Edgar Filing: VECTOR GROUP LTD - Form 424B5

VECTOR GROUP LTD
Form 424B5
November 16, 2012

CALCULATION OF REGISTRATION FEE

Proposed

Maximum Proposed Amount of

Title of Each Class of Securities to be Amount to be . Maximum ) .
i . Offering Registration

Registered Registered . Aggregate N

Price Per . . Fee®

. Offering Price

Unit
;/lferl;glleglnterest Convertible Senior Notes $230,000.0000 100 %  $230.000.000 $31.372
Common Stock, par value $0.10 per share 3) ® ©) 3

Includes an additional $30,000,000 aggregate principal amount of Variable Interest Convertible Senior Notes due
2019 that the underwriter has an option to purchase.
This filing fee is calculated in accordance with Rule 457(r) and relates to the Registration Statement on Form S-3
(2) (Registration No. 333-184878) filed by Vector Group Ltd. on November 9, 2012, as amended by Post-Effective
Amendment No. 1 filed on November 13, 2012.
There are also being registered hereby an indeterminate number of common shares into which the Variable Interest
Convertible Senior Notes due 2019 may be converted. Pursuant to Rule 457(i) under the Securities Act, no separate
(3)registration fee is payable where convertible securities and the securities into which conversion is offered are
registered at the same time and no additional consideration is to be received in connection with the exercise of the
conversion privilege.

ey

CALCULATION OF REGISTRATION FEE 1



Edgar Filing: VECTOR GROUP LTD - Form 424B5

TABLE OF CONTENTS
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PROSPECTUS SUPPLEMENT
(to Prospectus dated November 9, 2012)

$200,000,000

Variable Interest Convertible Senior Notes due 2019
Offering Price: 100%

We are offering $200,000,000 in aggregate principal amount of Variable Interest Convertible Senior Notes due 2019.
Unless earlier converted or repurchased, the notes will mature on January 15, 2019.

The notes bear cash interest at a rate of 2.50% per annum, which we refer to as the fixed interest, with an additional
amount of interest payable on the notes on each interest payment date based on the amount of cash dividends per share

actually paid by us on our common stock during the prior three-month period ending on the record date for such

interest payment multiplied by the total number of shares of our common stock into which the notes are convertible on
such record date, which we refer to as the dividend interest,

and together with the fixed interest, the total interest.
Notwithstanding the foregoing, however, the interest payable on each interest payment date shall be the higher of (a)
the total interest and (b) 7.50% per annum. In addition, if the notes would otherwise constitute applicable high yield
discount obligations within the meaning of Section 163(i)(1) of the Internal Revenue Code of 1986, as amended, on
each interest payment date on or after January 15, 2018, we will pay additional interest on a note in an amount equal
to the amount required to be paid to prevent such note from being treated as an applicable high yield discount
obligation. Interest will be payable every quarter on January 15, April 15, July 15 and October 15.

The notes will be our senior, unsecured obligations and will rank equal in right of payment with our existing and
future senior, unsecured indebtedness. The notes will rank senior in right of payment to any future indebtedness that is
expressly subordinated to the notes. The notes will be effectively subordinated to our existing or future secured
indebtedness to the extent of the assets securing such indebtedness and will be structurally subordinated to all
indebtedness and other liabilities and commitments of our subsidiaries, including trade payables and any guarantees

that they may provide with respect to any of our existing or future indebtedness. As of September 30, 2012, we had
$446.7 million in outstanding secured indebtedness ($447.2 million at face value including unamortized discount) and

$83.9 million in outstanding senior unsecured indebtedness ($200.8 million at face value including unamortized
discount). As of September 30 2012, the aggregate amount of liabilities of our subsidiaries was $292.5 million,
including trade and other payables and excluding intercompany liabilities.

We may not redeem the notes prior to the stated maturity date. No sinking fund is provided for the notes.
You may convert your notes, at your option, at any time prior to the close of business on the business day immediately

preceding the maturity date. Upon conversion of your notes, we will deliver shares of our common stock and cash in
lieu of fractional shares of our common stock.

$200,000,000
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The initial conversion rate for the notes will be 54.0541 shares of our common stock per $1,000 principal amount of
notes (which represents an initial conversion price of approximately $18.50 per share of our common stock), and will
be subject to adjustment as described in this prospectus supplement. In addition, we will, in certain circumstances,
increase the conversion rate for holders who convert their notes in connection with a make-whole fundamental
change.

Upon a fundamental change, subject to certain exceptions, we must offer to repurchase the notes.
For a more detailed description of the notes, see Description of Notes beginning on page_S-32.

Concurrently with this offering, we are offering up to 6,114,000 shares of our common stock (which shares we refer to
as the borrowed shares ) which we will lend to Jefferies & Company, Inc., the underwriter for the concurrent offering
of our common stock by means of a separate prospectus supplement and accompanying prospectus. The offering of
the notes hereunder is contingent upon the closing of the concurrent offering of the borrowed shares, and the
concurrent offering of the borrowed shares is contingent upon the closing of the offering of the notes hereunder.

The notes will not be listed on any national securities exchange. Currently, there is no public market for the notes. Our
common stock is listed on The New York Stock Exchange under the symbol VGR. The last reported sale price of our
common stock on The New York Stock Exchange on November 14, 2012 was $15.20 per share.

We have granted the underwriter the right to purchase, within the 13-day period beginning on the date the notes are
first issued, up to an additional $30.0 million aggregate principal amount of notes solely to cover over-allotments, if
any.

Investing in the notes involves a high degree of risk. Please read Risk Factors beginning on page_S-7 of this
prospectus supplement, on page S of the accompanying prospectus and in the documents incorporated by
reference into this prospectus supplement.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved these securities or determined if this prospectus supplement or the accompanying prospectus is
truthful or complete. Any representation to the contrary is a criminal offense.

PUBLIC OFFERING UNDERWRITING PROCEEDS, BEFORE
PRICE®D DISCOUNT EXPENSES, TO US
Per note 100 % 4 % 96 %
Total $ 200,000,000 $ 8,000,000 $ 192,000,000
(D Plus accrued interest, if any, from November 20, 2012 to date of delivery.

The underwriter expects to deliver the notes sold on November 20, 2012.

Jefferies

Prospectus Supplement dated November 15, 2012

Jefferies 3
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ABOUT THIS PROSPECTUS SUPPLEMENT

We provide information to you about this offering in two separate documents. The accompanying prospectus provides
general information about us and the securities we may offer from time to time, some of which may not apply to this
offering. This prospectus supplement provides additional information about us and describes the specific details
regarding this offering and the securities offered hereby. Generally, when we refer to this prospectus, we are referring
to both this prospectus supplement and the accompanying prospectus combined. To the extent there is a conflict
between the information contained in this prospectus supplement, on the one hand, and the information contained in
the accompanying prospectus or in any document incorporated by reference that was filed with the Securities and
Exchange Commission, or SEC, before the date of this prospectus supplement, on the other hand, you should rely on
the information in this prospectus supplement.

As permitted under the rules of the SEC, this prospectus incorporates important business information about Vector
Group Ltd. that is contained in documents that we file with the SEC, but that are not included in or delivered with this
prospectus. You may obtain copies of these documents, without charge, from the web site maintained by the SEC at
www.sec.gov, as well as other sources. See  Where You Can Find More Information. Before purchasing any securities,
you should carefully read this prospectus together with the additional information described under the headings Where
You Can Find More Information and Information We Incorporate by Reference.

