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Look Through the Valley to Renewed Growth: Q2:25 

missed expectations on slower-than expected CMO stabilization and VLN® 
shipments, as well as higher promotional spending.  New management, who 
restructured XXII in 2024, is now re-focused on 2025/26 growth of higher-margin 
branded-CMO and VLN®.  Indeed, management now expects to be EBITDA 
breakeven in Q2:26 on revamped marketing, growth in VLN®, and expense 
discipline.  That said, an additional share issuance is possible, and one other 
issue of the past remains: warrant-based dilution that is likely in the price.  Post 
Q2:25 partial warrant inducement though, cash is now likely sufficient to fund 
2025 operations.  Near-term upside is strong based on a DCF analysis relative 
to hammered XXII shares.  The question then remains will new management be 
able to grow the re-imagined business fast enough and hold the line on additional 
share and warrant issuance?  We remain bullish and maintain a Buy-
Emerging rating with a downgraded but still attractive $5.00 price target. 

 
 

 

 

              

 

  

 

 

 

 

 

 

      

 
* Does not reflect potential 100% conversion of remaining warrants outstanding or additional share issuance. 

 
Q2:25 Financial Performance 

➢ Significant long-term operational and financial restructuring under new management is now almost complete. 

➢ Q2:25 missed expectations so management now expects Q2:26 EBITDA breakeven on stabilized CMO, VLN® growth, and discipline. 
 
 

 

Key Risks 
 

➢ Share issuance dilution remains a risk if CMO customers continue to attrit and/or VLN® segment growth plans fail to materialize. 

➢ Warrant exercise and a potential additional share issuance are materially dilutive events, though they are likely reflected in the price. 

➢ Company’s debentures mature in March-2026, thus creating refunding risk.  While we do not foresee an issue, it is a material risk. 

FYE Dec FY 2024A FY 2025E FY 2026E 

Revenue ($ mil.) CURRENT CURRENT FORMER CURRENT FORMER 

Q1 Mar $6.5A      $6.0A      $6.0A      $6.1E      $11.4E 

Q2 Jun $7.9A      $4.1A      $5.4E     $9.9E     $12.3E 
Q3 Sep $5.9A      $4.2E      $8.3E     $11.1E     $13.3E 
Q4 Dec $4.0A      $4.7E      $9.6E     $15.8E     $14.5E 
Year $24.4A      $18.9E      $29.3E     $42.8E     $51.6E 

Change  (24)%  (23)%  20% 127%  81% 

FYE Dec FY 2024A FY 2025E FY 2026E 

EBITDA ($ mil.) CURRENT CURRENT FORMER CURRENT FORMER 

Q1 Mar $(4.2)A $(2.5)A $(2.5)A $(1.3)E $0.5E 
Q2 Jun $(1.5)A $(2.8)A $(2.5)E $0.6E $0.8E 
Q3 Sep $(3.0)A $(2.1)E $(0.9)E $0.9E $1.4E 
Q4 Dec $(3.8)A $(1.8)E $0.0E $2.7E $1.7E 
Year $(12.4)A $(9.2)E $(5.9)E $2.8E $4.3E 

Change NM NM NM NM NM 

52-Week Range 
$2.30 – 

$1,707.75 

Shares Outstanding * 3.9 mil 

Insider / Institutional * 0%/0% 

Public Float 
Effectively 

100% 

Market Capitalization * $9.1 mil 

Total Debt (Q2:25A) $3.8 mil 

Debt / MV Equity * 42% 

ROE (LTM) NM 

Book Value / Share NM 

Daily Volume (90-day) 913,266 

Fwd. Div. & Yield -- 
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About the Company 

22nd Century Group, Inc. 
provides Contract Manufacturing 
Operations (CMO) services for 
conventional combustible 
tobacco products to third-party 
branded companies.  The 
Company also engages in the 
sale and distribution of its own 
proprietary VLN® very-low-
nicotine tobacco products.  22nd 
Century Group is pioneering 
nicotine harm reduction in the 
tobacco industry enabling 
smokers to take control of their 
nicotine consumption.  The 
Company was founded in 1998 
and is headquartered in 
Mocksville, North Carolina. 
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Investment Thesis 

 
22nd Century Group, Inc. has undergone significant restructuring since 2023, divesting certain material business lines to 
become a U.S., pure-play, contract private-label, tobacco manufacturing producer as well as a sole provider of low-nicotine 
tobacco cigarettes through its VLN® product line.  VLN® provides smokers with a choice to address harm reduction.  While 
CMO provides an ongoing operational base and upside manufacturing capacity, VLN® provides most growth potential. 
 
