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Dear ke

Last year
marked a
significant
milestone
inour great
company’s
history.
In-2010,
Lorillard
celebrated
its 250"
anniversary since its founding in
1760, making it the oldest publicly
traded company listed onthe New
York Stock Exchange and one of
the oldest continuously operating
companies in America. But mere
longevity is not what Lorillard
isabout. Our 250" year was'a
remarkable one for Lorillard; as'we
delivered clearly superior operating
results; industry-leading financial
performance and returned more
than $1.3 billion to our shareholders.

Before joining Lorillard in September
of 2010, | had admired the
Company for many yearsin'my
prior roles within the tobacco

industry. Butd can-enthusiastically
tell you after developing a greater
understanding of our company

ow S

during my first eight:months as
chief executive, 1 am even more
impressed. Lorillard’s talented
and committed workforce, unigue
brand strengths, and sound
business strategies give us the
potential to continue to deliver
superior results not only within the
tobaccoindustry, but also asatop
performing company inthe broader
consumer products category.

Those strengths were clearly
demonstrated over the course of
2010, We had an outstanding year.
Despite a continued challenging
economic environmentfor the

U.S: consumer, Lorillard setrecord
levels 'of market share; net sales,
operating income, net income
and earnings per share for the
year. While the overall domestic
cigarette industry experienced a
3.8 percent decline in‘units'sold,
Lorillard increased its domestic
unit volume by 5.3 percent.

Led by the exceptional performance
of our flagship Newport-trand,
along with continued strong growth
from our value brand, Maverick,
Lorillard grew its total retail share

of the domestic cigarette market

by 1.1 share points in 2010 t1oa
record 12.9 percent. As a result, net
sales increased by more than 13
percent in 2010 toa record level.

Continued focus on controlling
costs and prudent changes 1o our
capital structure during the year
leveraged our strong share and
sales performance. Operating
income grew by 12 percent to a
record level, Lorillard reported net
income in excess of $1 billion for
the first time ever, and earnings
per share increased by 18 percent.
And, we increased our cash
dividend in September of 2010,
and again in‘March of 2011.-Clearly,
these results are outstanding

and-a great way 1o enter 2011,

Much of Lorillard’s recent success
is directly attributable to the
leadership of my predecessor,
Martin L.-Orlowsky.-Marty retired
on December 31, 2010, after a two
decade career with Lorillard, and
'wish him well in his retirement.

All of us associated with Lorillard
owe -Marty a debt of gratitude

for his thoughtful stewardship



of our company, and for leaving
it strong and well-positioned
for continued success.

As:you would expect from any new
CEO even with this great success,
it was importantto me to undertake
athoughtful strategic review of
our-business as | started my new
role at'Lorillard. First and foremost,
| wanted to determine whether

the operational and financial
success we have experienced in
the past canbe sustained well

into the future. This review, which
is now complete, assessed the
strengths and weaknesses of our
business; identified potential areas
forexpansion within the cigarette
segment as.well asthe overall
tobacco industry, and evaluated
our capabilities to ensure we are
equipped 1o successiully build our

Newport® Brand Share

OF UNITED STATES CIGARETTE MARKET

10.5%

business over the long-term. We
are pleased with the results of our
strategic review and while Lorillard’s
businessis clearly not in'need of a
major course correction, we look
forward 1o making a very strong
business even stronger over the
next several years.

This strategic evolution is embodied
in our new vision statement:

“To Responsibly Bring
Newpori Pleasure 1o
All Adult Smokers.”

It isthis vision that we have
identified as our central mission

in guiding our business strategies

and day-to-day activities at
Lorillard. We believe this broad
concept of thoughtfully delivering
quality tobacco products that

Newport Menthol Share
of the Menthol Segment

35.0%

¥
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bring pleasure and enjoyment
to adult tobacco consumers
is one that will serve both our
customers and shareholders
well over the long-term.

An underlying principle for Lorillard
in the future will be to protect
and grow our core menthol
cigarette business — behind
the strength of cur Newport brand.
The relative stability of this segment
of the cigarstte industry, along with
Newport’s superior brand equity
and category-leading market share
performance, gives us confidence
in the strength of our core business
for'many years to come.

Adjacent growth opportunities
will be pursued carefully and
with discipline, cognizant of the
primary importance of our core



percent of the domestic cigarette
industry. Since its introduction in
late 2010, Newport Non-Menthol
has performed very well. In fact,
at this stage, it is one of the most
successful new product launches in
the Company’s history. We believe
that Newport Non-Menthol will
make a meaningful cdntribuﬁon
{othe Newport franchise of - -
products going forward.

We will also enhance our
internal capabilities 1o ensure
we can execute our strategic
vision and to prepare for regulatory
oversight by the U.S. Food and
Drug Administration (“FDA”). |

am pleased to say that we are
making real progress, as several
recent hires have strengthened
our team in this'important area.

menthol business. However, we
believe that there are significant
and profitable opportunities for
portfolio development and further
penetration of U.S. geographies
and we will pursue those prospects
as appropriate going forward.

One such example is the recent
launch of Newport Non-Menthol.
Newport Non-Menthol is a premium
product with broad appeal 1o adult
smokers, leveraging the strength of
the Newport brand within the non-
menthol segment that makes up 70

Inthe backdrop of Lorillard’s
outstanding achievements in 2010,
the FDA recently received a report
from its Tobacco Products Scientific
Advisory Committee (*TPSAC?)

on the issue of menthol's impact

on public health. The non-binding
report stated that while there
was not sufficient-evidence to
conclude that menthol cigarette
smokers face different disease
risks than non-=menthol smokers,
it did conclude that the removal
of-menthol cigarettes from the
marketplace would benefit public
healthvin the U.S. TPSAC did not
have any specific suggestions
for follow-up by the FDA 1o its
conclusion and acknowledged that
the potential for an illegal market
in'menthol cigarettes exists and
recommended that the FDA consult
with the appropriate experts and
carry out relevant analysis in this
area should they chose 1o take
some policy action that restricts the
availability of menthol cigarettes.

Lorillard strongly disagrees with
TPSAC’s public health conclusions
and believes that the overwhelming
weight of scientific evidence does
not support increased regulation of
menthol in cigarettes: Furthermore,
the Company believes that as the




continue to-grow. We are confident
in"our ability to deliver double-

digit annual shareholder returns,

as measured by the dividend

- v yield and earnings per.share

+ Newport o growth, over the long-term.

' would like 1o thank all Lorillard
employees-fora job well done in
2010 and for their dedication; talent
and commitment which led to our
remarkable accomplishments during
! . - . i the year. While 2010 is done, -our
We are confident in our ability to deliver double-digit Work s ot, and we have sat oty
goals for ourselves. We are all eager
“To'Responsibly Bring Newport
Pleasure to All Adult Smokers” for
many years to come and to build
shareholder value in'the process.

annual shareholder returns, as measured by the
dividend yield and earnings per share growth,

over the long-term.

The future of Lorillard is indeed
bright, ‘and we believe that our
team is well equipped to meet
the challenges of the future
with vigor and continue to build
on our legacy of success.

FDA conducts its own assessment We ended the year with-more
of menthol, it will follow a rigorous than '$2 billion of cash and cash
scientific evaluation that will equivalents, paid & total ¢f $645
come 1o the same conclusion as million in cash dividends'in 2010
the Industry Report on'Menthol, and repurchased a total.of $716
submitted by Lorillard and others, riliion of Lorillard common stock W, /édj\
which-demonstrated that no during the year. With the issuance of
additional regulation is warranted. $1 billion in senior notes in 2010, we

took another step in. moving toward M“my S K@s‘siev

: Chairman; President and

As we move forward inexecuting our long-term leverage target Chief Executive Officer
our strategy and navigating through designed to maintain Loriflard’s
the current environment, we do strong balance shest while also
50 from a position of remarkable preserving financial flexibility.
strength. Despite the inherent size
advantages of the two largest U.S. Lorillard is commitied to continuing
cigarette manufacturers with whom o provide strong cash returns to
we compete, Lorillard continues shareholders throughiits -ongoing
o outperform our.competition dividend, which'is targeted at
across virtually every meaningful 70-75 percent of earnings, and

operational and financial metric. we believe those earmings will




Selected Financial Data

Years Ended December 31, (In millions, except per share data)

Results of Operations: 2010 2009 2008 2007 2006

Cost of sales

Selling, general and administrative (2)

Investment income (3)

Income before income taxes

Diluted earnings per share . ‘ $6.78 $ 5.76 $5.15 $5.16 $475
T ]

1. Includes excise taxes of $1,879, $1,547, $712, $688 and $699 million, respectively.
2. 2008 inciuded expenses of $18 million related to the Separation of Lorillard from Loews, 2007 included a $66 million charge related to litigation

and 2006 included a $20 million restructuring charge.
3. Includes income (oss) from limited partnership investments of $0, $0, ($1), $34 and $26 milion, respectively.

December 31, (In millions)

Financial Position: - 2010 2009 2008

Total assets 3,296 2,575 2,321

i

Long-term debt

o
ShehR

Shareholders’ equity (deficit)
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every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this
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Unless otherwise indicated or the context-otherwise requires, references to: “Lorillard”, “we, us” and
“our” refer to Lorillard, Inc., a Delaware corporation, and its subsidiaries. “Lorillard, Inc.” refers solely to
the parent company and “Lorillard Tobacco” refers solely to Lorillard Tobacco Company, the principal
subsidiary of Lorillard, Inc. v o ‘

FORWARD-LOOKING STATEMENTS

Investors are cautioned that certain statements contained in this Annual Report on Form 10-K are
“forward-looking” statements. Forward-looking statements include, without limitation, any statement that may
project, indicate or imply futuré results, events, performance or achievements, and may contain the words
“expect,” “intend,” “plan,” “anticipate,” “estimate;” “believe,” “will be,” “will continue,” “will likely result”
and similar expressions. In additioti; any statement concerning future financial performance (including future
revenues, earnings or growth rates), ongoing business strategies or prospects, and possible actions taken by us,
which may be provided by our management team are also forward-looking statements as defined by the
Private Securities Litigation Reform Act of 1995. ‘ i

Forward-looking statements are based on current expectations and projections about future events and are
inherently subject to a variety of risks and uncertainties, many of which are beyond the control of our
management team, which could cause actual results to differ materially from those anticipated or projected.
These risks and uncertainties include, among others: . -

. theﬁimpact of ‘regulatory initiatives, including the regulation of cigarettés and a possible ban or
“ regulation of menthol by the Food and Drug Administration, and compliance with governmental
regulations; ‘ S '

» the outcome of pending or future litigation, including risks associated with adverse jury and judicial
determinations, courts reaching conclusions at variance with the general understandings of applicable

. law, bonding requirements and the absence of adequate appellate remedies to get timely relief from any
of the foregoing; ’ C :

"« health concerns, claims, reglilations and other restrictions relating to the use of tobacco products and
exposure to environmental tobacco smoke; :

« the effect on pricing and consumption rates of legislation, including actual and potential federal and
state excise tax increases, and tobacco litigation settlements;

« continued intense competition from other cigarette manufacturers, including significant levels of
promotional activities and the presence of a sizable deep discount category;

o the continuing decline in volume in the domestic cigarette industry;

« the increasing restrictions on the marketing and use of cigarettes through governmental regulation and
privately imposed smoking restrictions;

+ general economic and business conditions;

« changes in financial markets (such as interest rate, credit, currency, commodities and equities markets)
or in the value of specific investments;

» the availability of financing upon favorable terms, the results of our financing efforts and the impact of
any breach of a debt covenant or a credit rating downgrade;

« potential changes in accounting policies by the Financial Accounting Standards Board, the Securities
and Exchange Commission (the “SEC”) or regulatory agencies for the industry in which we participate
that may cause us to revise our financial accounting and/or disclosures in the future, and which may
change the way analysts measure our business or financial performance;

e the risk of fire, violent weather or other disasters adversely affecting our production, storage and other
facilities;



+ changes in the price, quality or quantlty of tobacco. leaf and other raw materials available for use in our
cigarettes; ‘ 1 s : :

* reliance on a limited number of suppliers for certain raw materials;

* our ability to attract and retain the best talent to implement our strategies as a result of the decreasmg
social acceptance of cigarettes; and

* the closing of any contemplated transactlons and agreements

Adverse developments in any of these factors, as well as the nsks and uncertamhes .described. in. “Item 1.
Business,” “Item 1A. Risk Factors,” “Item 7. Management’s Discussion and Analysis of Financial Condition .
and Results of Operations — Business Environment” and elsewhere in this Annual Report on Form. 10-K,.
could cause our results to differ materially from results that have been or.may be anticipated or projected.
Forward-looking statements speak only as of the date of this Annual Report on Form 10-K and we expressly
disclaim any obligation or undertaking to update these statements to reflect any change in expectations or
beliefs or any change in events, conditions or circumstances on which any forward-lookmg statement is or
may be based

INTRODUCTORY NOTE

For periods presented in this Annual Report on Form 10-K-prior to June 10 2008, Lonllard Inc: was'a’
wholly-owned subsidiary of Loews Corporation (“Loews”), a publicly traded company, listed on the New York
Stock Exchange (the “NYSE”). Our results of operations and financial condition were included as a separate
reporting segment in Loews’s financial statements and ﬁlmgs with the SEC. Begmmng in 2002 and through
June 10, 2008, Loews had also issued a separate class of its common stock, referred to as the “Carolina Group
Stock,” to track the economic performance of Loews’s 100% interest in Lorillard, Inc. and certain liabilities,
costs and expenses of Loews and Lorillard arising out of or related to tobacco or tobacco-related businesses.
On June 10, 2008, we began operating as an independent, publicly traded company pursuant to our separation
from Loews (the “Separation”). In connection with the Separation, we entered into a Separation Agreement
with Loews to provide for the separation of our business from Loews as. well as providing for 1ndemn1ficat10n
and allocation of taxes between the parties.

v



PART 1 Ca
Item 1. BUSINESS

Overview

Lorillard is the third -Ia’rge'st manufacturer of cigarettes in the United States. Founded in 1760, Lorillard is
the oldest continuously operating tobacco company in the United States. Newport, our flagship menthol
flavored premium cigarette brand, is the top. selling menthol and second largest selling cigarette brand overall
in the United States based on gross units sold in 2010. The Newport brand accounted for approximately 90.0%
of our sales revenue for the fiscal year ended December 31, 2010. In addition to the Newport brand, our
product line has four:additional brand families marketed under the Kent, True, Maverick, and Old Gold brand
names. These five brands include 43 different product offerings which vary in price, taste, flavor, léngth and
packaging. In 2010, we shipped 38.1 billion cigarettes, all of which were sold in the United States and certain
U.S. possessions and territories. We sold our major trademarks outside of the United States in 1977. We
maintain our headquarters and manufacture all of our products at our Greensboro, North Carolina facility.

We produce cigarettes for both the premium and discount segments of the domestic cigarette market. We
do not compete in a subcategory-of the discount segment that we identify as the deep discount segment.
Premium brands are well known, established brands marketed a’f higher retail prices. Discount brands are
generally less well recognized brands marketed at lower retail prices. We define the deep discount subcategory
to include brands sold at the lowest retail prices. Deep discount cigarettes are typically manufactured by
smaller companies, relative to us and other major U.S. manufacturers, many of which have no, or significantly
lower, payment obligations ‘under the State Settlement Agreements, consisting of the Master Settlement
Agreement among major tobacco manufacturers -and 46 states and various other governments and jurisdictions
(the “MSA”™) and the settlements of similar claims brought by Mississippi, Florida, Texas and Minnesota.

Advertising and Sales Promotion

. The predominant form of promotion in the industry and for us consists of retail price reduction programs,
such as discounting or lowering the price of a pack or carton of cigarettes in the retail store. These programs
are developed, implemented and executed by our sales force through merchandising or promotional agreements
with retail chain accounts and independent retailers. '

‘We focus our 'retail programs in markets and stores. reflecting unique potential:for increased menthol .
sales. Our direct buying wholesale customers provide us with information. as to the quantities of cigarettes
shipped to their. retail accounts on a weekly basis. This data covers approximately 99% of wholesale units
shipped. by us and our major competitors, and enables us to analyze, plan and execute retail promotion
programs in markets and stores that optimize the most efficient and effective return on our promotional
investments.

We employ other promotion methods to communicate with our adult consumers as well as with adult
smokers of our competitors’ products. These promotional programs include the use of direct marketing
communications, retail coupons, relationship marketing and promotional materials intended to be displayed at
retail. Relationship marketing entails the use of various communication techniques to directly reach adult
consumers in order to establish a relationship with them for the purpose: of advertising and promoting, a
product or products. We. use our proprietary database of smokers of our brands and smokers of our -
competitors’ brands to reach adult consumers with targeted communications about a given brand through age-
restricted direct mail and internet programs. We regularly review the results of our promotional spending
activities and adjust our promotional spending programs in an effort to maintain our competitive position.
Accordingly, sales promotion costs in any particular fiscal period are not necessarily indicative of costs that
may be realized in subsequent periods. ’ h '

Advertising plays a relatively lesser role in our overall marketing strategy. We advertise Newport in a
limited number of magazines that meet certain requirements regarding the age and composition of their
readership. Newport is our only brand that receives magazine advertising support.

3



Advertising of tobacco products through television and radio has been prohibited since 1971. Under the
State Settlement Agreements, the participating cigarette manufacturers agreed to severe restrictions on their
advertising and promotion activities including, among other things: -

* prohibiting the targeting of youth in the advertising, promotion or marketing of tobacco products;
* banning the use of cartoon characters in all tobacco advertising and promotion;

* limiting each tobacco manufacturer to one brand-name event sponsorsh1p durmg any twelve-month
* period, which may not include major team sports or events m Wh1ch the ‘intended audrence 1ncludes a
. significant percentage of youth S

¢ banning. all outdoor advertising of tobacco products w1th the except1on of small srgns at retml
. estabhshments ‘that sell tobacco products; . N ~

. ‘banning. tobacco manufacturers from offerrng or selhng apparel and other merchandrse that bears- a
tobacco brand name, subject to spec1ﬁed exceptlons

. proh1b1t1ng the drstnbutron of free samples of tobacco products except w1th1n adult-only facrhtres
. proh1b1t1ng payments for tobacco product placement in various. medra and .

. bannrng gift offers based on the purchase of tobacco products w1thout sufﬁcrent proof that the intended
g1ft rec1p1ent is an adult. ~

On June 22 2009 the federal Farmly Smokrng Prevention and Tobacco Control Act (the “FSPTCA”) was.
signed into. law granting authority over the regulation of tobacco products to the FDA. Pursuant to.the .
ESPTCA, the FDA reissued a set. of marketing and sales restrictions originally promulgated in 1995 as part of
an unsuccessful effort by the agency to assert jurisdiction over tobacco; products. The:FSPTCA also contains
other restrictions, some of which may be more stringent than those found in the original 1995 FDA rule,
affecting the advertising, marketmg and sale of cigarette products. See the section entitled “Legislation and
Regulation” below for additional information concerning the marketing and sales provisions of the FSPTCA.

In addition, many states, cities and counties have enacted leg1slatlon or regulations further restricting tobacco :
advertising, marketing and sales promotions, and others may do 80 in the future We cannot predict the 1mpact
of such initiatives on our marketing and sales efforts. v -

We fund a Youth Smoking Prevention Program which is desrgned to dlscourage youth from smokmg by
promoting parental involvement and assisting parents in- d1scussmg the-issue of smoking with their children.
We are also a founding member of the Coalition for Responsible Tobacco Retalhng which through its “We .
Card” program trains retailers in how to prevent the purchase of cigarettes by underage persons. In addition,
we have adopted guidelines established by the National Association of Attorneys General to restnct advemsrng
in magazines with large readership among people ‘under the age of 18, : -

Customers and Distribution:.

Our field sales personnel are based throughout the United States and we maintain freld sales ofﬁces in
major cities throughout the United States. Our sales department is divided into regions based on geography
and sales territories. We sell our products primarily to wholesale drstnbutors who in turn service retail ‘outlets,
chain store organizations, and government-agencies, including the U:S. Armed Forces. Upon: completion of the
manufacturing process, we ship cigarettes to public distribution warehouse facilities for rapid order fulfillment
to wholesalers and other direct buying cystomers. We retain a portion of our manufactured cigarettes at our -
Greensboro central distribution center and Greensboro cold-storage facrhty for future finished goods
replenishment. S ,

As of December 31, 2010, we had approximately 500 drrect buymg customers serv1c1ng more than
400,000 retail accounts. We do not sell cigarettes directly to consumers. During 2010, 2009 and 2008, sales
made by us to the McLane Company, Inc. comprised 27%, 26% and 26%,- respectively, of our revenues. No
other customer accounted for more than 10% of 2010, 2009 or 2008 sales. We do not have. any written sales
agreements with our customers, including the McLane Company, Inc. We do not have any backlog orders. .
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Most of our customers buy cigarettes on a next-day-delivery basis. Customer orders are shipped from
public distribution warehouses via third party carriers. We do not ship products directly to retail stores. In
2010, approximately 98% ‘of our customers purchased cigarettes using electronic funds transfer, which provides
immediate payment to us. S ’ S b S v

Raw Materials and Manufacturing

In our production of cigarettes, we use domestic and foteign grown burley and flue-cured leaf tobaccos,
as well as aromatic tobaccos grown primarily in Turkey and other Near Eastern countries. We believe that
there is an adequate supply of tobacco leaf of the type and quality we require at competitive prices from a
combination of global sources, and that we are not dependent on any one geographic region or country for our
requirements. -An affiliate of Reynolds American Inc. (“RAI”) manufactures all of our reconstituted tobacco
pursuant to our specifications, as set forth in the agreement between us and RAI Reconstituted tobacco is a
form of tobacco material manufactured as a paper-like sheet from small pieces of tobacco that are too small to
incorporate into the cigarette directly and may include some tobacco stems, and which is used-as.a. component
of cigarette blends. e G

We purchase our tobacco leaf through tobacco dealers, which contract with leaf groWeréf Such purchases
are made at prevailing market prices in the country of origin. Due to the varying size and quality of annual
crops, changes ifi the value of the U.S. dollar in relation to other foreign currencies and other economic
factors, tobacco prices have historically fluctuated. We direct these dealers in the purchase of tobacco
according to our specifications for quality, grade, yield, particle size, moisture content, and other characteris-
tics. The dealers purchase and process the whole leaf and then dry and package it for shipment to and storage ..
at our Danville, Virginia facility. We have not experienced any difficulty in purchasing our requirement of leaf
tobacco. SRR f ot ~

We purchase more than 66% of our domestic leaf tobacco from one dealer, Alliance One International,
Inc. (“Alliance One”). If Alliance One becomes unwilling or unable to supply leaf tobacco to us, we-believe
that we can readily obtain high-quality leaf tobacco from well-established, alternative industry SOurces.
However, we believe that such high-quality leaf tobacco may not be available at prices comparable to-those .
we pay to Alliance One. : - : : :

We store our tobacco' in 29 storage warehouses on our 130-acre Danville, Virginia facility. To protect
against loss, amounts of ‘all types and grades of tobacco are stored in separate warchouses. Certain types of
tobacco used in our blends must be allowed to mature over time to allow natural chemical changes that
enhance certain characteristics affecting taste. Because of these aging requirements, we maintain large
quantities of leaf tobacco at all times. We beliéve our current tobacco inventories are sufficient and adequately
balanced for our present and expected production requirements. If necessary, we can typically purchase aged
tobacco in the open market to supplement existing inventories. C

We produce cigarettes at our Greensboro, North Carolina manufacturing plant, which has a production
capacity of approximately 200 million cigarettes per day and approximately 50 billion cigarettes per year.
Through various automated systems and sensors, we actively monitor all phases of production to promote
quality and compliance with applicable regulations. ‘ - '

Research aﬁd Development

We have an experienced research and development team that continuously evaluates new products and
line extensions and assesses new technologies and scientific advancements to be able to respond to __
marketplace demands and developing regulatory requirements. Our research and development efforts focus
primarily on:

* developing quality products that appeal to adult consumers;

« studying and developing consumer-acceptable products with the potential for reduced éxposure to
smoke constituents or reduced health risk; ' . :



-identifying and investigating, through.the use of internal and external resources, suspect constituents of
-crgarette products or their: components to determine- the feasibility of reduction or elimination;

. mamtammg state-of- the art knowledge about public health and scientific issues related to c1garette
products;

developing new, or modifying existing, products and processes to promiote quality control and" to
. comply with current and anticipated laws and regulations; and

collaboratmg and cooperatmg with outside public and prlvate screntrﬁc mstrtutrons and éncouragmg
1ndependent research relatmg to c1garette products - '

“ Tobacco-telated research activities include: analysis of crgarette components, including ‘cigarette paper,
filters, tobacCo and ingredients, including menthol; analysis of mainstream and sidestream'smoke; and '
modification of cigarette design. We employ advanced scientific: equipment in’olr research efforts, mcludmg
gas chromatographs; mass spectrographs and liguid chromatogtaphs. We use this equipment to structurally -
identify and measure the amount of chemical compounds found in cigarette smoke and various tobaccos.
These measurements allow us to better understand the relationship between the tobacco, cigarette construction,
and the smoke yrelded from cigarettes. In addition, advanced bxologrcal techmques are developed and used to
test the blologlcal 1mpact of tobacco smoke on cells and advance our understandrng of potentral blomarkers
for disease nsk '

Informatxon Technology

We are comnutted to the use of mformatron technology throughout the orgamzatton to prov1de operatmg
effectiveness, cost reduction and competitive advantages. We believe our system platform provides the
appropriate level of information in a timely fashion to effectively manage-the business. We utilize proven
techinologies while ‘also continuously exploring new technologies consistent with 6ur information - technology :
architectute ‘strategy. Our information technology environment is anchored by an’ SAP enterprise résource
planning (“ERP”) system designéd to meet the processing and analysis needs of our‘core businéss operations -
and financial control requirements. The process control and production methods in our manufacturing
operation utilize scanning, radio frequency 1dent1ﬁcat1on wireless. technolog1es and software products to
monitor and coptrol the manufactunng process Our pnmary data center s located at our corporate
headquarters and is. staffed by an 1n-house team of expenenced mformatlon technology profess1onals A
satellite data center, located at our manufacturmg fac111ty, supports our manufactunng envrronment In
addrtron ‘we have a comprehensrve redundancy and drsaster recovery plan in place. .

Employees _ Bl s L

As of December 31 2010, e Had approximately 2, 700 full-time employees. As of that date, *
approximately. 1,000 of those' employees were represented by labor unions ‘Covered by three collective 5
bargaining ‘agreements. Local Union #317T Greensboro 'of the Bakery, Confectlonery, Tobacco Workers and "
Grain Millers International Union (AFL-CIO-CLC) represents workers at our Greensboro manufacturing plant.’
The agreement covering this Union expires in September 2011. Workers at our Danville, Virginia tobacco
storage facility are also represented by Local Union #317T Danville of the Bakery, Confectionery, Tobacco
Workers and Grain Millers International Union (AFL-CIO-CLC) and Local Union #513 of the National .
Conferéence of Firemen and Ollers/SEIU (AFL CIO- CLC) The current agreenients w1th Local Union #317T
Danville and Local Union #513 will expire in'April 2012 We have hlstoncally had an amrcable relatronshrp
with the unions representing our employees.

We provide a retirement plan, a profit sharing plan and other benefits for our hourly paid employees who
are represented by unions. In addition, we provide to our salaried employees a retirement plan, group life,
disability and health insurance program and a savings plan. We also maintain an incentive compensation plan
for certain salaried employees.



Intellectual Property

We beheve that our trademarks, 1nclud1ng brand names, are 1mportant to our business. We own the
patents, trade secrets, know-how and trademarks including our brand names and the distinctive packaging and
displays, used by us in our business. All of our material trademarks are regrstered with the U.S. Patent and
Trademark Office. Rights in these trademarks in the United States will continue indefinitely as long as we.
continue to use the trademarks. '

We consider the blends of tobacco and the flavor formulas used to make our brands to be trade secrets. These
trade secrets are generally not the. subject of patents, though various of our manufacturing processes are patented.

We sold the international rights to substantially all of our major brands, including Newport, in 1977.

Competition

The domestic market for cigarettes is highly competitive. Competition is primarily based on a brand’s
taste; quality; price, including the level of drscountmg and other promotronal actrvmes, posrt:onmg, consumer
loyalty; and retail display.

Our prrnmpal competitors are the two other major U.S. mgarette manufacturers Ph111p Morris USA Inc.
(“Philip Morris™), a subsidiary of Altria Group, Inc. and R.J. Reynolds Tobacco Company (“RJR Tobacco™), a
subsidiary of RAI We also compete¢ with numerous other smaller manufacturers and importers of cigarettes.
We believe our ability to compete even more effectively has been restrained in some marketing areas as a
result of retail merchandising contracts offered by Philip Morris and RJR Tobacco which limit the retail shelf
space available to our brands. As a result, in some retail locations we are limited in competltrvely supporting
our promotronal programs which may constrain sales.

Please read the sections entitled “Item 7. Management’s Drscussron ‘and Analysis of Financial Condrtlon :
and Results of Operations — Business Environment” and “— Selected Industry and Market Share Data” .
beglnmng on pages 28 and 30, respectively, for additional 1nformatron

Leglslatlon and Regulation

. Our business operations are subject to a variety of federal, state and local laws and regulations governing,
among other things, the research; development and manufacture of cigarettes; the development of new tobacco
products; the publication of health warnings on cigarette packaging and advertrsmg, the sale of tobacco
products; restrictions on smoking in public places; and fire safety standards. From time to time, new legislation
and regulations are proposed and reports are published by government sponsored committees and others
recommending additional regulation of tobacco products. ‘ ’

We camnot predict the ultimate outcome of these proposals, reports and recommendations. If they are-
enacted or implemented, certain of these ‘proposals could bave a material adverse effect on our busmess and
our financial condition or results of operations in the future.

Federal Regulation

The Federal Comprehensive Smoking Education Act, which became effective in 1985, requires that
cigarette packaging and advertising display one of the following four warning ‘statements, on a rotating basrs:

(1) “SURGEON GENERAL’S WARNING: Smoking Causes Lung Cancer, Heart Drsease Emphysema :
and may Comphcate Pregnancy.”

) “SURGEON GENERAL’S WARNING: Quitting Smoking Now Greatly Reduces Serious Risks to
Your Health.”

(3) “SURGEON GENERAL’S WARNING: Smoking By Pregnant Women May Result in Fetal Injury,
Premature Brrth and Low Birth Weight.”

(4) “SURGEON GENERAL’S WARNING: Crgarette Smoke Contains Carbon Monoxide.”
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This law also requires that each company that manufactures, packages or imports cigarettes shall annually
provide to the Secretary of Health and Human Services a list of the 1ngred1ents added to tobacco in the
manufacture of cigarettes. This list of ingredients may be submitted in ‘a manner that does not 1dent1fy the
company that uses the ingredients or the brand of crgarettes that contam the mgredrents

In addition, bills have been introduced in Congress, mcludlng those that would:

prohibit all tobacco advertising and promotion'
authorrze the estabhshment of various ant1-smok1ng education programs ‘

provide that current federal law should not be construed to reheve any person of liability under
common or state law;

permit state and local governments to restrict the sale and distribution of cigarettes;

direct the placement of advertising of tobacco products;

provide that cigarette advertising not be deductible as a business expense;

prohibit the mailing of unsolicited samples of cigarettes and otherwise restrict the sale or distribution of
c1garettes in retail stores, by mail or over the intemet;

impose additional, or increase existing, excise taxes on cigarettes and

requlre that c1garettes be manufactured in a manner that will cause them, under certain cucumstances
to be self-extinguishing.

In June 2009, the U.S. Congress passed, and the President signed into law, the Family Smoking
Prevention and Tobacco Control Act that grants the Food and Drug Administration (“FDA”) authority to
regulate tobacco products. The legislation:

equ1valent to other products in the market;

estabhshed a Tobacco Products Scientific Advrsory Committee to, among other things, evaluate the
issues surrounding the use of menthol as a flavoring or ingredient in cigarettes and issue a nonblndmg
recommendation to the FDA regarding menthol by March 23, 2011; ;

grants the FDA the regulatory authority to consider and impose broad additional restrictions through a
rule maklng process, including a ban on the use of menthol in cigarettes;

. requires larger and more severe, health warmngs including graphlc images, on packs cartons, and

advertlsmg,

bans the use of descnptors on tobacco products, such-as “low tar” and “light”;

- requires the disclosure of ingredients and-additives to consumers;

requires pre -market approval by the FDA of all new products mcludrng substant1ally equ1valent
products;

requires pre-market approval by the FDA for all claims made with respect to reduced risk or reduced
exposure products;

allows the FDA to review existing products to. determine whether these products are substantially

allows the FDA to require the reduction of nicotine or any other compound in cigarettes;

vallows the FDA to mandate the use. of reduced risk technologies in conventional cigarettes; .

allows the FDA to place more severe restrictions on the advertising, marketmg and sales of

© cigarettes;. and

permits inconsistent state regulation of the advertising or promotlon of crgarettes and eliminate the
existing federal preemptlon of such regulation.



The legislation permits the FDA to impose restrictions regarding the use of menthol in cigarettes,
including a ban, if those restrictions would be appropriate for the public heaith. Any ban or material limitation
on the use of menthol in cigarettes would materially adversely affect our results of operations, cash flows and
financial condition. It is possrble that such additional regulation, including regulation of menthol short of a
ban thereof, could result in a decrease in cigarette sales in the United States (including sales of our brands),
increased costs to us, and/or the development of a significant black market for cigarettes, wh1ch may have a
material adverse effect on our financial condmon results of operatlons and cash flows.

Environmental Tobacco Smoke

Various publ1cat1ons and stud1es by governmental entities have reported that environmental tobacco smoke
(“ETS”) presents health risks. In addmon, pubhc health organ1zat1ons have issued statements on the adverse
health effects of ETS, and sc1ent1ﬁc papers have been published that address the health problems associated
with ETS exposure. Various states, cities and municipalities have restricted public smokmg in recent years,
and these restrictions have been based at least in part on the publications regarding the health risks believed to
be associated with ETS exposure.

The governmental entities that have published these reports have included the Surgeon General of the
United States, first in 1986 and again in 2006. The 2006 report, for instance, concluded that there is no risk-
free level of exposure to. ETS. In 2000, the Department of Health and Human Services listed ETS, as a known
human carcinogen. In 1993, the U.S. Environmental Protection Agency concluded that ETS is a human lung
carcinogen in adults and causes respiratory effects in children.

Agencies of state governments also have issued publications regarding ETS, including reports by
California entities that were published in 1997, 1999 and 2006. In the 2006 study, the California Air Resources
Board determined that ETS is a toxic air.contaminant. Based on these or other findings, public health concerns
regarding ETS have lead-and could continue to lead to the imposition of additional restrictions on public .
smoking, including bans, which could have a matenal adverse effect on our business and financial condmon
or results of operatlons in the future.

State and Local Regulation

Many state, local and municipal governments and agencies, as well as private businesses, have adopted
legislation, regulations or policies which prohibit or restrict, or are intended to discourage, smoking, including
legislation, regulations or policies prohibiting or restricting smoking in various places such as public buildings
and facilities, stores, restaurants and bars and on airline flights and in the workplace. This trend has increased
significantly since the release of the EPA’s report regarding ETS in 1993.

Two states, Massachusetts and Texas, have enacted legislation requiring each manufacturer of cigarettes
sold in those states to submit an annual report identifying for each brand sold certain “added constituents,” and
providing nicotine yield ratmgs and other information for certain brands. Neither law allows for the pubhc
release of trade secret 1nformat10n

A New York law which became effective in June 2004 requires cigarettes sold-in that state to meet a
mandated standard for ignition propensity. We developed proprietary technology to comply with the standards
and were compliant by the effective date. Since the passage of the New York law, an additional 48 states and
the District of Columbia have passed similar laws utilizing the same technical standards. The effective dates of
these laws range from May 2006 to January 2011. As of November 1, 2009, all of our mgarettes were
manufactured usrng this technology.

