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For 3Q fiscal 2020, VEXT reported revenue of just under $8 million and net income of $1.4 million.  Those result 

measured favorably against our estimates of roughly $7.7 million and $900,000 respectively. This was a strong 

quarter for VEXT and there are a few items in both these numbers and the detail of some recent releases that are 

worth considering. Here are a few of those bullet points. 

 

• On November 2, 2020, VEXT announced that it had closed an oversubscribed public offering for 

aggregate gross proceeds of approximately $4,827,354 (CAD$6,400,000).  While additive to share 

counts, this bit of news is constructive on multiple fronts.  First, to reiterate a theme that is threaded 

throughout the coverage to this point, the relationship between VEXT and its (Arizona) customers, largely 

boils down to cash flow. In its simplest form, VEXT has provided the capital and the infrastructure to 

operate the core business, which amounts to two fully integrated   Arizona based enterprises (“HWC” and 

“Organica”). However, Arizona law requires that the licensees of any/all Arizona cannabis operations be 

owned by non-profits entities. Recall, while as a result of those state requirements, VEXT does not own 

these operations per se (which effectively means they can never actually own any cannabis at any point 

in the supply chain), it does provide nearly all of the operating functions of these businesses. As a result, 

VEXT provides capital and facility leases, personnel services and  other managed services to these 

businesses, as well as selling them goods that include a variety of non-cannabis related products (cannabis 

delivery systems such as vape pens and cartridges, packaging and others).  

 

Keep in mind, both HWC and Organica are integrated operations, which means that they grow, and 

process cannabis along with having dispensaries that sell it. As a result, as they harvest and then process 

the cannabis (creating inventories of both flower and refined products) those inventories must be held by 

the respective licensees, even though it was VEXT’s capital that created those inventories.  Further, it 

takes those licensee time to sell that inventory through and turn it into cash and profits.  In the meantime, 

VEXT recognizes a receivable from the customers, which again it must collect as those customers sell 

inventory through.  Obviously, that creates a situation where VEXT is “swapping” capital and operating 

outlays (cash) upfront, in exchange for a receivable that is paid down over time as its customers sell 

through the inventory in the future. As an extension, the aggregate customer receivable grows especially 

as the operations of each or both are either initiated (in the case of Organica this year) or expanded ( in 

the case of HWC), because each is in effect creating more inventory than it was the prior periods. We 

understand why investors might view the expanding receivable with some trepidation, but in a more 

conventional environment (one where VEXT simply owned the licenses and the cannabis itself for 

instance) VEXT would carry a finished goods inventory instead of a concentrated receivable, which we 

suspect might make some investors feel more comfortable with the respective assets, even though, at least 

in this case they are, at least in part, one in the same. We will revisit this monetarily, but the point is, 

VEXT’s need for  expansion and working capital, à la the recent raise, is understandable given the above 

(as well as in conjunction with investments it has made in other ventures in other states)  but is perhaps 

even more topical given the next two bullet points.       

 

• On August 18, 2020, VEXT announced that it had received approval from the City of Phoenix for a 10,000 

square foot expansion in its cultivation, extraction, and production footprints. This deepens the 

Company’s commitment to the rapidly growing Arizona medical market, which is anticipated to shift to 

an adult-use market in 2021. It also ensures consistent supply for the two Phoenix dispensaries operated 

by VEXT and opens additional wholesale opportunities, backed by expanded lab and manufacturing 

space. Per the awaited approval, VEXT has added capacity to the operations of its original customer 

(HWC), which again, means laying out capital today to increase capacity that will be sold and recouped 
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in the future. We submit, one of the difficult parts of evaluating VEXT is that we do not really know how 

well their customers are doing since they do not report their results anywhere. That leaves us with trying 

to reconcile the receivables at VEXT to try to glean how the customers are doing. (Obviously, VEXT’s 

ability to collect receivables depends on the success of their customers). We feel confident suggesting that 

VEXT’s decision to expand the HWC business is based in part on its assessment that the busines is likely 

outgrowing the current footprint.  That brings us to the next bullet point.  

       

• On July 14, 2020, the Company announced it had been awarded a Certificate of Occupancy for its new 

dispensary in North Phoenix, at 1720 E Deer Valley Rd. The dispensary is conveniently located near a 

high traffic shopping and business center and is located close to major thoroughfares. This location was 

included in the Company’s results as of the closing date of April 6, 2020.  This reflects the Company’s 

second “Organica” dispensary.  To circle back, starting another operation underscores the Company’s 

need for additional capital, while at the same time, doubling down on the Company’s Arizona opportunity. 

Further, as we have noted in prior research, we believe Arizona’s recent decision to legalize recreational 

marijuana use will likely prove particularly fortuitous for entrenched players like VEXT.  (We would add, 

this location was moved mid-quarter, so the quarter did not include a full quarter of contribution from this 

new location, not to mention the disruption of the move/restart.            

 

Looking ahead, we expect the combination of the addition (and ramp) of Organica, the expansion of HWC and 

the advance of recreational use laws in Arizona will provided the basis for markedly better comps into the 

foreseeable future and if we can get a few data points to validate that notion we will likely upgrade our model 

assumptions to better reflect some of that anticipated momentum. We think these developments will create benefits 

beyond just the additive revenue.  Moreover, as we move through 2021, and certainly through 2022, we expect 

ventures outside of Arizona (specifically Oklahoma and Ohio), will provide a basis for added layers of growth as 

well.          

To summarize, we submit, the nature of VEXT’s Arizona operations continue to make visibility challenging.  

Regardless, we think the stars are beginning to align here, and while the recent additions/expansions will continue 

to impact the cash flow cycle we noted above, we expect the cash flow tide to turn as we move forward which 

will ultimately result in VEXT recouping some if its investment along the way and as a result, building cash. 

Again, we think momentum is building here and resulting visibility will provide a basis for better valuations.         
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Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not hold a position in 

Boxlight Corporation.  

Trickle Research co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences. 

VEXT has paid fees to present at Trickle’s Co-Sponsored Investor Conference.  

 

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of 

Trickle Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 

range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 

because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of 

our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


