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Basic Information 

Last Closed Price $121.10 

12M Target Price  $161.34 

+/- Potential +33.2% 

Bloomberg Ticker SE US Equity 

GICS Sector  Communication Services 

GICS Sub-Industry  Home Entertainment 
 

1Y Price v Relative Index  

 
 
Company Description 
Sea Ltd operates ecommerce, online gaming, and 
fintech businesses through its respective 
subsidiaries — Shopee, Garena and SeaMoney. It 
operates mainly in the emerging markets, 
including SEA and LatAM.  
 
Key Financials 

Market Cap  USD$68.05b 

Basic Shares O/S 562m 

Free Float 59.8% 

52-Wk Low-High USD$87.8 -USD$372.7 

Fiscal Year End 31-Dec-2021 
 

(USD$ M) FY19A FY20A FY21E FY22E 

Revenue 2175 4376 9955 14,708 

Gr Rate (%) 163 101 128 48 

Gross Profit 605 1349 3896 5952 
Margin (%) 28 31 39 40 

Operating -891 -1303 -1583 -1820 

Margin (%) -41 -30 -16 -12 

D/E 3.5 2.1 1.5 3.2 
 
 

Key Executives 

Forrest Li Chief Executive Officer 

Tony Hou Chief Financial Officer 
 

 

We are initiating coverage of Sea Ltd (“Sea” or “Company”) with a 

BUY rating and a $161.34 12M price target.   

FY21 Earnings Highlight 

• Total revenue was $10b, representing a 127.5% increase yoy 

• Total gross profit was $3.9b, representing a 188.8% increase yoy 

• Total adjusted EBTIDA as -$593.6m vs $107.0m in FY20 

• Gaming revenue saw 114.3% yoy increase to $4.3b in FY21 

• Ecommerce revenue saw 136.4% yoy increase to $5.1b in FY21 

• Digital financial services revenue saw 672.8% yoy increase to 

$469.8m in FY21 

 

Investment Thesis  
• Shopee exhibits a visible path to profitability despite near term 

expense headwinds with its strong network of merchants and 

users 

• Garena’s cash flow generation story is far from over, with 

multiple levers for additional monetisation of Free Fire franchise, 

as well as strategic acquisitions providing upside optionality.  As a 

publisher with deep experience in SEA, Garena also has a strong 

moat in the SEA gaming space 

• SeaMoney is well positioned to leverage on the success of the 

other segments to exponentially penetrate a large TAM, while 

maintaining cash flow discipline with a hybrid model 

 

Catalysts 

• Announcement of more bank partnerships would spur adoption of 

Sea’s financial services, while aiding in their hybrid model 

transition 

• Release of new game titles could rekindle investors’ confidence in 

the gaming segment  

• Positive developments on Free Fire in India (which are in our 

opinion highly likely) could trigger rerating based on the sell-off 

following the news  

 

Valuations 
Our 12M target price at the date of coverage is US$161.34, based on a 

blended approach of Sum-Of-The-Parts and Discounted Cash Flow 

analysis with a 5-year forecast period. To facilitate the SOTP and DCF 

valuations, relative valuation such as EV/Sales, EV/GMV and 

EV/EBITDA was used based on a +2FY basis, while doubling as a form 

of sanity check for our valuation methods.  

 

Investment Risks  

• India banning Shopee following the ban on Free Fire could 

dampen investors’ confidence in Shopee’s expansions 

• Increasing competition in Shopee’s core markets continuing to 

dilute take rate, amplifying profitability headwinds  

• Further divestments by Tencent could result in prolonged 

overhang  
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Fig 1: Shopee’s market share across key SEA 

markets  

Source: Company Filings 

 

Fig 2: Financial services offered in SeaMoney’s key 

markets  

 

Source: Company Filings 

Fig 3: Revenue per gamer in emerging economies   

 

Source: Bernstein 

Fig 4: Lifespan of long running game titles  

 

Source: activeplayers.io 

 

Company Overview 

Digital Entertainment (Garena) 

Garena started off as a leading game publisher in SEA, publishing 

iconic PC games such as Headshot and League of Legends, where 

Garena would engage in revenue-sharing contracts with developers. In 

2018, Sea entered a 5-year publishing contract with Tencent, where 

Garena has the right of first refusal to publish any of the Tencent games 

in SEA. More recently, Garena has been developing its own mobile 

games, including the world’s most popular Battle Royale game, Free 

Fire, which has also become the main cash engine within this segment.  

