
 
 

  

 
www.digipath.com   November 2016 

 

 

 

 

 

A Unique Investment Vehicle in Laboratory Testing 

 

 
 

November 2016 

 

 

 

 

 

This report is published solely for information purposes and is not to be construed as investment advice or as an offer to sell or the 
solicitation of an offer to buy any security in any state. See Important Disclosures on back page of this report.  



 

www.digipath.com Page 2 of 36 November 2016 

TABLE OF CONTENTS 

COMPANY HIGHLIGHTS ............................................................................................. 3 

EXECUTIVE SUMMARY .............................................................................................. 4 

MARKET OVERVIEW AND OPPORTUNITY ............................................................. 11 

Legal Cannabis Industry ...................................................................................................................... 11 

Clinical Laboratory Testing ................................................................................................................... 14 

MANAGEMENT AND DIRECTORS ........................................................................... 16 

RECENT NEWS AND PRESS RELEASES ................................................................ 18 

PRODUCTS AND SERVICES OVERVIEW ................................................................ 20 

SALES AND MARKETING ......................................................................................... 27 

COMPETITIVE LANDSCAPE .................................................................................... 29 

APPENDICES ............................................................................................................ 30 

APPENDIX A - Example of Digipath Cannabis Test ............................................................................. 30 

APPENDIX B - Publicly Traded Laboratory Testing Comparable Company Analysis ........................... 32 

APPENDIX C - Selected Financial Data: Quarter Ended June 30, 2016 .............................................. 34 

 
  



 

www.digipath.com Page 3 of 36 November 2016 

COMPANY HIGHLIGHTS 

Digipath, Inc. (“the Company”) is a publicly traded (OTCQB:DIGP) company 
comprised of two business units: Digipath Labs™, a cannabis lab testing company; 
and TNM News Corp, an online network that delivers news, interviews, and 
education on all things cannabis. In addition to organic growth, Digipath’s corporate 
strategy includes an acquisition program targeting companies in the 
diagnostic/clinical lab testing industry. 

 Evolution as a Market Leader Focused on Standards and Best Practices 

Laboratory testing is one of the vital platform technologies in the cannabis 
marketplace and must become standardized, consistent, and robust in order to 
maintain the long term health of the cannabis industry. From its inception, Digipath 
Labs’ mission has been to facilitate an industry-wide mandate that medical cannabis 
adhere to the same standards as other food and drug markets. A diverse array of 
assays and state-of-the-art, FDA-compliant lab equipment enables the Company to 
accurately test cannabis in accordance with Good Lab Practices. 

 Nevada Lab Testing Market Is Uniquely Positioned for Growth 

The cannabis lab testing sector is expected to experience substantial growth. 
GreenWave Advisors, an independent research firm, projects long-term revenue of $553 
million for lab testing alone if the U.S. legalizes cannabis on a federal level. Nevada’s 
policy of reciprocity, i.e. accepting medical marijuana (MMJ) patients from out of the 
state, positions it to become one of the largest and fastest growing markets in the 
country. In November, voters followed in the footsteps of states like Colorado and 
Washington in legalizing adult-use marijuana. The move opens the door to Nevada’s 
42 million yearly visitors to purchase and consume marijuana legally, raising tax 
revenue and creating significant opportunities for businesses. 

 Targeted Acquisition Strategy Provides True Arbitrage Opportunity 

Digipath is evaluating acquisition opportunities of private companies in clinical lab 
testing. This sector is very fragmented and at $55 billion in size, is much larger than 
cannabis lab testing and is being driven by increasing requirements for drug testing, 
pain medication management, and driver safety. Publicly traded clinical lab testing 
companies trade at a mean enterprise value to TTM EBITDA (EV/EBITDA) multiple 
of 13.8x as of the end of Q3 2016. Acquiring private companies at lower multiples 
and rolling them up into the public Digipath entity provides a real arbitrage 
opportunity. 

 Experienced Management Team with Strong Operating Track Record 

The recent appointment of Joseph Bianco as CEO adds an executive with a track 
record of success in implementing consolidation opportunities in highly fragmented 
markets. After graduating from Yale Law School and teaching law for several years, 
Bianco founded British Performance Cars, the exclusive U.S. distributor of the Lotus 
Marque, which was eventually sold to GM. He then formed Alliance Entertainment 
Corp., which was then the largest independent distributor of recorded music in the 
world. Alliance, which was first listed on the NYSE and ultimately sold to a private 
equity fund, was the product of a roll-up of over a dozen smaller companies.  

Digipath, Inc. 
Address: 
6450 Cameron Street #113 

Las Vegas, NV 89118 

Phone: 
702-533-6884 

Status: 
Public: (OTCQB:DIGP) 

Website: 
www.Digipath.com  

 

Key Contacts 
Chief Executive Officer: 
Joseph Bianco 

COO/President: 
Todd Denkin 

 

Market/Industry Snapshot 
Industry:  
Legal Cannabis 

Sectors:  
Laboratory Testing 

Industry Size: 
2014: $4.5 Billion 
2015: $5.4 Billion 
2016E: $7.1 Billion 
2020E: $22.8 Billion 

 

Key Financial Data 
Stock Price (11/29/16): $0.2062 

52-Wk. Range: $0.09 - $0.29 

3M Avg Daily Volume: 119,078 

Market Cap: $4.8M 

Shares Outstanding: 23.1M 

Float: 15.6M 
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EXECUTIVE SUMMARY 

Digipath Labs, Inc. – Laboratory Testing 
Digipath’s cannabis testing business is operated through its wholly owned 
subsidiary, Digipath Labs, Inc., which performs all cannabis related testing 
using FDA-compliant, state-of-the-art laboratory equipment.  

Digipath Labs seeks to be the nation’s premier full-service testing lab for cannabis and ancillary cannabis infused 
products, which facilitates the movement to mandate that medical cannabis adhere to the same standards as 
other food and drugs.  

The Company runs both an analytical and a microbiological laboratory for cannabis to serve growers, producers, 
caregivers, and all end users of cannabis and botanical products with its own proprietary sets of procedures and 
standards to operate effectively and deliver high-quality accurate results. 

Digipath Labs’ mission is to provide pharmaceutical-grade analysis and testing to the cannabis industry to ensure 
consumers and patients know exactly what is in the cannabis they ingest and to help maximize the quality of its 
client’s products through research, development, and standardization. 

The National Marijuana News Corp. (TNMNews) – Cannabis News 
In May 2014, the Company established an online radio program called The 
National Marijuana News. TNMNews educates the public regarding the political, 
economic, medicinal, scientific, and cultural dimensions of the rapidly evolving 
and controversial medicinal and recreational marijuana industry from diverse and dissenting perspectives with 
news and interviews. The Company intends to expand its already strong web presence as to become the premier 
destination for news and information on everything marijuana. As TNMNews expands, the Company hopes to 
increase advertising revenue and continue to provide a platform for its products and services. 

TNMNews is a weekly one-hour Internet and terrestrial radio news and talk show featuring reporting of the 
burgeoning marijuana industry. Although leaning more towards a medicinal use platform, the show seeks to 
foster thought-provoking discussion of both the medicinal and recreational markets. 

The Company launched TNMNews’ Internet radio program on Live 365 in 2014, and its popularity has continued 
to grow. Over the 2015 fiscal year, streaming of the program grew from 120,000 to over 190,000 streams per 
month. TNMNews is also available on terrestrial radio in six cities around the U.S. The Company also launched 
its application for both iOS and Google Play and re-launched its website, which now receives over 200,000 page 
visits per month. TNMNews Facebook page has also garnered over 145,000 page likes and TNMNews has 
become a leader in cannabis news, interviews, and education. TNMNews still broadcasts digitally at radio.co 
and at tnmnews.com. 
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 Evolution as a Market Leader 
After months of planning, Digipath President and Chief 
Operating Officer, Todd Denkin, opened the Company’s flagship 
Las Vegas cannabis testing facility, Digipath Labs, in May 2015. 
The Company strategically chose the Las Vegas location due to 
Nevada’s implementation of the nation’s most stringent policies 
on cannabis safety as the Company’s dedication to reliable, 
replicable testing results fit perfectly with the State’s goals for 
patient safety.  

Digipath Labs screens medicinal cannabis and cannabis-based products for both potency and quality for 
potentially harmful contaminants, including: 

• Residual solvents (for non-CO2 extracts) 

• Pesticides 

• Heavy metals (including mercury, arsenic, lead, and cadmium) 

• Biological toxins (including the mycotoxins: aflatoxins and ocratoxin A) 

• Microbial contaminants including: 

o pathogenic E. coli,  

o pathogenic Salmonella spp. 

o Total Yeast & Mold (TYM) including Aspergillus spp. 

o Total Aerobic Count (TAC) 

o Enterobacteriaceae 

o Coliforms 

Digipath Labs also tests cannabis and cannabis-based products for potency by analyzing the chemoprofile 
including both cannabinoid and terpenenoid profiles, which determine the suitability of specific cannabis strains 
for the treatment of specific ailments. 

