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(Do not check if a smaller reporting company)

Indicate by check mark whether the Registrant is a shell company as defined in Rule 12b-2 of the Exchange
Act.  o Yes  þ No

The aggregate market value of the common stock held by non-affiliates of Vector Group Ltd. as of June 30, 2009 was
approximately $610 million.
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DOCUMENTS INCORPORATED BY REFERENCE:
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PART I

ITEM 1. BUSINESS

Overview

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

� the manufacture and sale of cigarettes in the United States through our Liggett Group LLC and Vector Tobacco
Inc. subsidiaries,

� research relating to reduced risk cigarette products through our Vector Tobacco Inc. subsidiary, 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, LLC, which
operates the largest residential brokerage company in the New York metropolitan area.

Financial information relating to our business segments can be found in Note 18 to our consolidated financial
statements. For the purposes of this discussion and segment reporting in this report, references to the Liggett segment
encompass the manufacture and sale of conventional cigarettes by Liggett and Vector Tobacco. References to the
Vector Tobacco segment include research relating to reduced risk cigarette products, as well as until 2009 the
marketing of the low nicotine and nicotine-free cigarette products and, for these purposes, exclude Vector Tobacco�s
conventional cigarette products.

Strategy

Our strategy is to maximize stockholder value by increasing the profitability of our subsidiaries in the following ways:

Liggett

� Capitalize upon Liggett�s cost advantage in the U.S. cigarette market due to the favorable treatment that it
receives under the Master Settlement Agreement,

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

Edgar Filing: VECTOR GROUP LTD - Form 10-K

Table of Contents 6



� Pursue strategic acquisitions of smaller tobacco manufacturers.

Vector Tobacco

� Continue to conduct appropriate research relating to the development of cigarettes that materially reduce risk to
smokers.

New Valley

� Continue to grow Douglas Elliman Realty operations by utilizing its strong brand name recognition and
pursuing strategic and financial opportunities,
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� 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 New Valley�s excess funds opportunistically in situations that we believe can maximize stockholder
value.

Liggett Group LLC

General.  Liggett is the operating successor to Liggett & Myers Tobacco Company, which was founded in 1873.
Liggett is currently the fifth-largest manufacturer of cigarettes in the United States in terms of unit sales. Liggett�s
manufacturing facilities are located in Mebane, North Carolina. At the present time, Liggett has no foreign operations.

Liggett manufactures and sells cigarettes in the United States. According to data from Management Science
Associates, Inc., Liggett�s domestic shipments of approximately 8.6 billion cigarettes during 2009 accounted for 2.7%
of the total cigarettes shipped in the United States during such year. Liggett�s market share increased 0.2% in 2009
from 2.5% in 2008 and 2007. 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 2009, 2008 and 2007 were 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 160 combinations of length, style and packaging. Liggett�s current brand
portfolio includes:

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

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

� EVE � a leading brand of 120 millimeter cigarettes in the branded discount category,

� PYRAMID � the industry�s first deep discount product with a brand identity relaunched in the second quarter of
2009, and

� USA and various Partner Brands and private label brands.

In 1980, Liggett was the first major domestic cigarette manufacturer to successfully introduce discount cigarettes as an
alternative to premium cigarettes. In 1989, Liggett established a new price point within the discount market segment
by introducing PYRAMID, a branded discount product which, at that time, sold for less than most other discount
cigarettes. In 1999, Liggett introduced LIGGETT SELECT, one of the leading brands in the deep discount category.
LIGGETT SELECT, which was the largest seller in Liggett�s family of brands in 2007, comprised 32.9% in 2007,
30.1% in 2008 and 21.5% in 2009 of Liggett�s unit volume. In September 2005, Liggett repositioned GRAND PRIX to
distributors and retailers nationwide. GRAND PRIX was marketed as the �lowest price fighter� to specifically compete
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with brands which are priced at the lowest level of the deep discount segment. GRAND PRIX, which represented
32.6% in 2008 and 27.9% in 2009 of Liggett�s unit volume is now the largest seller in Liggett�s family of brands. In
April 2009, Liggett repositioned PYRAMID as a box-only brand in specific markets with a new low price to
specifically compete with brands which are priced at the lowest level of the deep discount segment. Pyramid
represented 0.6% in 2008 and 14.6% in 2009 of Liggett�s unit volume. According to the data of Management Science
Associates, Liggett held a share of approximately 9.2% of the overall discount market segment for 2009 compared to
9.2% for 2008 and 9.3% for 2007.

