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Beisen Holding Limited

Strengths underpin HCM Saa$S
leadership; Initiate at OW

We see a significant HCM SaaS market opportunity in China, and we like Beisen's leading
position. Its integrated product portfolio and PaaS capability differentiate it from
competitors. We believe its focus on mid-to-large enterprises and a pure subscription
model will bear fruit in the long run.
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Multiple strengths underpin HCM Saa$S

leadership; Initiate at OW

Big TAM provides room for strong and durable growth. China's cloud human capital man-
agement (HCM) market is set to grow from Rmb5.5bn in 2021 to Rmb30.4bn in 2027,
according to CIC. This is primarily driven by the secular trends of increasing labor costs, enter-
prises' rising investment in human capital, digital transformation penetration improvement,
as well as the cloud migration in China. This is also the fastest-growing submarket within
enterprise resource planning (ERP). As awell-recognized leader in this market, Beisen appears
positioned to benefit from these dynamics; we forecast a 25% revenue CAGR, FY23-FY26, and
we note Beisen is a pure Saa$S player without legacy on-premise software deployment.

STOCK RATING Four pillars undergird Beisen's growth: product, mid-large
Overweight customers, Paa$, and capital. Beisen transformed to an inte-
grated HCM player from an assessment/recruitment module
INDUSTRY VIEW vendor via the launch of its core HR product, which covers the
In-Line lifecycle of employment and is now enjoying the benefits of
data integration and cross-selling. Faced with the systematic
PRICE TARGET

HK$14.00

high churn of SMBin China, Beisen chooses to instead focus on
mid-to-large enterprises. Beisen is also a pioneer SaaS player,
building a uniform PaaS platform, enhancing internal effi-
ciency, and addressing the dilemma of serving big customers while avoiding deep customiza-
tion. In addition, Beisen's rich cash position helped it navigate 2022's downcycle and paves the

way for further development.

Competition and macro factors present potential downside risk: Beisen is competing
against integrated ERP players, some customers' in-house HR/IT capabilities, and HCM
startups. We expect declining threats from startups, but note the integrated ERP players and
Feishu are upbeat on their own HCM potential. In addition, we believe enterprise HCM

spending is relatively less resilient when faced with macroeconomic headwinds.

We initiate coverage with an Overweight rating and a price target of HK$14. Beisen is cur-
rently trading at 4.8x NTM EV/sales, similar to US peer Workday's and China peer Kingdee's
range of 5-6x. We think Beisen's faster-than-peer revenue growth is underappreciated.

Beisen Holding Limited (9669.HK, 9669 HK)

Greater China IT Services and Software| China

Stock Rating Overweight
Industry View In-Line
Price target HK$14.00
Up/downside to price target (%) 48
Shr price, close (May 12, 2023) HK$9.48
52-Week Range HK$29.80-9.38
Sh out, dil, curr (mn) 21
Mkt cap, curr (mn) Rmb180
EV, curr (mn) Rmb(32)
Avg daily trading value (mn) HKS$10

Fiscal Year Ending

12/22 12/23e 12/24e 12/25e

ModelWare EPS
(Rmb)

Revenue, net (Rmb
mn)

EBITDA (Rmb mn)
ModelWare net inc
(Rmb mn)

P/E

P/BV

RNOA (%)

ROE (%)
EV/EBITDA

Div yld (%)

FCF yld ratio (%)**
Leverage (EOP) (%)

(7.59) (13.92) (0.31) (0.11)
680 750 944 1,177

(237) (230) (190) (231)
(164) (298) (222) (82)

NM NM NM NM
- NM 59 64
70 56 49 (41.7)
NM NM NM (8.0)
NM NM NM NM
- 00 00 00
- (3700 11 43
NM  NM (25.1) (44.4)

Unless otherwise noted, all metrics are based on Morgan Stanley

ModelWare framework

** = Based on consensus methodology
e = Morgan Stanley Research estimates
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Financial Summary

Exhibit 1:  Financial summary

INCOME STATEMENT

Years Ending March 31 2022 2023E 2024E 2025E
Rmb mn

HCM Solutions 463 529 676 859
Professional Services 216 220 268 318
Total consolidated revenue 680 750 944 1,177
Cost of revenue 279 330 401 477
Gross profit 401 419 543 700
S&M 331 390 434 541
G&A 207 139 146 171
R&D 258 289 335 418
Total operating expenses 796 817 916 1,130
Adjusted EBITDA (202) (221) (140) 4
EBITDA (309) (261) (222) (264)
Operating profit (361) (371) (339) (388)
Profit before tax (1,922) (358) (304) (350)
Net profit (1,909) (358) (304) (350)
Adjusted net profit (Non-IFRS) (164) (298) (222) (82)
BALANCE SHEET

Years Ending March 31 2022 2023E 2024E 2025E
Rmb mn

Cash 289 128 333 494
Accounts receivable 22 25 32 41
Prepayment and other receivable 25 29 36 42
Contract asset 3 3 4 5
Contract acquisition costs 22 25 32 41
Financial asset 1,298 1,298 1,298 1,298
Current Assets 1,849 1,699 1,925 2,112
PP&E 35 54 69 84
Intangible asset 0 0 0 0
Contract acquisition costs 19 19 19 19
Other asset 14 14 14 14
Non-current asset 186 207 224 24
Total assets 2,035 1,906 2,149 2,353
S/T borrowings - - - -
Account payables 5 6 7 8
Contract liabilities 398 571 765 988
Lease liabilities 37 37 37 37
Other ST liabilities 202 216 248 302
Total current liabilities 642 830 1,057 1,336
LT debt/convertible - - - -
Contract liabilities 22 24 30 36
Total non-current liabilities 6,673 6,675 69 76
Total shareholders' equity (5,280) (5,598) 1,023 M
Total liabilities and equity 2,035 1,906 2,149 2,353

