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Week of 31st August 2020 

What’s on our mind this week? 

Ant Financial IPO – A follow-up 

Last month, we wrote about the upcoming IPO of Ant Group (formerly known as Ant 

Financial). On 25th August 2020, the company filed its IPO prospectus with the Hong Kong 

Exchange which disclosed detailed information about the company regarding its business, 

size, and stature in more quantitative terms. Ant Group remains the undisputed market 

leader in digital payments and digital finance platform in China. For the 12 months ended 

June 2020, Transaction Processing Volume (TPV) on Ant’s platform reached RMB 118tn 

(USD 17.3tn). The company’s international TPV reached RMB 622bn (USD 91bn) during 

the same period.  

Ant Group’s revenue model revolves around digital payment services and digital finance 

technology platforms. Digital payment service revenues comes from transaction fees 

which are a percentage of transaction volumes done through its Alipay app. Digital 

finance technology platform revenue comes from technology service fees which are based 

on a percentage of revenues of partnering financial institutions operating in three major 

domains which are CreditTech (interest income), InvestmentTech (assets under 

management) and InsureTech (insurance premium) that are enabled through Ant Group’s 

finance technology platform.  

For the six months ending June 2020, digital payments and merchant services accounted 

for 36% of revenues while digital technology platforms accounted for 64%. Ant remains 

the market leader in online CreditTech, InvestmentTech and InsureTech in China. Despite 

its mammoth scale, Ant’s growth has remained strong over the past few years. For FY17 

to FY19, the company grew its revenues and operating profits at the compounded annual 

growth rate of 35%. For 1H20, the company continued to post strong revenue growth at 

38% YoY with revenues of RMB 72.5bn (USD 10.6bn) while operating profits increased 

multifold from RMB 4.3bn (USD 630mn) in 1H19 to RMB 24.9bn (USD 3.7bn) in 1H20. Ant 

Group posted a net income of RMB 21.9bn (USD 3.2bn) for 1H20.  
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On a conservative basis, we estimate Ant Group to generate a FY20e net income of RMB 

44bn (USD 6.4bn). The company is rumoured to seek a market capitalisation of USD 225bn 

which values the company at a trailing 35x PE. We believe the rumoured valuation for Ant 

appears attractive given its dominance and growth. While the valuation range for the deal 

is not out yet, we believe the speculative valuation estimates could continue to inch up as 

we get closer to the IPO date. We remain watchful of this name which is on its way to 

become the inevitable bellwether stock among listed online financial stocks in China.  

—————————————————————————————————— 

Reliance Industries (RIL) – Consolidating its retail presence  

On 29th August 2020, Reliance Retail which is part of the Indian conglomerate Reliance 

Industries (RIL) announced that it had reached an agreement with Future Group  to 

acquire the latter’s retail and wholesale business, as well as its logistics and warehousing 

business for INR 247bn (USD 3.4bn). The proposed transaction is yet to close pending 

several regulatory approvals. The acquisition once approved will help Reliance Retail 

command one-third of the brick-and-mortar stores of India’s modern retail sector. The 

acquisition bolsters Reliance Retail’s presence in India’s modern retail format. The deal 

nearly doubles the retail store footprint of Reliance Retail Ltd, a unit of RIL, from the 

current 28.7m square feet to 52.5m square feet while increasing the store count by 15%.  

While already being the market leader, Reliance Retail has further consolidated its position 

by acquiring the second largest player Future Retail in this hugely fragmented industry. 

As per street estimates, RIL has an estimated market share of 1.2% of the overall Indian 

grocery retail market, and Future Group has 0.7%. For fashion and lifestyle, RIL has a 

market share of 2.9% versus 1.3% for Future Lifestyle & Fashion. It is also expected that 

Reliance Industries will likely sell a stake of its Retail unit shortly after the acquisition of 

Future Retail in a way similar to what it did with its telecom venture sale under Reliance 

Jio.   

The deal is estimated to be priced at 11-12x EV/EBITDA which we believe is reasonable 

given the synergy benefits and the multiples at which retail formats are trading in India. 

The implied valuation of Reliance Retail is 20-25x EV/EBITDA across analysts’ estimates. 

EBITDA per square foot (sft) for Future Retail is INR 646/sft compared to Reliance Retail 

at INR 2,691/sft.  
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We believe the improvement in EBITDA/sft coming from the operating synergies under 

the management of RIL should create value for minority shareholders of RIL, which we are 

through our Asia funds. On the overall scheme of things, the acquisition once approved 

and completed would represent around 2% of RIL’s enterprise value. The positive impacts 

of this acquisition should not be material even though it is a strategic long term move for 

Reliance Industries that will solidify its retail presence.  
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