
 

Investment Summary 
Investors already know that rolling legalization is creating attractive 

investment opportunities in the legitimate cannabis industry. But where to 

invest? We cover more of our thought process in our sector report, but our bias 

is towards infrastructure with broad exposure to overall industry growth.  

MassRoots (MSRT) is a rare play on the demand side of the business. MassRoots 

has built a large network (~1 million) of marijuana consumers that share an 

abiding interest and expertise in the use of cannabis. This is a highly-engaged 

community who do a significant amount of purchasing volume at local dispensaries 

- 90% of MassRoots users smoke every day. This represents an ideal market 

opportunity for commercial suppliers of marijuana-focused goods and 

services.  

MassRoots is growing revenue via advertising from dispensaries and brands 

serving established markets like Colorado and California. As legalization spreads, 

they will replicate this model in new markets with minimal marginal cost. Recently, 

MassRoots has completed a major upgrade of their management team and 

staff and started to make acquisitions. Their aim is to be a leading technology-based player for cannabis consumers 

looking for products to purchase.  

There are not many public market opportunities to invest in the technology-side of the cannabis market. MassRoots has 

a strong position, growing revenues from their core business, an upgraded and very capable management team and the 

ability to expand both horizontally into new regional markets and vertically into related demand-side businesses.  

Our intrinsic valuation (IV) model supports a price objective of $3.82/share for MSRT shares.  

Current Business 
The current MassRoots business is mostly digital marketing. What they offer to clients is very much like what Facebook 

advertisers get but focused on frequent cannabis users. The specifics differ based on the advertiser and the objectives 

they have. A dispensary wants to increase visits, a producer may want greater mindshare and care about impressions, 

and an online retailer wants visibility, but the kind that leads to clicks and conversions. Some clients target consumers 

directly (B2C) and some are targeting other cannabis businesses (B2B.)  

The sales team works with prospects to create the right campaign and convert them to a customer. Contract sizes and 

types vary but tend to be in the range of $2,000 to $5,000 year with some as large as $10,000 to $20,000 per year. 

Duration is either a fixed term or based on a specific number of clicks or other events.  

The current sales team is running smoothly and becoming used to making monthly and quarterly revenue and booking 

targets. The company will be adding to the 

team through the year with the objective of 

tripling the current number by year-end. If 

successful, the additional staff will support 2-

3x revenue growth in 2018. New sales hires 

are expected to have experience with the 
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general model and are given three months to ramp to full production. This is about ½ that ramp time required for 

enterprise SaaS companies so it helps improve the ROI of a larger sales organization. 

In evaluating the current marketing opportunity, we are going to allow for a better comparison and strengthen our 

analysis by ignoring general advertisers like Uber, although they do use platforms like MassRoots. That limits our view 

to companies that are either directly in the cannabis business or related-product companies.  

We’re also going to focus in on the handful of state markets that are the big markets. We’ve set our investment/planning 

horizon to 2021 which means that many states are not relevant to our analysis because they are either too small or have 

not yet voted to legalize recreational use. 

Based on an analysis of the current available market for the MassRoots advertising platform, using their current user 

base and pricing terms we estimate the revenue opportunity is $15-20M. For 2018, this number would be $25-30M. It’s 

important to note that in computing this we are keeping current pricing constant. We think pricing will go up. We are 

also not including any horizontal or vertical growth in these numbers. 

We think the markets coming online in 2017 will enable MassRoots to significantly expand its revenues. Growth to 10x 

is beckoning based on their execution and the market fully supports their sales plan to grow the team by 3x before year-

end. The numbers argue for an even greater expansion if early hires perform as or better than expected.  

Market Position & Dynamics 
MassRoots focuses their technology and content on the consumer. That fact drives their current business, defines their 

positioning and informs their growth strategy.  

The demand-side of a large and growing market is a good place to be – especially when offerings multiply and diversity 

increases. We’ve seen many analogous companies like Priceline (PCLN) in travel, OpenTable (acquired by Priceline) in 

restaurants, Yelp (YELP) in retail, TrueCar (TRUE) in vehicles, Trivago (TRVG) in hotels and Zillow and Trulia in real 

estate. Those companies are mostly about content and driving transactions. Companies like Uber and GrubHub 

(GRUB) are also demand-side technology platforms.   

