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COMPANY RESULTS
SEA (SE US)

2Q23: Consistent Profitability, Reinvesting for E-commerce Growth

2Q23 earnings surpassed our expectations, primarily driven by the DFS segment,
particularly the credit business. Increased quarterly earnings can be attributed to the
DE sector, reflecting a rise in active and paying users. E-commerce profitability
persisted in 2Q23, while SEA was relooking into more growth opportunities. Maintain
BUY with target price of US$94.34, with the belief that SEA will become the first
Southeast Asian e-commerce company to achieve positive earnings in 2023.

2Q23 RESULTS
Year to 31 Dec (US$m) 2Q23 qoq % chg yoy % chg 1H23 yoy % chg Remarks
Revenue 3,096 1.8 5.2 6,136.8 5.0
Gross profit 1,451 24 331 2,867.6 26.9
Adj. EBITDA 510 0.6 n.m 1,017.2 n.m
Digital Entertainment 239 4.1 n.m 469.5 n.m
E-Commerce 150 (27.6) n.m 358.1 n.m
Digital Financial Service 137 384 n.m 235.9 n.m
Net profit 331 279.2 n.m 418.3 n.m
Core net profit 322 56.2 n.m 527.6 n.m
(+-bps) (- bps) (+- bps)
Gross margin (%) 46.9 0.3 9.8 46.7 8.0
Adj EBITDA margin (%) 16.5 0.2) 33.7 16.6 34.0

Source: SEA LTD, UOB Kay Hian
RESULTS

* Beating our and consensus estimates. SEA Limited (SEA) continued to report qog and
yoy improvement in earnings in 2Q23, with net profit at US$322m (+56% qoq), bringing
1H23 core net profit to US$523m (+>100% yoy), contributing 55% of our full-year estimate.
This is above our estimates.

e The main positive variance was mainly due to the strong growth of the Digital Financial
Service (DFS) segment. The driving force behind the growth can be attributed to its credit
business, particularly notable through its Indonesia-based subsidiary, PT Seabank. The
expeditious monetisation strategy employed by SEA in its DFS sector has taken us by
surprise, considering the relatively brief timeframe. We anticipate a sustained progression in
this segment's growth due to its good operating margins, capitalising on the foundation
provided by the Shopee platform.

KEY FINANCIALS

Year to 31 Dec (US$m) 2021 2022 2023F 2024F 2025F
Net turnover 9,955 12,450 13,765 15,742 17,860
EBITDA (1,583) (1,133) 1,343 1,791 2,679
Operating profit (1,583) (1,133) 1,343 1,791 2,679
Net profit (rep./act.) (2,045) (1,496) 959 1,272 2,059
Net profit (adj.) (2,045) (1,496) 959 1,272 2,059
EPS (US$ cent) (383.4) (268.1) 167.4 205.6 319.9
PE (x) n.m. n.m. 34.0 27.7 17.8
P/B (x) 4.1 5.6 4.4 3.4 2.6
EV/EBITDA (x) n.m. n.m. 19.9 15.0 10.0
Dividend yield (n.a.) n.a. n.a. n.a. n.a. n.a.
Net margin (%) (20.5) (12.0) 7.0 8.1 11.5
Net debt/(cash) to equity (%) (98.2) (73.0) (75.1) (72.8) (72.5)
Interest cover (x) (15.7) n.a. n.a. n.a. n.a.
ROE (%) n.a. n.a. 14.6 14.3 16.6
Consensus net profit - - 1,268 1,672 2,292
UOBKH/Consensus (x) - - 0.76 0.76 0.90

Source: SEA LTD, Bloomberg, UOB Kay Hian
n.m. : not meaningful; negative P/E, EV/EBITDA reflected as "n.m."

BUY

(Maintained)

Share Price US$56.90
Target Price US$94.34
Upside +65.8%
COMPANY DESCRIPTION

Sea has developed an integrated platform
consisting of digital entertainment, e-
commerce and digital financial services, each
localised to meet the unique characteristics of
its markets.
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STOCK IMPACT
o Stronger qoq 2Q23 earnings mainly supported by:

a) Higher qoq digital entertainment (DE) earnings: Higher Free Fire bookings which has
higher margins and higher active/paying users. Note that booking numbers have also
improved for the first time in seven quarters.

b) Strong qoq digital financial service earnings: Increasing synergies between Shopee
and SeaMoney. The main driver in 2Q23 mainly came from its credit business, which we
believe is from its Indonesia subsidiary, PT Seabank.

E-commerce profitability continues, while relooking into more growth opportunities.
Note that e-commerce revenue continued to increase by 8% qgog, supported by >10% qoq
increase in gross merchandise value (GMV) as well as higher transaction-based fees,
advertising and value-added services revenue. These trends underscore the ability of
Shopee to effectively harness its internal resources. Conversely, operational profit declined
by 28% qoq, primarily attributed to escalated expenditures on sales and marketing. These
investments are targeted at expanding into new markets and capitalising on emerging
opportunities. Notably, its Brazil e-commerce segment saw considerable progress in 2Q23,
as evidenced by a positive contribution margin of US$0.34 per order.