Other similar laws and regulations have been enacted or considered by other state and local govemments
We-cannot predict the impact which these.regulations may have on our business, though if enacted, they could
have a material adverse effect on our business and financial condition or results of operations in the:future.
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Excise Taxes and Assessments

C1garettes are subject to substantial federal, state and local excise taxes in the United States and in
general, such taxes have been increasing. Effect1ve April 1, 2009, the federal excise tax on cigarettes increased
to $50.33 per thousand cigarettes (or $1.0066 per pack of 20 cigarettes) from $19.50 per thousand cigarettes
(or $0.39 per pack of 20 crgarettes) State excise taxes, which are levied upon and paid by the distributors, are
also in effect in the fifty states, the District of Columbia and many mumcrpalmes Increase$ in state excise =
taxes on cigarette sales were 1mplemented in six ‘states during 2010 and ranged from $0.40 per pack to $1. 60
per pack. For the twelve months ended December 31, 2010, the combined state and municipal taxes ranged
from $0.17 to $5.85 per pack of cigarettes. :

A federal law enacted i in October 2004 repealed the federal supply management program for tobacco
growers and compensated tobacco quota holders and growers with payments to be funded by an assessment on
tobacco manufacturers and importers. Cigarette manufacturers and 1mporters are responsible for paying 95.5%
of a $10.14 billion payment to tobacco quota holders and growers over a ten- year perlod The law prov1des |
that payments will be based on shrpments for domestlc consumptlon a

Separation Agreement with Loews Corporation

In connection with the Separation, we entered into a Separation Agreement with Loews Corporation on
May 7, 2008. The Separatron Agreement sets forth the relationship between Lorillard and Loews followmg the
Separatlon 1nclud1ng prov1s1ons relatmg to 1ndemn1f1catron and tax allocatlon between the partles

Indemnification Provisions

We agreed to indemnify Loews and its officers, directors, employees and agents against all costs and
expenses arising out of third party claims (including, without limitation, attorneys’ fees, interest, penalties and
costs of investigation or preparation for defense), judgments, fines, losses, claims, damages, liabilities, taxes,
demands assessments and amounts pald m settlement based on, arising out of or resulting from:

. the ownershlp or the operatlon of our assets and propemes and the operation or conduct of our ,
businesses at any time prior to or following the Separation (including with respect to any smoking and
health claims and litigation);

* certain tax matters, as discussed below;
* any other act1v1t1es in which we may engage

. ) any act1on or ormssron by us (or any successor entity) that causes the Separatlon to, become taxable to ‘
. Loews; - \ : :

«

* any breach by us of the Separation Agreement‘

¢ any other acts-or: omissions by us ansmg out of the performance of our obhgatlons under the Separation
Agreement : “ : /

. mrsstatements in or omissions from the regrstratlon statement filed with regard to the Separatlon other
than misstatements or omissions made in reliance on information relating to and furnished by Loews
for use. in the preparation of such registration statement; and , :

e any taxes and related losses ‘resulting from the receipt of any such mdemmty payment S
Our 1ndemn1flcat10n obllgat1ons mcludmg the tax mdemmﬁcatlon obligations descnbed below, are ‘
bmdmg on our successors. - We are not permitted to merge, consolidate, transfer or convey all or a significant
portion of our properties or assets unless the resulting entity, transferee or successor expressly agrees.in.
writing to be bound by these indemnification obligations. Any equity security or equity interest of Lorillard
Licensing Company; LLC. (“Lorillard Licensing”), .an indirect wholly-owned subsidiary and owner of our
trademarks, or any interest in the intellectual property owned by Lonllard L1cens1ng, is deemed a 51gmﬁcant

portion” for purposes of the foregoing. ..
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We also agreed to release Loews and its shareholders, officers, directors and employees from any Hability
owed by any of them to us with respect to acts or events occurring on or pnor to the Separatlon date, except
with respect to tax matters. A

The Separation Agreement also provides that Loews will indemnify us and our officers, directors,
employees and agents against losses, including but not limited to, litigation matters, and other cla1ms based
on, arising out of or resulting from: :

« “any activity that Loews and its subsidiaries (other than us) engage in;
. any breach by Loews of the Separation Agreement'

. any other acts or omissions by Loews ansmg out of the performance of its obhgatlons under the
. Separat1on Agreement and

.

« misstatements in or omissions from the reg1strat10n statement filed with regard to the Separanon but
- only with respect to misstatements o omissions made in réliance on information relating to and"
furnished by Loews for use in the preparation of such registration statement.

Loews agreed to release us and all of our directors, officers and employees from any liability owed by
any of us to Loews with respect to acts or events occurring on or pnor to the Separatlon date, except with
respect to tax: matters. :

Tax Allacatwn Provzswns

Followmg the Separation, we are no longer included in Loews’s consohdated group for federal income
tax purposes In connection with the Separatlon the Separation, Agreement provides certain tax allocation
arrangements pursuant to wh1ch we will indemnify Loews for tax liabilities that are allogated to, us for taxable
periods ending on or before the Separation date. The amount of federal income taxes allocated to us for such
periods is generally equal to the federal income taxes that would have been payable by us during such periods
if we had:filed separate consolidated returns. In addition, with respect:to periods in which we were included in
Loews’s consolidated group, Loews will indemnify us with respect to-the tax liability of the members of the -
Loews consolidated group other than us. After the Separation, we have the right to be notified of and
participate; in tax matters for which we are financially tfesponsible under the terms of the Separation
Agreement, although Loews will generally control such matters::

The Separation Agreement requires us (and any successor entity) to indemnify Loews for any losses
resulting from the failure of the Separation to qualify as a tax-free transaction (except if the failure to qualify
is solely due to Loews’s fault). This indemnification obligation applies regardless of whether the action is "
restricted as described above, or whether we or a potential successor obtains a supplemental ruling or an
opinion of counsel. h

The Separation Agreement further provides for cooperation between us and Loews with respect to-
additional tax matters, including the exchange of information and the retention of records which may affect
the i mcome tax 11ab111ty of the pames to the Separation Agreement

Available Information

We are listed on the NYSE under the symbol “LO.” Our principal offices are located at 714 Green Valley
Road, Greensboro, North Carolina 27408. Our telephone number is (336) 335-7000. Our corporate website is
located at www.lorillard.com, and our filings pursuant to Section 13(a) of the Exchange Act are available free
of charge on our website under the tabs “Investor Relations — SEC Filings” as soon as reasonably practicable
after such filings are electronically filed with the SEC. Our Corporate Governance Guidelines, Code of
Business Conduct and Ethics and charters for the audit, compensation and nominating and corporate
governance committees of our Board of Directors are also available on our website under the tabs, “Investor
Relations — Corporate Governance” and printed copies are available upon request. The information contained
on our websité-is not, and shall not be deemed to be, a part of this.Annual Report on Form 10-K or
incorporated into any other filings we make with.the SEC.
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> Investors may also read and copy any materials that we file at the SEC’s Public Reference Room at
100 F-Street, N.E., Washington, D.C. 20549. Readers may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site at
www.sec.gov that contains our reports.

Item 1A. RISK FACTORS

FDA regulation of menthol in cigarettes and concerns that mentholated cigarettes may pose greater
health risks could adversely affect our business.

Some plaintiffs in our litigation and constituencies, including the FDA and other public health agencies,
have claimed or expressed concerns that mentholated cigarettes may pose greater health risks than non-
mentholated cigarettes, including concerns that mentholated cigarettes may make it easier to start smokmg and
harder to quit-and may seek restrictions or a ban on the production and sale of mentholated cigarettes. Any
ban or material limitation on the use of menthol in c1garettes would materially adversely affect our results of
operations, cash flow and financial condition.

Following the passage of the Family Smoking Prevention and Tobacco Control Act in June 2009, the
FDA :established the Tobacco Products Scientific Advisory Committee (the “TPSAC™) to evaluate, among
other things, “the impact of the use of menthol in cigarettes on the public health, including such use among
children, African-Americans, Hispanics, and other racial and ethnic minorities.” In addition, the FSPTCA
permits the FDA to impose restrictions regarding the use of menthol in cigarettes, including a ban, if those
restrictions would be appropriate for the public health. The TPSAC held meetings on March 30-31, 2010,

July 15-16, 2010, September 27, 2010, October 7, 2010, November 18, 2010 and January 10-11, 2011 to
consider the issues surrounding the use of menthol in cigarettes. TPSAC has scheduled further meetings on the
use of menthol in cigarettes, and TPSAC’s report and nonbmdmg recommendatmns on menthol are currently
due to the FDA by March 23, 2011

Smce we are the leading manufacturer of mentholated cigarettes in the United States, we:could face
increased exposure to tobacco-related litigation-as a result-of such allegations. Even if such claims are
unsubstantiated, increased concerns about the health impact of ‘mentholated cigarettes could materially
adversely affect our sales, including sales of Newport. A ban or limitation on the use of menthol in c1garettes
by the FDA would materially adversely affect our business.

The regulation of ctgarettes by the Food and Drug Administration may matenally adversely affect our,
business. , : , ,

»

In June 2009, the U.S. Congress passed, and' the President signed into law, the Family Smoking ‘
Prevention and Tobacco Control Act that grants the FDA authority to regulate tobacco products. The
legislation:- v ,

« established a Tobacco Products Scientific Advisory Committee to, among other things, evaluate the
issues surrounding the use of menthol as a flavoring or ingredient in cigarettes and issue a nonbmdmg
recommendation to the FDA regarding menthol by March 23, 2011;

* grants the FDA the regulatory authority to consider and impose broad additional restnctlons through a
rule making process including a ban on the use of menthol in cigarettes;

* requires larger and more severe health warnings, 1nclud1ng graphic images, on packs cartons and
advertising; : g

* bans the use of descriptors on tqbacce products, such as “low tar” and “light”;-
* requires the disclosure of ingredients and additives to consumers;

* requires pre-market approval by the FDA of all new products, including substant1ally equxvalent
products; :
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» requires pre-market approval by the FDA for:claims made with respect to reduced risk or reduced
. exposure products;

« allows the FDA to review existing products to determine whether these products are substantlally
equivalent to other products in the market; -

« allows the FDA to require the reduction of nicotine or any other compound in cigaretes;
« allows the FDA to mandate the use of reduced risk technologies in conventional cigarettes;

« allows the FDA to place more severe restrictions on the advertising, marketing and sales of
cigarettes; and .

. perinits inconsistent state regulation of the advertiSing or promotion of cigarettes and eliminates the
existing federal preempuon of such regulation. ' '

We believe that such regulatlon could have a material adverse effect on our business. For example under
the FSPTCA, we must file a report with the FDA substantiating that any cigarettes introduced or modified
after February 15, 2007 are “substantially equivalent” to cigarettes on the market before that date to enable the
agency to determine whether the new or modified products-are “substantially equivalent” to specific predicate
products already being sold. For any products introduced or modified between February 15, 2007 and
March 22, 2011, initial reports must be filed with the FDA before March 23, 2011. The FDA has announced
that a product introduced or modified before March 22, 2011 may remain on the market pending the FDA’s
review, provided a “substantially equivalent” report has been filed with the FDA on or before March 22, 2011.
We believe, based on the limited guidance issued by the FDA to date, that we must file reports for all of our '
cigarettes by March 23, 2011 since modifications have been made to our products since 2007. While all of our
cigarettes may remain on the market pending the FDA's review, they are subject to removal should the
FDA determine any are not “substanually equ1valent

The legislation also permits the FDA to impose restrictions regarding the use of: menthol in cigarettes,
including a ban, if those restrictions would be appropriate for the public health. Any ban or ‘material limitation,
on the use of menthol in cigarettes would materially adversely affect our results of operations, cash flows and
financial condition. It is possible that such additional regulation, including regulation of menthol short of a
ban thereof, could result in a decrease in cigarette sales in the United States (including sales of our brands),
increased costs to us and/or the development of a significant black market for cigarettes, which may have a
material adverse effect on our financial condition, results. of operations, and cash flows.

As of February 9, 2011, Lorillard Tobacco.is a defendant in approximately 9,758 tobacco-related lawsuits,
including approximately 701 cases in which Lorillard, Inc. is a co-defendant. These cases, which are extremely
costly to defend, could result in substantial judgments against Lorillard Tobacco and/or Lorillard, Inc.

Numerous legal actions, proceedings and claims arising out of the sale, distribution, manufacture,
development, advertising, marketing and claimed health effects of cigarettes are pending against Lorillard
Tobacco and Lorillard, Inc., and it is likely that similar claims will continue to be filed for the foreseeable
future. In addition, several cases have been filed against Lorillard Tobacco and other tobacco companies
challenging certain provisions of the MSA among major tobacco manufacturers and 46 states and various other
governments and. _]uI'lSdlCthnS and state statutes promulgated to carry out and enforce the MSA.

Punitive damages, often in amounts ranging into the billions of dollars are specifically pleaded in a
number of cases in addition to compensatory and other damages. It is possible that the outcome of these cases,
individually or in the aggregate, could result in bankruptcy. It is also possible that Lorillard Tobacco and
Lorillard, Inc. may be unable to post a surety bond in an amount sufficient to stay execution of a judgment in
jurisdictions that require such bond pending an appeal on the merits of the case. Even if Lorillard Tobacco and
Lorillard, Inc. are successful in defending some or all of these actions, these types of cases are very expensive
to defend. A material increase in the number of pending claims could significantly increase defense costs and
have an adverse effect on our results of operations-and financial condition. Further, adverse decisions in
litigations against other tobacco companies could have an adverse impact on the industry, including us.
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A jury has returned verdicts that award damages from Lorillard Tobacco in a Conventional Product
Liability Case.

In December 2010, a Massachusetts jury awarded $50 million in compensatory damages to the estate of a
deceased smoker, $21 million in damages to the deceased smoker’s son, and $81 million in punitive damages
from Lorillard Tobacco in a Conventional Product Liability Case, Evans v. Lorillard Tobacco Company
(Superior Court, Suffolk County, Massachusetts). As of February 9, 2011, the case remained pending before
the trial court because the judge has not issued a verdict as to a single claim that was not submitted for the
jury’s consideration. It is possible the court will award additional damages to the plaintiffs in its verdict that
addresses this final claim. As of February 9,2011; the court had not ruled on the motions filed by Lorillard
Tobacco following the verdicts, which includes motions for new trial, for judgment notwithstanding the
verdict, and for reduction or elimination of the jury’s damages awards. The court is not expected to issue a
final judgment until it disposes of the final claim or it rules on Lorillard Tobacco’s post-trial motlons Lorillard
Tobacco may file additional post-trial motions after a final judgment is entered. Should the final ]udgment
award damages to the plaintiff, Massachusetts statutes provide that the court may award prejudgmert and post-
judgment interest. The opportunity for Lorillard Tobacco to initiate an appeal from the verdicts in Evans will -
not begin until the final judgment is entered. Plaintiff has asked the court to enter a preliminary injunction that
directs Lorillard Tobacco to set aside $272 million in cash or cash equivalents to secure the amounts awarded -
by the jury and the interest obligations plaintiff expects the court to order in a final judgment. As of
February 9, 2011, the ¢ourt had not ruled on plaintiff’s motion for prehmmary 1nJunctlon It is possible that
the verdlct in thls case could lead to additional litigation. :

A Judgment has been rendered agamst Lorillard Tobacco in the Scott lmgatwn

In July 2008 the Dlstrrct Court of Orleans Pansh Louisiana, entered an amended final judgment in favor
of the plaintiffs in Scott v. The American Tobacco Company, et al. (Dlstnct Court, Orleans Parish, Louisiana,
filed May 24, 1996), a class action on behalf of certain cigarette smokers resident in the State of Louisiana. In
April 2010, the Louisiana Court of Appeal, Fourth Circuit, issued a decision that modified the trial court’s
2008:amended final judgment. The Court:of Appeal’s decision reduced the judgment amount to approximately
$242 million to furid a ten year court-supervised smoking cessation program. The April 2010 decision ordered
that an award of post-judgment interest will accrue from July 2008. Interest awarded by the amended final
judgment will continue to accrue from July 2008 until the judgment either is'paid or is reversed on appeal. As
of February 9, 2011, judicial interest totaled approximately $32.1 million. Lorillard Tobacco’s share of any

-judgment, including an award of post-judgment interest, has not been: determined. In- the fourth quarter of
2007, we recorded a pretax provision of approximately $66 million for this matter. Lorillard, Inc., which was a
party to the case in the past, is no longer a defendant. The U.S. Supreme Court has granted defendants’
application to stay execution of the amended final judgment until defendants’ petition for writ of certiorari to
the U.S. Supreme Court is resolved. As of February 9, 2011, -the U.S. Supreme Court had not determined
whether it will grant review of defendants certlorarr petmon It is not possible to predlct the fmal outcome of
this matter. - :

The Florida Supreme Court’s ruling in Engle has resulted in addttwnal lttlgatwn agamst czgarette ‘
manufacturers, mcludmg us.

The case of Engle v. R.J. Reynolds Tobacco Co., et al. (Circuit Court, Dade County, Flonda filed May 5,
1994) was certified as a class action on behalf of Florida residents, and survivors of Florida residents, who
were injured or died from medlcal conditions allegedly caused by addiction to smoking. The case was tried
between 1998 and 2000 i in a multi-phase trial that resulted in verdicts in favor of the class. In 2006, the ,
Florida Supreme Court issued a ruling that, among other things, determined that the case could not proceed B
further as a class action. In February 2008, the trial court entered an order on remand from the Florida '
Supreme Court that formally decertlﬁed the class

The 2006 ruling by the Florida: Supreme Court in Engle also perrmtted members of the Engle class to file
individual claims, including claims for punitive damages. The- Florida Supreme Court held that these individual
plaintiffs are entitled to rely on a number of the jury’s findings in favor of the plaintiffs in the first phase of
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the Engle trial. These findings included that smoking cigarettes causes a number of diseases; that cigarettes
are addictive or dependence-producing; and that the defendants, including Lorillard Tobacco and Lorillard,
Inc., were negligent, breached express and implied warranties, placed cigareties on the market that were
defective and unreasonably dangerous, and concealed or consprred to conceal the risks of smoking. Lorillard
Tobacco is a defendant in approximately 7, 100 cases pending in various state and federal courts in Florida that
were filed by members of the Engle class (the “Engle Progeny Cases’ ) including 695 cases in which :
Lorillard, Inc. is a co-defendant.

As of February 9, 2011, Lorillard Tobacco was a defendant in one Engle Progeny Case in which trial was
underWay. Lorillard, Inc. is not a defendant in this trial. Neither Lorillard Tobacco nor Lorillard, Inc. were
defendants in three additional Engle Progeny Cases in which-trial was underway as of February 9, 2011. In:
addition, Lorillard Tobacco and Lorillard, Inc. are defendants in Engle Progeny Cases that have been placed:
on courts’ 2011 trial calendars or in which specific trial dates have been set. Trial schedules are subject to
change and it is not possible to predict how many of the Engle Progeny Cases pending against Lorillard
Tobacco or Lerillard; Inc. will be tried during:2011. It also is not possible to predlct whether some courts wrll
implement procedures that consolrdate multrple Engle Progeny Cases for tnal '

As of February 9 2011, verdicts have been returned in 32 Engle Progeny Cases since the Flonda
Supreme.Court issued its 2006.ruling, Lorillard Tobacco was a defendant in one of the 32 trials. As of
February 9, 2011, Lorillard, Inc. had not been a defendant in any of the trials in which verdicts were returned.
Juries awarded compensatory damages and punitive damages in 14 of these trials, The punitive damages
awards have totaled $527 million and have ranged from $270,000 to $244 million. In six of the trials, juries
awarded only compensatory damages. In the twelve other trials, juries found in favor of the defendants. In the
single trial-in which Lorillard Tobaeco had been a defendant as of February 9,-2011, the jury returned a
verdict for the defendants. In some of the trials decided in the defendants’ favor, plaintiffs have filed motions
challenging the verdicts. It is not possible to predict the final outcome of this litigation.

The judgment entered in the federal government’s reimbursement case, while not final in all respects,
could restrict or limit our defenses in other litigation.

In August 2006, a final judgment and remedial order was entered in United States of America v. Philip
Morris USA, Inc., et al. (U.S. District Court, District of Columbia, filed September 22, 1999). The court based
its final judgment and remedial order on the governinent’s only remaining claims, which were based on ‘the
defendants’ alleged violations of the Racketeering Influenced and Corrupt Organizations Act (“RICO™).
Lorillard, Inc. is. not a party to this-matter, but Lorillard Tobacco is one of the defendants in the case.
Although the verdict did not award monetary damages to the plaintiff, the final judgment and remedial order
imposed a number of requirements on the defendants. Such requirements include, but are not limited to,
corrective statements by defendants related to the heaith effects of smokrng

In:2009, a three judge panel of the Court of Appeals upheld substantrally all of. the District Court s final
judgment and remedial order. In June 2010, the U.S. Supreme Court denied the parties’ petitions seeking -
review of the case. The case has been returned to the U.S. District Court, District of Columbia for
implementation of the Court of-Appeals’ directions in its 2009 ruling and for entry of an amended final
judgment. As of February 9, 2011, the trial court had not entered the amended final judgment.

The 2006 final judgment and remedial order made many adverse findings regarding the conduct of the
defendants. It is possible that the final opinion, final judgment and remedial order entered by the court could
form the basis of allegations by the plaintiffs in other matters, or of additional judicial findings by ‘other courts
against cigarette manufacturers. It is possible that other courts could apply the findings in the United States. of
America case to restrict or otherwise limit our defenses in other litigation.
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A ruling by the United States Supreme Court could limit the ability of cigarette manufacturers.to contend
that certain claims asserted against them in product liability litigation are barred. The Supreme Court’s
decision also could encourage litigation involving cigarettes labeled as “lights” or “low tar.”’

In December 2008, the United States Supreme Court issued a decision that neither the Federal TCigarette
Labeling and Advertising Act nor the Federal Trade Commission’s regulation of cigarettes” tar and nicotine
disclosures preempts (or bars) some of plaintiffs’ claims. The decision also more broadly addresses the scope
of preemption based on the Federal Cigarette Labeling and Advertising Act, and could significantly limit
cigarette manufacturers’ arguments that certain of plaintiffs’ other claims in smoking and health litigation,
including claims based on the alleged concealment of information with respect to the hazards of smoking, are
preempted. In addition, the Supreme Court’s ruling could encourage litigation against cigarette manufacturers,
including us, regarding the sale of cigarettes labeled as “lights” or “low tar,” and it may limit cigarette
manufacturers’ ability to. defend such claims. The Supreme Court issued this ruling in a purponed “lights”
class action,.Good v. Altria Group, Inc. We were not a defendant in Good.

The U.S. Surgeon General »~h,as issued a report regarding the risks of cigarette smoking to non-smokers
that could result in additional litigation against cigarette manufacturers, additionial restrictions placed on
the use of cigarettes, and additional regulations placed on the manufacture or sale of cigarettes.

In a report entitled “The Health Consequences of Involuntary Exposure to Tobacco Smoke: A Report of
the Surgeon General, 2006,” the U.S. Surgeon General summarized conclusions from previous Surgeon "
General’s reports concerning the health effects of exposure to second-hand smoke by non- smokers According
to thls report scientific evidence now supports six major conclusions:

- Second hand smoke causes, premature death and disease in children and in adults who do not smoke

+ Children exposed to.second-hand smoke are at-an increased risk: for sudden mfant death syndrome
acute respiratory infections-and ear problems. ‘ r o -

¢ Exposure of adults to second—hand smoke has immediate adverse effects on the cardiovascular system
and causes heart disease and lung cancer.

«. The:scientific evidence indicates that there is no risk-free level of exposure to.second-hand smoke.

¢ Many millions of Americans, both children and adults‘, are exposed to second-hand smoke in their
homes and workplaces ,

. Ehmmatmg smoking in 1ndoor spaces fully protects non- smokers from exposure to second‘hand smoke.
- Separating smokers from non-smokers, cleaning the air, and ventilating buildings cannot eliminate
exposures of non-smokers to second-hand smoke. '

This report could form the basis of additional litigation ‘against cigarette manufacturers, including us. The
report could be used to support existing litigation against us or other cigarette ‘manufacturers. It also is possible
that the Surgeon General’s report could result in-additional restrictions placed on cigarette smoking or in
additional regulations placed on the manufacture or sale of cigarettes. It is possible that such additional
restrictions or regulations could result in a decrease in cigarette sales in the United States, including sales of
our brands. These developments may have a material adverse effect on our financial condition, results of
operations, and cash flows, - o

We have substantial payment obligations under litigation settlement agreements which will have a
material adverse effect on our cash flows and operating income in future periods.

In 1998, Lorillard Tobacco, Philip Morris Incorporated, Brown & Williamson Tobacco Corporation and
R.J. Reynolds Tobacco Company (the “Original Participating Manufacturers”) entered into the MSA with
46 states and various other governments and jurisdictions to settle asserted and unasserted health care cost
recovery and other claims."We and certain other U.S. tobacco product manufacturers had previously settled
similar claims brought by Mississippi, Florida, Texas and Minnesota (the “Initial State Settlements” and,
together with the MSA, are referred to as the “State Settlement Agreements).”
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Under the State Settlement Agreements, we paid $1.134-billion in' 2010 and are obligated to pay between
$1.2 billion and $1.3 billion in 2011, primarily based on 2010 estimated industry volume. Annual payments
under the State Settlement Agreements are required to be paid in perpetuity and are based, among other
things; on our domestic market share and unit volume of domestic shipments, with respect to the MSA, in the
year preceding the year in which payment is due, and, with respect to the Initial State Settlements, in the year
in- whlch payment is due

We are unable to make a meaningful estimate of the amount or range of loss that could result from an
unfavorable outcome of certam matertal pendmg llttgatton

‘We, record provisions in our consohdated financial statements for pendmg 11t1gat10n when we determine
that an unfavorable outcome is probable and the.amount of loss can be reasonably estimated. Except for the
impact of the State Settlement Agreements-and the. provision relating to the Scott case, as described in the risk
factor “A judgment has been rendered against Lorillard Tobacco in the Scott litigation” above, we are unable
to make a meaningful estimate of.the amount or range of loss that could result from an unfavorable outcome
of material pending litigation and, therefore, no material provision has been made in our consolidated financial
statements for any unfavorable outcome. It is possible that our results of operations, cash flows and financial
position could be materially adversely affected by an unfavorable outcome of certain pending or future
litigation. » , : v

We facé intense competmon and our failure to compete effectwely could have a material adverse effect
on our proﬁtabtltty and results of operations.

-We compete pnmarﬂy on the basis of product quality, brand recognition, brand loyalty, service,
marketmg, advertising and price. We are subject to highly competitive conditions in all aspects of our business.
The competitive. environment and our competitive position can be significantly influenced by weak ecenomic
conditions, erosion of consumer confidence, competitors’ introduction of low-priced .products ‘or innovative
products, higher cigarette taxes, higher absolute prices and larger gaps between price categories, and product
regulation that diminishes the ability to differentiate tobacco products. :

Our principal competitors are the two other major U.S. cigarette manufacturers, Philip Morris and RJR 4
Tobacco. We also compete against numerous other smaller manufacturers or importers of cigarettes. If our
major competitors were to significantly increase the level of price discounts offered to consumers, we could
respond by increasing price discounts, which could have a materially adverse effect on our profitability and
results of operations.

We are subject to important limitations on adverttsmg and marketmg ctgarettes that could harm our
compettttve position. : ’

Television and radio advertisements of tobacco products have been prohlblted since 1971. Under the State
Settlement Agreements we generally cannot use billboard advertising, cartoon characters, sponsorship of
concerts, non-tobacco merchandise bearing Lorillard’s brand names and various other advertising and
marketing techniques. In addition, the MSA prohibits the targeting of youth in advertising, promotion or
marketing of tobacco products Accordingly, we have determined not to advertise our cigarettes in magazines
with large readership among people under the age of 18. On June 22, 2009 the federal Family Smoking
Prevention and Tobacco Control Act was signed into law granting authority over the regulation of tobacco =
products to the FDA. Pursuant to the FSPTCA, the FDA reissued a set of marketing and sales restrictions
originally promulgated in 1995 as part of an unsuccessful effort by the agency to assert jurisdiction over
tobacco products. The FSPTCA contains other restrictions on the advertising, marketing and sale of cigarette
products more stringent than those found in the original FDA rule. In addition, many states, cities and counties
have enacted legislation or regulations further restricting tobacco advertising, marketing and sales promotions, -
and others may do so in the future. Additional restrictions may be imposed or agreed to in the future. These
limitations may make it difficult to maintain the value of an existing brand if sales or market share decline for
any reason. Moreover, these limitations significantly impair the ability of cigarette manufacturers, including
us, to launch new premium brands.
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i Changes in laws, regulations and other requirements could adversely affect our busmess, results of
operatzons or ﬁnancml condttwn.

In addmon to the regulatmn of our busmess by the FDA, our busmess results ofgoperatlons or ﬁnanc1a1
condition could be adversely affected by new or future legal requirements imposed by legislative or regulatory
initiatives, including but not limited to those relating to health care reform, climate change and environmental
matters. For example, the health care reform legislation, which was signed into law in March 2010, resulted in
the repeal of $2 million of future tax deductions for Medicare Part D subsidies for our retiree drug benefits
and could impact our accounting for retiree medical benefits, employer-sponsored medical plans and related
matters in future periods. However, the extent of that impact, if any, cannot be determined until regulations are
promulgated and additional 1nte1pretat10ns of the health ‘care law are available. New legislation or regulations
may result in increased costs directly for our compliance or 1nd1rectly to the extent such'requirements increase
the prices of goods and services because of increased costs or reduced availability. We cannot predict whethef
such legislative or regulatory ‘initiatives will result in significant changes to“existing laws and regulations
and/or whether any changes in such laws or regulations wﬂl have a matenal adverse affect on our busmess, ’
results of operatlons or ﬁnanmal condmon &£ : : AT

Sales of cigarettes are subject to substantial federal, state and local excise taxes.

On April 1, 2009, the federal excise tax on cigarettes. increased $0.6166, per pack to $1.0066 per pack to
finance health insurance for children. For the twelve months ended December 31, 2010, combmed state and
local excise taxes ranged from $0.17 to $5.85 per pack. Various states and Jocalities have raised the excise tax
on cigarettes substantially in recent years. In addition, increases in state excise taxes on-cigarette sales were
implemented in six states during 2010 and ranged from $0.40 per pack to $1.60 per pack. It is our expectation
that several states will propose further increases in 2011 and in subsequent years. We believe that increases in
excise and similar taxes have had an adverse impact ‘on sales of ‘cigarettes. In addition, we believe that the
2009 increase in the federal excise tax, as well as possible future increases, the extént of which cannot be
predicted, compounded by poor economic conditions, could result in further volume' declines for thé cigarette -
industry, including us, and an increased sales shift toward lower priced discount cigarettes rather than premium
brands.

We are dependent on the domestic cigarette business, which we expect to continue to contract.

Although we conduct business in Puerto Rico, Guam and the U.S. Virgin Islands, our cigarette business
in the 50 states of the United States (the “domestic: cigarette market”) is currently our only significant -
business. The domestic cigarette market has generally been contracting and we expect it:to’continue to
contract. We do not have foreign cigarette sales that could offset these effects, as we sold the international
nghts to substantlally all of our brands including Newport, in 1977. Asa result of price increases, restrictions
on advertising and promotlons increases in regulation and excise taxes, health concerns, a decline in the soc1a1
acceptability of smoking, 1ncreased pressure from anti- tobacco groups and other factors, industry-wide
domestic cigarette shxpments have decreased at a compound annual rate of approx1mately 3.5% during the
period 2000 through 2010. Industry- -wide domestic cigarette shipments decreased by an estimated 3.8% for
2010 compared to 2009, 8.6% for 2009 compared to 2008, 3. 3% for 2008 to 2007 and 5 0% during 2007
compared to 2006.

N

We derive most of our revenue from one-brand.

. Our largest selling brand ‘Newport, accounted for approximately 90 0% of our sales revenue for 2010
Our principal strategic plan revolves around the marketing and sales promotion in support of the Newport
brand. We' cannot ensure that we will continue to successfully implement our strategic plan with respect to
Newport or that implementation of our strategic plan will result in the maintenance or growth of the Newport
brand. :
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‘The use of significant amounts of promotion expenses and sales.incentives in response to competitive
actions and market price sensitivity may have a material adverse impact on our business. -

Since 1998, the c1garette market has been 1ncreas1ngly pnce competltwe due to the impact of, among
other things, higher state and local excise taxes and the market share of deep discount brands. In response to
these and other competitor actions and pricing pressures, we have engaged in significant use of promotlonal
expenses and sales incentives. The cost of these measures could have a material adverse impact on our
business. We regularly review the results of our promotional spending activities and adjust our promotlonal
spending programs in an effort to maintain our competitive position. Accordingly, unit sales volume and sales
promotion costs in any period are not necessarily indicative of sales and costs that may be realized in
subsequent periods, :

We rely on a limited number. of key executives and may continue to experience difficulty in attracting and
hiring qualified new personnel in some areas of our business.

The loss of any of our key employees could adversely affect our business. As a tobacco company, we
may experience difficulty in identifying and hiring qualified executives and other personnel in some areas of
our business. This d1fflculty is primarily attributable to the health and social issues associated with the tobacco
industry.. The loss of services of any key personnel or our 1nab111ty to attract and hlre personnel with requxslte
sk111s could restrict our ability to develop new products, enhance existing products in a timely manner, sell
products or manage our busmess effectively. These factors could have a material adverse effect on our results
of operations and financial condition.- ‘

e

We mdy knot.vbe able to develop, produce or commercialize competitive new pijoducts and teehnolqgges {
required by regulatory changes or changes in consumer preferences.

Consumer health concerns:-and changes in regﬁlations are likely to require us to introduce new products
or make substantial changes to existing products. For example, 49 states and the District of Columbia have
passed legislation requiring cigarette manufacturers to reduce the ignition propensity of their products. We
believe that there may be increasing pressure from public health authorities to develop a conventional cigarette,
an alternative cigarette or an alternative tobacco product that provides a demonstrable reduced risk of adverse
health effects. Certain of the other major cigarette makers have already developed and marketed alternative
cigarette products. We may not be able to develop a reduced risk product that i is acceptable to consumers. In
addition, the costs assomated W1th developing any such new products and technologles could be substantial.

Increased restrictions on smokmg in publtc places could adversely affect our sales volume, revenue and
profi tabllzty

In recent years, states and many local and municipal governments and agencies, as well as private
businesses, have adopted legislation, regulations or policies which prohibit, restrict, or discourage smoking;
smoking:in public buildings and facilities, stores, restaurants and bars; and smoking on airline flights and in:
the workplace. Other similar laws and regulations are currently under consideration and may be enacted by
state and local governments in the future. Although we have no empirical evidence of the effect of such
restrictions, we believe that restrictions on smoking in public and other places may lead to a decrease in the
number of people who smoke or a decréase in the number of cigarettes smoked ‘by smokers. Increased
restrictions on smoking in public and other places may have caused a decrease, and may continue to cause a
decrease in the volume of cigarettes that would otherwise be sold by us absent such restrictions, which may
have a material adverse effect on our sales volume, revenue and profits.

The availability of counterfeit cigarettes could adversely affect our sales volume, revenue and
profitability.

Sales of counterfeit cigarettes in the United States, including counterfeits of our Newport brand, could
adversely impact sales by the manufacturers of the brands that are counterfeited and potentially damage the
value and reputation of those brands. Additionally, smokers who mistake counterfeit cigarettes for our
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cigarettes may -attribute quality and taste deficiencies in the counterfeit product to our brands and discontinine
purchasing our brands. Although we do not believe that sales of counterfeit Newport cigarettes-have had a.
material adverse effect on our sales volume, revenue and profits to date, the availability of counterfeit Newport
cigarettes together with substantial i increases in excise taxes and other potential price increases could result in
1ncreased demand for counterfe1t product that could have a material adverse effect on our sales volume
revenue and proﬁts in the future.

