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Item 1.01. Entry into a Material Definitive Agreement

In connection with the 1998 and 1999 transaction with Philip Morris Incorporated, in which a subsidiary of Liggett Group Inc., a subsidiary of our
company Vector Group Ltd., contributed three of its premium cigarette brands to Trademarks LLC, a newly-formed limited liability company, we recognized
in 1999 a pre-tax gain of $294.1 million in our consolidated financial statements and established a deferred tax liability of $103.1 million relating to the gain.
In such transaction, Philip Morris acquired an option to purchase the remaining interest in Trademarks for a 90-day period commencing in December 2008,
and we have an option to require Philip Morris to purchase the remaining interest for a 90-day period commencing in March 2010. It has been our position
that, upon exercise of the options during either of the 90-day periods commencing in December 2008 or in March 2010, we would be required to pay tax in
the amount of the deferred tax liability, which would be offset by the benefit of any net operating losses available to us at that time. In connection with an
examination of our 1998 and 1999 federal income tax returns, the Internal Revenue Service issued to us in September 2003 a notice of proposed adjustment.
The notice asserted that, for tax reporting purposes, the entire gain should have been recognized in 1998 and 1999 in the additional amounts of $150 million
and $129.9 million, respectively, rather than upon the exercise of the options during either of the 90-day periods commencing in December 2008 or in
March 2010.

On July 20, 2006, we entered into a settlement with the Internal Revenue Service with respect to the Philip Morris brand transaction. As part of the
settlement, we agreed that $87 million of our gain on the transaction would be recognized by us as income for tax purposes in 1999 and that the balance of the
remaining gain ($192 million) will be recognized by us as income in 2008 or 2009 upon exercise of the options. We anticipate paying approximately
$42 million, including interest, with respect to the gain recognized in 1999. As a result of the settlement, we will reduce during the third quarter of 2006 the
excess portion of a previously established reserve in our consolidated financial statements for income taxes payable. We currently estimate the amount of such
reduction to be approximately $11.5 million.
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