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Q1 revenue of $6.3 million was a bit higher than our estimate, up 3% over
the same quarter a year-ago and down from the $7.1 million reported in Q4
of last year. The company reported an operating loss of $5.4 million, better
than our estimate of a $6.3 million loss. The $5.4 million operating loss
compares to a $5.0 million loss in Q1 18 and a $5.8 million loss in Q4 18.
During the quarter 22nd Century spent $1.2 million on its MRTP application
and will spend another $400K this quarter. In total, the company will spend
$11.4 million on the application, which could be acted on by the FDA before
year end.
EBITDA for the quarter was a loss of $4.6 million, versus a loss of $4.1
million in Q1 18 and a loss of $5.0 million in Q4 18. These amounts
were impacted by the MRTP application costs which cease this quarter.
Excluding the MRTP costs, adjusted EBITDA in Q1 was a loss of $3.4
million versus a $2.8 million loss in Q1 18 and a $2.3 million loss in Q4 18.
We expect the Q1 rate to continue over the coming quarters.
Cash at quarter end was $52 million, or almost 4 years of cash at the
company’s current burn rate. However, investments in the hemp market,
(see below), will lower the company’s cash balances modestly.
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Below the operating line, the company recognized a $3.0 million unrealized
gain on the increase in value of its almost 1 million warrants of Aurora
Cannabis. Aurora purchased the company’s stake in Anandia in Q3 18 for
a combination of stock and warrants. All of the shares of Aurora were sold,
but 22nd Century retained the warrants. In US dollars, Aurora trades at
$8.60 per share and the exercise price of the warrants is $7.01 per share.
The company is investing in the hemp market. During the quarter XXII
entered into a collaboration and research agreement with Natural Good
Medicines (NGM) that calls on NGM to process hemp and cannabis plant
lines owned by NGM. 22nd Century has certain exclusive rights to NGM’s
plant lines. After the quarter ended, 22nd Century entered into a worldwide
R&D agreement with KeyGene, that will focus on developing hemp and
cannabis plants with specific medical and therapeutic profiles. KeyGene
is an AgBiotech company that specializes in crop improvement using
molecular breeding. KeyGene believes this is the fastest and most costeffective path to market for specialized crops.
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In exchange for $6 million over the initial five year term, KeyGene will work exclusively with 22nd Century on the Cannabis
Sativa L. plant and will work specifically to create a genetic database, develop improved varieties, create a molecular
genetic map of the cannabis plant genome, analyze the genomic sequences of multiple species of hemp/cannabis plans
and initiate generation of plant lines with distinctive profiles. This is still early days for 22nd Century and the hemp market
but it could generate considerable value as the hemp market grows.
The company continues to work with the FDA on its PMTA and MRTP applications and waits for further movement
from the FDA on an NPRM to mandate non-addictive nicotine levels in combustible cigarettes. The FDA has completed
inspection of the company’s manufacturing facility in North Carolina, the third phase of a four phase process to evaluate
22nd Century’s PMTA (pre-market tobacco application) for a very-low nicotine cigarette. Shortly after the PMTA was filed
in December of 2018, 22nd Century filed an MRTP, Modified Risk Tobacco Product application requesting authorization
to claim on packaging and in advertising that its cigarettes contain 0.5mg of nicotine per gram of tobacco. Applications
are supposed to be evaluated in 180 days, but questions from the FDA and amendments submitted by the petitioner
can extend that time considerably.
We believe these applications will be an important tool the FDA can use to justify and support the NPRM we expect to be
issued. The FDA has been consistent and clear that it wants to implement a rule that would lower nicotine in combustible
cigarettes to non-addictive levels. One major objection industry has made is a claim that technology is not available to
accomplish this objective. Approval of 22nd Century’s PMTA and MRTP would counter this objection and justify the FDA’s
rule change.
As the FDA moves down the path of mandating non-addictive levels of nicotine in cigarettes, 22nd Century could have a
large time-to-market advantage over current providers in the market as well as demonstrate it has technology available
others need to comply with the very-low nicotine mandate.There is tremendous institutional momentum in the FDA’s
decade’s long endeavor to reduce cigarette smoking. While the NPRM has been delayed due to the recent resignation
of FDA Commissioner Gottlieb, we expect the process to move forward this year.

Valuation:
Our twelve-month price target of $11.50 is based on the company garnering royalty revenue for its technology on 10%
of the US market share in the next five years, discounted at a 20% annual rate.

Risks to achievement of target price:
Risks to achieving our price target include delays in the FDA process, ability to find partners for X-22, challenges in
attracting contract manufacturing and selling product overseas and possibility of requiring additional capital.

Company description:
22nd Century owns or exclusively controls over 200 issued patents, 50 pending patent applications. The company’s
proprietary technology enables the control of nicotine levels in tobacco plants by controlling the genes responsible for
nicotine production in tobacco plants.
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6,397
5,900
(103)
100

R&D
G&A
Sales & marketing
Depreciation & Amort.
Opex
Operating Income

2,451
2,243
232
351
5,276
$ (5,379) $

Interest Expense
Other
Warrant Charge
Pretax Income
Income Tax Expense
Net before Minority Interest
Minority Interest
Net to Common
Shares
EPS

Chardan Capital Markets, LLC

262
3,045
0

3,682
2,109
249
321
6,361
(6,261)

4.9%
8.4%
NM
-33.4%
6.4%
-6.9%
9.1%
-17.0%
14.1%

(2)

(2,073)
(6,263)
0
0
(2,073)
(6,263)
0
$ (2,073) $ (6,263)
124,645
$

124,668

(0.02) $

(0.05)

Page 3 of 5

Company Note
May 8, 2019

22nd Century Group, Inc.