Looking at cannabis, the conditions are already 

in place for creating value on the demand-side. 

For example, there are 347 strains to select 

from on the Whaxy website for dispensaries. 

The “edibles” selection clocked in at 200 and 

this is a category that is growing by leaps and 

bounds. Dispensaries and products will 

continue to proliferate, which means 

consumers will need reliable content sources, filters and facilitators.  

The marijuana consumer will embrace delivery quickly. It’s taken almost 100 years for alcohol to begin the shift to 

delivery. Marijuana is likely to ride the coattails of increasing consumer use of alcohol delivery, at least in urban areas. 

We’ve got a few reasons for expecting this: 

1. Illegal pot is already a delivery business in major cities, at least for mid- to higher-end customers.  

2. The dispensary experience includes long lines, security screens, and the bewildering array of choices just doesn’t 

suit the “non-enthusiast” user.  

3. Large players like Amazon and Uber have paved the way and startups like GrubHub are pushing the practice 

into food, while startups like Drizly are finding success with delivering alcohol to consumers.   

Even more segments of the front-end market will materialize as the cannabis industry matures. As a technology 

platform, MassRoots will have great flexibility in addressing many of these over time – either through development or 

acquisition.    

Yelp’s success was rooted in their community of 

users which ultimately drove the success of their 

advertising and additional technology services. 

MassRoots is in a similar position. 
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Market Opportunity 
Overall legal cannabis spending has been dominated by medical use (MMJ), but recreational (REC) is growing much 

faster. For example, in 2016 MMJ accounted for $5B of a $7B legal market. MMJ is expected to grow to $7B by 2018 

and then flatten out. REC, however, will more than double from $2B to $4B in 2018 and continue to sharply increase 

as percent of the total market. By 2021 REC is expected to be $15B with MMJ slightly over $7B.  

What these figures don’t address, however, is the sizable markets for related products – everything from packaging to 

testing to vaporizers to odor-eliminating candles. Hard estimates of this market don’t exist but if we use “related 

economic impact” which is estimated at 3x cannabis sales, we can believe that a 1/3 of that is product-related which 

would put cannabis and related product sales at 2x the market figures cited above. 

One could use a top-down approach looking at the total cannabis market along with related products and services and 

apply a standard benchmark to arrive at the 

total advertising spend. The typical allocation 

to marketing for an SMB is 3%-6% of 

revenues. That would put the overall market 

opportunity in the range of $210M to $420M. 

To have a point estimate, we’ll take the middle - $315M. This total opportunity expands to $495M in 2018 and $945M 

in 2021. 

One additional dynamic in this market is that the value of brands is increasing rapidly and thus we expect that the 

percentage of spending on advertising will increase as the market grows. This will make the growth of the 

category faster than the overall growth of the market.  

MassRoots is a small company with limited resources so they can only expect to capture a small share of this market in 

the short-term. However, through the execution of their current business plan and some vertical expansion, they will 

be able to gain market share and grow much faster than the overall market for the next several years. 

In creating our estimates of the MassRoots market opportunity we are looking at it in two ways: 

1. The horizontal growth of the company by expanding their current business operations along with the growth 

of the end markets from rolling legalization and 

2. Vertical expansion into additional products and services beyond marketing and advertising.  

The simplest part of the growth strategy is executing the current business plan and addressing new markets where 

recreational use is becoming legal and driving market growth. Horizontal growth matters but isn’t as impactful to the 

business as one might think. As more states expand recreational use it does create additional revenue opportunities with 

new dispensaries and local services. At the same time, the expanded audience of MassRoots users becomes more 

valuable to advertisers.  

MassRoots has a market opportunity of over 

$300M today that will expand to $495M in 2018. 
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The impact of this incremental expansion 

is a combination of increased revenue 

opportunity and higher margins. Existing 

clients will want more reach, consume more 

clicks and pay more for a larger footprint.  

At some point the rolling legalization will reach 

a point where the market becomes large 

enough for MassRoots to attract another class 

of much larger consumer-focused companies. 

This would result in a meaningful expansion of 

the business and market opportunity but it’s at 

least a few years away and will likely coincide 

with federal legalization. For this reason, we 

are leaving it aside for now. 