You should rely only on the information contained or incorporated by reference in this prospectus and any free writing
prospectus prepared by or on behalf of us or to which we have referred you. Neither we nor the underwriter have
authorized any other person to provide you with different information. If anyone provides you with different or
inconsistent information, you should not rely on it. We take no responsibility for, and can provide no assurance as to
the reliability of, any other information that others may give you. You should assume that the information contained in
this prospectus or any free writing prospectus is accurate as of the date on its respective cover, and that any
information incorporated by reference is accurate only as of the date of the document incorporated by reference,
unless we indicate otherwise. Our business, financial condition, results of operations and prospects may have changed
since those dates.

Neither we nor the underwriter is making offers to sell the securities described in this prospectus in any jurisdiction in
which an offer or solicitation is not authorized or in which the person making such offer or solicitation is not qualified
to do so or to anyone to whom it is unlawful to make an offer or solicitation.

References in this prospectus to the terms we, us, our, the Company or other similar terms mean Vector Group Lt
and its consolidated subsidiaries and the term Vector refers only to Vector Group Ltd., unless we state otherwise or
the context indicates otherwise.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and
copy any document that we file with the SEC, including the registration statement of which the accompanying
prospectus is a part and the exhibits to such registration statement, at the SEC s Public Reference Room located at 100
F Street, N.E., Washington D.C. 20549. You may obtain further information on the operation of the Public Reference
Room by calling the SEC at 1-800-SEC-0330. Our SEC filings are also available to the public at the SEC s web site at
www.sec.gov. These documents may also be accessed on our web site at www.vectorgroupltd.com. Information
contained on our web site is not incorporated by reference into this prospectus and you should not consider

WHERE YOU CAN FIND MORE INFORMATION 6
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INFORMATION WE INCORPORATE BY REFERENCE

The SEC allows us to incorporate by reference in this prospectus the information we file with it, which means that we
can disclose important information to you by referring you to those documents. The information incorporated by
reference is considered to be part of this prospectus, and later information filed with the SEC will automatically

update and supersede the information included or incorporated by reference in this prospectus. We incorporate by
reference in this prospectus the following information (other than, in each case, documents or information deemed to
have been furnished and not filed in accordance with SEC rules):

our Annual Report on Form 10-K for the fiscal year ended December 31, 2011;
our Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2012, June 30, 2012 and September
30,2012;
our Current Reports on Form 8-K or Form 8-K/A, as applicable, filed on February 27, 2012, February 28,
2012, May 22, 2012, September 14, 2012 and November 2, 2012; and
the description of our common stock contained in the S-1 Registration Statement filed on June 15, 1998, including
any subsequently filed amendments and reports updating such description.
We also incorporate by reference each of the documents that we file with the SEC under Sections 13(a), 13(c), 14 or
15(d) of the Securities Exchange Act of 1934, as amended (the Exchange Act ), on or after the date of this prospectus
and prior to the termination of the offering under this prospectus. We will not, however, incorporate by reference in
this prospectus any documents or portions thereof that are not deemed filed with the SEC, including any information
furnished pursuant to Item 2.02 or Item 7.01 of our Current Reports on Form 8-K after the date of this prospectus
unless, and except to the extent, specified in such Current Reports.

We will provide to each person, including any beneficial owner, to whom a prospectus is delivered, a copy of any of

these filings (other than an exhibit to these filings, unless the exhibit is specifically incorporated by reference into the

filing requested) at no cost, upon a request to us by writing or telephoning us at the following address and telephone
number:

Vector Group Ltd.
100 S.E. Second Street
Miami, Florida 33131
Telephone Number: (305) 579-8000

S-iii
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SPECIAL NOTE REGARDING FORWARD-LOOKING
STATEMENTS

This prospectus, including the documents incorporated by reference, contains forward-looking statements within the
meaning of the federal securities law. Forward-looking statements include information relating to our intent, belief or
current expectations, primarily with respect to, but not limited to:

economic outlook;
capital expenditures;
cost reduction;
legislation and regulations;
cash flows;
operating performance;
litigation;
impairment charges and cost saving associated with restructurings of our tobacco operations; and
related industry developments (including trends affecting our business, financial condition and results of operations).
You can identify forward-looking statements by terminology such as anticipate, believe, estimate, expect, intend,
be, objective, plan, seek, predict, project and will be and similar words or phrases or their negatives.
forward-looking information involves important risks and uncertainties that could cause our actual results,
performance or achievements to differ materially from our anticipated results, performance or achievements expressed
or implied by the forward-looking statements. Factors that could cause actual results to differ materially from those
suggested by the forward-looking statements include, without limitation, the following:

general economic and market conditions and any changes therein, due to acts of war and terrorism or otherwise;
governmental regulations and policies;
effects of industry competition;
impact of business combinations, including acquisitions and divestitures, both internally for us and externally in the
tobacco industry;
impact of legislation on our competitors payment obligations, results of operations and product costs, i.e. the impact
of federal legislation eliminating the federal tobacco quota system and providing for regulation of tobacco products by
the Food and Drug Administration (the FDA );
impact of substantial increases in federal, state and local excise taxes;

uncertainty related to product liability litigation including the Engle progeny cases pending in Florida; and
potential additional payment obligations for us under the Master Settlement Agreement (the MSA ) and other
settlement agreements relating to tobacco-related litigation with the states.

Any forward-looking statement you read in this prospectus reflects our current views with respect to future events and
is subject to these and other risks, uncertainties and assumptions relating to our operations, operating results, growth
strategy and liquidity. We urge you to carefully review the disclosures we make concerning risks and other factors that
may affect our business and operating results, including those made

S-iv
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under the heading Risk Factors in our Annual Report on Form 10-K for the fiscal year ended December 31, 2011 and
in our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31, 2012, June 30, 2012 and September
30, 2012, as such risk factors may be amended, supplemented or superseded from time to time by other reports we file
with the SEC in the future, including subsequent Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q.
We caution you that any forward-looking statements made in this prospectus and the documents incorporated herein
by reference are not guarantees of future performance and you should not place undue reliance on these
forward-looking statements, which speak only as of the date of this prospectus or any other document incorporated by
reference into this prospectus. We do not intend, and we undertake no obligation, to update any forward-looking
information to reflect events or circumstances after the date of this prospectus or to reflect the occurrence of
unanticipated events, unless required by law to do so.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 10
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SUMMARY

This summary highlights selected information contained elsewhere or incorporated by reference in this prospectus.
This summary is not complete and does not contain all of the information that you should consider when making your
investment decision. You should read and consider carefully the more detailed information in this prospectus,
including the factors described and incorporated by reference under the heading Risk Factors in this prospectus
supplement beginning on page S-7 and the financial and other information incorporated by reference in this
prospectus, as well as the information included in any free writing prospectus that we have authorized for use in
connection with this offering, before making an investment decision.

Our Company

We are a holding company and are engaged principally 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 ( New Valley ) 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.
For the year ended December 31, 2011, Liggett was the fourth largest manufacturer of cigarettes in the United States
in terms of unit sales. Our tobacco subsidiaries manufacture and sell cigarettes in the United States and all of our
tobacco operation s unit sales volume in 2011 and for the first nine months of 2012 was in the discount segment, which
management believes has been the primary growth segment in the industry for more than a decade. Our tobacco
subsidiaries produce cigarettes in approximately 117 different brand styles as well as private labels for other
companies, which are typically retail or wholesale distributors who supply supermarkets and convenience stores.
Liggett s current brand portfolio includes Pyramid, Grand Prix, Liggett Select, Eve, USA and various partner brands
and private label brands. 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. Liggett s products
are distributed from a central distribution center in Mebane, North Carolina to 16 public warehouses located
throughout the United States that serve as local distribution centers for Liggett s customers. Liggett s customers are
primarily candy and tobacco distributors, the military and large grocery, drug and convenience store chains.

