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For a couple of reasons, while we have provided some updates in our general update overview(s), we have not 

updated VEXT individually for the past few quarters, so we are doing a bit of catch up here.  Recall, at the 

beginning of fiscal year 2022 (January 1, 2022), they began reporting their operations as a fully owned and 

operated enterprise. As we noted along the way in the past coverage, prior to that date the collective enterprise(s) 

were owned by not-for-profit organizations as required under Arizona’s cannabis laws. However, in conjunction 

with the passage of state initiatives allowing recreational marijuana sales, Arizona also amended the rules to allow 

for the for-profit ownership of cannabis related assets within the state. As a result, on January 1, 2022, VEXT 

began reporting the results of the enterprise as a fully owned and operated business.  Prior to that time, they 

operated under a managed service agreement, with some additional nuances, that made it very difficult to evaluate 

the business. Succinctly, we believed (and stated so in prior research) that the visibility provided by their new 

reporting posture would be positive for the stock, as it would in our view, finally illuminate the strengths of the 

business and frankly the strength of management. In retrospect, we were half right… in our view, the new reporting 

has provided positive visibility with respect to the strengths of the business and its management, but it has not 

translated into higher stock prices.  Rather, the stock traded down precipitously through 2022, which coincides 

with the start of the new reporting/ownership regime.             

Clearly, the equity markets have been a rough place through calendar 2022, and some sectors have fared worse 

than others.  Moreover, as is typically the case, volatile markets are particularly acute with respect to microcaps, 

and that has certainly been the case this time around. Further, the selling has been broadly indiscriminate leaving 

few places to hide outside of perhaps energy and some other resource names. Again, none of that is atypical for 

bear markets.  

The above said, while we think it is fair to say that the selling in many names has been “indiscriminate” and broad, 

we are not sure that approach is reflective of the fundamentals of some of the microcap names we follow, or others 

we do not for that matter. We think VEXT is one of those and we will provide some added support for that notion, 

but to put it in simple terms, we think the stock is oversold. 

To retrace a notion from above, clearly, some of the genesis of the malaise in the equity markets is the rising rate 

path the Fed has set in motion to mitigate inflation.  In short, the Fed is pulling liquidity out of the economy and 

by extension the financial markets, which is partially responsible for the current bear market. More specifically, 

we would argue that like bear markets (and really in lock step with) declining liquidity tends to negatively impact 

many small public companies more acutely than many larger counterparts. From the 10,000-foot-view, that is not 

overly intuitive.  Many small companies are not profitable, so they need to fund operations for some period and 

that often means the sale of their equity.  Selling equity in an illiquid environment where share prices are already 

depressed is at best very expensive/dilutive and at worst not possible. Again, illiquid markets are challenging for 

small companies in that position. In addition, as a general asset class, small companies are viewed as riskier than 

their larger counterparts.  As a result, bear markets and/or illiquid environments often push investors to more 

defensive postures, which means shedding riskier assets. Further, for equity investors who utilize margin leverage, 

non-marginable securities are often the first to go when liquidations to meet margin calls are necessary.  To be 

clear, VEXT is profitable, so we assume the compression in the stock is not about the Company’s liquidity. 

Moreover, we certainly cannot speak to the liquidity of its investors, but we can speak to some of the fundamentals 

that we think support our “oversold” conclusion above.  

For the first 9 months of fiscal 2022 (ended September 30, 2022), VEXT reported Revenues of $27.2 million 

versus $27.9 for fiscal 2021.  Virtually all that decline was related to the recent 3Q results. On the other hand, for 

the same periods, VEXT reported Net Income of $5.8 million versus $3.9 million despite the relative decrease in 

revenues. Further, adjusted EBITDA increased by roughly 36% (2022 vs. 2021) despite the lower revenue profile. 

On the face, we view those results as far more positive than negative.      
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In addition to the Arizona enterprise, VEXT recently provided an update on their efforts in Ohio, which we view 

as a marked milestone for the Company. The announcement of that addition is summarized below:  

 

Vext Science Announces Proposed Acquisition of Ohio Operations and Related Financing 

Transactions - Will Create Fully Vertically Integrated Operator with Established Footprints in 

Arizona and Ohio 

Dec 15, 2022, 19:03 ET 

VANCOUVER, BC, Dec. 15, 2022 /CNW/ - Vext Science, Inc. ("Vext" or the "Company") (CSE: VEXT) 

(OTCQX: VEXTF) a cannabinoid brand leader based in Arizona, leveraging its core expertise in 

extraction, manufacturing, cultivation and marketing to build a profitable multi-state footprint, today 

announced that it has entered into definitive agreements (the "Purchase Agreements") to acquire 

Appalachian Pharm Processing, LLC, an Ohio limited liability company, together with its subsidiaries 

and affiliated companies (collectively, "APP") for total consideration of approximately $12.5 million, 

with $11 million paid in cash or promissory notes and $1.5 million, through the issuance of common 

shares of Vext ("Common Shares"), subject to certain customary adjustments (the "Proposed APP 

Acquisition"). The Proposed APP Acquisition is subject to regulatory approvals and other customary 

conditions precedent. 