While still in a transitional phase, management has revamped into increasingly higher-margin, branded CMO contracts (i.e., 
certain traditional CMO cigarettes and launches in the ‘natural’ category of additive-free tobacco and water cigarettes) and 
is pursuing a vastly higher-margin VLN marketing re-launch.  This shift away from restructuring to a growth posture occurs 
as the Company deploys its CMO asset base of manufacturing, brand, customer relationship, and distribution resources to 
build a self-funding business.  Management is also moving ahead with plans to launch additional products, including VLN® 
SKUs within private label CMO customer brand families (e.g., Smoker Friendly VLN and Pinnacle contracts). 
 
That said, new management now expects Q2:26 to be EBITDA breakeven (versus Q4:25 given slower-than-expected VLN® 
rollout) on stabilizing, increasingly-profitable CMO (post-2024 price hikes) and a revamped VLN® marketing strategy.  
Management estimates that just 223,000 VLN® cartons (5% of XXII production capacity) are needed for profit breakeven – 
a sea-change moment.  However, re-focused CMO growth and most near-term VLN® growth are delayed, though VLN® is 
now shipping.  Management also expects to lessen reliance on lower-margin CMO products, creating an additional near-
term headwind. 
 
Based on slower-than-expected CMO recovery/re-expansion and VLN®, our revenue growth forecasts have changed.  
Accordingly, EBITDA is now expected to break-even in Q2:26.  If revenue ramp of CMO and, more importantly, VLN® rollout 
remains slower than expected (which is possible), there also remains potential for additional share issuance based on cash 
burn, though cash reserves appear sufficient to maintain operations through year-end 2025, post-warrant exercising. 
 
To that end, warrant inducement in Q2:25 generated $5.1 million in proceeds, of which XXII used $1.0 million to repay debt 
obligations.  Those transactions continued to reduce total debt by $3.9 million to a 2025 YTD total of $3.8 million as of the 
end of Q2:25.  Lower debt is important, in that XXII’s debentures mature in March, 2026, thus creating refunding risk.  While 
management projects rolling over the debt or even repayment of the debt facility (as modelled), it is increasingly a risk. 
 
XXII shares remain materially beaten down about 99% over the last 12 months and since 2021, reflecting prior 
management’s diversification, prior bankruptcy risk, ongoing share dilution (i.e., survival share issuance and 2024/25 
warrant-attached borrowing), as well as restructuring.  Nonetheless, at reported 0.5x Price/TTM Sales versus a 3.2x industry 
peer average, XXII is very lowly priced.  However, that number does not account for significant warrant dilution and small 
potential share issuance.  DCF analysis tells the story better, as XXII is potentially on the verge of profitability in early 2026. 
 
However, there is near-term share price risk in negative news flow regarding warrant exercise and potential additional small 
share issuance (both 100% modelled), but such reality is likely more than fully priced into shares.  Accordingly, we have 
reduced price target to reflect lower near-term revenue forecast, additional dilution risk, and rising debt-rollover risk.  Sales 
execution then remains key. We retain bullish confidence and our Buy-Emerging rating with a revised $5.00 target. 
 

 
 
Q2:25 Financial Performance 
 
Company revenue declined by 49% YOY in Q2:25, reaching $4.1 million versus $8.0 million in Q2:24 and declined 31% 
versus $6.0 million in Q1:25, reflecting 2024 price hike attrition and a one-time Q1:25 revenue recognition.  Versus Q4:24, 
XXII has stabilized (now profitable) CMO volume.  Management estimates CMO resumes revenue growth in Q4:25. 
 
Gross profit in Q2:25 was $(0.6) million compared to $0.6 million in Q2:24.  Sequentially, gross loss was stable at $(0.6) 
million versus the same in Q1:25 as repriced CMO contract impact began to be felt.  Underlying, per unit gross margins 
increased as price increases fell to the bottom line, and the Company also shifted away from lower-margin filtered cigar 
manufacturing. 
 
Operating profit in Q2:25 fell from $(3.0) million compared to $(2.1) million in Q2:24.  Sequentially, operating profit fell from  



22nd Century Group, Inc. 
Nasdaq: XXII 

August 21, 2025 
Quarterly Update Report 

 
 

3 | 22nd Century Group, Inc.                        Andrew White, CFA 
                                                                                                                                                                                           

 

$(2.6) million in Q1:25.  The increase in operating loss was primarily due to higher promotional spending to support VLN® 
product rollout.  The Company's Net Income from Continuing Operations in Q2:25 was $(3.3) million versus $(2.2) million 
in Q2:24.  Sequentially, Net Income from Continuing Operations was stable at $(3.3) million in Q1:25. 
 
EBITDA, a non-GAAP measure, was $(2.8) million in Q2:25 versus $(1.5) million in Q2:24 and $(2.5) million in Q1:25.  
Company Adjusted EBITDA was $(2.6) million in Q2:25 compared to $(2.4) million in Q1:25.  Emerging Growth Research’s 
Adjusted EBITDA quarterly estimate also fell, registering $(2.2) million in Q2:25 versus $(1.3) million in Q1:25. 
 
