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Investment Highlights 

CEO James Mish has resigned as CEO, to be replaced by John Miller, who leads the 

company’s tobacco unit. The move could indicate greater focus on the tobacco 

business which we expect will be aided by a potential FDA menthol ban and low-

nicotine mandate. Tobacco stocks trade at EV/Sales multiple of 3x to 5x, and as the 

company’s tobacco sales increase, we believe the multiple can as well. Currently the 

shares trade at less than 1x 2023 estimated sales and about 50% of 2024 estimated 

sales. 

 

The depressed multiple of sales, we believe, is a reflection of low gross margin in 

both the hemp and tobacco segments as well as an uncertain path to positive 

operational cash flow and the cash needed to get there. We expect gross margin to 

show noticeable improvement in the coming quarters from both the hemp and tobacco 

units, and the $15 million annualized cost-cutting program should result in sharply 

improved cash flow and positive operational cash flow by mid-year 2024. 

 

The $11.7 million capital raise, combined with two smaller raises totaling $4.8 

million, and additional insurance settlements from the Grass Valley fire, will put the 

company’s pro forma cash balance (using the Q1 ending cash balance of $16.2 

million) at about $33 to $37 million. This should cover the company’s operating cash 

flow needs for the remainder of the year. 

 

There is also potential cash available from the exercise of about 11 million warrants 

with a strike of $2.42 per share. This would raise an additional $27 million which we 

assume occurs in the first half of next year.  

 

The share count is now 21 million and if the $2.42 warrants are exercised the 

company is near the 33.3 million authorized share limit. If necessary, the company 

could get approval to increase its authorized shares but we think the path or lesser 

resistance would be additional cost-cutting to reach cash flow break-even. 

 

Valuation: Our $10.00 price target (down from $15) is based on a multiple of sales of about 1.5x our 2024 revenue estimate of $192 

million and assumes a 32 million share count, after the warrant exercise. The multiple range is consistent with other companies in the 

space, but as margins and cash flow improves, we expect the multiple can increase. 

 

Risks to Target: Our price target assumes success in VLN launches this year and this could take longer than estimated, and/or its 

partner could demand different terms than assumed. We assume significant margin expansion in both the tobacco and hemp segments 

which will be driven partly by capacity utilization. Our forecasted growth in the company’s hemp segment this year could be impacted 

by price pressures.

22nd Century Group, Inc. (NASDAQ: XXII) 

 
Buy: CEO Change, Cost Cutting Capital Raise. 

   
22nd Century announced the resignation of CEO James Mish, a $15 million 

annualized cost-cutting program and an $11.7 million capital raise. We have 

adjusted our expense estimates, share count, and future capital raises to reflect these 

events. We have also adjusted our price target to reflect the greater share count.  

 

James McIlree, CFA 
561-237-2709 

jmcilree@dawsonjames.com 



 

   www.dawsonjames.com            
 

 

               7/25/23              Page 2 of 7 

We expect significant operational improvement over the coming quarters as the company’s VLN business expands into 18 states 

serving 56% of total cigarette sales and its CBD business expands from CDMO agreements with Cookies, Old Pal. The VLN 

business is expanding with launches in Illinois, Colorado, New Mexico, Utah, Arizona, Florida, Texas and California. The company 

has agreements with Circle K in the Four Corner States and the largest C-Store operator in the nation (7-11, according to C-Store 

News) in California, Texas and Florida. The company estimates these eight states sell about 240 million cartons of cigarettes 

annually, and to achieve cash flow breakeven 22nd Century needs to sell about 1.2 million cartons annually, or a market share of 

0.5%. With data showing 1% share is possible, we expect the company to achieve its goal of cash flow breakeven by the middle of 

next year. 

