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Dear Fellow Stockholder,

Vector Group performed well in 2011 as a result of strong execution of our business plan. During the
year, we profitably grew our Liggett tobacco business and our 50%-owned Douglas Elliman real estate
business performed steadily.

We achieved our primary goals for 2011, to continue to increase market share by focusing on our
Pyramid cigarette brand and to increase profits. OQur tobacco business grew its market share during the year
and Pyramid is now the nation’s sixth-largest brand. We also implemented initiatives to support margin
growth, which resulted in increased operating income. We are pleased with Vector Group’s recent performance
and believe we are well positioned to capitalize on this momentum in 2012.

Overall Financial Results

Vector Group’s 2011 revenues increased by approximately 6.6% from the prior year to $1.13 billion. We
recorded operating income of $143.3 million in 2011, compared to $111.3 million in 2010. Adjusted operating
income for 2010, excluding litigation judgments and settlement charges, was $130.5 million. Thus, adjusted
operating income increased 10% in 2011.

Additionally, our liquidity remains strong, as cash and cash equivalents were approximately
$240.9 million and we held investment securities and partnership interests with a fair market value of
approximately $100.5 million at December 31, 2011. Further, the Company continued its long-standing track
record of paying a cash dividend of $0.40 per share per quarter, or $1.60 per year, as well as an annual stock
dividend of 5% for the 13™ consecutive year.

Cigarette Business

Our cigarette business had 2011 revenues of $1.13 billion compared to $1.06 billion in the prior year,
driven by increased unit sales of approximately 2.7% and increased prices. Adjusted operating income at our
cigarette business increased 10% for the year to $164.6 million.

We continued to balance our pursuit of volume growth and margin opportunities during the year,
executing on the focused growth strategy we launched in conjunction with the April 1, 2009 federal excise tax
increase. Since then, we have steadily increased our market share and we are now the fourth-largest
manufacturer in the U.S. In 2011, Liggett grew retail shipments by 2.3% while industry shipments declined by
almost 2.9%.

The strong performance of Pyramid, which has seen very good consumer acceptance, was the driver of
Liggett’s volume growth in 2011. We have made excellent progress in building Pyramid nationwide, with
significant increases in distribution through all channels and all geographies. Pyramid is now sold in more
than 86,000 outlets across the country, including Wal-Mart and 7-Eleven stores, and is the second-largest
discount brand in the United States as of December 31, 2011.

We also implemented strategic price increases for Pyramid in 2011 as part of our efforts to increase
profitability at our cigarette business. These price increases drove Pyramid’s improved profit margins, and we
also improved profit margins on our other core brands — Liggett Select, Grand Prix and Eve.



A major challenge facing cigarette manufacturers continues to be the growth of companies that we
believe are evading federal excise taxes by knowingly mislabeling ‘“Roll Your Own” tobacco as
“Pipe Tobacco.” The sale of pipe tobacco has increased by more than 400% in the three years since the
federal excise tax increase, and it continues to grow. Recently, a number of states have taken action in an
attempt to address this problem, and we remain hopeful that the federal government will also act.
Additionally, with respect to tobacco litigation, the Engle progeny cases in Florida remain our primary
litigation focus. While we continue to assert our rights, we remain subject to the on-going process and
periodic negative judgments. We remain prepared to meet these and other challenges we may face.

Douglas Elliman Realty, LLC

Our New Valley subsidiary owns a 50% interest in Douglas Elliman Realty, LLC, which operates the
largest residential brokerage business in the New York City metropolitan area through its Prudential Douglas
Elliman Real Estate subsidiaries. Despite industry headwinds, Douglas Elliman Realty continued to capitalize
on its strong market presence and achieved combined sales of approximately $11.1 billion of real estate in
2011 and EBITDA of $33.0 million in 2011. Vector Group reported pre-tax income of $16.6 million in 2011
from its 50% interest in Douglas Elliman.

Outlook

We are pleased with Vector Group’s 2011 performance in both tobacco and real estate. We are continuing
to monitor legislative and market developments closely and are prepared to address changes that may occur, in
addition to exploring opportunities to build on our platform. We remain optimistic about our long-term
prospects and look forward to continuing to deliver value to our stockholders.

As always, we thank our stockholders, employees and customers for their continued support
and dedication.

Sincerely,

Hod NG

Howard M. Lorber
President and Chief Executive Officer
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ITEM 1.