Vertical expansion has a greater impact on 

total market opportunity for MassRoots. 

Management has made it clear that they have 

ambitions to expand their business into other categories on the demand side of the business. Their acquisition of Whaxy 

is one example of what we expect to be an important aspect company strategy. There are over 350 private companies 

in the cannabis space and the list is growing. Many will have success but find limits in terms of access to capital and 

public markets. MassRoots is one of a handful of companies with the resources to acquire and integrate these companies 

into their business. 

Whaxy provided tools for cannabis 

businesses to create an effective online 

presence and run aspects of their business. 

MassRoots has branded this as “MassRoots 

for Business” and it’s similar in some ways to 

Shopify (NYSE: SHOP) which provides an 

online, multi-channel commerce platform for 

the SMB market. With the MassRoots 

offering, a physical store or product maker can quickly create an effective online store as well as ordering products and 

building their social media presence.  

But the MassRoots platform also aims to serve as a market platform that wholesalers can use to offer their product into 

the market and connect efficiently with retailers and other points of sale. In this way, the offering is more like a supply 

chain solution like SPS Commerce (NASDAQ: SPSC) (admittedly much less mature.) The benefits of a platform are 

substantial in terms of integrations, performance analytics, order fulfilment and staying in compliance with the myriad 

rules and regulations which are often in a state of change.  

The Green of Recreational Use is Spreading 

 

Rolling legalization expands the market while 

adding to margins. Vertical expansion (M&A) 

gives MassRoots more reach into the total market 

opportunity.  
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We’ve overlaid a market landscape slide from CB Insights with an illustration of how we expect MassRoots to use M&A 

as a method of expanding into different parts of the market. They have already expanded beyond social networking 

with software that helps the dispensaries run their businesses, particularly online. 

 

In looking at the general landscape of the market we can expect MassRoots to expand in the direction indicated. The 

actual order will depend on a combination of strategic priorities and specific opportunities as they become available and 

affordable.  

Competition 
The most cited competition for MassRoots is Leafly (owned and backed by Privateer Holdings) and to a lesser extent, 

WeedMaps. We’re going to focus on Leafly here because it’s not clear that WeedMaps will be very relevant competitively.  

Leafly started out as a guide to dispensaries and different strains of cannabis. They became part of Privateer Holdings 

in 2011 who has raised capital for that business and a few others. Privateer has positioned themselves as a private equity 

firm with a focus on legal cannabis. Since raising their first $7M in 2013 they have attracted institutional funding with a 

$75M round that included Founders Fund. In addition to Leafly, they own a “premium medical cannabis company” 

called Tilray as well as Marley Natural which is a brand being built in partnership with Bob Marley. 

Leafly has evolved considerably and would now be described as an “information resource” on all aspects of the cannabis 

industry. This includes news, education, events, political analysis and even quasi-related topics like food, travel and sex. 

(The original founders of Leafly left the company in 2015 to start a new company called Headset which is building a 

data analysis platform for the cannabis industry.) 

Leafly still provides resources and reviews on finding dispensaries and strains but now includes many marijuana-related 

products and services. The main business proposition is the same as MassRoots, which is to provide exposure and reach 

a large online cannabis audience. Leafly is larger (90 employees) and claims 2M subscribers and 10M monthly visits.  

Comparing and contrasting MassRoots with Leafly can be a little subtle but it comes down to two things:  
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1. Leafly has evolved into a more “corporate feel” and has added features like news, commentary, and cannabis-

related product shopping. An example that paints a picture is their cannabis brownie recipe from Martha 

Stewart. Leafly is less about social and community and more about content and commerce.  

2. MassRoots sprung up from social networking and is driven by their community. As such, they have focused 

on delivering value to their users and advertisers than being all things cannabis.  

The contrast is reminiscent of Yelp (NYSE: YELP) versus OpenTable (acquired by Priceline Group). Like MassRoots, 

the early success of Yelp was driven by passionate users and an active community. Yelp did add services like online 

reservations, but the foundation of the company and the culture was about community rather than pure products and 

services.  

At some point the Leafly strategy may concern 

customers who notice that Privateer is funding 

companies that are directly competitive. That 

would position MassRoots as a preferred and 

independent platform. 