In addition to New Valley s investment in Douglas Elliman, New Valley holds investment interests in various real
estate projects in Manhattan, New York, Baltimore County, Maryland, southern California and Milan, Italy through
both debt and equity investments.

We have approximately 590 employees, of which approximately 300 are employed at Liggett s Mebane, North
Carolina facility and approximately 265 are employed in sales and administrative functions at our subsidiary Liggett
Vector Brands LLC, which coordinates our tobacco subsidiaries sales and marketing efforts.

Concurrent Transaction

Concurrently with this offering, we are offering, by means of a separate prospectus supplement and accompanying

prospectus, up to 6,114,000 shares of our common stock, par value $0.10 per share (which shares we refer to as the

borrowed shares ), that we will lend to Jefferies & Company, Inc. (which we refer to when acting in this capacity as the
share borrower ), in an offering registered under the Securities Act of 1933, as amended (the Securities Act ).

SUMMARY 11



Edgar Filing: VECTOR GROUP LTD - Form 424B5

We will not receive any proceeds from the sale of the borrowed shares in the concurrent offering, but we will receive

from the share borrower a nominal loan fee for the use of those shares. We have been informed by the share borrower

that it, or its affiliates, intends to use the short position created by the share loan and the concurrent short sales of the
borrowed shares to facilitate transactions by which investors in the notes offered

S-1
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hereby may hedge their investments through short sales of our common stock. We expect to make delivery of the
borrowed shares concurrently with the closing of this offering. See Description of Share Lending Agreement and
Underwriting.

The offering of the notes pursuant to this prospectus supplement and the accompanying prospectus is contingent upon

the closing of the borrowed shares offering, and the concurrent offering of the borrowed shares is contingent upon the
closing of the offering of the notes hereunder.

Corporate Information

Our principal executive offices are located at 100 S.E. Second Street, Miami, Florida 33131, our telephone number is
(305) 579-8000 and our web site is http://www.vectorgroupltd.com. You should not consider information contained
on our web site or that can be accessed through our web site to be part of this prospectus.

S-2
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THE OFFERING

The summary below describes the principal terms of the notes. Certain descriptions below are subject to important
exceptions and/or limitations. The Description of Notes section of this prospectus supplement contains a more
detailed description of the terms and conditions of the notes. Unless otherwise specified, we assume throughout this
prospectus supplement that the underwriter will not exercise its option to purchase additional notes.

Issuer
Vector Group Ltd., a Delaware corporation.

Notes
$200,000,000 aggregate principal amount of Variable Interest Convertible Senior Notes due 2019 (plus up to an
additional $30,000,000 aggregate principal amount if the underwriter exercises its option to purchase additional
notes).

Maturity date

January 15, 2019 (the maturity date ), unless earlier converted or repurchased.

Interest and payment dates
Annual Rate: 2.50%, with an additional amount of cash interest payable on each interest payment date based on the
amount of cash dividends per share paid by us on our common stock during the prior three-month period ending on
the record date for such interest payment multiplied by the total number of shares of our common stock into which
the notes are convertible on such record date (together, the total interest ). Notwithstanding the foregoing, however,
the interest payable on each interest payment date shall be the higher of (a) the total interest and (b) 7.50% per
annum. In addition, if the notes would otherwise constitute applicable high yield discount obligations within the
meaning of Section 163(i)(1) of the Internal Revenue Code of 1986, on each interest payment date on or after
January 15, 2018, we will pay additional interest on a note in an amount equal to the amount required to be paid to
prevent such note from being treated as an applicable high yield discount obligation.

Payment Frequency: Every quarter on January 15, April 15, July 15 and October 15.
First Payment: January 15, 2013.
Record Dates: Every quarter on January 1, April 1, July 1 and October 1.

Ranking
The notes will be our senior, unsecured obligations and will rank equal in right of payment with our existing and
future senior, unsecured indebtedness, and will be senior in right of payment to any future indebtedness that is
expressly subordinated to the notes. The notes will be effectively subordinated to our existing or future secured
indebtedness to the extent of the assets securing such indebtedness and will be structurally subordinated to all
indebtedness and other liabilities and commitments of our subsidiaries, including trade payables and any guarantees
that they may provide with respect to any of our existing or future indebtedness.

S-3
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As of September 30, 2012, we had $446.7 million in outstanding secured indebtedness ($447.2 million at face value
including unamortized discount) and $83.9 million in outstanding senior unsecured indebtedness ($200.8 million at
face value including unamortized discount). As of September 30, 2012, the aggregate amount of liabilities of our
subsidiaries was $292.5 million, including trade and other payables and excluding intercompany liabilities. After
giving effect to the issuance of the notes (assuming no exercise of the underwriter s over-allotment option), the face
value of our outstanding senior unsecured indebtedness would have been increased to $380.8 million. See
Capitalization.
The indenture governing the notes will not limit the amount of debt that we or our subsidiaries may incur in the
future.
No redemption
We may not redeem the notes prior to the stated maturity date. No sinking fund is provided for the notes.
Conversion rights
You may convert your notes, at your option, at any time prior to the close of business on the business day
immediately preceding the maturity date. Upon conversion of your notes, we will deliver shares of our common
stock, par value $0.10 per share, and cash in lieu of fractional shares of our common stock, all as described in
Description of Notes Conversion Rights Settlement upon Conversion.
The initial conversion rate for the notes will be 54.0541 shares of our common stock per $1,000 principal amount of
notes (equivalent to a conversion price of approximately $18.50 per share of our common stock), and will be subject
to adjustment as described in this prospectus supplement. In addition, we will, in certain circumstances, increase the
conversion rate for holders who convert their notes in connection with a make-whole fundamental change. See
Description of Notes Conversion Rights Adjustment to Shares Delivered upon Conversion upon a Make-Whole
Fundamental Change.
Except in the limited circumstances described in Description of Notes Conversion Rights, upon conversion, you will
not receive any separate cash payment for accrued and unpaid interest, if any. Instead, our delivery to you of the
number of shares of our common stock and the amount of cash in lieu of fractional shares of our common stock, if
any, into which your note is convertible will be deemed to satisfy in full our obligation to pay the principal amount
of your note and any accrued and unpaid interest on your note to, but excluding, the conversion date.
Fundamental changes
Following certain corporate transactions or events specified as fundamental changes herein at any time prior to the
maturity date, holders will have the right to require us to repurchase their notes in cash at a price equal to 100% of
S-4
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the principal amount of the notes to be repurchased, plus accrued and unpaid interest to, but excluding, the
fundamental change repurchase date. See Description of Notes Fundamental Change Permits Holders to Require Us
to Repurchase Notes. In addition, following certain corporate transactions or events specified as make-whole
fundamental changes, we will, in certain circumstances, increase the conversion rate for holders who convert their
notes on or after the effective date for a make-whole fundamental change and up to, and including, the later of the
close of business on the business day immediately prior to the related fundamental change repurchase date and the
close of business on the 35th business day immediately following the date we give notice to holders of the
occurrence of the fundamental change. See Description of Notes Conversion Rights Adjustment to Shares Delivered
upon Conversion upon a Make-Whole Fundamental Change.

Use of proceeds
We estimate that the net proceeds to us from this offering, after deducting the underwriter s discounts and
commissions and estimated offering expenses payable by us, will equal approximately $190.2 million (or
approximately $219.0 million if the underwriter exercises its option to purchase additional notes in full). We plan to
use the proceeds of this transaction for general corporate purposes, including in our existing tobacco business and in
additional investments in real estate through our wholly owned subsidiary, New Valley LLC. We may also consider
using a portion of the proceeds of this offering to address upcoming debt maturities. See Use of Proceeds.