PART I

BUSINESS

Overview

Vector Group Ltd., a Delaware corporation, is a holding company and is principally engaged in:

the manufacture and sale of cigarettes in the United States through our Liggett Group LLC
(“Liggett”) and Vector Tobacco Inc. (“Vector Tobacco™) subsidiaries, and

the real estate business through our New Valley LLC subsidiary, which is seeking to acquire
additional operating companies and real estate properties. New Valley owns 50% of Douglas
Elliman Realty, LL.C, which operates the largest residential brokerage company in the New York
metropolitan area.

Financial information relating to our business segments can be found in Note 17 to our consolidated
financial statements. Our significant business segments for the year ended December 31, 2011 were Tobacco

and Real

Estate. The Tobacco segment consists of the manufacture and sale of cigarettes. The Real Estate

segment includes the Company’s investments in consolidated and non-consolidated real estate businesses.

Strategy
Our

strategy is to maximize stockholder value by increasing the profitability of our subsidiaries in the

following ways:

Liggett and Vector Tobacco

Capitalize upon our tobacco subsidiaries’ cost advantage in the U.S. cigarette market due to the
favorable treatment that they receive under the Master Settlement Agreement,

Focus marketing and selling efforts on the discount segment, continue to build volume and margin in
core discount brands (PYRAMID, GRAND PRIX, LIGGETT SELECT and EVE) and utilize core
brand equity to selectively build distribution,

Continue product development to provide the best quality products relative to other discount
products in the marketplace,

Increase efficiency by developing and adopting an organizational structure to maximize
profit potential,

Selectively expand the portfolio of private and control label partner brands utilizing a pricing
strategy that offers long-term list price stability for customers,

Identify, develop and launch relevant new cigarette brands and other tobacco products to the market
in the future, and

Pursue strategic acquisitions of smaller tobacco manufacturers.

New Valley

Continue to grow Douglas Elliman Realty operations by utilizing its strong brand name recognition
and pursuing strategic and financial opportunities,

Continue to leverage our expertise as direct investors by actively pursuing real estate investments in
the United States and abroad which we believe will generate above-market returns,

Acquire operating companies through mergers, asset purchases, stock acquisitions or other
means, and

Invest our excess funds opportunistically in situations that we believe can maximize
stockholder value.



Tobacco Operations

General. Liggett is the operating successor to Liggett & Myers Tobacco Company, which was founded
in 1873. In April 2002, we acquired The Medallion Company, Inc. (“Medallion”), a discount cigarette
manufacturer selling product in the deep discount category, primarily under the USA brand name. Vector
Tobacco merged into Medallion which then changed its name to “Vector Tobacco Inc.” In this report, certain
references to “Liggett” refer to our tobacco operations, including the business of Liggett and Vector Tobacco,
unless otherwise specified.

For the year ended December 31, 2011, Liggett was the fourth-largest manufacturer of cigarettes in the
United States in terms of unit sales. Liggett’s manufacturing facilities are located in Mebane, North Carolina
where it manufactures most of Vector Tobacco’s cigarettes pursuant to a contract manufacturing agreement. At
the present time, Liggett and Vector Tobacco have no foreign operations.

Our tobacco subsidiaries manufacture and sell cigarettes in the United States. According to data from
Management Science Associates, Inc., Liggett’s domestic shipments of approximately 11.0 billion cigarettes
during 2011 accounted for 3.8% of the total cigarettes shipped in the United States during such year. Liggett’s
market share increased 0.3% in 2011 from 3.5% in 2010. Market share in 2009 was 2.7%. Historically,
Liggett produced premium cigarettes as well as discount cigarettes (which include among others, control label,
private label, branded discount and generic cigarettes). Premium cigarettes are generally marketed under
well-recognized brand names at higher retail prices to adult smokers with a strong preference for branded
products, whereas discount cigarettes are marketed at lower retail prices to adult smokers who are more cost
conscious. In recent years, the discounting of premium cigarettes has become far more significant in the
marketplace. This has led to some brands that were traditionally considered premium brands becoming more
appropriately categorized as branded discount, following list price reductions. Liggett’s EVE brand falls into
that category. All of Liggett’s unit sales volume in 2011, 2010 and 2009 was in the discount segment, which
Liggett’s management believes has been the primary growth segment in the industry for more than a decade.

Liggett produces cigarettes in approximately 118 combinations of length, style and packaging. Liggett’s
current brand portfolio includes:

*  PYRAMID — the industry’s first deep discount product with a brand idéntity relaunched in the
second quarter of 2009,

*  GRAND PRIX — re-launched as a national brand in 2005,

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

* EVE — a leading brand of 120 millimeter cigarettes in the branded discount category, and
¢ USA and various Partner Brands and private label brands.