Dedication to the Highest Standards and Best Business Practices 

Laboratory testing is one of the vital platform technologies in the cannabis marketplace and must become 
standardized, consistent, and robust in order to maintain the long term health of the cannabis industry. 
Recognizing that the legal cannabis industry’s youthfulness has resulted in a lack of structure and oversight, 
Digipath developed its lab testing solutions and technology to create structure and process and, in the end, 
ensure maximum cannabis safety through education, testing, and certification. Digipath Labs is committed to 
following State and Federal guidelines, standard operating procedures, and Good Lab Practices that are in line 
with current Federal and State governing bodies. The Company is committed to the advancement of science by 
offering a method of standardization for cannabis that is more intricate and accurate than any other. Dr. Cindy 
Orser, Ph.D., a 20-year biotech and diagnostic industry veteran, leads these efforts on behalf of Digipath, serving 
as the liaison between cannabis providers and regulatory agencies, as well as working in academia in several 
key roles. In addition to her work, she holds 18 patents and authored 41 peer-reviewed publications after earning 
her Ph.D. from the University of California Berkeley and B.S. in botany from Montana State University. 
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 First Mover Advantage 
Through Dr. Cindy Orser’s work with Nevada state officials, Digipath pioneered cannabis lab testing protocols in 
Nevada’s implementation of the nation’s most stringent policies on cannabis safety, which has positioned the 
company as a market leader in cannabis lab testing. Through the Company’s invaluable experience in Nevada, 
Digipath has developed a greater understanding of the nuanced needs of the industry as well as an ability to 
navigate the complex regulatory environment at the state level regarding cannabis testing. States nationwide 
are looking to develop lab testing policies similar to Nevada’s stringent requirements, which create demand for 
qualified laboratories to perform such testing, both to assist producers of cannabis and cannabis products to 
meet expected state mandated requirements and to provide assurance to consumers regarding the safety and 
composition of such products. 

State regulation is generally placed under the jurisdiction of states’ health agencies, although other alternatives 
include Department of Revenue in Colorado, the Department of Consumer Protection in Connecticut, and, with 
regard to Vermont, the state’s public safety agency. Digipath is currently assisting regulatory authorities in states 
and localities proposing new legislation in drafting lab testing regulations for legal cannabis states. Being involved 
in the introduction of the benchmark for regulations in the industry has provided a unique market advantage and 
opportunity to establish the Digipath brand on the national level. As a result, the Company is positioned as a first 
mover in each of the new states in which cannabis is deemed legal. 

The Digipath Certified Seal – A Mark of Confidence 

 

The Company offers comprehensive medical cannabis safety screening and an independent certification system, 
including the “Digipath Labs Certified” certification seal. This seal is identified by labels and stickers provided to 
participating dispensaries and growers so they may better self-regulate their processes in order to assure safe 
and clean medicines and to advance the cause of cannabis therapeutics. Independent testing reduces the risks 
of contamination and thereby improves the overall quality of the cannabis distributed as medicine through the 
dispensaries. 

Digipath’s certification program helps medical cannabis patients know the quality of the cannabis they are using 
as medicine. The Digipath Certified Seal assures the patient that their products are pure, pesticide-free, and 
properly measured for potency. With the Digipath Certified Seal and certification program, growers can ensure 
quality and improve their operations. Advocates, patients, dispensaries, and growers all benefit from testing that 
helps to legitimize medical cannabis. Rather than suffering a quality crisis that fuels the opposition, the medical 
cannabis industry can thrive in an atmosphere of self-regulation and control as testing ensures that the medicines 
are safe and effective. 
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 Nevada Lab Ramps Up 

Digipath gained strong momentum during the first nine months of 2016, signing six, three, and four new 
customers in Q3, Q2, and Q1 of 2016, respectively. Digipath Labs began earning substantive revenue in October 
2015 and has now tested more than 5,500 cannabis product samples, representing over 25,000 pounds of cured 
flower, from many of the 51 growers and 27 production facilities in Clark and Nye Counties (the counties in which 
Digipath currently operates) licensed by the State of Nevada. The Company continues to add new customers as 
they come online and works with The Association of Commercial Cannabis Laboratories and the Coalition for 
Responsible Cannabis Production to instill good laboratory standards and practices around the country. The 
number of potential customers for Digipath in Clark County in Nevada has more than doubled YTD in 2016 to 
72 licensed operators (47 cultivation facilities and 25 production facilities).  

In addition, Nevada’s policy of reciprocity, i.e. accepting medical marijuana (MMJ) patients from out of state, 
positions Nevada to become among the largest and fastest growing MMJ markets in the country. Recreational 
legalization will also have a highly favorable long-term impact on the market. In November, voters followed in 
the footsteps of states like Colorado and Washington in legalizing adult-use marijuana. The move opens the 
door to Nevada’s 42 million yearly visitors to purchase and consume marijuana legally, raising tax revenue and 
creating significant opportunities for businesses. Digipath intends to continue adding new customers as they 
come into the market and to work with The Association of Commercial Cannabis Laboratories and the 
Conference of Western Attorney’s General to instill good laboratory standards and practices around the country. 

 Cannabis Lab Testing Presents Timely and Growing Opportunity 

With legalization, the lab testing sector is expected to experience substantial growth. GreenWave Advisors, an 
independent research and financial analyst firm, projects revenue of $553 million for lab testing alone if the U.S. 
legalizes cannabis on a federal level. When adding in related services, such as data analytics and consulting, 
the revenue potential could surpass $866 million. The data troves collected through the testing process could 
become an increasingly valuable asset and generate substantial revenue for the most accomplished laboratories. 
This data could also be used to determine specific genetic attributes of targeted cannabinoids and assist with 
maximizing medicinal benefits. 

Although many states have enacted laws that permit the medical use of cannabis, a number of these states have 
not implemented regulations in regards to dispensaries and cultivation operations. Digipath can provide 
comprehensive cannabis industry lab testing solutions to clients living in states and localities that have legalized 
cannabis. With officials realizing the need for regulatory structure to ensure success of their legal marijuana 
programs, many states started to institute comprehensive regulations for their programs toward the end of 2013.  

The policy and regulatory framework around the testing of cannabis has been rather lethargic in keeping up and 
laying the necessary guidelines and infrastructure to ensure the quality, consistency, and safety of cannabis 
supply and products. Faced with regulating an entirely new large-scale agricultural product in the absence of 
any guidance from the United States Department of Agriculture (USDA) and the Food and Drug Administration 
(FDA), individual states are left to decide upon the accreditation standards and regulation requirements for the 
laboratories themselves. Consequently, there here are no widely accepted requirements and standards for 
cannabis quality testing, including potency, microbial, heavy metal, pesticide, and residual solvent testing. 
Cannabis testing requirements vary from state to state, and testing methods vary from lab to lab, sometimes 
resulting in incomparable results and mislabeled and non-compliant cannabis products. 
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A major catalyst for growth for Digipath has been the importance of cannabis lab testing within implemented 
state-wide regulations. In order to prevent quality control and safety issues, 15 (Alaska, California, Colorado, 
Connecticut, Delaware, Hawaii, Illinois, Maine, Michigan, Nevada, New Jersey, New Mexico, New York, Oregon, 
and Washington State) of the 23 states with legal medical cannabis markets require cultivation centers, 
processors, and/or dispensaries to comply with various lab testing requirements.  

 Licensing Opportunity Evolves 
Through Digipath Labs’ work with Nevada state officials, Digipath has pioneered cannabis lab testing 
protocols in Nevada’s implementation of the nation’s most stringent policies on cannabis safety, which has 
positioned the company as a market leader in the state. As additional states and countries vote on and 
implement legalized cannabis programs, many will look to develop lab testing policies and procedures 
similar to Nevada’s stringent requirements. So too will the newly licensed lab testing companies in these 
markets. 

As such, Digipath is in position to act as a consultant to these states, countries, and lab testing companies 
by leveraging its operational, technical, and business know-how, including: 

• Lab facility build-out 

• Patient manuals 

• Data and analytics 

• Testing protocols 

• Standard operating procedures (SOPs) 

• Educational materials 

• Laboratory Information Management System 

• Marketing materials 

Through these arrangements, Digipath will collect upfront and ongoing licensing and consulting fees as 
compensation. 

 Expansion into Other Legal Cannabis States 
Realizing the highly fragmented nature of the cannabis testing industry has created substantial 
consolidation opportunities, Digipath is focused on replicating the Digipath Labs model in other cannabis-
legal states, both through organic growth and acquisition.  

As Digipath is a public company, the Company has the added advantage of using publicly-traded equity as 
consideration for these strategic initiatives. Digipath has identified potential acquisition candidates with vertical 
integration synergies in the cannabis industry, resulting in new markets, advertisers, and revenue streams for 
the Company. 
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Digipath intends to capitalize on opportunities to serve the rapidly increasing number of state-licensed cannabis 
cultivators, processors, infused products manufacturers, and retailers across the country.  

