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VECTOR GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

ASSETS:

Current assets:
Cash and cash equivalents. . ...t i sttt s ettt s
Investment securities available for sale..........c.uiiiiiiiinn e
Accounts receivable - trade....... ...ttt s
Other receivables. . ... i i e s
B V7= o 0] oY
RESEriCted @SSt S . v ittt ittt e e e
Deferred 1NCOME LaXeS . ...ttt ittt ittt it et s
Other CUIMTENT ASSEBES . it v ittt ittt ittt ettt e ettt e e

Total CUrrent @SSeLS. .. it it s st e s

Property, plant and equipment, nNet...... ... ..t
Long-term investments, NeL. ... ..ttt i i s
RESErACtEd @SSEES . it ittt ittt it e s
Deferred INCOME taAXES . .\ u ittt et ettt e ettt e ettt
INtangible @SSet ..ttt e s
PENS I ON ASSEE S . i it ittt s
OLNEr @S SEES . i vttt ittt it e e e

TOtAl @SSEES . it ittt e s

LIABILITIES AND STOCKHOLDERS' EQUITY:

Current liabilities:
Current portion of notes payable and long-term debt and other obligations....
AccoUNtS payable. ...t e e e
Accrued promotional EXPENSES . . vt e
Accrued taxes payable, Net.......... i s
Settlement ACCrUALS . .. i ittt it i e
Deferred INCOME £aXES. ..t vttt ittt et s
AcCrued INteresSt. . vt e s
Prepetition claims and restructuring accrualsS...........uiiiiiiininnrnrennnns
Other accrued 1iabilities. ...ttt ittt e s

Total current liabilities. ... ... i i i
Notes payable, long-term debt and other obligations, less current portion......
Noncurrent employee benefits. . ... .. i s
Deferred INCOME TaAXES . ..ttt is ettt e s et s ettt
Other liabilities. ... v i i e e s e s
MiNOrdty INEEreStS . ottt i e e s
Commitments and CONtINQGEeNCIeS. ...t v ittt ittt e e e e e

Stockholders' equity:

Preferred stock, par value $1.00 per share, authorized 10,000,000 shares.....
Common stock, par value $0.10 per share, authorized 100,000,000
shares, issued 39,530,924 and outstanding 34,919,903......... . iunrnnn
Additional paid-in capital..........uuiiiiin i i
0= o
Accumulated other comprehensive INCOME. ... .... ...ttt
Less: 4,611,021 shares of common stock in treasury, at cost.................
Total stockholders' eqUItY..... ..ttt et e
Total liabilities and stockholders' equity..........c.ciiiiiiiiinnnnnnnns

The accompanying notes are an integral part
of the consolidated financial statements.

September 30,
2002

$109, 227
145, 395
11,790
3,433
94,109

8,213
12,419

384, 586

128,779
11,138
1,875
11,215
107,511
21,070
8,913

129,575

289, 285
13,230
138, 696

4,814
47,884

3,491
297, 641
(228, 295)

(2,901)
(18, 333)

December 31,
2001

$217,761
173, 697
34,380
1,234
53,194
20, 054
6,294
9,113

515,727

102,185
10, 044
1,881
9,778

17,920
31,368

$ 4,808
16,192
20,634
33,992
29,299

759
6,799
2,700

26, 362

141,545

214,273
14,749
132,528
16,294
56,156

3,317
309, 849
(182, 645)

