
 

6 February 2023 
In December, Light Science Technologies Holdings (LSTH) noted that high 

input costs have resulted in strong interest in the group’s controlled 

environment agriculture (CEA) products because they help growers 

operate more efficiently. This demand has generated a sales pipeline for 

the group of quoted work worth more than £60m (as of December 2022), 

including forward orders and contracts of £18m (contingent on meeting 

certain milestones). However, high input costs have caused growers to 

defer capital investment decisions, resulting in longer sales cycles. This 

has adversely affected FY22 trading because some anticipated revenue 

streams for the CEA division are now more likely to materialise in FY23 

rather than FY22. Based on this information, we are introducing estimates 

for FY22 and FY23. 

Year end 
Revenue 

(£m) 
EBITDA 

(£m) 
PBT* 
(£m) 

PAT 
(£m) 

DPS** 
(p) 

P/E 
(x) 

11/20*** 6.9 0.5 0.2 0.2 0.0 43.6 

11/21 7.4 (1.1) (1.6) (2.1) 0.0 N/A 

11/22e 8.2 (1.7) (2.3) (2.7) 0.0 N/A 

11/23e 10.9 (0.4) (1.0) (1.4) 0.0 N/A 

Note: *PBT is normalised, excluding amortisation of acquired intangibles, exceptional items 
and share-based payments. **Excluding payments pre-IPO. ***Restated for predecessor 
method of merger accounting. 

Strong demand underpins £60m+ sales pipeline 

The group has signed four trial contracts for its smart sensor system, which was 

launched in June 2022. These could roll into subscriptions collectively generating 

up to £1.1m over a three-year period. It is also working on several customer trials, 

including one at a vertical farm R&D facility and one with a major UK manufacturer 

of preserves, marmalades and associated products, which could potentially result 

in lighting orders collectively worth c £3m over the next 12 months. 

Capital projects delayed during FY22 

In December, management noted that the inflationary environment had caused 

CEA growers to postpone capital expenditure projects, resulting in FY22 group 

revenue growth of 10.5% ie an implied £8.2m. In addition, gross margins at the 

group’s contract electronics manufacturing (CEM) division were under pressure 

during H222 because of significant price volatility in the global electronics 

component market. Consequently, management expects the reported group loss 

before tax to be c £0.85m wider than the guidance it provided in June of £2.0m. 

Valuation: Dependent on CEA roll-out 

Our scenario analysis shows that converting 60% of the existing CEA pipeline and 

delivering on the Zenith Nurseries contract could generate annual CEA revenues of 

£31.4m and £4.6m group EBITDA. This is only a small proportion of the global 

market, which we calculate could be worth c £2.9bn in the UK alone. 

Announcements about new contract awards are therefore catalysts to crystallise 

shareholder value. 
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Introducing estimates for FY22 and FY23  

Exhibit 1: Divisional analysis 

Year end 30 November (£000) FY22e FY23e 

CEA revenues  450 2,750 

CEA EBITDA including share of central costs  (2,172) (1,194) 

CEM revenues 7,729 8,193 

CEM EBITDA including share of central costs  437 816 

Group revenues 8,179 10,943 

Group EBITDA (1,734) (377) 
 

Source: Edison Investment Research 

FY22 estimates 

Our estimates model group revenues and loss before tax in line with management guidance, 

reducing CEM margins as noted in the December trading update. (We note that the divisional split 

may differ from our analysis.) We model a similar working capital position at the end of the full year 

and the half year, namely assuming the delay in CEA deliveries means that any build-up in working 

capital to support growth is also deferred into FY23. We model similar levels of depreciation, share-

based payments, finance charges, capital expenditure, capitalised R&D and R&D tax credits in 

H222 to H122. 

FY23 estimates 

CEA performance: Our £2.8m revenue is based on the weighted value of the sales pipeline for the 

year with a 50% discount applied to the weighted total. We model gross margin at 34.4%, as most 

of the revenue is attributable to lighting sales rather than subscription revenues related to sensor 

installations, which we do not expect to start generating meaningful revenues until H223. We 

expect the gross margin on subscriptions to be higher than for lighting sales. The estimates assume 

growth in salaries of 5% and 7% for general overheads.  

CEM performance: We model 6% year-on-year revenue growth and an improvement in gross 

margins to 24%, supported by an increase in the proportion of more demanding work for sectors 

such as medical and defence. The assumptions for indirect costs are the same as used for the CEA 

division.  