Concurrent with the Proposed APP Acquisition, Vext and APP have entered into a definitive agreement 

to acquire Buckeye Botanicals, LLC, an Ohio limited liability company operating a dispensary in 

Jackson, Ohio operating under the name Buckeye Botanicals ("Buckeye Botanicals") (the "Proposed 

Jackson Acquisition"), giving Vext a second retail storefront in Ohio to further strengthen its vertical 

position in the state. A cash payment of approximately $6.9 million, subject to certain customary 

adjustments, will be made by Vext upon closing of the Proposed Jackson Acquisition. The Company has 

already received approval from the Ohio Board of Pharmacy to transfer ownership of the license, and 

to operate under the name Herbal Wellness Center. The Proposed Jackson Acquisition is subject to 

customary closing conditions precedent. 

The Proposed APP Acquisition and the Proposed Jackson Acquisition (together the "Proposed 

Transactions"), are expected to close by the end of the second quarter of 2023. All currency references 

used in this news release are in U.S. currency unless otherwise noted. 

 

Transaction Highlights 

Completion of the Proposed Transactions is anticipated to result in a number of benefits to Vext, 

including but not limited to the following: 

Gives Vext 100% ownership of a vertically integrated footprint in the attractive Ohio market which has 

consistently exceeded revenue forecasts and continues to see an increased number of registered patients. 

Management of Vext believes the state has the potential to become a very attractive adult-use state in 

the future. 

Creates a larger, diversified entity with fully vertically-integrated cultivation, manufacturing and retail 

capabilities across two limited license states with significant potential. 
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Will enable the Company to introduce a broader range of Vapen products to the Ohio market at scale. 

The Company's wholly-owned Vapen brand is consistently one of the top brands in the Arizona market. 

Positions Vext as a preferred partner for out-of-market brands looking to establish a presence in Arizona 

and Ohio. 

 

Financing 

- Ohio Loan 

Concurrently with the execution of the Purchase Agreements, Vext entered into a loan agreement with 

an Ohio-based lender for an aggregate loan commitment of $10 million (the "Ohio Loan"). The Ohio 

Loan bears interest at an initial rate equal to the 5-year treasury rate + 5.00%, subject to a floor rate 

of 7.50%, and is secured against all of Vext's assets in the State of Ohio (including the assets of APP) 

and certain assets in the State of Arizona. The proceeds of the Ohio Loan are expected to be used for 

construction and improvements associated with AP Product's (as defined below), cultivation facility 

(and may be funded by Vext to AP Products pursuant to the RLOC (defined below)), and other general 

corporate purposes. 

- Rate Lock on Existing Credit Facility 

As previously announced, Vext entered into an agreement with a California-based lender for a $22.2 

million credit facility comprised of two term loans. Effective November 7, 2022, the Company amended 

its arrangement with the same lender to swap the floating interest rate on the first term loan at $17.185 

million 20-year from WSJ Prime + 2.75%, with a floor price of 6.25%, to a fixed rate of 9.59%. The 

second term loan is a $5 million five-year second lien secured term loan and will continue bearing 

interest at WSJ Prime + 2.75%, with a floor price of 6.25%. 

- Ohio Footprint Highlights 

Upon closing of the Proposed Transactions, Vext is expected to gain strategic access to the rapidly 

growing Ohio medical cannabis market through ownership of: 

• An operating Tier 1 cultivation facility in Jackson, Ohio, with an initial cultivation area of up to 25,000 

square feet with the potential to expand up to 50,000 square feet. As recently announced, the Company, 

in association with APP, has received all necessary approvals and is fully-funded to build-out this 

cultivation space. Vext has been advised by APP that first harvest in this facility is expected to be 

achieved by the first quarter of 2023. 

• APP currently has a fully operational manufacturing facility in Jackson, Ohio, adequate to meet the 

Company's needs for the foreseeable future. 

• A cannabis dispensary in Columbus, Ohio which has been operating under the name Strawberry Fields 

since March 2021. The Company intends to apply to the Ohio Board of Pharmacy for an ownership 

transfer in January 2023. 

• A cannabis dispensary in Jackson, Ohio, which has been operating under the name Buckeye Botanicals. 