Ecommerce (Shopee) 

Shopee is predominantly a 3P marketplace, which operates a B2C/C2C 

hybrid ecommerce model. Shopee’s biggest markets are in SEA and 

Taiwan, where it holds a dominant position (large market share of 

c.42%). Shopee has recently also expanded into the LatAM region. (Fig 

1) 

Digital Finance (SeaMoney) 

SeaMoney offers mobile wallet, payment processing, credit (long and 

short term) services under various brands such as ShopeePay, 

SPayLater and Airpay.(Fig 2) 

Industry Outlook 

1. Digital Entertainment:  

Gaming spends in Garena’s core markets  have not caught up 
with larger counterparts, showing large headroom for growth 

Garena core markets (mainly SEA and LatAM countries) are mostly in 
emerging economies where gaming spends are still far behind that in 
larger, developed economies. We believe that the discretionary 
spending on games, buoyed by accelerating growth rates in these 
emerging economies, should increase at a faster rate, benefiting game 
publishers and developers with exposure to these regions. (Fig 3) 

Long running game titles tend to be stickier among gamers 

In the gaming industry, multiplayer game titles which are able to 

sustainably maintain a large user base are mostly games which have 

been around for several years. Rather than seeing a saturation after a 

few years, these games have proven to be able to continue expanding 

user base by leveraging on network effect of an already large 

community. Therefore, contrary to the markets’ belief that multiplayer 

games generally have short lifecycles and that titles such as PUBG and 

Free Fire would soon fall out of fashion, it can be observed that longer 

running game titles (including titles like COD which has an 18-years-

old franchise) continue to have a sticky user base. (Fig 4) 

2. E-commerce:  

Majority of SEA consumers are expected to either maintain or 

increase their elevated online spending habits  
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Fig 5: Broad categories of online purchases   

 

Source: Facebook, Bain and Co. 

Fig 6: Cashless penetration comparison among 

Sea’s targeted markets  

 

Source: Bernstein  

Fig 7: Prevalence of cashless payment  

 

Source: Deloitte 

Fig 8:  Digital payments gross transaction value   

 

Source: Euromonitor, GlobalData, Bain, Temasek  

According to a study conducted by Facebook and Bain & Company, 

despite COVID-19 restrictions pushing SEA consumers to shift their 

spending habits online, majority of these consumers are inclined to 

either maintain, or even further increase their already elevated online 

spending(Fig 5). For instance, when it comes to purchasing fresh 

groceries online, 27% believe that they will be spending even more 

post-covid, and 39% believe that they will still maintain their outsized 

spending.   

As such, in SEA where Shopee has a prominent presence in, shift in 

consumer behaviour towards online spending is not a one-off event 

that had been necessitated by COVID-19. Rather, COVID-19 has pulled 

forward and accelerated digital transformation in this region, and SEA 

remains poised for strong online spending growth going forward. 

3. Digital Financial Services 

Sea’s core markets have low penetration of cashless payments 

Compared to matured markets such as the likes of UK and US which 

have a cashless penetration rate of 88-89%, Sea’s main markets see a 

rate of c.57% (Fig 6). As such, there are optically more room for the 

expansion of digital financial services in these markets as compared 

to matured counterparts. This would happen as these economies 

develop at an accelerating rate, and financial services infrastructures 

become more established to support a more prevalent use of digital 

payments.  

COVID-19 has accelerated the use of digital payments 

COVID-19 has also changed the payment habits of consumers 

significantly as contactless digital payments become the safer option 

for customers to carry out transactions — with much fewer health 

risks. On the other end of the spectrum, merchants have been able to 

enhance delivery, ecommerce, as well as card-not-present (CNP) 

capabilities in partnership with service providers such as Paytm 

(India), Delivery Hero (Europe) and Grabpay (SEA).  

As a result, digital payments have become a lot easier and more 

prevalent than before. According to a study by Deloitte, around 20-

30% of respondents have adopted some form of digital payment 

methods as a result of COVID-19 (Fig 7). Going forward, this trend is 

expected to continue, with SEA countries (Sea’s core market) seeing a 

strong 10% CAGR in digital payments gross transaction value from 

2019 to 2025(Fig 8). The average digital penetration in these 

countries is also expected to see a gradual increase from 40% to 48% 

by 2025. 

Digital lending is also set to pick up pace following COVID-19 
impacts 

Similarly, there are multiple tailwinds for digital lending, primarily due 

to its ability to enable the origination of loans at a lower cost and a 

much faster speed. Banks are also increasingly open to providing 

liquidity through partnering with consumer tech platforms. As a result, 

the total digital loan book is expected to see a 31% CAGR from 2021 to 

2025, with total loan book reaching $116B by 2025 (Fig 9). 
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Fig 9: High growth of total digital loan book 

Source: Bain, Google, Temasek 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Porter’s Five Forces 

Competition within industry – High 

The competition in the industry is high as there are many strong 

competitors. For the e-commerce business, Shoppe faced the 

competition such as Alibaba and Lazard in both the Southeast Asia, 

Europe, and Latin Americas. SeaMoney faces the competition from 

Alipay, GrabPay and other digital finance providers which are intended 

to expand further given the customers’ habit shift towards the digital 

payment after Covid-19. Similarly, Garena also face a competitive 

landscape in the gaming environment with big players such as 

Tencent. Overall, the competition in the industry is very intense.  

Threat of new entrants – Moderate 

The threat of new entrants is moderate as the three segments all 

require sufficiently high capital to develop. This creates a high barrier 

of entrants for the potential new players. However, existing big 

companies could explore new business such as digital financial 

services by taping on the resources they already have, adding to the 

threat of entrants.  

Threat of substitutes – Moderate 

There are available substitutes to Sea’s products due to the 

competitive environments and the broad range of services they offer. 

The threat of substitutes could be dependent on the markets. In certain 

markets such as the Southeast Asia, Sea has the dominant market 

shares. For example, Shoppe is the largest e-commerce platform in 

Southeast Asia which where there are less available substitutes. Also, 

customers may have the preference towards Sea’s products such as the 

Free Fire provided by Garena. This further reduces the threat of 

substitutes. 