Working capital: We model an increase in working capital of £0.6m to support CEA activity. We 

note that the company intends to take deposits from its customers for larger CEA projects, which 

should cover the cost of materials, helping reduce working capital requirements. 

Financing: Our model identifies a minimum funding gap of £1.3m, which we model as satisfied 

through debt in line with Edison policy. Together with existing debt facilities, this results in £0.3m 

finance charges. 

Investment activities: We model £0.5m expenditure on capital equipment for the CEM division 

including in-line automatic inspection equipment and additional feeders for pick and place 

machines. This investment is intended to help the division diversify into sectors such as medical 

and defence, which have very specific quality standards, and to improve efficiency. We maintain 

capitalised R&D at FY22 levels. 

FY24 performance 

While the CEA sales pipeline extends into FY24, there is insufficient visibility of the likelihood of this 

converting to sales for Edison to introduce FY24 estimates at present. However, using the same 
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analysis of the sales pipeline that we used for FY23 gives CEA revenues totalling £5.0m, 

generating losses before share-based payments, interest, depreciation and amortisation of £0.5m, 

if 34% gross margin and a 4% increase in indirect costs are applied. If we assume that the CEM 

division is successful in attracting medical and defence customers, year-on-year revenue growth of 

9% in FY24 and a gross margin (excluding depreciation) of 26% are feasible, giving divisional 

revenues of £9.0m and generating £1.2m EBITDA if the increase in indirect costs is restricted to 

4%. (These calculations include an allocation of all central costs between the two divisions and give 

group revenues of £14.0m generating £0.7m EBITDA.)  

Valuation 

The group’s contract assembly division, UK Circuits (UKC), is profitable as a standalone activity, 

with the £0.9m divisional EBIT (before deducting group costs) generated in FY21 indicating that the 

business on its own justifies a valuation that is a meaningful proportion of the group’s current 

market capitalisation. However, although UKC should benefit from any move to re-shore 

manufacturing to the UK, the opportunities for it to generate strong revenue growth by taking 

market share or expanding geographically are relatively limited compared with prospects for the 

CEA activity. Consequently, even though LSTH has yet to generate material revenues from sales of 

products to the CEA market, the potential for this division is such that we believe that the group’s 

value resides primarily in the potential revenues and profits generated as LSTH converts its CEA 

product pipeline totalling £40.6m (excluding the contract with Zenith Nurseries) to sales and takes 

meaningful market share. This means that our valuation discussion concentrates on the potential 

profits ascribable to the CEA division and that announcements about new CEA contract awards are 

the key catalysts to crystallise shareholder value. 

In Exhibit 2 we present a scenario analysis exploring potential revenues and EBIT for different 

levels of conversion of the CEA qualified pipeline. For simplicity, our analysis assumes that the 

there is no improvement in CEM revenues or gross profit margin compared with H122 and flexes 

indirect costs at 10% of incremental revenues compared with the H122 cost base. We add a further 

£7m in revenue to represent annual sales from the blanket roll-out phase of the contract with Zenith 

Nurseries. We model a gross margin of 30%. This is an approximation which ignores the uplift on 

gross margin from including software that could achieve 60% gross margin in the SensorGROW 

subscription packages and the downwards effect of including sales of third-party equipment in the 

advanceGROW system. 

Exhibit 2: Scenario analysis for different rates of CEA pipeline conversion 

Value of qualified CEA pipeline (£m) 40.6     

Annual sales attributable to Zenith Nurseries contract (£m) 7.0 
    

Conversion rate 20% 40% 60% 80% 100% 

Revenues from CEA pipeline conversion and Zenith Nurseries contract (£m) 15.1 23.2 31.4 39.5 47.6 

Gross profit from CEA pipeline conversion and Zenith contract (£m) 4.5 7.0 9.4 11.8 14.3 

Revenues from UKC at H122 levels (£m) 7.1 7.1 7.1 7.1 7.1 

Gross profit from UKC at H122 levels (£m) 1.5 1.5 1,5 1.5 1.5 

Group indirect costs at H122 levels (£m) (3.2) (3.2) (3.2) (3.2) (3.2) 

Incremental indirect costs (£m) (1.5) (2.3) (3.1) (3.9) (4.8) 

Group EBITDA (£m) 1.3 3.0 4.6 6.2 7.8 
 

Source: Edison Investment Research 

For example, converting 60% of the existing CEA pipeline and delivering on the Zenith contract 

could generate annual CEA revenues of £31.4m and £4.6m group EBITDA. Since there is no 

certainty as to when LSTH could achieve this revenue level, we are not attempting to derive an 

indicative share price from this analysis. 
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Exhibit 3: Potential UK market for CEA sensors and horticultural lights* 

