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Implications of Huawei MetaERP

Media reported that Huawei may launch self-developed ERP (MetaERP) in Apr.
This is negative to the China ERP market as competition heats up but the impacts
to Yonyou and Inspur will be larger than Kingdee as the formers are more large-
enterprises/ SOEs focused. Also, Huawei has to consider the potential implications | Marley NGAN

to its Cloud business as Kingdee/ Yonyou/ Inspur may scale down their cloud (852) 3916 3719 i
resources usage with Huawei Cloud given direct competition in ERP. Meanwhile, | Marleyngan@cmbi.com.hk
Huawei’s IT service partners such as Chinasoft, iSoftStone and SiE will benefit | Bowen LI

given more R&D and customization demand. However, we are concerned that the | (852) 3761 8957

top-line benefits cannot be fully reflected in their bottom-line as Huawei’s projects libowen@cmbi.com.hk
margin declined.
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B Huawei may launch self-developed ERP in Apr. Media reported that Huawei
may launch MetaERP officially in Apr 2023. The news quoted a speech
delivered by Huawei’s founder Mr. Ren Zhengfei in Feb 2023. According to the
speech, Huawei has replaced 13,000 components and 4,000 circuit boards for
its products with domestic substitutes in the past three years. Meanwhile,
Huawei has developed an ERP system (MetaERP) with its own OS, database,
compiler and language. MetaERP has been implemented and tested by
internal departments globally.

B China ERP market competition heats up. We think Huawei’s potential move
is negative to the overall ERP market as competition may heat up. For the
positioning of MetaERP, we think it aims to replace SAP/ Oracle being used by
large-enterprises. The impact to Yonyou (83% cloud revenue from large
enterprises + Govtin FY21) and Inspur will be larger than Kingdee (19%). Also,
we think that Huawei has to consider the impact of direct competition with its
cloud customers including Kingdee, Yonyou. We estimate that Kingdee’s
annual procurement of Huawei Cloud resources amounts to over RMB100mn
level. Kingdee/ Yonyou may scale back and shift to use other cloud vendors if
competition in ERP becomes fierce.

B Huawei’s IT service partners to benefit on top-line but margin is a
concern. We think Huawei’'s IT service partners including Chinasoft,
iSoftStone and SiE will benefit given increasing R&D and implementation work
related to MetaERP. However, we are concerned that these projects have
lower margin and that the top-line benefits cannot be fully reflected in their
bottom-line. We have observed the margin decline trend in Chinasoft (GPM
29.8% in FY19 to 26.7% in FY21) and iSoftStone (GPM 26.9% in FY19 to
24.7% in FY21) since Huawei business faced headwinds form US sanctions.

B Share price over-reacted, buy Kingdee. As a new entrant to the ERP market,
we think it takes time for Huawei to prove and ramp up the MetaERP. The
potential competition with existing ERP vendors could be limited in the near to
medium term. Along the ERP supply chain, we prefer Kingdee for its
standardized SaaS Galaxy performance and strong Xinchuang orders.
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Figure 1: Huawei to launch self-developed MetaERP in Apr 2023 according to a speech delivered by Huawei’s
founder Mr. Ren in Feb 2023 in a Chinese university
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Figure 2: Kingdee cloud revenue mix (FY21) Figure 3: Yonyou cloud revenue mix (FY21)
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