Required Research Disclosures
Rating and Price Target History for: 22nd Century Group, Inc. (XXII) as of 05-07-2019
08/11/16
B:$3.5

Q1

10/16/17
B:$11.5

Q2

Q3

2017

Q1

Q2

Q3

2018

Q1

Q2

Q3

2019

Q1

4.50
4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50
Q2

Created by: BlueMatrix

Distribution of Ratings/IB Services
Chardan Capital Markets
IB Serv./Past 12 Mos.
Rating

Count

Percent

Count

Percent

69
25
0
8

67.65
24.51
0.00
7.84

20
2
0
0

28.99
8.00
0.00
0.00

BUY [BUY]
HOLD [NEUTRAL]
SELL [SELL]
NOT RATED [NR]

Regulation Analyst Certification ("Reg AC") —
ANALYST(s) CERTIFICATION: The analyst(s) responsible for covering the securities in this report certify that the views
expressed in this research report accurately reflect their personal views about “Company” and its securities. The analyst(s)
responsible for covering the securities in this report certify that no part of their compensation was, is, or will be directly or
indirectly related to the specific recommendation or view contained in this research report.
DISCLOSURES
RATINGS
Buy: Expected to materially outperform sector average over 12 months and indicates total return of at least 10% over
the next 12 months.
Neutral: Returns expected to be in line with sector average over 12 months and indicates total return between negative
10% and 10% over the next 12 months.
Sell: Returns expected to be materially below sector average over 12 months and indicates total price decline of at least
10% over the next 12 months.
22nd Century Group, Inc. (XXII - $2.21 - Buy)
Price Target
$11.50
VALUATION:
Our twelve-month price target of $11.50 is based on the company garnering royalty revenue for its technology on 10%
of the US market share in the next five years, discounted at a 20% annual rate.
RISKS TO ACHIEVEMENT OF TARGET PRICE:
Risks to achieving our price target include delays in the FDA process, ability to find partners for X-22, challenges in
attracting contract manufacturing and selling product overseas and possibility of requiring additional capital.
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FORWARD-LOOKING STATEMENTS: This Report contains forward-looking statements, which involve risks and
uncertainties. Actual results may differ significantly from such forward-looking statements. Factors that might cause such
a difference include, but are not limited to, those discussed in the “Risk Factors” section in the SEC filings available in
electronic format through SEC Edgar filings at www.SEC.gov on the Internet.
COMPENSATION OR SECURITIES OWNERSHIP: The analyst(s) responsible for covering the securities in this report
receives compensation based upon, among other factors, the overall profitability of Chardan Capital Markets including
profits derived from investment banking revenue and securities trading and market making revenue. The analyst(s) that
prepared the research report did not receive any compensation from the Company or any other companies mentioned
in this report in connection with the preparation of this report. The analysts responsible for covering the securities in this
report currently do not own common stock in the Company, but in the future may from time to time engage in transactions
with respect to the Company or other companies mentioned in the report.
For compendium reports (a research report covering six or more subject companies) please see the latest published
research to view company specific disclosures.
GENERAL: This report is provided for informational purposes only. It is not to be construed as an offer to buy or sell
a solicitation of an offer to buy or sell any financial instruments or to particular trading strategy in any jurisdiction. The
information and opinions in this report were prepared by registered employees of Chardan Capital Market. The information
herein is believed by Chardan Capital Market to be reliable and has been obtained from public sources believed to be
reliable, but Chardan Capital Market makes no representation as to the accuracy or completeness of such information.
Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this
report. They do not necessarily reflect the opinions of Chardan Capital Market and are subject to change without notice.
In addition, opinions, estimates and projections in this report may differ from or be contrary to those expressed by other
business areas or group of Chardan Capital Market and its affiliates. Chardan Capital Market has no obligation to update,
modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.
Chardan Capital Market does not provide individually tailored investment advice in research reports. This report has
been prepared without regard to the particular investments and circumstances of the recipient. The securities discussed
in this report may not suitable for all investors and investors must make their own investment decisions using their
own independent advisors as they believe necessary and based upon their specific financial situations and investment
objectives. Estimates of future performance are based on assumptions that may not be realized. Furthermore, past
performance is not necessarily indicative of future performance.
Chardan Capital Market salespeople, traders and other professionals may provide oral or written market commentary or
trading strategies to our clients that reflect opinions that are contrary to the opinions expressed in this research. Chardan
Capital Markets may seek to offer investment banking services to all companies under research coverage.
Electronic research is simultaneously available to all clients. This report is provided to Chardan Capital Market clients
and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express
written consent of Chardan Capital Market. Receipt and review of this research report constituted your agreement not
to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or information contained in this report
(including any investment recommendations, estimates or target prices) without first obtaining express permission from
Chardan Capital Market.
This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation.
For investors in the UK: In making this report available, Chardan Capital Market makes no recommendation to buy, sell or
otherwise deal in any securities or investments whatsoever and you should neither rely or act upon, directly or indirectly,
any of the information contained in this report in respect of any such investment activity. This report is being directed
at or distributed to , (a) persons who fall within the definition of Investment Professionals (set out in Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b)persons falling within the
definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the Order); (c) other
persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant
persons”). This report must not be acted on or relied on by persons who are not relevant persons.
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