Environment Hectares Sensors/hectare Total sensors Annual fee/sensor Potential market size 

Polytunnels 7,9001 20 158,000 £750 £118.5m/year 

Glasshouses 2,9112 35 101,885 £750 £76.4m/year 

Vertical farming 20 250 5,000 £750 £3.8m/year 

Total potential sensor market size   £198.7m/year 

Environment Crop Lighting type Lights/hectare Cost/light Cost/hectare 

Glasshouse tomatoes intercrop light 4,228 £335 - 

Glasshouse greens top light 450 £647 - 

Glasshouse flowers top light 424 £326 - 

Glasshouse strawberries vertical farm light 4,492 £217 - 

Average cost of lighting per hectare – glasshouse 2,398** £386*** £926,717 

Potential grow light market value glasshouses   £2,697.7m 

Vertical farm greens/strawberries vertical farm light 1,729 £193 £333,562 

Potential grow light market value vertical farms    £6.7m 

Total potential UK market for CEA sensors and horticultural lights  £2,903.1m 
 

Source: Light Science Technologies Holdings, (1) Ceres Agritech, (2) Department for Environment, Food & Rural Affairs. Note: *Based 
on current hectarage occupied by polytunnels, glasshouses and vertical farms. **Average number of lights/hectare. ***Average 
cost/light. 

In Exhibit 4 we present a scenario analysis exploring potential revenues and EBIT achievable with 

different levels of market penetration. We split this analysis into the potential revenues attributable 

to receiving annual subscriptions for sensors and software from a specified percentage of the UK 

indoor agriculture market and new sales of horticultural lights to a specified percentage of the 

market in a single year. Exhibit 3 shows how the market sizes have been calculated. We model a 

gross margin for sensor subscriptions of 46.7%, in line with management guidance, as the 

calculation only includes the sensor system part of any advanceGROW sales. 

Exhibit 4: Scenario analysis based on different rates of market penetration 

Potential size of UK CEA sensor market (£m) 198.7 
    

Proportion of potential UK sensor market equipped with LST sensors (%) 1.0 2.0 3.0 4.0 5.0 

Additional annual revenues from sensor subscriptions (£m) 2.0 4.0 6.0 7.9 9.9 

Incremental gross profit (£m) 0.9 1.9 2.8 3.7 4.6 

Incremental indirect costs (£m) (0.2) (0.4) (0.6) (0.8) (1.0) 

Incremental EBIT (£m) 0.7 1.5 2.2 2.9 3.6 

Potential size of UK grow light market – glasshouses only (£m) 2,697.7 
    

Proportion of potential UK grow light market equipped with LST lights in a year (%) 1.0 1.5 2.0 2.5 3.0 

Additional revenues from grow light sales (£m) 27.0 40.5 54.0 67.4 80.9 

Incremental gross profit (£m) 8.1 12.1 16.2 20.2 24.3 

Incremental indirect costs (£m) (2.7) (4.1) (5.4) (6.7) (8.1) 

Incremental EBIT (£m) 5.4 8.1 10.8 13.5 16.2 
 

Source: Edison Investment Research 
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Exhibit 5: Financial summary 

30-November £k 
 

2020 2021 2022e 2023e 

INCOME STATEMENT 
  

Restated for predecessor 
form of merger accounting 

   

Revenue     6,937 7,394 8,179 10,943 

Cost of Sales 
  

(5,388) (5,751) (6,611) (8,029) 

Gross Profit 
  

1,550 1,643 1,568 2,914 

EBITDA     458 (1,120) (1,734) (377) 

Operating profit (before amort. and excepts.)   288 (1,351) (2,046) (690) 

Amortisation of acquired intangibles 
  

0 0 0 0 

Exceptionals 
  

(30) (512) 0 0 

Share-based payments 
  

0 (220) (578) (578) 

Reported operating profit 
  

258 (2,084) (2,624) (1,268) 

Net Interest 
  

(110) (263) (228) (300) 

Exceptionals 
  

0 0 0 0 

Profit Before Tax (norm)     178 (1,614) (2,275) (990) 

Profit Before Tax (reported)     148 (2,347) (2,853) (1,568) 

Reported tax 
  

36 202 172 172 

Profit After Tax (norm) 
  

180 (1,412) (2,103) (818) 

Profit After Tax (reported) 
  