MassRoots for business is an offering that will 

have some overlap with other online commerce/POS vendors including MJ Freeway and Leaf Logix. The overlap is 

limited right now and this is an emerging business so we will see how it plays out in the marketplace.  

Although smaller in size, we have observed that the team at MassRoots has been substantially upgraded and is likely to 

be able to execute more quickly and with greater authenticity than Leafly.  

Rolling Legalization and Geographic Markets 
When it comes to marijuana, the US is not united at all. Each state is taking their own largely unique path towards 

legalization. Companies must contend with a “market” that is really a collection of very separate markets. Here are a 

few facts to consider:  

1. Even after a state approves a measure for medical or recreational use, the timing for implementation and overall 

rules governing the process not only vary but are subject to tweaking and tampering by different state agencies 

and authorities. For example, after Massachusetts voted to approve recreational use, the state legislature 

approved (and the governor signed) an additional six-month delay to the one year wait for the opening of retail 

dispensaries. States often do this under the cover of ensuring that what is implemented reflects the “best 

interests” of their citizens.  

2. For medicinal use, most states don’t recognize an out-of-state registration. In some states, it’s relatively easy to 

register and get approval with a doctor’s note and in others (like Illinois), patients must submit fingerprints and 

undergo a background check.  

3. Fees and economics vary widely. Some states charge application and license fees as low as $250, while quite a 

few have fees in the thousands of dollars and some like Massachusetts and New York are in the tens and 

hundreds of thousands of dollars.  

4. In almost every state (Montana is an exception) the regulations governing legal marijuana are described as 

“heavy” and they are all conceived of and run independently. To make matters worse, some states have 

implemented regulations with limited durations. This challenges investment and growth with medium-term 

uncertainty in those states.  

5. Tax rates and tax collection requirements vary by state as do limits on the number of dispensaries and whether 

they can be for profit.  

6. Specifically for MassRoots, each state will also have different rules that govern the products that can be offered, 

and what types of advertising will be allowed. 

These widely varied rules and regulations present challenges, but also serve as an opportunity for companies that have 

been early movers and for those that can execute well around local, regional and super-regional legal and regulatory 

frameworks.  

MassRoots can combine their community with 

additional services to present a much more 

attractive offering than point products or services. 
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Today the “big three” US markets are Colorado, Washington State and Oregon. Of the approximately $7B in legal US 

marijuana sales in 2016, these three states will account for at least $3B. California, Arizona and Michigan round out the 

other major contributors.  

Several states voted to legalize recreational marijuana and should begin to add meaningful revenues in 2018 – particularly 

California, Massachusetts and Nevada. On the medicinal side, six more states voted for that and of those, Florida and 

Pennsylvania are likely to be the biggest. 

Company Background 
MassRoots was launched in 2013 and raised seed capital the same year. A year later they filed an S-1 for a public listing 

which they completed in April of 2015 along with a small ($575K) private placement. After a year of strong growth they 

completed a $5M equity round late in 2016. Since then they have retired the convertible debt from earlier rounds and 

received additional capital ($4.4M) from warrant exercise in early 2017. 

The company has re-tooled and re-stacked the management team and staff to address the next phase of company 

growth. They have recently added to the management team in sales, business development, finance and technology – 

all critical aspects to company execution.  

Much to their credit, the management understands the need to build a strong company culture and value system. This 

is even more important when managing through very different phases of growth. We found their space in Denver to be 

the right blend of productive energy and creative spirit. The atmosphere the company is trying to create revolves around 

fun, speed/agility, money, focus, trust and teams. Even casual checks with other businesses in their Denver 

neighborhood elicited very positive comments about the staff and employees.  

We’ve heard from some investors that they find the CEO “very young” but as far as we’re concerned, the same can be 

said of many very successful firms. Consider how well Evan Spiegel at SNAP has performed.  

Valuation & Conclusion 
MassRoots entered their revenue generation phase in 2016 and did $700k total revenues. Given the market opportunity 

outlined above, growth on the top-line is resource constrained now and for the next few years. The challenge is growing 

rapidly while balancing expense levels.  

We’ve built out our standard IV model shown below while recognizing that there will be substantial variance, especially 

in the out years. The business benefits from 

low fixed costs which will amplify margin 

expansion once the company hits scale at 

around $10M in revenue.  