Total Net Debt (i.e., Debt – Cash) decreased significantly to $0.7 million in Q2:25 versus $3.3 million in Q4:24 reflecting a 
cash infusion from common share issuance and warrant exercise less debt repayment.  That said, it is still possible that 
ongoing cash burn requires additional share issuance to fund working capital in 2025/early 2026 if CMO rebound and VLN 
sales ramp continue to prove slower-than-expected, which could delay expected break-even EBITDA beyond Q2:26. 
 

 
 
EPS Guidance and Estimates 
 
XXII missed expectations in Q2:25, reflecting a slower-than-expected CMO recovery and VLN® rollout.  State registrations, 
contracting, and shipping have taken longer to establish than expected.  While VLN® is projected to increasingly contribute 
in H2:25, it is in early 2026 that efforts will ramp off a low base.  Accordingly, EBITDA is expected to break-even in Q2:26. 
 
Longer-term then, management retains high revenue expectations in 2026 (+127%), 2027 (+68%), and 2028 (+39%) 
reflecting re-focused CMO growth and VLN® market penetration (i.e., <1% of $12 billion market, long-term).  Gross margin 
is expected to grow to 27% of revenue by 2026 reflecting higher plant capacity utilization, post-attaining EBITDA profitability.   
 
Operating margin is expected turn positive at 5% of revenue in 2026 on expense discipline, with profit dropping straight 
down to the bottom line (reflecting the lack of taxation due to ample Loss Carryforwards) to generate a 5% Net Income 
Margin in 2026.  Note: operating profit margin is expected to rise to 25% by 2029 and remain there in perpetuity. 
 
 

 
Valuation 
 
We traditionally value companies using a blend of peer group relative valuation multiples and a Discounted Cash Flow 
(DCF) model.  However, XXII is not yet profitable, rendering only the Price/Trailing TTM Sales peer multiple (based on four 
publicly-traded U.S. tobacco companies) as the only potentially useful relative metric.  Given likely material XXII share 
dilution expected from warrant exercise though, and potential share issuance to a lesser extent, we believe that the 
Company’s reported 0.5x Price/TTM Sales multiple does not present an accurate portrayal of XXII’s relative valuation. 
 
So, we adjust this relative valuation metric using an estimate of warrant-adjusted and share issuance-adjusted share count 
(i.e., 10.3 million total shares effectively outstanding in the next 12 months), which shows that XXII is effectively valued at 
1.2x Price/Sales, near the bottom of the industry range as well as below the industry average 3.2x Price/Sales.  Given XXII’s 
strong long-term revenue growth outlook, we believe a discounted relative Price/Sales value does not appropriately value 
potentially high-growth XXII, despite current lack of profitability.  Accordingly, we opt for a DCF analysis to more accurately 
value the company.  Exhibit 1 below summarizes our peer group multiples.   
 
Historical and proforma financial statements as well as the DCF model are included in pages seven to eleven of this report. 
 
 
 
 
 

Section Purposefully Left Blank 
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Exhibit 1: 22nd Century Group, Inc. Peer Group Multiples and Price Targets 

 

Source: Emerging Growth Research and 22nd Century Group, Inc. 

 

Our DCF model uses financial statement projections for 2025-2028 and estimates for years thereafter.  We focus on Free 
Cash Flow, which we expect to become positive in 2026 and grow explosively by >100% CAGR for four years from 2027-
2030 (off of a very low 2025E base) reflecting strong sales growth, expense discipline, and zero taxation due to ample Loss 
Carryforwards.  We expect Free Cash Flows to then effectively flatline for four years from 2031-2034 (reflecting a return of 
active taxation) and grow thereafter by 3% CAGR in perpetuity on a long-term 25% operating profit margin. 
 
We discount estimated annual free cash flows by a revised higher 31.0% WACC, inclusive of risk-free-rate and premiums 
for equity market, liquidity, small-cap, and potential March-2026 bankruptcy risk.  The DCF model now produces a 
$4.94/share value of equity (inclusive of substantial warrant and share issuance dilution), which we round up to $5.00.  
Terminal value sensitivity analysis (for different terminal growth and discount rates) indicates a min/max share price-
estimate range of $4.80 - $5.10/share, which adds confidence in our estimate. 
 
XXII shares have been mercilessly beaten down, so our price target estimate remains higher than the $1.98 price of XXII 
shares (as of August 21, 2025) and to the XXII share price just one month ago in late July, 2025.  That may have been 
appropriate in 2024, but that is also the past.  We focus on the future.  If new management is able to grow the re-imagined 
business – and now holds the line on additional share and new warrant issuance – upside remains considerable. 
 
