Sea Ltd.

More E-Commerce Growth Ahead

UNITED STATES | INTERNET | 4Q23 RESULTS

e Both 4Q23 revenue and PATMI were in line with expectations. FY23 revenue was at 98%
of our FY23e forecasts, while PATMI was ~USS0.7bn below. Sea has hit its first profitable
year since its IPOin 2017.

e Shopee is gaining market share against its competitors, with both GMV and gross orders
growing strong (29%/46% YoY), driven by increased investments in the business since
3Q23. Garena is guided to increase by double digits after two years of decline.

e We raised our FY24 revenue growth rate/PATMI by 2%/0.28bn driven by higher e-
commerce and gaming growth. We expect FY24 to be profitable given profitability
contribution from Garena and Shopee. We roll over an additional year of valuations and
downgraded our recommendation from Buy to Accumulate due to a recent share price
change. Our DCF target price is raised to US$70 (prev. USS61), with an unchanged
WACC/growth rate of 7.6%/3%.

Results at a glance

USsD (bn) 4Q23 4Q22 YoY 3Q23 QoQ Comments

Revenue 3.6 3.5 4.8% 33 9.3%

- Digital Entertainment 0.5 0.9 -46.2% 0.6 -13.7% Free Fire >100 mn peak daily active users
- E-commerce 2.6 2.1 23.4% 2.2 16.1% Gross Orders +46% YoY, GMV +29% YoY
- Digital Financial Services 0.5 0.4 24.3% 0.4 5.9% Loans grew by 27% YoY to US$3.1bn
Gross Profit 1.5 1.7 -10.2% 14 5.8%

OPEX -1.6 -1.4 16.7% -1.6 0.8%

- Sales & Marketing -1.0 -0.5 104.3% -0.9 5.4% 50% YoY surge in e-commerce spend
Operating Income -0.6 0.3 nm -0.1 nm

PATMI -0.1 0.4 nm -0.1 nm

EPS (S) -0.19 0.72 nm -0.26 nm

Source: Company, PSR

The Positive

+ Investments in Shopee are paying off; gaining market share. Shopee’s strategic pivot to
reinvigorate its topline growth through ramped up investment to competed aggressively for
market share since July last year has paid off, helping Shopee gain more market share: there
was a renewed surge in its GMV and gross orders (29%/46% YoY). Revenue grew 23% YoY in
4Q23. Shopee focuses on the expansion of last-mile delivery facilities and optimising routing,
which cuts costs and improves delivery speed. Both market gain and improved logistics signal
long-term growth for Shopee.

+ Shopee expected to see high-teens GMV growth in FY24e. Shopee has guided high-teens
GMV growth YoY in FY24e as its investment in gaining market share starts to bear fruit. Its
new initiative live-streaming e-commerce business continues to gain traction due to its
leadership position and economics of scale. It now accounts for 15% of order volume by the
end of FY23. SE claims to be making adjustments in take-rates, especially in ads, which has a
sizable room to grow compared to global peers. SE has disclosed their confidence of returning
Shopee to positive EBITDA in 2H24 even as competition picks up.

+ Gaming guidance is a pleasant surprise. Despite gaming continuing to show a 52% YoY
revenue decline, SE has surprisingly guided a positive outlook for Free Fire. Both user base
and bookings of SE’s largest and most profitable game are expected to increase by double
digits in FY2024, indicating a rebound in gaming earnings after two years of decline.

The Negatives
- Nil.

11 March 2024

ACCUMULATE (Downgraded)