Bargaining power of customers - Moderate 

For most business that Sea has, customers could switch to other 

products or services if they want. Especially in the business where 

substitutability is high and similar products exist, customers are less 

likely to be sticky. However, with the ringfencing efforts made by Sea, 

customers could be possibly locked in the ecosystem of Sea in the 

future, making the bargaining power of customers moderate. 

Bargaining power of suppliers - Moderate 

For software based business such as Garena and SeaMoney, there is 

less likely supply chain risk. For Shopee’s e-commerce business, it is 

very dependent on the Third-Party Logistics (3PLs) and other 

merchants, especially in the newly expanded markets such as Brazil 

and India. Shopee allows almost zero commission to launch their 

business online in the newly expanded markets; reduce of the 

merchants could possible impede their expansion efforts. Hence, 

Shopee is very dependent on the suppliers. Overall, the bargaining 

power of suppliers is moderate.  

Investment Thesis 
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Fig 10: Popularity of Shopee in the post-Covid 

environment  

Source: Company Filings 

 

Fig 11: Commission rate increase in the LTM 

 

Source: Company Filings 

 

 

 

 

 

 

 

 

 

 

 

 

1. Shopee continues to have a visible path to profitability despite 

irrational derating by the market 

We believe that Shopee’s successful expansions into new markets, 

which would eventually pave way for effective monetisation, have 

been irrationally overshadowed by near-term cash burns. In an 

inflationary environment, this has led to exaggerated rotations out of 

the stock. 

A. Current expansion plan is predicted to be successful despite 

short-term cash burns 

Currently, the market worries about Shopee’s growth momentum in 

the post-COVID environment and whether the cash burning strategy 

for expansion will be successful. Comparing Gross merchandise value, 

download times and active users on shopping category apps, Shoppe 

still rank at the top (Fig 10). It is not lackluster in the post-covid 

environment; Such popularity and engagement will further fuel the 

growth momentum and monetarization opportunities thereafter.  

The target market of expansion for Shopee has the characteristics of a 

high total addressable market, low e-commerce penetration and do 

not have many categories of products. To suit such needs, Shopee has 

long-tail strategy to have expanded product categories such as clothes 

and health & beauty products. At the same time, Shopee also focused 

on lower-ticket items with lower average selling price. Besides, 

localization strategies are employed for their marketing endeavors 

such as using the local management teams. Shoppe also further 

connect the customers to their existing ecosystem which they have 

already built, such as using Free Fire for customer acquisition. These 

strategies allow them to have a relatively stickier user base and greater 

market share. For example, these strategies have been used in Brazil 

since 2019 and shape successfully pushed up 2020 e-commerce sales 

by 44%. Other potential markets such as Poland, India and Spain also 

have the needs for a broad category of products where their e-

commerce penetration is still relatively low. Similar to what Shoppe 

has done in Brazil, with further localization strategies, it is also 

predicted that Shoppe could successfully expand into those regions 

and gain a large market share despite the current cash burning used 

for expansion. 

B. By cementing its position as a go-to ecommerce platform, 

Shopee can increase monetization in the medium-long term 

Shopee’s successful expansion could also be seen in its success in 

getting the large market share especially in the Southeast Asia regions. 

Such a dominant position could make Shopee a Go-To e-commerce 

platform, they could then monetarize by having more advertising 

services, commission fees and logistic services throughout the chain of 

services provided by them.  

For example, commission rates by Shopee have been revised upwards 

9 times in the LTM in 6 different markets such as Malaysia and Taiwan 

where Shopee has the dominant market positions. Vendors are not 

reluctant to such changes as the initial commission cost charged by 

Shopee is very low when they started to launch their business on 

Shopee. With a relative mature business, vendors become more 

dependent on the platform provided by Shopee and are less likely to 

move away. Such a commission rate hike also does not impede the 

market share growth in those regions where Shopee continue to have 

the dominant market share and more vendors are launching their 

business on Shopee which has become the Go-To market platform in 

those regions.  Potential revenue streams such as advertising could 
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Fig 12: Free Fire and Free Fire Max since India’s 

ban 

 

 

Source: Sensor Tow 

Fig 13: Part of Free Fire’s social experience 

includes having DJs perform in the game  

 

Source: Company websites 

Fig 14: Free Fire organises live performances 

which create bona fide social interactions between 

players 

 

Source: Company websites 

 

 

then contributes to the top-line growth. These strategies could also be 

used in the newly expanded market such as Brazil if Shopee continues 

to get the larger market share. Thus, Shopee’s profitability still have 

significant room for improvement in NTM by relying on its dominant 

position. Furthermore, when current expansion strategy paid back in 

the future in those newly expanded market, there will be more 

monetarization opportunities and hence profitability.  

2. Garena’s cash flow generation story is far from over 

While Garena has suffered heavy derating by analysts as a result of 

slowing user growth in Free Fire and negative sentiments following 

India’s ban, we continue to maintain our confidence in this segment 

and believe that there is still scope for growth both within and outside 

of the Free Fire franchise. 