We rely on a single manufacturing facility for the production of our cigarettes.

We produce all of our cigarettes at our Greensboro, North Carolina manufacturing. facility. If our
manufacturing plant is damaged, destroyed or incapacitated or we are otherwise unable to operate our
manufacturing facility, we may be unable to produce cigarettes and may be unable to meet customer demand
which' could have a material adverse effect on our sales Volume revénue and profits.’

We rely on a.small number- of suppliers for certain of our domesttc leaf tobacco and reconstituted .
tobacco.

‘We purchase approx1mately 66% of our domestic leaf tobacco through one supplier, Alhance One L
International, Inc. If Alliance One becoines unwilling or unable to supply leaf tobacco to us, we believe that
leaf tobacco may not be ava,llable at prices comparable to those we pay to Alliance One, whrch could have a
material adverse effect on our future profits. In addition, we purchase all of our reconstituted tobacco from
one supplier, which is an affiliate of RAI one of our major competitors. Reconstituted tobacco is a form of
tobacco material manufactured as a paper-like sheet from small pieces of tobacco that are too small to
incorporate into the cigarette directly and may include some tobacco stems, and- which is used as a component
of cigarette blends. If RAI becomes unwilling or unable to supply us and we are unable to find an alternative
supplier.on a timely basis, our operations could be disrupted resulting in lower production levels and reduced
sales, which could have a material adverse effect on our sales volume, revenue and proﬁts in the future ‘

We may not be able ta adequately protect our intellectual property, whtch could harm the value of our
brands and have a matertal adveérse effect on our business. - ‘

Our 1nte11ectual property 1s material to the conduct of our busmess Our ab111ty to malntam and further
build brand recognition is dependent on the contmued and exclusrve .use of our trademarks, service marks,
trade dress, trade secrets and other proprietary intellectual property, including our name and logo and the -
unique features of our tobacco products. If our efforts to protect our intellectual property are ineffective,
thereby permitting a third-party to misappropriate or infringe on our intellectual property, the value of our
brands may be harmed, which could have a material adverse effect on our business and might prevent our
brands from growing or.-maintaining-market share. : el ~

Provisions in our certificate of mcorporatwn and by-laws, and of Delaware law, may’ prevent or delay an
acquisition of us, which could decrease the trading prtce of our Common Stock.

Our certlflcate of 1ncorporatlon and by -laws contain prov1s1ons that are intended to deter coercive
takeover practices and inadequate takeover bids and to encourage prospectlve acquirers to negotiate with our
Board of Directors rather than to attempt a hostile takeover. These provisions include:

« a board of directors that is divided into three classes with staggered terms;
* climination of the right of our shareholders to act by written consent;

* rules regarding how our shareholders may present proposals or nominate directors for electlon at
shareholder meetings;

~* the right of our Board of Directors to issue preferred stock without shareholder approval; and

* limitations on the right of shareholders to:remove directors.
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Delaware law also imposes some restrictions on mergers and other business combinations between us and
any holder of 15% or more of our outstanding Common-Stock.

We believe these provisions protect our shareholders from coercive or otherwise unfair takeover tactics by
requiring potential acquirers to negotiate with our Board of Directors. and by providing our board with time to
assess any-acquisition proposal. These provisions are not intended to prevent such takeovers. However, these
provisions apply even if the offer may be considered beneficial by some shareholders and could delay or
prevent an acquisition that our Board of Directors determines is not in our best interests and those of our
shareholders.

The Separation Agreement between us and Loews contains provisions that may prevent or dzscourage
other companies from acquiring us. -

The tax-free nature of the Separation may be affected by certain transacuons undertaken by us. In
particular, under Section 355(¢) of the Internal Revenue Code, the Separation would become taxable to Loews
if it was determined that 50% or more of the shares of our Common Stock were acquired, directly or
indirectly, as part of a plan or series of related transactions that included the Separation. If, as a result of
acquisitions of our Common Stock subsequent to the Separation, the Separation becomes taxable pursuant to
Section 355(e), Loews would recognize a substantial gain for tax purposes as the Separation would be treated
as a sale of Lorillard for federal income tax purposes. The Separation Agreement requires us (and any
successor entity) to indemnify Loews for any losses resulting from the failure of the Separation to qualify as a
tax free transaction (except if the failure to qualify is solely due to Loews’s fault). This indemnification
obligation applies regardless of whether the action is restricted as described above, or whether we or a
potential acquirer obtains a supplemental ruling or an opinion of counsel. These restrictions and potential
indemnification obligations may prevent or discourage other companies from acquiring us.

We are required to indemnify Loews against losses and other expenses incurred at any time (including
with respect to smoking and health claims and lltzgatton) wzth respect to our assets, propertzes and
businesses.

In the Separation Agreement, we have agreed to indemnify Loews and its officers, directors, employees
and agents against costs and expenses (including, but not limited to, litigation matters and other claims) based
on, arising out of or resulting from, among other things, the ownership or the operation of us and our assets
and properties, and the operation or conduct of us and our businesses at any time prior to or following the
Separation (including ‘with respect to smoking and health claims and litigation). If Loews incurs legal or other
fees or costs and expenses resulting from the operation of our businesses or otherwise with respect to us, we
are required. to reimburse Loews for such losses and any legal or other fees related thereto, which, could be
substantial. These indemnification obligations may discourage third parties from trying to acquire us because
our indemnification obligations are binding on our successors and we-are prohibited by the Separation
Agreement from merging, consolidating or transferring -all or a significant portion of our properties or assets,
unless the resulting entity, transferee or successor agrees to be bound by these indemnification obligations. In
addition, we could face substantial charges for indemnification payments to Loews, which could have a
material adverse effect on our cash flows, financial condition and results of operations.

We do not believe the. Separation has altered or will alter our legal exposure with respect to tobacco-
related claims.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

Our manufacturing facility is located on approximately 80 acres in Greensboro, North Carolina. This
854,300 square-foot plant contains modern high-speed cigarette manufacturing machinery, The Greensboro
facility also includes a warehouse with shipping and receiving areas totaling 187,300 square feet. In addition,
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we own tobacco receiving and storage facilities totaling approximately 1,400,000 square feet in Danville,
Virginia. Our executive offices are located in a 130,000 square-foot, -four-story office building in Greensboro.
Our 93,800 square—foot research faci_lity is also located in‘ Greensboro.

Our principal properties are owned in fee and generally we own all of the machinery we use. We believe
that our properties and machinery are in generally good condition. We lease salés offices'in major cities
throughout the United States, a cold-storage facility in' Greensboro and warehousmg space in 19 pubhc
distribution warehouses located throughout the United States.

Item 3. LEGAL PROCEEDINGS

Information regarding legal proceedings is set forth in Note 19 “Legél' PrOCeedrngs to our Consolidated
Financial Statements included in Part II, Item 8 of this report. The disclosure set forth in Note 19 “Legal
Proceedings™ is 1ncorporated herein by reference : :

Item 4. SUBMISSION OF MATTERS TOA VOTE OF SECURITY HOLDERS

~ None.

Executive Officers of the Registrant

Name . ‘ - Age b Position(s)

Murray S. Kessler 51 Chairman, President and Chief* Executive Officer

David H. Taylor 55 Executive Vice Presrdent Finance and Planmng and Chref “
o ‘ ’ Financial Officer ’

Ronald S. Milstein .54 Senior Vice President, Legal and External Affairs, General

Counsel and Secretary
Charles E. ~I-‘Iennighausen o 56 Executive Vice President, ‘Production Operatlons
Randy B. Spell 59  Executive Vice President, Marketing and Sales

Murray S. Kessler is Chairman, President and Chief Executive Officer of Lorillard. He has served as
President and Chief Executive Officer of Lorillard since September, 2010 and assumed the Chairman’s position
in Janunary 2011, Prior to joining Lorillard, Mr. Kessler was Vrce Chair of Altria Group, Inc. and Presrdent and
Chief Executive Ofﬁcer of UST LLC (a wholly- owned subsrdJary of Altria) in 2009. Prior to that position,

Mr. Kessler held a number of executive positions at UST, Inc. from 2000 through 2009, including Chairman of
the Board, President and Chief Executive Officer. .

David H. Taylor is the Executive Vice President; Finance and Planning and Chief Financial Officer of |
Lorillard. Mr. Taylor joined Lorillard in January 2008. Prior to joining Lorillard, Mr. Taylor was a Senior
Managing Director with FTT Palladium Partners, a firm specializing in providing intéfim management services.
In that capacity, he served as Interim Chief F1nancra1 ‘Officer of Eddre Bauer Holdrngs Inc. from January 2006
to November 2007 '

Ronald S. Mtlstem 1s the Semor Vice President, Legal and External Affarrs General Counsel and ;
Secretary of Lorillard and has served in the same executive positions with Lorillard since 2005. Previously,
Mr. Milstein served as Vice President, General Counsel, and Secretary for seven years. Mr. Milstein has been
with Lorillard since 1996.

Charles E. Hennighausen is the Executive Vice President, Production Operations of Lorillard.
Mr. Hennighausen has served in the same position since he Jomed Lorillard in 2002. Prior to joining Lonllard
Mr. Hennighausen served as Senior Vice President, Operations and Product Supply at ConAgra Frozen &
Prepared Foods for three years. He also served in a number of operations management positions with the
Campbell Soup Company.

Randy B. Spell is the Executive Vice President, Marketing and Sales of Lorillard and has served in the
same position with Lorillard since 1999. Previously, Mr. Spell served as Senior Vice President, Sales for four
years and prior to that, as Vice Presidert;' Salés for one year. Mr. Spell has been with Lorillard since 1977: -
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- PART I

Item 5. MARKE T FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATT ERS
- AND ISSUER PURCHASE OF EQUITY SECURITIES

Our Common Stock began tradmg ‘regular .way” on-the NYSE under the symbol “LO” on June 10, 2008.
There were 68 shareholders of record-as of February 11, 2011. This figure excludes any estimate of the
indeterminate number of beneficial holders whose shates may be held of record by brokerage firms and
clearing agencies. The following:table presents the high: and low sales. prices of our Common Stock on the
NYSE as well as cash dividends declared per share during the fiscal quarters indicated:

Cash .

o . : Price per Share ]l))iz(i;li:;%s
Common Stock Market, Price : High Low per Share
2010 o " | ‘
Fourth Quarter . : - . $89.71 $78.54. $1.125
Third Quarter : 8303 7087 1125
Second Quarter , S 8226  70.24 1.00
First Quarter . , _ : 81.74 72.07 1.00
2009 ' ’ o
Fourth Quarter ' C  $81.76  $73.61  $ 1.00
Third Quarter 1 : 78.57  66.46 1.00
Second Quarter - 69.94  58.73 0.92

First Quarter 67.00 52.51 0.92
Dividend Policy

Lorillard’s current policy is to return approximately 70-75% of its earnings to shareholders in the form of
dividends over the long term. The declaration and payment of future dividends to holders of our Common
Stock will be at the discretion of our Board of Directors and depend upon many factors, including our .
financial condition, earnings, capital requirements of our business, legal requirements, regulatory constraints,
1ndustry practice, and other factors that the Board of Dlrectors may deem relevant. As a holding company with
no material liquid assets other than the capital stock of our subsidiaries, our ab111ty to pay dividends i is -
dependent on the receipt of dividends from our operating subsidiaries.

In 2010, we paid cash dividends -of $155 million, $152 million, $171 million and $167 million on
March 11, 2010, June 11, 2010, September 10, 2010 and December 13, 2010, respectively. In 2009, we paid
cash dividends of $155 million, $155 million, $163 million and $158 million on March 12, 2009, June 12,
2009, September 11, 2009 and December 11, 2009, respectively. In 2008, we paid cash dividends to Loews of
$291 million and $200 million on January 24, 2008 and April 28, 2008, respectively, prior to the Separation.
Following the Separation, we paid cash dividends of $158 million and $155 million to shareholders on
September 12, 2008 and December 12, 2008, respectwely We expect to continue to pay cash dividends on our
Common Stock.
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Performance Graph

The following graph compares the cumulative total shareholder return on our Common Stock from
June 10, 2008, the date our Common Stock commenced trading on a “when issued” basis, to December 31,
2010 with the comparable cumulative return of (i) the S&P 500 Index and (ii) the S&P Tobacco Index. The
graph assumes $100 was invested on June 10, 2008 in our Common Stock ‘and in each of the indices and
assumes that all cash dividends are reinvested. The table below the graph shows the dollar value of those
investments as of the dates in.the graph. The comparisons in the graph dre required by the SEC and are not -
intended to forecast or be indicative of future performance of our Common Stock.
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06/10/08 06/30/08 09/30/08 12/31/08 03/31/09 06/30/09 09/30/09 12/31/09 03/31/10 06/30/10 09/30/10 12/31/10

Lorillard Common Stock 100.00 9025 94.01 7559 8412 9359 104.03 113.75 108.11 104.84 118.70 122.96
S&P 500 Index 100.00 94.23 <8586 6649 5873 67.67 77.82 82.09. 86.09 7587 84.01 :92.58
S&P500 Tobacco Index -~ 100.00 97.77:-96.78 - 83.79 - 75.09'- 8648 9597 9921 104.87 = 95.97 11540 120.09

The performance graph and related information ‘abovekshall not be deemed “soliciting material” or to be -
“filed” with the SEC, nor shall such information be incorporated by reference into any future filing under the
Securities Act of 1933, as amended, or the Exchange Act, except to the extent that we specifically 1ncorporate
it by reference into such filing.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

In the fourth quarter of 2010, wé repurchased the following number of shares of our Common Stock:

- Approximate
Total Number of Dollar Value of
. Shares Purchased Shares that
R . Average . as Part of : May yet Be -
Total Number _  Price - Publicly - ¢ Purchased
’ ' ‘ - of Shares -~ Paid per Announced Plans Under the Plans
(In millions, except for per share amounts) Purchased Share or Programs or Programs
October 1, 2010 — October 31, 2010 1.3 $81.43 1.3 $805
November 1, 2010 — November 30, 2010 1.3 $85.25 1.3 $692
December 1, 2010 — December 31, 2010 0.8 $82.00 0.8 ' $624

Total ’ 34 $83.04 3.4

The shares repurchased were acquired under the share repurchase program authorized by the Board of
Directors on August 20, 2010 for a maximum of $1 billion. All repurchases were made in open market
transactions. We record the repurchase of shares of Common Stock at cost based on the transaction date of the
repurchase. As of December 31, 2010, the maximum dollar value of shares that could yet be purchased under
the August 20, 2010 repurchase program was $624 million.
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Item 6. SELECTED FINANCIAL DATA -

The following table includes our selected historical consolidated financial information as of the dates and
for the periods indicated. The selected historical consolidated financial information as of and for the years
ended December 31, 2006 through 2010 have been derived from our audited financial statements. You should
read the following selected historical consolidated financial data in conjunction with “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and related notes appearing. herein.

s o . Years Ended December 31,
2010 2009 2008 2007 2006
(In millions, except per share data)

Results of Operations:

Net sales(1) $ 5932 $5233 $4204 $ 399 $ 3,755
Cost of sales ; 3,809 3,327 2,434 2,313 2,166
Gross profit | 2123 1906 1770 1656 1,589
Selling, general and administrative(2) - 398 365 355 382 348
Operating income ’ o 1,725 1,541 1,415 . 1,274 1,241
Investment income(3) ‘ L 4 5 20 » 109 103
Interest expense . (9% (27 (1) — —
Income before income taxes - 1,635 ‘ 1,519 1,434 1,383 1,344
Income taxes o ' 606 571 547 485 518
Net income C$1,029 $ 948 $ 887 $ 898 $ 826

_ Diluted weighted average number of shares ;

" outstanding » ' 15179 164.62 172.21 173.92 173.92
Diluted earnings per share ’ $ 678 $ 576 $ 515 $ 516 $ 475
Dividends per share, ' $. 425 $ 384 $ 467 $ 672 $ 450
Ratio of earnings to fixed charges v 18.4 57.3 N/M N/M N/M.

(1) Includes excise taxes of $1,879, $1,547, $712, $688 and $699 million, respectively. S

(2) 2008 included expenses of $18 million related to the Separation of Lorillard from Loews, 2007 included a
$66 million charge related to litigation and 2006 included a $20 million restructuring charge.

(3) Includes income (loss) from limited partnership investments of $0, $0, ($1), $34 and $26 million,
respectively. - ' ‘ '

December 31,
2010 2009 2008 2007 2006
(In millions) i

<

Financial Position:

Current assets $2,935 $2,181 $1,962 $2,103 - $2,115
Total assets 3,296 2,575 . 2,321 2,600 2,759
Current liabilities ‘ 1,426 1,337 1,273 1,188 1,151
Long-term debt ‘ 1,769 722 — — —
Total liébi_lities 3,521 2,488 1,690 1,587 1,464
Shareholders’ equity (deficit) (225) 87 631 1,013 1,295
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our consolidated financial s_tate’meﬁts; the
notes related to those financial statements and “Item 6. Selected Financial Data” appearing herein. In
addition to historical information, the following discussion contains forward-looking statements based on
current expectations that involve risks and uncertainties. Actual results and the timing of certain events may
differ significantly from those projected in such forward-looking statemerits due to a number of factors, -
including those set forth in the “Forward-Looking Statements,” “Item 1A. Risk Factors,” “Business Environ-
ment” _and elsewhere in this Annual Report on Form 10-K. Our consolidated financial statements are prepared
in conformity with accounting principles generally accepted in the United States (“GAAP”).

Criticél Accounting Policies and Estimates

The preparation of the consohdated financial statements in conformity with GAAP requires us to make
estimates and assumptions that affect the amounts reported in our consolidated financial statements and the
related notes. Actual results could differ from those estimates. The financial statements-include our subsidiaries
after the elimination of intercompany accounts and transactions.

The consolidated financial statements and accompanying notes have been prepared in accordance with
GAAP, applied on a consistent basis. We continually evaluate the accounting policies and estimates used ‘to
prepare the consolidated financial statements. Significant estimates in the consolidated financial statements and
related notes include: (1) accruals for tobacco settlement costs, legal expenses and litigation costs, sales
incentive programs, income taxes and share based compensation, (2) the determination of discount and other
rate assumptions for defined benefit pension.and other postretirement benefit expenses and (3) the valuation of
pension assets. In general, our estimates are based on historical experience, evaluation of current trends,
information from third party professionals and various other assumptions that we believe are reasonable under
the known facts and circumstances at the time.

We consider the accounting policies discussed below to be critical to an understanding of our consolidated
financial statements as their application places the most significant demands on management’s judgment. Due
to the inherent uncertainties involved with this type of judgment, actual results could differ significantly from
estimates and may have a material adverse impact on:our results of operations and equity. ’

Revenue Recogmtwn

Revenue from product sales, net of sales incentives, is recogmzed at the time ownershlp of the goods
transfers to customers and collectability is reasonably assured. Federal excise taxes are recognlzed on a gross
basis and are included in both sales and cost of sales. Sales incentives include retail price discounts, coupons
and retail display allowances and are recorded as a reduction of revenue based on amounts estimated as due to
customers and consumers at the end of a period based primarily on use and redemption rates.

Tobacco Settlement Costs

In 1998, we and the other Original Participating Manufacturers entered into the MSA with 46 states and
various other governments and jurisdictions to settle asserted and unasserted health care cost recovery and
other claims. We and certain other U.S. tobacco product manufacturers had previously settled similar claims
brought by Mississippi, Florida, Texas and Minnesota (which are referred to as the Initial State Settlements
and together with the MSA, are referred to as the State Settlement Agreements) Our portion of ongoing
adjusted settlement payments and legal fees is based on our relative share of the settling manufacturers’
domestic cigarette shipments, with respect to the MSA, in the year preceding that in which the payment is
due, and, with respect to the Initial State Settlements, in the year in which payment is due. We record our
portion of ongoing adjusted settlement payments as part of cost of sales as product is shipped. Please read
“State Settlement Agreements” beginning on page 36 for additional information.
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Tobacco and Other Litigation

We and other cigarette manufacturers continue to be confronted with substantial litigation. Plaintiffs in
most of the cases seek unspecified amounts of compensatory damages and punitive damages, although some
seek damages ranging into the billions of dollars. Plaintiffs in some of the cases seek treble damages, statutory
damages; return of profits; equitable and injunctive relief, and medical monitoring, among other damages.

We believe that we have valid defenses to the cases pending against us. We also believe we have valid
bases -for appeal of the adverse verdicts against us. While we intend to defend vigorously all tobacco-products
liability litigation, it is not possible to predict the outcome of any of this litigation. Litigation is subject to
many uncertainties, and it is possible that some of these actions could be decided unfavorably. We may enter
into discussions in an attempt to settle particular cases if we believe it is appropriate to do so.

We record provisions in the consolidated financial statements for pending litigation when we determine
that an unfavorable outcome is probable and the amount of loss can be reasonably estimated. Except for the
impact of the State Settlement Agreements and the provision relating to the Scotz case, as described in Note 19
to our consolidated financial statements beginning on page 76, our management is unable to make a |
meaningful estimate of the amount or range of loss that could result from an unfavorable outcome of material
pending litigation and, therefore, no material provision has been madé in our consolidated financial statements
for any unfavorable outcome. It is possible that our results of ‘operations “cash flows and financial position’ -
could be materially adversely affected by an unfavorable outcome of certain pending or future 11t1gat10n

Defense costs assocmted with product liability claims are a s1gn1flcant component of our selling, general
and administrative expenses and are accrued as. incurred. Defcnse} costs may increase in future periods, in part,
as a result of the Engle Progeny Cases as described in Note 19, “Legal Proceedings,” to our consolidated
financial statements beginning on page 76. Numerous factors affect product liability defense costs in any given
period. The principal factors are as follows:.

+ the number and types of cases filed and appealed;

* the number of cases tried and appealed;

* the development of the law;

* the application of :hew or different theories of Iiability by plaintiffs and the‘ir‘ cQunsel; and
« litigation strategy and tactics. |

Please read Note 19 “Legal Proceedings,” to our consolidated financial statements beginning on page 76
for detailed information regarding tobacco litigation affecting us.

Pension and Postretirement Benefit Obligations

We are required to make a significant number of assumptions in order to estimate the liabilities and costs
related to our pension and postretirement benefit obligations to employees under our benefit plans. The
assumptions that have the most impact on pension costs are the discount rate, the expected return on plan
assets and the expected rate of compensatidn increases. These assumptions are evaluated relative to current
market factors such as inflation, interest rates and fiscal and monetary policies. Changes in these assumptions
can have a material impact on pension obligations and pension expense. :

In deterrmmng the d1scount rate assumption, we utilized current market information and liability
mformat:lon including a discounted cash flow analysis of our pension and postretirement obligations. In
particular, the basis for our discount rate selection was the yield on indices of highly rated fixed income debt
securities with durations comparable to that of our plan liabilities. The discount rate was determined by
projecting. the plan’s expected future benefit payments-as defined for the projected benefit obligation,
discounting those expected payments using a theoretical zero-coupon spot yield curve derived from a universe
of high-quality bonds as of the measurement date, and solving for the s1ng1e equlvalent discount rate that
resulted in the same projected benefit obligation. g
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The salary growth assumption reflects our long-term actual experience and future and near-term outlook.
Long-term return on plan assets is determined based on historical portfolio results, asset allocations and
management’s expectation of the future economic environment. Our major assumptions are set forth in Note 13
to our Consohdated Audited Financial Statements beginning on page 56.

For 2010, hypothetlcal changes in the assumptions we used for the pension plans would have had the
following impact on our pension expense:

* A decrease of 25 basis points in the long-term rate of return would have increased our pension expense
by approximately $2 million;

* A decrease of 25 basis points in the discount rate would have increased our pens10n expense by
approximately $2 million; and

¢ 'An increase of 25 basis points in the future salary growth rate would have increased our net pension
expense by approximately $1 million.

Income Taxes

We account for i income taxes in accordance with Accountmg Standard Codification Topic 740 - Income
Taxes. Under ASC 740, deferred tax assets and liabilities are determined based on the differences between the
financial statement and tax bases of assets and liabilities, using enacted tax rates in effect for the year in which
the differences are expected to reverse. Judgment is required in determining income tax provisions and in
evaluating tax positions. The uncertain tax provisions of ASC 740 prescribe a recognition threshold and a
measurement attribute for the financial statement recognition and measurement of tax positions taken or
expected to be taken in a tax return. For those benefits to be recognized, a tax position must be more-likely-
than-not to be sustained upon examination by taxing authorities. The amount recognized is measured as the
largest amount of benefit that is greater than 50% likely of being realized upon ultimate settlement.
Additionally, ASC 740 provides guidance on the measurement, derecognition, classification and disclosure of
tax positions, along with accounting for the related interest and penalties.

Inventories

Inventories are valued at the lower of cost, determined on a last-in, first-out (“LIFO”) basis, or market.
The inventory of leaf tobacco is classified as a current asset in accordance with generally recognized trade
practice although, due to the duration of the aging processes, a significant portion of the tobacco on hand will
not be sold or used within one year.

Recent Accounting Pronouncements

Please read “Recently adopted accounting pronouncements” in Note 1 of the Notes to Consolidated
Financial Statements beginning on page 47.

Business Environment

Pammpants in the U.S. tobacco industry, including us, face a number of issues that have adversely
affected thelr results of operations and financial condmon in the past and will continue to do so, including:

* A substantial volume of litigation seeking compensatory and punitive damages ranging into the billions
of dollars, as well as equitable and injunctive relief, arising out of allegations of cancer and other health
effects resulting from the use of cigarettes, addiction to smoking or exposure to environmental tobacco
smoke, including claims for economic damages relating to alleged misrepresentation concerning the use
of descriptors such as “lights,” as well as other alleged damages. ‘

« Substantial annual payments continuing in perpetuity, and significant restrictions on marketing and
advertising have been agreed to and are required under the terms of certain settlement agreements,
including the Master Settlement Agreement among major tobacco manufacturers and 46 states and
various other governments and jurisdictions (the “MSA”) that we entered into in 1998 along with Philip
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Morris Incorporated, Brown & Williamson Tobacco Corporation and R.J. Reynolds Tobacco Company
(the other “Original Participating Manufacturers”) to settle asserted and unasserted health care cost
recovery and other claims.. We and certain other U.S. tobacco product manufacturers previously settled
similar claims brought by Mississippi, Florida, Texas and Minnesota (the “Initial State Settlements,”
and together with the MSA, the “State Settlement Agreements”). The State Settlement Agreements
impose a stream of future payment obligations on us and the other major U.S. cigarette manufacturers
and place significant restrictions on their ability to market and sell cigarettes.

The domestic cigarette market, in which we curfently conduct our only significant business, continues
to contract. As a result of price increases, restrictions on advertising, promotions and smoking in public
and private facilities, increases in regulation and excise taxes, health concerns, a decline in the social
acceptability of smoking, increased pressure from anti-tobacco groups and other factors, domestic
01garette shipments have decreased ata compound rate of approx1mately 3.5% from 2000 through
2010.

Increases in c1garette prices smce 1998 have led to an increase in the volume of discount and, ;
specifically, deep discount cigarettes. Cigarette price increases have been driven by increases in federal,
state and local excise taxes and by manufacturer price increases. Price increases have led, and continue
to lead, to high levels of discounting and other promotional activities for premium brands. Deep
discount brands have grown from an estimated share in 1998 of less than 2.0% to an estimated 14.4%
for the twelve months ended December 31, 2010, and continue to be a significant competitive factor in
the domestic market. We do not have sufficient empirical data to deétermine whether the increased price
of cigarettes has deterred consumers from starting to smoke or encouraged them to quit smoking, but it
is likely that increased prices may have had an adverse effect on consumption and may continue to do
- 80. = '

The tobacco industry is subject to substantial and increasing regulation. In June 2009, the U.S: Congress
passed, and the President signed into law, the Family Smoking Prevention and Tobacco Control Act
granting the FDA authority to regulate tobacco products. Pursuant to the terms of the FSPTCA, the
FDA could promulgate regulations that could, among other things, result in a ban on or restrict the use
of menthol in cigarettes. The law imposes and will impose new restrictions on the manner in which"
cigarettes can be advertised and marketed, require larger and more severe health warnings on cigarette
packaging, permit restriction of the level of tar and nicotine contained in or yielded by cigarettes and
may alter the way cigarette products are developed and manufactured. In August 2009, we, along with .
RJR Tobacco, other tobacco manufacturers and a tobacco retailer, filed a lawsuit in the U.S. District
Court for the Western District of Kentucky against the FDA challenging the constitutionality of certain
restrictions on speech included in the FSPTCA. These restrictions on speech include, among others,
bans on the use of color and graphics in certain tobacco product advertising, limits on the right to make
truthful statements regarding modified risk tobacco products, a prohibition on making certain statements
about the FDA’s regulation of tobacco products, restrictions on the placement of outdoor advertising, a
ban on certain promotions offering gifts in consideration for the purchase of tobacco products, a ban on
brand name sponsorship of events and the sale of brand name merchandise, and a ban on the
distribution of product samples. The suit also challenges the law’s requirement for extensive graphic
- warning labels on all packaging and advertising. The complaint seeks a judgment (i) declaring that such
provisions of the law violate the First and/or Fifth Amendments of the U.S. Constitution and

(ii) enjoining the FDA from enforcing the unconstitutional provisions of the law. On January 4, 2010,
the district court issued an order (a) striking down the provisions of the law that banned the use of
"color and graphics in certain tobacco product advertising and prohibited tobacco manufacturers from
making certain statements about the FDA’s regulation of tobacco products and (b) upholding the
remaining challenged advertising provisions. Both sides have appealed the district court’s ruling to the
Sixth Circuit Court of Appeals, and the appeal has been fully briefed. While we believe there is
established legal precedent supporting our claims we cannot predict the outcome of any such appeal
- Nor can we make any assurances that any such appeal will be successful.
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+ The federal government and many state and local governments and agencies, as well as private
businesses, have adopted legislation, regulations or policies which prohibit, restrict or discourage
smoking, including legislation, regulations or policies prohibiting or restricting smoking in: public
buildings and facilities, stores, restaurants and bars, on airline flights and in the workplace. Other
similar laws and regulations are currently under consideration and may be enacted by federal, state and
local governments in the future.

* Substantial federal, state and local excise taxes are reflected in the retail price of cigarettes. As of
April 1, 2009, the federal excise tax was $1.0066 per pack and for the twelve months ended '
December 31, 2010 combined state and local excise taxes ranged from $0.17 to $5.85 per pack. For the
twelve months ended December 31, 2010, excise tax increases ranging from $0.40 to $1.60 per pack -
were implemented in six states and the District of Columbia. Congress enacted and the President signed
into law an increase in the federal excise tax on cigarettes by $0.6166 per pack to $1.0066 per pack
effective April 1, 2009, to finance health insurance for children. It is likely that increases in excise and
similar taxes have had an adverse impact on sales of cigarettes and that the most recent increase and
future increases, the extent of which cannot be predicted, could result in further volume declines for the
cigarette industry, including us, and an increased sales shift toward deep discount cigarettes rather than
premium brands. In addition, we and other cigarette manufacturers and 1mporters are required to pay an
assessment under a federal law demgned to fund payments to tobacco quota holders and Srowers.

. The domestlc market for cigarettes is hlghly compeuuve Competition is primarily based on‘a btand’s
taste; quality; price, including the level of discounting and other promotional activities; positioning; consumer
loyalty; and retail displdy. Our principal competitors are the two other major U.S. cigarette manufacturers,
Philip Morris and RJR Tobacco. We also compete with numerous other smaller manufacturers and importers
of cigarettes, including deép discount cigarette manufacturets. We believe our ability to compete even more
effectively has been restrained in some marketing areas as a result of retail merchandising contracts offered by
Philip Morris and RJR Tobacco which limit the retail shelf space available to our brands. As a result, in some
retail locations we are limited in competltlvely supportmg our promotional programs wh1ch may constram
sales. . . n

The following table presents. selected iﬁdustry and market share data for Lorillard. for years ended
December 31, 2010, 2009 and 2008: : ‘

Selected Industry and Market Share Data(1)

: i ; . Year Ended December 31,
(Volume in billions) - ' s ‘ 2010 --2009 < 2008

Lorillard total domestic unit volume 37433 35560 36.990

Industry total domestic unit volume o 303679 315735 345.304

Lorillard’s share of the domestic market ‘ ,‘ S 12 3% 11.3% 10.7%
Lorillard’s premium volume as a percentage of its domestic Volume 86. 3% - . ‘88_.9% - 92.3%
Lorillard’s share of the premium market 152% - 142% - ., 13.6%
Total Newport share of the domestic market - 0 105% 0 98% - 9.7%
Total Newport share of the premium market ‘ 14.9% 139% ' 13.3%
Total menthol segment market shar¢, for the industry 29.6% 28.8% 28.4%
Total discount segment market share for the industry o - 298% 29 5% ‘ 27.3%
Newport Mentho! share of the menthol market _ ' 35.0% R 34.1% 34.0%
Total Newport share of Lorillard’s total volume(2) oo . .852% . 81.5% 90.3%
Total Newport share of Lorillard’s net sales(2) = - : : 90.0%. .-91.5% " 93.6%

(1) Source: Management Science Associates, Inc. (“MSAI”), an independent third-party database management
organization that collects wholesale shipment data from various cigarette manufacturers. MSAI divides the
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"-cigarette market into two price segments, the premium price segment and the discount or reduced price
segment. MSAI’s information relating to uhit sales volume and market share of certain of the smaller, pri-
marily deep‘discount, cigarette manufacturers is based on estimates derived by MSAI Management
believes that volume and market share information for deep discotnt manufacturers may be understated
and, correspondingly, market share information for the larger manufacturers, including Lorillard, may be
overstated by MSAL Lorillard has made certain adjustments to the data received from MSALI to reflect
ma_magement"s judgment as to which brands are included in the menthol segment.

(2) Source: Lorillard shipment reports.

Income Statement Captions i o

Net sales includes revenue from product sales net of sales 1ncent1ves and is recogmzed at the time that
ownership of the goods transfers o customers and collectablhty is reasonably assured. Federal excise taxes are
recognized on a gross basis, and are included in both net sales and cost of sales. Sales incentives include retail
price discounts, coupons and retail display allowances, and are recorded as a reduction of revenue based on
amounts-estimated as due to customers and consumers. at the end of a period based pnmarrly on use and
redemption rates.

Cost of sales includes federal excise taxes, leaf tobacco cost, wrapping and casing material, manufacturing
labor and.production salaries, wages and overhead, depreciation related to manufacturing plant and equipment,
research and development costs, distribution, other manufacturing costs, State Settlement Agreement expenses,
the federal assessment for tobacco growers and promotional product expenses. Promotional product expenses
include:the cost, including all apphcable excise taxes, of the free portion of “buy some get some free”
promotrons ' : L

Sellmg, general and admzmstratzve expenses includes sales force expenses legal and other costs of
litigating and admlmstermg product liability claims, administrative expenses and advertrsmg and marketing
costs. Advertising and marketmg costs 1nc1ude items such as direct mail, advertlsrng, agency fees and point of
sale materials. \ . .

' Investment income includes interest and dividend income, realized gains and losses on sale of investments
and equity in the earnings of limited partnership investments.

Interest expense includes _int'erest“e)rpense related to debt and ineome taxes.