1,170




VECTOR GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)
Three Months Ended Nine Months Ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
2002 2001 2002 2001
Revenues:
TODACCOY ittt ettt e $ 141,714 $ 120,228 $ 378,285 $ 302,922
Real estate 1easing .....vviiiiinn i -- 2,538 661 7,604
TOotal reVENUES ittt ittt et 141,714 122,766 378,946 310,526
Expenses:
CoSt OF goods SOLA* .. 'iu'itun ettt 100,442 72,199 262,617 173,605
Operating, selling, administrative and general expenses 40,958 33,511 136,718 89,509
Settlement charges ....... ... s -- 56 (807) 9,853
Operating income (1OSS) . .vuivrvnir i en s 314 17,000 (19,582) 37,559
Other income (expenses):
Interest and dividend income ............ ... 2,342 3,537 7,743 7,777
INtEresSt EXPENSE ittt ittt ittt s (7,112) (5,824) (19,417) (9,134)
(Loss) gain on sale of investments, net ................. (62) (804) 1,715 (51)
Gain on sale of assets .........cciiiiii it i 345 415 9,029 2,187
Provision for uncollectibility of notes receivable ...... (13,198) -- (13,198) --
Other, net ... . s 757 (305) 206 (428)
(Loss) income from continuing operations before provision for
income taxes and minority interests ................... (16,614) 14,019 (33,504) 37,910
(Benefit) provision for income taxes ............vvuvennn (1,972) 6,753 (5,643) 17,235
Minority interests ...t s (6,476) (1,210) (4,490) (1,992)
(Loss) income from continuing operations .................... (8,166) 8,476 (23,371) 22,667
Discontinued operations:
Loss from discontinued operations ............ . -- (1,107) -- (2,231)
Gain on disposal of discontinued operations, net of
minority interests ...t s -- -- -- 1,283
Loss from discontinued operations ............. . 0o, -- (1,107) -- (948)
Net (10SS) ANCOME ...ttt i it it e e $ (8,166) $ 7,369 $ (23,371) $ 21,719
Per basic common share:
(Loss) income from continuing operations ................ $ (0.23) $ 0.26 $ (0.67) $ 0.75
Loss from discontinued operations ............c.cvvvviinnn. $ -- $ (0.03) $ -- $ (0.03)
Net (loss) income applicable to common shares ........... $ (0.23) $ 0.23 $ (0.67) $ 0.72
Basic weighted average common shares outstanding ............ 34,920,140 32,520,237 34,915,109 30,123,183
Per diluted common share:
(Loss) income from continuing operations ................ $ (0.23) $ 0.22 $ (0.67) $ 0.62
Loss from discontinued operations ...................u... $ -- $ (0.03) $ -- $ (0.03)
Net (loss) income applicable to common shares ........... $ (0.23) $ 0.19 $ (0.67) $ 0.59
Diluted weighted average common shares outstanding .......... 34,920,140 38,293,602 34,915,109 36,422,931
* Revenues and Cost of goods sold include excise taxes of $51,668, $41,496,

$144,858 and $105,806, respectively.

The accompanying notes are an integral part
of the consolidated financial statements.






VECTOR GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)
Accumulated
Common Stock Additional Other
—————————————————————— Paid-In Treasury Comprehensive
Shares Amount Capital Deficit Stock Income (Loss) Total

Balance, December 31, 2001 ............... 33,171,847 $ 3,317 $ 309,849 $ (182,645) $ (18,333) $ 1,176 $ 113,358
NEt L10SS tuvvvne ettt -- -- -- (23,371) -- -- (23,371)
Unrealized loss on investment securities -- -- -- -- -- (2,564) (2,564)
Total other comprehensive loss ..... -- -- -- -- -- -- (2,564)

Total comprehensive 10SS ........eovvuveunn -- -- -- -- -- -- (25,935)
Distributions on common stock ............ -- -- (39,906) -- -- -- (39,906)
Effect of stock dividend ................. 1,662,619 166 22,113 (22,279) -- -- --
Exercise of options ..........ccivviiinn, 85,437 8 1,188 -- -- -- 1,196
Tax benefit of options exercised ......... -- -- 526 -- -- -- 526
Amortization of deferred compensation, net -- -- 2,364 -- -- -- 2,364
Other, net ........i it -- -- 1,507 -- -- (1,507) --
Balance, September 30, 2002 .............. 34,919,903 $ 3,491 $ 297,641 $ (228,295) $ (18,333) $ (2,901) $ 51,603

The accompanying notes are an integral part
of the consolidated financial statements.