A. Negative sentiments arising from India’s ban on Free Fire have 

been misguided 

While c.6-7% of Digital Entertainment’s top line is exposed to India, we 

believe that news of the ban on Free Fire have been drastically 

mispriced by the market. Firstly, while Free Fire had been banned, 

Free Fire Max, which was designed to deliver a more premium 

gameplay experience, was not banned. According to SensorTower, 

Free Fire Max’s daily downloads  have more than surpassed Free Fire 

(before it was banned) and the next most popular Battle Royale game, 

PUBG (Fig 12). User spend has also shown strong growth momentum, 

almost catching up with the levels of Free Fire. With Free Fire Max 

essentially targeting the more well-off segment, we see more levers for 

monetisation in the future, and we are confident that Free Fire Max can 

ride on the strong structural growth in India’s economy. Furthermore, 

the ban on Free Fire was due to Sea’s Chinese affiliation, presumably 

due to the large stakes which Tencent holds in Sea. However, we view 

Tencent’s recent divestments positively, and believe that there is 

further scope for India’s eventual removal of the ban given PUBG’s re-

emergence (See Catalysts), as well as Sea’s expansions in other 

markets.  

B. Having established an enduring Free Fire franchise, Garena is 

well-positioned to further monetise the game, even if user growth 

softens 

Free Fire has become an extremely well-established franchise, with 

over 345m monthly active players.  We believe that even if user growth 

softens, Garena still has multiple levers to monetise this franchise. We 

see increased monetisation coming from strategic moves to leverage 

on this enduring franchise: 

1) Introducing Free Fire Max to penetrate into the up-market segment 

which will enable Free Fire to access a larger addressable market, with 

more affluent users who are more prepared to spend  

2) Evolving Free Fire beyond its Battle Royale format, by introducing 

other related content and features. These include Craftland (which 

allow users to create their own maps) and Lone Wolf (which allows for 

1v1 or 2v2 quick gameplays) 

3) Free Fire has also moved towards becoming a social experience 

platform, where users can take part in-game activities, parties and 

even concerts (Fig 13 & 14).We believe that such social experiences 

can enhance the durability of the game, with such seasonal events and 

player interactions propelling higher in-game spending 
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Fig 15: Sea’s investments and acquisitions from 

FY20-21 

 

Source: Company Filings  

 

 

Fig 16: Large proportion of the SEA population 

lacks  access to financial services 

 

Source: Google, Temasek, Bain  

 

 

 

Fig 17: SeaMoney’s expanding loan book as 

adoption of its services increased in key markets 

 

Source: Company Filings 

While Free Fire has already managed to accumulate an extremely large 

user base, we believe that it is far from the end of its lifecycle. 

Furthermore, at this current stage of maturity, strong network effects 

are tailwinds for Garena to monetise the game more easily by 

incrementally pushing out in-game purchases. 

C. Strategic capital allocations provide upside optionality for 

synergistic benefits such as development of new game titles 

While the ongoing concerns have been surrounding Garena’s reliance 

on a single game title (Free Fire) to generate cash, we are confident in 

management’s aggressive push towards diversifying its game titles. To 

that end, Sea has been extremely strategic with its capital allocation 

strategy, making several key investments in prominent video game 

developers which have rich experience across a diverse genre of 

games (Fig 15). We believe that Sea could leverage on these 

investments to enhance its game development expertise, enabling 

them to develop new game titles more easily. Furthermore, they could 

potentially leverage on game titles released by these developers and 

publish them to its core audience which are mainly based in SEA. While 

we have not modelled these assumptions into our projections, we 

believe that investors should be mindful of the upside optionality of 

Sea benefitting from further synergies with its acquisitions. 

D. Hyperlocalization strategy continues to differentiate Garena as 

an attractive publishing partner 

While SEA is a diverse region where each market is of a different 

cultural and language background, Sea’s dominance in this region has 

given in greater expertise and understanding of local preferences, 

calendar events and marketing processes. This makes Garena 

extremely appealing to game developers (including the likes of 

Tencent) who wish to penetrate the SEA market yet lack the expertise 

and understanding of the nuances within the different individual SEA 

country. For instance, Garena publishes Arena of Valor (international 

adaptation of the popular Chinese game Honour of Kings) to its SEA 

markets  — but further localized it by incorporating SEA folklore. 

Garena also publishes FIFA Online, in which it had added iconic 

Malaysian footballers (Dollah Salleh, Ong Kim Swee) into the game to 

better connect with its target markets. 

Despite market’s pessimism, we see a long runway for Garena to 

sustain its cash flow generation capabilities based on a combination 

of the above factors. We expect Garena to be able to continue growing 

its QPU strongly at 12.8% CAGR from FY21-26, driving a revenue 

growth of 16.7% CAGR  in the same period. 

3. SeaMoney is a soon-to-be cash flow positive business that can 

leverage on the strong networks of its DE and E-commerce 

platforms 

A. SeaMoney is well positioned to navigate in SEA where a 

significant percentage of the population remains unbanked 

Currently, only a small proportion of Sea’s core market has access to 

key financial services (Fig 16), paving way for the penetration of digital 

financial services in the region. We believe that establishing a strong 

foothold in ecommerce and gaming in EMs provides Sea a strategic 

segue to scale its financial services better than competitors (Fig 17). 