Book-entry form
The notes will initially be issued in book-entry form and will be represented by permanent global notes deposited
with, or on behalf of, The Depository Trust Company ( DTC ) and registered in the name of Cede & Co., as the
nominee of DTC. Beneficial interests in the global notes will be shown on, and transfers will be effected only
through, records maintained by DTC or its nominee and any such beneficial interests may be exchanged for
certificated securities only in limited circumstances.

Absence of a public market for

the notes
The notes are new securities, and there is currently no established market for the notes. We do not intend to apply for
a listing of the notes on any securities exchange or for their inclusion in any automated dealer quotation system.
Accordingly, we cannot assure you as to the development or liquidity of any market for the notes. The underwriter
has advised us that it currently intends to make a market in the notes. However, it is not obligated to do so, and it
may discontinue any market-making with respect to the notes at any time and without warning.

S-5
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Material United States federal income tax considerations
For the material U.S. federal income tax consequences of the holding, disposition and conversion of the notes, and
the holding and disposition of shares of our common stock, see Material United States Federal Income Tax
Considerations.

Exchange and trading symbol for our common stock

Our common stock is listed on The New York Stock Exchange under the symbol VGR.
Trustee, paying agent and
conversion agent
Wells Fargo Bank, National Association

Concurrent common stock offering
Concurrently with this offering, we are offering up to 6,114,000 shares of our common stock (which we refer to as
the borrowed shares ), which we will lend to Jefferies & Company, Inc. (which we refer to when acting in this
capacity as the share borrower ), by means of a separate prospectus supplement and accompanying prospectus. The
offering of the notes pursuant to this prospectus supplement and the accompanying prospectus is contingent upon the
closing of the concurrent offering of the borrowed shares, and the concurrent offering of the borrowed shares is
contingent upon the closing of the offering of the notes hereunder. See Description of Share Lending Agreement and

Underwriting in this prospectus supplement.

We will not receive any proceeds from the sale of the borrowed shares in the concurrent offering, but we will receive
from the share borrower a nominal loan fee for the use of those shares. We have been informed by the share
borrower that it, or its affiliates, intends to use the short position created by the share loan and the concurrent short
sales of the borrowed shares to facilitate transactions by which investors in the notes offered hereby may hedge their
investments through short sales of our common stock. We expect to make delivery of such borrowed shares
concurrently with the closing of this offering. See Description of Share Lending Agreement and Underwriting.

Risk factors
Before deciding whether to invest in the notes, you should carefully consider the risks described under Risk Factors
in this prospectus supplement and the accompanying prospectus, as well as the risk factors and other information
included in or incorporated by reference into this prospectus, including our financial statements and the notes
thereto.

S-6
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RISK FACTORS

Before you decide to invest in the notes, you should be aware that an investment in the notes involves various risks
and uncertainties, including those described below, that could have a material adverse effect on our business,
financial position, results of operations, cash flows or prospects. We urge you to consider carefully the risk factors
described below, together with all of the other information included in, and incorporated by reference into, this
prospectus before you decide to invest in the notes. The risks and uncertainties described below and incorporated by
reference into this prospectus are not the only ones related to our business, the notes, our common stock or the
offering. Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also
materially and adversely affect our business, financial position, results of operations, cash flows or prospects.

Risks Relating to Our Indebtedness

We have significant liquidity commitments.

We have certain liquidity commitments that could require the use of our existing cash resources. As of September 30,
2012, our corporate expenditures (exclusive of Liggett, Vector Tobacco and New Valley) and other potential liquidity
requirements over the next 12 months included the following:

cash interest expense of approximately $76.3 million,
dividends on our outstanding common shares (currently at an annual rate of approximately $142.0 million), and
other corporate expenses and taxes.

In order to meet the above liquidity requirements as well as other liquidity needs in the normal course of business, we
will be required to use cash flows from operations and existing cash and cash equivalents. Should these resources be
insufficient to meet the upcoming liquidity needs, we may also be required to liquidate investment securities available
for sale and other long-term investments, or, if available, draw on Liggett s credit facility. While there are actions we
can take to reduce our liquidity needs, there can be no assurance that such measures can be achieved.

We and our subsidiaries have a substantial amount of indebtedness.

We and our subsidiaries have significant indebtedness and will incur additional debt upon consummation of this
offering of the notes and, as a result, we have significant debt service obligations. As of September 30, 2012, we and
our subsidiaries had total outstanding indebtedness (including the embedded derivative liabilities related to our
convertible notes) of $647.9 million and we will incur an additional $200.0 million of indebtedness in the offering of
notes hereby (assuming no exercise of the underwriter s over-allotment option in respect of the notes). Approximately
$157.5 million of our 6.75% convertible notes mature in 2014 and $415.0 million of our 11% senior secured notes
mature in 2015. We also may be required to purchase all of our then-outstanding 3.875% convertible notes due 2026
in June 2016. As of September 30, 2012, approximately $43.2 million of our 3.875% convertible notes due 2026 were
outstanding. In addition, subject to the terms of any future agreements, we and our subsidiaries will be able to incur
additional indebtedness in the future. There is a risk that we will not be able to generate sufficient funds to repay our
debt. If we cannot service our fixed charges, it would have a material adverse effect on our business and results of
operations.

RISK FACTORS 18
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We are a holding company and depend on cash payments from our
subsidiaries, which are subject to contractual and other restrictions, in order
to service our debt and to pay dividends on our common stock.

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

Our receipt of cash payments, as dividends or otherwise, from our subsidiaries is an important source of our liquidity
and capital resources. If we do not have sufficient cash resources of our own and do not receive payments from our
subsidiaries in an amount sufficient to repay our debts and to pay dividends on our common stock, we must obtain

additional funds from other sources. There is a risk that we will not be able to obtain additional funds at all or on
terms acceptable to us. Our inability to service these obligations and to continue to pay dividends on our common
stock would significantly harm us and the value of the notes and our common stock.

Our 11% senior secured notes contain restrictive covenants that limit our
operating flexibility.

The indenture governing our 11% senior secured notes due 2015 (the Senior Secured Notes ) contains covenants that,
among other things, restrict our ability to take specific actions, even if we believe them to be in our best interest,
including restrictions on our ability to:

incur or guarantee additional indebtedness or issue preferred stock;
pay dividends or distributions on, or redeem or repurchase, capital stock;
create liens with respect to our assets;
make investments, loans or advances;
prepay subordinated indebtedness;
enter into transactions with affiliates; and
merge, consolidate, reorganize or sell our assets.

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

The indenture governing the Senior Secured Notes contains restrictive covenants, which, among other things, restrict
our ability to pay certain dividends or make other restricted payments or enter into transactions with affiliates if our
Consolidated EBITDA, as defined in the indenture, is less than $50.0 million for the four quarters prior to such
transaction. Our Consolidated EBITDA for the four quarters ended September 30, 2012 exceeded $50.0 million.

Changes in respect of the ratings of our debt may materially and adversely
affect the availability, the cost and the terms and conditions of our debt.

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

Our 11% senior secured notes contain restrictive covenants that limit our operating flexibility. 20



Edgar Filing: VECTOR GROUP LTD - Form 424B5
S-8

Changes in respect of the ratings of our debt may materially and adverselyaffect the availability, the cost @1d the te



Edgar Filing: VECTOR GROUP LTD - Form 424B5

TABLE OF CONTENTS

Risks Relating to Our Business

Liggett faces intense competition in the domestic tobacco industry.