CASH FLOW STATEMENT

FOUNDATION

Years Ending March 31 2022 2023E 2024E 2025E
Rmb mn
(Loss)/profit before income tax (1,922) (358) (304) (350)
Depreciation and amortization 51 110 117 124
Other non-cash adjustments 1,562 - - -
Share-based payment expenses 107 40 82 268
Net change in working capital 46 178 211 260
Operating cash flow (156) (29) 106 303
Capex (42) (37) (38) (44)
Net change in investment (1,138) - - -
Other investing cash flow (92) - - -
Investing cash flow (1,273) (37) (38) (44)
Financing cash flow 1,515 (94) 136 (98)
Other adjustments 12) - - -
Net change in cash 74 (161) 205 161
Beginning cash balance 215 289 128 333
Ending cash balance 289 128 333 494
KPI & FINANCIAL RATIOS
Years Ending March 3 2022 2023E 2024E 2025E
Rmb mn
Company Blended
Blended gross margin 58.9% 55.9% 57.5% 59.5%
HCM Solutions (iTalentX) 76.6% 75.0% 75.3% 76.3%
Professional Services 21.0% 10.1% 12.6% 14.0%
Operating margin -53.0% -49.5% -35.9% -32.9%)
Net margin -280.9% -47.7% -32.2% -29.7%)
Adjusted net margin (Non-IFRS) -241% -39.7% -23.6% -6.9%
FCF margin -33.2% -21.4% -2.9% 13.7%)
Growth % YoY
HCM Solutions (iTalentX) 32.8% 14.2% 27.8% 27.1%)
Professional Services 4.3% 2.0% 21.5% 18.7%
Total revenue 22.2% 10.3% 25.9% 24.7%)|
Adjsuted EBITDA 83.9% 9.2% -36.8%  -103.2%
Operating profit 95.8% 3.0% -8.8% 14.4%)
Adjusted net profit 34.9% 82.2% -25.4% -63.3%,
KPI
# of paying end group customers 4,780 5,230 5,970 6,704
Churn rate 27% 26% 24% 23%
ARPU (Rmb '000) 97 101 113 128
NRR 17% 112% 115% 114%)
Subscription revenue % 68% 1% 72% 73%)
ARR 582 670 856 1,088
ARR per customer (Rmb '000) 122 128 143 162
Contract liability (current + non current) 421 596 795 1,025
Total bookings 888 1,021 1,266 1,557

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates
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Risk Reward — Beisen Holding Limited (9669.HK)

Multiple strengths underpin HCM SaaS leadership

PRICE TARGET HK$14.00

Base case, 10-year discounted cash flow model. We favor DCF because we believe it best
reflects the company's long-term growth potential. We assume a 3% terminal growth rate.
We use a 13.8% WACC (14.8% cost of equity, 5% risk-free rate, 1.5 beta; 6% cost of debt,

10:90 debt-to-equity weighting).

RISK REWARD CHART
HKD
2%
18
2
HK$9.48 @
6
0
MAY 22 NOV 22 MAY 23

HK$17.40(+83.54%)

® HK$14.00(+47.68%)

HK$7.70(-18.78%)

MAY 24

Key: — Historical Stock Performance @ Current Stock Price 4 Price Target

Source: Refinitiv, Morgan Stanley Research

BULL CASE HK$17.40
9x 2024E EV/S
ARR growth: 15.2%, 40%, and 37% for 2023,
2024 and 2025

HCM Solution GPM: 75.0%, 77.3%, and
78.3% for 2023, 2024 and 2025

S&M as % of revenue: 52%, 44.0%, and
44 0% for 2023, 2024 and 2025

BASE CASE HK$14.00
7x 2024E EV/S

ARR growth: 15.2%, 27.8%, and 27.1% for
2023, 2024 and 2025

HCM Solution GPM: 75.0%, 75.3%, and
76.3% for 2023, 2024 and 2025

S&M as % of revenue: 52%, 46.0%, and
46.0% for 2023, 2024 and 2025

FOUNDATION

OVERWEIGHT THESIS

= Beisen could be a share gainer in the fast-
growing market for HCM software in China
with its integrated cloud solutions. We also
see a deep moat to becoming an integrated
player.

= Beisen is well recognized among mid-to-
large enterprises, bringing good long-term
unit economics.

m We like its high recurring/subscription
revenue percentage compared with Chinese
software peers.

Risk Reward Themes

Market Share:
Secular Growth:

Positive
Negative

View descriptions of Risk Rewards Themes here

BEAR CASE HK$7.70
3x 2024E EV/S

ARR growth: 15.2%, 20%, and 18% for 2023,
2024 and 2025

HCM Solution GPM: 75.0%, 73%, and 73%
for 2023, 2024 and 2025

S&M as % of revenue: 52%, 48.0%, and
48.0% for 2023, 2024 and 2025
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Risk Reward — Beisen Holding Limited (9669.HK)

KEY EARNINGS INPUTS

Drivers 2022
HCM Solutions revenue growth (%)  32.8
Professional Services growth (%) 43
Sales and marketing expenses as % 187

of revenue (%)

INVESTMENT DRIVERS

« Cloud revenue growth

+ ARR growth

« Gross margin

« Total R&D and S&M expenditure growth

GLOBAL REVENUE EXPOSURE
Mainland China

® 100%

Source: Morgan Stanley Research Estimate
View explanation of regional hierarchies here

2023e

14.2

2.0

2024e  2025e
27.8 27.1
21.5 18.6
46.0 46.0

RISKS TO PT/RATING

RISKS TO UPSIDE

« Faster HCM revenue growth

« Faster-than-expected revenue growth from
mid-large enterprises

« Better opex control

RISKS TO DOWNSIDE

« Further slowdown in China's macroeconomic
growth

« Execution risk in entering large enterprises

« Intensified domestic competition and share loss

« Slower profitability turnaround

MS ESTIMATES VS. CONSENSUS

FY 2023e

Sales /
Revenue
(Rmb, mn)

EBIT
(Rmb, mn)

EPS
(Rmb)

@750

here are not suffi

nt

lata for this metric

@ (340)

Note: There are not sufficient broker

consensus data for this metric

®(13.92)

brokers supplying

supplying

not sufficient brokers supplying

FOUNDATION

Mean @ Morgan Stanley Estimates

Source: Refinitiv, Morgan Stanley Research



Morgan Stanley | researcw

Executive Summary

Beisen is China's largest human capital management (HCM) soft-
ware-as-a-service vendor by subscription revenue, with anintegrated
solution, “iTalentX” (that includes recruitment, assessment, core HR,
succession, performance, and e-learning), covering mid-large enter-
prises.In1H23, ended September 2022, Beisen had Rmb619mn annu-
alized recurring revenue (ARR) and Rmb351mn revenue (+12% YoY),

with 4,960 enterprise customers.

We see multiple tailwinds supporting fast secular growth in HCM
Saa$, including Chinese enterprises’ increased focus on human cap-
ital investment, accelerated digital transformation, and cloud migra-
tion. In our view, the strategy of having a cloud-native technology and
a subscription model, offering an integrated solution, focusing on
mid-to-large customers, and early investing in PaaS, all place Beisen
wellin the China market to replicate the success of Workday, the US
HCM SaaS leader.