Sea had shown its ability to drive usage of ShopeePay by offering 

Shopee Coins as cashbacks on Shopee, thereby enabling them to  

quickly acquire and ringfence ShopeePay users. In other markets 

including Malaysia and Thailand, Sea had partnered with local banks 
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Fig 18: SeaMoney’s revenue is expected to grow 

exponentially 

 

Source: NUS Investment Society Estimates 

 

 

Fig 19: SeaMoney is expected to turn EBITDA 

positive by FY25 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

 

such as KBank and Maybank to release cobranded credit cards that 

allow users to collect Shopee coins through transactions made. We see 

Sea adopting a similar playbook for the rest of its financial services, 

including BNPL and Digital lending, which play right into Sea’s hands 

with its already established ecommerce and gaming businesses in the 

region.  

B.  SeaMoney can capitalize on bank partnerships to derisk its 

balance sheet and expand margins 

By operating digitally, with highly accessible credit facilities for both 

consumers and SMEs, Sea is directly able to serve the large majority of 

the population that had previously been excluded from the traditional 

financial system, through digital services encompassing short-term 

microloans and BNPL. Most importantly, riding on the back of the 

success of its ecommerce and gaming businesses, SeaMoney would 

also be an attractive partner for traditional banks with legacy systems 

hindering their ability to venture into the realm of digital finance.   

For instance, Sea has entered a partnership with KBank in Thailand 

through which gives Shopee merchants access to up to $19k loans 

from KBank. While Sea also has a sizeable amount of on balance sheet 

loans, especially after the acquisition of Bank BKE in Indonesia, 

partnerships would allow Sea to additionally tap on these traditional 

banks’ liquidity to provide loans. Expanding this partnership model 

would allow them to significantly derisk its balance sheet over time. 

This would enable Shopee to maintain a low credit risk, while 

decreasing operating expenses and loan loss provisions, thereby 

contributing to margin accretion. Unlike other fintech players like 

Affirm and Afterpay which bear the full credit risks and are in direct 

competition with traditional lenders, Sea on the other hand, enables 

banks gain access to a large group of unbanked/underbanked 

customers at a scale which other platforms cannot come close to 

competing against.  

The partnership with banks will enable SeaMoney to incrementally 

expand its scale over the next few years. We thus project revenue in 

this segment to grow by 96.3% CAGR from FY21-26, from a low base 

(Fig 18). We believe that this hybrid model SeaMoney has adopted 

would also ensure a clear path to stable cash flows. We expect 

SeaMoney to turn EBITDA positive by FY25 (Fig 19), and EBITDA 

margin to reach 14.5% by FY26. Together with Garena, we believe that 

SeaMoney would soon be significant segment to help fund Shopee’s 

rapid expansions, dispelling uncertainties surrounding Shopee’s 

growth story.   

Catalysts 

1. Announcements of more bank partnerships that will accelerate 

adoption of Sea’s financial services, while also creating more 

opportunities for SeaMoney to dispense off balance sheet loans 

 

To the market, SeaMoney will continue to be Sea’s bright spot, given 

the near-term headwinds faced by the other segments. However, its 

negative cash flow has resulted in near term overhang on the stock 

price. That said, we see incremental announcements of bank 

partnerships a huge positive for Sea, which will be reflected in the 

bottom line and cash flows over time. Bank partnerships will also 

accelerate the scale of SeaMoney’s adoption, fuelling positive rerating 

of the Sea’s share price — given that the markets have not fully 

appreciated SeaMoney’s ability to scale successfully amidst stiff 

competition in the payments and banking space.  
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2. Release of new game titles will rekindle investors’ confidence 

in Sea’s gaming segment 

 

Free Fire remains as Garena’s poster child of its gaming success. In a 

risk-off environment, we understand that investors are concerned 

with potential saturation of user base as user growth slows down. We 

believe that release of new game titles will reflect Sea’s ability in 

creating successful game titles, rather than being a “one-trick pony” 

with its Battle Royale format. As mentioned in our thesis, Sea has made 

several strategic acquisitions in this segment, and we believe that it is 

extremely likely for investors to see release of new game titles over the 

next few years. 

 

3. Positive developments on Free Fire in India  

 

We are optimistic that investors could see positive developments on 

Free Fire in the near term. Given precedent incidents such as PUBG 

being able to re-enter the Indian market after rebranding, it is likely 

that Free Fire could adopt the same strategy by creating a rendition of 

the game specifically tailored to the Indian market. Furthermore, 

games like Clash of Clans, which was developed and published by 

Supercell (where Tencent is a majority shareholder) is still available in 

India. We are thus confident that Sea, without any direct affiliation 

with China, can take steps to work with the Indian government and re-

enter the market.  

 

 

Financial Analysis 

US$m 2021A 2022E 2023E 2024E 
Revenue 
Growth 

128% 48% 45% 33% 

Gross 
Margin 

39% 40% 42% 46% 

EBIT 
Margin 

-14% -5% 4% 13% 

Net Profit 
Margin 

-21% -10% -3% 4% 

Cash Ratio 129% 80% 68% 68% 

Quick 
Ratio 

190% 120% 98% 93% 

Current 
Ratio 

211% 152% 130% 126% 

ROA -11% -6% -2% 4% 

ROE -28% -24% -11% 19% 

Debt-to-
Equity 
Ratio 

53.4% 67.3% 75.6% 60.4% 

 

Overview 

The table above reflects the financial positioning of Sea in FY21 and 

the reflection of our assumptions for the next few financial years. Most 

of the ratios reflect a positive trend in the upcoming years which 

supports our overall BUY recommendation. 