CLOSING PRICE USD 59.22
FORECAST DIV USD 0.00
TARGET PRICE uUsD 70.00
TOTAL RETURN 18.2%
COMPANY DATA
Bloomberg CODE: SEUS
0/S SHARES (MN) : 567
MARKET CAP (SGD bn /USD bn): 45/34
52 -WKHI/LO (USD): 88.84/34.35
3M Average Daily T/O (mn): 8.28
MAJOR SHAREHOLDERS (CLASS A SHARES)
Baillie Gifford & Co 6.6%
FMRLLC 5.3%
BlackRock Inc 3.1%
PRICE PERFORMANCE (%)
1MTH 3MTH YTD
COMPANY 35.8 517 46.2
NASDAQRETURN 1.5 12.5 7.1
PRICE VS. NASDAQ
110 A
90 A
70 A
50 1
30 T T T T
Mar-23 Jun-23 Sep-23 Dec-23 Mar-24
NDX Index SE US EQUITY
Source: Bloomberg, PSR
KEY FINANCIALS
Y/EDec, USD (bn) FY21 FY22 FY23e FY24e
Revenue 10.0 12.4 13.1 14.9
EBITDA -1.3 -1.1 0.6 1.1
Net Profit -2.0 -1.7 0.2 0.6
P/S (X) 12.5 2.3 1.8 1.6
P/E(X) nm nm 159.7 38.8
EV/EBITDA (X) nm nm 41.8 229
ROE (%) nm nm 2% 7%

Source: Company, PSR

VALUATION METHOD
Discounted Cash-Flow, WACC7.6%, g 3.0%

Helena Wang (+65 6212 1852)
Research Analyst

helenawang@phillip.com.sg
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Outlook

Garena: Garena has been seeing constant decline for the past two years (figure 1). Revenue in
4Q23 declined 52% YoY despite strong seasonality. SE’s strong guidance came as a pleasant
surprise as strong momentum of Free Fire has been observed by the company. SE has guided
both user base and bookings of Free Fire to grow by double digits in FY24e. Free Fire was the
most downloaded mobile game globally in 2023 with more than 100 million peak daily active
users in Feb 2014. The guidance is indicative that the decline in gaming revenue has bottomed
out.

Shopee: Shopee’s growth is re-accelerating (figure 2). For 4Q23, both GMV and gross orders
exhibited strong growth, with GMV improving 29% YoY, while gross orders increased 46% YoY,
benefitting from its strategic pivot to reinvigorate its topline growth through heavy investment
in sales & marketing. Shopee’s core marketplace revenue (+41% YoY) as both live streaming and
logistics services ramp up. SE has guided high-teens GMV growth in FY24e and positive EBITDA
in 2H24. SE mentioned that it will carefully balance not overspending and protecting its market
share. We expect positive revisions in Shopee’s earnings expectations, especially as they try to
adjust to higher take rates.

SeaMoney: Growth continues in SeaMoney, with its Q4 revenue of US$472 mn, up by 24% YoY.
SeaMoney posted its first-ever year of positive adjusted earnings at US$550 mn for 2023. SE
sees a significant upside in its markets in the financial services space and intends to continue
investing in user acquisition both on and off the Shopee platform while remaining prudent in
risk management. SE has guided similar steady growth rate in FY24.

Figure 1: Garena’s revenue has been declining since 1Q22

Garena Revenue (USShn)

Figure 2: Shopee revenue increasing QoQ reaccelerating

Shopee Revenue (US$bn)
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RULE OF 40

The “Rule of 40” was first introduced as a benchmark to measure the balance between the
growth and profitability of SaaS companies, taking into account both revenue growth as well as
profitability (Revenue Growth + EBITDA Margins), with the addition of both metrics needing to
exceed the 40% threshold. We have modified this slightly by averaging revenue growth over
three years compared to a single-period growth rate. Adding together SE’s 3-year average
revenue growth of 44% and its EBITDA margin of 5%, the total of 49% is more than our required
threshold of 40% (Figure 3).

Downgrade from Buy to Accumulate with a raised target price of US$70.00

We raised our FY24 revenue growth rate/PATMI by 2%/280mn driven by e-commerce and
gaming. We rolled over an additional year of valuations and downgraded our recommendation
from Buy to Accumulate due to a recent share price change. Our DCF target price is raised to
USS70 (prev. US$61), with an unchanged WACC/growth rate of 7.6%/3%.

