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We have been following VEXT for about 16 months now. In the meantime, we think the story has improved 

markedly, for a handful of reasons we will cover below, but recognizing that progress remains difficult.  We will 

cover some of that as well, but we have attempted to provide a view of the Company from a different angle, which 

may provide some added clarity. Succinctly, we believe the stock should be higher, but we also believe the 

complexities of the story are negatively impacting that valuation.  However, as we will illustrate, we also think 

new laws in Arizona are about to remove some of those complexities, which should make the higher valuations 

we are arguing here more apparent. Obviously, we think there is value in recognizing that before everyone else 

figures it out.  

Specific to the quarter, VEXT recognized revenues of just under $9.2 million versus our estimate of $8 million 

and After-Tax Net Income of $1.1 million versus our estimate of $1.1 million.  As we noted on their conference 

call, we feel like visibility is improving a bit (as our models are reflecting closer to actual numbers).  To that end, 

for edification, while these actual results tracked well with our estimates, we would have expected a bit better 

bottom line numbers given the higher revenues, but they recognized $425,000 of share based (non-cash 

compensation, which we did not see coming.   Absent that, the higher revenue numbers would have lined up quite 

closely to our estimates.  That said, here are some things to consider regarding VEXT and its merging 

opportunities. 

To refresh, VEXT manages cannabis cultivation, processing and dispensary enterprises in Arizona. However, 

Arizona laws require that only not-for-profit entities can actually own cannabis related businesses. as a result, 

VEXT’s business amounts to managing those operations, which means charging them for a variety of items that 

are delineated in the operating statement.  The easy way to think about that is, VEXT can never take ownership 

or carry inventory of cannabis product. (As a specific example, VEXT can sell its customers a vape cartridge, but 

they cannot sell their customers a vape cartridge full of distillate).  As a result of that nuance, again, the Company 

effectively operates the entire business and then charges various fees to the non-profit entities that own the 

underlying cannabis licenses.  Further, the passing on and/or recognition of costs between VEXT and the licensees, 

are constrained by specific laws, (Section 280E of the US tax code for instance) that cover what types of expenses 

cannabis businesses may deduct and by extension, what fees (and how much) VEXT may be allowed/able to pass 

on.  Recognize, those fees are effectively VEXT’s revenues. We would add, as private entities, VEXT’s not-for-

profit licensee customers are not required to file their financial results, which means that those of us trying to 

analyze VEXT must try to “back into” that number, which is not entirely possible no matter how much we might 

think we are getting better at it.  However, recognize, the performance of those licensees is ultimately VEXT’s 

business.      

As we have lamented through much of our coverage of VEXT, the aforementioned arrangement makes it difficult 

to evaluate the Company’s performance and even more difficult to model with respect to future performance. On 

the Company’s recent call, they referenced their need to “pulling the levers” to manage and reconcile the 

recognition of revenues at the not-for-profit level and translating those as completely as possible to VEXT. For 

instance, notice in Q1, the Company recognized and additional $600,000 for “Management Fees” than they did in 

prior periods, and they recognized Product Sales of $3.64 million, which we believe is the highest Product Sales 

figure they have ever posted. However, to be clear, the recognition of those product sales, do not tie directly to 

sales by their licensees in any given period.  In fact, since those product sales cannot include actual THC based 

product, they tell us even less about the actual activities of the licensees.  To be clear, the magnitude of the 

quarter’s product sales number probably tells us that 2Q will likely be a much more modest number.  On the other 

hand, if we look at other line items in the financial statements, we can also find some clues about what “lever” 

they may be able to “pull” in Q2 to get revenue recognition from the licensees to VEXT. For example, in Q1, 

property plant and equipment increased by roughly $1.5 million related largely we believe to the upgrades to the 

processing facility during the quarter. We would expect much of that to be recognized as Equipment Lease revenue 
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in Q2.  Again, to clarify, capex and other improvements are generally passed on in their entirety (in the same 

period) to their not-for-profit licensee customers, in the form of Equipment Leases.          

Succinctly, the “lever pulling” required to deal with the not-for-profit licensee customers is exhausting and it is 

not particularly conducive to visibility, and visibility is typically a key construct to (higher) equity valuations. In 

fact, the great irony is that the better the associated cannabis business(es) perform, the harder the lever pulling 

gets. As a result of that difficulty and as a way of trying to help our readers better understand the potential of the 

business, we are going to take a slightly different approach. Before we get to that new approach, we should cover 

a couple of items that have come about over the past few months that we think readers should keep in mind. 

First, to reiterate, Arizona approved recreational marijuana use in November (2020) and that process is in motion. 

Moreover, just recently it was announced that Trulieve, one of the nation’s largest cannabis companies is acquiring 

Arizona’s largest cannabis player, Harvest.  We are comfortable suggesting that the passage of recreational 

measures likely enabled the transaction and part of that is likely related to some of the other associated adjuncts 

to the new law.  Specifically, as we noted above, Arizona has historically required cannabis operators to be non-

for -profit entities, but the new recreational paradigm will be changing that requirement.  To circle back, without 

the passage of recreational cannabis in Arizona, we do not think the above transaction occurs, but with the passage 

of recreational in Arizona including changes in some of the legacy operator oversights, we do not suspect it will 

be the last.  In the context of the “levers” and the lack of visibility we addressed above, VEXT’s opportunity to 

transition the operation out of the not-for-profit theatre and begin reflecting the whole operation as their own is in 

our view a watershed event for the Company.  The expectation is that they may be able to make that transition 

within the current calendar year. 