Top Line Growth 

Given the high growth nature of Sea, we have forecasted strong double 

digit growth rates which is a conservative estimate compared to 

historical. This is to account for the ban of Free Fire in India, however 
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Fig 20: Garena’s revenue drivers projections 

 

Source: NUS Investment Society Estimates 

 

Fig 21: Shopee’s revenue drivers projections 

 

Source: NUS Investment Society Estimates 

 

Fig 22: SeaMoney’s revenue drivers projections 

 

Source: NUS Investment Society Estimates 

 

Sea’s top line is expected to remain robust with the offsetting effects of 

Shopee and Sea Money as Sea ventures into new untapped markets. 

We believe that Garena’s strong hyperlocation strategy along with Sea 

Money’s well positioning to leverage on existing business segments 

will likely allow Sea to materialize such top line growth in the next few 

FYs. 

EBIT Margin 

As Sea continues to venture into new markets which inherently has 

lower cost in terms of labour, raw material etc., we forecast that the 

operating expenses of Sea will likely see a decline in terms of % of 

sales, while absolute values increase in a stable manner.  As Sea’s new 

ventures i.e Sea Money gains traction, we forecast that the Sales and 

Marketing expenses will likely see a plateau in growth rate as the need 

for aggressive marketing fades. Overall, the cost savings from its 

operating expenses along with strong top line growth will allow Sea to 

see steady margin accretions in the next few FYs.  

Efficiency Ratios 

As Sea’s management shifts their focus on turning Sea profitable in 

FY24, we forecast that the ROA and ROE will likely see positive outlook 

which will largely be facilitated by the margin accretions. As Sea turn 

profitable, we expect its leverage to decline as well. This can already 

be observed given the management’s decision of utilizing a Revolving 

Credit Facility and shifting away from issuing convertible notes as in 

the past. These factors will overall improve shareholder returns with 

less dilution (convertible notes) and boost its efficiency. 

Valuation 

Valuation Price Target: US$ 161.34; Derived from a blend of Sum of the 

Parts (SOTP) valuation and Discounted Cash Flow (DCF) valuation 

(Gordon Growth Method and Exit Multiple Method). This represents a 

blended upside of 33.2% from the closing price of US$ 121.10 on 1st 

April 2022.  

SOTP Model 

Given sheer size and segmented nature of Sea’s business model, our 

team have emphasised on the utilisation of a SOTP valuation model to 

estimate the intrinsic value of Sea’s share price. The model was 

projected 5 years forward to 2026E and +2FY ratios were utilised to 

more accurately reflect the materialisation of Shopee and Sea Money 

which are still in the early growth stages.  

Revenue Projections 

The overall revenue for Sea Ltd was broken up into three to reflect the 

main business segments of the Company: Garena (Gaming), Shopee (E-

commerce) and SeaMoney (Digital Finance). A bottom-up approach 

was utilised for all three segments and further elaboration are as 

follows: 

Garena 

Revenue is made up by multiplying the number of Quarterly Paying 

Users (QPUs) with the Average Revenue Per Paying User (ARPPU). 

Quarterly Active Users (QAU) was a figure taken into account for 

deriving the forecasted QPU as a % of QAU. For QAU , we 
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conservatively projected a 5% increase year-on-year (y-o-y) to reflect 

the possibility of lowered game popularity and India’s ban on FreeFire. 

This was further stepped down to 4% in FY24 and 3% in FY26. QPU 

was projected to increase at 15% for 2022E, followed by a step down 

to 7.5% in 2023E and 5% thereafter. This highlights Sea’s abilities to 

monetise Garena further despite the softening user growth.  

On the same note, ARPPU is projected to increase at 6% y-o-y in 2022E 

which is a conservative estimate compared to the 38.2% growth in the 

latest fiscal year. The steep decline in growth rate reflects our belief 

that Garena’s venture into new markets with lower costs of living will 

offset their strong monetisation efforts. ARPPU is then projected to 

gradually step down its growth rate to 2%, reflecting the broader 

economic inflation growth rate and ARPPPU is reflected to reach $15 

per paying user in FY25, reverting to FY18 numbers. The trend shows 

the short term user acquisition in exchange for lower ARPPU, followed 

by mean reversion of ARPPU as strong monetisation takes off. 

Shopee 

To project Shopee’s Gross Merchandise Value (GMV), it was broken 

down into number of orders and average order value. The number of 

orders were forecasted to grow at 50% for the next to FY with a step 

down to 40% from FY24-26. This decrease from Shopee’s triple digit 

order growth rate in the past three fiscal years reflects the possibility 

of decelerating growth amidst a post-pandemic environment as some 

consumers may shift towards retail shopping. Average order value has 

also been projected to decrease gradually from -16% in FY22 to -10% 

in FY26, as Sea ventures into more emerging markets with lower cost 

of living.  