The Company conducts an analysis of potential future revenue by geographic territory and customer. For 
geographic territory analysis, Digipath reviews the states that have legalized medical and/or recreational 
marijuana and states that are near legalization of one or both uses. After the state analysis, each territory is 
examined for the number of potential licenses to be issued by governmental authorities, as well as the level of 
cannabis testing requirements for these new businesses as governed by the Department of Revenue, 
Department of State, and the Department of Health. 

 Acquisition Opportunities in the Clinical Lab Testing Market 
In addition to pursuing acquisition opportunities in the cannabis lab testing market, Digipath is also 
evaluating acquisition opportunities of private companies in the clinical laboratory testing industry. This 
industry in the U.S. is extremely fragmented. The Centers for Medicare and Medicaid Services (CMS) of 
the Department of Health and Human Services (HHS) estimated that in 2015 there were approximately 
9,000 hospital-based laboratories, more than 122,000 physician-office laboratories, and more than 6,000 
independent clinical laboratories in the U.S. These types of businesses provide healthcare testing, 
employment and occupational testing, DNA testing to determine parentage and to assist in forensic 
investigations, environmental testing, veterinary testing, wellness testing, toxicology testing, pain 
management testing, nutritional analysis, and food safety testing. For those companies domiciled in states 
where cannabis is legal or is expected to become so, cannabis lab testing will become an additional service 
that can be provided. 

By offering services, solutions, and insights based on a full range of tests and information assets, Digipath will 
strengthen its market offering, market position, and reputation.  

The types of companies that Digipath is looking to acquire include, but are not limited to, clinical laboratories 
specializing in: 
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Management believes that through a strategic roll-up strategy, Digipath will be able to rapidly increase its share 
of the overall clinical laboratory testing market due to a number of factors, including cost efficiencies afforded by 
large-scale automated testing, mergers and acquisitions of complementary businesses, reimbursement 
reductions and demands from health plans and other healthcare organizations for greater efficiency, and large, 
integrated service networks. 

 Acquisition Strategy Provides True Arbitrage Opportunity 
The recent appointment of Joseph Bianco as Digipath’s chief executive officer brings to the Company an 
executive with a demonstrable track record of success in spotting and implementing strategic growth and 
consolidation opportunities in highly fragmented markets. After graduating from Yale Law School and 
teaching law for several years, Mr. Bianco founded British Performance Cars, Inc., the exclusive U.S. 
distributor of the Lotus Marque, which was eventually sold to General Motors. Subsequently, he formed 
Alliance Entertainment Corp., which was listed on the NYSE and was then the largest independent 
distributor of recorded music in the world. Alliance, which was eventually sold to a private equity fund, was 
the product of a roll-up of over a dozen smaller companies. 

By leveraging Mr. Bianco's expertise, the Company is positioned to utilize Digipath as a public vehicle to 
not only generate financial value through the successful integration of acquired assets but also arbitrage 
value by acquiring private lab testing companies at a discount to their potential value in the public markets.  

An analysis of thirteen public companies in the clinical and diagnostic lab testing markets reveals very generous 
valuation multiples. The mean EV/EBITDA TTM multiple for these companies was 13.8x at the end of Q3 2016, 
the same as it was at the end of Q2 2016 and up from 13.7x at the end of Q1 2016. Companies focused on the 
life sciences tools and services garner the highest EV/EBITDA multiples (average of 16.0x as of the end of Q3 
2016) on the strength of more robust growth expectations. 

(See “APPENDIX B - Publicly Traded Laboratory Testing Comparable Company Analysis” for more detail)  
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MARKET OVERVIEW AND OPPORTUNITY 

LEGAL CANNABIS INDUSTRY 

Increasing Public Support and the Trend Towards Legalization 
The legal cannabis industry has experienced a major transformation over the past three years. Massive shifts in 
the business environment have changed the industry landscape in a variety of ways. The American population’s 
increasing support for the legalization of cannabis has been a primary driver of this rapid change, with the trend 
being validated by the Gallup Poll released in October 2016 showing that 60% of Americans are in favor of 
legalization, the highest percentage of support recorded in the 47-year trend. The accelerating momentum of 
support has given rise to the passage of new cannabis regulations in many states, as well as multiple law reforms 
that are currently underway in others. 

 
Source: Gallup Poll – Do you think the use of marijuana should be made legal, or not? 

The accelerating momentum of support has given rise to the passage of new cannabis regulations in many 
states, as well as multiple law reforms that are currently underway in others. In the past three years fourteen 
new states plus the District of Columbia have approved new medical cannabis sales regulations, bringing the 
total number of jurisdictions with legalized medical cannabis to 29 states plus the District of Columbia. Most 
recently, North Dakota, Arkansas, and Florida passed initiatives on the Novembor ballot to approve medical 
cannabis programs, with a number of others states considering legislative initiatives in 2017. This has propelled 
the cannabis sector in a number of ways, most notably increasing the flow of capital into legal cannabis 
companies.  

On January 1, 2014, Colorado and Washington became the first states in the nation’s history to implement 
recreational cannabis use policies after legalizing recreational cannabis in 2012. State officials in Oregon 
permitted registered and licensed medical cannabis dispensaries to begin selling recreational cannabis products 
in October 2015. In June 2016, the Alaska Marijuana Control Board issued its first licenses, for testing labs and 
cultivators, and is expected to issue its first retail licenses in the fourth quarter of 2016. Moreover, Alaska will be 
the first state to officially sanction lounges where people can smoke or consume cannabis. Voters in the District 
of Columbia passed what has been called “soft legalization,” which allows citizens to possess and grow small 
amounts of cannabis, but does not create cannabis stores (the DC initiative must also be approved by Congress, 
where there is substantial opposition). With Colorado and Washington benefitting from additional tax revenue 
from these inaugural policies, four additional states, California, Maine, Massachusetts, and Nevada, successfully 
passed recreational cannabis initiatives during the recent November elections. As a result, there is now a total 
of 68.9 million Americans living in a state with legal recreational cannabis, an increase of 276%. 
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 United State Legalization Timeline 

 

Each state’s regulatory structure is unique, making it critical for potential business owners in the industry to know 
and understand each state’s regulatory landscape. Understanding individual state markets requires potential 
business operators to account for multiple levels of regulatory understanding and compliance, such as who is 
allowed to legally purchase cannabis and how it may be sourced, processed, and distributed. 

Cannabis Legal Status by State 
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Market Size and Growth 
The total market for cannabis, legal and black market, is estimated to exceed the economic value of corn and 
wheat, which is why it is widely considered the largest cash crop in the United States. Estimates for the size of 
the cannabis market vary, but consensus puts the value of cannabis consumed yearly in the United States 
around $35 billion. The cannabis industry shows growth characteristics similar to the internet industry in the 
1990s, but demand for the internet had to be created as it was rolled out. The billions of dollars of existing 
demand for cannabis can be captured as states legalize the sale of cannabis products. 

Even though it is illegal in most of the nation, the legal cannabis industry is among the fastest-growing markets 
in the United States, valued at approximately $4.6 billion in 2014, growing to $5.4 billion in 2015, and predicted 
to reach $6.7 billion by 2016. However, this could potentially be conservative due to undercounting of ancillary 
products and services. The long-term growth outlook for the industry is even stronger. Based on growth in the 
current market and more states moving to allow medical cannabis and/or making recreational use legal, it is 
believed the market will more than quadruple from $5.4 billion in 2015 to over $22 billion by 2020. 

 

Compared to other markets, such as beer, wine, and vodka, the legal cannabis market is still small. The small 
size is due to the market’s immaturity as well as cannabis’ classification as an illegal substance at the federal 
level. However, legal cannabis grew approximately 17.4% in 2015, a time in which the domestic beer market 
grew around 2%. The market’s growth has severe constraints caused by the legal status of cannabis in most of 
the nation. If the government was to legalize the substance on a federal level, the legal cannabis business would 
have the potential to grow at a pace much faster than what was experienced from 2013 through 2015.  

Many states’ legal marijuana markets have seen significant growth over the past couple of years. The industry 
will experience rapid growth as new states begin adopting favorable legislation for medical and/or recreational 
marijuana use. One strong indicator of future growth potential in a specific market is the saturation rate, the 
percentage of the customer population that is actively purchasing legal medical marijuana relative to the potential 
patient population that qualifies to make those purchases. Low saturation rates in a majority of the nation’s 
medical marijuana markets present a favorable environment for growth. 

  

Industry Annual Revenue

Beer $100 billion

Recreational Marijuana (if fully legalized)

High Estimate $120 billion

Middle Estimate $40 billion

Low Estimate $14 billion

Wine $36 billion

2015 Legal Cannabis Sales $5.4 billion

e-Cigarettes $1.5 billion

M&M’s $0.6 billion
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CLINICAL LABORATORY TESTING 

In 2015, the U.S. clinical laboratory testing industry generated revenues of approximately $60 billion. While there 
has been significant consolidation in the clinical laboratory testing industry in recent years, the industry remains 
fragmented and highly competitive, with the average revenue per etablishment below $1.5 million. 