Shifting back to reinvestment. Having achieved a phase of consistent profitability,
management has indicated a transition toward reinvestment, directing resources toward its
e-commerce segment and other strategic investments. We opine that management's
attention may persistently centre on nurturing the growth potential within its e-commerce
division. An illustrative instance is Shopee's recent introduction of an affiliate programme,
employing social influencers to enhance user engagement, alongside initiatives like live-
streaming. We anticipate that these endeavours will sustainably contribute to an increased
GMV for Shopee.

Looking forward, we reckon that SEA will continue to post resilient earnings in 2H23
on the back of:

a) Resilient earnings for digital entertainment. Management guided that monthly active
users will continue to grow, and it will see long-term stabilisation from its self-developed
game, Free Fire.

b) Strong growth from DFS. As highlighted, we reckon that the DFS would continue to be
the next growth mover for SEA with the strong growth potential of its e-wallet, digital
banking services and credit businesses. The robust earnings expansion observed in the
credit business in 2Q23, alongside the evident synergy between Shopee and SeaMoney,
reinforces this perspective. We hold the view that this segment is poised to further unlock
its potential, particularly with the forthcoming digital banking licenses under Shopee's
ownership across diverse countries, including Singapore and Malaysia.

c) Continued expansion of e-commerce footprint. We reckon that Shopee revenue would
continue to grow along with higher GMV as well as higher transaction-based fees and
value-added service revenue. However, we expect a lower margin from this segment due
to the company seeking growth potential in current and new markets.

EARNINGS REVISION/RISK

¢ Maintain our earnings forecasts at US$935m, US$1.27b and US$2.06b for 2023-25
respectively, with SEA possibly seeing its first-ever annual net profit in 2023.

VALUATION/RECOMMENDATION

¢ Maintain BUY with target price of US$94.34. We maintain our BUY recommendation and
recommend investors to accumulate on weakness as we believe that SEA will be the first
Southeast Asian e-commerce company to record positive earnings for 2023.

SHARE PRICE CATALYST

¢ New release of self-developed game.

¢ Stronger-than-expected growth from e-commerce and digital financial service segments.

KEY STATISTICS

Year to 31 Dec (US$m) 2Q23
Digital Entertainment

Booking (US$m) 443
Average quarterly QAU (m) 545
Average quarterly QPU (m) 43
Booking per QPU (US$) 10.3
Revenue per QPU (US$) 515

Source: SEA LTD, UOB Kay Hian
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SOTP VALUATION SUMMARY (REVISED)

2023F net  Valuation

profit/ sales  Method

(US$m)
Digital 1,833 PE
Entertainment (net profit)
E-Commerce 9,821 PS
(sales)
Digital Financial 579 PE
Services (net profit)

Total
Source: UOB Kay Hian

Valuation
(x)
9.0

2.5

25.0

Fair
Value
(Uss$)
30.07

37.44
26.82

94.34
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PROFIT & LOSS
Year to 31 Dec (US$m)
Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW

Year to 31 Dec (US$m)
Operating

Pre-tax profit

Tax

Deprec. & amort.
Associates

Working capital changes
Non-cash items

Other operating cashflows
Investing

Capex (growth)
Investments

Proceeds from sale of assets
Others

Financing

Dividend payments

Issue of shares

Proceeds from borrowings
Loan repayment
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact

Ending cash & cash equivalent

2022
12,450
(1,133)
0
(1,133)
11

70
(1,334)
(168)
6
(1,496)
(1,496)

2022
(2124)
(1,501)
(168)
0

11
(616)
149

(317)
(2,654)
10,838

n.a.

7,507

2023F
13,765
1,343
0
1,343
0

0
1,136
(184)

959
959

2023F
1,889
1,136
(184)

405

(263)
794
n.a.

(449)

(416)

(33)
644

619
(88)

113
2,083
7,597

n.a.
9,698

2024F
15,742
1,791
0
1,791
0

28
1,612
(347)

1,272
1,272

(563)
2,048
9,681
n.a.
11,746

2025F
17,860
2,679

2,679

79
2,550
(500)

2,059
2,059

2025F
2,209
2,550
(500)

423

(1,079)
814
n.a.

(449)
(398)

(52)
1,028

643

383
2,788
11,728
n.a.
14,534

BALANCE SHEET
Year to 31 Dec (US$m)
Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity
Interest cover (x)

2022
1,388
2,909
7,597
5,109

17,003
88
6,847
3,339
918
5,716
95
17,003

2022

(9.3)
(10.7)
(12.0)

n.a.
n.a.

25.1
na.
na.
na.
na.
na.

371
60.0
(73.0)
n.a.

2023F
1,418
2,940
9,698
3,818
17,873

5,328
4,148
918
7,392
88
17,873

2023F

9.8
8.3
7.0
55
14.6

10.6
n.a.
n.a.
na.
n.a.
na.

35.7
56.1
(75.1)
n.a.

2024F
1,422
2,982
11,746
4,259
20,408

4,832
4,148
918
10,430
81
20,408

2024F

11.4
10.2
8.1
6.6
14.3

14.4
333
41.9
32.7
32.7
22.8

283
39.8
(72.8)
n.a.

2025F
1,428
3,031
14,534
4,716
23,709

4,240
4,148
918
14,330
73
23,709

2025F

15.0
143
115

9.3
16.6

135
49.5
58.2
61.8
61.8
55.6

224
28.9
(72.5)
n.a.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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