Results of Operations

Year ended December 31, 201 0 Compared to the Year ended December 31, 2009 .
SBE . _ S 2010 2009
e ‘ : HE . (In millions)
- “Net sales (including éxcise taxes of $1,879 and $1,547) : - $5,932 $5,233

‘Cost of sales B 3,809 3,327
Gross profit . 2,123 1,906
Selling, general and administrative 398 365
Operating income : 1,725 1,541
Investment income 4 5
Interest expense _ Gy _ @2n
Income before income taxes 1,635 1,519
Income taxes _ 606 _ 571
Net income $1,029 $ 948

Net sales. Net sales increased by $699 million, or 13.4%, from $5.233 billion in 2009 to $5.932 billion
in 2010. Net sales increased $287 million due to the increase in federal excise taxes effective April 1, 2009,
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$287 million:due to higher unit sales volume and $80 million due to higher average unit prices reflecting price
increases in February and March 2009 and February, May and November 2010 and $45 million of lower sales
incentives in 2010. Federal excise taxes are included in net sales. and increased $30.83 per thousand units, or
$0.62 per pack of 20 umts, t0.$50.33 per thousand cigarettes, or $1 01 per pack of 20 cigarettes, effective
April 1, 2009.

Our total unit volume and domestic unit volume increased 5.0% and 5.3%, réspedtively, during 2010
compared to 2009. Unit volume figures in this section are provided on a gross basis. Total Newport unit
volume and domestic Total Newport unit volume increased 2.3% and 2.5%, respectively, during 2010
compared to 2009. Maverick’s domestic wholesale shipments increased 31.5% in 2010 compared to 2009.
Excluding the launch of Newport Non-Menthol in the fourth quarter of 2010, Newport’s domestic’ wholesale
unit shipments increased 1.2% during the current year. Industry-wide domestic unit volume decreased an
estimated 3.8% during 2010 compared to 2009. Industry shipments of premium brands compnsed 70 2% of
1ndustry-w1de domestic unit volume durmg 2010 compared to 70.5% during 2009.

Ourtotal domestic wholesale market share; based on wholesale shipments, increased by 1.0 share point
during 2010 to 12.3% from 11.3% in 2009. Total Newport domestic wholesale market share increased by
0.7 share points during 2010 to 10.5% from 9.8% in 2009.

Cost of sales. Cost of sales increased by $482 million, or 14.5%, from $3.327 billion in 2009 to..
$3.809 billion in 2010. The increase in cost of sales is primarily due to the increase in federal excise taxes .
($287 million), higher unit sales volume ($67 million), higher raw material costs, primarily tobacco and:
wrapping materials ($7 million), higher expenses related tothe State Settlement Agreements ($84 million),
higher Food and Drug Administration fees ($26 million) and the Federal Assessment for Tobacco Growers - .
($11 million). We recorded pre-tax charges for our obligations under the State Settlement Agreements of .
$1.212 billion and $1.128 billion for the years ended December 31, 2010 and 2009, respectively, an increase
of $84 million. The $84 million increase is due to the impact of higher unit sales (854), the 1mpact of the
inflation adjustment ($32 mllhon), partlally offset by other adjustments ($2 nulhon) :

Selling, general and admzmstranve Selling, general and administrative expenses mcreased $33 rmlhon
or 9.0%, from $365 million in 2009 to $398 mllhon in 2010 as a result of hlgher legal and compensatlon costs
incurred in the current year.

Interest expense. Interest expense 1ncreased $67 mllhon in 2010 compared to 20()9 and reflects 1nterest
on the senior notes issued in the second quarter of 2009, net of the effect of interest rate swap agreements, and
interest on the senior notes issued i in the second quarter of 2010.

Income taxes. - Income taxes increased $35 million or 6.1%, from $571 million in 2009 to $606 mllhon
in 2010. The change reflects' the increase in income before ‘income taxes of $1 16 million in 2010 or 7.6%,
offset partially by a decrease in the effective tax rate from 37.6% to 37.1% for the years ended December 31,
2009 and 2010, respectively. The decrease was driven by a statutory increase in the manufacturers deduction,
offset partially by the unfavorable impact of the repeal of future tax deductions for Medicare Part D subsidies
for retiree drug benefits pursuant to the health care reform legislation enacted during the first quarter of 2010.
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Year ended December 31, 2009 Compared to the Year ended December 31, 2008

2009 - 2008
: ; ) (In millions)

Net sales (including excise taxes of $1,547 and $712) - -~ $5,233 » ‘$4,204
Cost of sales , 3327 2434
Gross profit ‘ . o L 1,906 1,770
Selling, general and administrative 365 355
Operating income ; ‘ ©1,541 1,415
Investment income o ' B . o .5 20
Interest expense’ ’ _ . 27 (1) -
Income before income taxes : \ ‘ 1,519 1,434
Income taxes DT 571 547

Net income o ' R ‘ $ 948 $ 887

Net sales: Net sales increased by $1.029 billion, or 24.5%, from $4. 204 b1111on in 2008 to $5 233 billion
in 2009. Net sales increased $835 million due to the increase in federal excise taxes effective April 1, 2009
and $533 million due to higher average unit prices reflecting price increases in May and December 2008 and
February and March 2009, partially offset by $251 million due to lower unit sales volume and $88 million of
higher sales incentives. Federal excise taxes are included in net sales and increased $30.83 per thousand units,
or $0.62 per pack of 20 units, to $50.33 per thousand c1garettes, or $1 01 per pack of 20 mgarettes effectlve ,
April 1, 2009.

~Our ‘total unit volume and domes'tic unit volume decreased 3.9% during 2009 compared to 2008 Unit
volume figures in this section are provided on a gross basis. Our domestic wholesale shipments in 2009 reflect
the negative impact of the federal excise tax increase implemented on April 1, 2009. Total Newport unit
volume and domestic Newport unit volume decreased 6.9% during 2009 compared to 2008. Industry-wide
domestic unit volume decreased an estimated 8.6% during 2009 compared to 2008. Industry shipments of
premium brands comprised 70 5% of industry- w1de domestlc unit volume dunng 2009 compared to 72.7%
during 2008..

Cost of sales Cost of sales increased by $893 millio.n,vor 36.7%, from $2.434 billion in 2008 to -
$3.327 billion in 2009. The increase in cost of sales is primarily due to the increase in federal excise taxes
($835 million), higher raw material costs, primarily tobacco and wrapping materials ($74 million), higher
expenses related to the State Settlement Agreements ($11 million), the assessment of Food and Drug
Administration fees ($9 million) and higher pension expense ($15 million), partially offset by lower unit sales
volume ($34 million) and the absence of free product promotions ($17 million). We recorded pre-tax charges
for our obligations under the State Settlement Agreements of $1.128 billion and $1.117 billion for the years
ended December 31, 2009 and 2008, respectively, an increase of $11 million. The $11 million increase is due
to the impact of the inflation adjustment ($30 million) and other adjustments ($24 million), partially offset by
lower unit sales ($43 million). v

Selling, general and administrative. ~Selling, general and administrative expenses increased $10 million,
or 2.8%, from $355 million in 2008 to $365 million in 2009. The increase was primarily due to an increase in
legal expenses of $18 million due to the contmumg defense costs associated with the Engle Progeny Cases
and higher pension expense of $8 million, partially offset by a decrease in marketing costs of $6 million and
the absence of an $18 million charge in 2008 related to the Separation.

Investment income. Investment income decreased $15 million in 2009, compared to 2008 and the
decrease primarily reflects lower interest rates on investments.

Interest expense. . Interest expense increased $26 million in 2009, compared to 2008, and the increase
reflects interest on the Senior Notes issued in the second quarter of 2009, net of the effect of interest rate .
swap -agreements.

33



Income taxes. Income taxes increased $24:million ‘or 4.4% from $547 million in 2008 to $571 million
in 2009. The change reflects the increase in income before income taxes of $85 million in 2009 or 5.9%
partially offset by a decrease in the effective tax rate from 38.2% in 2008 to 37.6% in 2009. This decrease in
the effective tax rate impacts income tax expense by $9 million; and is primarily due to the impact, in 2008,
of the Separation on the availability of the manufacturer’s deduction for the pre-Separation period and the
non-deductibility of certain Separation expenses, and, in 2009, the favorable resolution of certam state income
tax matters, partlally offset by an increase in state tax rates. :

Liquidity and Capital Resources

Our cash and cash equxvalents of $2.063 billion at December 31, 2010 were invested in prrme money
market funds.

Cash‘ Flows

Cash flow from operating activities. The principal source of liquidity for our business and operating
needs is internally generated funds from our operations. We generated net cash flow from operations of
$1.091 biltion for 2010 compared to $1.037 million for 2009. The increased cash flow in 2010 primarily
reflects the increase in net income. Net cash flow from operations was $1.037 mrlhon for 2009, compared-to
$980 million. for 2008. The increased cash flow in 2009 primarily. reflects the increase in net income.

Cash flow from investing activitiés. Our cash flow from'investing activities used cash of $40 million for
the twelve months ended December 31, 2010 compared to $51 million for 2009. The decrease in cash flow :
used by investing activities in 2010 is due to decreased purchases of equipment. Our cash flow from 1nvest1ng
activities used cash of $51 million for the twelve months ended December 31, 2009 compared to $201 million
of cash provided in 2008. The decrease in cash ﬂow pr0v1ded by 1nvest1ng activities .in. 2009 is .primarily due
to no investment purchases and sales.. o : e :

Capital expenditures were $40 million, $51 million and $44 rmlhon for 2010, 2009 and 2008,
respectlvely The expenditures were pnmanly for the modernization of manufacturlng equipment. Our capltal
expendltures for 2011 are forecast to be between $35 mllllon and $45 million.

Cash flow from financing activities. Our cash flow from operations has exceeded our workmg capltal
and capital expenditure requirements in each of the years ended December 31, 2010, 2009 and 2008. We paid
cash dividends to Loews of $291 million and $200 million on January 24, 2008 and April 28, 2008,
respectively. We paid cash dividends to shareholders of* $158 million and $155 million on September 12, 2008
and December 12, 2008, respectrvely In 2009, we paid cash d1v1dends of $155 million, $155 million,
$163 million and $158 million on March 12, 2009, June 12, 2009, September 11, 2009 and December 11,
2009, respectively. In 2010, we paid cash dividends of $155 million, $152 million, $171 million and
$167 million on March 11, 2010, June 11 2010, September 10, 2010 and December 13, 2010, respectlvely

“In April 2010, Lorillard Tobacco issued $1 billion of unsecured senier notes in two-tranches pursuant to an
Indenture, dated June 23, 2009;.and the Second Supplemental Indenture, dated April 12, 2010 (the “Second
Supplemental Indenture”). The first tranche was $750 million aggregate principal amount of 6.875%. Notes due
May 1, 2020 (the “2020 Notes™), and the second tranche was $250 million aggregate principal amount of
8.125% Notes due May 1, 2040 (the “2040 Notes”) Lorillard Tobacco is the’ pnn01pa1 wholly-owned operatlng
subsrdrary of the Company and the 2020 Notes and 2040 Notes (the “Notes”) are unconditionally guaranteed on a
senior unsecured basis by the Company. The net proceeds from the issuance will be.used for general corporate
purposes, which may include, among other thmgs the repurchase, redemptlon or retirement of securities 1nclud1ng '
the Company’s common stock, acqu1s1t10ns additions to working capital and capital expendltures ' '

Upon the occurrence of a change of control tnggenng event Lonllard Tobacco will be required to make
an offer to repurchase the Notes at a price equal to 101% of the aggregate principal amount of the Notes, plus
accrued interest.. A “change of control triggering event™ occurs when there is both a “change of control” (as
defined in the Second Supplemental Indenture) and the Notes cease to be rated investment grade by both
Moody’s and S&P within 60 days of the occurrence of a change of control or public announcement of the: -
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intention to effect a change of control. The Notes are not entitled to any sinking fund and are not redeemable
prior to maturity. The Notes contain covenants that restrict liens and sale and leaseback transactions, subject to
a limited exception.

During 2010, we repurchased approximately 9.0 million shares at a cost of $79.74 per share and totaling
$716 million under the $1 billion repurchase program announced on August 20, 2010, the $250 million
repurchase program announced February 25, 2010 and the $750 million repurchase program announced July 27,
2009. As of February 11, 2011, the maximum doliar value of shares that could yet be purchased undér the
$1 billion program was $444 million. ' o

Purchases by the Company under these programs were made from time to time at prevailing market
prices in open market purchases, privately.negotiated tranisactions, block purchase techniques or otherwise, as
determined by the Company’s management. The purchases were funded from existing cash balances, including
proceeds from the issuance of the Notes. These programs do not obligate the Company to acquire any -
particular amount of its common stock. The timing, frequency and amount of repurchase activity will' depend
on a variety of factors such as levels of cash generation from operations, cash requirements for investment in
the Company’s business, current stock price, market conditions and other factors.

Liquidity
We believe that cash flow from operating activities will be sufficient for the foreseeable future to enable
us to meet our obligations under the State Settlement Agreements and to fund our working capital and capital
expenditure requirements. We cannot predict our cash requirements related to any future settlements or -

judgments, including cash required to bond any appeals, if necessary, and can make no assurance that we will
be able to meet all of those requirements.

 The rate.of Qreturh‘ on our pension aééet’s in 2010 was a positive: 1'1-.9%. Our pénsion expense was
approximately $17 million in 2010 and-we anticipate pension expense of approximately $13 million in 2011.
We contributed $19 million to our pension plans in 2010 and anticipate.a contribution: of $15 million in 2011.

© We believe that it is appropriate for a company of our size and financial charaéteristics to have a prudent
level of debt as a component of our capital structure in order to reduce our total cost of capital and improve
total shareholder returns. Accordingly, we raised $1 billion and $750 million of debt financing in 2010 and
2009, respectngély, and we expect that we will seek to raise additional debt financing in the future, although
the structure, timing and amount of silch indebtedness has not yet been determined and will depend ona
number of factors, including, but not limited to the prevailing credit and interest rate environment, our cash
requirements, and other business, financial and" tax considerations. The proceeds of any such debt financing
may be used to fund stock repurchases, acquisitions, dividends or for other general corporate purposes. We
presently have no commitments or agreements with or from any third party regarding any debt financing
transactions and no assurance can be given that we will ultimately pursue any debt financing or, if pursued,
that we ‘will be able to obtain debt financing at the suggested levels or on attractive terms. .

In March 2010, Lorillard Tobacco, the principal, wholly owned operating subsidiary of the Company,
entered into a $185 million revolving credit facility (“Revolver”) that expires March 26, 2013 and is
guaranteed by the Company. Proceeds from the Revolver may be used for general corporate and working
_capital purposes. The interest rates on borrowings under the Revolver will be based on prevailing interest rates
and, in part, upon the credit rating applicable to the Company’s senior unsecured long-term debt.

The Revolver requires that the Company maintain a ratio of debt to.net income plus income taxes,
intérest expense, depreciation and amortization expense, any extraordinary losses, any non-cash expenses or
losses and any losses on sales of assets outside of the ordinary course of business (“EBITDA”) of not more
than 2.25 to 1 and a ratio of EBITDA to interest expense of notless than 3.0 to 1. In addition, the Revolver
contains customary affirmative and negative covenants, including restrictions on liens and sale and leaseback
transactions subject to a limited exception. The Revolver contains customary events of default, including upon
a change in control that could result in the acceleration of all amounts and cancellation of all commitments
outstanding, if any, under the Revolver.
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. There were no borrowings under the Revolver during 2010.

State Settlement Agreements

The State Settlement Agreements require us and the other Original Participating Manufacturers (Phrhp
Morris Incorporated, Brown & Williamson Tobacco Corporatron and R.J. Reynolds Tobacco Company) to
make aggregate annual payments of $10.4 billion in perpetuity, subject to ad_]ustment for several factors
described below. In addition, the Original Part101pat1ng Manufacturers are required to pay plaintiffs’ attorneys’
fees, subject to an aggregate annual cap of $500 million. These payment obligations are several and not joint
obligations of each of the Original Participating Manufacturers. Our obligations under the State Settlement
Agreements will materrally adversely affect our cash flows and operatlng income in future years. -

Both the aggregate payment obhgatlons of the Ongmal Partlcrpatlng_Manufacturers, and our payment . .
obligations, individually, under the State Settlement Agreements are subject to adjustment for several factors
which include: ,

« inflation;
* aggregate volume of Original Participating Manufacturers cigarette shipments;
. other Original Partrcrpatmg Manufacturers and our market share and

. aggregate Original Pamelpatmg Manufacturers operatmg 1ncome allocated to such manufacturers that
have operatmg income increases. o o :

The inflation adjustment Increases payments on a compounded annual basis by the greater of 3.0% or the
actual total percentage change in the consumer price index for the preceding year. The inflation adjustment is
measured starting with inflation for 1999. The volume adjustment increases or decreases payments based on
the increase or decrease in the-total number of cigarettes shipped in or to-the 50 U.S. states, the District of
Columbia and Puerto Rico by the Original Participating Manufacturers during the preceding year compared to
the 1997 base year shrpments If volume has increased, the volume adjustment would increase the annual
payment by the same percentage as the number of cigarettes shipped exceeds the 1997 base number. If volume
has decreased, the volume adjustment would decrease the annual payment by 98.0% of the percentage
reduction in volume. In addition, downward adjustments to the annual payments for changes in volume may,
subject to specified conditions and exceptions, be reduced in the event of an increase in the Original
Participating Manufacturers aggregate operating income from domestic sales of crgarettes over base year levels
established in the State Settlement Agreements, adJusted for inflation. Any adjustments resultrng from
increases in operating income would be allocated among those Orrgmal Participating Manufacturers who have
had increases. ’

During 2010, we paid $1.134 billion under the State Settlement Agreements, primarily based on 2009
volume. Included in the above number was $92 million we deposited in an interest-bearing escrow account in
accordance with procedures established in the MSA pending resolution of a claim by us and the other Original
Participating Manufacturers that they are entitled to reduce their MSA payments based on a loss of market
share to non-participating manufacturers Most of the states that are parties to the MSA are disputing the
availability of the reduction and we believe that this dlspute will ultimately be resolved by judicial and
arbitration proceedings. Our $92 million reduction is based upon the Original Participating Manufacturers
collective loss of market share in 2006. In April of 2009, 2008, 2007 and 2006, we had previously deposited
$69 million, $72 million, $111 million and $109 million, respectively, in the same escrow account discussed
above, which was based on a loss of market share in 2006, 2005, 2004 and 2003 to non-participating:
manufacturers. In February 2009, we directed the transfer of $72 million from this account to the ‘non-disputed
account, related to the loss of market share in 2005, pursuant to an Agreement Concerning Arbitration that we
and other Participating Manufacturers entered into with certain MSA states. This amount was then paid to the
MSA states. We and other Original Participating Manufacturers have the right to claim additional reductions
of MSA payments in subsequent years under provisions of the MSA..
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Contractual Cash Payment Obligations .

The following table presents the contractual cash payment oblrgatrons of Lonllard as of December 31,

2010:

) : More

C Less Than Than §

Total 1 Year . 1-3 Years 3.5 Years Years

. - o ‘(In millions)

Senior notes . o oo %1750 8 — 0 8 — o § — $1,750
Interest payments related to. notes - 1,590 133 398 266 . ., 793
Contractual purchase obligations v 55 55 — — —
Operating lease obligations ' 3 2 1 —_ —
Total N ¢ 398’ C$190$399  §266  §2.543

In addrtron to the obligations presented in the table above as of December 31,.2010, - we believe that it is
reasonably possible that payments of up to $0.6 million may be made to various tax authorities in the next
twelve months related to gross unrecognized tax benefits. We cannot make a reasonably reliable estimate of
the amount of habrlrtles for unrecogmzed tax beneﬁts that may result in cash’ settlements for periods beyond
twelve months .

As previously discussed, we have entered into the: State Settlement Agreements. whrch 1mpose a stream of
future payment obligations on us and the other major U.S. cigarette manufacturers. Our portion of ongoing
adjusted settlement payments, including fees to settling plaintiffs’ attorneys, are based on a number of factors
which are described above. Our cash payment under the State Settlement Agreements in 2010 amounted to
$1.134 billion and we estrmate our cash payments in 2011 under the State Settlement Agreements will be
between $1.2 billion and $1 3 billion, primarily based on 2010 estimated industry volume. Payment obligations
are not incurred until the related sales occur and therefore are not reflected in the above table. Please see the
discussion of the calculation of the Original Participating Manufacturers base payment obligations under the
State Settlement Agreements under “State Settlement Agreements on page 36.

Off-Balance Sheet Arrangements — None

37



Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We invest in financial instruments that involve market risk.- Our measure of market risk exposure
represents an estimate of the change in fair value of our financial instruments. Market risk exposure is
presented below for each class of financial instrument we held at December 31, 2010, assuming immediate
adverse:market movements of the magnitude described below. We believe that the rate of adverse market
movement represents a measure of exposure to loss under hypothetically assumed adverse conditions. The
estimated market risk exposure represents the hypothetical loss to future earnings and does not represent the
maximum possible loss nor any expected actual loss, even under adverse conditions, because actual adverse
fluctuations would likely differ. In addition, since our investment portfolio‘is subject to change based on our
portfolio management strategy as well as in response to changes in the market, these estimates are not - ..
necessarily indicative of the actual results which may occur. The market risk exposure represents the potential
loss in carrying value and pretax impact to future earnings caused by the hypothetical change in price.

Exposure to market risk is managed and monitored by senior management. Senior management approves
our overall investment. strategy and- has the responsrblhty to ensure that the investment: posmons are consistent
with that strategy with an acceptable level of risk. ‘ :

Interest rate risk. Our 1nvestments which are 1ncluded in cash and cash equivalents, consrst of money
market funds with financial institutions. Those investments are exposed to fluctuations in interest rates. A
sensitivity analysis, based on a hypothetical 1% increase or decrease in interest rates on our average 2010
investments, would cause an increase or decrease in pré-tax income of -approximately $21 million.

Our debt is denommated in US Dollars and has been 1ssued at a fixed rate In September 2009 we
entered into interest rate swap agreements for a total notional amount of $750 million to hedge changes in fair
value of the Notes due to changes in the desrgnated benchmark interest rate. Changes in the fair value of the
derivative are recorded in earnings along with offsetting adjustments to the carrying amount of the hedged
debt. A sensitivity analysis, based on a hypothetical 1% change in LIBOR would cause an increase or
decrease in pretax mcome of approxrmately $8 rmlhon for 2010.

Liquidity risk. 'We may be forced to cash settle all or a portron of our denvatlve contracts before the
expiration date if our debt rating is downgraded below Ba2 by Moody’s or BB by S&P. This could have a
negative impact on our cash position. Early cash settlement would result in the timing of our hedge settlement.
not being matched to the cash settlement of the debt. Our current Moody’s debt rating is Baa2, and our current
S&P debt rating is BBB-, both of which are above the ratings at which settlement of our derrvatrve contracts
would be required. See Note 10 for additional information on derivatives.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA -

Financial Statements and Supplementary Data are comprised of the following sections:

Page
No.

Report of Independent Reglstered Pubhc Accountmg Firm L , : (‘ : .40
Consolidated Balance Sheets - Lo ; ‘ e B .41
Consolidated: Statements of Income S ‘ ’ ' co 42
Consolidated' Statements of Shareholders Equlty (Deﬁc1t) ' ' ‘ 43
ConSOhdated Statements of Cash Flows ™~ - - S M

Notes to Consolidated Financial Statements S o 45
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REPORT OF INDEPENDENT 'REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Lorillard, Inc.
Greensboro, North Carolina.

We have audited the accompanying consolidated balance sheets of Lorillard, Inc. and Subsidiaries (the
“Company”) as of December 31, 2010 and 2009, and the related consolidated statements of income,
shareholders’ equity (deficit), and cash flows for each of the three years in the period ended December 31, -
2010. Our audits also included the financial statement schedule listed in the Index at Item 15. These
consolidated financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on the consolidated financial statements and financial
statement schedule based on our audits. '

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2010 and 2009, and the results of operations and cash flows for
each of the three years in the period ended December 31, 2010, in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, such financial statement schedule,
when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in
all material respects, the information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the Company’s internal control over financial reporting as of December 31, 2010, based
on the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 18, 2011 expressed an unqualified
opinion on the Company’s internal control over financial reporting.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 18, 2011
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LORILLARD, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS:
Cash and cash equivalents
Accounts receivable, less allowances of $3 and $3
Other receivables
Inventories
Deferred income taxes
Other current assets

Total current assets
Plant and equipment, net
Prepaid pension assets ‘
Deferred income taxes
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT):
Accounts and drafts payable
Accrued liabilities
Settlement costs
Income taxes

Total current liabilities
Long-term debt
Postretirement pension, medical and life insurance benefits
Other liabilities

Total liabilities

Commitments and Contingent Liabilities
Shareholders’ Equity (Deficit):
Preferred stock, $0.01 par value, authorized 10 million shares
Common stock:
Authorized — 600 million shares; par value — $.01 per share
Issued — 174 million and 174 million shares
Outstanding — 147 million and 156 million shares
"Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss
Treasury stock at cost, 27 million and 18 million shares

Total shareholders’ equity (deficit)
Total liabilities and shareholders’ equity (deficit)

See Notes to Consolidated Financial Statements
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December 31,

2010

2009

(In millions)

$2,063 $1,384
9 9

68 . 41

277 281
503 466
15 —
2,935 2,181
243 237

66 60

6 48

46 49
$329 $2,575
$ 27 $ 23
333 318
1,060 982

6 14

1,426 1,337
1,769 722
284 300

42 129
3,521 2,488
2 2

242 234
1,666 1,282
(109) (121)
(2,026)  (1,310)
(225) 87
$3296 $2,575




- LORILLARD, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Net sales (including excise taxes of $1,879, $1,547 and $712)

Cost of sales:
Gross profit
Selling, general and administrative
Operating income
Investment income
Interest expense - -
Income before income taxes
Income taxes
Net income
Earnings per share:
Basic
Diluted

Weig:hted average number of shares outstanding:

Basic
Diluted

See Notes to.Consolidated. Financial Statements
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Year Ended December 31,
2010 2009 2008
(In millions, except per share data)

$ 5932 $5233 $ 4204
3,809 - 3327 2,434

2,123 1,906 1,770

398 365 355
1,725 1,541 1,415
4 5 20
94) Q7 M
1,635 1,519 1,434
606 571 547

$ 1,020 $ 948 § 887

$ 678 $ 576 $.5.15
$ 678 $ 576 $ 5.15

151.59.  164.48 172.09
151.79 164.62 172.21



LORILLARD, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, December 31, 2007

(DEFICIT)

Compre-
hensive Additional

Accum-
ulated Total
Other Share-
Compre- Holders’

Income. Common Paid-in Retained hensive Treasury Equity
- (Loss) Stock Capital ‘Earnings Loss  Stock  (Deficit)

(In millions)

$2 $217 $ 882 % (88 $ - — $1,013
Comprehensive income: -
~ Net income $ 887 887 887
Other comprehensive losses, pension _
liability, net of tax benefit of $38 70 (70) _ (70)
Comprehensive income $ 817
Dividends paid (804) (804)
Share repurchases (400) (400)
- Share-based compensation . 5 . , 5
Balance, December 31, 2008 $2 $222  $ 965 $(158) $§ (400)$ 631
Comprehensive income: : :
Net income $ 948 ‘ $ 948 : . $ 948
Other comprehensive gains, pension liability, B
net of tax expense of $20 37 37 37
Comprehensive income $ 985
Dividends paid 631 (631)
Share repurchases - (910) (910)
~ Share-based compensation . 12 12
Balance, December 31, 2009 $2 $234  $1,282 $(121) $(1,3100$ 87
Comprehensive income:
Net income , $1,029 1,029 1,029
Other comprehensive gains, pension liability,
net of tax expense of $6 12 12 12
Comprehensive income ° $1,041
. Dividends paid (645) L (649)
* Share repurchases (716) (716)
" Share-based compensation _ 8 8
$2 $242  $1,666 $(109) $(2,026) $ (225)

Balance, December 31, 2010

See Notes to Consolidated Financial Statements
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LORILLARD, INC. AND SUBSIDIARIES

" CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2010 2009 2008
(In millions)

Cash flows from operating activities:

Net income - , ' $1,029 $ 948 $ 887
Adjustments to reconcile to net cash provided by (used in) operating activities:
Depreciation and amortization - ’ 35 32 32
Pension, health and life insurance contributions 32  @3Y (32)
Pension, health and life insurance benefits expense 30 46 21
Deferred income taxes 1 ¢ 72
Share-based compensation - 8 5 -3
Excess tax benefits from share-based arrangements ‘ 2) €5 —_—
Changes in operating assets and liabilities: ‘
Accounts and other receivables 5 12 ‘ (38)
Inventories ’ ' 4 (26) 32)
Accounts payable and accrued liabilities (46) 56 28
Settlement costs @ ~ o 78 8 43
Income taxes (34). —_ 5
Other current assets , ' 2) —_— e
Other assets 17 “) 9
Other , e 7 (18)
Net cash provided by operating activities 1,001 1,037 980
Cash flows from investing activities: ’ o
Additions to plant and equipment 40). i G T @
Purchases of investments ; - -_— (1,050)
Proceeds from sales of investments E — — 545
Proceeds from maturities of investments : — — 750
Net cash provided by (used in) investing activities (40) 1) 201
Cash flows from financing activities:
Proceeds from issuance of long-term debt 1,000 750 —
Share repurchases , S (716) (910) (400)
Dividends paid (645) (631) (804)
Debt issuance costs . ; | (13) (5) —
Proceeds from exercise of stock options — 2 —
Excess tax benefits from share-based arrangements 2 1 4
Net cash used in financing activities (372) (793)  (1,200)
Change in cash and cash equivalents 679 193 19
Cash and cash equivalents, beginning of year 1,384 1,191 1,210
Cash and cash equivalents, end of year $2,063 $1,384 $ 1,191
Cash paid for income taxes k $ 637 $ 563 § 514
Cash paid for interest, net of cash received from interest rate swaps of $24 in
2010 and $6 in 2009 $ 79 $ 28 $ —

See Notes to Consolidated Financial Statements
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1. Significant Accounting Policies -

Basis of presentation — Lorillard, Inc., through its snbsidianes is engaged in the manufacture and sale of
cigarettes. Its principal products are marketed under the brand names of Newport, Kent, True, Maverick and
Old Gold with substantially all of its sales in the United States of Amenca ,

The consolidated financial statements of Lorillard, Inc. (the “Company”), together w1th its subsidiaries
(“Lorillard”), include the accounts of the Company and its subsidiaries after the elimination of intercompany
accounts and transactions. The Company manages its operations on the basis of one operating and reportable
segment through its principal subsidiary, Lorillard Tobacco Company (“Lorillard Tobacco” or “Issuer”).

- On May 7, 2008, the Company amended its certificate of incorporation to effect a 1,739,234.29 for 1.
stock split of its 100 shares of Common Stock then outstanding. All common share and per share information
has been retroactively adjusted for the periods presented.

On June 10, 2008, Loews Corporation (“Loews”) distributed 108,478,429 shares of common stock of the
Company in exchange for and in redemption of all 108,478,429 outstanding shares of Loews’ Carolina Group
stock, as described in the Registration Statement (File No. 333-149051) on Form S-4 filed with the Securities
and Exchange Commission (the “SEC”) under the Securities act of 1933 as amended (the “Separation”).
Pursuant to the terms of the Exchange Offer, described in the Registration Statement, on June 16, 2008, Loews
accepted 93,492,857 shares of Loews common stock in exchange for 65,445,000 shares of the Company’s
Common Stock. As a result of such distributions, Loews ceased to own any equlty interest in the Company
and the Company became an independent publicly held company. ‘

Prior to the Separation, Lorillard was included in the Loews consolidated federal income tax return, and
federal income 'tax liabilities were included on the balance sheet of Loews. Under the terms of the pre-
Separation Tax Allocation Agreement between Lorillard and Loews, the Company made payments to, or was
reimbursed by Loews for the tax effects resulting from its inclusion in Loews’ consolidated federal income tax
return. In September 2009, Loews reimbursed Lorillard $14 million, which was recorded as a receivable in
2008, related to pre-Separation tax benefits and payments. -

Subsequent to the issuance of the Company’s 2008 consolidated financial statements included in
Form 8-K, filed on June 11, 2009, the Company determined that immaterial errors existed in the footnote
disclosure containing the condensed consolidating statement of cash flows for the year ended December 31,
2008. The Issuer’s statement of cash flows for the year ended December 31, 2008 has been corrected to reflect
$150 million return of capital, previously reported as a financing inflow, as an investing inflow. In addition,
the statement of cash flows for All Other Subsidiaries for the same period has been corrected to properly
include the $150 million payment to the Issuer, previously reported as return of capital outflow within
financing activities, as a component of dividends paid also within financing activities. These immaterial errors
did not impact operatmg cash flows for any consohdatmg entity and had no impact on the consolidated
statement of cash flows for the year ended December 31, 2008.

Additionally, subsequent to the issuance of the Company’s 2008 consolidated financial statements
included in Form 8-K, filed on June 11, 2009, the Company amended the presentation of pension and
postretirement cash inflows and outflows on the statement of cash flows by adding the lines “Pension, health
and life insurance benefits expense” and “Pension, health and life insurance contributions” to enhance the
disclosure of pension related activities. These changes have been reflected on the consolidated statement of
cash flows as well as the consolidating statements of cash flows for the year ended December 31, 2008.

Also, subsequent to the issuance of the Company’s 2008 consohdated financial statements included in
Form 8-K, filed on June 11, 2009, the Company determined that immaterial errors existed in the consolidated
statements of income for the year ended December 31, 2008. The consolidated statement of income has been: -
corrected to properly classify $6 million for the year ended December 31, 2008, previously classified as
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selling, general and administrative costs, as cost of sales. Within the consolidating financial information
footnote (Note 18), the correction of the error was reflected in the Issuer column.

Use of estimates — The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts in the consolidated financial statements and related notes. Significant estimates in the consolidated
financial statements and related notes include: (1) accruals for tobacco settlement costs, ‘litigation, sales
incentive programs, income taxes and share-based compensation, (2) the determination of discount and other
rate assumptions for defined benefit pension and other postretirement beneflt expenses and (3) the valuanon of
pension assets. Actual results could differ from those estimates.

Cash equivalents — Cash equivalents consist of short-term liquid investments with a matturity at date of
purchase of 60 days or less. Interest and dividend income are included in investment income. The cost of
securities sold is based on the specific identification method and transactions are recorded on the trade date.

Inventories — Inventories are valued at the lower of cost, determined on a last-in, first-out (“LIFO™)
basis, or market. A significant portion of leaf tobacco on hand will not be sold or used within one year, due to
the duration of the aging process. All inventory of leaf tobacco, including the portion that has an operating’
cycle that exceeds 12 months is clas51ﬁed as a current asset and is generally cons1stent with recognlzed trade
practice.

Depreciation — Build:'mgs, machinery and equipment -are depreciated-for ﬁ_nancial reporting purposes on
the straight-line method over estimated useful lives of those assets of 40 years for buildings and 3 to 12 years
for machmery and equipment.

Derzvatzve agreements — In September 2009, Lorlllard Tobacco entered 1nt0 interest rate swap agree-
ments, which the Company guaranteed, with a total notional amount of $750 million. The interest rate swap
agreements qualify for hedge accounting and were designated as fair value hedges. Under the swap
agreements, Lorillard Tobacco receives a fixed rate settlement.and pays a variable rate settlement ‘with the
difference recorded in interest expense. Changes in the fair value of the swap agreements are recorded in other
assets or other liabilities with an offsettmg adjustment to the carrying amount of the hedged debt. See Notes 7
and 10.