In 1999, Liggett introduced LIGGETT SELECT, one of the leading brands in the deep discount category.
LIGGETT SELECT represented 8.7% in 2011, 13.0% in 2010 and 21.5% in 2009 of Liggett’s unit volume. In
September 2005, Liggett repositioned GRAND PRIX to distributors and retailers nationwide. GRAND PRIX
represented 12.7% in 2011, 18.5% in 2010 and 27.9% in 2009 of Liggett’s unit volume. In April 2009, Liggett
repositioned PYRAMID as a box-only brand with a new low price to specifically compete with brands which
are priced at the lowest level of the deep discount segment. PYRAMID is now the largest seller in Liggett’s
family of brands with 56.4% of Liggett’s unit volume in 2011, 42.6% in 2010 and 14.6% in 2009. According
to Management Science Associates, Liggett held a share of approximately 12.8% of the overall discount
market segment for 2011 compared to 11.9% for 2010 and 9.2% for 2009.

Liggett Vector Brands LLC (“LVB”), which coordinates our tobacco subsidiaries’ sales and marketing
efforts, along with certain support functions, has an agreement with Circle K Stores, Inc., which operates more
than 3,300 convenience stores in the United States under the Circle K and Mac’s names, to supply
MONTEGO, a deep discount brand, exclusively for the Circle K and Mac’s stores. The MONTEGO brand
was the first to be offered under LVB’s “Partner Brands” program which offers customers quality product
with long-term price stability. LVB also has an agreement with Sunoco Inc., which operates approximately
675 Sunoco APlus branded convenience stores in the United States, to manufacture SILVER EAGLE. SILVER
EAGLE, a deep discount brand, is exclusive to Sunoco and was the second brand to be offered under LVB’s



“Partner Brands” program. Liggett also manufactures BRONSON cigarettes as part of a multi-year ‘‘Partner
Brands” agreement with QuikTrip, a convenience store chain with more than 580 stores headquartered in
Tulsa, Oklahoma.

Under the Master Settlement Agreement (“MSA”) reached in November 1998 with 46 states and various
territories, the three largest cigarette manufacturers must make settlement payments to the states and territories
based on how many cigarettes they sell annually. Liggett, however, is not required to make any payments
unless its market share exceeds approximately 1.65% of the U.S. cigarette market. Additionally, Vector
Tobacco has no payment obligation unless its market share exceeds approximately 0.28% of the U.S. cigarette
market. We believe our tobacco subsidiaries have a sustainable cost advantage over their competitors as a
result of the settlement.

Liggett’s and Vector Tobacco’s payments under the MSA are based on each respective company’s
incremental market share above the minimum threshold applicable to each respective company. Thus, if
Liggett’s total market share is 3%, its MSA payment is based on 1.35%, which is the difference between
Liggett’s total market share of 3% and its approximate applicable grandfathered share of 1.65%. We anticipate
that both Liggett’s and Vector Tobacco’s payment exemptions will be fully utilized in the foreseeable future.

The source of industry data in this report is Management Science Associates, Inc., an independent
third-party database management organization that collects wholesale shipment data from various cigarette
manufacturers and distributors and provides analysis of market share, unit sales volume and premium versus
discount mix for individual companies and the industry as a whole. Management Science Associates’
information relating to unit sales volume and market share of certain of the smaller, primarily deep discount,
cigarette manufacturers is based on estimates developed by Management Science Associates.

Business Strategy. Liggett’s business strategy is to capitalize upon its cost advantage in the United
States cigarette market resulting from the favorable treatment our tobacco subsidiaries receive under settlement
agreements with the states and the MSA.

Liggett’s long-term business strategy is to continue to focus its marketing and selling efforts on the
discount segment of the market, to continue to build volume and margin in its core discount brands
(PYRAMID, GRAND PRIX, LIGGETT SELECT and EVE) and to utilize its core brand equity to selectively
build distribution. Liggett intends to continue its product development to provide the best quality products
relative to other discount products in the market place. Liggett will continue to seek increases in efficiency by
developing and adapting its organizational structure to maximize profit potential. Liggett intends to expand
the portfolio of its private and control label and “Partner Brands™ utilizing a pricing strategy that offers
long-term list price stability for customers. In addition, Liggett may bring niche-driven brands to the market in
the future.

Sales, Marketing and Distribution. Liggett’s products are distributed from a central distribution center in
Mebane, North Carolina to 16 public warehouses located throughout the United States. These warehouses
serve as local distribution centers for Liggett’s customers. Liggett’s products are transported from the central
distribution center to the public warehouses by third-party trucking companies to meet pre-existing contractual
obligations to its customers.