Investment positives:

¢ \We see a big and fast-growing addressable market for HCM
software in China, and Beisen has built a solid leading position
among the next-generation products. According to con-
sulting firm CIC, cloud-based HCM solutions in China will be
a Rmb30bn market in 2027, representing a 33% CAGR from
2021. Beisen is a clear leader in this market, with 12% sales
share in 2021.

e Beisen has an integrated solution covering the whole
employee lifecycle, addressing customer demands better
than competitors that offer partial solutions, in our view. Its
integrated approach facilitates the integration of data, use
cases,and asmooth user experience. We also see a deep moat
to becoming an integrated player. Such a strategy offers the
vendor clear opportunities to cross-sell, up-sell, and reduce
customer churn.

e Beisen strategically focuses on mid-to-large enterprises, a
group of high-quality customers. We believe its customer
profile offers good long-term unit economics. Being able to
serve vertical leaders and 70% of Fortune 500 companies in
China affirms the utility of its approach.

FOUNDATION

e |ts strong PaaS capability differentiates Beisen from its peers
and protects its scalability. It helps Beisen add value by
enabling customization at a lower marginal cost.

e Beisen is strictly adhering to public cloud deployment and a
subscription-based model. It has 72% subscription revenue in
FY1H23, among the highest such level in the Chinese soft-
ware group. This leads to more recurring and predictable rev-

enue.

Investment concerns

¢ Beisen has to pass up some market opportunities to stick to
its model. We think big SOEs and hyperscale customers are
not addressable for Beisen because such entities do not
accept public cloud deployment and often require deep cus-
tomized solutions.

e There is competition from three groups of peers: global/
domestic ERP leaders, HCM software startups, and big cus-
tomers'in-house operations. ERP leaders have big user bases
to cross-sell and tend to be better positioned in terms of
Chinese software localization initiatives. Startups are
catching up in terms of product after fundraising.
Competition for talent is intensifying.

¢ We see macroeconomic risks given the macro correlation
with enterprise spending. HCM solutions spending is focused
on internal management and efficiency gains, and it is less
crucial than spending on production systems or other mis-
sion-critical IT areas.

¢ Beisen will remain FCF negative untilFY25 and loss-makingin
FY23-25, based on our estimates.

Initiate coverage with an Overweight rating and price target of
HK$14.

We derive our price target through a DCF methodology, corre-
sponding to FY24 EV/sales of 7.0x. Beisen is trading at 4.8x FY24 EV/
S, in line with US peer Workday and China peer Kingdee (5-6x NTM
EV/sales), but we see valuation upside given Beisen's higher revenue
growth potential.
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Investment Positives

Big and fast-growing addressable market;
leading position in the next-generation
product

Beisen’s total addressable market (TAM) in China cloud-based HCM
solutions reached sales of Rmb5.5bn in 2021. CIC forecasts that this
will grow 6xin six years, reaching Rmb30.4bn by 2027, with a 2021-27
CAGR of 33%, accelerating from the 2017-21 CAGR of 28%.

The growing underlying HCM market, rising digitalization penetra-
tion, and share gains from cloud solutions, all contribute to the fast

growth.

Rising labor costs and a changing labor market in China prompt
more HCM investment. With China’s declining demographic divi-
dend, the country's working-age population has been on a slightly
declining trend since 2016, which is highly likely to continue, in our
view, driven by slowing birth rates and an aging population.
Meanwhile, urban average salaries in China have kept rising at >6.0%
in 2011-2021, and +4.9% in 2022, according to the National Bureau of
Statistics (NBS). In addition to salaries, other labor-related costs,
including recruitment, assessment, training, managing and retention,
are all on a fast-increasing trend. The fast-increasing labor costs
require better management of human capital, for enterprises to
improve efficiency.

We also note several changes in labor markets creating new opportu-
nities for HCM, including the emerging temporary/flexible format of

employment, and the entry of Generation Z into the labor market.

Chinese enterprises are attaching higher importance to HCM.
More and more Chinese companies are adopting the modern enter-
prise management mindset, viewing staff as a core asset rather than
a costitem. As with other asset types, investing in human capital can
bear fruit,enhancing productivity and company value. Companies are
proactively investing in human capital to be competitive in terms of
innovation, technology, and organizational capabilities, among other

metrics.

CIC forecasts the Chinese HCM market (including HR outsourcing) to
grow ata16.2% CAGR in 2021-27, reaching Rmb1,626bn in 2027, com-
pared with Rmb661bn in 2021. The CAGR is slightly higher than the
15.2% in 2017-21.

FOUNDATION

Deepening digital transformation in China. Chinese companies are
accelerating the digital transformation, especially after the wake-up
call from the Covid-19 pandemic. We note that the Chinese govern-
ment is also supportive of the digital transformation and has
released several policies on this front, covering SOEs and SMBs. We
observe that software and IT service market growth has been >2x
that of GDP growth in China in the past five years. Compared with
traditional HCM services requiring off-line manual work (by either
HR staff or third-party outsourced service providers), HCM software
can improve efficiency and save costs in those relatively standard-

ized processes.

Compared with 9.9% digitalization penetration in the US HCM
market, the current 2.9% penetration in China suggests significant
room for improvement. CIC forecasts that penetration will increase
to 3.6% in 2027.

Cloud solutions can better meet customer demand and gain
market share. Cloud-native solutions have several advantages, such
as high accessibility, adaptability, flexibility and scalability, compared
with traditional on-premise software. Lower upfront investment in
implementation, and integration with other ecosystems (such as
hiring websites and outsourcing social insurance services), are also
key reasons for enterprises to upgrade to cloud HCM solutions over
time.

The cloud structure makes it much easier to adopt new technology,
such as big data analytics or artificial intelligence, to the HCM use
cases, based on its good data integration capability. It also enables
employees' self-service, providing a better user experience than tra-
ditional solutions.

Frequent iteration capability makes the system perform much better
against the backdrop of fast-changing income tax/social insurance
policies in China. Also, the fast-growing economy in China requires
good scalability in HCM systems to meet enterprises’ expansion and
restructuring demand. With the additional help from PaaS, applica-
tions can be customized at a lower cost but faster speed for cloud-
based solutions. Exhibit4 summarizesthe advantages of cloud HCM
solutions.

Putting all these points together, we think cloud-based HCM solu-
tions can meet customer demand better than on-premise product.
We believe it is an irreversible trend that cloud-based HCM will gain
market share from on-premise HCM software. CIC forecasts that
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cloud-based HCM solutions will account for 52% of the digitalized
HCM market by 2027, almost double its 31% share in 2022. The
expected share gain speed of 4-5ppt per year is faster than the 2ppt
in 2016-20 as a result of much more mature technology and better

customer acceptance after the initial proof-of-concept stage.