First party (1P) and third party (3P) take rate (Fig 18) was also 

projected to increase gradually to 3% and 10% in FY26 respectively to 

reflect Sea’s long term efforts in monetising Shopee by hiking 

commission rates. 1P revenue was also forecasted to account for a 

higher % of revenue as Shopee reduces its reliance on third-party 

relationships with sellers.  

SeaMoney 

A blended approach was taken to project SeaMoney’s revenue given 

the unpredictability in its developing stages. Total Payment Value 

(TPV) and take rate, along with ARPPU and QPU was used to derive an 

average top line. QPU was projected to grow at 90% in FY22 with a 

gradual step down to 20% in FY26, reflecting the success of strategies 

to increase SeaMoney’s usership. ARPPU was projected in a similar 

fashion to highlight Sea’s capabilities to leverage SeaMoney’s well 

positioning and strong foothold. TPV was projected to double in FY22 

and slowing decline in growth rate to 30% in FY26 as user base for 

SeaMoney expands rapidly in the region. Take Rate was also forecasted 

to increase gradually from 2.7% in FY21 to 5% in FY24. As a form of 

sanity check, Sea Money was modelled to be turn profitable in FY25 

which is a more conservative revision compared to management’s 

expectations of FY24.  

Cost of Revenue 

The cost of revenue can be broken down into the “Gaming” and “E-

commerce and Other Services” segment. The gaming segment is 

projected as a percentage of sales and expected to decline to 20%, 
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Fig 23: WACC Buildup 

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

 

 

reflecting the margin accretions that Garena stands to gain from its 

low-cost expansion efforts, by publishing its own games and 

embarking on a hyperlocalisation strategy.  

The “E-commerce and Other Services” segment is expected to see 

increments at a substantially lower rate due to improvement in supply 

chain and lower logistic costs, in line with management expectations.  

Operating Expenses 

Sales and Marketing: Garena, Shopee and SeaMoney were projected 

as % of sales, GMV and TPV respectively in FY22-23. For Garena, we 

expect % of revenue to steadily decline in line with historical trends. 

For Shopee and Sea Money, we forecasted the expenses to  maintain 

its % of sales, reflecting efforts to deepen consumer engagement and 

promote adoption of SeaMoney specifically, followed by gradual step 

downs towards FY26. 

General and Administrative: Forecasted to decline slightly from 11.1% 

of revenue in FY21 to 10% in FY22. Expected to stay constant as staff 

compensation and benefit would be lower in a post-pandemic 

environment. Salaries expected to be lower in emerging markets as 

well. 

Research and Development: Expected to decline slightly from 8.4% of 

revenue in FY21 to 8% in FY22. To stay constant thereafter as 

investing in R&D expected to move in tandem with strong revenue 

growth. Cost of research expected to be lower in emerging markets as 

well.  

WACC 

For WACC, the capital structure of Sea was split into Equity and Debt. 

For the Cost of Equity, CAPM was used. The risk free rate was derived 

from the US 10 Year Treasury yield i.e. 2.41%. Beta was found by 

regressing the 5 year historical share price of Sea with the S&P500 

index, giving a value of 1.43. The equity risk premium was calculated 

by using SPY 5 year mean returns as a basis, deriving 5.99%. To 

account for Sea’s wide geographical exposure, the company risk 

premium was calculated by using Revenue as a proxy and estimates 

from Damodaran. This gave a combined 12.86% for the Cost of Equity. 

Cost of Debt was calculated by first deriving the pre-tax cost of debt. 

Given the historical nature of Sea to issue convertible notes only, the 

management’s  recently  enter into a Revolving Credit Facility with a 

maximum drawdown of US$100 million. To reflect the company’s shift 

towards traditional debt as it matures, we projected that the revolver 

remains in place till FY26, albeit the 2 year nature of it. A 3.50% pre-

tax cost of debt was derived while the 17% statutory tax rate of 

Singapore was used as the Effective Tax Rate.  

With the aforementioned figures along with a 8.5%  proportion of Debt 

and 91.5% proportion of  Equity, we derived a WACC of 12.02% for 

Sea. 

Terminal Growth  

We used both the Gordon Growth and Exit multiple method to arrive 

at the terminal value. For the Gordon Growth Method, we used a long-

term growth rate of 2.0%, in line with that of the GDP growth rate of 

developed markets. We used an exit multiple of 17.2x, which is the 



 

12 
 

 

 

 

 

Fig 24: Football Field  

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

Fig 25: Investment Risk Matrix  

 

Source: NUS Investment Society Estimates 

 

 

 

 

 

 

 

 

average median +2FY EV/EBITDA of Sea’s peer comparables. 

Assuming equal weight for both methods, we arrive at a terminal value 

of  US$182 billion.  

SOTP/Relative Valuation 

To properly value Sea’s exposure in the three business segment, 

relative valuation of peer comparables for each of segments were 

considered and the median percentile was used throughout to 

conservatively value which further supports our view of Sea’s 

undervaluation. To accurately reflect the success of expansion efforts 

and growth capabilities, we utilised the +2FY multiples. Multiples used 

for each business segment are as follows:  

Garena: EV/EBITDA and EV/Sales 

Shopee: EV/Sales and EV/GMV 

SeaMoney: EV/Sales 

The comparables were mainly screened through the following criteria: 

(a) industry, (b) size, (c) geographical exposure, (d) growth profile.  

