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Disclosure:  Portions of this report are excerpted from Vext’s filings, website(s), presentations or other public collateral.  We have 
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 Q1F25, Vext reported revenues of $11.6 million, a pre-tax loss of <$3.6> million and eps of <$.01>. Those 

results compare to our estimates of $10.1 million, a pre-tax loss of <$2.7> million and eps of <$.01>.  More 

specifically, there were some particular line items that created some of the differences so we will review the most 

telling of those along with some associated narrative from the earnings call as well as our take-ways of each.   

 

Starting from the top, the Company handily outperformed our revenue estimates, and that was largely due to a 

marked bump in wholesale revenues in Ohio. Generally, our assessment has been that in both Ohio (and certainly 

Arizona) the goal is to align cultivation yields with the Company’s respective retail (dispensary) demand. 

Recognize, in Ohio, the Company will add three retail locations in the current quarter (ended 06/30/25), and likely 

two (potentially) 3 additional retail locations before the calendar (2025) year end. We believe some of the excess 

cultivation, which drove wholesale revenue, is related to the ramp up of cultivation to meet retail/dispensary 

demand in the coming quarters. To translate, barring other unforeseen market changes, we do not expect the 

Company to generate significant wholesale revenues as their new dispensaries come online and absorb their 

cultivation internally.  

 

Margins for 1QF25 were markedly lower than we projected. Part of that difference is related to the outsized 

wholesale contributions we noted above, which carry markedly lower margins. However, much of that 

compression was related to a more complex nuance that the Company touched on in the earnings call.  We will 

elaborate on that in more detail further in this update.   

 

Moving to other line items, as we have noted in the past, we have yet to arrive at a methodology to project the 

following line items with any degree of confidence or consistent accuracy:         

   

• Unrealized gain in fair value of biological assets  

• Realized loss in fair value of inventory sold  

 

We have discussed these at length with management, and frankly we are of the view that there is no methodology 

to project these line items with any degree of confidence or consistent accuracy. From the high level, these are 

estimates associated with their cultivation inventory and subsequent adjustments to those initial estimates once the 

grow is sold through. These are IFRS accounting requirements (as opposed to GAAP), and they are non-cash items 

that in our view provide little accounting transparency. Further, as non-cash items, they do not impact the cash the 

business generates or consumes, but they do have a marked impact on earnings.  Here again, we will revisit that 

notion below.   

 

Operating expenses were about $450,000 lower than we projected. Specifically, Salaries and Wages were 

$200,000 lower and SG&A were the balance of around $250,000. Collectively, those operating results are the best 

(lowest) they have been in the past 8 or 9 quarters, and the narrative from the call suggests that they do not expect 

much expansion in operating overhead as they add retail. Obviously, that operating leverage would be a good 

thing.    

 

Below the operating line, we have modeled decreasing amounts of interest as free cashflow allows them to pay 

down debt and reduce interest costs. Further, we also spoke with management about the tax line item, which has 

been another mystery to us, but ties into the greater narrative regarding operating cash flow. To that end, recall, 

because cannabis remains a Schedule I narcotic on the federal level, its federal taxation is largely predicated on  

Internal Revenue Code Section 280E. Section 280E “disallows all deductions or credits for any amount paid or 

incurred in carrying on any trade or business that consists of illegally trafficking in a Schedule I or II controlled 

substance within the meaning of the federal Controlled Substances Act and includes businesses that sell marijuana, 

even if they operate in states that have legalized the sale of marijuana. Section 280E does not, however, prohibit 

a participant in the marijuana industry from reducing its gross receipts by its properly calculated cost of goods 

sold to determine its gross income. 
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Without getting too far down the rabbit hole, 280E is a bit of an enigma throughout the industry, and operators 

have different ways of dealing with expenses around the law, as well in turn as the taxes they remit to the federal 

government in conjunction with their treatment of those expenses. Again, we are not going to delve into the 

different approaches, rather, we will stick to Vext’s treatment of the issue. In short, as we understand it, the 

Company uses both American and Canadian tax experts that analyze their specific books and records then feed it 

into their formula, algorithm, black box, etc. to derive Vext’s tax liability around 280E. Historically, that approach 

has yielded a tax recovery in quarters with negative earnings results, which get reconciled/adjusted in the year end 

audited filings around the number that the tax experts’ formula comes up with.  Again, our chance of projecting 

that accurately one quarter to the next, or even at year end is low. However, conceptually, we think the best 

approach is perhaps to apply a tax rate to gross profit, as 280E essentially disallows all operating expenses beyond 

(and perhaps including some) COGS.  That is our approach to the issue. Succinctly, because 280E creates an 

outsized (perhaps even untenable) tax burden on cannabis companies, there is an abundance of creative accounting 

across the industry aimed at mitigating it. In our opinion, that accounting makes the associated financial statements 

less transparent and more complex to evaluate, certainly by standard metrics like earnings.  By extension, it makes 

comparative analysis amongst industry participants less valuable as well, as participants approach 280E in different 

ways.  That brings us to the overriding issue we alluded to above, which is operating cash flow.     

 

First, start with the assumption that if for tax purposes under 280E Cost of Goods Sold are the only expense the 

Company is allowed to charge against taxable income, it follows that operators will try to reflect, allocate, move 

etc. as many expenses as possible into COGS, which means that gross margin is probably not a good indicator of 

the Company’s success and/or progress.  Consequently, beyond the added Ohio wholesale revenues we noted 

above, the compression in gross margin for Q1F25 by itself is of no particular consequence, and if anything may 

result in a lower federal tax burden. To that end, comparing the operating statement with the cash flow statement 

for 1QF25, it is apparent that COGS included about $1.6 million of (non-cash) depreciation, which has been 

consistent over the past several quarters.   

  

Aside from COGS, as we also alluded to above the biological asset accounting also has a measurable impact on 

earnings, but no impact on cash flow, as they are essentially attempts to value in process inventory.  However, to 

be curt, in the end inventory is “worth” whatever someone will pay for it, and (especially) in the cannabis industry, 

they have to pay for it with cash.  

 

Third, we have argued ad nauseum that Vext management has done yeoman’s work navigating its way through 

various challenges, including draconian compression in prices (and as an extension industry-wide performance) 

in its only market (Arizona), developing and adding an entirely new and ostensibly promising market (Ohio) with 

limited resources and now, emerging into what appears will be consistent and growing operating cash and 

subsequent liquefaction and expansion of the balance sheet. For perspective, we estimate that the Company will 

generate over $75 million of operating cash between now and fiscal 2027 year end, resulting in the entire paydown 

of their debt and associated cash balances in the $25 million range. We submit, those projections are based on 

operating results in both Arizona and Ohio that may or may not materialize.  As we have learned along the way in 

Arizona, for a variety of reasons, the cannabis industry can be a difficult place to operate in which can make 

visibility challenging. That said, when it comes to Vext, we would encourage investors to “follow the money”.   

 

We reiterate our 12-24 price target of $.80, as well as our elevated allocation of 8. with the view that coming 

results will vindicate each. As we noted in the prior update, with the shares trading at less than 1/8th of our price 

target, we believe Vext represents one of the deeper values of all the companies currently in our coverage universe.     
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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 

Vext Science, Inc.     

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.     