VECTOR GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)
Nine Months Ended
Sept. 30, Sept. 30,
2002 2001
Net cash (used in) provided by operating activities: $(35,602) $ 20,425
Cash flows from investing activities:
Proceeds from sale of businesses and assets, net.. 2,642 8,599
Sale or maturity of investment securities ........ 70,161 10,634
Purchase of investment securities ................ (46,024) (159,381)
Purchase of long-term investments ................ (50,103) (5,747)
Sale or liquidation of long-term investments ..... -- 1,133
Purchase of real estate ............ .. iiiiiuinnnns -- (1,213)
Sale of real estate ........cciiiiiiiiiinnninnnn 20,461 10,172
Increase in restricted assets...........ciiiiinnn -- 1,306
Issuance of notes receivable, net................. (4,000)
Payment of prepetition claims .................... (2,025) (2,634)
Cash acquired in acquisition of LTS .............. -- 8,010
New Valley purchase of common shares ............. -- (274)
Purchase by New Valley of subsidiary common stock -- (3,945)
Capital expenditures .........coviiiirnrnnrrrnnnnns (39, 284) (47,357)
Net cash used in investing activities .............. (48,172) (180,697)
Cash flows from financing activities:
Proceeds from debt .............c i 37,635 255,167
Repayments of debt .......... ..., (10,355) (21,933)
Borrowings under revolver .............iiiiiiiaann 467,016 358,330
Repayments on revolver ...........oiiiiiniiiniiaaas (467,016) (377,704)
Deferred financing charges ................. . ...t (930) (9,201)
Decrease in margin loan payable .................. -- (2,028)
Issuance of common Stock ............coiuuiuinnnnnn -- 50, 000
Distributions on common stock .................... (39,906) (34,024)
Proceeds from participating loan ................. -- 2,478
Repayment of participating loan................... (12,400) --
Proceeds from exercise of options and warrants ... 1,196 16,042
Net cash (used in) provided by financing activities (24,760) 237,127
Net cash provided by discontinued operations ....... -- 139
Net (decrease) increase in cash and cash equivalents (108,534) 76,994
Cash and cash equivalents, beginning of period ..... 217,761 157,513
Cash and cash equivalents, end of period ........... $ 109,227 $ 234,507

The accompanying notes are an integral part
of the consolidated financial statements.
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VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

BASIS OF PRESENTATION:

The consolidated financial statements of Vector Group Ltd. (the
"Company" or "Vector") include the accounts of VGR Holding Inc. ("VGR
Holding"), Vector Tobacco Inc. ("Vector Tobacco"), Liggett Group Inc.
("Liggett"), New Valley Corporation ("New Valley") and other less
significant subsidiaries. The Company owned 56.2% of New Valley's
common shares at September 30, 2002. All significant intercompany
balances and transactions have been eliminated.

Vector Tobacco is engaged in the development and marketing of reduced
carcinogen and low nicotine and nicotine-free cigarette products.
Liggett is engaged primarily in the manufacture and sale of
cigarettes, principally in the United States. New Valley is currently
engaged in the real estate business through its New Valley Realty
division and is seeking to acquire additional operating companies.

As discussed in Note 3, a subsidiary of the Company acquired The
Medallion Company, Inc. on April 1, 2002.

As discussed in Note 9, New Valley's former broker-dealer operations
are presented for 2001 as discontinued operations.

The interim consolidated financial statements of the Company are
unaudited and, in the opinion of management, reflect all adjustments
necessary (which are normal and recurring) to present fairly the
Company's consolidated financial position, results of operations and
cash flows. These consolidated financial statements should be read in
conjunction with the consolidated financial statements and the notes
thereto included in the Company's Annual Report on Form 10-K for the
year ended December 31, 2001, as filed with the Securities and
Exchange Commission. The consolidated results of operations for
interim periods should not be regarded as necessarily indicative of
the results that may be expected for the entire year.