Beisen is a clear leader in the cloud-based HCM market. Based on
CIC’s data, Beisen had 12% share in China’s cloud-based HCM solution
market in 2021, ranking No.1— and more than the combined share of
the No.2 (6%) and No.3 (5%) players. We believe Beisen is very well

positioned to capture future upside in this market.
Our thoughts on the market size:

Based on our estimates ( Exhibit 5 ), the market size of ChinaHCM for
mid-large enterprises will be between Rmb22.5bn and Rmb29bn in
2026.

Primarily, we gauge the TAM by multiplying: 1) the number of tar-
geted customers, i.e., around 300K enterprises with over 300
employees in China (company estimates) by 2) ARPU per enterprise
customer, which is around Rmb200K (including services);

among the enterprises, the current penetration rate of cloud solu-
tions is 12-13%, per Beisen's estimates. The TAM is estimated to be
Rmb7.2bn currently. We estimate that if cloud solutions penetrate
50% of the mid-to-large enterprises in 2026, the TAM would be
Rmb29bn.

Exhibit2: China Cloud HCM market size, in terms of revenue
(Rmb billions)
(Rmb Bn) On-premise HCM = Cloud HCM
70 2021-2027
CAGR
60
50
B0.4 33.0%
40 b3.4
30 4
20 m
B 236 260 286
[ 134 154 177 204 :

6.8 8.4 9.8 11.5

2017 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E
Source: Company data, CIC; E = CIC estimates

FOUNDATION

Additionally, we can cross-check by multiplying: ) the average HCM
software spending broken down to each employee, by 2) the number
of employees within mid- to large-sized enterprises. Beisen indicates
average spending per employee is currently around a Rmb200 sub-
scription fee per year with the adoption of all of its mainstream mod-
ules. We estimate that among the 750mn-strong work force in China
(per National Bureau of Statistics data), 20% are employed by mid-
to large-sized enterprises (150 million), which yields a Rmb30bn
market size for subscription. Adding the service part (50% of sub-
scriptions) and a 50% cloud penetration assumption, the market size
is Rmb22.5bn. This methodology is relatively conservative, as it

assumes a zero price increase over time.

From a pure software perspective, we also see a positive conclu-
sion from IDC: Beisen is the market share leader and a winner in the
fast-growing ChinaHCM software market, according to IDC, a market
intelligence provider. IDC excludes the service part in its calculation
of HCM software market size. We combine IDC's HCM and Payroll
software forecasts to make its forecast comparable to our estimates.
As estimated by IDC, China's HCM software market had a size of
Rmb6.1bn in 2022 and is expected to grow at a 22% CAGR, 2022-26,
to Rmb13.4bn. This 22% CAGR is higher than CIC's 2021-27 forecast
of 21% for the digital HCM market CAGR, and we think it is reasonable
to expect software to outgrow other IT services. We note HCM is the
fastest-growing part of China's ERP software market, based on IDC's
forecast. Beisen has the biggest market share in China's HCM soft-
ware market, at 8.3% in 2022, compared with 6.0% in 2018.

Exhibit 3:
terms of revenue

Share of the China HCM market, by delivery model, in

On-premise HCM = Cloud HCM

100%
90%
27% 29% 31% Y
- I 35% 39% 42% 47%
% 52%
70%

73% 71% 69%
65%
30% 61% 58%
53% 48%

2020 2021 2022E 2023E 2024E 2025E 2026E 2027E

Source: Company data, CIC; E = CIC estimates
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Exhibit 4: Comparison of on-premise solutions versus cloud-based solutions
On-premise Cloud-based
Scalability _ Low , High
Constrained by client's own resources Easily add more modules; pay-per-use
Low High
Adaptabilit i i
P y Complex and constrained by client system requirements More frequent upgrades ;li‘;c;gasy Installation across all
Lower High

Analytical capabilities
to client tools and data

Low
A ibilit
ceessibiity Limited to authorized work devices
High
Cost Slow and costly initial deployment

Ongoing maintenance and system upgrades

Source: Company data, Morgan Stanley Research

Data integration enables cross-module analytics, but limited

High data integration enables cross-module analytics
High
Accessible through any devices with unified user experience

Low
Simple initial deployment; vendor responsible for
maintenance and upgrades

Exhibit 5: We estimate a China cloud HCM SaaS TAM of Rmb22.5-29.0bn
Method 1 Mid-large enterprise Cloud penetration ARPU HCM market
2026 300k 50% Rmb200k Rmb29Bn
: Avg. spending
Method 2 China Workforce at i Cloud HCM SaaS +
workforce large enterprise P Dy penetration Services
per year
2026 750mn 20% Rmb200 50% Rmb22.58n
Source: : Morgan Stanley Research
Exhibit 6: HCM (HCM + Payroll by IDC’s definition) is expected to Exhibit 72 HCM (HCM + Payroll by IDC'’s definition) vendor market
grow at a 22% CAGR, 2022-26 share trends
2500 v 9% 1 8.3%
S R . /71/
2000 - 200 | 6.9% _
e ° o o — —e—Beisen
- 1,595 6.0% 8.1% ——
. - 6% | W’\_’v‘ SAP
E 1500 1'287 \ o Yoo
5% -
[=] 1,048 Inspur
3 1000 779 884 4% | \.<. —o—KNX
633 . CDP
500 362 449 550 ¥ —e—Kingdee
259 2% - —e—Neusoft
0 1% A

2016 2017 2018 2019 2020 2021 2022 2023E2024E2025E2026E

Source: IDC; E = IDC estimates.

0%

2018 2019 2020 2021 2022

Source: IDC; IDC excludes the service part of the market and purely considers the HCM software part, so
the market share data differ from CIC's figures.
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Product: Integrated solution covering the
whole employee lifecycle

Integrated solution is a big advantage

The HCM market covers a broad spectrum of products and services
to address the enterprises’ needs for recruitment, assessment, core
HCM, performance, succession and training. Each subsegment is very
specialized and requires significant expertise. This creates room for
single-module HCM players. We believe integrated HCM players are

much better positioned, for the following reasons:

¢ Demand: The key advantage of integrated HCM software is
the ability to fully collect, integrate and utilize data across
different modules for amore comprehensive view of HR man-
agement. Other strengths include a better user/employee
experience with a uniform interface, as well as easing system
integration challenges when adding new features/modules.

¢ Supply: Integration creates more opportunities for vendors
to cross-sell different modules that can be seamlessly
deployed on the same cloud platform, thereby increasing
customer ARPU with minimal incremental sales & marketing
expenses. Offering integrated products also helps toimprove
client retention rates by raising their switching costs. For
example, Beisen's core HR+ (i.e., core HR and other modules
purchased together) can help improve customer retention
rates, as it is integrated with a client’s daily operations, which
was not the case when clients only purchased standalone
recruitment or assessment products. Beisen has achieved
increasing subscription revenue retention rates, from105%in
FY20 to 113% in FY21, 117% in FY22 and 113% in FY1H23.