The U.S. clinical laboratory business is intensely competitive. The Centers for Medicare and Medicaid Services 
(CMS) of the Department of Health and Human Services (HHS) estimated that in 2015 there were approximately 
9,000 hospital-based laboratories, more than 122,000 physician-office laboratories, and more than 6,000 
independent clinical laboratories in the U.S. 

 

Increasing Regulatory Burden Fuels Aggregation by Larger Firms 
Most recently, the industry has been the beneficiary of increasing environmental, industrial, and medical 
regulatory standards promoting demand for lab services. The Consumer Product Safety Improvement Act 
(CPSIA) of 2008 increased federal funding for the creation of new testing standards and created additional safety 
requirements for all the manufacturers of consumer goods. CPSIA is designed to allow The U.S. Consumer 
Products Safety Commission (CPSC) to better regulate the safety of products made and imported for sale in the 
U.S. CPSIA also requires testing for harmful chemicals be done by a third party laboratories. In addition, the 
Food Safety and Modernization Act, passed by President Obama in 2009, comes online in the summer of 2016, 
raising the bar for companies’ liability in ensuring compliance for public health and safety. 

Across the United States, medical laboratory accreditation and Clinical Laboratory Improvement Act (CLIA) 
compliance is getting tougher as well. This is a trend that affects every clinical laboratory and anatomic pathology 
medical group that must comply with CLIA and meet the accreditation requirements of the Medicare program. In 
addition, demand for medical laboratory services is positively linked to an aging population. According to the 
Population Division of the United Nations, only 205 million people were aged 60 or over throughout the world in 
1950. After fifty years, the number of people aged 60 or over had skyrocketed to 606 million in 2000, and this 
figure is expected to more than triple to approximately 2 billion in 2050.  

As older people are less immune to infectious diseases and have higher chances of getting chronic diseases, 
diagnostic testing, which is useful for the detection, prevention, and treatment of diseases, has become more 
valuable. As a result, the laboratory testing market is gaining momentum as medical testing facilitates the whole 
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process of finding diseases in their early stages, managing associated risks, gauging therapeutics, and checking 
disease progression. In addition to expanding regulatory regimes and an aging population, influential growth 
factors include industry consolidation, pharmacogenomics/companion diagnostics, cost pressures, and 
regulation. 

Lab Testing M&A Forecasted to Continue 
The laboratory services space continues to see significant consolidation and M&A activity, with the majority of 
publicly traded labs being acquired, primarily by the industry’s two largest companies, Quest Diagnostics 
(“Quest”) (NYSE:DGX) and Laboratory Corp. of America (“LabCorp”) (NYSE:LH). Clinical laboratories continue 
to view acquisition strategies as the most favorable means of expanding service lines. Industry leaders LabCorp 
and Quest continued their aggressive acquisition strategy, both making strategic bolt-on acquisitions to expand 
services offered and geographic regions served. Past industry consolidation has limited the number of investable 
platforms. In turn, investors are rewarding scalable companies that have strong management teams with 
aggressive multiples and valuations. Both payers and providers are placing greater emphasis on preventative 
care and early detection. Coupled with the continued acquisitions made by national providers, this is expected 
to fuel a healthy laboratory services M&A marketplace through 2016.  

Valuation Trends 
The historical valuation trends of the 13 companies detailed in “APPENDIX B - Publicly Traded Laboratory 
Testing Comparable Company Analysis” were assessed by comparing each company’s enterprise value (EV) 
divided by trailing-twelve-month (TTM) EBITDA at each quarter-end since the beginning of 2015. The average 
multiple increased from 11.6x at year-end 2015 to 13.7x at the end of Q1 2016 to 13.8x for both the end of Q2 
and Q3 in 2016, primarily as a result of multiple expansions among medical testing labs and life sciences tools 
& services companies. Companies focused on the life sciences tools and services garner the highest EV/EBITDA 
multiples (average of 16.0x at the end of Q3 2016) on the strength of more robust growth expectations.  
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MANAGEMENT AND DIRECTORS 

Joseph Bianco, Chief Executive Officer & Chairman 
Joseph Bianco was appointed to Digipath’s Board of Directors in October 2015 and serves as 
its chairman, and, in June 2016, he was also appointed Chief Executive Officer. Mr. Bianco 
has been the CEO of Whyte Lyon & Company, Inc. since 1984. After graduating from Yale 
Law School and teaching law for several years, Bianco founded British Performance Cars, 
Inc., the exclusive U.S. distributor of the Lotus Marque, which was eventually sold to General 
Motors. Subsequently, he formed Alliance Entertainment Corp., which was listed on the NYSE 
and was then the largest independent distributor of recorded music in the world. Alliance, 
which was eventually sold to a private equity fund, was the product of a roll-up of over a dozen 
smaller companies. Mr. Bianco's acquisitions experience will be especially relevant to Digipath's growth strategy. 
Mr. Bianco also currently serves as chairman and CEO of Oak Tree Education. He is also a director and chairman 
of SkinScience Labs, Inc. and of XTOL. He is also chairman of Evergreen Review, Inc., a not-for-profit revival of 
a literary magazine prominent in the 1960’s and 1970’s. He began teaching law, joining the faculty of Cardozo 
law school where he became Associate Dean. He authored two books, “The Law of Corporations” (Foundation 
Press, University Casebook Series) with Yale professor Jan Deutsch and “The Law of Unmarried Couples” (Dell), 
as well as several scholarly articles. During this period, he also consulted to numerous corporations and 
investment banks, principally on tax matters. 

Todd Denkin, President & Chief Operating Officer 

Over the last year, Todd Denkin has transformed Digipath, Inc. from a pure digital pathology 
solution provider into a firm that holds a leadership position in the medical cannabis testing 
market. Through his tireless efforts, his plan to diversify into the emerging medical cannabis 
sphere is now reality. Digipath Labs’ Las Vegas facility is open for business and is setting the 
gold standard for cannabis testing services across the nation. Todd’s career has been defined 
by foresight, the ability to spot and take advantage of emerging market trends and to navigate 
new companies into lucrative markets. Most notably, in 2009 Todd identified the trend in grow-
your-own hydroponic systems and co-founded the self-contained hydroponic system leader 
Phototron Holdings (PHOT), helping take the company public and serving as its president. From 2000 to 2008 
Todd, recognized the power of streaming media over the internet and helped launch Digital FX International 
(DXN), take that company public, and grow it to a $300 million market cap. He is also the President and Host of 
The National Marijuana News (TNM News), one of Digipath’s wholly owned subsidiaries, which airs weekly on 
TNMNews.com. He is a 30-year veteran of the TV and film industry, working at top companies like Dick Clark 
Productions, Nickelodeon Network, Disney/MGM Studios, and Time Warner. Mr. Denkin has been a key 
contributor to shows for ABC, NBC, CBS, ESPN, and MTV. He also directed and produced “The Australian 
Experience,” a film featured on The Today Show and screened at the opening ceremonies of the 2000 Olympics. 
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Cindy Orser, Ph.D., Chief Science Officer 

As Chief Science Officer at Digipath Labs, Cindy Orser, Ph.D., has developed an industry-
leading medical cannabis testing facility in Las Vegas, NV. The lab serves as a model the 
company plans to replicate in other states where cannabis is allowed by state law. Dr. Orser 
is routinely called upon to deliver expert testimony on cannabis testing, which helps lawmakers 
and law enforcement understand the importance of cannabis testing and adopting rigorous 
standards. In mid-2015, she addressed the Conference of Western Attorneys General 
(CWAG) on the salient points. With eighteen patents and forty-one published papers, Dr. Orser 
draws from over 25 years of experience innovating in academia and private industry. Her 
achievements have centered on visionary, strategic planning and executing, fundraising, budgeting, staffing, 
managing personnel, identifying outside collaborators, and directing subcontractors. She has also served as the 
liaison between her company, Big Sky Biosystems Inc., and federal regulatory compliance agencies such as the 
FDA, CDC, and the American Red Cross. 