The Company has already received approval from the Ohio Board of Pharmacy to transfer ownership 

of the license and to operate the dispensary as Herbal Wellness Center, aligned with the Company's 

Arizona retail branding. 
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Management Commentary and Board Update 

Commenting on the Proposed Transactions, Eric Offenberger, CEO of Vext noted, "We have consistently 

viewed Ohio as the focus for the next leg of Vext's growth. Ohio is a large, growing medical market with 

the potential to move to adult use, and its highly regulated, vertical market structure makes the state 

very attractive from a long-term return on capital perspective. While the overall macro backdrop will 

remain challenging for many operators, Vext's track record of constantly innovating and offering a 

broad range of value-priced products has made Vapen one of Arizona's top brands. These acquisitions 

will enable us to continue translating this success over to the Ohio market through the addition of a fully 

operational vertical footprint with plenty of room to scale. With an unwavering focus on delivering 

profitability and cash flow, Vext has the foundation to grow in this environment both organically and 

through highly selective, accretive M&A, with an eye to driving returns and shareholder value. David 

and his team are strong operators with a long history in the Ohio market, and I would like to welcome 

them to the team." 

David Johns, Managing Director of Appalachian Pharm Processing commented, "Ohio's medical 

cannabis market continues to expand and mature. The state has already exceeded revenue projections 

in 20221 and given its potential adult-use upside, we believe it has the capacity to become one of the 

most attractive markets in the country. The combination of our established cultivation, manufacturing 

and retail presence with Vext's experience as a profitable operator and the strength of the Vapen brands 

that are already available on 95% of dispensary shelves in Ohio, will enable us to establish a firm 

foothold in this high growth market, while being well positioned to take advantage of any regulatory 

developments as Ohio moves closer to adult-use. Vext has been a great partner from the beginning of 

our relationship, and I know I speak on behalf of our entire team when I say that we are looking forward 

to growing this platform together into one of the most successful operators in the Ohio market."  

The Company also announced today that the Board has accepted the resignation of Mr. David Eaton 

from the Board effective December 15, 2022 and after the Company's Annual General Meeting. In 

conjunction with Mr. Eaton's departure, Mr. David Johns has been appointed to the Board, effective 

December 15, 2022. Mr. Johns has demonstrated experience in the services and IT industry and sits on 

the boards of several companies. He is currently the Managing Director of APP in Ohio, which produces 

THC and CBD infused medical marijuana products for patients across the state. 

Eric Offenberger, CEO of Vext commented, "As we take this step to consolidate vertical operations in 

Ohio, I would like to thank David Eaton for his leadership and advice over the years and welcome David 

Johns to the Board. With his extensive leadership and technical experience, as well as his expertise 

leading APP in Ohio, David Johns is an outstanding addition to the Vext team and Board." 

 

Biography – David Johns 

Prior to joining APP, David was the SVP and CIO at Ascena Retail Group Inc, where he successfully 

implemented large-scale IT transformation and project efforts. Previously, David led the Global 

Information Technology, Global Business Shared Services and Corporate Services Sourcing functions 

at Owens Corning, a Fortune 500 company specializing in building materials and composite systems. 

He joined Owens Corning in 1994, and in this latest role as SVP and CIO, David had oversight for all 

Owens Corning business shared service centers, manufacturing technology, project portfolio 

management, sourcing and information systems. Prior to his experience at Owens Corning, David held 

technology positions with Honeywell, Inc. and Time Warner. In both of these roles, he orchestrated 

major computer systems development and management activities at both the division and corporate 
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levels. David holds a Bachelor of Science in Computer Science Engineering from The Ohio State 

University and a Master of Business Administration from the University of Dayton. David was a 

scholarship athlete while at The Ohio State University. He was inducted into the CIO Hall of Fame in 

2009 and was named one of Computerworld's Premier 100 information technology leaders for 2012. 

Terms of the Proposed Transactions 

- Proposed APP Acquisition 

Pursuant to the Purchase Agreements, Vext, through its wholly-owned subsidiary, Vapen Ohio, LLC 

("Vapen Ohio"), will acquire all of the outstanding membership interests (not already owned by Vext) 

of each of Appalachian Pharm Processing, LLC, Appalachian Pharm Products, LLC ("AP Products") 

and APP1803, LLC ("APP1803") for aggregate consideration of approximately $12.5 million, 

consisting of: 

an aggregate of $750,000 in cash paid upon execution of the Purchase Agreements and a further 

$1,250,000 in staged payments on or before January 6, 2023; 

an aggregate of $3.0 million principal amount of unsecured promissory notes (the "Initial Promissory 

Notes") issued by Vapen Ohio upon execution of the Purchase Agreements; 

an aggregate of approximately $6 million principal amount of unsecured promissory notes (the "Closing 

Promissory Notes") to be issued by Vapen Ohio on the earlier of (i) closing of the Proposed APP 

Acquisitions and (ii) January 1, 2023; and 

an aggregate of 8,999,989 Common Shares, at a deemed price of $0.156 per share, issued upon 

execution of the Purchase Agreements (the "Share Consideration"). 