ESTIMATES AND ASSUMPTIONS:

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent
assets and liabilities and the reported amounts of revenues and
expenses. Significant estimates subject to material changes in the
near term include deferred tax assets, allowance for doubtful
accounts, promotional accruals, sales returns and allowances,
actuarial assumptions of pension plans, settlement accruals and
litigation and defense costs. Actual results could differ from those
estimates.

-6 -



(c)

(d)

(e)

()

VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Thousands, Except Per Share Amounts) - (Continued)
(Unaudited)

RECLASSIFICATIONS:

Certain amounts in the 2001 consolidated financial statements have
been reclassified to conform to the 2002 presentation.

EARNINGS PER SHARE:

Information concerning the Company's common stock has been adjusted
to give effect to the 5% stock dividends paid to Company stockholders
on September 28, 2001 and September 27, 2002. In connection with each
of the 5% dividends, the Company increased the number of warrants and
stock options by 5% and reduced the exercise prices accordingly. All
share amounts have been presented as if the stock dividends had
occurred on January 1, 2001.

The Company had a net loss for the three and nine months ending
September 30, 2002. Therefore, the effect of the common stock
equivalents and convertible securities is excluded from the
computation of diluted net loss per share since the effect is
anti-dilutive for the three and nine months ended September 30, 2002.

COMPREHENSIVE INCOME:

Comprehensive income is a component of stockholders' equity and
includes such items as the Company's proportionate interest in New
Valley's capital transactions, unrealized gains and losses on
investment securities and minimum pension liability adjustments.
Total comprehensive loss was $25,935 for the nine months ended
September 30, 2002 and total comprehensive income was $20,938 for the
nine months ended September 30, 2001.

NEW ACCOUNTING PRONOUNCEMENTS:

During 2000, the Emerging Issues Task Force issued EITF No. 00-14,
"Accounting for Certain Sales Incentives". EITF Issue No. 00-14
addresses the recognition, measurement and statement of operations
classification for certain sales incentives and became effective in
the first quarter of 2002. As a result, certain items previously
included in operating, selling, general and administrative expense in
the consolidated statement of operations have been recorded as a
reduction of operating revenues. The Company has determined that the
impact of adoption and subsequent application of EITF Issue No. 00-14
did not have a material effect on its consolidated financial position
or results of operations. Upon adoption, prior period amounts, which
were not significant, have been reclassified to conform to the new
requirements.

In April 2001, the EITF reached a consensus on Issue No. 00-25,
"Vendor Income Statement Characterization of Consideration Paid to a
Reseller of the Vendor's Products." EITF Issue No. 00-25 requires
that certain expenses included in operating, selling, administrative
and general expenses be recorded as a reduction of operating revenues
and was effective in the first quarter of 2002. The financial
statements reflect adoption of this accounting treatment. For
comparative purposes, prior period amounts have been

-7 -



VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Thousands, Except Per Share Amounts) - (Continued)
(Unaudited)

reclassified from operating, selling, administrative and general
expenses to a reduction of revenues. The adoption of EITF 00-25 did
not impact the Company's consolidated financial position, operating
income or net income.

In July 2001, the FASB issued SFAS No. 141, "Business Combinations"
and SFAS No. 142, "Goodwill and Other Intangible Assets". SFAS No.
141 requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001, establishes
specific criteria for the recognition of intangible assets separately
from goodwill and requires unallocated negative goodwill to be
written off. SFAS No. 142 primarily addresses the accounting for
goodwill and intangible assets subsequent to their acquisition. SFAS
No. 141 is effective for all business combinations initiated after
June 30, 2001, and SFAS No. 142 is effective for fiscal years
beginning after December 15, 2001.

In October 2001, FASB issued SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets". SFAS No. 144 supersedes
SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed of", and requires (i) the
recognition and measurement of the impairment of long-lived assets to
be held and used and (ii) the measurement of long-lived assets to be
disposed of by sale. SFAS No. 144 is effective for fiscal years
beginning after December 15, 2001. The adoption of this statement did
not have any impact on the Company's consolidated financial
statements.