Todd Peterson, CPA, Chief Financial Officer 

Todd Peterson, CPA, has been the chief financial officer of Digipath since June 19, 2015. Mr. 
Peterson had previously, since August 2008, been the president of KSNE2 Enterprises, LLC, 
an accounting and consulting firm located in Las Vegas, Nevada that specializes in publicly 
traded microcap companies. From February 2007 to August 2008, he was the senior 
accounting manager of Accuity Financial, an accounting firm located in Las Vegas, Nevada 
that specializes in publicly traded microcap companies. Mr. Peterson was the audit manager 
of DeJoya Griffith and Company, a PCAOB registered audit firm located in Las Vegas, 
Nevada, providing audit and accounting services primarily to publicly traded microcap 
companies from November 2004 to February 2007. He was the audit manager of Ocel, Heimer & Associates, 
Ltd., a regional audit firm located in Minneapolis, Minnesota from 1999 to 2004. Upon graduating from the 
University of St. Thomas with a Bachelor of Arts degree in accounting in 1997, Mr. Peterson worked as a staff 
accountant during 1998 for R.W. Ramsay & Associates, Ltd.  
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RECENT NEWS AND PRESS RELEASES 
Digipath's Todd Denkin Comments on Successful Passage of Recreational Cannabis in Nevada and 
Impact on Lab Testing Market, November 17, 2016 

Digipath, Inc. (OTCQB: DIGP), an independent cannabis lab testing and media firm, believes that Nevada's 
recent approval of the recreational use of cannabis will push the industry to more standardized lab testing 
practices, resulting in a highly favorable long-term impact on Nevada's cannabis lab testing market. 

DigiPath Labs Validates New Extraction Technology, October 20, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it has completed a successful validation of Fluid 
Management Systems' (FMS) pressure liquid extractor (PLEâ) for use across four different cannabis matrices. 

DigiPath Labs Validates New Extraction Technology, October 20, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it has completed a successful validation of Fluid 
Management Systems' (FMS) pressure liquid extractor (PLEâ) for use across four different cannabis matrices. 

DigiPath Labs Delivers First Cannabis Strain Genotyping Results, October 6, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it has delivered its first cannabis Medicinal 
Genomics' StrainSeek™ genotyping results to two of its clients, Green Life Productions (GLP) of Nye County, 
NV and Polaris MMJ of Clark County, NV. 

Digipath Selected as Laboratory Testing Service Provider for The Clinic Nevada, August 18, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced it was selected as the laboratory testing service 
provider for The Clinic Nevada, LLC, a licensed cannabis cultivator, producer, and dispenser located in Las 
Vegas, Nevada. The Clinic has numerous retail and cultivation locations in Colorado and Illinois.  

Digipath Selected as Laboratory Testing Service Provider for Moxie Seeds & Extracts Licensee, Green 
Therapeutics, August 10, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it signed a laboratory testing agreement with Green 
Therapeutics (GT), a licensed cannabis cultivator and producer with facilities located in North Las Vegas and 
Clark County, Nevada. GT is the exclusive Nevada licensee of Moxie Seeds & Extracts, one of the leading 
cannabis extract producers in the United States with over 50 cannabis cup wins. 

Digipath Selected as Laboratory Testing Service Provider for Vegas Valley Growers, August 3, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it signed a laboratory testing agreement with Vegas 
Valley Growers (VVG), a licensed cannabis cultivator and producer with facilities located in Las Vegas, Nevada. 
VVG is the exclusive Nevada licensee of Bhang Corporation, one of the leading cannabis infused product 
manufacturers in the United States. 

Digipath Labs Sign Cannabis Testing Agreement with The Cannavative Group, July 25, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., announced that it signed a laboratory testing agreement with The 
Cannavative Group, a fully licensed medical cannabis cultivator and producer located in Washoe County, NV. 

Digipath Engages Viridian Capital Advisors as Strategic and Financial Advisor, July 12, 2016 

Digipath, Inc. announced that it engaged Viridian Capital Advisors as an advisor to assist it in executing its 
acquisition and growth strategy. 



 

www.digipath.com Page 19 of 36 November 2016 

Mr. Joseph J. Bianco Appointed CEO of Digipath, June 28, 2016 

Digipath, Inc. announced that Mr. Joseph J. Bianco's role with the Company has been expanded with his 
appointment to serve as its CEO. Mr. Bianco will also continue to serve as the Company's Chairman of the Board. 
Todd Denkin will continue to serve as the President of the Company, as well as its COO. 

Big Bear Cannabis Profiles Digipath (DIGP) Laboratory, April 14, 2016 

Digipath, Inc. was featured in a piece published on Big Bear Cannabis following the group's tour of its laboratory 
testing facility. In the article, the author takes a hands-on look at how the company operates by going through 
the various stages of the testing process and outlining what sets it apart from the competition. 

Digipath, Inc. Announces Second Fiscal Quarter 2016 Results, May 17, 2016 

Digipath, Inc. announced financial and operating results for the three and six months ended March 31, 2016. 
The Company ended the quarter with $141,116 of net sales through its state-of-the-art Nevada cannabis testing 
lab, a quarter-over-quarter growth rate of over 38% from the first quarter's net sales of $102,136. 

Digipath Selected to Evaluate Orange Photonics' LightLab Marijuana Potency Analyzer, April 7, 2016 

Digipath, Inc. announced that its Digipath Labs subsidiary was selected by Orange Photonics, Inc. to evaluate 
its LightLab Marijuana Potency Analyzer, a portable photonics based instrument that provides an instant analysis 
of THC-A, delta-9 THC, CBD-A, and CBD potency levels present in cannabis samples. 

Dr. Cindy Orser Authors Cannabis Safety Article for Cannabis Nurses Magazine, March 31, 2016 

Dr. Cindy Orser, the Chief Science Officer of Digipath Labs, a subsidiary of Digipath, Inc., authored the lead 
article in Cannabis Nurses Magazine. 

Digipath Labs Featured on GFarmaTV, March 24, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., was featured on GFarmaTV, a YouTube channel that covers the 
news, products, and lifestyle of the cannabis industry. 

Digipath Labs Reports on two "Black-Chip" Cannabis Strains from Nevada's Polaris MMJ, March 8, 2016 

Digipath, Inc. tested some strains of cannabis unlike anything it had yet seen in its Las Vegas lab. After analyzing 
over six hundred cannabis flower samples, two separate cured cannabis flower samples were certified at 35.1% 
and 37.5% total cannabinoid content. 

Digipath Labs Signs Cannabis Testing Agreement with Silver Sage Wellness, LLC, March 7, 2016 

Digipath Labs, a subsidiary of Digipath, Inc., signed a one-year agreement with another Nevada medicinal 
cannabis grower, Silver Sage Wellness, LLC. 

Digipath Labs Signs Cannabis Testing Agreement with House of Herbs, February 1, 2016 

Digipath Labs signed a one-year agreement with another Nevada medicinal cannabis grower, House of Herbs. 
Digipath Labs will use its state-of-the-art testing equipment and reliable testing methodologies to determine 
safety and potency profiles of House of Herbs cannabis material.  
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PRODUCTS AND SERVICES OVERVIEW 

Laboratory Testing (see “APPENDIX A – Example of Digipath Cannabis Test” for more details) 

Cannabis-based products generally must be tested for safety, potency, and quality prior to sale to consumers. A 
summary of test results generally must be provided on the product label at the point of sale, with full test results 
available upon request. Testing is generally focused on four areas: cannabinoid and terpenoid profiling, 
microbiological/residual-solvent testing, mycotoxin screening, and pesticide screening. Molds, which are 
ubiquitous in cannabis products, are particularly undesirable because exposure to high levels of molds and 
bacteria is known to cause health problems. Pesticides may also be found in cannabis products. Because 
cannabis is illegal under federal law, no pesticide residual tolerance limits have been established by the U.S. 
Environmental Protection Agency. As such, some states that have legalized the use of cannabis have outlawed 
the use of pesticides in the cultivation of cannabis.  

Cultivators typically are responsible for testing and usually employ third-party laboratory testing service providers. 
Testing can be done in a laboratory, or more limited testing can be performed on location, at the dispensary or 
cultivator, using portable testing systems. Laboratory testing service providers are generally certified by a state 
health authority. Most states require some form of testing, but testing requirements vary greatly from state to 
state. Because regulators and industry participants have not developed a uniform and reliable set of testing 
standards for cannabis products, testing is currently performed ad hoc, and reliable comparison of testing results 
is not possible. Given the importance of testing to the cannabis industry, leading high quality testing service 
providers may have an opportunity to establish an industry-recognized certification. Such a certification may 
become a key factor in consumer demand for particular products. 

Current Methods of Cannabis Lab Testing  
The Company utilizes an Agilent ultra-high performance liquid chromatograph (UPLC) that accurately separates 
and measures the cannabinoid content of any sample of flower, edible, concentrate, or other cannabis product. 
An Agilent inductively coupled plasma mass spectrometer (ICP-MS) is utilized for heavy metals testing and 
provides accurate readings for harmful metals ensuring that the parts per million (PPM) are substantially below 
regulated and acceptable levels. All Digipath Labs testing equipment is calibrated using third party reference 
standards to ensure precision measurements throughout the testing process. 

High Pressure Liquid Chromatography 

When a sample is submitted to the lab for testing, the facility will typically conduct a visual inspection using a 
high-magnification dissecting microscope for any molds or visible contaminates. The samples are then ground 
up, and solution is added to separate cannabinoids from the plant matter. Once the cannabinoid solution can be 
extracted from the sample (free of plant matter), it is run through an ultra-high pressure liquid chromatograph. 
This is the key piece of equipment in the potency testing procedure. 