The Initial Promissory Notes bear simple interest, from the date of issuance, at a rate of 8% per annum 

and the outstanding principal plus accrued interest shall be repaid six months after closing of the 

Proposed APP Acquisition. The Closing Promissory Notes will bear simple interest, from the date of 

issuance, at a rate of 8% per annum, and will be subject to interest only payments for a period of two 

years from the date of issuance and thereafter, will require quarterly payments of principal and interest 

on a 20 year amortization schedule and will mature on December 31, 2026. 

In connection with execution of the Purchase Agreements, Vext converted the outstanding $4 million 

loan payable by APP1803 for a 50% economic interest and 48% voting interest in APP1803 and such 

loan was thereafter terminated in accordance with its terms. 

Pursuant to the Purchase Agreements, Vext also entered into a management services agreement (the 

"MSA") and revolving line of credit agreement (the "RLOC") with AP Products. Under the MSA, Vext 

will provide certain management, staffing, administrative and other services to AP Products prior to 

completion of the Proposed APP Acquisition in consideration of a service fee of a minimum of 

US$50,000 per month, plus an additional amount determined based on the weight of medical marijuana 

cultivated and produced by AP Products for such month and reimbursements of the Vext's costs and 

expenses in connection with the MSA. Under the RLOC, Vext has agreed to provide AP Products with 

up to $15 million in funding (including, for greater certainty, all outstanding amounts previously funded 

by Vext in connection with Vext's joint venture arrangement with APP) to be used by AP Products for 

the build out and operations of AP Product's cultivation facility. The loans under the RLOC accrue 

simple interest at the rate of 8% per annum and will be subject to interest only monthly payments 

beginning January 31, 2024, and thereafter, will be repayable in full on the earlier of (i) 48 months after 
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the last advance and (ii) 12 months after termination of the Purchase Agreement with respect to AP 

Products. 

The Proposed APP Acquisition is subject to certain customary conditions precedent, including without 

limitation, receipt of all necessary regulatory approvals, and is expected to close by the end of the second 

quarter of 2023 and, pending receipt of regulatory approvals, may close in one or more closings.  Copies 

of the Purchase Agreements will be filed on Vext's issuer profile on SEDAR at www.sedar.com. 

Proposed Jackson Acquisition 

Jackson Pharm, LLC ("Jackson Pharm"), a wholly owned subsidiary of Vext, entered into definitive 

agreements to acquire one hundred percent (100%) of the membership interest in Buckeye Botanicals 

(collectively, with all ancillary transaction documents, the "Buckeye Botanicals Purchase Agreements") 

for aggregate consideration of $6.9 million, which will be paid from a portion of Vext's newly acquired 

financing commitment. 

Pursuant to the Buckeye Botanicals Purchase Agreements, Jackson Pharm submitted regulatory transfer 

documents to transition one hundred percent (100%) of the membership interests of Buckeye Botanicals 

to Jackson Pharms with the Ohio Board of Pharmacy, including the management and control rights to 

the underlying medical marijuana dispensary license allocated to Buckeye Botanicals (collectively, the 

"Regulatory Transfer"). 

On or about December 12, 2022, the Ohio Board of Pharmacy officially approved the Regulatory 

Transfer and issued a Certificate of Operation to Jackson Pharm authorizing it to operate the Buckeye 

Botanicals medical marijuana dispensary under the name "Herbal Wellness Center" in Jackson, Ohio, 

giving Vext one hundred percent (100%) ownership and management and control rights to the 

underlying medical marijuana dispensary license.  In connection with the Regulatory Transfer, Vext, 

through Jackson Pharms, will perfect its control through a negotiated two-week plan of transition with 

a target completion date of on or about January 2, 2023, for purposes of performing final inventory 

reconciliation, converting systems, making operational adjustments, installing signage, and other 

related matters.  Following the completion of the transition plan, Vext is anticipating to launch Buckeye 

Botanicals as a new Herbal Wellness Center dispensary on or about January 3, 2023. Closing of the 

Proposed Jackson Acquisition is subject to certain customary conditions precedent, including without 

limitation, payment of the $6.9 million cash consideration, subject to customary adjustments. 

About the Ohio Market 

Ohio is the seventh largest state in the U.S., with approximately 11.7 million residents. The Ohio medical 

cannabis program is a limited license market with distinct licenses for cultivation, processing, and retail. 

As of October 31, 2022, the Ohio Medical Marijuana Control Program reported over 317,018 registered 

medical patients, and as of November 27, 2022 the state generated approximately $1.09 billion in total 

medical cannabis product sales. As of November 2022, there are currently 131 operational dispensaries, 

37 operating cultivators, and 46 operating processing facilities across the state3. 

