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For 2QF23 VEXT reported revenues of $9.2 million and earnings of $535,454 versus our estimates of $9.3 million 
and earnings of <$34,615> respectively. While those numbers reflect a largely positive comp, inside the numbers 
the quarter was a bit more challenging than the comp reflects.  For instance, they realized a tax benefit of 
$1,141,064, so the actual pre-tax loss was <$605,610>, versus our estimate of <$48,077>.  That miss requires 
some narrative.  

 

As our largely flat sequential revenue estimate and net loss earnings estimate reflect, we were expecting a 
continuation of the difficult cannabis environment, specifically in Arizona, which we anticipated would be further 
complicated by seasonal issues, which as it turned out included particularly warm weather.  In short, the “perfect 
storm” for Arizona cannabis enterprises continued through Q2.  

 

More specifically, the starkest operating item was gross margin which totaled $2.8 million or roughly 30% of 
revenues. For reference, that number is 350 basis points lower than the comparable year-over-year quarter, and 
210 basis points lower than the sequential (Q1F23) quarter.  That was particularly disconcerting since the Q1F23 
quarter also reflected some of the aforementioned challenges. Succinctly, as Management noted on the call, setting 
aside some of the demand (seasonality) issues we noted above, the industry in Arizona continues to fight through 
excess flower supply and its cascading effects downstream.  We addressed that last quarter, and to refresh the 
notion, we still believe a portion of the problem stems from the state’s inability to reign in illegal participants, but 
regardless of the reason(s), there is too much flower around and it continues to negatively impact pricing.  
Generally speaking, when an industry is experiencing pricing pressure, participants can choose to try to either 
maintain their prices or maintain their market share, but they cannot typically do both. VEXT chose the latter, and 
we will not argue with that.  

 

On the other hand, as we have opined along the way, we think Management has proven to be adept at weathering 
the storm better than many, and we think they demonstrated that again in 2Q23. Along those lines, we would 
encourage people to read the Company’s MD&A for the quarter, as it provides a constructive overview of the 
challenges and their strategies around mitigating them, as well as a good overview of the path forward.  Most 
imminently, that means the emerging pieces in Ohio including the consolidation of the cultivation operation in the 
current quarter, as well as the approval/addition of the second dispensary (Columbus) in the first half of 2024.               

 

Looking ahead there are a few major items the Company discussed in the MD&A and/or the earnings call that we 
think are quite topical.   

 

First, part of the Company’s approach in managing their way through the problems in Arizona has been to focus 
on the portions of the business where they have more control.  That includes a greater focus on their branded 
products and by extension, the dispensaries they operate as well.  From the MD&A:    

 

Marketing and advertising will continue to be targeted on attracting customers into our retail 
locations with tailored offers that meet their individual profile, and balancing marketing spend 
with returns on that spend. We are focused on increasing the traffic to our stores and have initiated 
some programs that we expect will achieve this objective, specifically at the Deer Valley store. 
These programs are in the early stages of being rolled out. 

  

That approach also includes a lesser focus on the cultivation (re: commodity) portions of the business. To that 
point the MD&A notes:           

 

The market continues to have an oversupply of cultivators and flower products which has been 
impacting wholesale flower pricing. Retail pricing to end consumers has been impacted, but not as 
dramatically as in the wholesale channel. The majority of dispensary operations are vertically 
operated. While Arizona licensing is vertical and limited, some license owners have decided to 
“lease” the right to cultivate to non-license holders. These non-license holding cultivation 
operators do not have retail operations to sell their own product and are solely reliant on the 
wholesale channel. This phenomenon has put further downward pressure on wholesale pricing and 
leaves operators without retail doors, vulnerable to market conditions. 
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As an extension of that strategy, they suspended the outdoor grow and are commencing the addition of the Eloy 
canopy in the current quarter.  The approach in that regard is to “produce almost exclusively for its own needs, 
with a goal of minimizing any wholesale flower sales, and matching any expansion to the requirements of its own  

retail storefronts. This results in better profit margins. We think this is the basis for the Company’s guidance that 
despite the environment and they are anticipating that “the margin profile will move toward historical levels in 
the third quarter and going forward”.  Given the challenging landscape in Arizona, we find that constructive, in 
part because we think Management has historically been straightforward (good or bad) in terms of their guidance 
around the environment. That by the way does not mean margins will definitely improve in the near term, but their 
sense that they will is more encouraging than if they were telling us that they did not expect them to improve. 
Clearly, the margin compression was the headline for the quarter and ostensibly the continued weakness in the 
shares, so presumably, improvement in that regard should in turn help the share price.  

 

Again, beyond Arizona, the story is pivoting to now include Ohio. That transition will be augmented by the 
addition of the cultivation business in the current quarter, and the addition of the second dispensary in the first half 
of 2024, hopefully sooner rather than later.  The Company noted on the call that they are “about 6 weeks behind” 
on fully integrating the Ohio operations, and we think that is largely related to administrative issues at the state 
level. Regardless, in our view the Ohio integration is a watershed event for the Company and will provide a marked 
boost in both revenues and earnings over the coming quarters.  The street apparently does not see it that way or 
just does not recognize it.  As we see it, the Company has spent considerable resources getting Ohio on board, and 
now with that heavy lifting predominantly behind them, we expect them to start realizing the fruits of that labor, 
which should result in them building cash, and perhaps setting the stage for the next valuation piece (Kentucky, 
Oklahoma… ?).              

 

To summarize, we understand the struggles in Arizona, and as we have suggested in prior research, we think many 
of those problems stem from the imperfections of the cannabis markets in general vis-à-vis governments trying to 
create and regulate markets.  That includes by the way, their inability, or their lack of conviction, to protect legal 
players from black market/illegal players, and the impact that has on supply and resulting prices.  While we 
understand some of the (legal) cultivation nuances that have likely impacted the over-supply issues in Arizona, we 
continue to believe that imperfections around the regulation of these markets will remain an overriding theme. 
More specifically, when the dust settles, whether in Arizona or elsewhere, we think the last players standing will 
be successful mostly because we think those will include the best operators and we believe VEXT management 
has demonstrated their aptitudes in that regard. In our view, they have aligned the (integrated) business in a way 
that provides them with some levers to emphasize (or deemphasize) the most promising portions of the business 
as those ebb and flow. By extension Ohio, should provide them additional flexibility in that regard.  In short, we 
fully expect the cannabis industry to continue to face headwinds because of the imperfections we have been 
arguing, and those headwinds will be more acute in some places than they are in others.  That said, we would 
reiterate, “when the dust settles, whether in Arizona or elsewhere, we think the last players standing will be 
successful mostly because we think those will include the best operators.”  

 

To conclude, we recognize the challenges VEXT faces, but we continue to view the shares as deeply discounted 

relative to their operating posture and future opportunities that are largely now in place in Ohio.  As a result, we 

reiterate our allocation of 7 and our 12-24 month price target of US$1.35. we submit, our target may be a bit 

stretched since visibility in Arizona continues to be elusive, however, given the current price of the shares relative 
to the target, does it really matter if its $1.35 or $1.00?  Again, we continue to view the shares as markedly oversold.              
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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.   

   