Gas Chromatography & Thin Layer Chromatography 

While there are many ways to test cannabis, high pressure liquid chromatography (HPLC) is currently the most 
widely accepted method for cannabinoid quantitation. Other techniques include gas chromatography (GC) and 
thin layer chromatography (TLC). HPLC is preferred over GC because it does not apply heat in the testing 
process, allowing cannabinoids to be measured in their naturally occurring forms. This means acidic (CBD-A, 
THC-A, etc.) and neutral cannabinoids (CBD, THC, CBG, CBN, etc.) can be differentiated and enumerated in a 
sample. 
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When testing cannabis with a gas chromatograph, heat is applied to the sample. This causes acidic cannabinoids 
and many pesticides to change their structure, rendering them impossible to detect. Therefore, this machine is 
only able to tell you the amount of neutral cannabinoids in a sample. The amount of acidic cannabinoids is 
extremely important and should not be forgotten, especially in products such as edibles and tinctures. This is 
because acidic cannabinoids have not been activated yet in these products; that is left for your digestive system 
to do. For this reason, most reputable labs use HPLC as their core testing method. 

Mass Spectrometers Help Test for Pesticides 

In addition to testing for cannabinoid content, many labs utilize mass spectrometers (MS) to test for pesticides. 
A LC-MS instrument is able to detect and quantify pesticides down to ppb levels. A gas chromatograph (GC) 
coupled to a mass spectrometer (MS) is used to identify and quantitate terpenes as well as residual solvents. 
This method is known as gas chromatography-mass spectrometry or GC-MS. 

Quantitative Polymerase Chain Reaction Testing 

Another technique that has been utilized to test cannabis is called quantitative polymerase chain reaction (qPCR), 
which can be used to identify the presence of specific microbial DNA molecules in a cannabis sample and 
quantify the number of microorganisms. The qPCR reagents are specific to different categories of microbial 
contaminants that may be present in a cannabis sample. When used correctly, specific microbial groups, such 
as enterobacteriaceae bacteria, present on a cannabis sample, will be detected, amplified and quantitated in a 
few hours rather than waiting over 24 hours for traditional agar plating results.  

Types of Tests Performed 

Foreign Matter Inspection 

Foreign materials in cannabis pose a serious health hazard to patients who are using plant products to treat their 
medical conditions. A simple physical examination under a high-powered microscope helps ensure the cannabis 
will not exacerbate conditions or pose new health risks. 

Digipath’s state-of-the-art digital microscopy equipment enables the Company 
to inspect cannabis samples for common contaminants such as grey mold, 
bud rot, and spider mites. Moreover, Digipath examines the state and color of 
the sample’s trichrome, which helps in determining whether the flower was 
fully mature when harvested and captures an image for the Certificate of 
Analysis. 

Moisture Residue Analysis 

Cannabis can be stored for weeks or even years between the time it is harvested and it reaches a patient. During 
this time, it is at risk of being contaminated by fungi, bacteria, and insects. Good cannabis processing, storage, 
moisture control, and drying practices are vital to keeping cannabis safe and ensuring a high quality product. 
Digipath offers the industry standard moisture analyzer that determines and reports residual moisture levels, 
which is the weight of the water relative to the total weight of the sample. Digipath’s moisture residue analysis 
report includes both the wet and dry weights of the samples the Company tests. 
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Cannabinoid & Terpenoid Profiling 

Cannabis potency can vary widely among plant samples based on genetics (plant strain) and growing conditions 
such as lighting intensity and intervals, water and nutrient uptake, and stressors like wind, rain, heat, and cold. 
For instance, if lighting is not uniformly distributed, samples obtained from the top of a plant will differ in potency 
from samples taken near the base. The ratios of the compounds, including cannabinoids and terpenoids, also 
vary widely based on genetic and environmental factors, which make certain cannabis products better for treating 
specific medical conditions than other products. As is the case with any pharmaceutical product, the active 
ingredients in cannabis should be clearly labeled. Cannabinoid profiling allows doctors to determine accurate 
dosage, ensures that providers can verify the quality of their products, and helps patients to select the right 
treatment for their symptoms. Researchers continue to make groundbreaking discoveries about the medical 
benefits of cannabinoids, but these revelations can only be harnessed when consumers, providers, and 
healthcare practitioners possess reliable data on the contents of their medicine. 

Cannabinoids are expressed in percentage of total weight (milligrams of the cannabinoid divided by milligrams 
of the sample). This information is critical for enabling patients to gauge dosage levels in edibles and other 
products that can vary in weight. Digipath provides one of the most comprehensive cannabinoid and terpenoid 
profiles available, making it easier for patients, caregivers, and medical professionals to map cannabis products 
to each individual’s medication requirements to obtain the desired therapeutic outcome. Using ultra-high 
performance liquid chromatography (UPLC) technology and certified methodologies to ensure accurate reporting, 
Digipath is able to isolate and quantify the following cannabinoids and terpenoid present in cannabis and 
cannabis-based products:  

• Cannabinoids (13): CBC, CBC-A, CBD, CBD-A, CBD-V, CBG, CBG-A, CBN, CBN-A, ∆-8-THC, ∆-9-THC, 
THC-A, THC-V. 

• Terpenoids (25): alpha-Bisabolol, alpha-Humulene, alpha-Pinene, alpha-Terpinene, beta-Caryophyllene, 
beta-Eudesmol, beta-Myrcene, beta-Pinene, Borneol, Camphene, Caryophyllene oxide, Cineol, 
Citronellol, Delta-3-Carene, gamma-Terpinene, Geraniol, Guaiol, Isopulegol, Limonene, Linalool, 
Nerolidol, Ocimene, p-Cymene, Phytol, Terpinolene. 

Microbial Contamination Screening 

Digipath’s microbial screening program ensures the safety of cannabis by identifying the 
type and level of microorganisms present in each sample. Molds are ubiquitous, and small 
amounts are found in almost every sample. If cannabis is not properly tested, the medicine 
patients are consuming can be contaminated with a variety of harmful pathogens and for 
many patients ingesting contaminated medicine can lead to serious illness and health 
complications. Using these techniques, the Company can identify and detect yeast, molds, 
and pathogenic E. coli and Salmonella, coliforms and enterobacteriaceae. Most states 
have established tolerance limits for microbiological contamination in cannabis. 
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Mycotoxin (Aflatoxin) Screening 

Mycotoxins are toxic metabolites produced by certain fungi that can infect and 
proliferate on various agricultural commodities in the field and/or during storage. 
Exposure to highly carcinogenic aflatoxins, a type of mycotoxin, can cause 
abdominal pain, edema, hemorrhaging, liver damage, mental impairment, 
convulsions, coma, and even death. The Company uses enzyme-linked 
immunosorbent assays (ELISA) and high performance liquid chromatography 
(HPLC) to identify and quantify mycotoxins.  

Heavy Metal Screening 

Land and water pollution by heavy metals is a worldwide issue. All countries are affected. In the United States 
alone, there are approximately 600,000 brownfields, properties that likely have contamination present. Cannabis 
readily absorbs and stores hazardous substances like heavy metals and radioactive materials. This makes it 
ideal for remediation of toxic lands, but creates toxicity in the plant. These toxins can be passed on to humans 
in cannabis products and cause acute and chronic diseases. Heavy metal ingestion has been linked to damage 
to the central nervous system, cardiovascular system, gastrointestinal system, lungs, kidneys, livers, endocrine 
glands, and bones. Chronic heavy metal exposure also increases the risk of degenerative diseases, including 
cancer. At Digipath Labs, the Company uses inductively coupled plasma mass spectrometry (ICP-MS) to test 
for heavy metal contamination at concentrations as low as one part-per-trillion. In addition to its ultra-sensitivity, 
Digipath Labs’ ICP-MS equipment enables it to process samples and report results quickly.  

Residual Solvent Analysis 

Digipath has developed a residual solvent test (RST) to identify the presence of harmful solvents, impurities, 
and/or other added odorants and chemicals present in super-concentrated forms of cannabis. Increasingly, more 
patients are seeking out super-concentrated forms of cannabis (i.e. wax, hash oil, RSO, hemp oil, shatter, amber 
glass, crumble, budder, etc.). These types of concentrates are produced by using a solvent (such as butane, 
CO2, ethanol, propane, etc.) to extract cannabinoids and terpenoids from plant-material. Finally, heat, vacuum, 
and/or other methods are applied to purge out any remaining solvent from the concentrate. To ensure that the 
highest quality of concentrates is being produced and made available to patients, Digipath Labs performs RSTs. 
By testing for residual solvents, the Company is able to ensure that producers’ concentrate processes are sound, 
not only verifying that producers have used a high-quality solvent, free of impurities and toxic odorants, but have 
also followed a proper purging process (i.e. vacuum, desiccation, etc.). Utilizing a headspace gas 
chromatography (GC) process, Digipath is able to quantify up to 10 parts-per-million (ppm) of all of the most 
commonly used solvents and trace residues of chemicals in the process of extracting cannabinoids, including 
acetone, butane, ethanol, hexane, isobutene, isopentane, isopropanol, naphtha, pentane, and propane. 