Source: https://medicalmarijuana.ohio.gov/Documents/ProgramUpdate/program%20update.pdf 

(accessed December 15, 2022) 

Fairness Opinion 

The Company's board of directors (the "Board") received a fairness opinion from Eight Capital that, as 

of the date of such opinion, and based upon and subject to the assumptions, limitations and qualifications 
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set forth therein, the consideration to be paid by Vext pursuant to the Agreements is fair, from a financial 

point of view, to the Company. 

Advisors 

Eight Capital acted as financial advisor to Vext and its board of directors. McMillan LLP and Bianchi 

& Brandt acted as legal counsel to Vext. Gordon Bibart, LLC acted as legal counsel to APP. 

 

Recall, Ohio is a medical use and limited license cannabis state. in the context of applicable state law, the Ohio 

acquisition essentially started as a joint venture, with the idea that ultimately, VEXT may be able to acquire the 

entire enterprise pending the transfer/letting of appropriate licenses to VEXT. As the announcement of this 

acquisition notes, they have managed to achieve the transfer of most of those applicable licenses, clearing the way 

for VEXT’s acquisition/ownership of the assets. To reiterate, this is in our view, a major milestone for VEXT.      

The Ohio assets will ultimately include an operating footprint that is similar to the current Arizona operating 

footprint. Per the release, the Ohio assets include “an operating Tier 1 cultivation facility in Jackson, Ohio, with 

an initial cultivation area of up to 25,000 square feet with the potential to expand up to 50,000 square feet. As 

recently announced, the Company, in association with APP, has received all necessary approvals and is fully-

funded to build-out this cultivation space. Vext has been advised by APP that first harvest in this facility is expected 

to be achieved by the first quarter of 2023. Further, APP currently has a fully operational manufacturing facility 

in Jackson, Ohio, adequate to meet the Company's needs for the foreseeable future”.  Again, the current cultivation 

space as well as the available cultivation expansion, the current production facility/capacity, two operating 

dispensaries and established distribution of VEXT/Vapen branded products across most of the dispensaries in 

Ohio, are quite similar to the integrated operation in Arizona.   

In terms of the rollout and contribution of Ohio as a wholly owned asset of VEXT, we are modeling the following 

around our understanding of the acquisition timeline and the revenue recognition associated with it.   

The appropriate license transfers for cultivation, processing and the Jackson dispensary are completed. Further, as 

referenced above, they are expecting first harvest in the current quarter (Q1F23). Despite the anticipated 2QF23 

closing, we believe the Company may be able to consolidate the approved/transferred assets.  Thereafter, we have 

assumed the transfer and associated consolidation of the second dispensary (Columbus) in Q3F23.  Clearly if our 

assumptions regarding the timing of the transfers, closing and consolidation(s) are inaccurate, our models will 

prove equally aggressive.  

Given the above timeline, we are modeling combined (Arizona and Ohio) VEXT revenue of $67.7 million, and 

EPS of US$.07 for fiscal 2023.  Further, we also modeling adjusted EBITDA of $26 million for fiscal 2023. If 

that assessment proves reasonably accurate, adjusting for the additional debt added for the Ohio acquisition(s), 

VEXT is currently trading at projected adjusted EBITDA of 1.4X Enterprise Value. We think the stock is oversold.   

Beyond the timing of Ohio, there are some additional macro items we have tried to address in our new modeling 

that we think will impact industry results for the foreseeable future and as such are worth delving into. (Note; 

some of our macro analysis is supported by data and charts from Headset, which is a “leading cannabis data & 

market intelligence solution with a focus on consumer insights, purchasing behavior & retail trends”.  The 

research/data can be accessed on their site: www.headset.io.) 

To clarify, as most of our readers are aware by now, we are generalists, so we follow companies in multiple 

industries.  By definition, that means we are not industry “experts”, but rather, we tend to be of the view that while 

certainly all industries differ from one another in various ways, they are all also typically subject to the same rules 

of supply and demand as well as to other macro issues (government oversight and regulation for instance) so from 

http://www.headset.io/
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that perspective, they are perhaps not all that different.  Extending that thought, some of our readers will also 

recognize that while we reside in Colorado (arguably, along with California, “ground zero” for cannabis 

legalization), we have always carried a more guarded view of the cannabis industry than many.  Some of the macro 

issues we will cover below are manifestations of some of those concerns we have had along the way.  

