential condominium in the
TriBeCa neighborhood of Manhattan. Development is expected to begin in 2014 and be completed in 2017.

Leroy Street. We own an approximate 5% interest in a development site in the West Greenwich Village
neighborhood of Manhattan. The site is being developed as a high-rise condominium that will face the Hudson
River. Development is expected to begin in 2014 and be completed in 2017.
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8701 Collins Avenue. We own a 15% interest in the Howard Johnson’s Dezerland Beach hotel in Miami Beach,
Florida, which will be redeveloped into modern hotel and residential condominium units. Development is expected to

begin in 2015 and be completed in 2017.
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Apartment Buildings
23-10 Queens Plaza South. We own an approximate 45.4% interest in a joint venture that has purchased a pre-war Art
Deco-style building and a neighboring building in Queens, New York. The joint venture plans to develop a new
apartment tower with 287,000 square feet of residential space and 10,000 square feet of retail space.

Maryland Portfolio. We own an approximate 7.5% indirect interest in a joint venture that owns approximately

5,500 apartment units primarily located in Baltimore County, Maryland.
ST Residential. We own a 16.34% interest in four Class A multi-family rental assets in partnership with Winthrop
Realty Trust. The four buildings are located in: Houston, Texas; Phoenix, Arizona; San Pedro, California; and
Stamford, Connecticut. The buildings include 761 apartment units and 25,000 square feet of retail space.
Hotels
Chrystie Street. We own an approximate 18.4% interest in a joint venture that owns a land development site in the
{Lower East Side neighborhood of Manhattan. The joint venture plans to develop the property into a 29-story
mixed-use property with PUBLIC, an Ian Schrager-branded boutique hotel and luxury condominium residences.
Park Lane Hotel. We own an approximate 5% interest in a joint venture that has agreed to acquire the Park Lane
Hotel, which is presently a 47-story, 605-room independent hotel owned and operated by the Helmsley Family Trust
and Estate. The joint venture is developing plans for a hotel and luxury residential condominiums. The development is
estimated to take approximately 30 months to complete from commencement of construction.
Hotel Taiwana. We own an approximate 17% interest in a joint venture that owns a luxury hotel located in St.
Barthelemy, French West Indies that has been recently renovated.
Coral Beach. We own a 49% interest in a joint venture that owns a 52-acre site in Bermuda. The property consists of
.the Horizons Hotel, which includes 56 hotel units, and Coral Beach and Tennis Club, which includes 31 hotel units, in
Bermuda. The Coral Beach and Tennis Club is open while the Horizons hotel is closed. Renovation will begin on the
Coral Beach and Tennis Club in 2014 and the project is expected to be completed in 2015.
In our real estate investment business, we seek to acquire investment interests in domestic and international real estate
projects through debt and equity investments. We focus on investing in well-located real estate assets that generate, or
have the potential to generate, long-term, predictable and sustainable cash flows with attractive growth and
development potential. We believe our ownership of Douglas Elliman provides us with a strategic advantage through
its relationships with developers in New York City as well as its knowledge of the New York City residential real
estate market. We and our partners seek to enhance the cash flows and returns from our investments by using varying
levels of leverage. In addition, we and our partners may earn incentives on certain investments if the investments
achieve rates of return that exceed targeted thresholds. Our real estate investments are located in the United States,
Italy, Bermuda and the French West Indies and we may pursue growth in other markets where we identify attractive
opportunities to invest in or acquire assets and to achieve strong risk-adjusted returns. We strive to invest at attractive
valuations, capitalize on distressed situations where possible, create opportunities for superior valuation gains and
cash flow returns and monetize assets at appropriate times to realize value. Our portfolio as of December 31, 2013
included interests in the 18 properties discussed above. As of December 31, 2013, our real estate investment business
held interests in joint ventures recorded on our financial statements at approximately $128.2 million and
approximately $20.9 million in consolidated real estate investments.
For additional information concerning these investments, see Note 7 to our consolidated financial statements.
Ladenburg Thalmann
We own 14,191,205 common shares of Ladenburg Thalmann Financial Services Inc. (NYSE MKT: LTS), which
represents beneficial ownership of approximately 8.4% of the LTS shares. LTS is engaged in independent brokerage
and advisory services, investment banking, equity research, institutional sales and trading, asset management services
and trust services through New Valley’s former subsidiary Ladenburg Thalmann & Co. Inc. and LTS’s other principal
subsidiaries, Securities America, Inc., Triad Advisors, Inc. (“Triad”), Investacorp, Inc., Ladenburg Thalmann Asset
Management Inc. and Premier Trust, Inc. LTS is registered under the Securities Act of 1934 and files periodic reports
and other information with the SEC.
Three of our directors, Howard M. Lorber, Henry C. Beinstein and Jeffrey S. Podell, also serve as directors of LTS.
Mr. Lorber also serves as Vice Chairman of LTS. Richard J. Lampen, who along with Mr. Lorber is an executive
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officer of ours, also serves as a director of LTS and has served as the President and Chief Executive Officer of LTS
since September 2006. See Note 16 to our consolidated financial statements.

In November 2011, we were part of a consortium, which included Dr. Phillip Frost, who is the beneficial owner of
approximately 16.7% of our common stock, and Mr. Lampen, that agreed to provide a five-year loan to LTS of
approximately
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$160.7 million. The loan is due November 4, 2016 and bears an interest rate of 11% per annum. The lenders received
a 0.50% funding fee and warrants to purchase a total of 10,713,333 LTS shares at $1.68 per share. We lent LTS $15
million and received 1,000,000 warrants. During 2013, LTS repaid us an aggregate of $11.3 million of principal plus
related interest on the loan.

On May 22, 2013, we purchased in a public offering 240,000 shares of LTS's 8% Series A Cumulative Redeemable
Preferred Stock (Liquidation Preference $25.00 Per Share) ("LTS Preferred") for $6.0 million. LTS pays a monthly
cumulative dividend of 8% per annum on the LTS Preferred. LTS, at its option, may redeem any or all of the LTS
Preferred at $25.00 per share plus any accumulated and unpaid dividends on or after May 24, 2018.

Other Investments

Castle Brands. We own 12,671,159 shares of Castle Brands Inc. (NYSE MKT: ROX), a publicly traded developer
and importer of premium branded spirits, which represents beneficial ownership of approximately 8.6% of the Castle
shares. Mr. Lampen is serving as the President, Chief Executive Officer and a director of Castle. In October 2008, we
entered into an agreement with Castle where we agreed to make available the services of Mr. Lampen as well as other
financial, accounting and tax services. We recognized management fees of $100,000 in each of 2013, 2012 and 2011,
under the agreement and Castle has agreed to pay us $100,000 per year in 2014. In 2013, we purchased in a private
placement $200,000 of Castle's convertible debt, which bears interest at 5% per annum, is convertible into 222,222
shares of Castle common stock and is due on December 15, 2018.

Long-Term Investments. As of December 31, 2013, long-term investments consisted primarily of investments in
investment partnerships of approximately $29.4 million. In the future, we may invest in other investments including
limited partnerships, real estate investments, equity securities, debt securities and certificates of deposit depending on
risk factors and potential rates of return.

Employees

At December 31, 2013, we had 989 employees, of which approximately 393 were employed by Douglas Elliman
primarily in the New York area, 294 were employed at Liggett’s Mebane facility and approximately 283 were
employed in sales and administrative functions at Liggett Vector Brands LLC ("LVB"), which coordinates our
tobacco subsidiaries’ sales and marketing efforts, along with certain support functions. Approximately 23% of our
employees are hourly employees, who are represented by unions. We have not experienced any significant work
stoppages since 1977, and we believe that relations with our employees and their unions are satisfactory.

Available Information

Our website address is www.vectorgroupltd.com. We make available free of charge on the Investor Relations section
of our website (http://vectorgroupltd.com/invest.asp) our Annual Report on Form 10-K, Quarterly Reports on

Form 10-Q, Current Reports on Form 8-K and all amendments to those reports as soon as reasonably practicable after
such material is electronically filed with the Securities and Exchange Commission. We also make available through
our website other reports filed with the SEC under the Exchange Act, including our proxy statements and reports filed
by officers and directors under Section 16(a) of that Act. Copies of our Code of Business Conduct and Ethics,
Corporate Governance Guidelines, Audit Committee charter, Compensation Committee charter and Corporate
Governance and Nominating Committee charter have been posted on the Investor Relations section of our website and
are also available in print to any shareholder who requests it. We do not intend for information contained in our
website to be part of this Annual Report on Form 10-K.