Global HCM market shows cloud/integrated vendors have won
market share. Integrated HCM SaaS players, such as Workday, con-
tinually gained share (from 7.4% in 2016 to 12.7% in 2021) at the
expense of ERP incumbents, such as SAP and Oracle, as well as tradi-
tional HR service providers, such as ADP. Smaller players with less
than10% share (“others™) also lost share, were acquired, or exited the
business. We attribute this to the superior offerings of Workday, with
high integration within one cloud platform, real-time data analytics,
flexibility and a better user experience. We believe the Chinese
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market will follow the same trend, favoring vendors that offer inte-
grated and cloud-native products. For customers, they enjoy the ben-
efits of lower friction when adding new modules to cover more

needs, while vendors can improve client APPU and retention.

Beisen's iTalentX encompasses the integration of data, user expe-
rience and use cases. Based on our research, Beisen is currently the
only Chinese HCM solution provider covering all six modules
together with a unified and open underlying PaaS. Integration is also
the core growth strategy of Beisen. For example, Beisen can onboard
new customers from the Recruitment or Assessment cloud (where
customers can make decisions relatively fast, and Beisen has a very
strong market position), and gradually expand to Core HR (where the
market size is bigger and customer relations are stickier) and other

modules.

¢ Integration of data. Beisen builds its products on a unified
cloud platform with inherent data integration across mod-
ules, which is the foundation for further data analytics and
data-empowered decision-making.

¢ Integration of user experience. Customers can access all
features via an integrated portal, providing a consistent user
experience platform-wide. This helps to lower learning time
and friction with new modules, and improve the user experi-
ence.

* Integration of use cases. Beisen's solutions are able to cover
the entire employee lifecycle, from recruiting, staffing man-
agement, and on-the-job training to resignation, as well as
covering different work scenarios catering to the needs of
employees, recruiters and managers.

We believe being able to offer an integrated solution provides a
deep moat. It requires expertise in nearly all the HR business pro-
cesses, in different verticals, different sizes of business and even dif-
ferent HCM styles. HCM is much less standard than other parts of
ERP, such as accounting, so the vendors need to offer a broad range
of feature configurations.Inaddition, vendors need to be competitive
in all the modules as customers have low tolerance for any perfor-
mance lag when selecting among integrated solutions. After 20
years' development of HCM software in China, very few players are

recognized as integrated vendors.
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Exhibit 8: Comparison of offerings across players in China's HCM market

Beisen KNX CDP Kingdee Yonyou Inspur SAP GaiaWorks Xinrenxinshi
Beisenits | knx| sanme <xinggee FAR inspur FIY BERE Owaws
Recruitment v v v v v v v v
Assessment v v v v
Emp_loyee profile & v v v v v v v v v
staffing
CoreHR Attendance v v v v v v v v v
Payroll v v v v v v v v v
Performance v v v v v v v v v
Succession v v
E-learning v v v v v v v
Unified PaaS v

Source: Company websites, Morgan Stanley Research.

Exhibit9: Beisen's iTalentX — Enabled by 4 building blocks

HR
management
theories and

know-how

R

Cloud
_ Served
computing ortune 500
and data companies
analytics

Over a
decade’s
industry

experience

Source: Company data, Morgan Stanley Research.

MORGAN STANLEY RESEARCH 13



Morgan Stanley | researcs

Customers: High-quality customer base
Mid-to-large enterprises

Beisen strategically focuses on serving mid-to-large customers.
Starting from 2020, it has required its sales force to target only
enterprises with over 500 employees (and it prohibits signing a con-
tract with a <300 employee enterprise). Beisen can on-board a cus-
tomer with 300-500 staff if Beisen expects the customer will have
>500 staff in the future. Large enterprises are more focused on an
organization's longer-term developments and cooperation between
different business units. SMBs, on the other hand, are more con-
cerned about the survival of the business and thus are more inclined
to purchase standalone products to meet a specific need.

This strategy brings higher ARPU, lower churn rates, and good mar-
keting expense efficiency (in terms of lifetime value over customer
acquisition cost, or LTV/CAC). These metrics have all been on an
improving trend since Beisen strategically shifted its focus to mid-to-
large customers in 2020.

e ARPU: HCM software solutions are usually priced based on
the number of seats/accounts, so relatively big enterprises
have a higher ARPU by nature. Relatively big customers have
the scale to extract efficiency gains via digitalization invest-
ment, and they have higher purchasing power. The measure
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of dividing total bookings by the number of paying customers
showed an increasing trend of approximately Rmb131K, 147K,
170K and 186K for FY19, 2020, 2021 and 2022.

Churn rate. Customers going out of business is the most fre-
quent reason for the churn in SaaS companies in China, so
focusing on mid-to-large customers can effectively reduce
the risk.

LTV/CAC. Focusing on mid-to-large customers and a custom-
er-centric sales organization helps toimprove Beisen's selling
and marketing efficiency, laying a good foundation of oper-

ating leverage for the future.

Beisen currently covers 70% of Fortune 500 companies in China, and
most of the top ten players in technology, real estate, and financial
services, among other segments, are all Beisen's customers. Being
able to cover vertical champions provides evidence of Beisen's
product capability, further affirming its qualities.

Workday's experience showcased the advantages of high-quality
large clients: In the global HCM market, Workday's experience and
strategic focus on large customers are demonstrated in its industry-
leading LTV and LTV/CAC. We believe this is attributable to its high
upsell/cross-sell capabilities and low retention rates for large enter-
prise clients, despite higher CAC. We have more details in the Case
study: Workday's Success .