- Economy and Recession   

The chart below reflects the periods of U.S. recession since 1950: 

 

Without delving into the chronological minutia of state-by-sate legalization of medical and/or recreational 

cannabis, we would submit that if we look back at the emergence of the legal cannabis industry in the U.S., it has 

largely occurred through what is perhaps the longest economic expansion of the past 75 years.  Put another way, 

the U.S cannabis markets have never encountered a recession.  That is a topical notion because we think most 

have assumed that the cannabis industry would largely prove uncorrelated to recession.  We believe that view has 

probably emanated from the fact that historically, the alcohol industry has proven to be quite resilient to economic 

downturns. Succinctly, for a variety of reasons, cannabis may not be quite as resilient to recession as its alcohol 

counterpart. That may provide some explanation for slowing cannabis sales growth across the U.S. through 2022, 

especially in more mature markets like California, Colorado and Washington (as well as Arizona), and it may have 

implications for 2023 if we do in fact experience the recessionary backdrop many are predicting. To be fair, we 

think some of the muted sales growth may be related to comparisons to robust results stemming from the pandemic, 

which apparently supported cannabis sales. However, again, our sense is that slowing economic activity may 

negatively impact the industry more than many industry pundits envisioned.                                                                   
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As an extension to the above, recent cannabis sales results also include some additional data points that we think 

are worth considering. The chart below (also from Headset: Cannabis trends in 2022: A year in review | Headset),  reflects 

that sales declines were not universal across product categories. Specifically, in the U.S. for instance, flower and 

concentrate sales were down 8% and 14% respectively, while some of the other categories (edibles, beverages and 

vapor pens for example) continued to reflect YoY growth.  While perhaps anecdotal, we think the relative 

performance of these categories in the context of the economic environment may provide some color to our notion 

that cannabis may not be as resilient to economic contraction as some believe.  

 

First, our (unscientific) sense is that the predominant flower and/or concentrate consumer is likely to be a more 

“seasoned” cannabis user.  We do not view that as a huge leap of faith since most pre-legalization (“seasoned”) 

users consumed either flower or concentrates because that was what was generally available at the time, so it 

follows that they are likely more comfortable with smoking cannabis than perhaps newer consumers.  Moreover, 

flower and concentrates tend to act more quickly on the user, and they are typically cheaper on a THC equivalent 

basis than many of the processed alternatives such as edibles.  

In addition to seasoned consumers being comfortable with smoking cannabis, some analysis suggests that for many 

there is still a stigma related to cannabis use that negatively impacts the industry. We think some of the post-

legalization form factors that have emerged (edibles, beverages vape pens etc.) tend to be more acceptable to those 

that may be impacted by that stigma.  Generally, these processed alternatives (albeit more expensive) are more 

discreet and more predictable from a dosing and “high” perspective, making them a better choice for nascent 

and/or more casual cannabis users. In short, just as the categories of cannabis products probably support different 

consumer types (seasoned cannabis users who prefer flower or concentrates for instance), those differences may 

also include some correlated socioeconomic factors as well.  That is, maybe flower and concentrate customers in 

the aggregate have less disposable income than collective consumers of other processed categories.  In that case, 

one might expect a contracting economic environment to negatively impact flower and concentrate sales more 

than edibles and vape pens. Further, and again this is just our sense, but we suspect more seasoned users might 

also be more likely to buy cannabis in the black market than their nascent/casual user counterparts.  Here again, 

in that case, tighter economic environments and less resulting disposable income, might incentivize some users to 

seek cheaper black-market alternatives, which brings us to our next bullet point.   

 

    

https://www.headset.io/industry-reports/cannabis-trends-in-2022-a-year-in-review?utm_campaign=Newsletters&utm_medium=email&_hsmi=238301912&_hsenc=p2ANqtz--gLPT5j8xWB0Pc0gORoyANVpz7E4wj1LIxMBxpqGWK6U9gQfIkrawbxLOk9t0GNBASASyT50pKo6FukARYpZVUX0BANQ&utm_content=238301912&utm_source=hs_email#form
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- Pricing 

Beyond what looks like a slowing economy, we think portions of the industry are experiencing pricing pressures 

that frankly, support some of the ongoing concerns we have had about the industry for some time now.  Here again 

(although not surprisingly) the price compression seems to be more pronounced in more mature markets, and 

especially those that have ultimately legalized recreational use. The chart below (again from Headset) reflects 

some of this compression in three of the larger U.S markets. (Incidentally, Arizona’s price compression for the 

same periods was marked as well).   

