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attempted to identify those excerpts by italicizing them in the text.  Unless otherwise noted, all prices in this report are in US Dollars.   
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For Q1F23 VEXT reported revenue of $9.1 million versus our estimate of $8.5 million.  However, our estimate 
did not include any contribution from the consolidated Ohio dispensary because we generally like to see the 
reported consolidation before we start speculating on what it might look like. The MD&A reflects that VEXT 
consolidated $1.24 million of Ohio dispensary revenue and $487,000 of Ohio dispensary gross profit. When we 
reflect that in our prior 1QF23 projections, our estimates for Arizona Q1F23 revenues were overstated by about 
$600,000.  Moreover, there were some additional items that impacted our bottom-line assessments, which we will 
cover here, but suffice it to say, the Company continues to face headwinds in Arizona that include both macro-
economic issues (less discretionary consumer spending) as well as continued supply imbalances in the Arizona 
cannabis market, which (as we have lamented along the way) are in our view related in part to regulators inability 
to control black market forces that are compromising the legal side of the cannabis market in a number of states 
including Arizona.  

 

Specifically, VEXT reported a pre-tax loss of $1.1 million versus our estimate of a pre-tax gain of $447,000, or a 
difference of about $1.45 million. While that is a bit stark, especially considering prior reporting surprises (or lack 
thereof), there were some extraordinary items that drove a good portion of the difference.  First, the operating 
statement reflects specific non-operating line items as follows:  

 

Change in fair value of debt - (190,984)  

Debt transaction costs          - (742,036)      

 

Those items were related to adjustments around the debt associated with (and ultimately the consolidation of) the 
Ohio assets. Again, these largely represent non-cash and non-recurring items, so if we back them out the above 
earnings miss, moves from $1.45 million to $614,000.   

 

In addition to the Ohio debt adjustments, one of the other line items where we had a meaningful miss was in cost 
of goods sold related to Arizona. For instance, while we projected Arizona revenue of $8.48 million and gross 
profit of $5.36 million, or a margin of 63%, actual numbers for Arizona were revenues of $7.87 million and gross 
margin of $4.16 million or 53%.  However, as the narrative from the MD&A notes below reflect, the Company 
took a charge of $712,000 “to the cost of goods in the first quarter in relation to biological assets” and related to 
the “idling of outdoor cultivation in Prescott Valley”. They also note relative cost savings should be realized in 
Q2F23, which we have attempted to reflect in our model. Here again, if we back out this item, actual relative pre-
tax income would have been about $100,000 greater than our model assessments. Our point here is not to suggest 
that some of these extraordinary items do not matter, but rather to point out that we continue to view the Company 
as operating successfully and within the parameters we have established in our model assumptions albeit within 
the constraints of a challenging environment. That brings us to our next point.  

 

As we noted, the Company has faced some headwinds of late that are largely related to the state of the cannabis 

industry in Arizona. As the Company recent MD&A reflects:  “According to the revenue collection data reported 

by the State of Arizona, the market experienced a 15% decrease in sales through February 2023 compared to the 

same period of 2022. We expect this trend to continue when the March numbers are released. The main factor 

contributing to the decline is the financial pressure faced by consumers, resulting in reduced discretionary income 

available. 

 

Despite not setting the market trend, our retail operations experienced less reduction in top line than reported in 

the overall market. We continue to see an increase in customers and transactions, although the average basket 

size has declined due to customers having less discretionary income due to inflation and participating more in the 

adult use market. Operating expenses in the dispensary have remained steady, even with increased transactions, 

allowing us to maintain our margin percentages. 

 

In line with the third and fourth quarters of 2022, the wholesale markets in Arizona faced ongoing pressure. The 

market expansion following Arizona's legalization of adult use in late 2020 led to increased cultivation capacity. 

Consequently, there is now excess capacity and supply that has created significant downward price pressure. 
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Some cultivators lease licenses from dispensary owners, do not own retail fronts and are therefore more subjected 

to market supply pricing pressure. Additionally, certain dispensary operators expanded their cultivation capacity 

beyond their ability to sell the product through their own dispensaries, relying on the wholesale market to support 

the increased production. Recognizing this trend, Vext management has taken appropriate action to ensure that 

we only produce what can be sold through our stores and do not enter the wholesale flower market in Arizona. As 

part of this strategy, we decided to idle the outdoor cultivation in Prescott Valley in the first quarter 2023, resulting 

in cost savings that will be reflected in the second quarter expense line The idling of the outdoor grow operation 

contributed to a $712,000 charge to the cost of goods in the first quarter in relation to biological assets. Previously 

incurred costs were charged back. Some of this charge will be one time in nature. 