Figure 3: Rule of 40 calculation meets the
40% threshold

Rule of 40

N EBITDA
Margin

5%

3 Year
Average

Revenue
Growth

44%
Source: Company, PSR

49%
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PSR Rating System

Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Income Statement

Balance Sheet

Y/E Dec, USD mn FY22 FY22 FY23 FY24e FY25e Y/E Dec, USD mn FY22 FY22 FY23 FY24e FY25e
Revenue 9,955 12,450 13,064 14,854 16,956 ASSETS
Gross Profit 3,896 5,185 5,834 6,907 7,885  Cash & Cash Equivalents 9,248 6,030 2,812 1,549 2,175
Other Income (288) (279) (221) (251) (287)  Prepaid Expenses 1,402 1,799 1,862 2,389 2,916
EBITDA (1,333) (1,114) 583 1,111 1,285 Receivables 388 269 263 411 581
Depreciation & Amortization (279) (456) (441) (532) (607)  Others 2,597 2,537 4,374 4,410 4,451
EBIT (1,612)  (1,571) 142 579 678  Total current assets 15,135 12,688 11,774 12,224 14,588
Profit before tax (1,715)  (1,501) 432 1,010 1,252  PPE & IA 1,082 1,453 1,259 1,776 2,241
Taxation (333) (168) (263) (384) (476)  Long-term Investments 1,053 1,254 4,263 4,343 4,423
PATMI (2,047) (1,651) 151 627 777 Goodwill 540 230 113 113 113
Others 946 1,378 1,475 1,540 1,586
Total non-current assets 3,621 4,315 7,109 7,771 8,362
Total Assets 18,756 17,003 18,884 19,995 22,950
LIABILITIES
Accruals 3,531 4,575 5,741 5,741 5,741
Deferred Revenue 2,644 1,535 1,209 1,655 2,163
Others 1,001 825 1,219 1,146 1,392
Total current liabilities 7,176 6,936 8,169 8,541 9,296
Per share data (USD) Convertible notes 3,476 3,339 2,950 2,590 2,504
Y/E Dec FY22 FY22 FY23 FY24e FY25e Others 679 918 1,067 1,067 1,067
Diluted EPS (3.67) (2.92) 0.25 1.04 1.28 Total non-current liabilities 4,155 4,256 4,017 3,656 3,571
BVPS 13.31 10.29 11.27 14.49 17.15 Total liabilities 11,332 11,192 12,186 12,197 12,867
Equity
Share Capital & APIC 14,623 14,560 15,284 16,126 17,088
Shareholder Equity 7,424 5,811 6,697 8,715 10,437
Valuation Ratios
Y/E Dec FY22 FY22 FY23 FY24e FY25e
P/S (X) 125 23 18 1.6 15
P/E (X) nm nm 159.7 38.8 31.7
EV/EBITDA (X) nm nm 41.8 22.9 19.4
Growth & Margins
Cash Flow Growth
Y/E Dec, USD mn FY22 FY22 FY23 FY24e FY25e Revenue 127.5% 25.1% 4.9% 13.7% 14.2%
CFO EBITDA 13.1% -16.4% nm 90.5% 15.7%
Profit after tax (2,047) (1,651) 151 627 777 EBIT 18.6% -2.6% nm 307.3% 17.0%
Cash Flow from Operations 209 (1,056) 2,080 1,365 1,784 Net profit, adj. 26.5% -19.3% nm 316.0% 23.9%
Margins
CFl Gross margin 39.1% 41.6% 44.7% 46.5% 46.5%
CAPEX, net (772) (924) (242) (921) (1,051)  EBITDA margin nm nm 4.5% 7.5% 7.6%
Cash Flow from Investing (3,767) (2,429) (5,804) (2,142) (2,272) EBIT margin nm nm 1.1% 3.9% 4.0%
Net profit margin nm nm 1.2% 4.2% 4.6%
CFF Key Ratios
Cash Flow from Financing 7,402 400 366 1,114 1,114 ROE nm nm 2.3% 7.2% 7.4%
ROA nm nm 0.8% 3.1% 3.4%
Net Change in Cash 3,785 (3,228) (3,367) 337 626 Net Gearing nm nm nm 5.0% 10.0%
CCE, end 9,248 6,030 1,231 1,549 2,175 Net Debt/EBITDA (X) nm nm nm nm nm

Source: Company, Phillip Securities Research (Singapore) Estimates
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license
under the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or
in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained
in this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available
or to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not
be suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and
an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any
product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in
this report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite d to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including
but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in
this report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have
provided advice or investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of
the foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates
between US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or
income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Re search, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engagein any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance
of this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to
any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from
a professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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