Liggett’s customers are primarily candy and tobacco distributors, the military and large grocery, drug and
convenience store chains. One customer accounted for 17%, 17% and 18% of Liggett’s revenues in 2011,
2010 and 2009. Concentrations of credit risk with respect to trade receivables are generally limited due to the
large number of customers, located primarily throughout the United States, comprising Liggett’s customer
base. Liggett’s largest single customer represented approximately 52% and 31% of net accounts receivable at
December 31, 2011 and 2010, respectively. Ongoing credit evaluations of customers’ financial condition are
performed and, generally, no security is required. Liggett maintains reserves for potential credit losses and
such losses, in the aggregate, have generally not exceeded management’s expectations.

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



‘In view of the significance of cigarette brand awareness among consumers, management believes that the
protection afforded by these trademarks is material to the conduct of its business. Liggett owns all of its
domestic trademarks except for the JADE trademark, which is licensed on a long-term exclusive basis from a
third-party for use in connection with cigarettes. These trademarks are pledged as collateral for certain of our
senior secured debt.

Manufacturing. Liggett purchases and maintains leaf tobacco inventory to support its cigarette
manufacturing requirements. Liggett believes that there is a sufficient supply of tobacco within the worldwide
tobacco market to satisfy its current production requirements. Liggett stores its leaf tobacco inventory in
warehouses in North Carolina and Virginia. There are several different types of tobacco, including flue-cured
leaf, burley leaf, Maryland leaf, oriental leaf, cut stems and reconstituted sheet. Leaf components of
American-style cigarettes are generally the flue-cured and burley tobaccos. While premium and discount
brands use many of the same tobacco products, input ratios of tobacco products may vary between premium
and discount products. Foreign flue-cured and burley tobaccos, some of which are used in the manufacture of
Liggett’s cigarettes, have historically been 30% to 35% less expensive than comparable domestic tobaccos.
However, in recent years, domestic and foreign tobacco prices have begun to equalize. Liggett normally
purchases all of its tobacco requirements from domestic and foreign leaf tobacco dealers, much of it under
long-term purchase commitments. As of December 31, 2011, the majority of Liggett’s commitments were for
the purchase of foreign tobacco.

Liggett’s cigarette manufacturing facility was designed for the execution of short production runs in a
cost-effective manner, which enables Liggett to manufacture and market a wide variety of cigarette brand
styles. Liggett produces cigarettes in approximately 118 different brand styles as well as private labels for
other companies, typically retail or wholesale distributors who supply supermarkets and convenience stores.

Liggett’s facility produced approximately 11.0 billion cigarettes in 2011, but maintains the capacity to
produce approximately 18.3 billion cigarettes per year. Vector Tobacco has contracted with Liggett to produce
most of its cigarettes at Liggett’s manufacturing facility in Mebane.

Quality Control and Research. Expenditures by Liggett for quality control, research and development
activities were $1.012 million in 2011, $1.058 million in 2010 and $933,000 in 2009. Vector Tobacco had
been engaged in research relating to reduced risk cigarette products. Expenditures by Vector Tobacco for
research and development activities were $140,000 in 2011, $524,000 in 2010 and $1.6 million in 2009.

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

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

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

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



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

According to Management Science Associates’ data, the unit sales of Philip Morris, Reynolds American
and Lorillard accounted in the aggregate for approximately 84.7% of the domestic cigarette market in 2011.
Liggett’s domestic shipments of approximately 11.0 billion cigarettes during 2011 accounted for 3.8% of the
approximately 293 billion cigarettes shipped in the United States, compared to 10.7 billion cigarettes in 2010
(3.5%) and 8.6 billion cigarettes in 2009 (2.7%).

Industry-wide shipments of cigarettes in the United States have been declining for a number of years,
with Management Science Associates’ data indicating that domestic industry-wide shipments decreased by
approximately 3.5% (approximately 10.7 billion units) in 2011. Liggett’s management believes that
industry-wide shipments of cigarettes in the United States will continue to decline as a result of numerous
factors. These factors include health considerations, diminishing social acceptance of smoking, and a wide
variety of federal, state and local laws limiting smoking in restaurants, bars and other public places, as well as
increases in federal and state excise taxes and settlement-related expenses which have contributed to higher
cigarette prices in recent years.

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

Philip Morris and Reynolds American dominate the domestic cigarette market with a combined market
share of approximately 71% at December 31, 2011. This concentration of United States market share makes it
more difficult for Liggett to compete for shelf space in retail outlets and could impact price competition in
the market, either of which could have a material adverse affect on its sales volume, operating income and
cash flows.