 

By the end of Q2 22nd Century was distributing its VLN cigarettes in 10 markets addressing about 30% of the U.S. market and 

expects to operate in 18 markets addressing over 50% of the U.S. market by year end. The company needs to sell about 1.2 million 

cartons per year, or less than 0.5% of the addressable markets in those states to reach cash flow breakeven. The company is targeting 

the second half of next year for that event. Results in pilot markets point to a 1% market share potential in a short period of time 

and growing from there. As the company grows its distribution reach over the coming quarters, cash flow from VLN is expected to 

increase rapidly. 

 

We expect hemp/cannabis revenue to grow meaningfully over the course of the year from Q1’s $13 million to over $15 million in 

Q4 and doubling by the end of 2024. Margins will improve with the resumption of distillate production Q2/Q3 and isolate 

production in Q4/Q1 24. The company has announced two CDMO agreements with Cookies and Old Pal which it estimates could 

contribute over $45 million annually in sales. Also, we expect improved mix and margins as distillate and isolate capacity comes 

on line. Our margin forecast for the hemp/cannabis segment is below what the company expects, which could lead to upside in our 

EBITDA estimates as early as Q3 of this year. 

 

The company has guided to revenue this year of $105 to $110 million. At the midpoint, this is 73% higher than revenue in 2022 

and we estimate sales in 2024 of $192 million and positive EBITDA in Q2. 

  

http://www.dawsonjames.com/
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Exhibit 1. Income Statement  

 

 
Source: 22nd Century Group, Inc. and Dawson James Securities estimates 

http://www.dawsonjames.com/
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Exhibit 2. Balance Sheet and Cash Flow Statement  

 

 
Source: 22nd Century Group, Inc. and Dawson James Securities estimates 
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Important Disclosures: 

 

Price Chart: 
 

 
 

 

Price target and ratings changes over the past three years: 

Initiated – Buy – April 13, 2021 – Price Target $7.00 

Update – Buy – April 15, 2021 – Price Target $7.00 

Update – Buy – April 19, 2021 – Price Target $7.00 

Update – Buy – May 7, 2021 – Price Target $7.00 

Update – Buy – June 1, 2021 – Price Target $7.00 

Update – Buy – June 11, 2021 – Price Target $7.00 

Update – Buy – July 2, 2021 – Price Target $7.00 

Update – Buy – July 23, 2021 – Price Target $7.00 

Update – Buy – August 6, 2021 – Price Target $7.00 

Update – Buy – August 31, 2021 – Price Target $7.00 

Update – Buy – October 18, 2021 – Price Target $7.00 

Update – Buy – November 5, 2021 – Price Target $7.00 

Update – Buy – November 22, 2021 – Price Target $7.00 

Update – Buy – December 9, 2021 – Price Target $7.00 

Update – Buy – December 23, 2021 – Price Target $7.00 

Price Target Change – Buy – January 6, 2022 – Price Target changed from $7.00 to $8.50 

Update – Buy – January 24, 2022 – Price Target $8.50 

Update – Buy – February 16, 2022 – Price Target $8.50 

Update – Buy – February 24, 2022 – Price Target $8.50 

Update – Buy – March 4, 2022 – Price Target $8.50 

Update – Buy – May 2, 2022 – Price Target $8.50 

Update – Buy – May 6, 2022 – Price Target $8.50 

Update – Buy – May 16, 2022 – Price Target $8.50 

Update – Buy – June 13, 2022 – Price Target $8.50 

Update – Buy – June 22, 2022 – Price Target $8.50 

Update – Buy – July 1, 2022 – Price Target $8.50 

Update – Buy – July 26, 2022 – Price Target $8.50 

Update – Buy – August 10, 2022 – Price Target $8.50 

Update – Buy – September 21, 2022 – Price Target $8.50 

Update – Buy – October 20, 2022 – Price Target $8.50 

Update – Buy – October 27, 2022 – Price Target $8.50 

Update – Buy – November 9, 2022 – Price Target $8.50 

Update – Buy – November 22, 2022 – Price Target $8.50 

Update – Buy – February 1, 2023 – Price Target $8.50 

Update – Buy – March 6, 2023 – Price Target $8.50 

Update – Buy – March 10, 2023 – Price Target $8.50 

Price Target Change – Buy – May 10, 2023 – Price Target changed from $8.50 to $4.50 

http://www.dawsonjames.com/
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Price Target Change – Buy – July 3, 2023 – Price Target changed from $4.50 to $1.00 

1-15 Stock split July 5, 2023 

Price Target Change – Buy – July 25, 2023 – Price Target changed from $15.00 to $10.00 

 

Dawson James Securities, Inc. (the "Firm") is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities 

Investor Protection Corporation ("SIPC").  