ITEM 1A.RISK FACTORS

Our business faces many risks. We have described below the known material risks that we and our subsidiaries face.
There may be additional risks that we do not yet know of or that we do not currently perceive to be significant that
may also impact our business or the business of our subsidiaries. Each of the risks and uncertainties described below
could lead to events or circumstances that have a material adverse effect on the business, results of operations, cash
flows, financial condition or equity of us or one or more of our subsidiaries, which in turn could negatively affect the
value of our common stock. You should carefully consider and evaluate all of the information included in this report
and any subsequent reports that we may file with the Securities and Exchange Commission or make available to the
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public before investing in any securities issued by us.

We have significant liquidity commitments.

During 2014, we have certain liquidity commitments that could require the use of our existing cash resources. As of
December 31, 2013, our corporate expenditures (exclusive of Liggett, Vector Tobacco and New Valley) and other
potential liquidity requirements over the next 12 months include the following:
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cash interest expense of approximately $87.1 million,
$157.5 million of our 6.75% convertible notes mature in 2014,
settlement payments remaining totaling approximately $107.4 million, of which $59.5 million is to be paid in 2014,
dividends on our outstanding common shares (currently at an annual rate of approximately $157.0 million, and
other corporate expenses and taxes.
In order to meet the above liquidity requirements as well as other liquidity needs in the normal course of business, we
will be required to use cash flows from operations and existing cash and cash equivalents. Should these resources be
insufficient to meet the upcoming liquidity needs, we may also be required to liquidate investment securities available
for sale and other long-term investments, or, if available, draw on Liggett’s credit facility. While there are actions we
can take to reduce our liquidity needs, there can be no assurance that such measures can be achieved.
We and our subsidiaries have a substantial amount of indebtedness.
We and our subsidiaries have significant indebtedness and debt service obligations. At December 31, 2013, we and
our subsidiaries had total outstanding indebtedness of $893.4 million. Approximately $157.5 million of our 6.75%
convertible notes mature in 2014. In addition, the indenture governing our 7.75% senior secured notes due 2021
contains covenants that, among other things, restrict our ability to take specific actions, even if we believe them to be
in our best interest, including restrictions on our ability to incur additional indebtedness.
In addition, subject to the terms of any future agreements, we and our subsidiaries will be able to incur additional
indebtedness in the future. There is a risk that we will not be able to generate sufficient funds to repay our debt. If we
cannot service our fixed charges, it would have a material adverse effect on our business and results of operations.
Our high level of debt may adversely affect our ability to satisfy our obligations.
There can be no assurance that we will be able to meet our debt service obligations. A default in our debt obligations,
including a breach of any restrictive covenant imposed by the terms of our indebtedness, could result in the
acceleration of the affected debt as well as other of our indebtedness. In such a situation, it is unlikely that we would
be able to fulfill our obligations under the debt or such other indebtedness or that we would otherwise be able to repay
the accelerated indebtedness or make other required payments. Even in the absence of an acceleration of our
indebtedness, a default under the terms of our indebtedness could have an adverse impact on our ability to satisfy our
debt service obligations and on the trading price of our debt and our common stock.
Our high level of indebtedness could have important consequences. For example, it could:

make it more difficult for us to satisfy our other obligations with respect to our debt, including repurchase

obligations upon the occurrence of specified change of control events;
tncrease our vulnerability to general adverse economic and industry conditions;
{imit our ability to obtain additional financing;
require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness,
reducing the amount of our cash flow available for dividends on our common stock and other general corporate
purposes;
require us to sell other securities or to sell some or all of our assets, possibly on unfavorable terms, to meet payment
obligations;
restrict us from making strategic acquisitions, investing in new capital assets or taking advantage of business
opportunities;
4imit our flexibility in planning for, or reacting to, changes in our business and industry; and
place us at a competitive disadvantage compared to competitors that have less debt.
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We are a holding company and depend on cash payments from our subsidiaries, which are subject to contractual and
other restrictions, in order to service our debt and to pay dividends on our common stock.

We are a holding company and have no operations of our own. We hold our interests in our various businesses
through our wholly-owned subsidiaries, VGR Holding LL.C and New Valley. In addition to our own cash resources,
our ability to pay interest on our debt and to pay dividends on our common stock depends on the ability of VGR
Holding and New Valley to make cash available to us. VGR Holding’s ability to pay dividends to us depends primarily
on the ability of Liggett, its wholly-owned subsidiary, to generate cash and make it available to VGR Holding.
Liggett’s revolving credit agreement with Wells Fargo Bank, N.A. contains a restricted payments test that limits the
ability of Liggett to pay cash dividends to VGR Holding. The ability of Liggett to meet the restricted payments test
may be affected by factors beyond its control, including Wells Fargo's unilateral discretion, if acting in good faith, to
modify elements of such test.

Our receipt of cash payments, as dividends or otherwise, from our subsidiaries is an important source of our liquidity
and capital resources. If we do not have sufficient cash resources of our own and do not receive payments from our
subsidiaries in an amount sufficient to repay our debts and to pay dividends on our common stock, we must obtain
additional funds from other sources. There is a risk that we will not be able to obtain additional funds at all or on
terms acceptable to us. Our inability to service these obligations and to continue to pay dividends on our common
stock would significantly harm us and the value of our common stock.

Our 7.75% senior secured notes contain restrictive covenants that limit our operating flexibility.

The indenture governing our 7.75% senior secured notes due 2021 contains covenants that, among other things,
restrict our ability to take specific actions, even if we believe them to be in our best interest, including restrictions on
our ability to:

tncur or guarantee additional indebtedness or issue preferred stock;

pay dividends or distributions on, or redeem or repurchase, capital stock;

ereate liens with respect to our assets;

make investments, loans or advances;

prepay subordinated indebtedness;

enter into transactions with affiliates; and

merge, consolidate, reorganize or sell our assets.

In addition, Liggett’s revolving credit agreement requires us to meet specified financial ratios. These covenants may
restrict our ability to expand or fully pursue our business strategies. Our ability to comply with these and other
provisions of the indenture governing the senior secured notes and the Liggett revolving credit agreement may be
affected by changes in our operating and financial performance, changes in general business and economic conditions,
adverse regulatory developments or other events beyond our control. The breach of any of these covenants, including
those contained in the indenture governing the senior secured notes and the Liggett’s credit agreement, could result in a
default under our indebtedness, which could cause those and other obligations to become due and payable. If any of
our indebtedness is accelerated, we may not be able to repay it.

The indenture governing the senior secured notes contain restrictive covenants, which, among other things, restrict our
ability to pay certain dividends or make other restricted payments or enter into transactions with affiliates if our
Consolidated EBITDA, as defined in the indenture, is less than $75 million for the four quarters prior to such
transaction. Our Consolidated EBITDA for the four quarters ended December 31, 2013 exceeded $75 million.
Changes in respect of the debt ratings of our notes may materially and adversely affect the availability, the cost and
the terms and conditions of our debt.

Both we and several issues of our notes have been publicly rated by Moody’s Investors Service, Inc., or Moody’s, and
Standard & Poor’s Rating Services, or S&P, independent rating agencies. In addition, future debt instruments may be
publicly rated. These debt ratings may affect our ability to raise debt. Any future downgrading of the notes or our
other debt by Moody’s or S&P may affect the cost and terms and conditions of our financings and could adversely
affect the value and trading of the notes.

Liggett faces intense competition in the domestic tobacco industry.
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Liggett is considerably smaller and has fewer resources than its major competitors, and, as a result, has a more limited
ability to respond to market developments. Management Science Associates’ data indicate that the three largest
cigarette manufacturers controlled approximately 85.3% of the United States cigarette market during 2013. Philip
Morris is the largest manufacturer in the market, and its profits are derived principally from its sale of premium
cigarettes. Philip Morris had approximately 61.2% of
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the premium segment and 47.4% of the total domestic market during 2013. During 2013, all of Liggett’s sales were in
the discount segment, and its share of the total domestic cigarette market was 3.3%. Philip Morris and RJ Reynolds,
the two largest cigarette manufacturers, historically, because of their dominant market share, have been able to
determine cigarette prices for the various pricing tiers within the industry.