Liggett Vector Brands has an agreement with Circle K Stores, Inc., which operates more than 3,000 convenience
stores in the United States under the Circle K and Mac�s names, to supply MONTEGO, a deep
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discount brand, exclusively for the Circle K and Mac�s stores. The MONTEGO brand was the first to be offered under
Liggett Vector Brands� �Partner Brands� program which offers customers quality product with long-term price stability.
Liggett Vector Brands 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 Liggett Vector Brands� �Partner Brands�
program. Liggett Vector Brands also manufactures BRONSON cigarettes as part of a multi-year �Partner Brands�
agreement with QuikTrip, a convenience store chain with more than 500 stores headquartered in Tulsa, Oklahoma.

Under the Master Settlement Agreement 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 that Liggett has gained a
sustainable cost advantage over its competitors as a result of the settlement.

Liggett�s and Vector Tobacco�s payments under the Master Settlement Agreement 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 2.00%, the Master Settlement Agreement payment is based on 0.35%, which is the
difference between 2.00% and Liggett�s applicable grandfathered share of 1.65%. We anticipate that both 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 due to the favorable treatment Liggett receives under its settlement agreements with the states and the Master
Settlement Agreement. 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 (LIGGETT
SELECT, GRAND PRIX, PYRAMID 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 to increase 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 17 public warehouses located throughout the United States. These warehouses serve as local
distribution centers for Liggett�s customers. Liggett�s products are transported from the central distribution center to the
public warehouses by third-party trucking companies to meet pre-existing contractual obligations to its customers.

Liggett�s customers are primarily tobacco and candy distributors, the military, warehouse club chains, and large
grocery, drug and convenience store chains. Liggett offers its customers prompt payment discounts, traditional rebates
and promotional incentives. Customers typically pay for purchased goods within two weeks following delivery from
Liggett, and approximately 90% of customers pay more rapidly through electronic funds transfer arrangements. No
single customer exceeded 10% of Liggett�s revenues in 2009, 2008 or 2007.
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Liggett Vector Brands coordinates and executes the sales and marketing efforts, along with certain support functions,
for all of our tobacco operations.
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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. 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, 2009, virtually
all 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 160 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 currently produces approximately 8.9 billion cigarettes per year, but maintains the capacity to produce
approximately 14.0 billion cigarettes per year. Vector Tobacco has contracted with Liggett to produce its cigarettes at
Liggett�s manufacturing facility in Mebane.

While Liggett pursues product development, its total expenditures for research and development on new products
have not been financially material over the past three years.

Competition.  Liggett�s competition is now 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 as well as the fourth largest, Commonwealth Brands, Inc. (acquired by Imperial Tobacco PLC in
2007). The three largest 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 lower quality, deep discount cigarettes. Although, 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, in recent years, a number of these 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 Master Settlement Agreement.

Many smaller manufacturers and importers that are not parties to the Master Settlement Agreement have in recent
years been impacted by the statutes enacted pursuant to the Master Settlement Agreement and have begun to see a
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resultant 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 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
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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 84.3% of the domestic cigarette market in 2009. Liggett�s domestic
shipments of approximately 8.6 billion cigarettes during 2009 accounted for 2.7% of the approximately 316 billion
cigarettes shipped in the United States, compared to 8.6 billion cigarettes in 2008 (2.5%) and 9.0 billion cigarettes
(2.5%) during 2007.

Industry-wide shipments of cigarettes in the United States have been generally declining for a number of years, with
Management Science Associates� data indicating that domestic industry-wide shipments decreased by approximately
8.6% (approximately 30 billion units) in 2009. Liggett�s management believes that industry-wide shipments of
cigarettes in the United States will generally 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 73% at December 31, 2009. 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.

The Medallion Company, Inc.  We acquired Medallion, a discount cigarette manufacturer selling product in the deep
discount category, primarily under the USA brand name, in April 2002. Vector Tobacco merged into Medallion and
changed its name to Vector Tobacco Inc. As a result of the acquisition of Medallion, a participating manufacturer
under the Master Settlement Agreement, Vector Tobacco has an exemption where it has no payment obligations under
the Master Settlement Agreement unless its market share exceeds approximately 0.28% of total cigarettes sold in the
United States (approximately 900 million cigarettes in 2009). In connection with the acquisition of Medallion, we
recorded an intangible asset of $107.5 million related to the exemption under the Master Settlement Agreement
because we believe Vector Tobacco will continue to realize the benefit of the exemption for the foreseeable future.
Because the Master Settlement Agreement states that payments will continue in perpetuity, the intangible asset is not
amortized.