Pesticide Residue Analysis 

Pesticides make their way into cannabis through direct application to the plant or during nutrient and water uptake 
when the chemicals are in the soil. These pesticides can be transferred to patients who smoke the buds. Digipath 
provides comprehensive screening for residual pesticides, with the Company currently screening for over 100 
pesticides, herbicides, and plant growth inhibitors. 
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There is little known about the sources, growing and curing conditions, or 
pesticide use for cannabis currently available for purchase. While many 
growers and collective dispensaries take care to provide safe, effective 
products, there are numerous reports of the presence of pesticides in 
purchased cannabis. Due to cannabis’ federal illegal status, no pesticide 
residual tolerance limits have been established by the EPA. However, some 
medical cannabis states and legal markets have adopted EPA pesticide 
safety guidelines or outlawed the use of pesticides with cannabis completely. 
Washington State allows outdoor growers to treat their fields with certain pesticides such as soil fumigants and 
broad spectrum herbicides. Indoor growers are allowed to use disinfectants and sanitizers to control 
microorganisms on such surfaces as benches, floors, pallets, pots, and skids. Digipath’s goal is to expose 
cannabis products with unsafe levels of pesticides that can aggravate patient health problems such as liver 
disease. 

Homogeneity Testing 

Digipath Labs can also test for homogeneous distribution of cannabinoids in infused edible products. 
Homogeneity testing determines if the cannabinoid potency of infused edible products is evenly distributed 
throughout the product to ensure that cannabinoids are not too highly concentrated in one area of the product. 
Homogeneity testing is conducted by dividing a given edible product, e.g. a cookie, into 5 or 6 pieces. Each piece 
is then extracted individually and analyzed independently for the cannabinoid profile and content. Comparing the 
cannabinoid results across the smaller pieces that make up the edible is of great interest to the producer to either 
confirm that their blending protocol is adequate or to alert them that further attention is needed to uniformly 
incorporate cannabis extract into the final product. 

Nutrient Analysis 

In Digipath Labs’ continuing effort to meet the growing needs of its cannabis industry clients, the Company 
launched a new nutrient analysis service to quantify the following inorganics: nitrogen (N), phosphorus (P), boron 
(B), calcium (Ca), copper (Cu), iron (Fe), and potassium (K). Every cannabis cultivator understands the 
importance of monitoring nutrient levels in the plant, soil, and runoff wastewater, and, with this new service, 
Digipath Labs is able to provide an all-inclusive testing service to complete clients’ cultivation needs. 

Genetic Testing 
Digipath has made it a focus to gain a better understanding of all aspects 
of cannabis genetics and provide the cannabis industry, from growers and 
breeders to dispensaries and end users, a suite of identification and 
diagnostic tools that will help identify important genetic markers that can 
be used in the breeding of unique strains or the choice of the correct strain 
for use in treating medical conditions. These genetic tools, when 
combined with Digipath’s existing strain chemical profiling program, 
StrainSEEK™, will advance the knowledge base of the cannabis industry 
while providing end users with better ways of identifying the important 
medicinal compounds and properties for which they are looking. 
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StrainSEEK™ 

Digipath Labs offers StrainSEEK™, a medicinal genomics proprietary DNA sequencing service for the cannabis 
plant. The service detects and records the unique genetic profile of any cannabis strain. The unique genetic 
profile of the strain is digitally registered in the blockchain using a cryptographic hash function. This allows for 
the registration of unique strain intellectual property. 

• StrainSEEK™ is the only platform that enables the permanent digital publishing of a strain’s unique 
genetic ID for future reference. 

• StrainSEEK™ allows for an individual strain to be mapped against Medicinal Genomics’ Cannabis 
Phylogenetic Tree. 

• StrainSEEK™ users can view their strains genetic proximity to several cannabis land races as well as 
many modern cultivars. As the phylogenetic tree grows, a distributed consensus on the accuracy of 
naming conventions will emerge. This will end the “strain name game” and will provide medical cannabis 
patients with a means to identify medicinal strains with proven therapeutic benefits. 

Plant Sexing 

Digipath recently added plant sexing to the Digipath Labs offerings. Cannabis is a dioecious plant species. 
Dioecious plants have the male and female reproductive structures on separate plants. Male plants have one X 
and one Y chromosome, while females have two X chromosomes. The Y chromosome differential provides for 
a rapid molecular means for plant sexing after the appearance of the first cotyledon, allowing cannabis cultivators 
to focus on development of only female flowers rich in cannabinoids.  

Digipath’s proprietary sexing test was developed to accelerate the process by which male plants are identified 
and culled from the crop. This test works by analyzing genetic information early in the cannabis growth cycle, 
enabling the removal of unwanted plants from the garden, lowering plant counts, and saving precious resources 
and cultivation space. The identification of undesirable plants, in this case the male plants, at such an early stage 
in the growth cycle enables the back filling of spots in the production room or field at an early enough point in 
time to allow all of the plants to reach maturity at about the same time.  

Cannabis Strain Genotyping 

Genetic sequencing of a cannabis strain creates a proof of existence digital timestamp used to further provide 
order to the phylogenetic tree for genetically characterized cannabis strains. The first post on the blockchain 
(database) with a StrainSEEK™ timestamp will populate the cannabis phylogenetic tree with a given strain name. 
The blockchain is an open, immutable, and stable public ledger for any transaction and ideal for the cannabis 
phylogenetic tree that everyone can see and to which everyone can contribute. Meta data such as strain 
originator and terpene and cannabinoid profiles can also be submitted to populate the blockchain with relevant 
information. As this database grows, a distributed consensus on the proper nomenclature for the genetics on 
display will emerge. 

Consulting 
Digipath offers consulting services in the areas of cannabis safety, regulation, testing methodology, packaging 
and labeling, scientific development, processing, and regulatory management. 
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Best Practices 

Digipath’s team has the vast experience necessary to help new businesses and entrepreneurs navigate the ever-
changing landscape of the cannabis industry. Digipath Labs’ extensive experience in envisioning, writing, and 
executing standard operating procedures is a hallmark of its diagnostic laboratory testing services that 
transcends into the consulting practices that the Company offers to its preferred clients. The Company also offers 
clients insight into the infrastructure required for a successful cannabis grow layout design and/or production 
operations at both the management and hands-on levels to optimize output with minimizing losses due to 
inefficiencies or logistical oversight. Furthermore, Digipath is able to advise its clients in cultivation on developing 
integrated pest management practices that do not involve the use of synthetic pesticides or herbicides with 
disease outbreak prevention as the number one goal within an integrated systems approach. 

Research and Development 

Digipath Labs offers research and development support for its clients that range from development of production 
methods for extraction to formulation design, experimental design, and execution of in vitro efficacy studies. The 
Company partners with its clients to ensure a competitive, safe, and well characterized product line. Successful 
cannabis product development is a multi-stage, iterative process between the manufacturing methods used to 
create products and the testing required to characterize and ensure their quality. Digipath assists clients in 
designing a platform with the highest level of quality in mind that ensures its ability to supply products to a market-
place in a state of fast-changing and increasing state regulations. Leveraging its hands-on experience in product 
formulations, analytical chemistry, and quality assurance, as well as a deep understanding of state regulatory 
requirements, Digipath positions its R&D clients with the best tools and expertise to develop scientifically 
formulated products that comply with emerging regulations as the laws continue to change. 
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SALES AND MARKETING 
In the laboratory testing industry, customers’ selections of solutions providers are based primarily on the following 
factors, among others: 

• Service capability and quality 

• Accuracy, timeliness, and consistency in reporting test results 

• Access to medical/scientific thought leaders for consultation 

• Customer service 

• Pricing and overall value 

• Reputation in the community 

• Patient and customer access, including the number, convenience, and geographic coverage of service 
centers 

• Ability to develop new and useful tests and services 

To account for these factors as well as the particular risks that are inherent within the cannabis industry, 
Digipath’s sales and marketing efforts are designed to focus on providing the best customer service and the 
most accurate results in the business. 

Digipath also educates the public and its customers on good laboratory practices and provides customized 
services based on clients’ needs. 

Industry Events 

Digipath Labs regularly attends industry events, whether 
hosted by Women Grow, NCIA, or others, to support the 
industry as a whole. There, the Digipath Labs team is able to 
meet and mingle with employees and owners of cultivation 
facilities, production facilities, and dispensaries, as well as 
chefs, media, press, and all other members of the medical 
cannabis community. 

There is a finite number of cultivators and producers that 
qualify as potential Digipath Labs customers. The Company 
constantly markets to these prospective customers using 
traditional (“snail”) mail, email newsletters, social media (e.g. 
Facebook, et al.), and in person through giveaways and 
promotions and by hosting industry events. 