There are certainly risks to the model and 

company operations at this stage of rapid 

growth. In the coming quarters we expect investors to place greater demands on the company in terms of financial 

controls and reporting standards. These add some near-term risks as the company addresses these areas and makes 

adjustments to their process and reporting. 

As a technology platform MassRoots benefits 

greatly from returns from scale. At $10M in 

revenue net margins expand rapidly.  
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For purposes of this model we have not included stock-based compensation, which is considerable. However, we have 

included a fairly high forward dilution rate which we will revisit later in the year for potential adjustment. This figure 

captures current stock-based compensation in the long-term valuation model.  

Whether investors look at IV or the current market capitalization to potential opportunity, the shares are attractive. 

Using either IV math or market valuation to opportunity the conclusion is a 3x potential return. 

Sources 
 

Cannabis: The Rise of an Industry, @cbinsights @jprendergass http://www.cbinsights.com 

The Health Effects of Cannabis and Cannabinoids: The Current State of Evidence and Recommendations 

for Research by The National Academies Press, Washington DC. http://www.nap.edu use 24625 for 440 page report 

draft. 

Marijuana Business Factbook 2016, ISBN: 978-1-939219-17-7, http://www.MJBizDaily.com 

U.S. Cannabis Investment Report 2016, Ackrell Capital, http://www.ackrell.com 

The State of Legal Marijuana Markets, 5th Edition, ArcView Market Research, 

http://www.arcviewmarketresearch.com 

 

Additional Disclosures 
SoundView serves as a strategic advisor to MassRoots and provides advisory and other services to the company 

including market research, company positioning, investor insights and on-going research coverage via institutional, retail 

and social media platforms. (see back page for more general disclosures) 

http://www.nap.edu/
http://www.arcviewmarketresearch.com/


 

 

ABOUT SOUNDVIEW RESEARCH 
 
SoundView conducts independent research – mostly on emerging technologies. We like thematic-driven 
companies where technology is involved and use analysis to identify the most promising investment 
opportunities. 
 
Our business model is combination of subscription fees along with some direct investments and advisory 
fees. We measure our success by the quality of our analysis, accuracy of the conclusions and the size and 
influence of our audience. We apply our own proven approach to valuation that we call intrinsic value (IV) 
for informing investment decisions and optimizing portfolio management. 
 
IMPORTANT DISCLOSURES 
 

1. The analysts who prepared this report certify that the content expresses accurately their personal 
views and opinions about the subject companies and securities. The analysts have not been and 
will not be receiving direct or indirect compensation for expressing the specific views or 
conclusions in this report. 
 

2. Except where otherwise noted, clients or affiliates of SoundView Research may own positions in 
the securities mentioned and/or provide, have provided or may provide advisory services to some 
of the companies mentioned. 

 
3. SoundView Research does not provide investment advice in the form of “buy,” “sell,” or “hold” 

ratings. This report is intended strictly for informational purposes. We make no claims as to the 
completeness or accuracy of this report although we have done our best. We do not undertake to 
advise you of any changes in to the information contained herein.  
 

4. SoundView is neither a securities broker/dealer/investment bank nor a registered investment 
advisor.  
 

5. SoundView Technology Group does receive advisory fees, has vested interests and/or may have 
embedded biases in our work. However we strive to provide “fact-based research” with a 
balanced and unemotional analysis to reach the best possible conclusions.  

 
6. SoundView Research is solely responsible for all content– whether it is created for a third party, 

part of an advisory engagement or simply an expression of our ongoing research and analysis. We 
exercise final editorial control over all content produced and any mistakes, omissions or errors are 
our own.  

 
Our research is distributed to institutions, investors, company managers and individuals via proprietary 
platforms1 and via the internet and social networks. We embrace the online community and enjoy the 
direct engagement it offers. 
 
CONTACT INFORMATION 
 

Main Address: SoundView Technology Group, 1313 Washington St., 326, Boston MA 02118 
EMAIL: kris@soundview.co Phone: 617-828-6462 Website: http://www.soundview.co 

 

                                                      
1 Bloomberg, Thomson/Reuters/FirstCall, S&P Capital IQ and FactSet. 
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