Accumulated other comprehensive income (loss) — The components of accumulated other comprehensive
income (loss) (“AOCI”) include the pension liability and any unrealized gains (losses) on available for sale
investments, net of related taxes. ‘ -

Revenue recognition — Revenue from product sales, net of sales incentives, is recogmzed at the time
ownership of the goods transfers to customers and collectability is reasonably assured. Federal excise taxes are’
recognized on a gross basis, and are reflected in both net sales and cost of sales. Saleés incentives include retail
price discounts, coupons and retail display allowances and are recorded as a reduction of revenue based on
amounts estimated as due to customers and consumers at the end of a period based primarily on use and
redemption rates. Sales to one customer represented 27%, 26% and 26% of total sales of Lorillard in. 2010,
2009 and 2008, respectively. Our largest selling brand, Newport, accounted for approximately 90.0%, 91.5%
and 93.6% of.total sales of Lorillard in 2010, 2009 and 2008, respectively.

Cost of sales — Cost of sales includes federal excise taxes, leaf tobacco cost, wrapping and casing
material, manufacturing labor and production salaries, wages and overhead, research and development costs,
distribution, other manufacturing costs, State Settlement Agreement expenses, the federal assessment for
tobacco growers, Food and Drug Administration fees, and promotienal product expenses. Promotional product
expenses include the cost, including -excise taxes, of the free portion of “buy some get some free” promotions.
We purchased approximately 27. 4%, 21.7% and: 25 9% of our leaf tobacco from one.dealer in 2010, 2009 and
2008, respectively.
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Advertising and marketing costs — Advertising costs are recorded as expense in the year incurred.
Marketing and advertising costs. that include such:items. as direct mail, advertising, agency fees and point of
sale materials are included in selling; general and administrative expenses. Advertising expense was -
$35 million, $40 million and $47 million for the years ended December 31, 2010, 2009 and 2008, respectively.

Research and development costs — Research and development costs are recorded ‘as expense as incurred,
are mcluded in cost of sales and’ amounted to $19 million, $19 mllhon and $20 million for each of the years
ended December 31 2010, 2009 and 2008 respectlvely ‘

Tobacco settlement costs — Lonllard recorded pre-tax charges of $1. 212 b11110n, $1.128 billion and
$1.117 billion for the years ended December 31, 2010, 2009 and 2008, respectively, to accrue its obligations
under the State Settlement Agreements (see Note 19). Lorillard’s portion of ongoing adjustéd settlement
payments and legal fees is based on its share of total domestic cigarette shipments in that year. Accordmgly,
Lorillard records its portion of ongoing adjusted settlement payments as part of cost of sales as the related
sales occur. Payments are. made annually and are generally due in April of the year following the accrual of
costs. The settlement cost liability on the balance sheets represents the unpaxd portlon of the Company ]
obligations under the State Settlement ‘Agreements.

Share-Based compensatton costs — Under the 2008 Incentlve Compensatlon Plan, the fair market value
of the exercise price per share is based on the closing price at the date of the grant. Share-based compensation
expense is recognized net of an estimated-forfeiture rate and for shares: expected to vest using.a stralght-lme
basis over the requ1s1te service period. of the award. . :

Legal costs and loss contingencies — Legal costs are “expensed as incurred and amounted to $1 16 mﬂhon
$98 million and $80 million for the years ended December 31, 2010, 2009 and 2008, respectively. Loss’
contingencies related to pending or threatened litigation are accrued as a charge to selling, general and .
administrative expense when both of the following.conditions are met: (i) a determination that it is probable
that an asset has been impaired or a liability has been incurred, and (ii) the amount of loss can be reasonably
estimated. See Note 19 for a description of loss contingencies.

Income taxes — Deferred tax assets and liabilities are determined based on the differences between the
financial statement and tax bases of assets and 11ab111t1es using enacted tax rates in effect for the year in which
the differences are expected to reverse. Judgment is required in determining income tax provisions and in
evaluating tax positions. For uncertain tax positions to be recognized, a tax position must be more-likely-than-
‘not to be sustained upon examination by taxing authorities. The amount recognized is measured as the largest
amount of benefit that is greater than 50% likely of being realized upon ultimate settlement. Where applicable,
interest related to uncertain tax positions is recognized in interest expense. Penalties, if incurred, are
recogmzed as a component of income tax expense,

Recently adopted accounting pronouncements — Lorillard adopted FASB"ASC Subtopic 715-20 “Employ—
ers’ Disclosures about Postretirement Benefit Plan Assets.” ASC Subtopic 715-20 requires disclosure of -~
investment policies and strategies in narrative form. ASC Subtopic 715-20 also requires employer disclosure
on the fair value of plan assets; including (a) the level in the fair value hierarchy, (b) a reconciliation of
beginning and ending fair value balances for Level 3 assets and (c) information on inputs and valuation
techniques. ASC Subtopic 715-20 was effective for fiscal years ending-after December 15, 2009.

Lorillard adopted FASB ASC Topic 808 “Collaborative Arrangements.” ASC 808 defines a collaborative
arrangement as an arrangement where the parties are active participants and have exposure to significant risks.
Transactions with third parties should be classified in the financial statements in the appropriate category
according to ASC Subtopic 605-45 “Principal Agent Considerations.” Payments between the partners of the
collaborative agreement should be categorized based on the terms of the agreement, business operations and .
authoritative literature. ASC 808 was effective for fiscal years beginning after December 15, 2008. The
adoption of ASC 808 did not have a material impact on Lorillard’s financial position or results of operations.
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Lorillard adopted FASB ASC Section 815-10-50 “Disclosures about Derivative Instruments and Hedging
Activities — an amendment of FASB Statement No. 133:” ASC 815-10-50 requires qualitative disclosures
about the objectives and strategies for using derivatives; quantitative data about the fair value of, and gains
and losses on, derivative contracts; and details of credit-risk-related contingent features in hedged positions.
ASC 815-10-50 also requires enhanced disclosure around derivative instruments in financial statements
accounted for under ASC Subtopic 815-20, “Accounting for Derivative Instruments and Hedging Activities,”
and how hedges affect an entity’s financial position, financial performance and cash flows. ASC 815-10-50
was effective for fiscal years and interim periods beginning after November 15, 2008. Lorillard adopted
ASC 815-10-50 in September 2009. See Note 10.for related drsclosure

5

Lonllard adopted FASB ASC Section 820-10-35 “Deterrmmng Fair Value When the Volume and Level of
Activity for the Asset or. Liability Have Significantly Decreased and Identifying Transactions That Are Not
Orderly.” ASC 820-10-35 includes factors for evaluating if a market has a significant decrease in the volume
and level of activity. If there has been a decrease, then the entity must do further analysis of the transactions
or quoted prices to determine if the transactions were orderly. The entity cannot ignore available information
and should apply appropriate risk adjustments in the fair value. calculation. The effective date was for interim
periods ending after June 15, 2009. The adoption of ASC 820-10-35 did not have a materlal 1mpact on
Lorillard’s financial posmon or results of operatrons

. Lorillard adopted FASB ASC Sect10n 825 10-65 “Interim: Dlsclosures about Fair Value of Financial
Instruments.” ASC 825-10-65 requires interim disclosures on the fair value of financial instruments. The
effective date was for interim periods ending after June 15, 2009. The adoption of ASC 825-10-65 was
reflected i in our interim financ1al statements begmnmg with the second quarter of 20009.

Lorillard adopted FASB ASC Toprc 855 “Subsequent Events,” which sets forth (1) the period after the -
balance sheet date during which management of a reporting entity shall evaluate events or transactions that
may occur for potential recognition or disclosure in the financial statements, (2) the circumstances under
which an entity shall recognize events or transactions occurring after the balance sheet date in its financial
statements and (3) the disclosures that an entity shall make about events or transactions that occurred after the
balance sheet date. 'ASC 855 applies to the accounting for and disclosure of subsequent events not addressed
in other applicable generally accepted accounting principles (GAAP). ASC 855 was effective for financial
statements issued for interim periods and fiscal years ending after June 15, 2009. The adoption of ASC 855
did not have a material impact on Lorillard’s financial position or results of operations.

" Lorillard adopted FASB ASU 2009-05 “Fair Value Measurements and Disclosures (Topic 820): Measuring
Liabilities at Fair Value.” Fair value of liabilities is defined as a price in an orderly transaction between market
participants, but often liabilities are not transferred in the market due to significant restrictions. If a quoted
price in an active market is available, it should be used and disclosed-as a Level 1 valuation. When that is not
available, an entity can use either a) the quoted price of an identical liability when traded as an asset in an:
active orinactive market, b) the quoted price for similar liabilities traded .as assets in an active market orc) a-
valuation technique, such as the income or present value approaches. No adjustments should be-made for the
existence-of contractual restrictions that prevent transfer. The update was effective for the first period after the
issue date of August 2009.. ASU 2009-05 did not have a material 1mpact on Lorillard’s financial position or
results of operat1ons

. Lorillard adopted FASB ASU 2010-06 “Fair ‘'Value Measurements and Disclosures (Toprc 820): Improving
Disclosutes about Fair Value Measurements.” ASU 2010-06 establishes additional disclosures related to fair
value. Transfers in and out of Level 1 and Level 2 and the reasons for the transfers must be disclosed. Level 3
purchases, sales, issuances and settlements should be presented separately rather than net. In addition, the level
of disaggregation and input and valuation techniques need to be disclosed. The effective dates are periods
beginning after December 15, 2010 for the Level 3 purchases, sales, issuances and settlements disclosure, and
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periods beginning after December 15, 2009 for all other provisions. ASU 2010-06 did not have a material
impact on Lorillard’s financial position or results of operations.

Lorillard adopted FASB ASU 2010-09 “Subsequent Events (Topic 855): Amendments to Certain
Recognition and Disclosure Requirements.” ASU 2010-09 amends Topic 855 for SEC filers to eliminate the
disclosure of the date through which subsequent events have been reviewed. The effective date was
February 24, 2010. ASU 2010-09 did not have a material impact on Lorillard’s financial position or results of
operations.

2. Inventories

Inventories are valued at the lower of cost, determined on a LIFO basis, or market, and consisted of the
following: '

December 31,

2010 2009

. . ; (In millions)
Leaf tobacco _ $225  $236
Manufactured stock ' 48 41
Materials and supplies 4 4
$277 - $281

If the avérage cost method of accounting was used, inventories would be greater by approximately
$206 million and $189 million at December 31, 2010 and 2009, respectively.

3. Plant and Equipment, Net

Plant and equipment is stated at historical cost and consisted of the following:

December 31,

2010 2009

. v (In millions)
Land : $ 3 % 3
Buildings ™ 89 . 87
Equipment : 573 563
. Total , , 665 < 653
Accumulated depreciation : ‘ S , (422) (416)

Plant and equipment, net = - o ‘ $243  $237

Depreciation and amortization expense was $35 million, $32 million and $32 million for 2010, 2009 and
2008, respectively.” ‘
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4. Other Assets

Other assets were as follows:

December 31,

W10 3009

(In millions)
Other investments ~~ * = $—  $15
Restricted cash — 13
Debt issuance costs ) 17 35
Interest rate swap 19 —
Other prepaid assets AR 100 16

Total $46  $49

5. Accrued Liabilities

Accrued liabilities were as follows:

December 31,

200 2009
: : (In millions)

Legal fees $30 $ 21
Salaries and other compensation . o ST o 18 16
Medical and other employee benefit plans =~ R 31 30
Consumer rebates o 59 86
Sales promotion ; ; - ' 20 21
Excise and other taxes =~ = o D ' 52 78
Litigation acérual 68 —
Accrued bond interest 14 —
Other accrued liabilities _41 66

" Total $333 - $318

|
II

6. Commitments

Lorillard leases certain real estate and transportation equipment under various operating leases. Listed
below are future minimum rental payments required under those operating leases with non-cancelable terms in
excess of one year. :

‘December 31, 2010 - .
. (In millions)
2011 $1.7
2012 1.2
2013 : 04
2014 0.1
2015 0.0
Net Minimum lease payments $3.4

Rental expense for all operating leases was $6 million, $6 million and $6 million for 2010, 2009 and
2008, respectively. ’
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At December 31, 2010, Lorillard had contractual purchase obligations of approximately $55 ‘million.
These purchase obligations include agreements to purchase machinery. Future contractual purchase obligations
at Deeernber 31, 2010 were as follows:

(In millions)

Contractual purchase obligations ' $55 $0 $0 $0  $0

7. Fair Value

Fair value is the price that would be received upon sale of an asset or paid to transfer a liability in an
orderly transaction between market participants. at the measurement date. The following fair value hierarchy is
used in selecting inputs, with the highest priority given to Level 1, as these are the most transparent or
reliable:

e Level 1 — Quoted’prices for identical instrdments in active markets.

« Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar
instruments in markets that are not active; and model- derlved valuatlons in which all significant mputs
‘are observable directly or indirectly. :

* Level 3 — Valuations derived from valuatlon techniques in 2 which one or more significant 1nputs are
unobservable :

Lorillard is responsible for the valuation process and as part of this process may use data from outside
sources in establishing fair value. Lorillard performs due diligence to understand the inputs used or how the
data was calculated or derived, and corroborates the reasonableness of external inputs in the valuation. process.

Assets and liabilities measured at fair value on a recurring basis at December 31, 2010 were as follows:

Level 1 Level 2 Level 3 Total
(In millions)

Cash and Cash Equivalents:

|
|
|

Prime money market funds : $2,063 $— $—  $2,063
Total cash and cash equivalents $2,063  $— $—  $2,063

Derivative Asset: f v ‘

Interest rate swaps-— fixed to floating rate $ — $19 $— § 19
Total derivative asset - e S e 1 $—  § 19

Assets and liabilities measured at fair value on a recurring basis ‘at. December 31, 2009 were as follows:

Levell  Level2 Level3  Total
‘ (In millions)

" Cash and Cash Equivalents:

Prime money market funds B ' M Co$— 1 $—  $1,334
‘Total cash and cash equivalents ‘ $1.384  $— $— ﬁl_,___?’___S__i

Derivative Liability: - | |

Interest rate swaps — fixed to floating rate $ — 828 $— § 28
- Total ‘derivative 11ab111ty o 8 — 828 §; $ 28

There were no transfers between Level 1 and Level 2 for the years ended December 31, 2010 and 2009
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The fair value of the money market funds, classified as Level 1, utilized quoted prices in active markets.

The fair value of the interest rate swaps, classified as Level 2, utilized a market approach model using the
notional amount of the interest rate swap multiplied by the observable inputs- of time to maturity and market
interest rates. See Note 10 for additional information on the interest rate swaps.

8. Credit Agreement

In March 2010, Lorillard Tobacco, the principal, wholly-owned operating subsidiary of the Company,
entered into a $185 million revolving credit facility (“Revolver”) that expires March 26, 2013 and is
guaranteed by the Company. Proceeds from the Revolver may be used for general corporate and working
capital purposes. The interest rates on borrowings under the Revolver are based on prevailing interest rates
and, in part, upon the credit rating applicable to the Company’s senior unsecured long-term debt.

The Revolver requires that the Company maintain a ratio of debt to net income plus income taxes,
interest expense, depreciation and amortization expense, any extraordinary losses, any non-cash expenses or
losses and any losses on sales of assets outside of the ordinary course of business (“EBITDA”) of not more
than 2.25 to 1 and a ratio of EBITDA to interest .expense of not less than 3.0 to 1. In addition, the Revolver
contains customary affirmative and negative covenants, including restrictions. on liens and sale and leaseback
transactions subject to a limited exception. The Revolver contains customary events of default, including upon
a change in control that could result in the acceleratlon of all amounts and cancellation of all commitments
outstanding, if any, under the Revolver. ,

There were no borrowmgs under the Revolver durmg 2010.

9. Long-Term Debt

Long-term debt, net of interest rate swaps, consisted of the following: ~
' : e December 31,  December 31,

2010 2009

v L (In millions)
2019 Notes — 8.125% Notes due 2019 $ 769 : ;$722
2020 Notes — 6.875% Notes due 2020 oo 150 ——
2040 Notes — 8.125% Notes due 2040 . ____2_59 =
Total long-term debt ' ‘ $1,769 @

In April 2010, Lorillard Tobacco issued $1 billion of unsecured senior notes in two tranches pursuant to
an Indenture, dated June 23, 2009, and the Second Supplemental Indenture, dated April 12, 2010 (the “Second
Supplemental - Indenture”). The first tranche was $750 million aggregate principal-amount-of 6.875% Notes
due May 1, 2020 (the “2020 Notes”), and the second tranche was $250 million aggregate principal amount of
8.125% Notes due May 1, 2040 (the “2040 Notes™). The net proceeds from the issuance will be used for
general corporate purposes, which may include, among other things, the repurchase, redemption or retirement
of securities including the Company s common stock, acquisitions, additions to working capital and capital
expendltures

In June 2009, Lorillard Tobacco issued $750 million of 8.125% unsecured senior notes due June 23, 2019
(the “2019 Notes”) pursuant to an Indenture, dated June 23, 2009, and First Supplemental Indenture;, dated
June 23, 2009 (the “Supplemental Indenture”).

Lorillard Tobacco is the principal, wholly-owned operating subsidiary of the Company and the 2019
Notes, 2020 Notes and 2040 Notes (together, the “Notes”) are unconditionally guaranteed on a senior
unsecured basis by the Company. :
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The interest rate payable on the 2019 Notes is subject to incremental increases from 0.25% to 2.00% in
the event either Moody’s Investors Services, Inc. (“Moody’s”), Standard & Poor’s Ratings Services (“S&P”) or
both Moody’s and S&P downgrade the 2019 Notes below investment grade (Baa3 and BBB- for Moody’s and
S&P, respectively). Our current Moody’s debt rating is Baa2 and our current S&P debt rating is BBB-, both of
which are investment grade. ,

Upon the occurrence of a change of control triggering event, Lorillard Tobacco will be required to make
an offer to repurchase the Notes at a price equal to 101% of the aggregate principal amount of the Notes, plus
accrued interest. A “change of control triggering event” occurs when there is both a “change of control” (as
defined in the Supplemental Indenture) and the Notes cease to be rated investment grade by both Moody’s and
S&P within 60 days of the occurrence of a change of control or public announcement of the intention to effect
a change of control. The Notes.are not entitled to any sinking fund and are not redeemable prior to maturity.
The Notes contain covenants that restrict liens and sale and leaseback transactions, subject to a limited
exception. At December 31, 2010 and 2009, the carrying value of the Notes was $1,769 million and
$722 million, respectively, and the fair value was $1,865 million and $826 million, respectively. The fair value
of the Notes is based on market pricing. ‘

10. Derivative Instruments

In September 2009, Lorillard Tobacco entered into interest rate swap agreements, which the Company
guaranteed, with a total notional amount of $750 million to modify its exposure to interest rate risk by
effectively converting the interest rate payable on the 2019 Notes from a fixed rate to a floating rate. Under
the agreements, Lorillard Tobacco receives interest based on a fixed rate of 8.125% and pays interest based on
a floating one-month LIBOR rate plus a spread of 4.625%. The variable rates were 4.886% and 4.856% as of
December 31, 2010 and 2009, respectively. The agreements expire in June 2019. The interest rate swap
agreements qualify for hedge accounting and were designated as fair value hedges. Under the swap
agreements, Lorillard Tobacco receives a fixed rate settlement and pays a variable rate settlement with the
~ difference recorded in interest expense. That difference reduced interest expense by $24 and $6 million for the
years ended 2010 and 2009, respectively.

F,o,rv _denvauves demgnated as fair value hedges, which relate entirely to hedges of long-term debt; changes
in the fair value.of the derivatives are recorded in other assets or other liabilities with an offsetting adjustment
to the carrying amount of the hedged debt. At December 31, 2010 and 2009, the adjusted carrying amounts of
the hedged debt were $769 and $722 million, respectively. The amounts related to hedges of long-term debt
included in other assets as of December 31, 2010 and other liabilities as of December 31, 2009 were
$19 m11110n and $28 million, respectively.

If our debt rating is downgraded below Ba2 by Moody’s or BB by S&P, the swap agreements will
terminate and we will be required to settle them in cash before their expiration date. Our current Moody’s debt
rating is Baa2 and our current S&P debt rating is BBB-, both of which are above the ratings at which
settlement of our derivative contracts would be required.
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11. Earnlngs Per Share

Basic and diluted earnmgs per share (“EPS”) were calculated using the following:

Year Ended
December 31,
2010 2009 2008
n ; v ; (In millions) '
Net Earnings ' , $102 § 948 § 887
Weighted Average Shares Outstanding — Basic * E - 151.59 " 164.48 172.09-
~Stock Optrons Stock Appreciation Rights and Restncted Shares 020 014 012
Welghted Average Shares Outstanding — D11uted 151.79. 164.62 17221

Options to purchase 0.6 million shares;. 1:1 mllhon shares and 0.4 million shares of common stock were
excluded from the diluted earnings per share calculation because their effect would be anti-dilutive for the
years ended December 31, 2010, 2009 and 2008, respectively.

Loews distributed its interest in the Company to holders of Loews’ Carolina Group stock and Loews
common stock in'a series of transactions which were completed on June 10, 2008 and June 16, 2008,
respectively. The Company had 173,923,429 shares outstandrng as of the Separation from Loews. All pnor ‘
penod EPS amounts were adjusted to reflect the new capital structure of the Company ‘

12. Income Taxes

Prior to the Separation, Lorillard was included in the Loews consolidated federal income tax return, and
federal income tax liabilities were included on the balance sheet of Loews.. Under. the terms of the pre-
Separation Tax Allocation Agreement between Lorillard and Loews, Lorillard made payments to, or was
reimbursed by Loews for the tax effects resulting from its inclusion in Loews’ consolidated federal income tax
return. As of December 31, 2010, there were no tax obligations between Lorillard and Loews for periods prior
to the Separation: Following the Separat;ton Lorillard and its el1g1b1e subsrd1ar1es ﬁled a stand alone
consohdated federal income tax return. ‘ ‘

The Separatlon Agreement requires Lorillard (and any successor entrty) to 1ndenm1fy Loews for any
losses resulting from the failure of the Separation to qualify as a tax-free transaction (exceptif the failure to
qualify is solely due to Loews’s fault). This indemnification obligation applies regardless of whether Lorillard
or.a potential acquirer obtams a supplemental ruling or an opinion of counsel

The Separation Agreement further provides for cooperationbetween ‘Lorillard and Loews withrespect to
additional tax matters, including the exchange of information and the retention of records which may affect
the income tax liability of the parties to the Separation Agreement.

For 2007 and 2008, Lorillard, as a subsidiary in the Loews’ consolidated federal income tax return,
participated in the Compliance Assurance Process (“CAP”) which is a voluntary program for a limited number
of large corporations. Under CAP, the IRS conducts a real-time audit and works contemporaneously with
Lorillard to resolve any issues prior to the filing of the tax return. Lorillard’s participation in the CAP ended
in 2010 when the IRS approved Loews’ 2008 consolidated federal income tax return as filed.

During 2008 and 2010, the IRS completed its examination of the 2007 and 2008 Loews’ consolidated
federal income tax returns, respectively, resulting in no changes being made to Lorillard’s reported tax on the
returns.
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For years after the Separation, Lorillard and its subsidiaries file a consolidated federal income tax return.

The 2008 consolidated federal income return filed by Lorillard and its subsidiaries is currently under
examination by the IRS.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

2010 2009 2008
(In millions)

Balance at January 1, $39 $29 $33
Additions for tax positions of prior years 1 S92
Reductions for tax positions of prior years - (15) D 3)
Additions based on tax positions related to the current year 9 20 S
Settlements — (10) 2)
Lapse of statute of limitations O T V) B ()
Balance at December 31, 33..839  $29

‘At December 31, 2010, 2009 and 2008, there were $22 million, $18 million and $19 million, respectively,
of tax benefits‘t‘hat, if recognized, would affect the effective tax rate.

Lorillard recognizes interest accrued related to unrecognized tax benefits and tax refund’claims in interest
expense and recognizes penalties (if any) in income tax expense. During the years ended December 31, 2010,
2009 and 2008, Lorillard recognized an expense (benefit) of approximately $3 million, ($1) million and
$1 million in interest and penalties. Lorillard had accrued interest and penalties related to-unrecognized tax
benefits of $14 million and $11 million at December 31, 2010 and December 31, 2009, respectively.:

Due to the potential for resolution of certain tax examinations and the expiration of various statutes of
limitation, it is reasonably possible that Lorillard’s gross unrecognized tax benefits balance may decrease by
approximately $4 million in the next twelve months.

Lorillard and/or one or more of its subsidiaries file income tax returns in the U.S. federal jurisdiction,
various states and city jurisdictions and one foreign jurisdiction. Lorillard’s consolidated federal income tax
returns for the periods following the Separation are subject to IRS examination. With few exceptions,

Lorillard’s state, local or foreign tax returns are subject to examination by taxing authorities for years after
2005. . :

The prov'ision (benefit) for income taxes consisted of the following:

Year Ended December 31,
2010 2009 2008
“(In millions).

Current
‘Federal ‘ ‘ $489 : $469  $398
/ State : ‘ 112~ 111 - - 78
Deferred ' ' »
Federal 5 6) 58
State e ?3) 13
 Total | $606  $571  $547
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Deferred tax assets (liabilities) are as follows:

December 31,
2010 2009
(In millions)

Deferred tax assets:

Employee benefits $ 98 $102

Settlement costs 456 421

State and local income taxes 14 12

Inventory ' R 9

Litigation and legal ‘ 36 33

Other : 10 6
Gross deferred tax assets 614 583
‘Deferred tax liabilities:

‘Depreciation 7 ' (62) (37
Inventory (21) —
Federal effect of state deferred taxes = ‘ (32) (32)

Gross deferred tax liabilities ' (105) _(69)

Net deferred tax assets L : L - $509 $514

Total income tax éxpense for the years.ended December 3‘1, 2_01.0,» 2009 and 2008 was different than the-
amounts of $572 million, $531 million and $502 million, computed by applying the statutory U.S. federal
income tax rate of 35% to income before taxes for each of the years.

A reconciliation between the statutory federal income tax rate and Lorillard’s effective income tax rate as
a percentage of income is as follows: '

2010 2009 2008

Statutory rate 35.0% 35.0% 35.0%
Increase (decrease) in rate resulting from: -
State taxes o ' 45 46 41
; Domestic manufacturer’s deduction. 7 ‘ 25 19 @@3)
‘Other ' 01 (0.1 04

Effective rate 37.1% 37.6% 38.2%

13. Retirement Plans -

Lorillard has defined benefit pension, postretirement benefits, profit sharing and savings plans for eligible
employees.

Pension and postretirement benefits — The Salaried Pension Plan provides benefits based on employees’
compensation and service. The Hourly Pension Plan provides benefits based on fixed amounts for each year of
service. Lorillard also provides medical and life insurance benefits to eligible employees. Lorillard uses a
December 31 measurement date for its plans.

Lorillard also provides certain senior level management employees with nonqualified, unfunded supple-
mental retirement plans. While these plans are unfunded, Lorillard has certain assets invested in an executive
life insurance policy that are to be used to provide for certain of these benefits.

56



LORILLARD, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

. Weighted-average assumptions used to determine benefit obligations:

. Other
Pension Postretirement
Benefits Benefits
December 31, December 31,
2010 2009 2010 2009
Discount rate 5.4%-5.8% 6.0% 5.3%-55%  6.0%

Rate of compensation increase 4.8% 4.8%

Weighted-average assumptions used to determine net periodic benefit cost:
‘ Other Postretirement

" Pension Benefits Benefits
Year Ended Year Ended
December 31, December 31,
) v ) 2010 2009 2008 2010 2009 2008
Discount rate « 60% 63% 60% 60% 63% 6.0%
Expected long-term return on plan assets 75% 1.5% 7.5%
Rate of compensation increase 48% 5.0% 5.0%

The expected long-term rate of return for Plan assets is determined based on widely-accepted capital
market principles, long-term return analysis for global fixed income and equity markets and the active total
return oriented portfolio management style. The methodology used to derive asset class risk/return estimates
varies due to the nature of asset classes, the availability of historical data, implications from currency, and
other factors. In many cases, where historical data is available, data is drawn from indices such as MSCI or
G7 country data. For alternative asset classes where historical data may be insufficient or incomplete, estimates
are based on long-term capital market conditions and/or asset class relationships. The expected rate of return
for the Plan is based on the target asset allocation and return assumptions for each asset class. The estimated
Plan return represents a nominal compound return which captures the effect of estimated asset class and
market volatility. '

Assumed health care cost trend rates for other postretirement benefits:

Other
Postretirement
Year Ended
December 31,
2010 2009
Pre-65 health care cost trend rate assumed for next year 9.5% 10.0%
Post-65 health care cost trend rate assumed for next year 85% 9.0%
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 50% 5.0%
Year that the rate reaches the ultimate trend rate:
Pre-65 : 2020 2020
Post-65 2018 2018
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Assumed health care cost trend rates have a significant effect'on the amounts:reported for the health care
plans. A one-percentage-point change in assumed health care cost trend rates would have the following
effects:

One Percentage Point
Increase Decrease
(In millions)
Effect on total of service and interest cost $1 $ @

Effect on postretirement benefit obligations $12 $an

Net periodic pension and other postreﬁrement benefit costs include the following components:

Other Postretirement

Pension Benefits Benefits
Year Ended Year Ended
December 31, December 31,

2010 2009 2008 2010 2009 2008
(In millions) ‘

Service cost $17 $17 -$17. $4 ‘$4 $4
Interest cost 56 56 54 12 - 12 12
Expected return on plan assets (68) 61 (70) — —_ —
Amortization of unrecognized net loss.(gain) 7 15 1 @ M (1) .,
Amortization of unrecognized prior service cost : 5 5 S () @ =
Net periodic benefit cost ' ; - §17 $32 $ 7 $14 $14 15
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The following provides a reconciliation of benefit obligations, plan assets and funded status of the
pension and postretirement plans:

Other

Postretirement
Pension Benefits Benefits
December 31, December 31,
2010 2009 2010 2009
_ (In millions)
Change in benefit obligation: : ;
Benefit obligation at January 1 $ 962 $927 $206 $ 196
Service cost 17 17 4 4
Interest cost o ; 56 56 12 0 12
Plan participants’ contributions ' 4 - - 5 5
~ Amendments . - S — 4 - =
Actuarial (gain) loss - ) C 48 - 18 an . 8
Benefits paid from plan assets’ ‘ S 60 (60) @0 20)
Medicare Part D Drug Subsidy o — = 1 1
Benefit obligation at December 31 o ‘ o 1,023 962 197 206
‘Change in plan assets: R ‘ o .
Fair value of plan assets at January 1 ‘ 921 829 — —
Actual return on plan assets : ’ 109 129 - — —
Employer contributions o " B b 23 157 15
Plan participants’ contributions S ‘ — — 5 5
- Benefits paid from plan assets (60) (60) (20) 20)
Fair 'value of plan assets at December 31 989 - 921 — =
Funded status . ' (34) (41) $(197) $(206)
Amounts recognized in the balance sheets consist of:
Noncurrent assets 66 60 $§ — § —
Current liabilities — — (13) (13)
Noncurrent liabilities ' (100) (101 (184) (193)
Net amount recognized $ (34 $ @D $U197) $(206)
Net actuarial (gain) loss $ 7 $G0 $(a1n $ 8
Recognized actuarial gain (loss) €))] (15) 1 1
Prior service cost — 4 — —
Recognized prior service (cost) (5) (5) — —
Total recognized other comprehensive (income) loss $ 5 $@6G6 $WU0) $ 9
Total recognized net periodic benefit cost and other $ 12 $@G4H $ 5 $ 24

59



LORILLARD, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Information for pension plans with an accumulated benefit obligation in excess of plan assets cons1sted of
the followmg

Pension
Benefits

December 31,

2010 2009

- : (In millions)
Projected benefit obligation ~ $558  $517
Accumulated benefit obligation ‘ © 501 464
Fair value of plan assets o o "459 416

The general principles guiding the investment of the Plan assets are embodied in the Employee ,
Retirement Income Security Act of 1974 (ERISA). These principles include discharging Lorillard’s investment
responsibilities for the exclusive benefit of Plan participants and in accordance with the “prudent expert”
standards and other ERISA rules and regulations. Investment objectives for Lorillard’s pension Plan assets are
to optimize the long-term return on Plan assets while maintaining an acceptable level of risk, to d1vers1fy
assets among asset classes and investment styles, and to maintain a long-term ‘focus:. ;

In 2009, Lorillard conducted an asset/liability study to determine the Opt1mal strategic asset allocation to
meet-the Plan’s. pro;ected long-term benefit obligations and desired funding status. The Plan is managed using
a Liability Driven Investment (“LDI”) framework which focuses on achieving the Plan’s return goals while
assuming a reasonable level of funded status volatility.

 Based on this LDI framework the asset allocation has two primary components. The first component of
the asset allocation is the “hedging portfolio” which uses the Plan’s fixed income portfolio to hedge a portion
of the interest rate risk associated with the Plan’s liabilities, thereby reducing the Plan s expected funded status
volatility. The second component is the “growth/equity portfolio” which is designed to enhance portfolio
returns. The growth portfolio is broadly diversified across the following asset classes; Global Equities, Long
Short Equities, Absolute Return Hedge Funds, Private Equity (including growth equity, buyouts, and other
illiquid assets deigned to enhance returns), and Private Real Assets. Alternative investments, including hedge
funds, are used judiciously to enhance risk adjusted long-term returns while improving portfolio diversification.
Derivatives may be used to gain market exposure in an efficient and timely manner. Investment risk is
measured -and monitored on an ongoing basis through annual liability measurements, periodic asset/liability
studies, and quarterly investment portfolio reviews.
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The pension plans asset allocations were:

Asset Allocation as of Allocation as of

12/31/10 12/31/09
(%) (%)

Asset Class . ,
- "U:S. Equity 15.1 £ 139
Global ex U.S. Equity 11.6 o109
Emerging Markets Equity 35 o 29
- Absolute Return Hedge Funds SN B 7/ - 116
' "Equity Hedge Funds 129 : 124
-~ ‘Private Equity o 42 : 6.7
Private Real Assets ‘ 1.0 - 0.8

" "Public Real Assets - 24 :
Fixed Income . : 36.7 -~ 398
“Cash Equivalents L _09 _ 1.0

Total 100.0 100.
Fair Value Measurements — The fair value hierarchy has three levels based on the reliability -of the inputs

used to determine fair value. Level 1 refers to fair values determined based on quoted prices in active markets

for identical assets. Level 2 refers to fair.values estimated using significant other observable inputs. Level 3

includes fair values estimated using significant non-observable inputs. Plan assets using the fair value hierarchy

as,of.,Deqe,mbgar 31, 2010 were as follows: . . - - ‘ e

Total Level 1 Level 2 Level 3 .

(In millions)

Asset Class:

U.S.Equity "~ ‘ S o SR $150  <$:47 - $ 30 $ 73
‘Global ex U.S. Equity+ - - T 115 - - 115 -
Emerging Markets Equity 35 0 — 35 =
Absolute Return Hedge Funds ' , ‘ ‘ 116 - 29 87
Equity Hedge Funds - ' 127 - 64 63
Private Equity 41 - - 41
Private Real Assets ; , ‘ - 10— = 10
Public Real Assets 2% e 12 12
Fixed Income 363 363 - -
~ Cash Equivalents : = o g et =g —

Total o | 989 $410  $203  $286
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Plan assets using the fair value hierarchy as of December-31, 2009 were as follows:

Total Level 1 Level 2 Level 3
(In millions) '

Asset Class: : ‘ I
U.S. Equity $128 $ 59 $38 831

Global ex U.S. Equity - 100 — . 100 —
Emerging Markets Equity 27 27 —
Absolute Return Hedge Funds 107 —_— 26 - .81
Equity Hedge Funds 115 — .57 . 58
Private Equity 62 — - 62
Private Real Assets . 7 — — 7
Fixed Income 366 366 —
Cash Equivalents 9 — 9 . —

" Total ‘ $921  $425  -$257 $239

Equity securities are pnmanly valued usrng a market approach based on the quoted market pnces of
1dent1cal 1nstruments 8 . .

Hedge funds are prrmanly based on NAV’s calculated by the fund and aré not pubhcly available: -

Private equity valuations are reported by the fund manager and ‘are’ based on the valuation of underlymg
investments, which include-inputs ‘such as cost, operating results, discounted future cash flows and market
based comparable data.