Philip Morris and RJ Reynolds dominate the domestic cigarette market and had a combined market share of
approximately 70.9% at December 31, 2013. This concentration of United States market share could make it more
difficult for Liggett and Vector Tobacco to compete for shelf space in retail outlets and could impact price
competition in the market, either of which could have a material adverse effect on their sales volume, operating
income and cash flows, which in turn could negatively affect the value of our common stock.

Liggett’s business is highly dependent on the discount cigarette segment.

Liggett depends more on sales in the discount cigarette segment of the market, relative to the full-price premium
segment, than its major competitors. Since 2004, all of Liggett’s unit volume was generated in the discount segment.
The discount segment is highly competitive, with consumers having less brand loyalty and placing greater emphasis
on price. While the three major manufacturers all compete with Liggett in the discount segment of the market, the
strongest competition for market share has come from a group of smaller manufacturers and importers, most of which
sell low quality, deep discount cigarettes. While Liggett’s share of the discount market was 11.6% in 2013, 12.1% in
2012 and 12.8% in 2011, Management Science Associates’ data indicate that the discount market share of these other
smaller manufacturers and importers was approximately 33.7% in 2013, 34.4% in 2012, and 34.1% in 2011. If pricing
in the discount market continues to be impacted by these smaller manufacturers and importers, margins in Liggett’s
only current market segment could be negatively affected, which in turn could negatively affect the value of our
common stock.

Liggett’s market share is susceptible to decline.

For a number of years prior to 2000, Liggett suffered a substantial decline in market share. Liggett’s market share
declined in 2013 and 2012, after having increased during each of the years between 2000 and 2011 (except for 2008,
which was unchanged). This earlier market share erosion resulted in part from Liggett’s highly leveraged capital
structure that existed until December 1998 and its limited ability to match other competitors’ wholesale and retail trade
programs, obtain retail shelf space for its products and advertise its brands. These declines also resulted from adverse
developments in the tobacco industry, intense competition and changes in consumer preferences which have continued
up to the current time. According to Management Science Associates’ data, Liggett’s overall domestic market share
during 2013 was 3.3% compared to 3.5% during 2012, and 3.8% during 2011. Liggett’s share of the discount segment
was 11.6% during 2013, 12.1% during 2012 and 12.8% during 2011. Liggett's market share declined by 0.5% in 2013.
If it were to decline substantially in the future, Liggett’s sales volume, operating income and cash flows could be
materially adversely affected, which in turn could negatively affect the value of our common stock.

The domestic cigarette industry has experienced declining unit sales in recent periods.

Industry-wide shipments of cigarettes in the United States have been declining for a number of years, with
Management Science Associates’ data indicating that domestic industry-wide shipments decreased by approximately
4.7% in 2013 as compared to 2012, and by approximately 2.2% in 2012 as compared to 2011. We believe that
industry-wide shipments of cigarettes in the United States will continue to decline as a result of numerous factors.
These factors include health considerations, diminishing social acceptance of smoking, and a wide variety of federal,
state and local laws limiting smoking in restaurants, bars and other public places, as well as increases in federal and
state excise taxes and settlement-related expenses which have contributed to high cigarette price levels in recent years
plus the growing popularity of E-cigarettes. If this decline in industry-wide shipments continues and Liggett is unable
to capture market share from its competitors, or if the industry as a whole is unable to offset the decline in unit sales
with price increases, Liggett’s sales volume, operating income and cash flows could be materially adversely affected,
which in turn could negatively affect the value of our common stock.

Our tobacco operations are subject to substantial and increasing legislation, regulation and taxation, which has a
negative effect on revenue and profitability.

Tobacco products are subject to substantial federal and state excise taxes in the United States. These taxes may
continue to increase. On April 1, 2009, the federal excise tax increased from $0.39 to $1.01 per pack of cigarettes, and
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significant tax increases on other tobacco products, to fund expansion of the State Children’s Health Insurance
Program, referred to as SCHIP. The increases in federal excise tax under SCHIP are substantial, and, as a result,
Liggett’s sales volume and profitability has been and may continue to be adversely impacted. In addition, SCHIP
created certain tax differentials between certain types of tobacco products. This has caused a dramatic increase in the
sale of mis-labeled pipe tobacco as a substitute for roll-your-own, which has directly impacted sales of cigarettes.
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In addition to federal and state excise taxes, certain city and county governments also impose substantial excise taxes
on tobacco products sold. Increased excise taxes are likely to result in declines in overall sales volume and shifts by
consumers to less expensive brands.

A wide variety of federal, state and local laws limiting the advertising, sale and use of cigarettes have proliferated in
recent years. For example, many local laws prohibit smoking in restaurants and other public places. Private businesses
also have adopted regulations that prohibit or restrict, or are intended to discourage, smoking. Such laws and
regulations also are likely to result in a decline in the overall sales volume of cigarettes.

Over the years, various state and local governments have continued to regulate tobacco products. These regulations
relate to, among other things, disclosure of ingredient information, the imposition of significantly higher taxes,
increases in the minimum age to purchase tobacco products, sampling and advertising bans or restrictions, ingredient
and constituent disclosure requirements and significant tobacco control media campaigns. Additional state and local
legislative and regulatory actions will likely be considered in the future, including, among other things, restrictions on
the use of flavorings.

In addition to the foregoing, there have been a number of other restrictive regulatory actions from various federal
administrative bodies, including the United States Environmental Protection Agency and the Food and Drug
Administration (“FDA”). There have also been adverse legislative and political decisions and other unfavorable
developments concerning cigarette smoking and the tobacco industry. In 2009, legislation was passed by Congress
providing for regulation of cigarettes by FDA. These developments generally receive widespread media attention.
Additionally, a majority of states have passed legislation providing for reduced ignition propensity standards for
cigarettes. These developments may negatively affect the perception of potential triers of fact with respect to the
tobacco industry, possibly to the detriment of certain pending litigation, and may prompt the commencement of
additional similar litigation or legislation. We are not able to evaluate the effect of these developing matters on
pending litigation or the possible commencement of additional litigation, but our consolidated financial position,
results of operations or cash flows could be materially adversely affected.

Additional federal or state regulation relating to the manufacture, sale, distribution, advertising, labeling, or
information disclosure of tobacco products could further reduce sales, increase costs and have a material adverse
effect on our business.

The Family Smoking Prevention and Tobacco Control Act may adversely affect our sales and operating profit.

On June 22, 2009, the President signed into law the Family Smoking Prevention and Tobacco Control Act (the
"Tobacco Control Act"). The law grants the Food and Drug Administration (“FDA”) broad authority over the
manufacture, sale, marketing and packaging of tobacco products, although FDA is prohibited from banning all
cigarettes or all smokeless tobacco products. Among other measures, the law (under various deadlines):

increases the number of health warnings required on cigarette and smokeless tobacco products, increases the size of
warnings on packaging and in advertising, requires FDA to develop graphic warnings for cigarette packages, and
grants FDA authority to require new warnings;

imposes new restrictions on the sale and distribution of tobacco products, including significant new restrictions on
tobacco product advertising and promotion, as well as the use of brand and trade names;

bans the use of “light,” “mild,” “low” or similar descriptors on tobacco products;

bans the use of “characterizing flavors” in cigarettes other than tobacco or menthol;

gives FDA the authority to impose tobacco product standards that are appropriate for the protection of the public
health (by, for example, requiring reduction or elimination of the use of particular constituents or components,
requiring product testing, or addressing other aspects of tobacco product construction, constituents, properties or
labeling);

requires manufacturers to obtain FDA review and authorization for the marketing of certain new or modified tobacco
products;

requires pre-market approval by FDA for tobacco products represented (through labels, labeling, advertising, or other
means) as presenting a lower risk of harm or tobacco-related disease;

requires manufacturers to report ingredients and harmful constituents and requires FDA to disclose certain constituent
information to the public;
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mandates that manufacturers test and report on ingredients and constituents identified by FDA as requiring such
testing to protect the public health, and allows FDA to require the disclosure of testing results to the public;
requires manufacturers to submit to FDA certain information regarding the health, toxicological, behavioral or
physiological effects of tobacco products;

prohibits use of tobacco containing a pesticide chemical residue at a level greater than allowed under federal law;
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requires FDA to establish “good manufacturing practices” to be followed at tobacco manufacturing facilities;
requires tobacco product manufacturers (and certain other entities) to register with FDA;

authorizes FDA to require the reduction of nicotine (although it may not require the reduction of nicotine yields of a
tobacco product to zero) and the potential reduction or elimination of other constituents, including menthol;

imposes (and allows FDA to impose) various recordkeeping and reporting requirements on tobacco product
manufacturers; and

erants FDA the regulatory authority to impose broad additional restrictions.