Liggett is considerably smaller and has fewer resources than its major competitors, and, as a result, has a more limited
ability to respond to market developments. Management Science Associates data indicate that the three largest
cigarette manufacturers controlled approximately 84.7% of the United States cigarette market during 2011. Philip
Morris is the largest manufacturer in the market, and its profits are derived principally from its sale of premium
cigarettes. Philip Morris had approximately 61.2% of the premium segment and 46.1% of the total domestic market
during 2011. During 2011, all of Liggett s sales were in the discount segment, and its share of the total domestic
cigarette market was 3.8%. Philip Morris and RJR Tobacco (which is now part of Reynolds American), the two
largest cigarette manufacturers, have historically, because of their dominant market share, been able to determine
cigarette prices for the various pricing tiers within the industry.

Philip Morris and Reynolds American dominate the domestic cigarette market and had a combined market share of
approximately 71.0% at December 31, 2011. This concentration of United States market share could make it more
difficult for Liggett and Vector Tobacco to compete for shelf space in retail outlets and could impact price
competition in the market, either of which could have a material adverse effect on their sales volume, operating
income and cash flows, which in turn could negatively affect the value of the notes and our common stock.

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

Liggett depends more on sales in the discount cigarette segment of the market, relative to the full-price premium
segment, than its major competitors. Since 2004, all of Liggett s unit volume was generated in the discount segment.
The discount segment is highly competitive, with consumers having less brand loyalty and placing greater emphasis

on price. While the three major manufacturers all compete with Liggett in the discount segment of the market, the
strongest competition for market share has recently come from a group of smaller manufacturers and importers, most
of which sell low quality, deep discount cigarettes. While Liggett s share of the discount market was 12.8% in 2011,

11.9% in 2010 and 9.2% in 2009, Management Science Associates data indicate that the discount market share of

these other smaller manufacturers and importers was approximately 34.1% in 2011, 38.5% in 2010, and 39.4% in

2009. If pricing in the discount market continues to be impacted by these smaller manufacturers and importers,
margins in Liggett s only current market segment could be negatively affected, which in turn could negatively affect
the value of the notes and our common stock.

Liggett s market share is susceptible to decline.

For a number of years prior to 2000, Liggett suffered a substantial decline in market share. Liggett s market share
increased during each of the years between 2000 and 2011 (except for 2008, which was unchanged). This earlier
market share erosion resulted in part from Liggett s highly leveraged capital structure that existed until December 1998
and its limited ability to match other competitors wholesale and retail trade programs, obtain retail shelf space for its
products and advertise its brands. These declines also resulted from adverse developments in the tobacco industry,
intense competition and changes in consumer preferences which have continued up to the current time. According to
Management Science Associates data, Liggett s overall domestic market share during 2011 was 3.8% compared to
3.5% during 2010 and 2.7% during 2009. Liggett s share of the discount segment was 12.8% during 2011, up from
11.9% during 2010 and 9.2% during 2009. If Liggett s market share were to decline again, Liggett s sales volume,
operating income and cash flows could be materially adversely affected, which in turn could negatively affect the

Risks Relating to Our Business 22
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value of the notes and our common stock.

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

Industry-wide shipments of cigarettes in the United States have been declining for a number of years, with
Management Science Associates data indicating that domestic industry-wide shipments decreased by approximately
3.5% in 2011 as compared to 2010 and by approximately 3.8% in 2010 as compared to 2009. We believe that
industry-wide shipments of cigarettes in the United States will continue to decline as a result of

Liggett s market share is susceptible to decline. 23
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numerous factors. These factors include health considerations, diminishing social acceptance of smoking, and a wide
variety of federal, state and local laws limiting smoking in restaurants, bars and other public places, as well as
increases in federal and state excise taxes and settlement-related expenses which have contributed to high cigarette
price levels in recent years. If this decline in industry-wide shipments continues and Liggett is unable to capture
market share from its competitors, or if the industry as a whole is unable to offset the decline in unit sales with price
increases, Liggett s sales volume, operating income and cash flows could be materially adversely affected, which in
turn could negatively affect the value of the notes and our common stock.

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

Tobacco products are subject to substantial federal and state excise taxes in the United States. On February 4, 2009,
President Obama signed an increase of $0.617 in the federal excise tax per pack of cigarettes, for a total of $1.01 per
pack of cigarettes, and significant tax increases on other tobacco products, to fund expansion of the State Children s
Health Insurance Program, referred to as the SCHIP. These tax increases came into effect on April 1, 2009. The
increases in federal excise tax under the SCHIP are substantial, and, as a result, Liggett s sales volume and profitability
has been and may continue to be adversely impacted. In addition, the SCHIP created certain tax differentials between
certain types of tobacco products. This has caused a dramatic increase in the sale of pipe tobacco as a substitute for
roll-your-own, which has directly impacted sales of cigarettes.

In addition to federal and state excise taxes, certain city and county governments also impose substantial excise taxes
on tobacco products sold. Increased excise taxes are likely to result in declines in overall sales volume and shifts by
consumers to less expensive brands.

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

Furthermore, Liggett and Vector Tobacco also provide ingredient information annually, as required by law, to the
states of Massachusetts, Texas and Minnesota. Several other states are considering ingredient disclosure legislation.

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

In addition to the foregoing, there have been a number of other restrictive regulatory actions from various federal
administrative bodies, including the United States Environmental Protection Agency and the FDA. There have also
been adverse legislative and political decisions and other unfavorable developments concerning cigarette smoking and
the tobacco industry. Recently, legislation was passed by Congress providing for regulation of cigarettes by the FDA.
These developments generally receive widespread media attention. Additionally, a majority of states have passed
legislation providing for reduced ignition propensity standards for cigarettes. These developments may negatively
affect the perception of potential triers of fact with respect to the tobacco industry, possibly to the detriment of certain

The domestic cigarette industry has experienced declining unit sales in recentperiods. 24
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pending litigation, and may prompt the commencement of additional similar litigation or legislation. We are not able
to evaluate the effect of these developing matters on pending litigation or the possible commencement of additional
litigation, but our consolidated financial position, results of operations or cash flows could be materially adversely
affected.

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

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

On June 22, 2009, the President signed into law the Family Smoking Prevention and Tobacco Control Act (Public
Law 111-31). The law grants the FDA broad authority over the manufacture, sale, marketing and packaging of
tobacco products, although FDA is prohibited from issuing regulations banning all cigarettes or all smokeless tobacco
products, or requiring the reduction of nicotine yields of a tobacco product to zero. Among other measures, the law
(under various deadlines):

increases the number of health warnings required on cigarette and smokeless tobacco products, increases the size of
warnings on packaging and in advertising, requires FDA to develop graphic warnings for cigarette packages and
grants FDA authority to require new warnings;
requires practically all tobacco product advertising to eliminate color and imagery and instead consist solely of black
text on white background;
imposes new restrictions on the sale and distribution of tobacco products, including significant new restrictions on
tobacco product advertising and promotion, as well as the use of brand and trade names;
bans the use of light, mild, low or similar descriptors on tobacco products;
bans the use of characterizing flavors in cigarettes other than tobacco or menthol;
gives FDA the authority to impose tobacco product standards that are appropriate for the protection of the public
health (by, for example, requiring reduction or elimination of the use of particular constituents or components,
requiring product testing, or addressing other aspects of tobacco product construction, constituents, properties or
labeling);
requires manufacturers to obtain FDA review and authorization for the marketing of certain new or modified tobacco
products;
requires pre-market approval by FDA for tobacco products represented (through labels, labeling, advertising, or other
means) as presenting a lower risk of harm or tobacco-related disease;
requires manufacturers to report ingredients and harmful constituents and requires FDA to disclose certain constituent
information to the public;
mandates that manufacturers test and report on ingredients and constituents identified by FDA as requiring such
testing to protect the public health and allows FDA to require the disclosure of testing results to the public;
requires manufacturers to submit to FDA certain information regarding the health, toxicological, behavioral or
physiological effects of tobacco products;
prohibits use of tobacco containing a pesticide chemical residue at a level greater than allowed under federal law;
requires FDA to establish good manufacturing practices to be followed at tobacco manufacturing facilities;
requires tobacco product manufacturers (and certain other entities) to register with FDA;
authorizes FDA to require the reduction of nicotine (although it may not require the reduction of nicotine yields of a
tobacco product to zero) and the potential reduction or elimination of other constituents, including menthol;
imposes (and allows FDA to impose) various recordkeeping and reporting requirements on tobacco product
manufacturers; and
grants FDA the regulatory authority to impose broad additional restrictions.
S-11
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The law also required establishment, within FDA s new Center for Tobacco Products, of a Tobacco Products Scientific
Advisory Committee ( TPSAC ) to provide advice, information and recommendations with respect to the safety,
dependence or health issues related to tobacco products, including:

a recommendation on modified risk applications;
a recommendation on the effects of tobacco product nicotine yield alteration and whether there is a threshold level

below which nicotine yields do not produce dependence;
a report on the public health impact of the use of menthol in cigarettes; and

a report on the public health impact of dissolvable tobacco products.
The TPSAC completed its review of the use of menthol in cigarettes and issued a report with recommendations to
FDA in March 2011. The report states that removal of menthol cigarettes from the marketplace would benefit public
health in the United States, but does not expressly recommend that FDA ban menthol cigarettes. FDA is considering
the report and recommendations of the TPSAC and will make a determination about what future regulatory action(s),
if any, it believes are warranted. A decision by FDA to ban menthol in tobacco products could have a material adverse
effect on us.

The law imposes user fees on certain tobacco product manufacturers in order to fund tobacco-related FDA activities.
User fees will be allocated among tobacco product classes according to a formula set out in the legislation, and then
among manufacturers and importers within each class based on market share. The FDA user fees for Liggett and
Vector Tobacco for 2011 were $16.7 million and we estimate that they will be significantly higher in the future.

The law also imposes significant new restrictions on the advertising and promotion of tobacco products. For example,
as required under the law, FDA has finalized certain portions of regulations previously adopted by FDA in 1996
(which were struck down by the Supreme Court in 2000 as beyond FDA s authority). Subject to limitations imposed by
a federal injunction (discussed below), these regulations took effect on June 22, 2010. As written, these regulations
significantly limit the ability of manufacturers, distributors and retailers to advertise and promote tobacco products,
by, for example, restricting the use of color and graphics in advertising, limiting the use of outdoor advertising,
restricting the sale and distribution of non-tobacco items and services, gifts, and sponsorship of events, and imposing
restrictions on the use for cigarette or smokeless tobacco products of trade or brand names that are used for
non-tobacco products.

In August 2009, several cigarette manufacturers filed a federal lawsuit against FDA challenging the constitutionality
of a number of the restrictions imposed by these regulations, including the ban on color and graphics, limits on the
right to make truthful statements regarding modified risk tobacco products, restrictions on the placement of outdoor

advertising and a ban on the distribution of product samples. In January 2010, a federal judge ruled that the
regulations ban on the use of color and graphics in certain tobacco product advertising was unconstitutional and
prohibited FDA from enforcing that ban. The judge, however, let stand numerous other advertising and promotion
restrictions. In March 2010, both parties appealed this decision. In May 2010, FDA issued a guidance document
indicating that it intends to exercise its enforcement discretion and not commence enforcement actions based upon
these provisions during the pendency of the litigation. We cannot predict the future course or outcome of this lawsuit.

In April 2010, a number of cigarette manufacturers filed a federal lawsuit against FDA challenging the restrictions on
trade or brand names based upon First Amendment and other grounds. In May 2010, FDA issued a guidance
document indicating that FDA is aware of concerns regarding the trade and brand name restrictions and is considering
what changes, if any, would be appropriate to address those concerns. FDA also indicated that while the agency is
considering those issues, it intends to exercise its enforcement discretion and not commence trade or brand name
enforcement actions for the duration of its consideration where: (1) The trade or brand name of the cigarettes or

smokeless tobacco product was registered, or the product was marketed, in the United States on or before June 22,

The Family Smoking Prevention and Tobacco Control Act may adversely affect our sales and operating p&fit
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the non-tobacco product bearing the same name; provided, however, that the tobacco and non-tobacco product are not
owned, manufactured, or distributed by the same, related, or affiliated entities (including as a licensee). The lawsuit
was subsequently stayed, at the request of the parties, while FDA is in the process of evaluating these concerns. We
cannot predict the future course or outcome of FDA s deliberations or this litigation.

On June 22, 2011, FDA issued a final rule that modifies the required warnings that appear on cigarette packages and
in cigarette advertisements. The rule was to become effective on September 22, 2012, and required each cigarette
package and advertisement to bear one of nine new textual warning statements accompanied by graphic images. The
warnings must appear on at least the top 50% of the front and rear panels of cigarette packages and occupy at least
20% of cigarette advertisements. In August 2011, a number of cigarette manufacturers, including Liggett, filed a
federal lawsuit against FDA challenging the constitutionality of these new graphic warning labels on First
Amendment and other grounds. The manufacturers sought a preliminary injunction staying implementation of the
warning requirement, and other related labeling requirements, pending the court s ruling on the merits of the challenge.
In November 2011, the District Court granted the industry s motion for a preliminary injunction, enjoining
implementation of the proposed rules for graphic labels on cigarette packaging and advertising until 15 months after
the District Court issues a final ruling in the case. FDA appealed the ruling, and on February 29, 2012, the District
Court granted the industry s motion for summary judgment permanently enjoining implementation of FDA s graphic
warnings regulation on First Amendment grounds. Should FDA ultimately issue new graphic warnings that are
deemed constitutionally valid, the decision provides that such warnings would go into effect 15 months after they are
issued. FDA also appealed this ruling. Both FDA appeals were consolidated and the D.C. Circuit Court of Appeals
heard oral argument in April 2012. On August 24, 2012, the appellate court affirmed the District Court and vacated
the graphic warning requirements. FDA filed a petition asking that the case be reheard en banc. We cannot predict the
ultimate outcome of this litigation or whether or how the inclusion of the new warnings, if ultimately required by FDA
in new rulemaking, will impact product sales or whether it will have a material adverse effect on us.

FDA law requires premarket review of new tobacco products. A new tobacco product is one that was not
commercially marketed in the U.S. before February 15, 2007 or that was modified after that date. In general, before a
company may commercially market a new tobacco product, it must either (a) submit an application and obtain an
order from FDA permitting the product to be marketed; or (b) submit a report and receive an FDA order finding the
product to be substantially equivalent toa predicate tobacco product that was commercially marketed in the U.S. prior
to February 15, 2007. A substantially equivalent tobacco product is one that has the same characteristics as the
predicate or one that has different characteristics but does not raise different questions of public health.

Manufacturers of products first introduced after February 15, 2007 and before March 22, 2011 who submitted a

substantial equivalence report to FDA prior to March 23, 2011 may continue to market the tobacco product unless

FDA issues an order that the product is not substantially equivalent. Failure to submit the report before March 23,
2011, or FDA s conclusion that such a new tobacco product is not substantially equivalent, will cause the product to be
deemed misbranded and/or adulterated. After March 22, 2011, a new tobacco product may not be marketed without an

FDA substantial equivalence determination. Prior to the deadline, Liggett and Vector Tobacco submitted substantial

equivalence reports to FDA for numerous products. It is possible that FDA could determine some, or all, of these

products are not substantially equivalent to a preexisting tobacco product. Such a determination could prevent us from
marketing these products in the United States and could have a material adverse effect on us.