Digipath Labs also stays in constant contact with its current customers to ensure they are happy with Digipath’s 
service. Additionally, Digipath can maintain contact with its clients through its consultative visits and 
engagements, adding further value to its clients through these services. This persistant outreach helps build 
long-lasting relationships and partnerships with clients that further rely on Digipath Labs for their testing needs. 
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Digipath Labs Patient Handbook 

Digipath also partners with local dispensaries and other medical marijuana businesses in Nevada for its Patient 
Handbook. 

The Digipath Labs Patient Handbook is currently handed out to thousands of new patients each month in Nevada. 
Dispensaries, doctors’ offices, law firms, and growers co-brand with Digipath, and this has led to patients asking 
for Digipath by name. 

 

“Whether you are a new or experienced medicinal marijuana patient, you probably have questions 
about the proper administration, effectiveness, and safety of therapeutic cannabis products. 
Although the world is woefully behind in research covering the medicinal value of cannabis, 
numerous studies indicate that many patients can benefit from the use of cannabis to treat a 
variety of medical conditions. Selectively bred cannabis plants can yield potent high-performance 
medical marijuana that scientists believe contains over 480 natural components, including (by 
some estimates) over 100 cannabinoids and 200 terpenoids.” 

-Digipath Labs Patient Handbook 
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COMPETITIVE LANDSCAPE 

NEVADA Cannabis Testing Laboratory Licensees  

 

 

 
  

Company Name Open Public Private Other Labs

Digipath Labs  DIGP looking

DB Labs  

MM Lab  

Ace Analytical  

G3 Labs  

New Heights Enterprises  

374 Labs (RENO)  

Alpha Analytical (RENO)  

Steep Hill  CA, CO

CannLabs CANL

NV Cann Labs 

Canalysis 

Mohawk Labs Ltd 

CannaSafe 

Test Lab Las Vegas 

RSR Analytical LV 

Cannext 
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APPENDIX A 

Example of Digipath Cannabis Test 
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APPENDIX B 

Publicly Traded Laboratory Testing Comparable Company Analysis 

 
 
 
 
  

Company Name Exchange: Ticker Sales (TTM) EBITDA (TTM) EBITDA Margin 
(Q3’16)

Enterprise 
Value (EV) EV / Sales EV / EBITDA

($Millions) – as of 11/29/2016

Medical Testing Labs

Laboratory Corp of America Holdings NYSE:LH $9,337 $1,724 18.30% $18,770 2.0x 10.9x

Quest Diagnostics, Inc. NYSE:DGX $7,503 $1,358 20.60% $15,830 2.1x 11.7x

Life Sciences Tools & Services

Waters Corp. NYSE:WAT $2,125 $710 34.40% $10,160 5.7x 14.3x

Agilent Technologies, Inc. NYSE:A $4,126 $855 20.20% $14,050 3.4x 16.4x

PerkinElmer, Inc. NYSE:PKI $2,268 $418 19.50% $6,430 2.8x 15.4x

Thermo Fisher Scientific, Inc. NYSE:TMO $17,973 $4,105 21.70% $72,730 4.0x 17.7x

Environmental & Facilities Services

Republic Services, Inc. NYSE:RSG $9,299 $2,377 20.60% $26,700 2.9x 11.2x

Stericycle, Inc. NASDAQGS:SRCL $3,544 $761 21.70% $9,440 2.7x 12.4x

Waste Management, Inc. NYSE:WM $13,395 $3,470 25.30% $40,370 3.0x 11.6x

Other Labs & Related Services

Danaher Corp. NYSE:DHR $21,189 $4,777 17.20% $62,150 2.9x 13.0x

Ecology and Environment, Inc. NASDAQGM:EEI $106 $5 6.30% $30 0.3x 5.7x

IDEXX Laboratories, Inc. NASDAQGS:IDXX $1,732 $412 24.30% $11,390 6.6x 27.6x

Clean Harbors, Inc. NYSE:CLH $2,776 $372 14.60% $4,340 1.6x 11.7x

Average (of above) $7,336 $1,642 20.40% $22,960 3.0x 13.8x

Median (of above) $4,126 $855 20.60% $15,472 2.9x 12.4x
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Evolution of Valuation Multiples Over Time 

 

 

 

 
 

EV/EBITDA (TTM) Multiples 9/30/2016 6/30/2016 3/31/2016 12/31/2015 9/30/2015 6/30/2015 3/31/2015

Medical Testing Labs

Laboratory Corp of America Holdings 10.9x 11.0x 11.2x 8.6x 7.9x 9.7x 9.2x

Quest Diagnostics, Inc. 11.7x 10.4x 10.4x 5.9x 5.1x 7.7x 8.5x

Life Sciences Tools & Services

Waters Corp. 14.3x 17.3x 16.7x 16.7x 15.0x 16.4x 16.9x

Agilent Technologies, Inc. 16.4x 18.3x 17.2x 17.9x 12.1x 13.6x 12.9x

PerkinElmer, Inc. 15.4x 15.7x 15.9x 16.8x 14.4x 17.5x 17.5x

Thermo Fisher Scientific, Inc. 17.7x 17.3x 17.5x 14.1x 12.3x 12.7x 12.8x

Environmental & Facilities Services

Republic Services, Inc. 11.2x 9.6x 9.9x 5.8x 5.9x 5.9x 6.4x

Stericycle, Inc. 12.4x 14.4x 14.7x 16.7x 20.3x 18.2x 18.0x

Waste Management, Inc. 11.6x 10.7x 12.4x 7.3x 6.2x 6.0x 6.9x

Other Labs & Related Services

Danaher Corp. 13.0x 13.1x 13.7x 14.1x 13.3x 15.6x 13.7x

Ecology and Environment, Inc. 5.7x 5.2x 5.5x 4.5x 5.4x 6.3x 8.4x

IDEXX Laboratories, Inc. 27.6x 26.9x 24.6x 17.8x 20.3x 17.9x 22.9x

Clean Harbors, Inc. 11.7x 9.5x 8.9x 5.2x 5.1x 8.7x 8.6x

Average (of above) 13.8x 13.8x 13.7x 11.6x 11.0x 12.0x 12.5x

Median (of above) 12.4x 13.1x 13.7x 14.1x 12.1x 12.7x 12.8x
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APPENDIX C 

Selected Financial Data: Quarter Ending June 30, 2016 



 

www.digipath.com Page 35 of 36 November 2016 

  



 

www.digipath.com Page 36 of 36 November 2016 

LEGAL NOTES AND DISCLOSURE 

This report is owned by Digipath and has been prepared with support from Viridian Capital Advisors, LLC (VCA). 
The contents of this report with respect to Digipath have been compiled primarily from information available to 
the public released by Digipath through news releases, annual reports, and U.S. Securities and Exchange 
Commission (SEC) filings. Neither Digipath nor VCA assumes any responsibility to update the information 
contained in this report. Information as to other companies has been prepared from publicly available information 
and has not been independently verified by Digipath or VCA. Some of the information in this report relates to 
future events or future business and financial performance. Such statements constitute forward-looking 
information within the meaning of the Private Securities Litigation Act of 1995. Such statements can be only 
predictions, and the actual results or events may differ from those discussed due to, among other things, the 
risks described in Digipath ’s reports on 10-K, 10-Q, 8-K, press releases, and other forms filed from time to time. 

Digipath has compensated Viridian Capital Advisors for its service as an advisor. VCA, its employees, and its 
affiliates may maintain positions and buy or sell the securities or warrants of Digipath. For more complete 
information about the risks involved in an investment in Digipath, please see Digipath ’s SEC filings by visiting 
http://www.sec.gov/. Investors should carefully consider risks and information about Digipath ’s business. 
Investors should not interpret the order in which considerations are presented in this or other filings as an 
indication of their relative importance. Additional risks and uncertainties not presently known to Digipath or that 
it currently believes to be immaterial may also adversely affect its business. If any of such risks and uncertainties 
develops into an actual event, Digipath ’s business, financial condition, and results of operations could be 
materially adversely affected, and the trading price of Digipath ’s shares could decline. 

This report is published solely for information purposes and is not to be construed as investment advice or as an 
offer to sell or the solicitation of an offer to buy any security in any state. Past performance does not guarantee 
future performance. For more information about Digipath, the reader is directed to the Company’s website at 
http://www.Digipath.com/. Additional information about Digipath and its public filings, as well as copies of this 
report, can be obtained by visiting the Company’s website or by calling (702) 533-6884. 

Risk of Prosecution for Marijuana-Related Companies. If you are considering investing in a company that is 
connected to the marijuana industry, be aware that marijuana-related companies may be at risk of federal, and 
perhaps state, criminal prosecution. The Department of Treasury recently issued guidance noting: “[T]he 
Controlled Substances Act (“CSA”) makes it illegal under federal law to manufacture, distribute, or dispense 
marijuana. Many states impose and enforce similar prohibitions. Notwithstanding the federal ban, as of the date 
of this guidance, 20 states and the District of Columbia have legalized certain marijuana-related activity.” 
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