For purposes of this discussion and segment reporting in this report, references to the Liggett segment encompass the
manufacture and sale of conventional cigarettes produced by Vector Tobacco.

Philip Morris Brand Transaction.  In November 1998, we and Liggett granted Philip Morris options to purchase
interests in Trademarks LLC which holds three domestic cigarette brands, L&M, CHESTERFIELD and LARK,
formerly held by Liggett�s subsidiary, Eve Holdings Inc.
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Under the terms of the Philip Morris agreements, Eve contributed the three brands to Trademarks, a newly-formed
limited liability company, in exchange for 100% of two classes of Trademarks� interests, the Class A Voting Interest
and the Class B Redeemable Nonvoting Interest. Philip Morris acquired two options to purchase the interests from
Eve. In December 1998, Philip Morris paid Eve a total of $150 million for the options, $5 million for the option for
the Class A interest and $145 million for the option for the Class B interest.
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The Class A option entitled Philip Morris to purchase the Class A interest for $10.1 million. On March 19, 1999,
Philip Morris exercised the Class A option, and the closing occurred on May 24, 1999.

On May 24, 1999, Trademarks borrowed $134.9 million from a lending institution. The loan was guaranteed by Eve
and was collateralized by a pledge by Trademarks of the three brands and Trademarks� interest in the trademark license
agreement (discussed below) and by a pledge by Eve of its Class B interest. In connection with the closing of the
Class A option, Trademarks distributed the loan proceeds to Eve as the holder of the Class B interest. The cash
exercise price of the Class B option and Trademarks� redemption price were reduced by the amount distributed to Eve.
Upon Philip Morris� exercise of the Class B option or Trademarks� exercise of its redemption right, Philip Morris and
Trademarks released Eve from its guaranty. The Class B interest was entitled to a guaranteed payment of $0.5 million
each year with the Class A interest allocated all remaining income or loss of Trademarks.

Trademarks granted Philip Morris an exclusive license of the three brands for an 11-year term expiring May 24, 2010
at an annual royalty based on sales of cigarettes under the brands, subject to a minimum annual royalty payment of not
less than the annual debt service obligation on the loan plus $1 million.

The Class B option became exercisable during the 90-day period beginning December 2, 2008 and was exercised by
Philip Morris on February 19, 2009. This option entitled Philip Morris to purchase the Class B interest for
$139.9 million, reduced by the amount previously distributed to Eve of $134.9 million. In connection with the
exercise of the Class B option, Philip Morris paid to Eve approximately $5.1 million (including a pro-rata share of its
guaranteed payment) and Eve was released from its guaranty.

Upon the closing of the exercise of the Class A option and the distribution of the loan proceeds on May 24, 1999,
Philip Morris obtained control of Trademarks, and we recognized a pre-tax gain of $294.1 million in our consolidated
financial statements and established a deferred tax liability relating to the gain, which had been fully utilized in 2009.
As discussed in Note 10 to our consolidated financial statements, in July 2006, we entered into a settlement agreement
with the Internal Revenue Service with respect to taxes allegedly owed on account of the Philip Morris brand
transaction.

Vector Tobacco Inc.

Vector Tobacco, a wholly-owned subsidiary of VGR Holding, is engaged in research relating to reduced risk cigarette
products and until 2009 in the manufacture and sale of low nicotine and nicotine free cigarette products in the United
States.

QUEST.  In January 2003, Vector Tobacco introduced QUEST, its brand of low nicotine and nicotine-free cigarette
products. The manufacture and sale of QUEST brand cigarettes was discontinued in 2009.

Expenditures by Vector Tobacco for research and development activities were $1.6 million in 2009, $3.0 million in
2008, and $4.2 million in 2007.

Manufacturing and Marketing.  Liggett manufactures most of Vector Tobacco�s cigarette brands under contract at its
Mebane, North Carolina manufacturing facility.