On July 5, 2011, FDA issued a final rule to establish the process and criteria for requesting an exemption from

substantial equivalence requirements. We cannot predict how FDA will interpret and apply these requirements, or
whether FDA will deem our products to be substantially equivalent to already marketed tobacco products.

The Family Smoking Prevention and Tobacco Control Act may adversely affect our sales and operating p2fit.
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will continue to implement various provisions over time. Liggett and Vector Tobacco have been monitoring FDA
tobacco initiatives and have made various regulatory submissions to FDA in order to comply with new requirements.

It is likely that the new tobacco law could result in a decrease in cigarette sales in the United States, including sales of
Liggett s and Vector Tobacco s brands. Total compliance and related costs are not possible to predict and depend
substantially on the future requirements imposed by FDA under the new tobacco law. Costs, however, could be

substantial and could have a material adverse effect on the companies financial condition, results of operations, and
cash flows. In addition, FDA has a number of investigatory and enforcement tools available to it. We are aware, for
example, that FDA has already requested company-specific information from competitors. FDA has also initiated a
program to award contracts to states to assist with compliance and enforcement activities. Failure to comply with the
new tobacco law and with FDA regulatory requirements could result in significant financial penalties and could have a
material adverse effect on the business, financial condition and results of operation of both Liggett and Vector
Tobacco. At present, we are not able to predict whether the new tobacco law will impact Liggett and Vector Tobacco
to a greater degree than other companies in the industry, thus affecting its competitive position.

Litigation will continue to harm the tobacco industry.

Liggett could be subjected to substantial liabilities and bonding requirements from litigation relating to cigarette
products. Adverse litigation outcomes could have a negative impact on the Company s ability to operate due to their
impact on cash flows. We and our Liggett subsidiary, as well as the entire cigarette industry, continue to be challenged
on numerous fronts, particularly with respect to the Engle progeny cases in Florida (described below). New cases
continue to be commenced against Liggett and other cigarette manufacturers. As of September 30, 2012, there were
approximately 5,144 individual suits, including the Engle progeny cases, four purported class actions and one health
care cost recovery action pending in the United States in which Liggett and/or us were named defendants. It is likely
that similar legal actions, proceedings and claims will continue to be filed against Liggett. Punitive damages, often in
amounts ranging into the billions of dollars, are specifically pled in certain cases, in addition to compensatory and
other damages. It is possible that there could be adverse developments in pending cases including the certification of
additional class actions. An unfavorable outcome or settlement of pending tobacco-related litigation could encourage
the commencement of additional litigation. In addition, an unfavorable outcome in any tobacco-related litigation could
have a material adverse effect on our consolidated financial position, results of operations or cash flows. Liggett could
face difficulties in obtaining a bond to stay execution of a judgment pending appeal.

In September 1999, a civil lawsuit was filed by the United States federal government seeking disgorgement of
approximately $289.0 billion from various cigarette manufacturers, including Liggett. In August 2006, the trial court
entered a Final Judgment and Remedial Order against each of the cigarette manufacturing defendants, except Liggett.

The Final Judgment, among other things, ordered the following relief against the non-Liggett defendants: (i)
defendants are enjoined from committing any act of racketeering concerning the manufacturing, marketing,
promotion, health consequences or sale of cigarettes in the United States; (ii) defendants are enjoined from making
any material false, misleading, or deceptive statement or representation concerning cigarettes that persuades people to

purchase cigarettes; and (iii) defendants are permanently enjoined from utilizing lights, low tar, ultra lights,
natural descriptors, or conveying any other express or implied health messages in connection with the marketing or

sale of cigarettes as of January 1, 2007. No monetary damages were awarded other than the government s costs. To the
extent that the Final Judgment leads to a decline in industry-wide shipments of cigarettes in the United States or
otherwise imposes regulations which adversely affect the industry, Liggett s sales volume, operating income and cash
flows could be materially adversely affected, which in turn could negatively affect the value of the notes and our
common stock.

Litigation will continue to harm the tobacco industry. 31
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There are currently eight cases pending where Liggett is the only remaining tobacco company defendant. Cases where
Liggett is the only defendant could increase substantially as a result of the Engle progeny cases. As new cases are
commenced, the costs associated with defending these cases and the risks relating to the inherent unpredictability of
litigation continue to increase.
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Individual tobacco-related cases have increased as a result of the Florida
Supreme Court s ruling in Engle.

In May 2003, a Florida intermediate appellate court overturned a $790.0 million punitive damages award against
Liggett and decertified the Engle v. R. J. Reynolds Tobacco Co. smoking and health class action. In July 2006, the
Florida Supreme Court affirmed in part and reversed in part the May 2003 intermediate appellate court decision.
Among other things, the Florida Supreme Court affirmed the decision decertifying the class on a prospective basis and
the order vacating the punitive damages award, but preserved several of the trial court s Phase I findings (including
that: (i) smoking causes lung cancer, among other diseases; (ii) nicotine in cigarettes is addictive; (iii) defendants
placed cigarettes on the market that were defective and unreasonably dangerous; (iv) the defendants concealed
material information; (v) all defendants sold or supplied cigarettes that were defective; and (vi) all defendants were
negligent) and allowed plaintiffs to proceed to trial on individual liability issues (using the above findings) and
compensatory and punitive damage issues, provided they commence their individual lawsuits within one year of the

date the court s decision became final on January 11, 2007, the date of the court s mandate. In December 2006, the
Florida Supreme Court added the finding that defendants sold or supplied cigarettes that, at the time of sale or supply,
did not conform to the representations made by defendants.

In June 2002, the jury in a Florida state court action entitled Lukacs v. R.J. Reynolds Tobacco Company, awarded
$37.5 million in compensatory damages, jointly and severally, in a case involving Liggett and two other cigarette
manufacturers, which amount was subsequently reduced by the Court. The jury found Liggett 50% responsible for the
damages incurred by the plaintiff. The Lukacs case was the first case to be tried as an individual Engle class member
suit following entry of final judgment by the Engle trial court. In November 2008, the court entered final judgment in
the amount of $24.835 million (for which Liggett was 50% responsible), plus interest from June 2002. After the
appellate court affirmed the decision, Liggett paid its share of the award including interest and attorney s fees ($14.361
million).

Pursuant to the Florida Supreme Court s July 2006 ruling in Engle, former class members had one year from January
11, 2007 to file individual lawsuits. In addition, some individuals who filed suit prior to January 11, 2007, and who
claim they meet the conditions in Engle, are attempting to avail themselves of the Engle ruling. Lawsuits by
individuals requesting the benefit of the Engle ruling, whether filed before or after the January 11, 2007 mandate, are

referred to as the Engle progeny cases. As of September 30, 2012, there were 5,079 Engle progeny cases pending
where Vector, Liggett and other cigarette manufacturers were named as defendants. These cases include
approximately 6,594 plaintiffs. As of September 30, 2012, there were 30 Engle progeny cases scheduled for trial
through September 30, 2013. Through September 30, 2012, seven adverse verdicts have been entered against Liggett
in Engle progeny cases. One case was affirmed on appeal and Liggett paid the judgment. The other adverse verdicts
are currently on appeal although appellate efforts, to date, have not been successful.

It is possible that additional cases could be decided unfavorably and that there could be further adverse developments
in the Engle case. Liggett may enter into discussions in an attempt to settle particular cases if it believes it is
appropriate to do so. We cannot predict the cash requirements related to any future settlements and judgments,
including cash required to bond any appeals, and there is a risk that those requirements will not be able to be met.

Liggett may be adversely affected by the 2004 legislation to eliminate the
federal tobacco quota system.