Legislation, Regulation and Litigation

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

The cigarette industry continues to be challenged on numerous fronts. The industry is facing increased
pressure from anti-smoking groups and continued smoking and health litigation, including class action
litigation and health care cost recovery actions brought by governmental entities and other third parties, the
effects of which, at this time, we are unable to evaluate. As of December 31, 2011, there were approximately
5,800 individual suits (including Engle progeny cases), six purported class actions or actions where class
certification has been sought and one health care cost recovery action pending in the United States in which
Liggett and/or Vector were named defendants. See Item 3. “Legal Proceedings” and Note 12 to our
consolidated financial statements, which contain a description of litigation.



It is possible that our consolidated financial position, results of operations or cash flows could be
materially adversely affected by an unfavorable outcome in any tobacco-related litigation or as a result of
additional federal or state regulation relating to the manufacture, sale, distribution, advertising or labeling of
tobacco products.

Liggett’s management believes that it is in compliance in all materjal respects with the laws regulating
cigarette manufacturers.

The Master Settlement Agreement and Other State Settlement Agreements

In March 1996, March 1997 and March 1998, Liggett entered into settlements of tobacco-related
litigation with 46 states and territories. The settlements released Liggett from all tobacco-related claims within
those states and territories, including claims for health care cost reimbursement and claims concerning sales of
cigarettes to minors.

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

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

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

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

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

The MSA also requires Participating Manufacturers to affirm corporate principles to comply with the
MSA and to reduce underage usage of tobacco products and imposes restrictions on lobbying activities
conducted on behalf of Participating Manufacturers.

Liggett has no payment obligations under the MSA except to the extent its market share exceeds a
market share exemption of approximately 1.65% of total cigarettes sold in the United States. Vector Tobacco
has no payment obligations except to the extent its market share exceeds a market share exemption of
approximately 0.28% of total cigarettes sold in the United States. For years ended December 31, 2011, 2010
and 2009, Liggett and Vector Tobacco’s domestic shipments accounted for approximately 3.8%, 3.5% and
2.7%, respectively, of the total cigarettes sold in the United States. If Liggett’s or Vector Tobacco’s market
share exceeds their respective market share exemption in a given year, then on April 15 of the following year,



Liggett and/or Vector Tobacco, as the case may be, must pay on each excess unit an amount equal (on a
per-unit basis) to that due from the OPMs for that year. On December 31, 2011, Liggett and Vector Tobacco
paid $101.5 million of their estimated $152.7 million 2011 MSA payment obligations.

Under the payment provisions of the MSA, the Participating Manufacturers are required to pay a base
amount of $9.0 billion in 2011 and each year thereafter (subject to applicable adjustments, offsets and
reductions). These annual payments are allocated based on unit volume of domestic cigarette shipments. The
payment obligations under the MSA are the several, and not joint, obligations of each Participating
Manufacturer and are not the responsibility of any parent or affiliate of a Participating Manufacturer.

Liggett may have additional payment obligations under the MSA and its other settlement agreements with
the states. See Item 1A. “Risk Factors” and Note 12 to our consolidated financial statements.

New Valley LL.C

New Valley LLC, a Delaware limited liability company, is engaged in the real estate business and is
seeking to acquire additional real estate properties and operating companies. New Valley owns a 50% interest
in Douglas Elliman Realty, LL.C, which operates the largest residential brokerage company in the New York
City metropolitan area. New Valley also holds an investment in a 450-acre approved master planned
community in Palm Springs, California (‘“Escena”), holds investment interests in various real estate projects
in Manhattan, New York, southern California and Milan, Italy through both debt and equity investments.

Business Strategy

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

Douglas Elliman Realty, LLC

During 2000 and 2001, New Valley acquired for approximately $1.7 million a 37.2% ownership interest
in B&H Associates of NY, which currently conducts business as Prudential Douglas Elliman Real Estate and
was formerly known as Prudential Long Island Realty, a residential real estate brokerage company on Long
Island, and a minority interest in an affiliated mortgage company, Preferred Empire Mortgage Company. In
December 2002, New Valley and the other owners of Prudential Douglas Elliman Real Estate contributed their
interests in Prudential Douglas Elliman Real Estate to Douglas Elliman Realty, LLC, formerly known as
Montauk Battery Realty, LLC, a newly formed entity. New Valley acquired a 50% interest in Douglas Elliman
Realty as a result of an additional investment of approximately $1.4 million by New Valley and the
redemption by Prudential Douglas Elliman Real Estate of various ownership interests. As part of the
transaction, Prudential Douglas Elliman Real Estate renewed its franchise agreement with The Prudential Real
Estate Affiliates, Inc. for an additional ten-year term. In October 2004, upon receipt of required regulatory
approvals, the former owners of Douglas Elliman Realty contributed to Douglas Elliman Realty their interests
i