 
 
 

Section Purposefully Left Blank 
 
  

22nd Century Group, Inc.

Peer Group Valuations

Price Market Cap Trailing TTM

Company Name Ticker (8/15/2025) ($millions) Price-to-Sales

   Philip Morris PM 166.19              258,690           2.8                       

   Altria Group MO 65.82                110,570           4.7                       

   Turning Pt Brnd TPB 98.58                1,777              4.2                       

   Inspire Tec Inc ISPR 2.81                  161                 1.1                       

Industry Average (ex: negatives) 82.20                56,174            3.2                       

22nd Century Group, Inc. (Reported) *1 XXII 2.34                  9                    0.5                       

22nd Century Group, Inc. (Adjusted) *2 XXII 2.34                  24                   1.2                       

Current DCF Valuation 4.94

*1: Effective Market Capitalization and Price/Sales figures adjusted for estimate of current 3.9 million shares outstanding.

Does not reflect potential additional warrant conversion or share issuance.

*2: Effective Market Capitalization and Price/Sales figures adjusted for expected share dillution

from estimated additional warrant exercise and share issuance in 2025 (i.e., 10.3 million total share equivalent)
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Important Disclosures 
 
Emerging Growth.com (“EG”) is a publisher and distributor of branded investment research reports provided by Emerging Growth 
Research LLC ("EGR Report") focused on both public and private companies.  This report was prepared for institutional and 
professional investors ONLY, and it is also known as Company Sponsored Research ("CSR"). Collectively, however ("EGR Report(s)"). 
 
Be advised that this EGR Report is being provided by Emerging Growth Research LLC (EGR) solely for informational purposes, is not 
the opinion of EG, should not be construed as an offer or solicitation to buy or sell securities, and should not be considered in any 
decision to buy or sell any security mentioned within the EGR Reports. All information contained in the EGR Report as well as on the 
EmergingGrowth.com website is obtained from sources believed to be reliable but not guaranteed to be accurate or all-inclusive, timely, 
or correct. The information includes certain forward-looking statements, which may be affected by unforeseen circumstances and / or 
certain risks. Because EGR is compensated as detailed herein and EG receives Licensing fees from EGR, as also detailed herein, EG 
and EGR have a conflict of interest and strongly urge you to consult your own independent financial, investment, tax, and legal advisors 
prior to purchasing or selling any securities mentioned herein. 
 
The analyst that has prepared and is responsible for the content of this report has stated that neither he/she, nor any of his/her 
associates both professional and personal, to the best of his/her knowledge have no personal or professional relationship with any of 
the companies or principals of any companies mentioned within, other than providing services that EGR may offer. 
 
EGR is being compensated by the subject Company of this report.  EGR was paid $30,000 dollars and expects to receive an additional 
$6,000 dollars over the following five months. EGR may have also received additional past compensation, EGR may receive future 
compensation, and EG may receive compensation for additional services such as presenting on the Emerging Growth Conference or 
investor or public relations services, details about which can be found in the full disclosure, here: (https://EmergingGrowth.com/xxii-egr-
report-disclosure/). 
 
It is the intent of EGR to provide continuing coverage on a quarterly basis, or otherwise for the subject Company of this report; however, 
EGR and EG will not notify readers of this report if coverage by EGR, for any reason is terminated. 
 
The reader or user of this content agrees that neither EGR and / or EG nor the analysts, directors, officers, employees, representatives, 
independent contractors, agents or affiliates of EGR and EG shall be liable or held liable for any omissions, errors, or inaccuracies, 
regardless of cause, foreseeability, or the lack of timeliness of this or any of our other reports to users. This lack of liability extends to 
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, losses, 
lost income, lost profit, or opportunity costs.  
 
Again, all information contained herein should be independently verified by your own research and your own independent financial, 
investment, tax, and legal advisors prior to purchasing or selling any securities mentioned herein. 
 
In addition to the specific disclosures mentioned herein, you are encouraged to read our general disclosure here: 
EmergingGrowth.com/Disclosure. 
 

Rating Definitions  
 
Buy, 30% or greater price appreciation in the next 12 months. 
Buy-Extended, near-term EPS and/or revenue horizon is challenging with strong long-term appreciation possibility. 
Buy-Emerging, initial stages with low revenue and the potential for large returns with higher risk and volatility. 
Hold, perform similar to market. 
Sell, 30% or more decline in the next 12 months. 
 
 

© Copyright 2025 Emerging Growth Research LLC 
 

 
No part of this material may be copied, photocopied, or duplicated in any form by any means or redistributed without the prior written 
consent of Emerging Growth Research LLC. 
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5-Year Stock Price Chart 
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