It is likely that the new tobacco law could result in a decrease in cigarette sales in the United States, including sales of
Liggett's and Vector Tobacco's brands. Total compliance and related costs are not possible to predict and depend
substantially on the future requirements imposed by FDA under the new tobacco law. Costs, however, could be
substantial and could have a material adverse affect on the companies' financial condition, results of operations, and
cash flows. In addition, FDA has a number of investigatory and enforcement tools available to it. We are aware, for
example, that FDA has already requested company-specific information from competitors. FDA has also initiated a
program to award contracts to states to assist with compliance and enforcement activities. Failure to comply with the
new tobacco law and with FDA regulatory requirements could result in significant financial penalties and could have a
material adverse effect on the business, financial condition and results of operation of both Liggett and Vector
Tobacco. At present, we are not able to predict whether the new tobacco law will impact Liggett and Vector Tobacco
to a greater degree than other companies in the industry, thus affecting its competitive position.

Litigation will continue to harm the tobacco industry.

Liggett could be subjected to substantial liabilities and bonding requirements from litigation relating to cigarette
products. Adverse litigation outcomes could have a negative impact on our ability to operate due to their impact on
cash flows. We and our Liggett subsidiary, as well as the entire cigarette industry, continue to be challenged on
numerous fronts, particularly with respect to the Engle progeny cases in Florida (described below). New cases
continue to be commenced against Liggett and other cigarette manufacturers. As of December 31, 2013, in addition to
the Engle progeny cases, there were 59 individual product liability lawsuits, four purported class actions and one
health care cost recovery action pending in the United States in which Liggett and/or us were named defendants. It is
likely that similar legal actions, proceedings and claims will continue to be filed against Liggett. Punitive damages,
often in amounts ranging into the billions of dollars, are specifically pled in certain cases, in addition to compensatory
and other damages. It is possible that there could be adverse developments in pending cases including the certification
of additional class actions. An unfavorable outcome or settlement of pending tobacco-related litigation could
encourage the commencement of additional litigation. In addition, an unfavorable outcome in any tobacco-related
litigation could have a material adverse effect on our consolidated financial position, results of operations or cash
flows. Liggett could face difficulties in obtaining a bond to stay execution of a judgment pending appeal.

Liggett Only Cases. There are currently five cases pending where Liggett is the only remaining tobacco company
defendant. Cases where Liggett is the only defendant could increase substantially as a result of the Engle progeny
cases.

As new product liability cases are commenced against Liggett, the costs associated with defending these cases and the
risks relating to the inherent unpredictability of litigation continue to increase.

Individual tobacco-related cases have increased as a result of the Florida Supreme Court’s ruling in Engle.

In May 2003, a Florida intermediate appellate court overturned a $790.0 million punitive damages award against
Liggett and decertified the Engle v. R. J. Reynolds Tobacco Co. smoking and health class action. In July 2006, the
Florida Supreme Court affirmed in part and reversed in part the May 2003 intermediate appellate court decision.
Among other things, the Florida Supreme Court affirmed the decision decertifying the class on a prospective basis and
the order vacating the punitive damages award, but preserved several of the trial court’s Phase I findings (including
that: (i) smoking causes lung cancer, among other diseases; (ii) nicotine in cigarettes is addictive; (iii) defendants
placed cigarettes on the market that were defective and unreasonably dangerous; (iv) the defendants concealed
material information; (v) all defendants sold or supplied cigarettes that were defective; and (vi) all defendants were
negligent) and allowed plaintiffs to proceed to trial on individual liability issues (using the above findings) and
compensatory and punitive damage issues, provided they commence their individual lawsuits within one year of the
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date the court’s decision became final on January 11, 2007, the date of the court’s mandate. In December 2006, the
Florida Supreme Court added the finding that defendants sold or supplied cigarettes that, at the time of sale or supply,
did not conform to the representations made by defendants.

Pursuant to the Florida Supreme Court’s July 2006 ruling in Engle, former class members had until January 2008 to
file individual lawsuits. Cases were commenced on behalf of approximately 8,000 plaintiffs. Lawsuits by individuals
requesting the benefit of the Engle ruling are referred to as the “Engle progeny cases”. In October 2013, the Company
announced a settlement of the claims of approximately 4,900 of the remaining 5,300 Engle progeny plaintiffs.
Notwithstanding this comprehensive
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settlement, the claims of approximately 400 state court Engle progeny plaintiffs remain outstanding. As of

December 31, 2013, there were 13 Engle progeny cases currently scheduled for trial in 2014. Through December 31,
2013, eleven adverse verdicts had been entered against Liggett in Engle progeny cases. Several of these were affirmed
on appeal and were satisfied by Liggett. The remaining verdicts are at various stages of appeal although appellate
efforts, to date, have not been successful. The potential range of loss is between $0 and $18.5 million, plus interest and
attorney fees, for the cases currently on appeal

We cannot predict the cash requirements related to any future settlements and judgments, including cash required to
bond any appeals, and there is a risk that those requirements will not be able to be met.

Excise tax increases adversely affect cigarette sales.

Cigarettes are subject to substantial and increasing federal, state and local excise taxes. In February 2009, Federal
legislation to reauthorize SCHIP, which includes funding provisions that increase the federal cigarette excise tax from
$0.39 to $1.01 per pack, was enacted, effective April 1, 2009. Additional increases in the federal cigarette excise tax
have been proposed by Congress. State excise taxes vary considerably and, when combined with sales taxes, local
taxes and the federal excise tax, may exceed $4.00 per pack. Various states and other jurisdictions are considering, or
have pending, legislation proposing further state excise tax increases. Management believes increases in excise and
similar taxes have had, and will continue to have, an adverse effect on sales of cigarettes.

Liggett may have additional payment obligations under the Master Settlement Agreement.

NPM Adjustment. In March 2006, an economic consulting firm selected pursuant to the MSA determined that the
MSA was a “significant factor contributing to” the loss of market share of Participating Manufacturers for 2003. This is
known as the “NPM Adjustment.” The economic consulting firm subsequently rendered the same decision with respect
to 2004 and 2005. In March 2009, a different economic consulting firm made the same determination for 2006. As a
result, the manufacturers are entitled to potential NPM Adjustments to their 2003, 2004, 2005 and 2006 MSA
payments. The Participating Manufacturers are also entitled to potential NPM Adjustments to their 2007, 2008 and
2009 payments pursuant to an agreement entered into in June 2009 between the OPMs and the settling states under
which the OPMs agreed to make certain payments for the benefit of the settling states, in exchange for which the
settling states stipulated that the MSA was a “significant factor contributing to” the loss of market share of Participating
Manufacturers in 2007, 2008 and 2009. A settling state that has diligently enforced its qualifying escrow statute in the
year in question may be able to avoid application of the NPM Adjustment to the payments made by the manufacturers
for the benefit of that state or territory.

For 2003 through 2012, Liggett and Vector Tobacco, as applicable, disputed that they owed the Settling States the
NPM Adjustments as calculated by the Independent Auditor. As permitted by the MSA, Liggett and Vector Tobacco
paid subject to dispute, withheld payment or paid into a disputed payment account the amounts associated with these
NPM Adjustments.

Notwithstanding provisions in the MSA requiring arbitration, litigation was filed in 49 Settling States involving the
application of the NPM Adjustment for 2003 and whether it was to be determined through litigation or arbitration.
These actions related to the potential NPM Adjustment for 2003, which the independent auditor under the MSA
previously determined to be as much as $1,200,000 for all Participating Manufacturers. All but one of the 48 courts
that decided the issue ruled that the 2003 NPM Adjustment dispute was arbitrable.

In response to a proposal from the OPMs and many of the SPMs, 45 of the Settling States, representing approximately
90% of the allocable share of the Settling States, entered into an agreement providing for a nationwide arbitration of
the dispute with respect to the NPM Adjustment for 2003. In June 2010, the three person arbitration panel was
selected. In November 2011, the Participating Manufacturers advised the arbitration panel that they were not
contesting diligent enforcement of 16 Settling States. Substantive hearings commenced in April 2012 and were
completed in June 2013.