Exhibit 10: Beisen’s key customer profiles: trusted by industry leaders

Internet E20 2" B2 NerEase SR Bai'@.ﬂ.fﬁﬁ Tencent il O as Qunar. :J $
Real estate Brwer Fwgm Vankers  PHEHDE pmd = SIRE
Finance Ak @rant PE¥E IR oTmmsms [ ERES €) nEAR
. == = ‘. {
cransoe | (QHEZR @KBBTH BRI SCazmz A 7Aacwss Namett AIMER 2R
Technology MM Huawer  ZTER% H3C  sSONY BOE [EAv#® 6 GRee#Hs
&) tEBH o o CREK ) pEmamE ®
SOE @ China Mobile %ﬁ (Hln“;:‘;ﬁ; A St e‘ kL O prec s ﬁgm'?nse\uu_;
Consumer 2 UNI
P¥) ﬁ&‘f T3 BAA®B qLO iﬁ ZAR
~
Source: Company data
Exhibit 11: Comparison of customer acquisition efficiency across players, as of 2022
(US thousands) ARPU GPM Revenue retention LTV CAC LTV/CAC
WDAY 1,243.6 77.4% 97.0% 32,070.2 2,394.4 13.4
Paycom 37.0 84.5% 93.0% 446.5 129.0 35
Paylocity 255 66.3% 92.0% 211.1 47.1 45

Source: Company data, company quarterly and annual reports. ARPU is calculated as ARR/number of customers; WDAY's ARR is based in Morgan Stanley Research estimates for FY23, ending
January 2023. CAC is calculated as sales expenses/new customers in the latest fiscal year. LTV is calculated as ARPU*gross margin*revenue churn rate. Paylocity data is as of end of FY22, ending

June 2022.
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Modern Infrastructure: PaaS differentiates
Beisen from other HCM SaaS

No Paa$, no SaaS

Beisen's Paa$S platform is, in our view, one of the key differentiators
among the HCM software vendors, as it helps Beisen add value by
enabling customization at a lower marginal cost. A pure standardized
SaaS model fails to address the different HCM needs of enterprises, as
each company has distinct performance evaluation systems, atten-
dance policies, remuneration structures, and so on. Therefore, some

level of customization is required for the vast majority of enterprises.

Beisen started to investin PaaS, with around 300 developers as early
as 2014, when it started to revamp its offerings and develop the Core
HR solution. Beisen later rebuilt its SaaS applications, e.g.,
Recruitment and Assessment modules, among others, on the unified

and cloud-native PaaS platform.

The PaaS infrastructure was initially built for internal use between
2014 and 2018, and it was offered to customers and external devel-
opers from 2018, and it has accumulated 100+ customers and 300+
applications to date. We believe the PaaS platform will become one
of the core growth strategies for Beisen as it continues to expand
ecosystem partners, including independent software vendors (ISVs),
recruiting websites, online travel agents, employee insurance service

providers, and other such partners.
Benefits of PaaS

We believe the PaaS infrastructure has three main advantages:

e |t increases Beisen's application development efficiency,
driving faster time-to-market for new modules and product
upgrades. For example, Beisen has some new modules that

Exhibit 12: Beisen's PaaS ecosystem
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start generating revenue within one year of development,
versus an industry norm of three years.

e |t supports customers’ rapid HCM application expansion.

e [tfulfills customers’ specific needs by allowing consultants to
deliver by configuration (no-code) or customers’ in-house IT
specialists to develop tailor-made applications (low-code) on
top of Beisen's platform, which solves the dilemma of serving
large enterprises and catering to their customization
demand. This could help to optimize Beisen's R&D costs and

reduce implementation challenges.
Differentiation versus peers

Beisen's competitors are also working on PaaS, but we see clear dif-
ferentiation for Beisen.

Compared with ERP incumbents, Beisen's PaaS is unified and
HCM-focused. Due to legacy issues, ERP incumbents are all running
multiple versions of HCM products on and off their PaaS. Beisen is
the only vendor that has built the entire HCM solution based on one
unified PaaS, which is the most modern structure, in our view. This
will help streamline internal development on product upgrades, and
help facilitate a unified customer experience. Also, Beisen's PaaS is
focused on HCM-related demand, while ERP incumbents’ PaaS have
to support many more applications, such as accounting, supply chain
management, and manufacturing. Beisen's PaaS also has a longer
track record than Kingdee's and Yonyou's platforms.

Compared with offerings of other smaller HCM SaaS vendors,
Beisen's PaaS capability yields a major advantage, in our view. We
believe that it would take peers multiple years, employing hundreds
of software developers, and investing hundreds of millions of RMB
to catch up.

A

Beisen's developers

Clients'IT specialists

Operation and maintenance

Data services
Deployment and delivery platform
Monitoring and alarm system

Log analysis

Increase app development
efficiency

Support fast expansion
development

Fulfil changing
customization needs

Cloud-native, multi-tenant, metadata-based

Source: Company data, Morgan Stanley Research.
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Business model: Subscription-based model
offers good visibility

Beisenis strictly adhering to public cloud deployment and a subscrip-

tion-based model for all of its customers.

Public cloud deployment lowers the cost of ongoing maintenance
and upgrades, as clients are kept on the same version, and new ver-
sions are pushed to all clients simultaneously. Beisen has also built
its own data center infrastructure, aided by some third-party infra-

structure-as-a-service (laaS) capacity as well.

We also observed healthy cloud migration intentions for HR soft-
ware, based on our latest AlphaWise China CIO Survey of 166 busi-
ness executives conducted in March 2023 via an online survey, with
close to 40% of ClOs indicating that they have adopted cloud HR or
intend to migrate in the next two years. This only trails CRM, collabo-
ration software, ofice software and SCM (supply chain manage-
ment).

Exhibit 13: Comparison of subscription revenue as a percentage

of total revenue across vendors

100%
90%
80%

70%

60% —a—— — — — — — — . — — — — — — Avg
50%

40%

30%

20%

10% l

Beisen WDAY Kingdee Yonyou Kingsoft Glodon  Ming Yuan
Office Cloud

Source: Company data, Morgan Stanley Research. Beisen is as of September 2022; WDAY as of January
2023; Kingdee, Yonyou are calculated using 2022 ARR/revenue; Glodon calculated using 2022
Construction SaasS revenue/total revenue; Kingsoft Office as of 2022; MYC is calculated using 2022 SaaS
products rev/total revenue
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Greater China IT Services and Software: China TH23 CIO Survey:
Regaining Confidence (25 Apr 2023)

The subscription model leads to more recurring and predictable rev-
enue. This is particularly important amid the volatility of the macro-
economy. In addition, the subscription model lowers initial
investment hurdles or trial error for customers (i.e., if the customer
dislikes the product, the amount of money invested is relatively

small).

Subscriptions accounted for 71% of Beisen's revenue in fiscal year
2023, based on our estimates (the rest is mainly implementation ser-
vice, without customization) — below global HCM SaaS leader
Workday's current 89%+, but above the average of Chinese SaaS
peers ( Exhibit 13 ). Beisen's current subscription revenue s largely in
line with the level for Workday back in 2013-14. We expect the share
of subscription revenues will continue to increase along with the
growing existing customer base, similar to the trend WDAY has dem-
onstrated over the past 10 years. This mix change should also gradu-

ally drive up the gross margin.