 

The Firm does not make a market in the securities of the subject company(s). The Firm has engaged in investment banking relationships 

with the subject company in the prior twelve months, as a manager or co-manager of a public offering and has received compensation 

resulting from those relationships. The Firm may seek compensation for investment banking services in the future from the subject 

company(s). The Firm has received other compensation from the subject company(s) in the last 12 months for services unrelated to 

managing or co-managing of a public offering. 

 

Neither the research analyst(s) whose name appears on this report nor any member of his (their) household is an officer, director, or 

advisory board member of these companies. The Firm and/or its directors and employees may own securities of the company(s) in this 

report and may increase or decrease holdings in the future. As of June 22, 2023, the Firm as a whole did not beneficially own 1% or 

more of any class of common equity securities of the subject company(s) of this report. The Firm, its officers, directors, analysts, or 

employees may affect transactions in and have long or short positions in the securities (or options or warrants related to those securities) 

of the company(s) subject to this report. The Firm may affect transactions as principal or agent in those securities.  

 

Analysts receive no direct compensation in connection with the Firm's investment banking business. All Firm employees, including the 

analyst(s) responsible for preparing this report, may be eligible to receive non-product or service-specific monetary bonus compensation 

that is based upon various factors, including total revenues of the Firm and its affiliates as well as a portion of the proceeds from a broad 

pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but 

not limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report.  

 

Although the statements in this report have been obtained from and are based upon recognized statistical services, issuer reports or 

communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates 

included in this report constitute the analyst's judgment as of the date of this report and are subject to change without notice. 

 

Information about valuation methods and risks can be found in the "Valuation" and "Risk Analysis" sections of this report. 

The securities of the company discussed in this report may be unsuitable for investors depending on their specific investment objectives 

and financial position. This report is offered for informational purposes only and does not constitute an offer or solicitation to buy or 

sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 

 

Ratings Definitions: 

 

1)   Buy: The analyst believes the price of the stock will appreciate and produce a total return 

of at least 20% over the next 12-18 months. 

2)  Neutral: The analyst believes the price of the stock is fairly valued for the next 12-18 

months. 

3) Sell: The analyst believes the price of the stock will decline by at least 20% over the next 

12-18 months and should be sold. 

 

The following chart reflects the range of current research report ratings for all companies, followed by the analysts of the Firm. The 
chart also reflects the research report ratings relating to those companies for which the Firm has performed investment banking 
services. 

Current as of  17-Jul-23       

  
Company 
Coverage   

Investment 
Banking   

Ratings Distribution # of Companies % of Total # of Companies 
% of 

Totals 

Market Outperform (Buy) 25 69% 2 5.50% 

Market Perform (Neutral) 11 31% 2 5.50% 

Market Underperform (Sell) 0 0% 0 0.00% 

  Total 36 100% 4 11.00% 

http://www.dawsonjames.com/
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Analyst Certification: 
 
The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this report accurately reflect his 

(their) personal views about any and all of the subject securities or issuers discussed; and 2) no part of the research analyst's compensation 

was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst in this 

research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this research report, may be 

eligible to receive non-product or service-specific monetary bonus compensation that is based upon various factors, including total 

revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of 

components of the compensation generated by investment banking activities, including but not limited to shares of stock and/or warrants, 

which may or may not include the securities referenced in this report. 

http://www.dawsonjames.com/