 

To segue a bit, the chart above may seem a bit counterintuitive through a period when nearly every other product 

on the planet was/is experiencing rising prices. While there may be multiple reasons why several of these 

jurisdictions are experiencing pricing pressure, we are of the view that much of that pressure comes from the black 

market (illegal) cultivation of cannabis flower in many of these states. While we are not sure anyone really knows 

the correct number, there are informed people and groups that believe for instance that over half of California’s 

cannabis sales and/or consumption come from illegal grows.  We think it is fair to say that for several reasons, 

California’s problems with illegal cannabis may be the most acute amongst legal cannabis states, however, it is a 

problem for most of these jurisdictions.  Moreover, there is evidence that suggests that illegal cannabis from some 

states (California for instance) is making its way into other states as well. To reiterate, this is not a surprise to us, 

nor to many others we suspect. The reality is that illegal producers hold considerable comparative advantages over 

their legal competitors, which include the avoidance of regulations as well as favorable pricing power derived 

from the avoidance of considerable tax structures. The table below reflects some of the impact of those 

comparative advantages (or disadvantages for those on the legal side of the ledger), and as it reflects, they are 

considerable in some jurisdictions:        

 

Is It Cheaper to Buy Weed on the Street or at a Dispensary? - Priceonomics 

https://priceonomics.com/the-most-expensive-and-cheapest-cities-to-buy/
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Recognize, there are other reasons for the proliferation of illegal cannabis beyond taxation and associated price 

advantages.  However, whatever the reasons, in our view, if legal cannabis industries in applicable states are to 

thrive, regulators are going to need to better deter illegal operations.  Each legal jurisdiction has garnered marked 

tax revenue from legal operations, so committing some of those resources to preserve the industry(s) and the tax 

revenues associated with them seems paramount to us. While we consider illegal operations to be a serious 

headwind for legal operators, there is evidence that regulators in at least some jurisdictions, are beginning to 

understand and address the issue in a more robust fashion.  We believe success in that regard, would lead to 

improved pricing environments for legal operators. In the meantime, as the table above reflects, the pricing 

advantages for illegal players are problematic.  

 

- Seasonality       

With respect to the Arizona market, we have always assumed that it would likely experience some seasonality, 

although our expectation has been that seasonality would be more pronounced around the recreational side of the 

market. In short, unlike some legal recreation states, winter is Arizona’s “tourist season”.  Moreover, Arizona’s 

extreme heat in the summer likely exacerbates the seasonality, and we think this past summer’s extraordinary heat 

likely added to that scenario, which we think played a role in lower sales in Q3.  

Aside from the above, we also think the 2022 numbers in Arizona include some other nuances that it may make 

sense to keep in mind as we move forward.  First, recall that recreational use of cannabis has only been legal in 

Arizona since 2021.  Our sense is that initial upticks in sales around that catalyst for some period of time was 

expected.  The question is, once the novelty of recreational use wanes, what does the “normalized” recreational 

cannabis market in Arizona look like?  In our view, part of the answer to that is tied to the seasonality issue we 

noted. In addition, while there is/has been some reciprocity amongst some medical use jurisdictions, those rules 

collectively include some caveats that certainly do not make reciprocity seamless. As a result, we think the 

adoption of recreational use, especially in states with robust tourist industries (Arizona’s “snowbirds” for instance) 

likely increases the seasonality impact of cannabis sales in those jurisdictions, since visitors may then be able to 

purchase recreational cannabis but could not purchase medical use cannabis.  In terms of VEXT, our sense is that 

seasonality negatively impacted Q3 and is likely to do so in the future as well as Arizona recreational sales continue 

to “normalize”.  On the other hand, we also tend to think that Ohio’s seasonality issues may act to counter some 

of Arizona’s in that the respective tourist seasons likely run counter to one another. Again, we have attempted to 

work seasonality into our model, which we have not done in the past.          

Given the macro issues we addressed above, our sense is that Arizona’s cannabis market in 2022 was subject to a 

handful of these issues (as well as perhaps others) that have probably provided some “noise” that require some 

attention. Again, we have attempted to include (and smooth) some of these macro issues in our forward modeling 

and attempted to ascertain their ongoing impact.  Obviously, we will continue to monitor the impact of these 

variables on the business as we move forward.    

To summarize, we think the cannabis industry is getting more challenging.  To be fair, some of those challenges 

are coming from what we think is an increasingly more difficult macroeconomic environment that is making it 

tougher on most industries.  On the other hand, as we addressed above, there are also specific industry challenges 

that are emerging most notably in some of the early legalization states, especially those that have subsequently 

legalized recreational use. That said, every industry has its specific obstacles, but they also have specific 

opportunities and generally, those who are best able to take advantage of the opportunities are those who can also 

best manage around the obstacles.  Put another way, we think the ultimate fundamental “winners” in the cannabis 

industry will not by default be those with the most licenses or other similar metrics that have historically driven 

valuation in the space, but rather those with managers who best negotiate the macro and micro nuances they are 

faced with.  That brings us back to why we continue to cover VEXT. 
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Through the first 9 months of 2022, VEXT reported revenues of US$27.2 million and after-tax net income of 

US$5.8 million.  If our estimates for Q4F22 prove reasonably accurate, we think fiscal 2022 will reflect revenues 

of around $35 million and after-tax net income of about $6.8 million.  VEXT’s current outstanding share count at 

09/30/22 was 71,155,467 shares, but the fully diluted number includes the conversion of 672,747 multiple voting 

shares owned by Founder and Executive Chairman Jason Nguyen into 6,727,470 common shares for a total of 

138,430,167.  That share base puts the current market capitalization of the stock at approximately US$30 million.  