Effective December 17, 2012, the Participating Manufacturers entered into a “term sheet” with 20 Settling States setting
out terms for settlement of the NPM Adjustment for 2003 through 2012 and addressing the NPM Adjustment with
respect to those states for future years. Certain of the non-settling states objected to the settlement. In March 2013, the
arbitration panel entered a Stipulated Partial Settlement and Award which, among other things, overruled the
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objections of the non-settling states and directed the independent auditor to implement certain terms of the term sheet
effective with the April 15, 2013 MSA payments. In May 2013, two additional states joined the settlement. Several
non-settling states are attempting to vacate the settlement award by filing state court actions. In Idaho, a trial court
denied that state's motion to vacate, and the state noticed an appeal of that denial. Although certain terms of the
settlement were implemented by the independent auditor on April 15, 2013, no assurance can be given as to the
ultimate outcome of the non-settling states' challenges. It is possible that Liggett or Vector Tobacco might be required
to make additional payments in connection with this dispute.
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As a result of the settlement, in the first quarter of 2013 Liggett and Vector Tobacco recognized income of $5,602.
Following the additional two states joining the settlement in May 2013, Liggett and Vector Tobacco recognized an
additional $1,345 of income in the second quarter of 2013. The remaining NPM Adjustment accrual of $27,600 at
December 31, 2013 relates to the disputed amounts Liggett and Vector Tobacco have withheld from the non-settling
states for 2004 through 2010. Approximately $16,600 remains in the disputed payments accounts relating to the 2011
and 2012 NPM Adjustment dispute with these non-settling states.

In September 2013, the panel issued its decisions with respect to the 15 states that did not enter into the stipulated
partial settlement and award, finding that six states did not diligently enforce their MSA escrow statutes in 2003. As a
result, in April 2014, Liggett is entitled to receive a credit for the 2003 NPM Adjustment, in the amount of $5,987
including interest. This amount was recognized in the third quarter of 2013. All six of the states that were found to be
non-diligent have filed motions in state court seeking to vacate the arbitration award. No assurance can be given as to
the ultimate outcome of these challenges.

"Gross" v. "Net" Calculations. In October 2004, the independent auditor notified Liggett and all other Participating
Manufacturers that their payment obligations under the MSA, dating from the agreement’s execution in late 1998, had
been re-calculated using “net” units, rather than “gross” units (which had been used since 1999). Liggett objected to this
retroactive change and disputed the change in methodology.

The change in the method of calculation could have resulted in Liggett owing as much as $38,800 of additional MSA
payments for prior years, including interest, because the proposed change from “gross” to “net” units would have lowered
Liggett’s grandfathered market share exemption under the MSA. The Company estimated that Liggett’s future annual
MSA payments would have been at least approximately $2,500 higher under the revised method of calculation.

In December 2012, the parties arbitrated the dispute before a panel of three arbitrators. In February 2013, the
arbitrators granted the relief sought by Liggett. The arbitrators ruled that the limitations provisions of the MSA
precluded the independent auditor from recalculating Liggett's grandfathered market share exemption or Liggett's
payment obligations beyond the last four years. The arbitrators further ruled that, for purposes of calculating Liggett's
payment obligations for the applicable years, Liggett's market share calculated on a net basis, should be increased by a
factor of 1.25%. Liggett filed a motion seeking correction of the part of the arbitrators' decision that would require the
1.25% increase in Liggett's market share. The states objected to Liggett's motion and sought additional relief from the
panel declaring that any adjustment ordered by the panel is not limited by the four year limitations set forth in the
MSA. If the arbitrator's ruling is not modified, Liggett would be required to pay approximately $16,200 for the
previous five years. If the relief requested by the states is granted, Liggett could be required to pay up to
approximately $36,200. The panel agreed to hear arguments on the motions in May 2013, but due to the conditional
settlement described below, the parties agreed to adjourn the hearing.

In June 2013, Liggett and a negotiating group on behalf of the Settling States reached an agreement in principle to
resolve all disputes regarding "gross" v. "net", subject to definitive documentation and approval thereof by each
Settling State. The proposed settlement requires that Liggett pay $8,500 to the Settling States and agree to reduce its
market share exemption from 1.645% to 1.63% starting in 2013 and for all years thereafter. In exchange, the Settling
States will release Liggett from all claims in connection with the "gross" v. "net" dispute. The Company has fully
accrued the proposed settlement payment of $8,500. There can be no assurance that the settlement will be concluded
and if it is not, that Liggett will be successful in seeking modification of the award by the panel or that Liggett will not
be required to make additional payments, which could adversely affect the Company’s consolidated financial position,
results of operations and cash flows.

Liggett may have additional payment obligations under its individual state settlements.

In 2004, the Attorneys General of Mississippi and Texas advised Liggett that they believed that Liggett had failed to
make all required payments under the respective settlement agreements with these states for the period 1998 through
2003 and that additional payments may be due for 2004 and subsequent years. Liggett believes these allegations are
without merit, based, among other things, on the language of the most favored nation provisions of the settlement
agreements and no amounts have been accrued in our consolidated financial statements for any additional amounts
that may be payable by Liggett under the settlement agreements with Mississippi and Texas. In February 2012,
Mississippi provided Liggett with a 60-day notice that the state intended to pursue its remedies if Liggett did not cure
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its alleged defaults. Liggett responded to Mississippi's letter but has heard nothing further on the matter. There can be
no assurance that Liggett will prevail in the remaining matters and that Liggett will not be required to make additional
material payments, which payments could materially adversely affect our consolidated financial position, results of
operations or cash flows and the value of our common stock.

New Valley is subject to risks relating to the industries in which it operates.

Risks relating to the real estate industry.

The real estate industry is significantly affected by changes in general and local economic and political conditions as
well as real estate markets, which could reduce profits that may not be recaptured, could cause cancellations of
property sales, reduce
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the value of our properties or investments and could affect our results of operations and liquidity. The real estate
industry is cyclical and is significantly affected by changes in general and local economic conditions which are
beyond our control.

These conditions include short-term and long-term interest rates, inflation, fluctuations in debt and equity capital
markets, levels of unemployment, consumer confidence and the general economic condition of the United States and
the global economy. The real estate market also depends upon the strength of financial institutions, which are sensitive
to changes in the general macroeconomic environment. Lack of available credit or lack of confidence in the financial
sector could impact the real estate market, which in turn could adversely affect our business, financial condition and
results of operations.

For example, the United States residential real estate market has only recently shown signs of recovery after having
been in a significant and prolonged downturn. Due to the cyclicality of the real estate market, we cannot predict
whether the recovery will continue or if and when the market and related economic forces will return the United States
residential real estate industry to a period of sustained growth. If the real estate market or the economy as a whole
does not improve, Douglas Elliman may experience adverse effects on its business, financial condition and liquidity,
including its ability to access capital and grow its business.

Any of the following could be associated with cyclicality in the real estate market by halting or limiting a recovery in
the residential real estate market, and have an adverse effect on our business by causing periods of lower growth or a
decline in the number of home sales and/or property prices which, in turn, could adversely affect our revenue and
profitability:

periods of economic slowdown or
recession;
rising interest rates;
the general availability of mortgage financing, including:
the impact of the recent contraction in the subprime and mortgage markets generally; and
the effect of more stringent lending standards for home mortgages;
a negative perception of the market for residential real estate;
commission pressure from brokers who discount their commissions;
an increase in the cost of homeowners' insurance;
seak credit markets;
a low level of consumer confidence in the economy and/or the real estate market;
tnstability of financial institutions;
legislative, tax or regulatory changes that would adversely impact the real estate market, including but not
limited to potential reform relating to Fannie Mae, Freddie Mac and other government sponsored entities that
provide liquidity to the U.S. housing and mortgage markets, and potential limits on, or elimination of, the
deductibility of certain mortgage interest expense and property taxes;
adverse changes in economic and general business conditions in the New York metropolitan area;
a decline in the affordability of homes;
declining demand for real estate;
decreasing home ownership rates, declining demand for real estate and changing social attitudes toward home
ownership; and/or
acts of God, such as hurricanes, earthquakes and other natural disasters, or acts or threats of war or terrorism.
New Valley is heavily dependent on the performance of the real estate market in the New York metropolitan area.
New Valley's business primarily depends on the performance of the real estate market in the New York metropolitan
area. Our real estate brokerage businesses and our investments in real estate developments are largely located in the
New York metropolitan area. Further, as of December 31, 2013, we had investments in or were developing nine
projects in the New York metropolitan area. Douglas Elliman Real Estate’s residential brokerage business primarily
depends on volumes of sales transactions and sales prices for residential property in New York metropolitan area. If
volumes of residential property sales transactions in the New York metropolitan area decrease, the aggregate sales
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commission earned by Douglas Elliman Real Estate on sales transactions is also likely to decrease. Our business is
and may continue to be heavily dependent on the continued growth of the property market
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in the New York metropolitan area, and any adverse developments in the supply and demand or in property prices in
these areas would have an adverse effect on our financial condition and results of operations.