In June 2002, the FASB issued SFAS 146, "Accounting for Costs
Associated with Exit or Disposal Activities." SFAS 146 addresses
financial accounting and reporting for costs associated with exit or
disposal activities and nullifies EITF 94-3, "Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring)." SFAS
146 requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred as
opposed to EITF 94-3, which allowed a cost to be recognized when a
commitment to an exit plan was made. The provisions of this SFAS are
effective for exit or disposal activities that are initiated after
December 31, 2002. The Company will apply this statement
prospectively upon adoption.

LIGGETT VECTOR BRANDS

In March 2002, the Company announced that the sales and marketing
functions, along with certain support functions, of its Liggett and Vector
Tobacco subsidiaries would be combined into a new entity, Liggett Vector
Brands Inc. The newly formed company will coordinate and execute the sales
and marketing efforts for all of the Company's tobacco operations. As of
September 30, 2002, this reorganization was essentially complete. With the
combined resources of Liggett and Vector Tobacco, Liggett Vector Brands
has approximately 425 salespersons, and enhanced distribution and
marketing capabilities. Final reorganization matters are being completed
in the fourth quarter of 2002. In connection with the creation of the new
Liggett Vector Brands entity, the Company took a charge of $3,460 in

-8 -



VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Thousands, Except Per Share Amounts) - (Continued)
(Unaudited)

the first quarter of 2002, related to the reorganization of its business.
As of September 30, 2002, the Company's reorganization accrual has been
reduced by payments of $730 and the remaining balance was $2,730.

MEDALLION ACQUISITION

On April 1, 2002, a subsidiary of the Company acquired 100% of the stock
of The Medallion Company, Inc. ("Medallion"), and related assets from
Medallion's principal stockholder. The total purchase price consisted of
$50,000 in cash and $60,000 in notes, with the notes guaranteed by the
Company and Liggett. Medallion, a discount cigarette manufacturer
headquartered in Richmond, Virginia, is a participant in the Master
Settlement Agreement between the state Attorneys General and the tobacco
industry. Medallion has no payment obligations under the Master Settlement
Agreement except to the extent its market share exceeds approximately
0.28% of total cigarettes sold in the United States (approximately 1.15
billion units in 2001). The results of operations of Medallion are
included in the Company's financial statements beginning April 1, 2002.

The following table summarizes the estimated fair values of the assets
acquired and liabilities assumed at the date of acquisition.

AT APRIL 1, 2002

Receivable from seller...........couvivuunn. $ 3,189
INVENEONY . it it it et et st st i s 1,019
Property, plant and equipment............... 2,181
Intangible asset........ccvviviiiiiinnnins 107,511

Total assets acquired................... 113,900
Accrued merger COStS......iuvev i rnnnennn 300
Allowance for sales returns................. 500
Accrued MSA liability..............cvvuiuuuns 3,100

Total liabilities assumed............... 3,900

Net assets acquired............vvvinnn. $ 110,000

The $107,511 intangible asset, which is not subject to amortization,
relates to Medallion's exemption under the Master Settlement Agreement and
has been included with the Liggett segment for segment reporting purposes.

The following table presents unaudited pro forma results of operations as
if the Medallion acquisition had occurred immediately prior to January 1,
2001. These pro forma results have been prepared for comparative purposes
only and do not purport to be indicative of what would have occurred had
these transactions been consummated as of such date.

-9 -



VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Thousands, Except Per Share Amounts) - (Continued)

(Unaudited)
Three Months Ended Nine Months Ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
2002 2001 2002 2001
REVENUES ... it $141,714 $ 134,960 $393,807 $ 339,725
Net (loss) income ................. (8,166) $ 8,139 (24,535) $ 23,491
Net (loss) income per common share:
BaSIC v iviiiii i $ (0.23) $ 0.25 $ (0.70) $ 0.78
Diluted ..vviviiii i $ (0.23) $ 0.21 $ (0.70) $ 0.64
4. INVENTORIES
Inventories consist of:
September 30, December 31,
2002 2001
Leaf tobacco ................. $ 52,150 $ 26,364
Other raw materials .......... 5,978 6,764
Work-in-process .............. 2,922 2,263
Finished goods ............... 29,881 15,317
Replacement parts and supplies 4,617 3,040

Inventories at current cost
LIFO adjustments .............