Real estate values are. reported by the fund manager and are based on valuation of the underlying
investments, which include inputs such as cost, discounted future cash flows, independent appraisals and
market based on comparable data. -

Fixed income securities are pnmanly valued using a market approach wrth 1nputs that 1nclude broker
quotes in a non-active market.

Cash equivalents are primarily held in registered money market funds which are Valued using a: market
approach based on the quoted market prices of identical instruments.

The following table presents a reconciliation of Level 3 assets held during the year ended December 31,
2010. For the year ended December 31, 2010, there were no significant transfers between levels 1, 2 and 3.

January 1, Net Realized Net Purchases, Net Transfers December 31

2010 Unrealized Issuances and  Into/(Out of) 2010
. Balance' Gains/(Losses) Settlements Level 3 Balance -

" US Equity 31 n 7 24 734
Absolute Return Hedge Funds 81 11 NG —_— 87
Equity Hedge Funds 58 2 3 — 63 ..
Private Equity 62 4 (1) (24) 41
Private Real Assets ST 1 2 - 10
Public Real Assets — 2 10 — 12
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_ The following table presents a reconciliation of Level 3 assets held during the year ended December 31,
2009.

January 1, Net Realized Net Purchases, Net Transfers December 31,

2009 Unrealized Issuances and Into/(Out of) 2009
Balance Gains/(Losses) Settlements Level 3 Balance
- US Equity , — 6 25 — 31
Absolute Return Hedge Funds 119 31 - (69) — 81
" Equity Hedge Funds ~ 40 9 9 = 58
Private Equity ) 47 13 2 - 62
Private Real Assets 4 — 3 , — 7

‘The table below presents the estimated amounts to be recognized from accumulated other comprehensive
income into net periodic benefit cost during 2011.

Other
Pension Postretirement
Benefits Benefits
. (In millions) -
Amortization of (gain) loss recognition $7 5
Alnon@zaﬁon of prior service cost _4 =
Total estimated amounts to be recognized ’ $11 $(2)
“Lorillard projects expected future minimum benefit payments as follows.
‘ Less
Other Medicare
. . Postretirement Drug
Expected future benefit payments Pension Benefits Benefit Plans Subsidy  Net
L - ’ (In millions) )
2011 - $ 70 $ 15 $1  $ 14
2012 67 16 1 15
2013 v 69 16 1 15
2014 70 16 -1 15
2015 71 17 1 16
2016 — 2020 ‘ 377 86 4 82
' $724  $166 $9  $157

N LT .
W .

.. Lorillard expects to contribute $15 million to its pension plans-and $13 million to its other postretirement
benefit plans in 2011.

) Prbﬁi Sharing — Lorillard has a Profit Sharing Plan for hourly employees. Lorillard’s contributions under
this plan.are based on Lorillard’s performance with a maximum contribution of 15% of participants’ earnings.
Contﬁbut@ons for 2010, 2009 and 2008 were $10 million, $9 million and $9 million, respectively.

Smﬁ'iigs Plan — Lorillard sponsors an Employees Savings Plan for salaried employees. Lorillard provides
a matching contribution of 100% of the first 3% of pay contributed and 50% of the next 2% of pay contributed
by employees. Lorillard contributions for 2010, 2009 and 2008 were $5 million, $4 million and $4 million,
respectively.
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14. Share-Based Compensation

Stock Option Plan — On June 10, 2008, Lorillard separated from Loews, and all of the outstanding équity
awards granted from the Carolina Group 2002 Stock Option Plan (the “Carolina Group Plan™) were converted
on a one-for-one basis-to equity awards granted from the’Lorillard Inc. 2008 Incentive Compensation Plan (the
“Lorillard Plan™) with the same terms and conditions. In May 2008, Lorillard’s sole shareholder and Board of
Directors approved the Lorillard Plan in connection with the issuance of the Company’s Common: Stock-for
the benefit of certain Lorillard employees. The aggregate number of shares of the Company’s Common' Stock
for which options, stock appreciation rights (“SARs”) or restricted stock may be granted under the Lorillard
Plan is 3,714,825 shares, of which 714,825 were outstanding Carolina Group stock options converted to the
Lorillard Plan; and the maximum number of shares of Lorillard Common Stock with respect to which options
or SARs may be granted to any individual in any calendar year is 500,000 shares. The exercise price per share
may not be less than the fair value of the Company’s Common Stock on the date of the grant. Generally,
options and SARs vest ratably over a four-year period and expire ten years from the date of grant. The fair
value of the awards immediately after the Separation did not exceed the fair value of the awards immediately
before the Separation, as measured in accordance with the provisions of ASC Topic 718, and no incremental
compensation expense was recorded as a result of the modification of the Carolina Group awards.

A summary of the stock option and SAR transactions for the Carolina Group Plan from January 1, 2008
through June 10, 2008 follows: 7 ; .
2008 ..

Weight'éd

: Average

Number of Exercise

. Awards Price

Awards outstanding, January 1 ‘ R ‘628,328 /'$49.78

Granted 111,000 79.03

Exercised - (24,503) 3478

Awards outstanding, June 10, 2008 714,825 $42.93

Awards exercisable, June 10, 2008 ' 307,303 $32.51
Shares available for grant, June 10, 2008 249,500
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A summary of the stock option and SAR transactions for the Lorillard Plan for the post-separation period

from June 11, 2008 to December 31, 2008; from January 1, 2009 to December 31, 2009 and from January 1,
2010 to December 31, 2010 follows:

2010 ) 2009 2008

Weighted " Weighted Weighted
Average e Average : Average:
Number of Exercise Number of Exercise Number of Exercise
Awards Price Awards ° Price Awards Price
Awards outstanding at Jariiiary 1, 2010 and o ‘ '
2009 and June 11, 2008 - 1,525,185 $65.60 814,950 $57.21 714,825 - $42.93
Granted ‘ 254,728 77.84 810,421 70.59 111,000  69.94
Exggpised " . 252,787y 5339 (100,186) 37.74 (10,875) 31.00
Forfeited : : , (51,013) 62.18 — L — ,
Awards outstanding, December 31 1,476,113 1,525,185 ’ . 814,950
Awards exercisable, December 31 503469 399,240 296,425
Shares available for grant, December 31 1,767,101 2110418 2,884,943

The following table summarizes information about stock options and SARs outstanding in connection
with the. .Lo:illard Plan at December 31, 2010: '

Awards Outstanding . Awards Vested

Weighted Weighted : Weighted
Average Average Average
. . ) Number of . Remaining Exercise Number of Exercise

Rgnge of exercise prices ‘ ‘ Shares Contractual Life Prife Shares Price
$20,00 — 34.99 67,579 - 36 - $29.25 67,579 . $29.25
35.00 — 49.99 - 57,438 - 4.8 45.15 57,438 45.15
50.00 — 64.99 253,362 73 59.52 97,125 58.08
65.00 —79.99 - ‘ o 670,818 - 19 , 72.15 170,043 72.78
80.00 — 84.30 o 426,916 8.1 - 8112 111,284 81.39

During the period January 1, 2010 to December 31, 2010, Lorillard awarded non-qualified stock options
totaling 254,728 shares. During the period January 1, 2006 to December 31, 2009, Lorillard awarded SARs. In
accordance with the Lorillard Plan, Lorillard has the ability to settle SARs in shares or cash and has the
intention to settle in shares. The SARs balance at December 31, 2010 was 1,150,252 shares and the non-
qualified stock options balance at December 31, 2010 was 325,861 shares.

The weighted average remaining contractual term of awards outstanding and vested as of December 31,
2010, was 7.54 years and 6.23 years, respectively. The aggregate intrinsic value of awards outstanding and
vested at December 31, 2010 was $19 million and $10 million, respectively. The total intrinsic value of awards
exercised during the year ended December 31, 2010 was $8 million.

Lorillard recorded stock-based compensation expense of $8 million, $5 million and $3 million related to
the Lorillard Plan during 2010, 2009 and 2008 respectively. The related income tax benefits recognized were
$3 million, $2 million and $1 million for 2010, 2009 and 2008, respectively. At December 31, 2010, the
compensation cost related to nonvested awards not yet recognized was $7 million, and the weighted average
period over which: it is expected to be recognized is 2.24 years.
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- The fair value of granted options and SARs for the Lorillard Plan was-estimated at the grant date using
the Black-Scholes pricing model wrth the followmg assumptions and results

Year Ended December 31, R 2010 2009 2008

Weighted average expected dividend yield - : 6.2% 5.5% 3.9%
"~ Weighted average expected implied volatility C ' 236% 0 305% 34.0%
Weighted average risk-free interest rate ‘ ‘ 1.9% 2.3% 2.9%
Expected holding period (in years) : _ : 50 50 - 5.0
Weighted average fair value- of awards, © O - $7.34 . $11. 08 $17 18 -

The expected dividend yreld is based on the expected dividend rate and the price -of the Company s
Common Stock over the most recent period. The expected volatility is based upon the implied volatility of
traded call options on the Company’s Stock ‘with remaining maturities of greater than 180 days. The risk-free
interest rate is based upon the interest rate on U.S. Treasury securities with maturities that correspond with the
expected life of the applicable stock options. The expected holding period is estimated based upon historical
exercise data for previously awarded options, taking into consideration the vesting period and contractual lives
of the applicable options. Compensatlon expense is net of an estlmated forferture rate based on hlstorrcal
experience with similar options. :

Restricted Stock Plan — As part of the Lorillard Plan mentioned above, restricted stock may be granted
to employees (“Employees”) and/or non-employee directors (“Directors™) annually The restricted stock is:
included as part of the shares available for grant shown above. The restricted stock was granted based on the
per share closing price of the Company s Common Stock on the date of the grant.

Lorillard may grant shares of restricted stock fo Employees and/or Directors, grvmg them in most
instances all of the rights of stockholders, except that they may not sell, assign, pledge or otherwise encumber
such shares for a vesting period of three years for Employees or ‘one year for Directors (“Restnctlon P/errod”)
Such shares are subject to forfeiture if certain conditions are not met.

The fair value of the restricted shares at the date of grant is amortized to expense ratably over the
Restriction Period. Lorillard recorded pre-tax expense related to restricted stock for the years ended
December 31, 2010, 2009 and 2008 of $5 million, $2 million and $0.1 million, respectively. The deferred tax
benefit recorded related to this expense for the years ended December 31, 2010 and 2009 were $2 mrlhon and
$0.6 million, respectively. The unamortized expense related to restricted stock was $11 million at December 31,
2010, and the weighted average period.over which it is expected’ to be recognized is 2.03 years. . .

Restricted stock activity was as follows for the years ended December 31, 2010, 2009 and 2008:

Weighted- oo Weighted- . Welghted-
; Average <7 7o Average U Average
: - 7-Grant Date - < .. Grant Date - . - Grant Date
Number of .  Fair Value Number of . Fair Value: Number ofk _ Fair Value
© Awards per Share - ‘Awards * - per Share Awards - per Share
Balance at Janvary 1, 89433 $6006 4057 . $67.94 —
Granted . _ 184,350 = 76.07. 89,433 ~. . $60.06 4,057 - _.:,_,.>$67.94‘
Vested : 0(9,990) . 60.06 . (4,057 - --$67.94 o TSN
Forfeited (11,110) 70.33 e ’ —
Balance at December 31, 252,683 ' 89,433 , - ‘ 4,057
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15.  Share Repurchase Programs

“As of January 19, 2010, the Company completed its $750 million share repurchase program that was
announced on July 27, 2009, after repurchasing an-additional 1.1 million shares in J anuary 2010 for $90 million
at an -average purchase price of $78,36 per share. In February 2010, the Board of Directors authorized the
repurchase of up to $250 million of the Company’s common stock, which was completed on May 26, 2010,
after-repurchasing 3.3 million shares at an average purchase price of $76.29 per share. '

Tn August 2010, Lorillard, Inc. announced that its Board of Directors had approved a new share
repurchase program authorizing the Company to repurchase in the aggregate up to $1 billion of its outstanding
common stock. Purchases by the Company under this program may be made from time to time at prevailing
market prices in open market purchases, privately negotiated transactions, block purchases or otherwise, as
determined by the Company’s management. The repurchases will be funded from existing cash- balances,
including proceeds from the Company’s April 2010 issuance of the Notes (see Note 9 for a description of the
Notes). ' . ‘ » o

This program does not obligate the Company to acquire any particular amount of common' stock. The
timing, frequency -and amount of repurchase activity will depend on a variety of factors such as levels of cash
generation from operations, cash requirements for investment in the Company’s business, current stock price,
market conditions and other factors, The share repurchase program may be suspended, modified or discontin-
ued at any time and has no set expiration date. During the year ended 2010, the Company repurchased
approximately 9.0 million shares of its common stock at an average price of $79.74 per share, for a total of
$716 million. ‘ a

As of December 31, 2010, total shares repurchased under share repurchase programs authorized by the
Board since the Separation were as follows: e o

"Number of
< . : . IR P Amount Shares
Authorized : - . ‘Authorized Completed Repurchased
s - (In ‘millions) : +  (In millions) "~
July 2008 - - H > .+ % 400  October 2008 - 59
May 2009 o B 250 July 2009 3.7
July2009 750 January 2010 97
February 2010 . ... _ 250  May20i0. 33
August. 2010 - T - 1,000 : 45
Total e SR 0 $2,650 211

16. Related Party Transactions

Lorillard was a party to individual services agreements (the “Agreements”) with Locws through June 9,

- 2008. Under the Agreements, Loews performed certain administrative, technical and ministerial services.
Those services included internal auditing, cash management, advice and assistance in preparation of tax returns
and obtaining insurance coverage. Under the Agreements, the Company was required to reimburse Loews for
(i) actual costs incurred (such as salaries, employee benefits and payroll taxes) of the Loews personnel
providing such services and (ii) all out-of-pocket expenses related to the provision of such services. Those
Agreements were terminated on June 10, 2008 with the Separation from Loews. The Company was charged
approximately $100,000 for the support functions during the year ended December 31, 2008. The Company
believes, if these services were provided by an independent third party, the cost incurred would not differ
materially. '
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17. Quarterly Financial Data (Unaudited)

‘\ December 31  September 30 June 30 March 31

2010 Quarter Ended ' , L : e
Net sales . - - IR $ 1,486 . $1,567 . $ 1,520 $.1,360
Gross profit = S P 838 5660 1 0 S4D 478
Net income et ©259 274 263 232
Net income per share, diluted = .08 174 8 1.81 $w 173 % 150
Basic weighted average number of shares T T PN r g e ,i o
outstanding . .. . . L. 14849 15133 15204 . 15455
Diluted welghted average number of shares e e oo
outstanding v G 148.76 ... - 151.54, . . 15222 15472 ..
' 2009 Quarter Ended =~ ’ S B :
Net sales : $ 1,378 $ 1,419 $ 1,519 $ 917
-Gross.profit . A SR Coin 481 488 552 ..:- 383
Netincome - o we o ogn 235 286 - 184
~ Net i 1ncome per share ‘diluted R $ 152 $ 144 $ 171 "% 109
Basic weighted average number of shares Lo e R e o
outstanding ; K . 158.72 16358 167.66  168.07
Diluted weighted average number of shares o T B
outstanding - - 158.89 163.72 167.79 ~ 168.18

18. ConSolidating Financial 'information' . . &
In June 2009, Lorillard Tobacco issued Notes, which are unconditionally guaranteed by the Company, as
pnmary obligor, for the _payment and performance of Lorillard Tobacco’s obligation in connection therew1th

The following sets forth the condensed consolidating balance sheets as of December 31, 2010 and 2009
condensed consolidating statements of incomie for the years ended December 31, 2010, 2009 and 2008, and
condensed consolidating statements of cash flows for the years ended December 31, 2010, 2009 and 2008 for
the Company as parent guarantor (herein referred to as “Parent”), Lorillard Tobacco (herein referred to as -
“Issuer”) and all other ‘non-guarantor subsidiaries of the Company and Lorillard Tobacco. These condensed
consolidating financial statements were prepared in accordance with Rule 3-10 of SEC Regulation S-X,
“Financial Statements of Guarantors and Issuers of Guaranteed Securities Registered or Being Registered.” -
Lorillard accounts for mvestments in these sub81dlanes under the equity method of accounting.
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Condensed Consolidating Balance Sheets
December 31,.2010
(In millions)

Assets:

‘Cash dnd cash equivalents

Accounts receivable, less allowances of $3
Other recelvables

“Inventories

Deferred income taxes

Other current assets

Total current assets
Investment in subsidiaries
‘Plant and equipment, net
Prepaid pension assets
Deferred income taxes
Other assets ‘

All

Total

'Total assets

Liabilities and Shareholders’ Equity (Deﬁcxt):

Accounts and drafts payable
Accrued liabilities
Settlement costs
Income taxes

_ Total current liabilities
Long-term debt

Postretirement pension, medical and hfe
insurance benefits

Oj;her liabilities

Total liabilities
Shareholders’ Equity (Deficit):
Common stock
Additional paid-in capital
Retained earnings -
Accumulated other comprehensive loss
Treasury stock

Total shareholders’ equity (deﬁcit)

" Total liabilities and shareholders’ equity
(deficit)

69

|

Other Consolidating
* Parent:: - ° Issuer Subsidiaries Adjustments Consolidated
$ 163  $1,181 $719 = § — $ 2,063
-— 9 w00 e ‘9
1 67 — — 68
- 277 — — 277
— 502 1 — 503
— 15 —_ — 15
164 2,051 720 R 2,935
(387) 772 —_ (385) e
—_ 243 — — 243
— 66 — — 66
_ 2 4 — 6
e = 46 — — 46
$ (223) $3,180 . $724 $(385). $ 3,296
$ — $ 27 $— $ — 8 27
2 397 (66) — 1333
— 1,060 — — 1,060
— — 6 — T 6
2 1,484 (60) _ 1,426
— 1769 . — — 1,769
— 284 — — 284
— 30 12 — .42
2 3,567 @8 — 3,521
2 — —_ — 2
242 283 214 (497) 242
1,666 (561) 558 3 1,666
(109)  (109) — 109 (109)
(2,026) — — - (2,026)
(225)  (387) 772 (385) (225)
$ (223) $3,180 $724 $(385) $ 3,296
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Assets:

Cash and cash equivalents
Accounts receivable, less allowances of $3

Other receivables

Intercompany receivables

Inventories

Deferred income taxes

Total current assets
Investment in subsidiaries
Plant and equipment
Prepaid pension assets
‘Deferred income taxes

Other assets
" Total assets

Liabilities and Shareholders’ Equity (Deficit):
Accounts and drafts payable
-Accrued liabilities
Intercompany payables

Segtlement costs
Income taxes

Total current liabilities

Long-term debt

Postretirement pension, medical and life
insurance benefits

Other liabilities
- Total liabilities

Shareholders’ Equity (Deficit):

Common stock

Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss

Treasury stock

.- .. Total shareholders’ equity (deficit) _
‘Total liabilitigs and shareholders’ equity. -

~ (deficit)

Condensed Consolidating Balance Sheets
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December 31, 2009
(In millions)
All Total
Other Consolidating

Parent . Issuer Subsidiaries Adjustments Consolidated
130 $ 719 $535 L8 — -$ 1,384
— 9 — — 9
— 35 6 — 41
— —_ 50 (50) -
— 281 — — 281
— 466 — —_ 466
130 1,510 591 \'(50) » 2,181
(20 581 —_ (561)° S—
— 237 — C— © 237
—’- 60 —_ —_ - 60
5) 49 4 — 48
— 34 15 e 49
105 $2,471 $610 $(611) $ 2,575
— $ 23 $— $ — $ 23
18 300 . — — 318
—_ 50 — (50) —
— 982 — —_ 982
— 14 _ — 14
18 1,369 — (50) 1,337
— 722 . — — 722
— 300 — — 300
— 116 13 — 129
18 - 2,507 13 (50) " 2,488
2 —_ — - R
234 276 214 (490) 234
1,282 (191) 383 (192) ;14282
121 - (121) — 121, . -(121)
(1,310) _ — o= (1,310)
87 (36) 597 (561) 87
105 $2471  $610 S611)  $2575
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Condensed: Consolidating Statements of Income
For the Year Ended December; 31,2010
(In millions)

All

Total

Other Consolidating

SRR R : R Parent ' Issuer Subsidiaries Adjustments Consolidated
Net sales (including excise taxes of $1,879) - $ — 85932 = § — $ = $5,932!
Costof sales — 3,809 — — 3,809
Gross profit . : —_— 2,123 Ce— — 2,123
Selling, general and administrative(1) ‘ — 1,330 (932) — 398 -
Operating income —_— 793 932 — - 1,725
Investment income — 3 1 — 4
Interest expense: - —_ (91) (3) _ (94)::
Income before taxes — 705 930 — - 1,635
Income taxes . s — 268 338 — 606
Equity in earnings of subsidiaries - 1,029 592 — - (1,621) —
Net income ‘ $1,029 - $1,029 $ 592 $(1,621) - $1,029

(1) Includes intercompany royalties between-Issuer and other subsidiaries of a corresponding amount.

Condensed Consolidating Statements of Income
For the Year Ended December 31, 2009
(In millions)

All Total
Other Consolidating
- Parent Issuer Spbsidiaries Adjustments Consolidated
Net sales (including excise taxes of $1,547) - $— 8$5233 $§ — $8 — $5,233
Cost of sales — 3,327 — — 3,327
Gross profit ‘ — 1,906 = — 1,906
Selling, general and administrative(1) _ 1 969 (605) — 365
Operating income 1) 937 605 — 1,541
Investment income — 4 1 —_ 5
Interest expense — (26) (1) — 27
Income before taxes ) 915 605 —_ 1,519
Income taxes — 354 217 — 571
Equity in earnings of subsidiaries 949 388 — (1,337) —
Net income $948 $ 949 $ 388 $(1,337) $ 948

(1) Includes intercompany royalties between Issuer and other subsidiaries of a corresponding amount.
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Condensed Consolidating. Statements' of Income
For thie Year Ended December 31, 2008

Net sales (including excise taxes of $712)
Cost of sales

Gross profit

Selling, general and administrative(1)
Opérating income N
Investment income

Initerest expense

Income before taxes
Income taxes
Equity in earnings of subsidiaries

Net income

$ 369

(In: millions)
All Total
. ) Other Consolidating
i Parent Issuer Subsidiaries Adjustments Consolidated
$—  $4204 0§ — % — $4,204
= 2434 — — 2,434
— 1,770 — — 1,770
1 922 (568) — 355
(1) 848 1568 — 1,415
2 11 7 — 20
— 8y — — M)
1 858 575 — 1,434
(1) 342 206 — 547
885 369 = (1254) —
$887 . $ 885 - $ 887

$(1,254)

(1) Includes intercompany royalties between Issuer-and other subsidiaries of a corresponding amount.
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Condensed Consolidating Statements of Cash-Flows
For the Year Ended December 31,2010,

)

Cash flows from operatmg actxvmes

Net income :

Adjustments to reconcile net income to net cash
provided by operating activities:

Equity income from subsidiaries -

Depreciation and-amortization ‘

Pension, health and life insurance contributions

Pension, health and life insurance benefits expense

Deferred income taxes
Share-based compensation
Excess tax benefits from share-based arrangements
Changes in operating assets and liabilities:
Accounts and other receivables
Inventories
Accounts payable and accrued hab111t1es
Settlement costs
Income taxes
Other current assets
Other assets .
Return on 1nvestmen_t in subsidiaries

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Additions to plant and equipment
Retum of capital

Net cash provided by (used in) investing activities ;

Cash flows from financing activities:

Proceeds from issuance of long-term debt

Share repurchases

Dividends paid

Debt issuance costs

Excess tax benefits from share-based arrangements

Net cash provided by (used in) financing activities
Change in cash and cash equivalents
Cash and cash equivalents, beginning of year

(Inmillions)
All Total
Other Consolidating

Parent Issuer  Subsidiaries Adjustments Consolidated
$1,029 $1,020 $592 S  $1,029
1,029  (592) - 1,621 —
— 35 — — 35

- (3 . — — 32)
— 30— = 30

o) 7 ¢)) — 1

1 7 — — 8
T = @

— 4 — — 4
a6 (14 (16) — " @46
_ 78 — - 18

1 @ 1 — 34)

e 2 — — )
R 215 — 17
1398 401 _ — a9 . —
1377 912 601 . (1799 1,091
— 40 — — (40)

7 o~ — a7 —

17 (40) — an 40

— 1,000 — 1,000
716)  — — — - (716)
645) (1399)  (417) 1,816 (645)
— 3) — — a3)

— 2 — — 2
(1361) . (410)  (417) 1,816 (372)
33 462 184 — 679

130 719 535 — 1,384

$ 163 $1181 $719 $ —  $2,063

Cash ‘and cash equivalents, end of year
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Condénsed Consolidating Statements of Cash Flows
For the Year Ended December 31,:2009
(In millions):

Cash flows from operating actlvmes
Net income :
Adjustments to reconcile net income to net cash
provided by operating activities:
Equity income from subsidiaries
Depreciation and amortization
Pension, health and life insurance conmbutlons
Pension, health and life insurance benefits expense
Deferred income taxes
Share-based compensation ;
Excess tax benefits from share-based arrangements
Changes in operating assets and liabilities:
Accounts and other receivables
Inventories
Accounts payable and accrued. liabilities
Settlement costs :
Other assets
Other
Return on investment in subsidiaries

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Additions to plant and equipment
Return of capital

Net cash provided by (used in) investing activities

Cash flows from financing activities: ;
Proceeds from issuance of long-term debt
Share repurchases

Dividends paid

Debt issuance costs

Proceeds from exercise of stock options

Excess tax benefits from share-based arrangémentsﬁ
Net cash provided by (used in) financing activities . -

Change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year’

All Total
Other Consolidating
Parent Issuer = Subsidiaries. Adjustments Consolidated
% 948 $§ 949 $ 388 $(1,337) -$ 948
(949)  (388) — 1337 —
— 32 —_ o 32
— CHRE — — (37
— 46 n — 46
— (10) 1 — (9)
— .. 5 — — 5
- M= — @ -
— (26) — —_ (26)
18 3900 (D) — 56
— 8 _— — .8 -
- @ - — @
—_ 13 6) — 7
1,635 350 — (1,985) —
1,652 992 378 (1,985) 1,037
— (81 - — (D
— 100 — - (100) N
— 49 — (100) (51)
— 750 R —— 750
(910 — — — (910)
(631) (1,635) 450) 2,085 (63 1_)-
- ) — — &)
— 2 e —_ 2
— ok —_— ]
(1,541) - (B87) (450) 2,085 (793)
111 154 72) - 193
19 565 . 607 — 1,191
'  $ 130 $§ 719 - $535 . $ — $1,384
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Condensed Consolidating Statements .of Cash Flows
For the Year Ended December:31,:2008
(In millions)
“All Total
Other Consolidating
Parent Issuer Subsidiaries Adjustments Consolidated

Cash flows from operating activities:" S L , o
Net income. . ... .ivve'suninei e nn., $ 887 $ 885 $369  §(1,254) $ 887
Adjustments to reconcile net income to net cash T ,

prov1ded by operating activities:

Depreciation and amortization.. . . . . . . e — 3y — — - 32
Pension, health and tife'i 1nsurance conmbutlons — (3'2) " — —_— (32)
Pension, health and life insurance beneﬁts ' Catenir 0 . :
EXPEISE. & . o et et e — 21 — — 21
Deferred income taxes ............. e — 72 — - 72
Share-based compensat10n ................... — 3 — , —_— 3
Gainoninvestments . . .. ... .. ur i _— (y .1 —_ ' —
Changes in operating assets and liabilities: SR ‘ ‘
Accounts and other receivables ... ... e —_ (38) — e -~ (38)
INVentories . . oo vt it i i e — (32 — — (32
Accounts payable and accrued liabilities . . . ... —_ 36 (8 — .28
Settlement costs ......... e e — 43 — — 43
Income taxes. . .....covvven e eiinennn 2 3 — —_— 5
Otherassets ............ P S — 9 — — 9
Other ...... ... 0. i e - (18) —_— — (18)
Return on investment in subsidiaries . .......... o270 212 ,— (482) —
Net cash, prov1ded by (used in) operatmg L : . o
acnvmes. e e - 1,159 0 1,195 362, . (1,736) 980
Cash flows from investing activities: e S ‘ e
Additions to plant and equipment . . . . . e — (44) — — .44
Purchases of investments. . .. ................ — (550) 500) - (1,050)
Proceeds from sales of investments .. .......... — .. 50 455 : o 545
Proceeds from maturities of investments AT — 500 250 0 0 — 750
Return of capital. ................ B I = (150) =
Net cash provided by mvestmg act1v1tles . S — 106 245 (150) 201
Cash flows from financing activities: : e . S :
Share repurchases .. .. ........ . o0.. e e (400) L s e (400)
D1v1dends paid .. ... i i (804) (1,156) . (730) - 1,886 (804)
Excess tax benefits from share-based " o P - : s
arrangements...................i‘.‘ ...... : — 4 e 4
Net cash used in fmancmg activities . . . . ;‘ ...... (1204) (1,152) (730) 1,886 (1,200
Change in cash and cash equlvalents ........... 45) 149 (123) = (19)
Cash and cash equivalents, beginning of year. . . .. 64 416 730 o — 1,210

Cash and cash equivalents, end of year . ... .. oo 319 8 565 $ 607 -$ . — - $1,191 -
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19. Legal Proceedings
Overview

As of February 9, 2011, 10,708 product liability cases are pending against cigarette manufacturers in the
United States. Lorillard Tobacco is a defendant in 9,758 of these cases. Lorillard, Inc. is a co-defendant in
701 pending cases. A total of 7,082 of these lawsuits are Engle Progeny Cases, described below. In addition to
the product liability cases, Lorillard Tobacco and, in some instances, Lorillard, Inc., are defendants in Filter
Cases and Tobacco-Related Antitrust Cases. '

Pending cases against Lorillard are those in which Lorillard Tobacco or Lorillard, Inc. have been joined
to the litigation by either receipt of service of process, or execution of a waiver thereof, and a drsmrssal order
has not been entered with respect to Lorillard Tobacco or Lorillard, Inc.. The table below lists the number of
certain tobacco-related cases pending against Lorillard as of the dates hsted A descnptlon of each type of
case follows the table.

~ Total Number of Cases

Pending Against Lorillard as
Type of Case : of February 9, 2011
~ Conventional Product Liability Cases ‘ o 36
_Engle Progeny Cases , y ‘ 7,08‘2 ,
West Virginia Indrvrdual Personal Injury Cases 40
“ Flight Attendant Cases - o 2,590
"Class Action Cases -6
Reimbursement Cases 4
Filter Cases ' 34
.. Tobacco-Related Antitrust Cases | : : 1.

Conventional Product Liability Cases. Conventronal Product Liability Cases are brought by 1nd1v1duals
who allege cancer or other health effects caused by smoking cigarettes, by using smokeless tobacco products
by addiction to tobacco, or by exposure to environmental tobacco smoke. Lorillard Tobacco is a defendant in
each of the Conventional Product Liability cases listed in the table above, and Lorillard, Inc. is a co-defendant
in two of the Conventional Product Liability cases. ' e

Engle Progeny Cases. Engle Progeny Cases are brought by individuals who purport to be members of
the decertified Engle class. These cases are pending in a number of Florida courts. Lorillard Tobacco i 1s a
defendant in each of the Engle Progeny Cases listed in the above table and Lorillard, Inc. is a co—defendant in
695 Engle Progeny Cases. Some of the Engle Progeny Cases have been filed on behilf of multiple class
members. The time period for filing Engle Progeny Cases expired in January 2008 and no additional cases )
may be filed. It is possible that courts may sever remaining suits filed by multiple class members into segarate
individual cases. As of February 9, 2011, trial was underway.in one of the pending Engle Progeny Cases in -
which Lorillard Tobacco is a defendant, Mrozek (Circuit Court, Fourth Judicial Circuit, Duval County, '
Florida). : o

West Virginia Indmdual Personal InJury Cases. Ina 1999 administrative order the West V"1rg1n1a o
Supreme Court of Appeals transferred a group of cases brought by individuals who allege cancer or other v
health effects caused by smoking cigarettes, by smoking cigars, or by using smokeless tobacco products, toa
single West Virginia court (the “West Virginia Individual Personal Injury Cases”). The plaintiffs’ claims -
alleging injury from smoking cigarettes have been consolidated for trial. The plaintiffs’ claims alleging injury
from the use of other tobacco products have been severed from the consolidated cigarette claims and have not
been consolidated for trial. Lorillard Tobacco is a defendant in each of the West Virginia Personal Injury
Cases listed in the above table. Lorillard, Inc. is not a defendant in any of the West Virginia Individual
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Personal Injury Cases. The time for filing a case that could be consolidated for trial with the West Virginia
Personal Injury Cases expired in.2000.

Flight Attendant Cases. Flight Altendant Cases are brought by non-smokmg ﬂrght attendants allegrng
injury from exposure to environmental smoke in the cabins of aircraft. Plaintiffs in these cases may not seek
punitive damages for i injuries that arose prior to January 15, 1997. Lorillard Tobacco is a defendant in each of
the Flight Attendant Cases listed in the above table. Lorillard, Inc. is not a defendant in any of the Flrght
Attendant Cases. The time for filing Flrght Attendant Cases expired in 2000 and no add1t10nal cases in this.
catéegory may be filed.

Class Action Cases. Class Action Cases are purported to be brought on behalf of large numbers of
individuals for damages allegedly caused by smoking. Lorillard Tobacco is a defendant in each of the
Class Action Cases listed in the above table, and Lorillard, Inc. is & co-defendant in two of the Class Action |
Cases. Neither Lorillard Tobacco nor Lorillard, Inc. is a defendant in additional Class Action Cases that are
pending against other cigarette manufacturers, including approximately 35 “lights” Class Action Cases and
four Class Actron Cases that are based pnmanly on medical monrtonng

Rezmbursement Cases Relmbursement Cases are brought by or on behalf of entities seeking equltable
relief and relmbursement of expenses incurred in provrdrng health care to individuals who allegedly were
injured by smoking. Plaintiffs in these cases have included the U. S. federal government, U.S. state and local
governments, forelgn governmental entities, hospitals or hospital districts, American Indian tribes, labor
unions; private companies and, private citizens. Three Reimbursement Cases are pending against Lorillard
Tobacco in: the United States and one Rermbursement Case is. pending in Israel. Lorillard, Inc. is a co-
defendant 1n two of the Reimbursement Cases pending in the United States. Plaintiffs in the Reimbursement
Case in Israel have attempted to assert claims against Lorillard, Inc. As of February 9, 2011, trial was
underway in one of the pending Reimbursement Cases, City.of St. Louis [Missouri] v. American Tobacco Co.,
Inc., et al. (Circuit Court City of St. Louis, Mrssourr)

Included in this category is the suit filed by the federal government United States of America v. thlzp
Morris USA, Inc.-(“Phillip Morris™), et al., that sought to recover profits earned by the defendants and other
equrtabIe telief, Tn August 2006, the trial court issued its final judgment and remedial order and granted '
1nJunctlve and other equitable relief. The final judgment did not award monetary damages. In May 2009, the
final Judgment was largely affirmed by an appellate court. In June 2010, the U.S. Supreme Court denied
revrew of the case See “Relmbursement Cases” below.

Fllter Cases JFilter Cases are brought by 1nd1v1duals including former employees of Lorillard Tobacco,
who seek damages resulting from their alleged exposure to asbestos fibers that were incorporated into filter
material used in one brand of cigarettes manufactured by Lorillard Tobacco for a limited period of time ending
more than 50 years ago. Lorillard Tobacco is a defendant in 33 of the 34 Filter Cases listed in the above table
Lorrllard Inc. is a co-defendant in two of the 33 Filter Cases that are pending against Lorillard Tobacco.
Lorillard, Inc. is also a defendant in one additional Filter Case in which Lorillard Tobacco is not a defendant.
As of February 9, 2011, trial was underway in one pending Filter Case, Lenney v. Armstrong International,
Inc., et al. (Superior Court of California, San Francisco County).