 

The above noted, to be clear, weakness is also being 

experienced in several other, especially more mature 

recreational cannabis use states. For instance, Axios 
https://www.axios.com/local/san-francisco/2023/03/01/sluggish-cannabis-sales-

california  recently noted:  

 

Retail cannabis sales in California declined 8.3% last year 

(2022) for the first time since becoming legal in 2018, 

according to data released last week.  Experts say the 

revenue decline is the result of deep-seated issues with the 

state's legal weed market and the voter-approved 

Proposition 64, which promised all adults in California 

access to safe cannabis.  In San Francisco, cannabis sales 

dropped from $260.6 million in 2021 to $228.8 million in 

2022 — a 12.2% decline. 

 

 

 

Other markets like Washington and Colorado saw sales 

declines as well in 2022, indicating broader economic 

factors could be at play, Nicole Elliott, California’s 

director of the Department of Cannabis Control, told Axios.  

 

To edify, the narrative above regarding California’s sales 

declines imply that proposition 64 is partially to blame for 

California’s sales declines, while they also alluded to 

broader economic factors.  Moreover, we agree with the 

narrative from VEXT’s MD&A, which essentially suggests 

that cultivators geared up and over planted in anticipation of 

the state’s recreational transition, and that is certainly an 

input that will likely continue to correct itself.   However, to revisit a point we have raised above (and before), we 

also continue to believe that several of these states (and one may spill into the other), have a black-market problem 

that is impacting supply/demand equilibrium (ie: causing lower prices), which is particularly problematic for legal 

market players saddled with regulatory and tax burdens that place them at comparative disadvantages to their 

illegal competitors. In our view, reading between the lines, the reference above regarding “revenue decline 

resulting from deep-seated issues with the state's legal weed market”, is likely an acknowledgment of the impact 

of the black market. Again, in our opinion, if these states intend to continue reaping the benefits of legals cannabis 

markets, they are going to have to loosen the grip of illegal participants from the throats of their golden geese. We 

view that element as a likely (albeit non-discriminate) ongoing structural headwind for VEXT and other legal 

players in Arizona and the surrounding region.  

 

$60,000,000

$80,000,000

$100,000,000

$120,000,000

$140,000,000

$160,000,000

$180,000,000

Ja
n

-2
1

A
p

r-
2

1

Ju
l-

2
1

O
ct

-2
1

Ja
n

-2
2

A
p

r-
2

2

Ju
l-

2
2

O
ct

-2
2

Ja
n

-2
3

Colorado Recreational Sales

https://www.axios.com/local/san-francisco/2023/03/01/sluggish-cannabis-sales-california
https://www.axios.com/local/san-francisco/2023/03/01/sluggish-cannabis-sales-california


   

4   

   

The above ugly truth noted, we again concur with VEXT’s management that there are clear macroeconomic 

headwinds that have impacted the industry, which in turn is proving to be less resilient to some of those realities 

than many industry experts have historically imagined. Recall, (setting aside the flash recession of Q1F22 and 

Q2F22) the United States has not had a recession since Washington and Colorado became the first two states to 

legalize recreational marijuana in 2012. Clearly, the industry’s defensive moniker is showing some cracks. As a 

result, we expect the coming quarters to provide continued challenges for the industry and most specifically to 

VEXT, the industry in Arizona. We will continue to handicap our models in that regard.   However, we also think 

the addition and timing of Ohio may provide a welcome counter as its new/emerging and medical only protections 

should provide cover for licensed and especially integrated players.  In addition, we will reiterate one of the 

cornerstones of our thesis, which we think despite the challenges of the quarter was once again borne out in the 

(relative) numbers. That is, we continue to believe that despite a stock price and market cap that might imply 

otherwise, management remains diligent, resilient and dialed in here, and we think that remains a good mix to 

weather the storm. 

 

We reiterate our allocation of 7 and our 12-24 month price target of US$1.35.             
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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.   

   