At September 30, 2002, Liggett had leaf tobacco purchase commitments of
approximately $21,800 and Vector Tobacco had leaf tobacco purchase
commitments of approximately $11,330.

- 10 -



VECTOR GROUP LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands,

Except Per Share Amounts) - (Continued)
(Unaudited)

5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of:

September 30, December 31,
2002 2001
Land and improvements ....... $ 2,383 $ 2,252
Buildings .......viiiiiian.. 26,165 23,035
Machinery and equipment ..... 128,046 81,396
Leasehold improvements ...... 1,668 1,451
Construction-in-progress 10,101 27,464
168,363 135,598
Less accumulated depreciation (39,584) (33,413)
$ 128,779 $ 102,185
6. NOTES PAYABLE, LONG-TERM DEBT AND OTHER OBLIGATIONS

Notes payable, long-term debt and other obligations consist of:

Vector:

6.25% Convertible Subordinated Notes due 2008 ............

VGR Holding:

10% Senior Secured Notes due 2006, net of
unamortized discount of $12,485 and $9,242 ............

Liggett:

Revolving credit facility .....
Term loan under credit facility
Other notes payable ...........

Vector Research:

Equipment loans ...............

Vector Tobacco:

Note payable ..................
Equipment loans ...............
Notes for Medallion acquisition

Total notes payable, long-term debt and other obligations

Less:

Current maturities ......

Amount due after one year .....

- 11 -
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2002

$ 132,500

77,515

5,190
14,072

17,551

6,918
1,158
53,750

December 31,
2001

$ 132,500

50, 758

5,865
7,748

12,724

8,847



VECTOR GROUP LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Thousands, Except Per Share Amounts) - (Continued)
(Unaudited)

6.25% CONVERTIBLE SUBORDINATED NOTES DUE JULY 15, 2008 - VECTOR:

In July 2001, Vector completed the sale of $172,500 (net proceeds of
approximately $166,400) of its 6.25% convertible subordinated notes due
2008 through a private offering to qualified institutional investors in
accordance with Rule 144A under the Securities Act of 1933. The notes pay
interest at 6.25% per annum and are convertible into Vector's common
stock, at the option of the holder, at a conversion price of $30.91 per
share at September 30, 2002. The conversion price is subject to adjustment
for various events, and any cash distribution on Vector's common stock
will result in a corresponding decrease in the conversion price. Following
the conversion of $40,000 principal amount of the convertible notes in
December 2001, $132,500 principal amount of the convertible notes were
outstanding.

The notes may be redeemed by Vector, in whole or in part, between July 15,
2003 and July 15, 2004, if the closing price of Vector's common stock
exceeds 150% of the conversion price then in effect for a period of at
least 20 trading days in any consecutive 30 day trading period, at a price
equal to 100% of the principal amount, plus accrued interest and a "make
whole" payment. Vector may redeem the notes, in whole or in part, at a
price of 103.125% in the year beginning July 15, 2004, 102.083% in the
year beginning July 15, 2005, 101.042% in the year beginning July 15, 2006
and 100% in the year beginning July 15, 2007, together with accrued
interest. If a change of control occurs, Vector will be required to offer
to repurchase the notes at 101% of their principal amount, plus accrued
interest and, under certain circumstances, a "make whole" payment.

10% SENIOR SECURED NOTES DUE MARCH 31, 2006 - VGR HOLDING:

On May 14, 2001, VGR Holding issued at a discount $60,000 principal amount
of 10% senior secured notes due March 31, 2006 in a private placement. VGR
Holding received net proceeds from the placement of approximately $46,500.
on April 30, 2002, VGR Holding issued at a discount an additional $30,000
principal amount of 10% senior secured notes due March 31, 2006 in a
private placement and received net proceeds of approximately $25,000. The
notes were priced to provide the purchasers with a 15.75% yield to
maturity. The new notes are on the same terms as the $60,000 principal
amount of senior secured notes previously issued. All $90,000 principal
amount of the notes have been guaranteed by the Company and by Liggett.