Exhibit 14: Subscription revenue is protected by high contract lia-
bilities
mmmm Contract liabilities
Subscription revenue (next year)

Contract liabilities % of next-year sub revenue
Contract liabilities % of next-year total revenue

1,200 88.1% 92.6% 94.5% 100%
81.9% 82.2% 70.5% 90%
1,000
67.6% .5" 80%
63.1% 70%
800
56.1% 56.1%
51.4% 60%
600 50%
1,084
- 0%
400 & 795 30%
200 a0 463 529 20%
10%
- 0%
2020 2021 2022 2023E 2024€ 2025E

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.


https://ny.matrix.ms.com/eqr/article/webapp/689b480c-df2e-11ed-8389-dc3d9b9f2874?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/689b480c-df2e-11ed-8389-dc3d9b9f2874?ch=rpint&sch=ar
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Exhibit 15: HR has relative high cloud migration intentions (1H23)
100%
90%
80% 1% No Plan
70%
67% o
60% e i 77% 78% 81%

. m After one year
50%
40% 14% I l
30% } 1o 10% . I . . Next Year
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20% 12%
10% 19% 23% . 5% 4% 8% 7%
) 12% 14% 10% 12% 10% 10% 8% 7% I m Already
0% Migrated to the
&é o S %(}& & \{.\\@ » & 0&& . N < & Public Cloud
& N 2 2O xS I N N
g‘\“‘° 0\\%9 & NS 3 cf Q\& Q@c
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Source: AlphaWise, Morgan Stanley Research
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Case study: Workday's Success

Workday ("WDAY")is a global leader in enterprise SaaS. It began with
integrated HCM solutions and later expanded into financial manage-

ment solutions. Workday's fiscal year ends January 31.

Workday maintained a high double-digit top-line between 2010 and
2015, which fell to 30-50% from 2016 to 2020 as Workday continued
to add more products to expand its TAM, deepen its technological
lead, and engage in strategic M&A. Put another way, Workday grew
revenue by 23x in the past 10 years, from US$273mn in FY13 to
US$6,216mnin FY23. According to IDC, Workday expanded its global
HCM market share from7.7%in 2017 to 12.8%in 2022, at the expense

of traditional on-premise solutions and single module players.

With a growing customer base, Workday increased its subscription
revenue percentage from70%in FY13to 90%in FY23, lifting blended
gross margin from 58% to 77% and operating margin from -33% in
FY13 to +20% in FY23.

We provide an analysis of Workday's key success factors, which we
believe are the result of good strategic planning and execution.

Mid- to large-size enterprises. Workday has been heavily focused
on large enterprises right from the start, and it counts over 50% of

Global Fortune 500 enterprises as customers. The focus on large
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enterprises results in high gross revenue retention rates (average
98% over 20 quarters ending July 2021), high efficiency of marketing
expenses, and strong profitability.

Cloud-native technology. Without legacy on-premise products,
Workday delivers its suite of solutions on a unified cloud platform
fromthe bottom up, including developing a proprietary database and
programming environment, giving it an edge as other players took
time to transform to the cloud model. Workday maintains its techno-
logical lead through R&D and acquisitions, enhancing capabilities in
real-time data analytics, cloud computing, micro services, distributed
storage, etc. The modularization and unified platform approach
allow Workday to speed up module upgrades without rebuilding the
underlying architecture. While this approach requires higher upfront
investment, it helps Workday create barriers to entry, increase client
loyalty and expand its TAM with better cross-selling opportunities.

Paa$ platform to cater to customization needs. In order toimprove
the customization beyond its standardized Saa$S products, Workday
started to build its PaaS platform, Workday Cloud Platform, in 2017,
with general rolloutin 2020. The PaaS platformis open to customers
for application configuration and industry-specific customization, as
well as to third-party developers and system integration partners to
build applications directly on Workday and integrate with other sys-
tems to consolidate data and automate workflows.

Exhibit 16: Worldwide HCM and payroll application market share, 2017-2022

100%
90%
80%
70%
60%
50%
40%
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20%
10%

50.4% 50.6% 49.5%

2017 2018 2019

Others
Paylocity
49.3% 48.5% 46.7% Ceridian
Paycom
m Cornerstone
m Oracle
ADP
m SAP
UKG

m Workday
2020 2021 2022

Source: IDC; Ultimate Kronos Group (‘UKG") is the new company after the merger of Kronos Incorporated and Ultimate Software in 2020, and thus the market shares of UKG in 2016-2019 are estimated by summing up

the respective companies’ market shares.
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Exhibit 17: WDAY subscription revenue as % of total revenue, FY2011-2023
100.0%

9 %
90.0% T 796%  82.0% 83.4
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Source: Company data, Morgan Stanley Research; Financial years ending January.

Exhibit 18: WDAY GPM trends, FY11-2023
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Source: Company data, Morgan Stanley Research. Financial years ending January.
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Investment Concerns

Market: Beisen has to sacrifice some market
opportunities to stick to its strategy

We like Beisen's focus on mid-to-large customers and its standard
product and public cloud deployment, but we acknowledge that
Beisen has to pass up some market opportunities. We think enter-
prises with 500-10000 people are the current real TAM for Beisen'’s
core HCM solution, excluding some SOEs.

e Some SOEs do not accept public cloud deployment due to
concerns over data security, or the subscription model due to
inertiain procurement processes. Beisen's cloud security cer-
tificates, neutral position and self-built infrastructure pro-
vide limited help in changing these customers’ preferences
for private cloud and full asset ownership. This applies to
Beisen's core HR product (almost 60% of HCM software
market size). We still see very good acceptance of cloud-
based assessment or recruitment software among this group
of customers.

¢ Large enterprises with tens of thousands of employees tend
to build in-house solutions or do deep customization of
existing products. This also mainly applies to the core HR
market. Such enterprises have the scale, IT capability and
HCM know-how to build core HR systems using an in-house
team of 50-100, and some outsourced labor at the same time.

e SMB demand is strategically given up by Beisen. This is not
that significant, in our view, given the low ARPU and high
churnrate. Most Chinese SMBs with <300 employees choose
to do HCM manually.

We believe the underlying reasons rendering these three types of
customer unaddressable are highly likely to sustain. Based on CIC's

forecast, the traditional on-premise HCM software market is

FOUNDATION

expected to grow at a19% CAGR, 2021-2027, and the market size will
remain bigger than that of cloud-based HCM until 2027. Against any
potential for aweak macro backdrop, not serving very big SOEs could
become arelatively significantissue, as SOEs tend to have more resil-

ient budgets.

These unaddressable market opportunities are the reasons for
Beisen's current revenue scale of Rmb680mn in FY22. Combining
the on-premise and cloud-based digital HCM markets, Yonyou and
InspurInternational are both slightly bigger than Beisen, and Kingdee
is not far behind.