Competition.  Vector Tobacco�s competitors generally have substantially greater resources than it, including financial,
marketing and personnel resources. Other major tobacco companies have stated that they are working on reduced risk
cigarette products and have made publicly available at this time only limited additional information concerning their
activities. Philip Morris has announced that it is developing products that potentially reduce smokers� exposure to
harmful compounds in cigarette smoke and have been pursuing patents for its technology. RJR Tobacco has disclosed
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that a primary focus for its research and development activity is the development of potentially reduced exposure
products, which may ultimately be recognized as products that present reduced risks to health. RJR Tobacco has stated
that it continues to sell in limited distribution throughout the country a brand of cigarettes that primarily heats rather
than burns tobacco, which it claims reduces the toxicity of its smoke. There is a substantial likelihood that other
companies will continue to introduce new products that would compete directly with any reduced risk products that
Vector Tobacco may develop.
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Intellectual Property.  Vector Tobacco currently has patents and pending patent applications that encompass the
reduction or elimination of nicotine and carcinogens in tobacco and the use of this tobacco to prepare reduced
carcinogen tobacco products and smoking cessation kits. Vector Tobacco currently has patents and pending patent
applications that encompass the use of palladium and other compounds to reduce the presence of carcinogens and
other toxins.

Research relating to the biological basis of tobacco-related disease is being conducted at Vector Tobacco, together
with third party collaborators. This research is being directed by Dr. Anthony P. Albino, Vector Tobacco�s Senior Vice
President of Public Health Affairs. Vector Tobacco has pending patent applications in the United States directed to
technology arising from this research and as this research progresses, it may generate additional intellectual property.

Risks.  Vector Tobacco�s new product initiatives are subject to substantial risks, uncertainties and contingencies which
include, without limitation, the challenges inherent in new product development initiatives, potential disputes
concerning Vector Tobacco�s intellectual property, intellectual property of third parties, potential extensive
government regulation or prohibition, competition from companies with greater resources. See Item 1A. �Risk Factors�.

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. 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 private 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, 2009, there were approximately 7,200 individual suits, seven purported
class actions or actions where class certification has been sought and four health care cost recovery actions pending in
the United States in which Liggett was a named defendant. 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 smoking-related litigation or as a result of additional federal or state
regulation relating to the manufacture, sale, distribution, advertising or labeling of tobacco products.

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

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 Master Settlement Agreement 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
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State.
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In the Settling States, the Master Settlement Agreement released Liggett from:

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

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

The Master Settlement Agreement restricts tobacco product advertising and marketing within the Settling States and
otherwise restricts the activities of Participating Manufacturers. Among other things, the Master Settlement
Agreement 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
Master Settlement Agreement; 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 Master Settlement Agreement also requires Participating Manufacturers to affirm corporate principles to comply
with the Master Settlement Agreement 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 Master Settlement Agreement 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 under the Master Settlement Agreement, except to the extent its market share
exceeds a market share exemption of approximately 0.28% of total cigarettes sold in the United States. According to
data from Management Science Associates, Inc., domestic shipments by Liggett and Vector Tobacco accounted for
approximately 2.5% of the total cigarettes shipped in the United States during 2007, 2.5% during 2008, and 2.7%
during 2009. 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, would pay on each
excess unit an amount equal (on a per-unit basis) to that due by the OPMs for that year. Liggett and Vector Tobacco
paid approximately $36.0 million for their 2007 Master Settlement Agreement obligation. Liggett and Vector Tobacco
paid approximately $42.8 million for their 2008 Master Settlement Agreement obligation. Liggett and Vector Tobacco
paid approximately $45.5 million for their 2009 Master Settlement obligation. Additional amounts may be due for
2009 but will not be determined by the Independent Auditor until April 2010.

Under the payment provisions of the Master Settlement Agreement, the Participating Manufacturers are required to
pay a base amount of $9.0 billion in 2010 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 Master Settlement Agreement 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 Master Settlement Agreement and its other settlement
agreements with the states. See Item 7. �Management�s Discussion and Analysis of Financial Condition and Results of
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Operation � Recent Developments � Tobacco Settlement Agreements� and Note 12 to our consolidated financial
statements.

New Valley LLC

New Valley LLC, a Delaware limited liability company, is engaged in the real estate business and is seeking to
acquire additional real estate properties and operating companies. New Valley owns a 50% interest in Douglas
Elliman Realty, LLC, which operates the largest residential brokerage company in the New York City metropolitan
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area. New Valley also holds, through its New Valley Realty Division, certain other significant real estate related
investments.