Demand for private residential properties in the New York metropolitan area, including in Manhattan, continues to
experience rapid growth. We cannot assure you that property development and investment activities will continue at
past levels or that we will be able to benefit from future growth in the property market in the New York metropolitan
area, South Florida or the United States. Any adverse developments in national and local economic conditions as
measured by such factors as GDP growth, employment levels, job growth, consumer confidence, interest rates and
population growth in the New York metropolitan area and the United States, particularly in the regions where our
investments and brokerages are located, may reduce demand and depress prices for our properties and services and
would have an adverse effect on our business, financial condition and results of operations.

New Valley is dependent on the attractiveness of New York City as a place to live and its status as an international
center for business and commerce. Through its investments in Douglas Elliman Real Estate and nine developments in
the New York Metropolitan area, New Valley is dependent on the attractiveness of New York City as a place to live.
If New York City’s economy stagnates or contracts or if there are significant concerns or uncertainty regarding the
strength of New York City’s economy, due to domestic, international or global macroeconomic trends or other factors
(including, in particular, any matters which adversely affect New York City’s status as an international center for
business and commerce or the economic benefits of New York City’s financial services industry), the New York
metropolitan area may become a less attractive place to live, work, study or to own residential property for investment
purposes. The attractiveness of New York City as a place to live, work, study or to own residential property for
investment purposes may also be negatively affected by other factors, including high residential property sales prices
or rents (or a risk or perceived risk of a fall in sales prices in the future), high costs of living, and negative perceptions
surrounding quality of life, safety and security (including the risk or perceived risk of acts of terrorism or protests).
Any reduction in the attractiveness of New York City as a place to live and any matters which adversely affect New
York City’s status as an international center for business and commerce could result in a reduction, by volume and/or
by value, in our investment in real estate developments and/or residential property sales transactions in the New York
metropolitan area, which would adversely affect our business, financial condition and results of operations.

Risks associated with Douglas Elliman Realty

Douglas Elliman Real Estate depends on a strong brand, and any failure to maintain, protect and enhance the Douglas
Elliman brand would hurt our ability to grow our real estate brokerage business. Douglas Elliman Real Estate has
developed a strong brand that we believe has contributed significantly to the success of its business. Maintaining,
protecting and enhancing Douglas Elliman Real Estate as a premium real estate brokerage brand is critical to growing
our business. If Douglas Elliman Real Estate does not successfully build and maintain a strong brand, our real estate
brokerage business could be harmed. Maintaining and enhancing the quality of the Douglas Elliman Real Estate brand
may require us to make substantial investments in areas such as marketing, community relations, outreach and
employee training. Douglas Elliman Real Estate actively engages in print and online advertisements, targeted
promotional mailings and email communications, and engages on a regular basis in public relations and sponsorship
activities. These investments may be substantial and may not ultimately be successful.

Brand value can be severely damaged even by isolated incidents, particularly if the incidents receive considerable
negative publicity or result in litigation. Some of these incidents may relate to the way we manage our relationship
with our agents, our growth strategies or the ordinary course of our business or our brokerage business. Other
incidents may arise from events that are or may be beyond our ability to control and may damage our brand, such as
actions taken (or not taken) by one or more agents relating to health, safety, welfare or other matters; litigation and
claims; failure to maintain high ethical and social standards for all of our operations and activities; failure to comply
with local laws and regulations; and illegal activity targeted at us or others. Douglas Elliman Real Estate's brand value
could diminish significantly if any such incidents or other matters erode consumer confidence in it, which may result
in a decrease in its total agent count and, ultimately, lower continuing franchise fees and annual dues, which in turn
would adversely affect its business and operating results.
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The real estate brokerage business in the New York metropolitan area, South Florida and Palm Springs, California is
extremely competitive. Douglas Elliman Real Estate competes with other multi-office independent real estate
organizations and with franchise real estate organizations competing in local areas. Competition is particularly intense
in the densely populated metropolitan areas of New York and South Florida in which we operate. In addition, in the
real estate brokerage industry, new participants face minimal barriers to entry into the market. Douglas Elliman Real
Estate also competes for the services of qualified licensed agents. The ability of its brokerage offices to retain agents
is generally subject to numerous factors, including the sales commissions they receive and their perception of brand
value.

The financial results of Douglas Elliman Real Estate's real estate brokerage business is affected directly by the success
of its agents. Douglas Elliman Real Estate's real estate brokerage offices generate revenue in the form of commissions
and service fees. Accordingly, its financial results depend upon the operational and financial success of its brokerage
offices and their agents.

Infringement, misappropriation or dilution of our intellectual property could harm our business. We regard the
Douglas Elliman Real Estate trademark portfolio as having significant value and as being an important factor in the
marketing of its brand. We believe that this and other intellectual property are valuable assets that are critical to its
success. Douglas Elliman Real Estate relies on a combination of protections provided by contracts, as well as
copyright, trademark, and other laws, to protect our intellectual property from infringement, misappropriation or
dilution. It has registered certain trademarks and service marks and has other trademark and service mark registration
applications pending in the U.S. and foreign jurisdictions. Although Douglas Elliman monitors its trademark portfolio
both internally and through external search agents and imposes an obligation on agents to notify it upon learning of
potential infringement, there can be no assurance that it will be able to adequately maintain, enforce and protect its
trademarks or other intellectual property rights.

Douglas Elliman Real Estate is not aware of any challenges to our right to use any of its brand names or trademarks. It
is commonly involved in numerous proceedings, generally on a small scale, to enforce its intellectual property and
protect its brand. Unauthorized uses or other infringement of its trademarks or service marks, including ones that are
currently unknown to us, could diminish the value of its brand and may adversely affect its business. Failure to
adequately protect its intellectual property rights could damage its brand and impair its ability to compete effectively.
Even where it has effectively secured statutory protection for its trademarks and other intellectual property, its
competitors may misappropriate its intellectual property. Defending or enforcing our trademark rights, branding
practices and other intellectual property, and seeking an injunction and/or compensation for misappropriation of
confidential information, could result in the expenditure of significant resources and divert the attention of
management, which in turn may adversely affect our business and operating results.

Moreover, unauthorized third parties may use Douglas Elliman Real Estate's intellectual property to trade on the
goodwill of its brand, resulting in consumer confusion or dilution. Any reduction of its brand’s goodwill, consumer
confusion, or dilution is likely to impact sales, and could adversely affect its business and operating results.

Douglas Elliman Real Estate relies on traffic to its websites, including its flagship website, elliman.com, directed from
search engines. If these websites fail to rank prominently in unpaid search results, traffic to these websites could
decline and its business would be adversely affected. Douglas Elliman Real Estate's success depends in part on its
ability to attract users through unpaid Internet search results on search engines. The number of users it attract to its
websites, including its flagship website elliman.com, from search engines is due in large part to how and where its
websites rank in unpaid search results. These rankings can be affected by a number of factors, many of which are not
under our direct control, and they may change frequently. For example, a search engine may change its ranking
algorithms, methodologies or design layouts. As a result, links to Douglas Elliman Real Estate's websites may not be
prominent enough to drive traffic to its websites, and we may not know how or otherwise be in a position to influence
the results. In some instances, search engine companies may change these rankings in order to promote their own
competing services or the services of one or more of its competitors. It websites have experienced fluctuations in
search result rankings in the past, and it anticipates fluctuations in the future. Any reduction in the number of users
directed to its websites could adversely affect its real estate brokerage business and results of operations. Further, A
failure of Douglas Elliman Real Estate's websites or website-based technology, which are subject to factors beyond
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our control, could significantly disrupt its business and lead to reduced revenue and reputational damage as Douglas
Elliman Real Estate may not be able to effectively scale and adapt its existing technology and network infrastructure
to ensure its platforms is accessible.

Risks associated with our real estate development business

Real estate development is a competitive industry, and competitive conditions may adversely affect our results of
operations. The real estate development industry is highly competitive. Real estate developers compete not only for
buyers, but also for desirable properties, building materials, labor and capital. We compete with other local, regional,
national and international real estate asset managers and property developers, who have significant financial resources
and experience. Competitive conditions in the real estate development industry could result in: difficulty in acquiring
suitable investments in properties at acceptable
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prices; increased selling incentives; lower sales volumes and prices; lower profit margins; impairments in the value of
our investments in real estate developments and other assets; and increased construction costs and delays in
construction.