Other Valuation Methods 

To account for the recent drawdowns in the technology sector due to 

rising interest rates and capital rotation to value equity names, 52 

Week High/Low and street analyst estimates were used as a form of 

comparison. These methods serve as a form of sanity check for the 

granular SOTP valuation and supplement the overall accuracy of our 

valuation. 

Investment Risks  

India banning Shopee followings the ban on Free Fire 

We are not extremely concerned as we believe that Tencent’s 

divestment should largely mitigate this risk. Furthermore, even if India 

does ban Shopee, we view this positively given the difficulty of 

ecommerce in India, with factors such as large land mass and 

extremely fragmented logistics services. In fact, even large ecommerce 

companies such as Amazon and Flipkart are making negative EBITDA 

in India with deep discount ecommerce models. Local conglomerates 

such as Reliance are also ramping up their ecommerce presence, and 

with strong cash-flow positive business lines, they can easily fund any 

aggressive race-to-the-bottom pricing strategy in order to expand 

their market share. Hence, we are not optimistic about Shopee’s India 

operations, and believe that Sea cannot afford any heavy subsidization 

form other segments to directly compete against the likes of Amazon 

and Reliance. We thus believe that capital from Shopee India could be 

easily allocated elsewhere with higher ROIC should its operations in 

India be banned. 

Increasing competition in Shopee’s core markets will continue to 

dilute take rate 

As an increasing number of entrants enter the ecommerce space, there 

is a possibility that Sea has to continue maintaining a low take rate in 

order to defend its market position. However, with Sea’s efforts in 

creating an ecosystem through the integration of SeaMoney and 

Shopee, we view this as an extremely unlikely scenario. In fact, Shopee 

50 100 150 200 250 300 350

DCF (Gordon Growth Method)

DCF (Exit Multiple Method)

SOTP
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Fig 26: Average take rate (based on small ticket 

items) in respective 3P marketplaces  

Marketplace Take Rate 
Amazon ~15% 
Ebay ~15% 
Etsy 6.5% 
Walmart ~15%  
Farfetch 25-33% 
StockX 11-12.5% 

Source: Company Websites 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

has already successfully established a strong and dominant position in 

many of the key markets it operates in, with close to 40% market 

share. Even with conservative assumptions that Sea’s LT take rate 

could only reach the levels of 10% (up from 6.6% in FY21), which is 

still in the lower band of the 3P marketplace take-rate range (Fig 26), 

Shopee would effectively become a profitable cash cow for Sea. We 

believe that this modest increase in take rate is not difficult to envision, 

given that successful ecommerce marketplaces in nature have strong 

network effects that could help ringfence both customers and 

merchants. In other words, with the large number of users Shopee has 

on its platform, merchants, in a bid to increase their sales volume (for 

better bargaining power with suppliers) would still continue to sell 

through Shopee. As opposed to strong ecommerce players in the 

region such as GoTo, Sea also has highly profitable businesses that 

could help subsidise any defence in market share, be it low take rates 

in the near term, or promotions/discounts that are enticing to both 

merchants and customers.  

Further divestments by Tencent / Stock overhang  on the back of 

recent divestment    

Earlier in 2022, Tencent divested about 14.5m shares, reducing its 

stake from 21.3% to 18.7%. The news, however, had not been priced 

in positively by the market, against the backdrop of its earlier $16b 

divestment of JD.com (cutting its stakes from 17% to 2.3%). This had 

led to speculations that Tencent would continue to further cut its 

stakes in Sea Ltd after the 6 months lockup period, which would be a 

huge downside risk to our target price.  

However, we believe that the market’s reactions were largely 

overblown. As Tencent mentioned in their official statement, Sea had 

seen significant growth which had been largely reflected in their 

share price outperformance. Tencent’s decision to divest its stakes 

could be due to locking in of profits (which in hindsight was strategic 

given that they sold at $208.00-$212.00 per share). The decision to 

divest its stakes could also be to appease Chinese regulators, given 

that a lower stake is likely to have less antitrust concerns. 

We think investors should not be drawing parallels to Tencent’s 

divestments of JD.com, and speculations on an eventual exit of all of 

its stakes are largely unfounded. Tencent sold JD.com stakes because 

they believed that it was at a relatively mature stage of the business 

cycle, which is completely different from where Sea Ltd is today 

across all its business segments. On top of that, given the Chinese 

government’s tightening control over gaming in the domestic market, 

overseas games are key strategic business for Tencent and Garena 

offers this as a publishing platform for Tencent to expand its 

international distribution channels  

Moreover, we see Sea Ltd benefitting from this divestment. Firstly, 

this reduces control by a Chinese company, which may in turn aid its 

global expansions.  

Against the backdrop of a rotation out of the tech industry and 

uncertain geopolitical risks, we believe that Sea Ltd had been over-

penalized because of this divestment and should see an upwards 

correction in stock price as the overhang recedes. Moreover, we 

believe that any further divestment by Tencent is extremely unlikely. 
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Disclaimer 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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Pro-Forma Financial Statements
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