In December 2005, we completed an exchange offer and subsequent short-form merger whereby we acquired the
remaining 42.3% of the common shares of New Valley Corporation that we did not already own. As a result of these
transactions, New Valley Corporation became our wholly-owned subsidiary and approximately 6.1 million shares of
our common stock were issued to the New Valley Corporation shareholders in the transactions. The surviving
corporation in the short-form merger was subsequently merged into a new Delaware limited liability company named
New Valley LLC, which conducts the business of the former New Valley Corporation. Prior to these transactions,
New Valley Corporation was registered under the Securities Exchange Act of 1934 and filed periodic reports and
other information with the SEC.

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 in the related mortgage company.

In March 2003, Douglas Elliman Realty purchased the New York City-based residential brokerage firm, Douglas
Elliman, LLC, formerly known as Insignia Douglas Elliman, and an affiliated property management company, for
$71.25 million. With that acquisition, the combination of Prudential Douglas Elliman Real Estate with Douglas
Elliman created the largest residential brokerage company in the New York metropolitan area. Upon closing of the
acquisition, Douglas Elliman entered into a ten-year franchise agreement with The Prudential Real Estate Affiliates,
Inc. New Valley invested an additional $9.5 million in subordinated debt and equity of Douglas Elliman Realty to
help fund the acquisition. The subordinated debt, which had a principal amount of $9.5 million, bears interest at 12%
per annum and was originally due in March 2013. Approximately $2.5 million of principal amount of the subordinated
debt remained outstanding at December 31, 2009, and the balance is scheduled to be repaid in 2010. As part of the
Douglas Elliman acquisition, Douglas Elliman Realty acquired Douglas Elliman�s affiliate, Residential Management
Group LLC, which conducts business as Douglas Elliman Property Management and is the New York metropolitan
area�s largest manager of rental, co-op and condominium housing.

Edgar Filing: VECTOR GROUP LTD - Form 10-K

Table of Contents 22



We account for our interest in Douglas Elliman Realty under the equity method. We recorded income of $11.4 million
in 2009, $11.8 million in 2008, and $20.3 million in 2007 associated with Douglas Elliman Realty. Equity income
from Douglas Elliman Realty includes interest earned by New Valley on the subordinated debt, purchase accounting
adjustments and management fees.

Douglas Elliman Realty has been negatively impacted by the current downturn in the residential real estate market.
The residential real estate market is cyclical and is affected by changes in the general economic conditions that are
beyond the control of Douglas Elliman Realty. The U.S. residential real estate market, including the market
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in the New York metropolitan area where Douglas Elliman operates, is currently in a significant downturn due to
various factors including downward pressure on housing prices, credit constraints inhibiting new buyers and an
exceptionally large inventory of unsold homes at the same time that sales volumes are decreasing. The New York
metropolitan area market is further impacted by the significant downturn in the financial services industry. The depth
and length of the current downturn in the real estate industry has proved exceedingly difficult to predict. We cannot
predict whether the downturn will worsen or when the market and related economic forces will return the
U.S. residential real estate industry to a growth period.

Real Estate Brokerage Business.  Douglas Elliman Realty is engaged in the real estate brokerage business through its
two subsidiaries which conduct business as Prudential Douglas Elliman Real Estate. The two brokerage companies
have 59 offices with approximately 3,700 real estate agents in the metropolitan New York area. The companies
achieved combined sales of approximately $8.6 billion of real estate in 2009, approximately $11.6 billion of real
estate in 2008, and approximately $13.9 billion of real estate in 2007. Douglas Elliman Realty was ranked as the
fourth largest residential brokerage company in the United States in 2008 based on closed sales volume by the Real
Trends broker survey. Douglas Elliman Realty had revenues of $283.9 million in 2009, $352.7 million in 2008, and
$405.6 million in 2007.

The New York City brokerage operation, formerly known as Douglas Elliman, was founded in 1911 and has grown to
be one of Manhattan�s leading residential brokers by specializing in the highest end of the sales and rental
marketplaces. It has 14 New York City offices, with approximately 1,950 real estate agents, and had sales volume of
approximately $5.3 billion of real estate in 2009, approximately $8.1 billion of real estate in 2008, and approximately
$9.6 billion of real estate in 2007.