If the market value of our properties or investments decline, our results of operations could be adversely affected by
impairments and write-downs. We acquire land and invest in real estate projects in the ordinary course of our
business. There is an inherent risk that the value of our land and investments may decline after purchase, which also
may affect the value of existing properties under construction. The valuation of property is inherently subjective and
based on the individual characteristics of each property. The market value of our land and investments in real estate
projects depends on general and local real estate market conditions. These conditions can change and thereby subject
valuations to uncertainty. Moreover, all valuations are made on the basis of assumptions that may not prove to reflect
economic or demographic reality. We may have acquired options on or bought and developed land at a cost we will
not be able to recover fully or on which we cannot build and sell the property profitably. In addition, our deposits or
investments in deposits for building lots controlled under option or similar contracts may be put at risk. If market
conditions deteriorate, some of our assets may be subject to impairments and write-down charges which would
adversely affect our operations and financial results.

If demand for residential or commercial real estate decreases below what was anticipated when we purchased interests
in or developed such inventory, profitability may be adversely affected and we may not be able to recover the related
costs when selling and building our properties and/or investments. We regularly review the value of our investments
and will continue to do so on a periodic basis. Write-downs and impairments in the value of our properties and/or
investments may be required, and we may in the future sell properties and/or investments at a loss, which could
adversely affect our results of operations and financial condition.

We face risks associated with property acquisitions. Competition from other well-capitalized real estate investors,
including both publicly traded real estate investment trusts and institutional investment funds, may significantly
increase the purchase price of, or prevent us from acquiring, or investing in, a desired property. Acquisition
agreements will typically contain conditions to closing, including completion of due diligence to our satisfaction or
other conditions that are not within our control, which may not be satisfied. The properties we acquire or invest in
may be located in new markets where we may have limited knowledge and understanding of the local economy, an
absence of business relationships in the area or unfamiliarity with local government and applicable laws and
regulations. We may be unable to finance acquisitions or investments on favorable terms or newly acquired, or
investments in, properties may fail to perform as expected. We may underestimate the costs necessary to bring an
investment up to standards established for its intended market position. We may also acquire or investment in
properties subject to liabilities and without any recourse, or with only limited recourse, with respect to unknown
liabilities. Each of these factors could have an adverse effect on our results of operations and financial condition.

Our success depends on the availability of suitable real estate investments at acceptable prices and having sufficient
liquidity to acquire such investments. Our success in investing in real estate depends in part upon the continued
availability of suitable real estate assets at acceptable prices. The availability of properties for investment at favorable
prices depends on a number of factors outside of our control, including the risk of competitive over-bidding on real
estate assets. Should suitable opportunities become less available, the number of properties we develop and invest in
would be reduced, which would reduce revenue and profits. In addition, our ability to make investments will depend
upon whether we have sufficient liquidity to fund such purchases and investments.

If we, or the properties we invest in, are not able to develop and market our real estate developments successfully or
within expected timeframes, our business and results of operations will be adversely affected. Before a property
development generates any revenues, material expenditures are incurred to acquire land, obtain development
approvals and construct significant portions of project infrastructure, amenities, model offices, showrooms,
apartments or homes and sales facilities. It generally takes several years for a real estate development to achieve
cumulative positive cash flow. If we, or the properties we invest in, are unable to develop and market our real estate
developments successfully or to generate positive cash flows from these operations within expected timeframes, it will
have an adverse effect on our business and results of operations.
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Because certain of our assets are illiquid, we may not be able to sell these assets when appropriate or when desired.
Large real estate development like the ones that we retain investments in can be hard to sell, especially if local market
conditions are poor. Such illiquidity could limit our ability to diversify our assets promptly in response to changing
economic or investment conditions. Additionally, financial difficulties of other property owners resulting in distressed
sales could depress real estate values in the markets in which we operate in times of illiquidity. These restrictions
reduce our ability to respond to changes in the performance of our assets and could adversely affect our financial
condition and results of operations.

Risks of real estate ventures. New Valley has a number of real estate-related investments in which other partners hold
significant interests. New Valley must seek approval from these other parties for important actions regarding these
joint ventures.
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Since the other parties' interests may differ from those of New Valley, a deadlock could arise that might impair the
ability of the ventures to function. Such a deadlock could significantly harm the ventures.

The real estate developments we invest in may be subject to losses as a result of construction defects. Real estate
developers, are subject to construction defect and warranty claims arising in the ordinary course of their business.
These claims are common in the real estate development industry and can be costly.

Claims may be asserted against the real estate developments we invest in for construction defects, personal injury or
property damage caused by the developer, general contractor or subcontractors, and if successful these claims give rise
to liability. Subcontractors are independent of the homebuilders that contract with them under normal management
practices and the terms of trade contracts and subcontracts within the industry; however, if U.S. or other regulatory
agencies or courts reclassify the employees of sub-contractors as employees of real estate developers, real estate
developers using subcontractors could be responsible for wage, hour and other employment-related liabilities of their
subcontractors.

In addition where the real estate developments in which we invest in hire general contractors, unforeseen events such
as the bankruptcy of, or an uninsured or under-insured loss claimed against, the general contractor, may sometimes
result in the real estate developer becoming responsible for the losses or other obligations of the general contractor.
The costs of insuring against construction defect and product liability claims are high, and the amount of coverage
offered by insurance companies may be limited. There can be no assurance that this coverage will not be further
restricted and become more costly. If the real estate developments in our real estate portfolio are not able to obtain
adequate insurance against these claims in the future, our business and results of operations will be adversely affected.
Increasingly in recent years, individual and class action lawsuits have been filed against real estate developers
asserting claims of personal injury and property damage caused by a variety of issues, including faulty materials and
the presence of mold in residential dwellings. Furthermore, decreases in home values as a result of general economic
conditions may result in an increase in both non-meritorious and meritorious construction defect claims, as well as
claims based on marketing and sales practices. Insurance may not cover all of the claims arising from such issues, or
such coverage may become prohibitively expensive. If real estate developments in our real estate portfolio are not able
to obtain adequate insurance against these claims, they may experience litigation costs and losses that could reduce
our revenues from these investments. Even if they are successful in defending such claims, we may incur significant
losses.

Our real estate investments may face substantial damages as a result of existing or future litigation, arbitration or other
claims. The real estate developments we invest in are exposed to potentially significant litigation, arbitration
proceedings and other claims, including breach of contract, contractual disputes and disputes relating to defective title,
property misdescription or construction defects. Class action lawsuits can be costly to defend, and if our assets were to
lose any certified class action suit, it could result in substantial liability. With respect to certain general liability
exposures, including construction defect and product liability claims, interpretation of underlying current and future
trends, assessment of claims and the related liability and reserve estimation process requires us to exercise significant
judgment due to the complex nature of these exposures, with each exposure exhibiting unique circumstances.
Furthermore, once claims are asserted for construction defects, it is difficult to determine the extent to which the
assertion of these claims will expand geographically. As a result, we may suffer losses on our investments which
could adversely affect our business, financial condition and results of operations.

Our investments in real estate are susceptible to adverse weather conditions, other environmental conditions and
natural and man-made disasters. Adverse weather conditions and natural and man-made disasters such as hurricanes,
tornadoes, storms, earthquakes, floods, droughts, fires, snow, blizzards and other environmental conditions, as well as
terrorist attacks, riots and electrical outages, can have a significant effect on the assets in our real estate portfolio.
These adverse conditions can cause physical damage to work in progress and new developments, delays and increased
costs in the construction of new developments and disruptions and suspensions of operations, whether caused directly
or by disrupting or suspending operations of those upon whom our real estate developments rely in their operations.
Such adverse conditions can mutually cause or aggravate each other, and their incidence and severity are
unpredictable. If insurance is unavailable to the real estate developments we invest in or is unavailable on acceptable
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terms, or if insurance is not adequate to cover business interruptions or losses resulting from adverse weather or
natural or man-made disasters, the real estate developments we invest in and our results of operations will be
adversely affected. In addition, damage to properties in our real estate portfolio caused by adverse weather or a natural
or man-made disaster may cause insurance costs for these properties to increase.