Tobacco-Related Antitrust Cases. A number of cases have been brought against cigarette manufacturers
alleglng that defendants conspired to set the pnce of cigarettes in violation of federal and state antitrust and
unfair business practices statutes. In these cases, plaintiffs seek class certification on behalf of persons who
purchased crgarettes directly or 1nd1rect1y from one or more of the defendant cigarette manufacturers. Lorrllard
Tobacco is a defendant in the Tobacco-Related Antitrust Case in the table above Lortllard Inc. is not a
defendant in any of these cases.

Plarntlffs assert a broad range of legal theories in these cases, including, among others, theories of
negligence, fraud, misrepresentation, strict liability, breach: of warranty, enterprise liability (including claims

77



LORILLARD, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

asserted under the federal Racketeering Influenced and Corrupt Organizations Act (“RICO™)), civil conspu‘acy,
intentional infliction of harm, injunctive relief, indemnity, restitution;, unjust enrichment, public nuisance,
claims based on antitrust laws and state consumer protection acts, and claims based on failure to warn of the
harmful or addictive nature of tobacco products.

Plaintiffs in most of the cases seek’ unspecified amounts of compensatory damages and punitive damages
that may range into the billions of dollars. Plaintiffs in some of the cases seek treble damages, statutory
damages, dlsgorgement of profits, equitable and injunctive relief, and medical monitoring, among other .
damages.

Tobacco-Related Product Liability Litigation
Conventional Product Liability Cases

Since January 1, 2009, verdicts have been returned in five Conventlonal Product Liability Cases agamst
cigarette manufacturers. Lorillard Tobatco was the only defendant in one of these five trials, Evans v. Lorzllard
Tobacco Company (Superror Court, Suffolk County, Massachusetts). In December 2010, the j jury in Evans -
awarded $50 million in compensatory damages to the estate of a deceased smoker, $21 million in damages to K
the deceased smoker’s son, and $81 million in punitive damages. As of February 9, 2011, the case remamed
pending before the trial court because the judge had not issued a verdict as to a single claim that was not
submitted for ‘the jury’s consideration. It is possible the court will award additional damages to-the plamtrffs in
its verdict that addresses this final claim. As of February 9, 2011, the court had not ruled on the motions
Lorillard Tobacco filed following the verdicts, which include motions for new trial, for judgment notwithstand-
ing the verdict, and for reduction or elimination of the jury’s damages awards. The court is not expected to -
issue a final judgment until it dlsposes of the final cla1m or it rules on Lonllard Tobacco’s pending post-trlal
motions. Lorillard Tobacco may file add1t1ona1 post-trial motions after a final judgment is entered. Should the
final judgment award damages to the platnuff Massachusetts statutes prov1de that the court may award o
prejudgment and post-judgment interest. It is poss1ble the final Judgment will 1ncorporate the jury’s ﬁndlng
that the decedent was 30% responsible for her i injuries, which could reduce the jury’s award of compensatory :
damages. The opportunity for Lorillard Tobacco to initiate an appeal from the verdicts in Evans will not begin-
until the final judgment is entered. Plaintiff has asked the court to enter a preliminary injunction that directs
Lorillard Tobacco to set aside $272 million in cash or cash equivalents to secure the amounts awarded by the
jury and the interest obligations plaintiff expects the court to order in‘a final judgment. As of February 9
2011 the court had not ruled on pla1nt1ff’s motion for preliminary 1n3unct10n : :

' Nerther Lorlllard Tobacco nor Lonllard Inc was a defendant in the four rémaining trials since January 1 :
2009. Juries found:in favor of the plaintiffs.in each of these four trials. One of the four trials resulted.in-an - .
award of compensatory damages to the plaintiff. Two of the four were re-trials that were ordered by appellate :
courts in -which the juries were permitted to consider only the amounts of punitive damages to award. These , :
two trials resulted in verdicts that awarded the plaintiffs $1.5 million in punitive damages in one of the.cases.
and $13.8 million in punitive damages in the second. Appeals. are pending in these three matters. In the fourth
trial, plaintiff was awarded compensatory damages and $4 million in punitive damages. As of February 9,
2011, the court had not addressed all post-verdrct issues in the fourth case.

In rulmgs addressmg cases tned in earlier years, some appellate courts have reversed verdlcts retumed in
favor of the plaintiffs while other judgments that awarded damages to smokers have been affirmed on appeal
Manufacturers have exhausted their appeals and have been required to pay damages to plaintiffs in eleven -
individual cases since 2001. Punitive damages were paid to the smokers in five of these cases. Neither
Lorillard Tobacco nor Lorillard, Inc. was a party to any of these matters. ' '
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As of February 9; 2011, trial was not underway in any Conventional Product L1ab111ty Case. Some cases:
are scheduled for trial in 2011, including one in which Lorillard Tobacco is a defendant. Trial dates are subject:
to change.

Engle Progeny Cases

In 2006, the Florida Supreme Court issued a ruling in Engle v. R.J. Reynolds Tobacco Co., et al., that had
been certified as a class action on behalf of Florida residents, and survivors of Florida residents, who were
injured or died from medical conditions allegedly caused by addiction to smoking, Dunng a three-phase trial,

a Florida jury awarded compensatory damages to three individuals and approximately $145 billion in punitive
damages to the certified class. In its 2006 decision, the Florida Supreme Court vacated the punitive damages
award, determined that the case could not proceed further as a class action and ordered decertification of the -
class. The Florida Supreme Court also reinstated the compensatory. damages awards to two of the three
individuals whose claims were heard during the first phase of the Engle trial. These two awards totaled '

$7 million, and both verdicts were paid in February 2008. Lorillard Tobacco’s payment to these two
individuals, including interest, totaled approxxmately $3 million. ,

The Florida Supreme Court s 2006 ru11ng also perrmtted Engle class members to file individual actlons, :
including claims for punitive damages. The court further held that these’ individuals are entitled to rely on a
number of the jury’s findings in favor. of the plaintiffs in the first phase of the Engle trial. The, time ‘period for
filing Engle Progeny Cases expired in January, 2008 and no additional cases may be ﬁled In 2009, the Florida
Supreme Court rejected a petition that sought to extend the time for purported class members to file an:
additional lawsuit. :

Some of the Engle Progeny Cases were filed on behalf of multlple plaintiffs. Vanous cotirts have entered
orders severing the cases filed by multiple plaintiffs into separate actions. In 2009, one Flonda federal court
entered orders that severed the claims of approximately 4,400 Engle Progeny plaintiffs, 1n1t1a11y asserted in a
small number of multl-plamtlff actions, into sepatate lawsults In some cases, spouses, or children of alleged
former class members have also brought derivative claims. In 2010, one Florida, federal court approved o
pla1nt1ffs motions to dismiss approx1mately 500 cases in deference to cases filed by these individuals that aIe
pending i in state court.

. The Engle Progeny Cases are pending in various Florida state and federal courts. Some of these courts,
including courts that have presided over Engle Progeny Cases that have been tried, have issued rulings that
address ‘whether these individuals aré entitled to rely on a number of the jury’s findings in favor of the
plamtlffs in the first phase of the Engle trial. Some of these decisions have led to appeals, and some of these -
appeals are pending. In one of these appeals, the U. S. Court of Appeals for the Eleventh Circuit returned to a
federal trial court for further consideration the question of how courts should apply the jury’s findings in favor
of the plamtlffs in the first phase of the Engle trial. The Court of Appeals deterrmned that, based on Florida
law; plamtlffs in the Engle Progeny Cases are entitled to some use of those j jury findings but that, on the basis
of the ‘appellate record, it was premature for the Court of Appeals to decide what use plaintiffs can make of
these findings. The Court of Appeals did not address the question of the effect of federal due process
limitations on the application of the jury findings on the basis that consideration of federal constitutional
limitations was not necessary to its decision. In another appeal, an intermediate state appellate court issued a
decision in December 2010 in which it ruled that the trial court correctly construed the Florida Supreme
Court’s 2006 decision and that it properly mstructed the j Jury on the precluswe effect of certain of the Engle
jury’ s findmgs

Lonllard Tobacco and Lorillard, Inc are defendants in Engle Progeny Cases that have been placed-on
courts’ 2011 trial calendars or in which specific trial dates have been set. Trial schedules are subject to change
and it is not possible to predict how many of the cases pending against Lorillard Tobacco or Lorillard, Ine.
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will be tried during:2011. It also is not:possible to predict whether some courts will 1mplement procedures that
consolidate multiple Engle Progeny Cases.for trial. :

As of February 9, 2011, trial was underway in four Engle Progeny Cases. Lorillard Tobacco is a
defendant in one of these four cases, Mrozek, pending in the Circuit Court, Fourth Judicial District, of Duval
County, Florida. Lorillard, Inc. was not a defendant in any of the four cases in which trial was’ underway as of
February 9, 2011.

Lorillard Tobacco was a defendant in one of the Engle Progeny Cases in which a verdict was returned. In ‘
Rohr v. RJ. Reynolds Tobacco Company, et al. (Circuit Court, Broward County, Florida), a jury returneda
verdict in favor of the defendants, including Lorillard Tobacco Lorillard, Inc. was not a defendant in Rohr ’
Plamtlff in Rohr d1d not pursue an appeal and the case 1s concluded ' i

As of February 9, 2011, verdicts have been returned in'31 Engle Progeny Cases since the Flonda
Supreme Coutt issued its 2006 ruling that permitted members of the Engle class to bring individual lawsuits in
which neither Lorillard Tobacco ‘nor Lorillard, Inc. was a deféndant at trial. Juries awarded compensatory
damages and punitive damages in 14 of the trials. The 14 punitive damages awards have totaled $527 million
and have ranged from $270,000 to $244 million. In six of the trials, juries’ awards were limited to
compensatory damages In the eleven remammg trlals Junes found in favor of the defendants '

As of Februaary 9, 2011, defendants had noticed appeals in each of the 20 verdicts in ‘which pla1nt1ffs e
were awarded damages. None of the 20° Engle Progeny trials in which plaintiffs were awarded damages since
 the Florida Supreme Court’s 2006 decision had reached a final resolution as of February 9, 2011. In some of -
the trials decided in defendants’ favor, plaintiffs have filed motions challenging the verdicts. As of February 9,
2011 none of these motions had resulted in rulings in favor of the plaintiffs.

In a case tried prior to the Florida Supreme Court’s 2006 decision perrmttmg members of the Engle class
to bnng individual lawsuits, one Florida court allowed the plaintiff to rely at trial on certain of the Engle -
jury’s fmdlngs That trial resulted in a verdict for the plaintiffs in which they ‘were awarded approximately
$25 million in compensatory damages Neither Lorillard Tobacco nor Lorillard, Inc. was a party to this case.’

In March 2010, a Florida' appellate court affirmed the jury’s verdict. The court denied defendants™ petitions® for
rehearing in May 2010, and the defendants have satlsﬁed the judgment by paying the damages award. = -

In June 2009, Florida amended the security requirements for a stay of execution of any Judgment dunng
the pendency of appeal in Engle Progeny Cases. The amended statute provides for the amount of security for
individual Engle Progeny Cases to vary within prescrlbed limits based on the number of adverse Judgments
that are pending on appeal at a glven time. The required’ security decreases as the number of appeals 1ncreases :
to ensure that the total securlty posted or deposited does not exceed $200 million in the aggregate “This " .
amended statute applies to all Judgments entered on of aftér June 16, 2009 and'expires on December 31, 2012 '
The plaintiffs in four cases have challenged the const1tut10na11ty ‘of the*amended statute. ‘As of February 9,
2011, the court hearing three of the cases denled plamtlffs challenges whlle the court heanng the four’th case
had not issued a ruling.

West Vrginia Individual Personal Injury Cases

The West Vlrgmla Ind1v1dual Personal InJury Cases are brought by 1nd1v1duals who allege cancer: or.other
health effects caused by smokmg cigarettes, by smoking cigars, or by using smokeless tobacco products are in
a single West Virginia court. A total of 639 West Virginia Individual Personal Injury Cases are pending. Most
of the pending cases have been consolidated for trial. The.order that consolidated the cases for trial, among
other things, also limited the consolidation to those cases that were filed by September 2000. No additional - ..
West Virginia Personal Injury Cases mdy be consolidated for trial with this group.
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In September 2000, there were approximately 1,250 West Virginia Personal Injury:Cases, and Lorillard
Tobacco was named in-all but a few of them. Plaintiffs ini most of the cases alleged injuries from smoking -
cigarettes, and the claims alleging injury from smoking cigarettes have been consolidated for a multi-phase
trial (the “IPIC Cases™). Approximately 600 IPIC Cases have been dismissed in their entirety. Lorillard
Tobacco has been dismissed from approximately 610 additional IPIC Cases because those plaintiffs did not
submit evidence that they used a Lorillard Tobacco product. These additional IPIC Cases remain pending
against other cigarette manufacturers and some orall of the dismissals of Lorillard Tobacco could be contested
in subsequent appeals. As of February 9, 2011, Lorillard Tobacco was a defendant in 33 of the pending
IPIC Cases. Lorillard, Inc. is not a defendant in.any of the IPIC Cases. : ‘

_'The court has severed from the IPIC Cases those claims Aalléging injury from the use of tobacco products
other than cigarettes, including smokeless tobacco and cigars (the “Severed IPIC Claims”). The Severed
IPIC Claims ipvolve 29 plaintiffs. Twenty-seven of these plaintiffs have asserted both claims alleging that their
injuries were caused by smoking cigarettes as well as claims alleging; that their injuries were caused by using
other tobacco products. The former claims-will be considered during the consolidated trial of the IPIC Cases,
while the latter claims are among the Severed IPIC Claims. Lorillard Tobacco is a defendant in seven of the
Severed IPIC Claims. Lorillard, Inc. is not a defendant in any of the Severed IPIC Claims. Two plaintiffs have
asserted only claims alleging that injuries were caused by using tobacco products other than cigarettes, and no
part of their cases will be considered in the consolidated trial of the IPIC Cases (the “Severed IPIC Cases”).
Neither Lorillard Tob%tcco nor Lorillard, Inc. is a defendant in either. of the Severed IPIC Cases. o

The court has entered a trial plan for the IPIC Cases that calls for a multi-phase trial. The first phase of
that tnal is scheduled to begin on October 17, 2011. As of February 9, 2011, the Severed IPIC Claims and the
Severed TPIC Cases were not subject to a trial plan. None of the Severed IPIC Claims or the Severed " '
IPIC Cases were scheduled for trial as of February 9, 2011, Trial dates are subject to change. . -

Flight Attendant Cases

Lorillard Tobacco and three other cigarette manufacturers are the defendants in each of the pending Flight
Attendagit. Cases. Lorillard, Inc. is riot a defendant in any of these cases. These suits were filed as a result of a
settlement ‘agreement by the parties, including Lorillard Tobacco, in Broin v. Philip Morris Companies, Inc., et
al: (Circuit Court, Miami-Dade County, Florida, filed October 31, 1991), a class action brought on behalf of
flight attendants claiming injury as a result of exposure to environmental tobacco smoke. The settlement
agreement, among other things, permitted the plaintiff class members to file these individual suits. These
individuals may not seek punitive damages for injuries that arose prior to January 15, 1997. The period for
filing Flight Attendant Cases expired in 2000 and no additional cases in this category may be filed. .

~The judges who have presided over the cases that have been tried have relied upon an order entered in
October 2000 by the Circuit Court of Miami-Dade County, Florida. The October 2000 order has been
construed by these judges as holding that the flight attendants are not required to, prove the substantive liability
elements of their claims for negligence, stéict liability and breach of impliéd warranty in order to recover
darnages. The court further ruled that the trials of these suits'are to address whether the plaintiffs’ alleged
injuries were caused by their exposure to environmental tobacco smokeand, if so, the amount of damages to
be awarded. ' o a ‘ R B

~Lorillard Tobacco was a defendant in each of the eight Flight Attendant Cases in which verdicts have
been returned. Defendants have prevailed in seven of the eight trials. In one of the seven cases in which a
defense verdict was returned, the court granted plaintiff’s motion for a new trial and, following appeal, the
case has been returned to the trial court for a second trial. The six remaining cases in which defense verdicts
were returned-are concluded. In-the single trial decided for the plaintiff, French v. Philip Morris Incorporated,
et al., the jury awarded $5.5-million in*damages: The court, however, reduced this award to $500,000. This ..
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verdict, as reduced by the trial court, was affirmed on appeal and the defendants have paid the award. Lorillard
Tobacco’s share of the judgment in this matter, including interest, was approximately $60,000.

As of February 9, 2011, none of the Flight Attendant Cases were scheduled for trial. Trial dates are
subject to change.

In 2010, some of the attomeys who represent the- plamtlffs in the Flight Attendant Cases filed a motion -
for sanctions against the defendants, including Lorillard Tobacco, in which plaintiffs alleged that the:
defendants engaged in certain conduct. In the motion for sanctions, as amended, plaintiffs'contend that Philip
Morris USA, R.J. Reynolds Tobacco Company and Brown & Williamson Tobacco Corporation tortuously
interfered with negotiations the plaintiffs in the Flight Attendant Cases initiated with Lorillard Tobacco and
caused Lorillard Tobacco to reject plamtlffs offers of judgment. Plaintiffs in all of the Flight Attendant Cases
submitted offers of judgment to Lorillard Tobacco during 2000 that proposed to resolve plaintiffs’ claims
against Lorillard Tobacco in each of the pendmg Flight Attendant Cases in which plaintiffs allege lung cancer
for $15,000 and to resolve all remaining Flight Attendant Cases for $2,650. Plaintiffs contend in the motion
for sanctions that Lorillard Tobacco’s subsequent rejection of the offers of judgment was prompted by an
agreement it reached with Philip Morris USA, R.J. Reynolds Tobacco Company and Brown & Williamson
Tobacco Corporation to partially indemnify Lorillard Tobacco should it be required to satisfy any Judgment for
attorneys’ fees returned against it in the Fllght Attendant Cases. Plaintiffs contend this agreement constitutes
misconduct and that it violates the Broin settlement agreement. Plaintiffs seek $30 million in sanctions, plus
interest of 9% from the date of the anticipated acceptance of the offers of judgment, on behalf of all of the
plaintiffs in the Flight Attendant Cases.

Class Action Cases .. .. :

Lorillard Tobacco is a defendant in six pending Class Action Cases. Lotillard, Inc. is a co-defendant in
two of these cases. In most of the pending cases, plaintiffs seek class certification on behalf of groups of
cigarette smokers, or the estates of deceased cigarette smokers, who reside in the state in which the case was
ﬁled

Clgarette manufacturers, mcludmg Lorillard Tobacco have defeated motions for class certlflcauon ina
total of 36 cases, 13 of which were in state court and 23 of which were in federal court. Motions for class .
certification have also been ruled upon in some of the “lights” cases or in other class actions to which; neither
Lorillard Tobacco nor Lorillard, Inc. was a party. In some of these cases, courts have denied class certification
to the plaintiffs, while classes have been certified in other matters.

The Scoit Case. In one of the class actions pending against Lorillard Tobacco Seott v. The American
Tobacco Company, et al. (District Court; Orléans Parish, Louisiana, filed May 24, 1996), the Louisiana Court
of Appeal, Fourth Circuit, issued a decision in April 2010 (the “April 2010 Decision”) that modified the trial
court’s 2008 amended final judgment. The April 2010 Decision reduced the judgment amount from approx1-
mately $264 million to approximately $242 million to fund a ten year court-supervised smoking cessation
program. The April 2010 Decision also, changed the date on which the award of post- judgment interest will
accrue to July 2008. Interest awarded by the amended final judgment will continue to accrue from July 2008
until the judgment either is paid or is reversed on appeal. As of February 9, 2011, Jud1c1a1 interest totaled -
approximately $32.1 million. Lorillard, Inc., which was a party to the case in the past, is no longer a
defendant.

In its April 2010 Decision, the Court of Appeal expressly preserved defendants’ nght to assert claims on
unspent or surplus funds, should any such funds be present, at the conclusion of the ten-year smoking
cessauon program.

The Louisiana: Supreme Court denied review: of the petitions that were filed by the defendants and the
plaintiffs. The U.S. Supreme Court has granted defendants’ application to stay execution of the amended final
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judgment until defendants’ petition for writ of certiorari is resolved. As of February 9, 2011, the U.S. Supreme
Court had not determined whether it would grant review of defendants’ certiorari petition. |

In 1997, Scott was certified a class action on behalf of certain cigarette smokers resident in the State of
Louisiana who desire to participate in medical monitoring or smoking cessation programs and who began
smoking prior to September 1, 1988, or who began smoking prior to May 24, 1996 and allege that defendants
undermined compliance with the warnings on cigarette packages.

Trial in Scott was heard in two phases. At the conclusion of the first phase in July 2003, the jury rejected
medical monitoring, the primary relief requested by plaintiffs, and returned sufficient findings in favor of the
class to proceed to a Phase II trial on plaintiffs’ request for a statewide smoking cessation program. Phase II
of the trial, which concluded in May 2004, resulted in an award of $591 million to fund cessation programs
for’ Lou1s1ana smokers »

. In February 2007, the Louisiana Court of Appeal reduced the amount of the award by approx1mately
$328 million; struck an award of prejudgment interest, which totaled approximately $440 million as of
December 31, 2006; and limited class membership-to individuals who began smoking by September 1, 1988,
and whose claims accrued by September 1, 1988. In January 2008, the Louisiana Supreme Court denied
plaintiffs’ and defendants’ separate petitions for review. In May 2008, U.S. Supreme Court denied defendants’
request that it review the case. The case was returned to the trial court, which subsequently entered an
amended final judgment that ordered the defendants to pay approximately $264 million to fund the court-
superv1sed smoking cessation program for the members of the certlﬁed class. The Court of Appeal’s Apr11
2010 Dec1s1on was an appeal from this judgment.

Should the- amended final judgment be sustained on appeal, Lorillard Tobacco’s share of that judgment,
including the award of post-judgment interest, has not been determined. In the fourth quarter of 2007,
Lorillard, Inc. recorded a pretax provision of approximately $66 million for this matter which was included in
selling, general and administrative expenses on the consohdated statements of income and was reclassified
from other 11ab111t1es to accrued liabilities in the second quarter of 2010 on the consolidated balance sheets.

The parties filed a stipulation in the mal court agreemg that an article of Lou151ana law required that the
amount of the bond for the appeal be set at $50 million for all defendants collectively. The parties further -
agreed that the plaintiffs have full reservations of rights to contest in the trial court the sufficiency of the bond
on any grounds. Defendants collectively posted a surety ‘bond in the amount of $50 million, of which Lorillard
Tobacco secured 25%, or $12.5 million, which is classified as restricted cash within other current assets on the
consolidated balance sheet. While Lorillard Tobacco believes the limitation on the appeal bond amount is.valid
as required by Louisiana-law, in the event of a successful challenge the amount of the appeal bond could be

set as high as 150% of the judgment and judicial interest combined. If such an event occurred, Lorillard
Tobacco’ s share of the appeal bond has not been determmed '

: Other Class Actzon Cases. In one Class Act1on Case pendmg against Lorillard Tobacco, Brown v. The
American Tobacco Company, Inc., et.al. - (Superior- Court, San Diego County, California, filed June 10, 1997),
the California Supreme Court in 2009 vacated an order that had previously decertified a class and returned
Brown to the trial court for further activity. The trial court has informed the parties that it believes the class
previously certified in Brown has been reinstated as a result of the California Supreme Court’s ruling. The
class previously certified in Brown is composed of residents of California who smoked at least one of
defendants’ cigarettes between June 10, 1993 and April 23, 2001 and who were exposed to defendants’
marketing and advertising activities in California. The trial court also has ruled that it will permit plaintiffs to
assert claims regarding the allegedly fraudulent marketing of “light” or “ultra-light” cigarettes. Trial in Brown
has been scheduled for May 2011. Trial dates are subject to change. Lorillard, Inc is not a defendant in
Brown. :
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. In another Class Action Case pending against Lorillard Tobacco, Cleary v. Philip Morris Incorporated, et
al. (U.S. District Court, Northern District, Illinois, filed June 3, 1998), a court allowed plaintiffs to-amend
their complaint in an existing class action to assert claims on behalf of a subclass of individuals who
purchased “light” cigaréttes from the defendants, but it subsequently dismissed the “light” cigarettes claims
asserted -against' Lorlllard Tobacco. In June 2010, the court dismissed plaintiffs’ remaining claims, and it
entered final judgment in defendants’ favor. Plaintiffs have noticed an appeal from the final Judgment
including the prior ruling that dismissed plaintiffs’ “lights?” claims against Lorillard Tobacco, to the U:S. Court
of Appeals for the Seventh Circuit. Lonllard Inc is not a defendant in Cleary.

“Lights” Class Actton Cases. Nelther Lonllard Tobacco nor Lorillard, Inc is a-defendant in: another
approximately 35 Class Action Cases in which plaintiffs’ claims are based on the allegedly fraudulent
marketing of “light” or “ultra-light” cigarettes. Classes have been certified in: some-of these cases. In one of .
the “lights” Class Action Cases, Good v. Altria Group, Inc., et al., the U.S. Supreme Court ruled in December
2008 that neither the Federal Cigarette Labeling and Advertising Act nor the Federal Trade Commission’s
regulation of.cigarettes” tar and nicotine disclosures preempts (or bars) seme of plaintiffs’ claims: In 2009, the
Judicial Panel on Multidistrict Litigation consolidated various federal court “lights” Class Action Cases:
pending against Philip Morris USA or Altria Group and transferred those cases to the U.S. Dlstnct Court of
Mame Asof February 9, 2011, 16 cases were part of that consohdated proceedmg

Relmbursement Cases .

Lorillard Tobacco is, a defendant in the three Relmbursement Cases that are pendmg in the U.s. and it has
been named as a party to a case in Israel. Lorillard, Inc. is a co-defendant in two of the three cases pending in
the U.S. Plaintiffs in the case in Israel have attempted to assert claims against Lorillard, Inc. Plaintiffs in
another case filed in the U.S. have the option of pursuing an appeal from an order entered in December 2010
that dismissed the case in favor of the defendants. As of February 9, 2011, plamtrffs in this matter had not
sought appellate review of the dismissal order. - :

As of February 9, 2011, trial was underway in one of the three Reirnbursement Cases pending in the
U.S., City of St. Louis [Missouri] v. American Tobacco Co., Inc., et al. (Circtit Court, City of St. Louis, -
Missouri, filed November 25, 1998). Along, with other cigarette manufacturers, Lorillard Tobacco and
Lonllard Inc are defendants in City of St. Louzs Plaintiffs are suing on behalf of 37 Missouri hospitals. -

U.S. Government Case. - In August 2006, the U S. District Court for the District of Columbia issued its
final judgment and remedial ofdéf in the federal governmient’s reimbursement suit, United States of Amterica v.
Philip Mor¥ris USA, Inc., et al., (U.S: District Court, ‘District of Colunibia, filed September 22,°1999). The final
judgment and remedial order concluded a bench trial that began in September 2004.- Lorillard Tobacco othet”
cigarette manufacturers, two parent companies and two trade- assocratlons were defenda:nts in tms actron durmg
trial. Lorillard, Inc. is not a party to this case.- : , v o :

In its 2006 final judgment and remedial order, the court determined that the defendants 1nclud1ng
Lorillard Tobacco, violated certain provisions of the RICO statute, that there was a likelihood of present and
future RICO violations, and that equitable relief was warranted.- The government was.not.awarded monetary
damages. The equitable relief included permanent injunctions that prohibit the defendants, including Lorillard
Tobacco, from engaging in any-act of racketeering, as defined under RICO; from making any material false or
deceptive statements concerning cigarettes; from.making any express or implied statement about health: on
cigarette packaging or promotional materials (these prohibitions include a ban on using such descriptors. as -
“low tar,” “light,” “‘ultra-light,” “mild” or “patural”); from making any statements that “low tar,” “light,” “ultra-
light,” “mild” or “natural”. or low-hicotine cigarettes may result in a reduced risk of disease; and from
participating in the management or control of certain entities or their successors. The final judgment and
remedial order also requires the defendants, including Lorillard Tobacco, to make corrective statements on
their websites, in certain media, in point-of-sale advertisements, and on cigarette package “inserts” concerning:
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the health effects of smoking; the addictiveness of smoking; that there are no significant health benefits to be
gained by smoking “low. tar,” light,” “ultra-light,” “mild” or “natura » cigarettes; that cigarette design has
been manipulated to ensure optimum nicotine delivery to smokers; and that there are adverse effects from
exposure;to. secondhand smoke. Lorillard Tobacco could incur costs in excess of $10 million to implement the.
final judgment and remedial order: The final judgment and remedial order also requires defendants, including
Lorillard Tobacco, to make disclosures of disaggregated marketing data to the government, and to make
document disclosures on a website and in a physical depository. The final judgment and remedial order
prohibits each defendant that manufactures cigarettes, including Lorillard Tobacco, from selling any of its
cigarette ‘brands ‘or certain elements.of its business unless certain conditions are met.

The final judgment and remedial order has not yet been fully implemented. Following trial, the final
judgment and fcgledial order wag stayed Because the defendants, the government and several intervenors S
noticed appeals to the Circuit Court of Appeals for the District of Columbia. In May 2009, a three judge panel
upheld substantially all of the District Court’s final judgment and remedial order. In September 2009, the
Court of Appeals denied defendants’ rehearing petitions as well as their motion to vacate those statements in
the appellate ruling that address defendants’ marketing of “low. tar” or “lights” cigarettes, to vacate those parts
of the trial court’s judgment;on that issue, and to remand the case with instructions to deny as moot the
government’s allegations and requested relief regarding “lights” cigarettes. The Court of Appeals stayed its
order that formally relinquished jurisdiction of defendants’ appeal pending the disposition of the petitions for
writ of certiorari to the U.S. Supreme Court that were noticed by the defendants, the government and the
intervenors. In June 2010, the U.S. Supreme Court: denied all of the petitions for writ of certiorari. The case
has been retirned. to.the trial court:for implementation-of the Court of Appeals’ directions in its 2009 ruling
and for entry of an amended final judgment. - . : . - - ~

While trial 'wa's underway, the Court of Appeals ruled that plaintiff may not seek to recover profits earned
by the defendants. Prior to trial, the government had claimed that it was entitled to approximately $280 billion
from the defendants for its claim to recover profits earned by the defendants. The U.S. Supreme Court
declined to address the decisions dismissing recovery of profits when it denied review of the government’s and
the intervenors’ petitions. o o : ' '

Settlement of State Reimbursement Litigation. - On November 23, 1998, Lorillard Tobacco, Philip
Morris Incofporated, Brown & Williamson Tobacco Corporation and R.J. Reynolds Tobacco Company (the
“Original Participating Manufacturers”) entered into the Master Settlement Agreement (“MSA”) with 46 states,
the District of Columbia, the Commonwealth of Puerto Rico, Guam, the U.S. Virgin Islands, American Samoa
and the Commonwealth of the Northern Mariana Islands to settle the asserted and unasserted health care cost
recovery and certain other claims of those states. These settling entities are generally referred to as the
“Settling States.” The Original Participating Manufacturers had previously settled similar claims brought by
Mississippi, Florida, Texas and Minnesota, which together with the MSA are referred to as the “State
Settlement Agreements.”

The State Settlement Agreements provide that the agreements are not admissions, concessions or evidence
of any liability or wrongdoing on the part of any party, and were entered into by the Original Participating
Manuifacturers to avoid the further expense, inconvenience, burden and uncertainty of litigation. Lorillard
recorded pretax charges for its obligations under the State Settlement Agreements of $300 million and
$1.212 billion for the three and twelve months ended December 31, 2010, respectively, and $280 million and
$1.128 billion for the three and twelve months ended December 31, 2009, respectively. Lorillard’s portion of
ongoing adjusted settlement payments and legal fees is based on its share of domestic cigarette shipments in
the year preceding that in which the paymerit is due. Accordingly, Lorillard records its portions of ongoing
adjusted settlement payments as part of cost of manufactured products sold as the related ‘'sales occur.

The State Settlement Agreements require that the domestic tobacco industry make annual payments of
$10.4 billion, subject to adjustment for several factors, including inflation, market share and industry volume. -
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In addition, the domestic tobacce industry is required to pay settling plaintiffs’ attorneys’ fees, subject to-an
annual cap of $500 million, as well as an additional amount of ‘up to $125 million in each-year through 2008. -
These payment obligations are the several and not joint obligations of each settling defendant. The State -
Settlement Agreements also include provisions relating to significant advertising and marketing restrictions,
public disclosure of certain industry documents limitations on challenges to tobacco control and underage use :
laws, and. other provisions. : ~ ~

Lorillard Tobacco and the other Original Participating Manufacturers have notified the States that they
intend to seek an adjustment in the amount of payments made in 2003 and subsequent years pursuant to a
provision in the MSA that permits such adjustment if the companies can prove that the MSA was a significant
factor in their loss of market share'to compames not participating in the MSA and that the States failéd to
dlhgently enforce certain statutes passed in connection with the MSA. If the Original Parttcrpatmg Manufac-
turers are ultimately successful, any adjustment would be reflected as a credlt against future payments by the
. Original Partlc1pat1ng Manufacturers under the agreement :

From time to time, lawsuits have been brought against Lorillard Tobacco and other participating
manufacturers-to the MSA, or against one or more of the states, challenging the validity of thé MSA on
certain grounds including as a violation of the antitrust laws See “MSA Related Ant1trust Surt” below

In addition, in connection with the MSA, the Orrgtnal Partlcrpatmg Manufacturers entered into an:
agreement to establish-a $5.2 billion trust fund payable between 1999 and.2010 to compensate the- tobacco -
growing communities in 14 states (the “Trust™). Payments:to the Trust ended in 2005 as.a result of an
assessment imposed under a federal law, enacted in 2004, repealing the federal supply management program -
for tobacco growers. Under the law, tobacco quota holders and growers will be compensated with payments
totaling $10.1 billion, funded by an assessment on tobacco manufacturers and importers. Payments under the _
law to qualrfymg tobacco quota holders and growers comrnenced mn 2005 :

Lorillard believes that the State Settlement Agreements will materially advefs‘ely affect its cash flows and
operating income in future years. The degree of the adverse impact will depend, among other things, on the
rates of decline in domestic cigarette sales in the premium price and dlscount price segments, Lonllard’s share
of the domestic premium price and discount price cigarette segments, and the effect of any resulting cost . .
advantage of manufacturers not subject to significant payment ob11gat10ns under the State Settlement
Agreements. . ‘

Filter Cases

In addition to the above, claims have been brought against Lorillard Tobacco and Lorillard, Inc. by
individuals who seek damages resulting from their alleged exposure to asbestos fibers that were incorporated’
into filter material used in one brand of cigarettes manufactured by Lorillard Tobacco for a limited penod of
time ending more than 50 years ago. Lorillard Tobacco is a defendant in 34 Filter Cases. Lorillard, Inc. is a
defendant in three Filter Cases, including two that also name Lonllard Tobacco Since January 1, 2009 o
Lorillard Tobacco has paid, or has reached agreement to pay, a total of approximately $15.6 million in
settlements to ﬁnally resolve 46 claims. The related expense was recorded in selling, general and admlmstra~
tive expenses on the consohdated statements of income. Since J anuary. 1, 2009, a verdict has been returned in
one Filter Case, Cox v. Asbestos Corporatzon Lid., et al, which was, tried i in the Superior Court of Cahforma,
Los Angeles County. Plaintiffs in the Cox case voluntanly dismissed Lorillard Tobacco from their appeal to
the California Court of Appeals and the matter is concluded. As of February 9, 2011, trial was underway in
one Filter Case in which Lorillard Tobacco is a defendant, Lenney v. Armstrong International, Inc., et al.,
(Superior Court of California, San Francisco County). As of February 9, 2011, nine Filter Cases were
scheduled for trial or have beén placed on courts’ trial calendars. Trial dates are subject to change.
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Tobacco-Related Antitrust Cases ‘
Indzrect Purchaser Sutts

Approximately 30 antitrust suits were filed in 2000 and 2001 on behalf of putative classes of consumers
in various state courts against cigarette manufacturers. The suits all alleged that the defendants entered into
agreements to fix the wholesale prices of cigarettes in violation of state antitrust laws which permit indirect
purchasers, such as retailers and consumers, to sue under price fixing or consumer fraud statutes. More than
20 states permit such suits. Lorillard Tobacco was a deféndant in all but one of these indirect purchaser cases.
Lorillard, Inc. was not named as a defendant in any of these cases. Three indirect purchaser suits, in New York, :
Flotida and Michigan, thereafter were distnissed by courts in those states, and the plaintiffs withdrew their
appeals. The actions in all other states, except for Kansas, were either voluntarily dismissed or dismissed by
the courts. '

‘In'the Kansas case, the District Court of Seward County certified a class of Kansas indirect purchasers in
2002. In July 2006, the Court issued an order confirnnng that fact discovery was closed, with the exception of
privilege issues that the Court détermined, based on a Special Master’s report, justified further fact discovery.
In October 2007, the Court denied all of the defendants’ privilege claims, and the Kansas Supreme Court
thereafter dénied a petition seeking to overturn that ruling. Drscovery currently is ongomg As of February 9
2011, the Court had not set dates for dispositive motions and trial.