The Long Island brokerage operation, formerly known as Prudential Long Island Realty, is headquartered in
Huntington, New York and is the largest residential brokerage company on Long Island with 45 offices and
approximately 1,750 real estate agents. During 2009, the Long Island brokerage operation closed approximately 6,200
transactions, representing sales volume of approximately $3.3 billion of real estate. This compared to approximately
5,900 transactions closed in 2008, representing approximately $3.5 billion of real estate, and approximately 6,600
transactions closed in 2007, representing approximately $4.3 billion of real estate. Prudential Douglas Elliman Real
Estate serves approximately 250 communities from Manhattan to Montauk.

Prudential Douglas Elliman Real Estate acts as a broker in residential real estate transactions. In performing these
services, the company has historically represented the seller, either as the listing broker, or as a co-broker in the sale.
In acting as a broker for the seller, their services include assisting the seller in pricing the property and preparing it for
sale, advertising the property, showing the property to prospective buyers, and assisting the seller in negotiating the
terms of the sale and in closing the transaction. In exchange for these services, the seller pays to the company a
commission, which is generally a fixed percentage of the sales price. In a co-brokered arrangement, the listing broker
typically splits its commission with the other co-broker involved in the transaction. The company also offers buyer
brokerage services. When acting as a broker for the buyer, its services include assisting the buyer in locating
properties that meet the buyer�s personal and financial specifications, showing the buyer properties, and assisting the
buyer in negotiating the terms of the purchase and closing the transaction. In exchange for these services a
commission is paid to the company which also is generally a fixed percentage of the purchase price and is usually,
with the consent of the listing broker, deducted from, and payable out of, the commission payable to the listing broker.
With the consent of a buyer and seller, subject to certain conditions, the company may, in certain circumstances, act as
a selling broker and as a buying broker in the same transaction. The company�s sales and marketing services are
provided by licensed real estate sales associates, sales persons or associate brokers who have entered into independent
contractor agreements with the company. The company recognizes revenue and commission expenses upon the
consummation of the real estate sale.
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Prudential Douglas Elliman Real Estate also offers relocation services to employers, which provide a variety of
specialized services primarily concerned with facilitating the resettlement of transferred employees. These services
include sales and marketing of transferees� existing homes for their corporate employer, assistance in finding new
homes, moving services, educational and school placement counseling, customized videos, property marketing
assistance, rental assistance, area tours, international relocation, group move services, marketing and management
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of foreclosed properties, career counseling, spouse/partner employment assistance, and financial services. Clients can
select these programs and services on a fee basis according to their needs.

As part of the brokerage company�s franchise agreement with Prudential, it has an agreement with Prudential
Relocation Services, Inc. to provide relocation services to the Prudential network. The company anticipates that
participation in the Prudential network will continue to provide new relocation opportunities with firms on a national
level.

In 2009, Douglas Elliman Realty, through a subsidiary, entered into a joint venture with Wells Fargo Ventures, LLC
to create DE Capital Mortgage LLC to carry on the business of residential mortgage lending, as a mortgage broker.
DE Capital Mortgage replaces the business of Preferred Empire Mortage Company, which was a mortgage broker,
wholly-owned by Douglas Elliman Realty. DE Capital primarily originates loans for purchases of properties located
on Long Island and in New York City. Approximately one-half of these loans are for home sales transactions in which
Prudential Douglas Elliman Real Estate acts as a broker. The term �origination� refers generally to the process of
arranging mortgage financing for the purchase of property directly to the purchaser or for refinancing an existing
mortgage. DE Capital�s revenues are generated from loan origination fees, which are generally a percentage of the
original principal amount of the loan and are commonly referred to as �points�, and application and other fees paid by
the borrowers. DE Capital recognizes mortgage origination revenues and costs when the mortgage loan is
consummated.

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

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

In the brokerage company�s traditional business of residential real estate sales and marketing, it competes primarily
with multi-office independent real estate organizations and, to some extent, with franchise real estate organizations,
such as Century-21, ERA, RE/MAX and Coldwell Banker. The company believes that its major competitors in 2010
will also increasingly include multi-office real estate organizations, such as GMAC Home Services, NRT Inc. (whose
affiliates include the New York City-based Corcoran Group) and other privately owned companies. Residential
brokerage firms compete for sales and marketing business primarily on the basis of services offered, reputation,
personal contacts, and, recently to a greater degree, price.