In October 2004, federal legislation was enacted which eliminated the federal tobacco quota system and price support
system through an industry funded buyout of tobacco growers and quota holders. Pursuant to the legislation,

Individual tobacco-related cases have increased as a result of the Florida Supreme Court s ruling in Engl&3



Edgar Filing: VECTOR GROUP LTD - Form 424B5

manufacturers of tobacco products will be assessed $10.14 billion over a ten-year period to compensate tobacco
growers and quota holders for the elimination of their quota rights. Cigarette manufacturers are currently responsible
for 92% of the assessment (subject to adjustment in the future), which will be allocated based on relative unit volume
of domestic cigarette shipments. Liggett s and Vector Tobacco s assessment was $32.4 million in 2011, $31.2 million

in 2010 and $22.9 million in 2009. The relative cost of the legislation to each of the three largest cigarette
manufacturers will likely be less than the cost to smaller manufacturers, including Liggett and Vector Tobacco,
because one effect of the legislation is that the three largest manufacturers will no longer be obligated to make certain
contractual payments, commonly known as
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Phase II payments, they agreed in 1999 to make to tobacco-producing states. The ultimate impact of this legislation
cannot be determined, but there is a risk that smaller manufacturers, such as Liggett and Vector Tobacco, will be

disproportionately affected by the legislation, which could have a material adverse effect on us.

Excise tax increases adversely affect cigarette sales.

Cigarettes are subject to substantial and increasing federal, state and local excise taxes. In February 2009, federal
legislation to reauthorize the SCHIP, which includes funding provisions that increase the federal cigarette excise tax

from $0.39 to $1.01 per pack, was enacted, effective April 1, 2009. State excise taxes vary considerably and, when
combined with sales taxes, local taxes and the federal excise tax, may exceed $4.00 per pack. Various states and other

jurisdictions are considering, or have pending, legislation proposing further state excise tax increases. Management
believes increases in excise and similar taxes have had, and will continue to have, an adverse effect on sales of
cigarettes.

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

NPM Adjustment.

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

For 2003 2011 Liggett and Vector Tobacco, as applicable, disputed that they owe the Settling States the NPM
Adjustments as calculated by the Independent Auditor. As permitted by the MSA, Liggett and Vector Tobacco
withheld payment associated with these NPM Adjustment amounts. For 2003, Liggett and Vector Tobacco paid the

NPM adjustment amount of $9.3 million to the Settling States although both companies continue to dispute this
amount is owed. The total amount withheld (or paid into a disputed payment account) by Liggett and Vector Tobacco

for 2004 2011 was $46.9 million. At September 30, 2012 included in Other assets on our consolidated balance sheet
was a non-current receivable of $6.5 million relating to the $9.3 million payment. Arbitration of the 2003 NPM

Adjustment is pending. Liggett is currently engaged in an arbitration with the states over the NPM Adjustment.
The following amounts have not been expensed by the Company as they relate to Liggett and Vector Tobacco s NPM

Adjustment claims for 2003 through 2009: $6.5 million for 2003, $3.8 million for 2004 and $800,000 for 2005.
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Gross v. Net Calculations.

In October 2004, the Independent Auditor notified Liggett and all other Participating Manufacturers that their
payment obligations under the MSA, dating from the agreement s execution in late 1998, had been recalculated using
net unit amounts, rather than gross unit amounts (which had been used since 1999).

Liggett, along with certain other Participating Manufacturers, objected to this retroactive change and disputed the
change in methodology. Liggett contends that the retroactive change from using gross to net unit amounts is
impermissible for several reasons, including:
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use of net unit amounts is not required by the MSA (as reflected by, among other things, the use of gross unit amounts
through 2005);
such a change is not authorized without the consent of affected parties to the MSA;
the MSA provides for four-year time limitation periods for revisiting calculations and determinations, which
precludes recalculating Liggett s 1997 Market Share (and thus, Liggett s market share exemption); and
Liggett and others have relied upon the calculations based on gross unit amounts since 1998.

The change in the method of calculation could result in Liggett owing as much as $37.5 million of additional MSA
payments for prior years, including interest, because the proposed change from gross to net units would serve to lower
Liggett s market share exemption under the MSA. The Company currently estimates that future annual MSA payments

would be a least approximately $2.5 million higher if the method of calculation is changed. Liggett is currently
engaged in an arbitration with the states over the gross versus net calculation.

No amounts have been expensed or accrued in the accompanying consolidated financial statements for any potential
liability relating to the gross versus net dispute.

Liggett may have additional payment obligations under its state settlements.

In 2004, the Attorneys General for each of Florida, Mississippi and Texas advised Liggett that they believed that
Liggett had failed to make all required payments under the respective settlement agreements with these states for the
period 1998 through 2003 and that additional payments may be due for 2004 and subsequent years. Liggett believes
these allegations are without merit, based, among other things, on the language of the most favored nation provisions

of the settlement agreements and no amounts have been accrued in our consolidated financial statements for any

additional amounts that may be payable by Liggett under the settlement agreements with Mississippi and Texas.

Liggett settled the dispute with Florida in 2010 and agreed to, among other things, pay Florida $1.2 million plus

$250,000 per year for the next 21 years. The payment in years 12-21 will be subject to an inflation adjustment. In

February 2012, Mississippi provided Liggett with a 60-day notice that the state intended to pursue its remedies if
Liggett did not cure its alleged defaults. Liggett responded to Mississippi s letter but has heard nothing further on the

matter. There can be no assurance that Liggett will prevail in the remaining matters and that Liggett will not be
required to make additional material payments, which payments could materially adversely affect our consolidated
financial position, results of operations or cash flows and the value of the notes and our common stock.

New Valley is subject to risks relating to the industries in which it operates.
Risks of real estate ventures.

New Valley has a number of real estate-related investments, including Douglas Elliman Realty (50% interest), Fifty
Third-Five Building LLC (50% interest), Sesto Holdings S.r.L (7.2% interest), 1107 Broadway (5% interest), NV
SOCAL LLC (26% interest), HFZ East 68th Street (18% interest), Lofts 21 LLC (12% interest), Hotel Taiwana (6.4%
interest), 11 Beach Street Investor LLC (49% interest), NV Maryland LLC (33% interest) and NV 701 Seventh
Avenue LLC (15% interest), where other partners hold significant interests. New Valley must seek approval from
these other parties for important actions regarding these joint ventures. Since the other parties interests may differ

from those of New Valley, a deadlock could arise that might impair the ability of the ventures to function. Such a
deadlock could significantly harm the ventures.
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The volatility in the capital and credit markets has increased in recent years.
Because the volatility in capital and credit markets may create additional risks in the upcoming months and possibly
years, the Company will continue to perform additional assessments to determine the impact, if any, on the Company s

consolidated financial statements. Thus, future impairment charges may occur.
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New Valley may pursue a variety of real estate development projects.

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

Risks relating to the residential brokerage business.

Through New Valley s investment in Douglas Elliman Realty, we are subject to the risks and uncertainties endemic to
the residential brokerage business. Real estate ventures and mortgage receivables have been negatively impacted by
the current downturn in the residential real estate market. The U.S. residential real estate market, including the New
York metropolitan area where Douglas Elliman Realty operates, 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 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 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.

Any of the following could have a material adverse effect on our real estate ventures by causing a general decline in
the number of home sales and/or prices, which in turn, could adversely affect their revenues and profitability:

periods of economic slowdown or recession;
rising interest rates;
the general availability of mortgage financing, including:
the impact of the recent contraction in the subprime and mortgage markets generally;
the effect of more stringent lending standards for home mortgages;
adverse changes in economic and general business conditions in the New York metropolitan area;
a decrease in the affordability of homes;
declining demand for real estate;
a negative perception of the market for residential real estate;
commission pressure from brokers who discount their commissions;
acts of God, such as 