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XXII Weakness on Warrant Amendment. Recommend
Purchase.
Shares of 22nd Century are weak today in part, we believe, due to
investor mis-perception of the company's announcement yesterday of
a warrant amendment. We view the weakness as a buying
opportunity.
Yesterday, 22nd Century Group announced it entered into warrant
amendments that for the most part eliminates its derivative warrant
liability. This is good news for the shares since it will make the
income statement much cleaner and reduce potential confusion on
upcoming earnings releases.
The company reduced the strike price on warrants for 756,953 shares
by an average of $0.18 in exchange for removal of the anti-dilution
provision. Managment eliminated its anti-diultion feature on its 3.1
million warrants for no consideration. Without the anti-dilution
provision the derivative liability is eliminated. Prior to this amendment,
6.25 million of the 10.6 million warrants outstanding at December 31,
had an exercise price of $1.96 to $2.40. Post this transaction that
would be reduced to a range of $1.78 to $2.22.
In Q1 the Company will take a non-cash charge to reflect the value
given to warrant holders of a lower strike price but after that the large
swings in net income due to changes in the derivative liability should
go away. This will make the income statement much cleaner and
reduce potential confusion on upcoming earnings releases.
The real key for the shares, in our opinion, is the MSA. When this
occurs, and we continue to believe it will occur soon, the company
will be able to execute on a number of fronts to drive revenue, cash
flow and earnings significantly higher.
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Valuation:
We approached valuation from a sum-of-the-parts perspective to arrive at our $9.00 price target. We discounted the
projected BAT license revenue at 10% and in the low case assumed the license terminated in 2028, while in the high
case we assumed the license was extended by an additional 15 years.
For the commercial products we assume RED SUN can achieve $142 million in sales by 2023 and MAGIC $55 million
by the same year. Our EV/Sales valuation ranges are comparable to the 3.6x to 5.2x EV/Sales multiples awarded to
Altira, British American Tobacco, Lorillard, Reynolds American and Philip Morris International.
Our modified risk/X-22 valuation of $2 to $4 per share is derived in a number of ways. E-cigarette makers, Victory
Electronic Cigarettes and Vapor Corp., proxies for modified risk valuations, have enterprise values of $499 million and
$141 million respectively. This equates to $2.42 per share using the lower EV as a bogey. X-22 valuation using a
modest market share of the smoking cessation market and EV/Sales of 2x to 3x also yields per share valuation to 22nd
Century of over $2 per share. We have heavily discounted these assumptions due to the longer-term nature of
development of these lines of business as well as the additional capital required for them.

Risks to achievement of target price:
Risks to achieving our price target: NAAG approval of the NASCO purchase is critical and assumed to occur this
quarter. Lacking that approval we believe it will be difficult for the company to achieve our domestic RED SUN
estimates. We have also assumed the commercial product growth trajectory will be similar to American Spirit, but
changes in the industry can hinder 22nd Century from achieving our estimates. We have also assumed the BAT license
will change from a research license to a commercial royalty-bearing license, but that too is not assured. The industry is
subject to significant regulatory constraints, litigation, societal views on smoking and changing legislation. Any one of
these could have a deleterious impact on our assumptions.

Company description:
22nd Century owns or exclusively controls 113 issued patents and 37 patent applications which gives it exclusive
worldwide rights to all uses for certain genes that control nicotine content in tobacco plants. 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. This can be accomplished with or without genetic engineering.
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Regulation Analyst Certification ("Reg AC") — JAMES McILREE, CFA
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
Within the last twelve months, Chardan Capital Markets has received compensation for investment banking services
from 22nd Century Group, Inc.. This research contains forward looking statements made pursuant to the safe harbor
provision of Private Securities Litigation Act of 1995.
Chardan Capital Markets expects to receive or intends to seek compensation for investment banking services from all
companies under research coverage within the next three months. Chardan Capital Markets or its officers, employees
or affiliates may execute transactions in securities mentioned in this report that may not be consistent with the report’s
conclusions.
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.
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.
GENERAL: Chardan Capital Markets (“Chardan”) a FINRA member firm with offices in New York City NY, Palo Alto,
CA and Beijing, China is an investment banking and institutional brokerage firm providing corporate finance, merger
and acquisitions, brokerage, and investment opportunities for institutional, corporate, and private clients. The analyst(s)
are employed by Chardan. Our research professionals provide important input into our investment banking and other
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business selection processes. Our proprietary trading and investing businesses may make investment decisions that
are inconsistent with the recommendations expressed herein. Chardan may from time to time perform corporate
finance or other services for some companies described herein and may occasionally possess material, nonpublic
information regarding such companies. This information is not used in preparation of the opinions and estimates
herein. While the information contained in this report and the opinions contained herein are based on sources believed
to be reliable, Chardan has not independently verified the facts, assumptions and estimates contained in this report.
Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on, the
fairness, accuracy, completeness or correctness of the information and opinions contained in this report. The
information contained herein is not a complete analysis of every material fact in respect to any company, industry or
security. This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any
jurisdiction where such an offer or solicitation would be illegal. We are not soliciting any action based on this material. It
is for the general information of clients of Chardan. It does not take into account the particular investment objectives,
financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material,
clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional
advice. Certain transactions - including those involving futures, options, and other derivatives as well as
non-investment-grade securities - give rise to substantial risk and are not suitable for all investors. The material is
based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not
be relied on as such. The information contained in this report is subject to change without notice and Chardan assumes
no responsibility to update the report. In addition, regulatory, compliance, or other reasons may prevent us from
providing updates.
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. Chardan expects to receive, or
intends to seek, compensation for investment banking services from the Company in the next three months.
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