MSA-Related Antitrust Suit

In: October 2008 Lorillard Tobacco was named as a defendant in an action filed i 1n the Western Dlstrrct
of Kentucky, Vibo Corporation, Inc. d/b/a/ General Tobacco v. Conway, et al. The suit alleges that the named
defendants whrch include 52 state and territorial attorneys general and 19 tobacco manufacturers, violated the
federal Sherman Antitrust Act. of 1890 (the “Sherman Act”) by entering into and participating in the- MSA.
The plarntlff alleges that MSA partrmpants such as 1tse1f that were not in existence when the MSA was
executed ‘i 1998 but subsequently became partlcrpants are unlawfully requrred to pay significantly more. sums
to the states than companies that joined the MSA within 90 days after its execution. In addition to the Sherman
Act claim, plarntrff has raised a number of constitutional claims against the states. Plaintiff seeks a declaratory
judgment in its favor on all claims, an injunction against the continued enforcement of the MSA, treble
damages agéinst the tobacco manufacturer defendants, including Lorillard Tobacco, and damages and
injunctive relief against the states, including contract recession and restitution. In December 2008, the court . -
dismissed the comiplaint against all defendants, including Lorillard Tobacco. The court entered its final
judgment dismissing the suit in January 2010. Thereafter, the plaintiff filed a notice of appeal to the federal
Court of Appeals for the Sixth Circuit. As of February 9, 2011, no other filings had been made.

Defenses

f Lorillard Tobacco and Lorillard, Inc. believes that it has valid defenses to the cases pendrng
agamst it as well as valid bases for appeal should any adverse verdicts be returned against either of them.
While Lorrllard Tobacco and Lorillard, Inc. intend to defend vigorously all tobacco products liability litigation,
it is not possrble to predict the outcome of any of this litigation. Litigation is subject to many uncertainties. ,
Pla1nt1ffs have prevailed in several cases, as noted above. It is possible that one or more of the pending actrons
could be de<:1ded unfavorably as to Lorillard Tobacco, Lorillard, Inc. or the other defendants. Lorillard

yag Lorillard, Inc. may enter into discussions in an attempt to settle particular cases if either believe
it is appro riate to do so.

Nerther Lorillard Tobacco nor Lorillard, Inc. can predict the outcome of pending lmgatlon Some
plaintiffs have been awarded damages from cigarette manufacturers at trial. While some of these awards have
been overturned or reduced, other damages awards have been paid after the manufacturers have exhausted
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their appeals. These awards and other litigation activities against cigarette manufacturers continue to receive
media attention. In addition, health issues related to tobacco products also continue to receive media attention.
It is possible, for example, that the 2006 verdict in United States of America v. Philip Morris USA, Inc; et al.,
which made many adverse findings regarding the conduct of the defendants, including Lorillard Tobacco, -
could form the basis of allegations. by other plaintiffs or additional judicial findings against cigarette .
manufacturers. In additjon, the ruling in Good v. Altrig Group, Inc., et al. could result in further “lights”
litigation.. Any such developments could have an adverse effect on the abijlity of Lorillard Tobacco or Lorillard,
‘Inc. to prevail in smoking and health litigation and could influence the filing of new suits against Lorillard
Tobacco or Lorillard, Inc. Lorillard Tobacco and.Lorillard, Inc. also cannot predict the type or extent of
litigation that could be brought against either of them, or against other cigarette manufacturers, in the future.

Lorillard records provisions in the consolidated financial statements for pending litigation when it
determines that an unfavorable outcome is probable and the amount of loss can be reasonably estimated.
Except for the impact of the State Settlement Agreements and Scott as described above, management is unable
to make a meamngful estimate of the amount or range of loss that could result from an unfavorable outcome
of material pending htrganon and, therefore, no material provision has been made in the consolidated ﬁnanc1a1
statements for any unfavorable outcome. It i is possible that Lorillard’s results of operations or cash flows i ina
partrcular quarterly or annual period or its ﬁnanc1al posrtlon could be materially adversely affected by an
unfavorable outcome or settlement of certain pending Ilttgatlon

Indemnification Obllgatrons R

In connection with the Separation, Lorillard entered into a separation agreement w1th Loews (the
“Separatron Agreement”) and agreed to indemnify Loews and its officers, directors, employees and' agents
agamst all costs and expenses arising out of third party claims (including, without limitation, attorneys’ fees,
interest, penaltles and costs of i investigation or preparatlon for defense), judgments, fines, losses, claims; ~
damages, 11ab111t1es taxes, demands, assessments and amounts paid in settlement based on, ansmg out of or
resultmg from, among othér things, Loews’ ownershlp of or the operatron of Lorillard and its assets’ and
propertles, and its operatron or conduct of its businesses at any trme pnor to or followmg the Separatron
(1nciud1ng wrth respect to any product llablllty clalms) ' ~

Loews is a defendant in three pendmg product hab111ty cases: One of these is-a Rennbursement Case m
Israel and two are purported Class Action Cases on file in U.S: courts. Lorillard Tobacco also is a defendant -
in each of the three product liability cases in which Loews is involved. :Pursuant to the Separation Agreement, :
Lorillard is:required.to indemnify Loews for the amount:of any losses and any legal or other fees wrth respect
to such cases.: . . L o . , P fras

Other Litigation '

Lorillard is also party to other litigation arising in the ordinary course of business. The outcome of ‘this
other litigation will not, in the opinion of management, materially affect Lorillard’s results of operations or -
equity. »
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE '

None.

Item 9A. CONTROLS AND PROCEDURES
Dlsclosure Controls and Procedures :

Our management, including our Chief Executive Officer and Chief Financial OfflCCI‘ evaluated the
effectiveness of our disclosuré controls and procedures pursuant to Rule 13a — 15 under the Exchange Act as
of the end of the period covered by this report. Based on that evaluation, our Chief Executive Officer and-
Chief Financial Officer have concluded that, as of the end of the period covered by thlS annual report, our
disclosure controls and procedures (as defined i in Rule 13a —15(e) under the Exchange Act) are effective, in
all material respects to provxde reasonable assurance that information we are required to disclose in reports
that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time penods spemfied in SEC rules and forms, and that such information is accumulated and communicated to
our management including our Chlef Executive Ofﬁcer and Chief Financial Officer, as appropnate to allow
timely decisions régarding requlred d1sclosure ‘

Management’s Report on Internal Control over Financial Reportmg

Our management is respons1ble for establishing and maintaining adequate internal control over financial -
reportmg, as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act. Internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation-of financial statements in accordance with accounting principles generally accepted.in the
United: States (“GAAP”). The effectiveness: of any system of internal control‘over financial reporting is subject
to inherent limitations, including the exercise of judgment in designing, implementing, operating and -
evaluating our internal control over financial reporting. Because of these inherent limitations, internal control
over financial reporting cannot provide, absolute assurance regarding the reliability of financial reporting and -
the preparation of financial statements in-accordance with GAAP and may not prevent or detect misstatements.
Also, projections .of any evaluation of effectiveness to future periods are subject to the risk that our internal
control over financial reporting may become inadequate because of changes in conditions or other factors, or
that the degree of comphance with the policies or procedures may detenorate

Management w1th the participation of our Chief Executive Officer and Chief Fmanmal Offlcer assessed
the effeéctiveness of our internal control over financial reporting as of December 31, 2010 as required under
Section 404 -of the Sarbanes-Oxley Act of 2002. Management’s assessment of the effectiveness of our internal
control over financial reporting was conducted using the criteria in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Management reviewed
the results of its assessment with the Audit Committee of our Board of Directors. Based on this assessment,

management. concluded that our mternal control over fman01al reporting was effective as of December 31,
2010.

The effectiveness of our internal control over financial reporting as of December 31, 2010 has been
audited by Deloitte & Touche LLP, our independent regxstered pubhc accountmg firm;, as stated in their
attéstation report 1ncluded herein. ,

Changes in Internal Controi over Financial Reporting

No change in our internal control over financial reporting (as defined in Rule 13a-15(f) under the
Exchange Act) occurred during our most recent fiscal quarter that has materially affected, or is likely to
materially affect, our internal control over financial reporting.
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REPORT: OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Lorillard, Inc.
Greensboro, North Carolina.

We have audited the internal control over financial reporting of Lorillard, Inc. and Subsidiaries (the
“Company”) as of December 31, 2010 based on criteria established in’ Intemal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The,
Company’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting, included in the accompany-
ing Management’s Report on Internal Control over Financial Reporting. Our responsibility is .to express an.
opinion.-on the Company’s internal control over financial reporting based .on our audit. . :

- We conducted our audlt in accordance with the standards of the Pubhc Company Accountmg Oversrght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective mternal control over fmancxal reporting was mamtamed in all‘material _

- respects. Our audit included obtamxng an understandmg of internal control over financial rcportmg, assessmg ‘

the risk that a material weakness exists, testing and evaluating .the de31gn and operatmg effecttveness of B
internal control based on the assessed risk, and performing such other procedures as we cons1dered necessary :
in the circumstances. We believe that our audit provides a reasonable basis for our opinion. ‘

A company’s internal control over financial reporting is a process designed. by, or under the superyision : ..
of, the company’s principal executive and pnncrpal financial officers, or persons performmg similar functions,
and effected by the company’s board of directors, management, and other. personnel-to provide reasonable
assurance regarding the reliability. of financial reporting and the preparation of financial statements for external.
purposes in accordance with generally :accepted accounting principles. A company’s internal control over
financial. reporting includes those policies and procedures that (1) pertain to the maintenance:of records that, -
in'reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company,
(2) provide reasonable ‘assurance that transactions. are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures-of -
the company -are being made only in accerdance with authorizations of management and- directors of the © -
company; and (3) provide reasonable assurance regarding prevention or-timely detection-of:unauthorized -
acquisition, use, or dlsposmon of the: rcompany 8. assets that could have a material effect-on the financial
statements..- - . ., , : : : Lo

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error.or fraud may not
be prevented or detected on a timely basis.: Also, projections of any evaluation of the effectiveness of the - .
internal control over financial reporting to future periods-are subject to the risk that the controls may: become
inadequate because of changes in conditions, or that the degree of comphance with the pohcles or procedures :
may deteriorate. : . : B

In our oplmon the Company malntamed in a11 matenal respects effecnve mtemal control over ﬁnanc1a1
reporting as of December 31, 2010, based on the criteria established in Internal Control — Integrated
Framework issued by the Comnnttee of Sponsormg Orgamzauons of the Treadway Commission.

We have also audlted in; accordance w1th the standards of the Public Company Accountmg Over51ght
Board (United States), the consolidated financial statements and financial statement schedule as of and for the
year ended December 31, 2010 of the Company and our report dated February 18, 2011 expressed an
unqualified opinion on those consolidated financial statements and financial statement schedule.

/s/ De101tte & Touche LLP

Charlotte, North Carolma
February 18, 2011
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Item 9B. OTHER INFORMATION

None.

PART III

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this'item is contained in-our proxy statement for our 2011 Annual Meeting
of Shareholders to be held on May 19, 2011, to be filed pursuant to Section 14 of the Exchange Act, and is
incorporated herein by reference.

Item 11. EXECUTIVE COMPENSATION

The information required by this item is contained in our proxy statemenit for.our 2011 Annual Meeting
of Shareholders to be held on May 19, 2011, to be filed pursuant to Section 14 of the Exchange Act, and is
incorporated herein by reference. ' )

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS ‘ o

The information required by this item is contained in our proxy statement for our 2011 Annual Meeting
of Shareholders to be held on May 19, 2011, to be filed pursuant to Sectlon 14 of the Exchange Act, and'is
1ncorporated herein ‘by-reference. : :

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this item is contained in our proxy statement for our 2011 Annual Meeting
of Shareholders to be held on May 19, 2011, to be ﬁled pursuant to Sectron 14 of the Exchange Act, and is
mcorporated hereln by reference :

bl

. Ttem-14. PRINCIPAL ACCOUNTANT FEES ‘AND SERVICES

The 1nformat10n requlred by this 1tem is contained in our proxy statement for our 2011 Annual Meeting
of Shareholders to.be held on May 19, 2011, to be filed pursuant to Section 14 of the Exchange Act, and is
mcorporated herein- by reference. ;
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PART IV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Listing of Documents

(1) Financial Statements

The Company’s Consolidated Frnancral Statements included in Item 8 hereof, as required at December 31,
2010 and December 31, 2009, and for the periods ended December 31, 2010, December 31, 2009 and
December 31, 2008, comnsist.of the followmg : : v

Report of Independent Registered Public Accounting Firm

Consolida_ted Balance Sheets

. Consolidated Statements of Income .

" Consolidated Statements of Cash Flows

Consolidated Statements of Shareholders* Equity (Deficit)

Notes to Consolidated Financial Statements

(2) Fmam:lal Statement Schedule o

Financial Statement Schedule of the Company appended hereto, as required for the periods ended
December 31, 2010, December 31, 2009 and December 31 2008, consists of the following:

Valuation and Qualifying Accounts
(3) Exhibits '

Exhibit

Number

31
32

33 _}
3.4
4.1
42
43
44

4.5

Descrlptlon ‘

Amended and Restated Certificate of Incorporatlon of Lonllard Inc., mcorporated herein by reference
to Exhibit 3.1 to our Current Report on Form 8-K (File No. 1- 34097) filed on June 12, 2008

Amended and Restated Bylaws of Lorillard, Inc., as of February 25, 2010, incorporated herein by
reference to Exhibit 3.2 to our Current Report on Form 8- filed (File No. 1-34097) on March 2,2010

" Certificate of Amendment of Certificate of Incorporation of Lorillard Tobacco Company and

Certificate of Incorporation of Lorillard Tobacco Company, incorporated herein by reference to
Exhibit 3.3 to Lorillard, Inc.’s Registration Statement on Form S-3 (File No. 333- 159902) filed on
June 11, 2009

Bylaws of Lonllard Tobacco Company, incorporated herein by reference to Exhibit 3.4 to Lorillard,
Inc.’s Registration Statement on Form S-3 (File No.333-159902) filed on June 11, 2009

- Specimen certificate for shares of common stock of Lorillard, Inc., incorporated herein by reference to

Exhibit 4.1 to our Amended Regrstrauon Statement on Form S-4 (File No. 333-149051) filed on May 9,
2008

Indenture, dated June 23, 2009, among Lorillard Tobacco Company, Lorillard, Inc. and The Bank of
New York Mellon Trust Company, N.A., as Trustee, incorporated by reference to Exhibit 4.1 to our
Current Report on Form 8-K (File No. 1-34097) filed on June 23, 2009

First Supplemental Indenture, dated June 23, 2009, among Lorillard Tobacco Company, Lorillard, Inc.
and The Bank of New York Mellon Trust Company, N.A., as Trustee, incorporated by reference to
Exhibit 4.2 to our Current Report on Form 8-K (File No. 1-34097) filed on June 23, 2009

Second Supplemental Indenture, dated April 12, 2010, among Lorillard Tobacco Company, Lorillard,

“Inc. and The Bank of New York Mellon Trust Company, N.A., as Trustee, incorporated by reference to

Exhibit 4.2 to our Current Report on Form 8-K (File No. 1-34097) filed on April 12, 2010

Form of 8.125% Senior Note due 2019 of Lorillard Tobacco Company, incorporated by reference to
Exhibit 4.3 to our Current Report on Form 8-K (File No. 1-34097) filed on June 23, 2009
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Exhibit

Number
4.6

47

4.8

49

4.10

Description

Form of 6.875% Senior Note due 2020 of Lorillard Tobacco Company, incorporated by reference to

. Exhibit 4.3 to our. Current Report on Form 8-K (File No. 1-34097) filed on April 12, 2010

Form of 8.125% Senior Note due 2040 of Lorillard Tobacco Company, incorporated by reference of
Exhibit 4.4 to our Current Report on Form 8-K (File No. 1-34097) filed on April 12, 2010

. Form of Guarantee Agreement of Lorillard, Inc. for the 8.125% Senior Notes due 2019 of Lorillard
" Tobacco Company, incorporated by reference to Exhlbrt 44 to Lonllard Inc s Current Report on

Form 8-K filed on June 23, 2009
Form of Guarantee Agreement of Lorillard, Inc. for the 6. 875% Senior Notes due 2020 of Lorillard

Tobacco Company, incorporated by reference to Exhibit 4.5 to our Current Report on Form 8-K

(File No. 1-34097) filed on April 12, 2010
Form of Guarantee Agreement of Lorillard, Inc. for the 8.125% Senior Notes due 2040 of Lorillard

' Tobacco Company, incorporated by reference: to Exhibit 4.6-to our Current ‘Report ‘on Form 8-K

' = (File No. 1-34097) filed on April 12, 2010

10.1

10.2

103
104
105

106

"10.8

10.9

Separation Agreement between Loews Corporatron and Lonllard Inc., Lorillard Tobacco Company,
Lorillard Licensing Company, LLC, One Park Media Services, Inc. and Plisa, S.A., incorporated herein
by reference to Exhrbrt 10. 1 to our- Quarterly Report on Form 10-Q (File No. 1-34097) filed on
August 7, 2008 ‘

Amended and Restated Employment Agreement between Lorillard, Inc. and Martin L. Orlowsky, dated
December 19, 2008, incorporated by reference to Exhibit 10.2 to our Annual Report on Form 10-K
(File No. 1-34097) filed on March 2, 2009t

" Comprehensive Settlement Agreement and Release with the State of Florida to settle and resolve with

finality all present and future economic claims by the State and its subdivisions relating to the use of or
exposure to tobacco products, incorporated herein by reference to Exhibit 10 to Loews’s Report on
Form 8-K (File No. 1-6541) filed September 5, 1997

Comprehensive Settlement Agreement and Release with the State of Texas to settle and resolve with
finality all present and future economic claims by the State and its subdivisions relating to the use of or
exposure to tobacco products, incorporated herein by reference to Exhibit 10 to Loews s Report on

' Form 8-K (File No. 1-6541) filed February 3, 1998

-State-of Minnesota Settlement Agreement and St1pulatron for Entry of Consent Judgment to settle and
'resolve with finality all claims of the State of Minnesota relating to the subject matter of this action
' which have been or could have been asserted by the State, incorporated herein by reference to

Exhibit 10.1 to Loews’s Report on Form 10-Q for the quarter ended March 31, 1998 (Flle No 1-6541)

.+ filed May 15, 1998

State of Minnesota Consent Judgment relatmg to the settlement of tobacco htrgatlon incorporated

.. herein by reference to Exhibit 10.2 to Loews’s Report on Form 10-Q for the-quarter ended March 31,
. 1998 (File No. 1-6541) filed May 15, 1998

10.7 .

State of Minnesota Settlement Agreement and Release relatmg to the settlement of tobacco litigation,

rincorporated herein by reference to Exhibit 10.3 to Loews’s Report on Form 10-Q for the quarter ended
‘March 31, 1998 (File No. 1-6541) filed May 15, 1998

* - State of Minnesota State Escrow Agreement relating to the settlement of tobacco litigation,
;. incorporated herein by reference to Exhibit 10.6 to Loews’s Report on Form 10-Q for the quarter

ended March 31, 1998 (File No. 1-6541) filed May 15, 1998

..~ Stipulation of Amendment to Settlement Agreement and For Entry of Agreed Order dated July 2, 1998,
. regarding the settlement of the State of Mississippi health care cost recovery action, incorporated herein
- by reference to Exhibit 10.1 to Loews’s Report on Form 10-Q for the quarter ended June 30, 1998

- - (File No. 1-6541) filed August 14, 2008
10.10. -
’ .-‘incorporated herein by reference to Exhibit 10.2 to Loews’s Report on Form 10 Q for the quarter ended
.. June 30,1998 (File No. 1-6541) filed August 14, 2008

Mississippi Fee Payment Agreement, dated July 2, 1998, regarding the payment of attorneys’ fees,

93



Exhibit
Number

10.11

10.12

10.13

10.14

1015

1016

10.17

11018

1019 .

1020

10.21

10.22

10.23

1027

10.25

Description

Stipulation of Amendment to Settlement Agreement and For Entry of Consent Decree, dated July 24,
1998, regarding the settlement of the Texas health care cost recovery action, incorporated herein by
reference. to Exhibit 10.4 to Loews’s Report on Form 10-Q for the quarter ended June 30, 1998

. (File No. 1-6541) filed on August 14,2008

Texas Fee Payment . Agreement .dated July 24, 1998, regarding the  payment . of attomeys fees,
incorporated herein by reference to Exhibit 10.5 to Loews’s Report on Form. 10- Q for the quarter
ended June 30, 1998 (File No. 1-6541) filed on August 14, 2008. :

Stipulation of Amendment to Settlement Agreement and For Entry of Consent Decree dated September
11, 1998, regarding the settlement of the Florida health care cost recovery action, incorporated herein
by reference to Exhibit 10.1 to Loews’s Report on Form 10-Q for the quarter,ended September 30, 1998
(File No. 1- 6541) filed November 17, 2008

Florida Fee Payment Agreement, ¢ dated September 1 1, 1998, regardmg the payment of attomeys fees
incorporated herein by reference to Exhibit 10.2 to Loews s Report on‘Form. 10-Q for the quarter ended

_September 30, 1998 (File No. 1~ 6541) filed November 17, 2008

Master . Settlement: Agreement with, 46 states ‘the District of Columbia, the Commonwealth of Puerto

- Rico, Guam, the U.S. Virgin Islands, American Samoa and the Northern Mananas to settle the asserted

and unasserted health care cost recovery and certain other claims of those states, incorporated herein by
reference to Exhibit lO to Loews s Current Report on Form 8 K (File No. 1- 6541) ﬁled November 25
1998

Form of Assi gnment and Assumption of Serv1ces Agreement, dated as of April 1, 2008, by and between
R.J. Reynolds Tobacco Company and R.J. Reynolds Global Products, Inc., with a joinder by Lorillard

- Tobacco Company, incorporated herein by reference to Exhibit 10.17 to our Amended Reglstration

Staternent on Form S-4 (File No. 333- 149051) ﬁled on March 26, 2008

Lorillard, Inc. 2008 Incentive Compensation Plan 1ncorporated herein by reference to Exhibrt 10.3 to
our Quarterly Report on Form 10 Q for the quarter ended June 30,2009 (File No 1- 34097) filed on

~August 7, 20081

Form of Lonllard Inc 1ndemn1ﬁcat10n agreement for directors- and executive offlcers 1ncorporated
herein by reference to Exhibit 10,19 to our Amended Registration Statement on Form S-4

» (File No. 333-149051) filed on May 9, 2008T

-----

Exhibrt 10.2 to our Current Report on Form 8- K (File No. 1- 34097) ﬁled on July 10, 2008T

‘Amendment to Supply Agreement for Reconstituted Tobacco, dated October 30, 2008; by and between

R.J. Reynolds Tobacco Company and Lorillard Tobacco Company, incorporated herein by reference to
Exhibit 10.6 to our Quarterly Report on Form 10-Q. for the quarter ended September 30 2008
(File No. 1-34097) filed on November 4, 2008* '

Form of Stock Appreciation Rights Award Certificate, 1ncorporated herein by reference to Exhlblt 10.7
to.our Quarterly Report on Form 10-Q for the quarter ended September 30, 2008 (F1le No. 1- 34097)

. filed on November 4, 20081 - cpor

Form of Stock Option Award Certificate, mcorporated herein by reference to Exhrbrt 10.22 to our

‘Quarterly, Report on Form 10- Q for. the quarter ended March 31, 2010. (File No.. 1- 34097) filed-on

May 6, 2010+

Form of Restricted Stock Award Certlﬁcate 1ncorporated herem by reference to EXhlblt 10.2. of our
Quarterly: Report on Form. 10-Q (File No. 1-34097) filed on May 5, 2009+

:Credit Agreement, dated March 26, 2010, among Lorillard Tobacco Company, as borrower Lorillard,
- Inc., as parent guarantor, the lenders referréd to therein, and JPMorgan :Chase Bank, N.A,, as

Administrative Agent, incorporated herein by reference to: Exhibit 10.1 to our Current Report on
Form 8-K (File No. 1-34097) filed on March 26, 2010

Consulting Agreement between Lorillard, Inc. and Martin L. Orlowsky, dated August 12, 2010
incorporated herein by reference to Exhibit 10.2 to our Current Report on Form 8-K (File No. 1-34097)
filed on August 12, 2010+
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Exhibit
Number

10.26
10.27

11.1

12.1
211
23.1
232

311
312
321 .
101.INS
101.SCH
101.CAL
101.LAB

101.PRE
101.DEF

Descrlptlon

- Offet Letter between Lonllard Inc. and Murray S. Kessler, dated August 12, 2010, incorporated herein
“ by reference to Exhibit 10 3 to our Current Report on Form 8-K (File No: 1-34097) ﬁled ‘on August 12,

2010t

Severance Agreement between Lorillard, Inc. and Murray S. Kessler, dated October 11, 2010,
incorporated herein by -reference to Exhibit 10.26 to our Quarterly Report on Form 10-Q
(File No. 1-34097) filed on October 27, 2010%

Statement regarding computation of earmngs per share. (See Note 11 to the consolidated financial
statements.)*

Computation of Ratio of Earnings to Fixed Charges*
Subsidiaries’ of Lorillard, Inc.*
Consent of Reglstered Pubhc Accountlng Firm*

Consent of Management Scrence Associates, Inc., incorporated herein by reference to Exhibit 23.2 to
our Annual Report on Form 10-K (File No. 1-34097) filed on March 2, 2009

-Certification by the Chief Executive Offrcer of Lonllard Inc. pursuant to Rule 13a-14(a) or
- Rule 15d-14(a)*

- _.Certification by.. the. Chlef Fmanmal Ofﬁcer of Lonllard Inc pursuant to Rule 13a—14(a) or
.. -Rule 15d-14(a)*

Certification by thev'Chlef Executlve Ofﬁcer and Chlef F1nanc1al Ofﬁcer of Lonllard Inc. pursuant to
18 U.S.C. Section 1350 (as adopted by Section 906 of the Sarbanes-Oxley Act of 2002)*

. XBRL:Instance Document**

XBRL Taxonomy Extension. Schema Document**

XBRL Taxonomy Extension Calculation Linkbase Document**
XBRL Taxonomy Extension Label Linkbase Document**

XBRL Taxonomy Extension Presentation Linkbase Document**
XBRL Taxonomy Extension Definition Linkbase Document**

* Filed herewith,

*k Pursuant to applicable securities laws and regulatlons the Company is deemed to have complied with the
reportlng obligation relating to the, subrmss1on of interactive data files in such exhibits and is not subject
to liability under any anti-fraud provisions of the federal securities laws as long as the Company has made
a good faith attempt to comply with the submission requirements and promptly amends the interactive data
files after becoming aware that the interactive data files fails to comply with the submission requirements.
Users of this data are advised that, pursuant to Rule 406T, these interactive data files are deemed not f11ed
and otherwise are not subject to liability. ' :

# Confidential treatment has been granted for certain portions of th1s exh1b1t pursuant to an order under the
Exchange Act of 1934, as amended, which portions have been omitted and ﬁled separately with the Secu-
rities and Exchange Commission. -

+ Management or compensatory plan or arrangement required to be filed pursuant to Ttem 601(b)(10) of
Regulation S-K. ‘
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the reglstrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto.duly authonzed on
February 18, 2011.

LORILLARD, INC:

By:/s/ MURRAY S. KESSLER
Name: Murray S, Kessler
Title: Chairman, President and .
Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual Report on
Form 10-K has been signed by the following persons in the capacities indicated on February 18, 2011. The
undersigned hereby constitute and appoint Murray S. Kessler, David H. Taylor and Ronald S. Milstein, and each
of them, their true and lawful agents and attorneys-in-fact with full power and authority in said agents and
attorneys-in-fact, and in any one or more of them, to sign for the undersigned and in their respective: names as
directors and officers of Lorillard, Inc., any amendment or supplement hereto. The undersigned hereby conﬁrm :
all acts taken by such agents and attorney-in-fact, or any one or more of them, as herein -authorized.

Signature ' ' Title
/s/ MURRAY S. KESSLER 5" Chairman, President and Chief Executlve Ofﬁcer :
Murray S. Kessler - (Principal Executive Officer) ’
/s/ DAVID H. TAYLOR B Executive Vice‘President, Finance and.Planning and Chief
David H. Taylor Financial Officer (Principal Financial Officer)
/s/ ANTHONYB.PETITT ' Vice President, Chief Accounting Officer and Controller
' Anthony B. Petitt ) ‘ (Principal Accounting Officer)
s/ ROB'ERT"C "ALMON ‘ » **+  Director
Robert C.Almon =~ ' -
/s/ DIANNE NEAL BLIXT Director.
Dianne Neal Blixt
/sl VIRGIS W. COLBERT ‘ ‘ Director
Virgis W. Colbert , _
/s/  DAVID E. R. DANGOOR Director
David E. R. Dangoor
/s/  KIT D. DIETZ Director
Kit D. Dietz
/s/  RICHARD W. ROEDEL Director
Richard W. Roedel
/s/  NIGEL TRAVIS Director
Nigel Travis
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Column A

Description

For the Year Ended December 31, 2010
Deducted from assets:

Allowance for discounts

Allowance for doubtful accounts

Total

For the Year Ended December 31, 2009
Deducted from assets:
Allowance for discounts
- Allowance for doubtful accounts

Total ,
For the Year Ended December 31, 2008
Deducted from assets:

Allowance for discounts
Allowance for doubtful accounts

Total

(1) Discounts allowed.

SCHEDULE 1I
VALUATION AND QUALIFYING ACCOUNTS OF LORILLARD, INC. AND SUBSIDIARIES

Column B Column C Column D Column E
Additions

Balance at Charged to Charged Balance at

Beginning Costs and to Other End of

of Period Expenses Accounts  Deductions(1) Period

(In millions)

$1 $177 $— $177 $1
_2 _= - = 2
$3 $177 $— $177 $3
$— $175 $— $174 $1
2 = = = 2
$2 $175 $— $174 $3
$— $145 $— $145 $—
_2 = $— = _2
$2 $145 $— $145 $2
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the 1ncorporat1on by reference in Reg1strat1on Statement No 333- 151595 on Form S-8 and
Registration Statement No. 333-159902 on Form S-3 of our reports dated February 18, 2011, relating to the
consolidated financial statements and financial statement schedule of Lorillard, Inc. and Subsidiaries (the
“Company”) and the effectiveness of the Company’s internal control over:financial reporting as of December 31,
2010, appearing in this Annual Report on Form 10-K of the Company for the year ended December 31, 2010.

/s/Deloitte & 'fouche‘ LLP

Charlotte, North Carolina
February 18, 2011



Exhibit 31.1

o ; CERTIFICATION OF CHIEF EXECUTiVE OFFICER
I, Murray-S. Kessler, certify that:

1. T have reviewed this annuai report on Form 10-K for the year éndedv Decier?nbe‘r‘v'b31,2010‘,pf Loriliard_,
Inc.; . . ) .

; 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information in¢luded in this -
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) -and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the
registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;,

b. Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 18, 2011

By: /s/ Murray S. Kessler

Murray S. Kessler
President and Chief Executive Officer



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, David H. Taylor, certlfy that:

1. I have reviewed this annual report on Form 10-K for the year énded December 31, 2010 of Lorillard,
Inc.; : : : Vo

2. Based on my knowledge; this report does not contain any un‘tr‘ue statement of a material fact or omit
to state ‘a material fact necessary to make the statements’ made, in light of the circumstances ‘under which such
statements were made, not misleading with' respect to the period covered by this report :

$

3. Based on my knowledge the financial statements and other financial information 1ncluded in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for the periods presented in- thrs report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procediires (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrant and have:

a. Designed such disclosure controls and -procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
partlcularly during the period in which this report is being prepared;

b. Designed such internal controlvover financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: Februar_y 18, 2011

By: /s/ David H. Taylor

David H. Taylor
Executive Vice President,
Finance and Planning and Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO 18 US.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Form 10-K of Lorillard, Inc. (the “Company™) for the year ended
December 31, 2010, as filed with the Securities and Exchange Commission on the date hereof (the “Report”),
Murray S. Kessler, as Chief Executive Officer of the Company, and David H. Taylor, as Chief Financial
Officer of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that: (1) The Report fully complies with the requirements of Section 13(a)-or.
15(d) of the Securities Exchange Act of 1934; and (2) The information contained in the Report fairly presents,
in all material respects, the financial condition and results of operations of the Company.

i3

/s/ Murray S. Kessler ~

Name: Murray S. Kessler
Title:. Chairman, President and Chlef Executlve Officer
(Principal Executive Officer)

Date: February 18, 2011

/s/ David H. Taylor

Name: David H. Taylor

Title: - Executive Vice President, ;
Finance and Planning and Chief Financial Ofﬁcer
{Principal Financial Officer)

Date: February 18, 2011



Shareholder Information

Corporate Address
Lorillard, Inc.

714 Green Valley Road
Greensboro, NC 27408
877-703-0386
www.lorillard.com

Stock Exchange Listing
Lol | orillard common stock is
traded on the New York
Stock Exchange under the ticker LO.

ransfer Agent and Registrar
Mellon Investor Services LLC
PO Box 3301
South Hackensack, NJ 07606
800-522-6645
www.melloninvestor.com

Investor Relations
3386-335-7000
investorrelations@lortobco.com

Independent Auditors
Deloitte & Touche LLP

Annual Meeting

May 19, 2011

10:00 a.m.

O.Henry Hotel

624 Green Valley Road
Greensboro, NC 27408

Board of Directors

Seated from left to right:

Richard W. Roedel
Director and Lead Independent
Director

Murray S. Kessler
Director, Chairman, President and
Chief Executive Officer

Dianne Neal Blixt
Director

Standing from left to right:

Virgis W. Colbert
Director

Kit D. Dietz
Director

Robert C. Almon
Director

Nigel Travis
Director

David E. R. Dangoor
Director

Management

Murray S. Kessler
Director, Chairman, President and
Chief Executive Officer

David H. Taylor
Executive Vice President, Finance,
Planning and Chief Financial Officer

Ronald S. Milstein

Senior Vice President, Legal and
External Affairs, General Counsel
and Secretary

Charles £, Hennighausen
Executive Vice President,
Production Operations

Randy B, Spell
Executive Vice President,
Marketing and Sales
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