Second, as we alluded to above, the Company recently received “approval from the State of Arizona to begin 

operations in its recently expanded, dedicated extraction and manufacturing facility located at 4215 N 40th 

Avenue, in Phoenix. The expansion includes: additional extract and concentrates production space; a tripling of 

the Company’s kitchen capacity in order to meet growing demand for edibles as the Arizona adult-use market 

develops; a re-designed finished goods area to support increased efficiency and throughput; and a dedicated 

product development lab, which the Company will utilize to continue innovating the Vapen line of branded 

products”. 

In addition, just prior to the above approval, VEXT received another approval from the City of Eloy to “build and 

operate a state-of-the-art medical cannabis cultivation facility. As announced on April 7, 2021, Vext has entered 

into a purchase and sale agreement to acquire a vacant 72,000 square foot industrial facility (~34,000 square 

feet of future canopy) located in the city”.  To put this into perspective, the Company’s two existing facilities 

operate (collectively) under about 20,000 square feet of canopy, although they have some additional capacity in 

hoop houses at Organica.  Collectively, we think this new cultivation addition should ultimately increase their 

production by approximately 140%.  The Company suggests they can get the facility into operation by the end of 

2021. We are modeling Q1 2022. The point is, the new cultivation and processing capacity represented by these 

two new additions are emerging as Arizona’s recreational market begins to gather steam, that ostensibly, should 

drive demand.  Here again, this new piece to the story is significant.  

Third, the Company completed two capital raises in Q1F21, collecting net proceeds of roughly $17.5 million.  

Obviously, some of that capital has been/will be used on the initiatives above, but we think that capital will also 

help support other growth initiatives both inside and outside of Arizona. To that point, while we believe the focus 

through 2021 will largely remain on Arizona expansion, we expect additional visibility with respect to non-

Arizona assets to improve as we move forward.  Moreover, the fresh capital should provide some opportunities 

that certainly would not exist without it.                  

To summarize, we think VEXT is forging a larger footprint in a jurisdiction (Arizona) that just opened the door 

to recreational cannabis.  As we have discussed prior, we believe that paradigm will prove to be most beneficial 
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for entrenched players. Incidentally, the Trulieve/Harvest transaction may validate that view.    In that regard, 

VEXT is clearly an “entrenched player” and that includes additional assets they put into play in anticipation of 

recreational passage that should come online over the next 6 to 12 months.     

The above said, we will revisit our initial thought which is that we believe having to evaluate VEXT’s performance 

in the context of the not-for-profit nuances of Arizona’s current cannabis laws, is complicating and negatively 

impacting that valuation and as such, we are offering “a view of the Company from a different angle”.  In short, 

we have attempted to provide a pro forma of what we believe VEXT’s performance might look for fiscal 2021 

and 2022, if it were out from under the not-for-profit nuance it currently operates under.  Keep in mind, we expect 

them to get to this point before the end of 2021 (which is predicated on the state of Arizona modifying its not-for-

profit stance, which is apparently in process).   That said, here is what we have come up with:   

       

 

 

Again, the above is our best guess with respect to how we think VEXT’s reporting would look if they were able 

to own the Arizona operations outright (as opposed to the current requirement that they be “owned” by not-for-

profit entities).  To reiterate, our expectation is that state is preparing to release that requirement, which will 

provide much better visibility in terms of VEXT’s ongoing performance (ala the above pro forma/estimates). We 

would reiterate, we do not have direct data from the dispensaries because they have no reason to report it, so this 

has been derived from our own extrapolation of the things we do know or can estimate from the filings.  The point 

is, we are confident that the Arizona assets are entrenched, growing and profitable, and while we have not modeled 

as such in either our existing model, or this pro forma, we believe the chances of the Company adding assets in 

Arizona is more likely than not. Frankly, we think the Company’s beachhead in the state may afford them some 

opportunities that others may not be able to approach.   

Lastly, while the Company has suggested that Arizona is likely to remain the focus through the balance of the 

year, we also think their much-improved balance sheet via the Q1 raises (cash at 03/231/21 was $16.4 million), 

will also provide added flexibility to advance some of the non-Arizona arrangements they have assembled.  To be 

clear, the Company has been capital constrained for much of its existence to this point, and we think these raises 

will provide them some runway to finally play some offense.  To that end, they recently hired new CFO Vahan 

Ajamian, who has an extensive cannabis background, which we think may signal a more aggressive growth 

posture.  By the way, we have had an opportunity to speak with Mr. Ajamian, and we think this addition is highly 

positive.  As an extension to that thought, we have noted before that we believe VEXT CEO, Eric Offenberger 



 

 
5 

 

has done yeoman’s work here, and we think his contribution here has been extraordinary.  Frankly, we highly 

doubt they would be in this position without him.  As we noted above, managing a public company around the 

nuances of Arizona cannabis laws has been no easy task.  On the downside, his retention/loss is in our view 

becoming a more telling risk for the Company.  To be clear, we do not expect that, we just think it is important to 

note that in our view, he is an important cog in this wheel. 

The above said, we remain very constructive on VEXT. The stars are clearly beginning to align in Arizona, which 

is a function of both Company related initiatives and efforts, as well as new recreational laws in the state.  

Moreover, as we noted, the capital raise should provide added opportunities/flexibility as well, which we think 

will include advances over at least some of the non-Arizona initiatives in the coming quarters.  We think those 

opportunities could provide added valuation legs. That said, we continue to view the stock as substantially 

undervalued and as such, we reiterate our allocation of 5 and out 12-24 month price target $1.60.  Incidentally, 

our efforts developing the above proforma model has further validated (in our view) our targets.      
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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. 