The company�s relocation business is fully integrated with its residential real estate sales and marketing business.
Accordingly, its major competitors are many of the same real estate organizations previously noted. Competition in
the relocation business is likewise based primarily on level of service, reputation, personal contact and, recently to a
greater degree, price.

In its mortgage loan origination business, DE Capital competes with other mortgage originators, such as mortgage
brokers, mortgage bankers, state and national banks, and thrift institutions. As a mortgage broker, DE Capital funds
and sells mortgage loans through Wells Fargo, its joint venture partner.
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Government Regulation.  Several facets of real estate brokerage businesses are subject to government regulation. For
example, their real estate sales and marketing divisions are licensed as real estate brokers in the states in which they
conduct their real estate brokerage businesses. In addition, their real estate sales associates must be licensed as real
estate brokers or salespersons in the states in which they do business. Future expansion of the real estate brokerage
operations of Prudential Douglas Elliman Real Estate into new geographic markets may subject it to similar licensing
requirements in other states.
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A number of states and localities have adopted laws and regulations imposing environmental controls, disclosure
rules, zoning and other land use restrictions, which can materially impact the marketability of certain real estate.
However, Prudential Douglas Elliman Real Estate does not believe that compliance with environmental, zoning and
land use laws and regulations has had, or will have, a materially adverse effect on its financial condition or operations.

In DE Capital�s mortgage business, mortgage loan origination and funding activities are subject to the Equal Credit
Opportunity Act, the Federal Truth-in-Lending Act, the Real Estate Settlement Procedures Act, and the regulations
promulgated thereunder which prohibit discrimination and require the disclosure of certain information to borrowers
concerning credit and settlement costs. As an affiliate of Wells Fargo Ventures, a wholly-owned subsidiary of Wells
Fargo Bank, N.A., DE Capital is not subject to regulation by state banking departments, but rather by the Federal
Office of Currency Control. Wells Fargo Ventures is the nation�s leading alliance lender, maintaining long-standing
relationships with top real estate companies, builders and financial services institutions across the United States.

Prudential Douglas Elliman Real Estate is not aware of any material licensing or other government regulatory
requirements governing its relocation business, except to the extent that such business also involves the rendering of
real estate brokerage services, the licensing and regulation of which are described above.

Franchises and Trade Names.  In December 2002, Prudential Long Island Realty renewed for an additional ten-year
term its franchise agreement with The Prudential Real Estate Affiliates, Inc. and has an exclusive franchise, subject to
various exceptions and to meeting annual revenue thresholds, in New York for the counties of Nassau and Suffolk on
Long Island. In addition, in June 2004, Prudential Long Island Realty was granted an exclusive franchise, subject to
various exceptions and to meeting annual revenue thresholds, with respect to the boroughs of Brooklyn and Queens.
In March 2003, Douglas Elliman entered into a ten-year franchise agreement with The Prudential Real Estate
Affiliates, Inc. and has an exclusive franchise, subject to various exceptions and to meeting annual revenue thresholds,
for Manhattan.

The �Douglas Elliman� trade name is a registered trademark in the United States. The name has been synonymous with
the most exacting standards of excellence in the real estate industry since Douglas Elliman�s formation in 1911. Other
trademarks used extensively in Douglas Elliman�s business, which are owned by Douglas Elliman Realty and
registered in the United States, include �We are New York�, �Bringing People and Places Together�, �If You Clicked Here
You�d Be Home Now� and �Picture Yourself in the Perfect Home�.

The �Prudential� name and the tagline �From Manhattan to Montauk� are used extensively in the Prudential Douglas
Elliman Real Estate business. In addition, Prudential Douglas Elliman Real Estate continues to use the trade names of
certain companies that it has acquired.

Residential Property Management Business.  Douglas Elliman Realty is also engaged in the management of
cooperatives, condominiums and apartments though its subsidiary, Residential Management Group, LLC, which
conducts business as Douglas Elliman Property Management and is the leading manager of apartments, cooperatives
and condominiums in the New York metropolitan area according to a survey in the September 2009 issue of The Real
Deal. Residential Management Group provides full service third-party fee management for approximately 250
properties, representing approximately 45,000 units in New York City, Nassau County, Northern New Jersey and
Westchester County. In January 2010, Residential Management Group acquired the assets of Bellmarc Property
Management, a company which manages approximately 50 buildings in Manhattan with approximately 5,000&#1
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