A major health and safety incident relating to our real estate investments could be costly in terms of potential
liabilities and reputational damage. Building sites are inherently dangerous, and operating in the real estate
development industry poses certain inherent health and safety risks. Due to health and safety regulatory requirements,
health and safety performance is critical to the success of the real estate investments we invest in. Any failure in health
and safety performance may result in penalties for
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non-compliance with relevant regulatory requirements, and a failure that results in a major or significant health and
safety incident is likely to be costly in terms of potential liabilities incurred as a result. Such a failure could generate
significant negative publicity and have a corresponding impact on the reputation and relationships of the developer
with relevant regulatory agencies or governmental authorities, which in turn could have an adverse effect on our
investment and operating results.

Insurance may not cover some potential losses or may not be obtainable at commercially reasonable rates, which
could adversely affect our financial condition and results of operations. Real estate properties in our real estate
portfolio maintain insurance on their properties in amounts and with deductibles that we believe are in line with what
owners of similar properties carry; however, such insurance may not cover some potential losses or may not be
obtainable at commercially reasonable rates in the future.

There also are certain types of risks (such as war, environmental contamination such as toxic mold, and lease and
other contract claims) which are either uninsurable or not economically insurable. Should any uninsured or
underinsured loss occur, we could lose our investment in, and anticipated profits and cash flows from, one or more
properties.

The volatility in the capital and credit markets has increased in recent years. Because the volatility in capital and
credit markets may create additional risks in the upcoming months and possibly years, we will continue to perform
additional assessments to determine the impact, if any, on our consolidated financial statements. Thus, future
impairment charges may occur.

New Valley may pursue a variety of real estate development projects. Development projects are subject to special
risks including potential increase in costs, changes in market demand, inability to meet deadlines which may delay the
timely completion of projects, reliance on contractors who may be unable to perform and the need to obtain various
governmental and third party consents.

Potential new investments we may make are unidentified and may not succeed.

We currently hold a significant amount of marketable securities and cash not committed to any specific investments.
This subjects a security holder to increased risk and uncertainty because a security holder will not be able to evaluate
how this cash will be invested and the economic merits of particular investments. There may be substantial delay in
locating suitable investment opportunities. In addition, we may lack relevant management experience in the areas in
which we may invest. There is a risk that we will fail in targeting, consummating or effectively integrating or
managing any of these investments.

We depend on our key personnel.

We depend on the efforts of our executive officers and other key personnel. While we believe that we could find
replacements for these key personnel, the loss of their services could have a significant adverse effect on our
operations.

We are exposed to risks from legislation requiring companies to evaluate their internal control over financial
reporting.

Section 404 of the Sarbanes-Oxley Act of 2002 requires our management to assess, and our independent registered
certified public accounting firm to attest to, the effectiveness of our internal control structure and procedures for
financial reporting. We completed an evaluation of the effectiveness of our internal control over financial reporting for
the fiscal year ended December 31, 2013, and we have an ongoing program to perform the system and process
evaluation and testing necessary to continue to comply with these requirements. We expect to continue to incur
expense and to devote management resources to Section 404 compliance. In the event that our chief executive officer,
chief financial officer or independent registered certified public accounting firm determines that our internal control
over financial reporting is not effective as defined under Section 404, investor perceptions and our reputation may be
adversely affected and the market price of our stock could decline.

The price of our common stock may fluctuate significantly.

The trading price of our common stock has ranged between $14.61 and $20.63 per share over the past 52 weeks. We
expect that the market price of our common stock will continue to fluctuate.
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The market price of our common stock may fluctuate in response to numerous factors, many of which are beyond our
control. These factors include the following:
actual or anticipated fluctuations in our operating results;

changes in expectations as to our future financial performance, including financial estimates by securities analysts and
Investors;

the operating and stock performance of our competitors;
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announcements by us or our competitors of new products or services or significant contracts, acquisitions, strategic
partnerships, joint ventures or capital commitments;

the initiation or outcome of litigation;

changes in interest rates;

eeneral economic, market and political conditions;

additions or departures of key personnel; and

future sales of our equity or convertible securities.

We cannot predict the extent, if any, to which future sales of shares of common stock or the availability of shares of
common stock for future sale, may depress the trading price of our common stock.

In addition, the stock market in recent years has experienced extreme price and trading volume fluctuations that often
have been unrelated or disproportionate to the operating performance of individual companies. These broad market
fluctuations may adversely affect the price of our common stock, regardless of our operating performance.
Furthermore, stockholders may initiate securities class action lawsuits if the market price of our stock drops
significantly, which may cause us to incur substantial costs and could divert the time and attention of our
management. These factors, among others, could significantly depress the price of our common stock.

We have many potentially dilutive securities outstanding.

At December 31, 2013, we had outstanding options granted to employees, including restricted shares, to purchase
approximately 3,227,234 shares of our common stock, with a weighted-average exercise price of $12.88 per share, of
which options for 1,777,158 shares were exercisable at December 31, 2013. We also have outstanding convertible
notes and debentures maturing in November 2014 and November 2019, which are currently convertible into
25,340,055 shares of our common stock. The issuance of these shares will cause dilution which may adversely affect
the market price of our common stock. The availability for sale of significant quantities of our common stock could
adversely affect the prevailing market price of the stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal executive offices are located in Miami, Florida. We lease 12,390 square feet of office space in an office
building in Miami, which we share with various of our subsidiaries. The lease is with an affiliate of the Company and
expires in March 2018, subject to two five-year renewal options.

We lease approximately 9,000 square feet of office space in New York, New York under a lease that expires in 2020.
New Valley’s operating properties are discussed above under the description of New Valley’s business and in Note 7 to
our consolidated financial statements.

Douglas Elliman leases 36 offices with approximately 111,946 square feet on Long Island, 21 offices with
approximately 130,547 square feet in New York City, six offices with approximately 12,034 square feet in
Westchester County and six offices in South Florida with approximately 12,933 square feet. Leases expire at various
times between 2014 and 2023.

Liggett’s tobacco manufacturing facilities, and several of the distribution and storage facilities, are currently located in
or near Mebane, North Carolina. Various of such facilities are owned and others are leased. As of December 31, 2013,
the principal properties owned or leased by Liggett are as follows:

Approximate
Type Location Owned or Leased Total
Square Footage

Storage Facilities Danville, VA Owned 578,000
Office and Manufacturing Complex Mebane, NC Owned 240,000
Warehouse Mebane, NC Owned 60,000
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Mebane, NC Leased
Mebane, NC Leased

125,000
22,000
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LVB leases approximately 20,000 square feet of office space in Morrisville, North Carolina. The lease expires in
January 2019.

Liggett’s management believes that its property, plant and equipment are well maintained and in good condition and
that its existing facilities are sufficient to accommodate a substantial increase in production.

ITEM 3. LEGAL PROCEEDINGS

Liggett and other United States cigarette manufacturers have been named as defendants in various types of cases
predicated on the theory, among other things, that they should be liable for damages from adverse health effects
alleged to have been caused by cigarette smoking or by exposure to secondary smoke from cigarettes.

Reference is made to Note 14 to our consolidated financial statements, which contains a description of certain legal
proceedings to which the Company, Liggett or their subsidiaries are a party and certain related matters. Reference is
also made to Exhibit 99.1, Material Legal Proceedings, incorporated herein, for additional information regarding the
pending tobacco-related legal proceedings to which we or Liggett are parties. A copy of Exhibit 99.1 will be furnished
without charge upon written request to us at our principal executive offices, 4400 Biscayne Boulevard, Miami, Florida
33137, Attn: Investor Relations.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is listed and traded on the New York Stock Exchange under the symbol “VGR”. The following table
sets forth, for the periods indicated, high and low sale prices for a share of our common stock on the NYSE, as

reported by the NYSE, and quarterly cash dividends declared on shares of common stock:

. Cash
Year High Low Dividends
2013:
Fourth Quarter $16.73 $15.50 $0.40
Third Quarter 16.45 15.26 $0.38
Second Quarter 15.71 14.61 $0.38
First Quarter 15.55 14.29 $0.38
2012:
Fourth Quarter $16.04 $13.57 $0.38
Third Quarter 16.19 15.03 0.36
Second Quarter 16.25 14.88 0.36
First Quarter 16.86 15.68 0.36

At February 21, 2014, there were approximately 1,179 holders of record of our common stock.
The declaration of future cash dividends is within the discretion of our Board of Directors and is subject to a variety of
contingencies such as market conditions, earnings and our financial condition as well as the availability of cash.
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