184 (2,144) (2,681) (1,396)        

Average Number of Shares Outstanding (m) 
  

174* 174* 174 174 

EPS - normalised (p)     0.10 (0.81) (1.21) (0.47) 

EPS - diluted normalised (p)     0.10 (0.81) (1.21) (0.47) 

EPS - basic reported (p)     0.11 (1.23) (1.54) (0.80) 

Dividend** (p) 
  

0.00 0.00 0.00 0.00        

Revenue growth (%) 
  

24.8% 6.6% 10.6% 33.8% 

Gross Margin (%) 
  

22.3% 22.2% 19.2% 26.6% 

EBITDA Margin (%) 
  

6.6% N/A N/A N/A 

Normalised Operating Margin 
  

4.1% N/A N/A N/A        

BALANCE SHEET 
      

Fixed Assets     1,442 1,589 1,783 2,222 

Intangible Assets 
  

78 215 467 720 

Tangible Assets 
  

1,364 1,374 1,316 1,503 

Investments & other 
  

0 0 0 0 

Current Assets     1,886 6,950 4,493 4,805 

Stocks 
  

589 1,200 1,905 2,458 

Debtors 
  

1,254 1,738 1,748 2,099 

Cash & cash equivalents 
  

42 3,860 689 96 

Other 
  

0 151 151 151 

Current Liabilities     (2,332) (3,618) (3,457) (5,027) 

Creditors 
  

(1,377) (2,049) (2,128) (2,397) 

Short term borrowings including lease liabilities 
  

(915) (1,568) (1,329) (2,629) 

Other 
  

(40) 0 0 0 

Long Term Liabilities     (1,461) (1,004) (1,004) (1,004) 

Long term borrowings including lease liabilities 
  

(1,459) (940) (940) (940) 

Other long term liabilities 
  

(1) (64) (64) (64) 

Net Assets     (465) 3,917 1,814 996 

Minority interests 
  

306 327 327 327 

Shareholders Equity     (771) 3,590 1,488 669        

CASH FLOW 
      

Op Cash Flow before WC and tax 
  

458 (1,120) (1,734) (377) 

Working capital 
  

(46) (362) (636) (635) 

Exceptional & other 
  

(28) (525) 0 0 

Tax 
  

102 23 172 172 

Operating Cash Flow     486 (1,984) (2,198) (840) 

Capex (including capitalised R&D) 
  

(474) (305) (506) (753) 

Acquisitions/disposals 
  

(501) 0 0 0 

Net interest 
  

(111) (182) (228) (300) 

Equity financing  
  

251 5,181 0 0 

Dividends 
  

0 0 0 0 

Other 
  

0 0 0 0 

Net Cash Flow 
  

(348) 2,710 (2,932) (1,893) 

Opening net debt/(cash)     1,983 2,333 (1,352) 1,580 

FX 
  

0 0 0 0 

Other non-cash movements 
  

128 974 0 0 

Closing net debt/(cash) including lease liabilities   2,333 (1,352) 1,580 3,473 

Lease liabilities 
  

629 552 552 552 

Closing net debt/(cash) excluding lease liabilities   1,704 (1,905) 1,028 2,920 
 

Source: Company data, Edison Investment Research. Note: *Number of shares on admission to AIM. **Excluding payments prior to 
admission to AIM. 
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General disclaimer and copyright  

This report has been commissioned by Light Science Technologies Holdings and prepared and issued by Edison, in consideration of a fee payable by Light Science Technologies Holdings. Edison Investment Research 

standard fees are £60,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek 

additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our 

services. 

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however  we do not guarantee the accuracy or completeness of 

this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information 

or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other 

factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.  

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in 

connection with the access to, use of or reliance on any information contained on this note. 

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised adv ice. Also, the information provided by us should not be construed by any subscriber or 

prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of 

investors. 

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any 

positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to 

Edison's policies on personal dealing and conflicts of interest. 

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).  

 

Australia 

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial 

Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice 

given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having 

regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like 

instrument.  

 

New Zealand  

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the 

purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the 

topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in 

relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financia l advice, is 

intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the par ticular financial situation or goals of any person). As such, it should not be relied upon in making 

an investment decision. 

 

United Kingdom 

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A 

marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any 

prohibition on dealing ahead of the dissemination of investment research.  

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article 

19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 

of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be 

distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.  

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person. 

 

United States  

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide 

publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not 

offer or provide personal advice and the research provided is for informational purposes only.  No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that 

any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person. 
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