The notes are collateralized by substantially all of VGR Holding's assets,
including a pledge of VGR Holding's equity interests in its direct
subsidiaries, including Brooke Group Holding, Brooke (Overseas) Ltd.,
Vector Tobacco and New Valley Holdings, Inc., as well as a pledge of the
shares of Liggett and all of the New Valley securities held by VGR Holding
and New Valley Holdings. The purchase agreement for the notes contains
covenants, which among other things, limit the ability of VGR Holding to
make distributions to Vector to 50% of VGR Holding's net income, unless
VGR Holding holds $75,000 in cash after giving effect to the payment of
the distribution, and limit additional indebtedness of VGR Holding,
Liggett and Vector Tobacco to 250% of EBITDA (as defined in the purchase
agreements) for the trailing 12 months plus an additional amount of up to
$75,000 during the period commencing on April 1, 2002 and ending on
September 29, 2002, $115,000 during the period commencing on September 30,
2002 and ending on December 30, 2002 and $100,000 during the period
commencing on December 31, 2002 and ending on March 31, 2003. The
covenants also restrict transactions with affiliates subject to exceptions
which include payments to Vector not to exceed $9,500 per year for
permitted operating expenses, and limit the ability of VGR Holding to
merge, consolidate or sell certain assets. In November 2002, in connection
with an amendment to the note purchase
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agreement, VGR Holding repurchased $8,000 of the notes at a price of 100%
of the principal amount plus accrued interest. VGR Holding will recognize
a loss of approximately $1,300 in the fourth quarter 2002 on the early
extinguishment of debt.

Prior to May 14, 2003, VGR Holding may redeem up to $31,500 of the notes
at a redemption price of 100% of the principal amount with proceeds from
one or more equity offerings. VGR Holding may redeem the notes, in whole
or in part, at a redemption price of 100% of the principal amount
beginning May 14, 2003. During the term of the notes, VGR Holding is
required to offer to repurchase all the notes at a purchase price of 101%
of the principal amount, in the event of a change of control, and to offer
to repurchase notes, at 100% of the principal amount, with the proceeds of
material asset sales.

REVOLVING CREDIT FACILITY - LIGGETT:

Liggett has a $40,000 credit facility, under which $0 was outstanding at
September 30, 2002. Availability under the credit facility was
approximately $34,633 based on eligible collateral at September 30, 2002.
The facility is collateralized by all inventories and receivables of
Liggett. Borrowings under the facility, whose interest is calculated at a
rate equal to 1.0% above Philadelphia National Bank's (the indirect parent
of Congress Financial Corporation, the lead lender) prime rate, bore a
rate of 5.75% at September 30, 2002. The facility requires Liggett's
compliance with certain financial and other covenants including a
restriction on the payment of cash dividends unless Liggett's borrowing
availability under the facility for the 30-day period prior to the payment
of the dividend, and after giving effect to the dividend, is at least
$5,000. In addition, the facility, as amended, imposes requirements with
respect to Liggett's adjusted net worth (not to fall below $8,000 as
computed in accordance with the agreement) and working capital (not to
fall below a deficit of $17,000 as computed in accordance with the
agreement). At September 30, 2002, Liggett was in compliance with all
covenants under the credit facility; Liggett's adjusted net worth was
$22,353 and net working capital was $2,643, as computed in accordance with
the agreement. The facility expires on March 8, 2003 subject to automatic
renewal for an additional year unless a notice of termination is given by
the lender at least 60 days prior to the anniversary date.

In November 1999, 100 Maple LLC, a new company formed by Liggett to
purchase its Mebane, North Carolina facility, borrowed $5,040 from the
lender under Liggett's credit facility. In July 2001, Maple borrowed an
additional $2,340 under the loan, and a total of $5,190 was outstanding at
September 30, 2002. In