If we add the Company’s cumulative debt at 09/30/22 and then subtract the cash, it places the Enterprise Value of 

VEXT at approximately US$40 million.  Therefore, based on our estimate of fiscal 2022 after tax earnings of 

US$6.8 million, the stock is currently trading at just under 6 times Enterprise Value.  Recognize, again if our 2022 

fiscal projection proves reasonably accurate, VEXT will report a 5% decrease in revenues (largely related to some 

of the issues we covered above) while at the same time reporting a 42% increase in after tax net income.  To put 

that into perspective, “back in the day” a general rule of thumb was that p/e ratios were assumed to be something 

near fair value when they approximated the earning growth rate.  In other words, a 42% earnings growth rate 

would equate to a p/e ratio of 42X.  Obviously, on that basis VEXT would be trading something closer to US$2.00 

per share. We reiterate, we think the stock is oversold.  

On the other hand, we submit, we do not expect VEXT to growth earnings by 42% into the foreseeable future. 

Rather, revisiting the macro inputs modeling approach we covered above, we are expecting VEXT’s 2023 Arizona 

comps to be down relative to 2022 largely because we are not modeling improvements in pricing from 2H-2022 

levels, which means we are assuming lower pricing for the full year versus 2022, which saw better prices in earlier 

portions of the period. In addition, we are anticipating a contracted economic backdrop relative to 2022 as well. 

Clearly, if those inputs are indeed collectively softer it will likely negatively impact the comps. Frankly, we think 

the price of the stock has clearly baked in lower expectations.  That said, there are a couple of major elements to 

the story that beg consideration here.  

First, while we understand the compression in the stock around some of the noted macro headwinds, we think the 

street may be overlooking the more topical point, which is that despite the headwinds VEXT management has 

been able to post impressive results in the face of the challenges. In our view, those kudos should include not only 

their ability to negotiate the environment, but also the integrated operating strategy they put in place some time 

ago, which we think has provided them some of the flexibility that has allowed them to weather the storm(s). For 

instance, as they noted on their call, they were able to mitigate some of the negative impact of the quarter by 

utilizing excess processing capacity and adding some tolling business. Further, despite the revenue compression 

in Q3, the Company still managed to maintain gross margins of 60%, which we think in part was due to their 

ability to make adjustments in product mix, discounting etc.  While we submit, gross margin was lower than the 

two prior periods, it was markedly higher than all four reporting periods in 2021.  Again, we think management 

has done a good job of establishing operating flexibility and by extension manipulating the various levers of the 

business to optimize results. In addition, they were also able to make quick adjustments to (cash) operating 

expenses, which took some of the pressure created by lower revenues and lower gross margins off net margins.        

Second, as we alluded to above, we think some of the macro challenges we have raised (black market price 

compression for instance) are more prevalent in mature recreational markets.  Given that Ohio is a limited license, 

medical only state, our expectation is that for at least some measurable period, Ohio operators will enjoy the 

protections of that regulatory environment. Consequently, we think the addition of VEXT’s Ohio operations could 

“smooth” some of the challenges they are seeing in Arizona. The Ohio addition(s) will almost certainly be 

considerably additive to VEXT’s results for the foreseeable future and to reiterate, we expect that to begin in the 

current quarter, and accelerate through F2023.  To be clear, our new valuation/target assumptions are based in part 

on these additions.   

To conclude, we think some of the fundamental realities of the cannabis industry are starting to set in and that is 

perhaps especially true in more mature recreational markets.  That comment sounds more ominous than perhaps 
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it is.  Setting aside the miscalculations of governments trying to “manage” the free market, all that comment really 

means is that the winners in mature cannabis markets are likely to look like the winners in every other industry; 

those that manage and operate their enterprises around sound business practices.  In case it is not clear, if that is 

the criteria for success, we continue to like VEXT’s chances.  Given some of the macro challenges we covered 

above, we have lowered some of our expectations for VEXT’s Arizona operations, especially for fiscal 2023.  At 

the same time, we are including new expectations for the addition of Ohio, which again we expect to be markedly 

additive. Collectively, we are looking at those nuances as something like one step back and two steps forward. As 

a result, we are establishing a new (lower) 12-24 month price target for VEXT shares of **US$1.35.  That target 

represents a projected year end 2023 Enterprise Value to projected 2023 adjusted EBITDA of about 7.75X, and 

around 5.9X the respective 2024 metrics.  In light if that target in relation to the current stock price, we are raising 

our allocation from 6 to *7 as well.       
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Projected Operating Model 
 (Assuming the Integration of Ohio) 
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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.   

   