Beisen has atrack record of moving up. Historically, Beisen hasbeen
consistently improving its Core HR product capability to meet major
customers’ demands and address more opportunities with standard
products. It has grown from 2K to 5K and then to 10K employee
enterprises in the past several years. It has a plan to move up to the
20K market within three years, which of course is subject to execu-

tion.

Exhibit 19: China cloud HCM SaaS market segmentation: Beisen
is moving up the pyramid

20k
Very large
enterprises
(Future addressable) 10k
8000
Beisenits 5000
500
300

Small-mid enterprises

Source: Company data, Morgan Stanley Research
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Competition: Beisen is faced with three
groups of peers

There are three types of competitor in the market:

ERP incumbents: HCM accounts for 30% of the overall ERP market
in China, and integrated ERP vendors view HCM as the second-most
important module in their offering, after accounting. Yonyou,
Kingdee, Inspur, SAP (SuccessFactor) and Oracle (PeopleSoft) all
have big existing ERP customer bases in China to cross-sell their HCM
solutions. Using the same vendor for HCM and other ERP modules
canreduce challenges of systemintegration and help facilitate better
data-sharing. Also, Yonyou, Inspur and Kingdee are better positioned
than Beisen in ERP software localization initiatives among big SOEs.
They have a chance to gain know-how from big enterprises, improve
products, and finally win greater market share among major cus-
tomers. We note Kingdee launched a new generation of HCM SaaS
solutions in 2022 after its customization project for Huawei. Yonyou
acquired Dayee, aleading cloud-based recruitment solution provider,
in 2021.

HCM Saa$ startups: The HCM market remains fragmented. We have
seen many private HCM SaaS companies raise capital in the past 2-3
years ( Exhibit 27), and they may use this capital to invest in R&D to
narrow the product gap with Beisen. The downcycle in 2022 has
cooled the fundraising activity and aggressive expansion of private

players, but they remain in the market. Therefore, there is risk that
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competition will intensify again as business activity improves in the

future.

In-house solution turning to exporting: ByteDance and Ping An are
two special competitors of Beisen, wishing to export their in-house
HCM solutions via Feishu and HR-X, respectively. Though there is a
large gap between in-house solutions and a product serving third par-
ties, their parentcos’ support and branding is worth monitoring.
Beisen's different modules may be faced with different forms of com-
petition. Forassessment and recruitment, Beisen has a strong market
position, but the standard product and short implementation cycle
make the churn rate relatively high. Core HR has a low churn rate, but
competition for new customers could lead to a price war. We note
Feishu's core HR currently focuses more on the SMB market, and
HR-X turned much less vocal in the market after a high profile 2020,
likely due to parentco’s strategy change.

Based on current competitive dynamics, we believe Beisen has about
a two-year early-mover advantage. If it fails to quickly grow its cus-
tomer base in this favorable period, its long-term market share may

be in question.

We also see a risk of intensified competition for employees, in
both R&D and sales, with the potential loss of key talent and/or
higher personnel costs, if the economic condition heats up again or
as internet companies emerge out of previous waves of regulatory

reset.
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Exhibit 20: Private HCM Saa$ players financing summary
Proceeds Amount _
Company Issue Date (USD mn) Major investor(s) Rounds
KNX Mar-20 Greenwoods Investment, Zhongnan Capital D1
Jan-18 24 Legend Capital, Oriental Fortune Capital B+
CDP Nov-19 80 51job E
Gaia Dec-20 79 GGV, EDBI, Tencent, Matrix Partners, Index Capital D1
Jan-19 48 Tiger Global, Matrix Partners, Warburg Pincus C
Xinrenxinshi Nov-18 29 Kingdee C
Mar-18 14 Alpha Startups, Sequoia China B
eRoad Dec-21 159 D
Jul-20 Huaxing C3
Jan-20 95 Eastern Bell, Hillhouse, SIG, Ivy Capital, Cc2
Jul-19 SIG, Hillhouse C1
Oct-18 Hillhouse B
Moka Nov-21 100 Tiger Global, Blue Lake, Hillhouse, GoldenSand, GGV C
Dec-20 Hillhouse, GGV, GoldenSand, Xiang He Capital, Blue
~50 B/B+
Mar-19 Lake
Mar-18 GGV, FreesFund, GoldenSand A/A+
Source: Company data, Morgan Stanley Research
Exhibit 21: Assessment of overall capabilities across HCM players from our channel checks
Beisenits w ORACLE ':_Kingdee FHE

Easy to use

Integrated, full coverage of features

Capability to support mid-sized enterprises (500-10K)
Capability to support large enterprises (>10K employees)
Private cloud/on-premise deployment

Price competitiveness

Overseas version (for multinational enterprises)
Take care of implementation

Customer service

ERP solutions

Domestic technology

PaaS capability

Source: Morgan Stanley Research
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Macro: Correlation with enterprise spending

Enterprise spending is not immune to macro slowdowns, though the
subscription model can help mitigate volatility in smaller economic
cycles to some extent. Traditionally, HCM solutions are used for
internal efficiency improvement, which is less urgent than produc-
tion system or other mission-critical IT areas in the eyes of enterprise
customers. When downside risk emerges, enterprises tend to cut the

internal efficiency-related spending first, to save cost.

From our latest ClO survey, we see a healthy rebound in overall ERP
spending growth for 2023, rising back to 10.1%, compared to 6.2% in

Exhibit 22: HCM market shows a correlation with China’s nominal
GDP growth
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Source: Ministry of Human Resources and Social Security (MOHRSS), CIC, Morgan Stanley Research
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2022.However, HR software spending seems less resilient,and more
likely to get cut, in the face of macro downturns; this is consistent

with our view.

In addition to the macro headwinds in 2022 stemming from Covid-19
disruption, Beisen also has some revenue exposure to industries
heavily affected by unfavorable regulations since 2020-2021,
including internet (one of the top contributors), real estate, and edu-
cation in China, despite Beisen's HCM being widely adopted across

various industries.

Exhibit 23: ERP spending growth expectations
ERP Spending Growth
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Source: AlphaWise, Morgan Stanley Research

Exhibit 24: Most defensive project spending if economy worsens in 2023
Most Defensive Project Spending if Economy Worsens in 2023

(% 'Least likely cut' minus % 'most likely cut)  -30%

Artificial Intelligence / Machine Learning / Process Automation

Contact / Customer service center software/equipment

20% -10% 0% 10% 20%  30%
I I I I I )
Digital Transformation _ 13%
ERP | EA
Security Software - 5%
Compliance Software . 3%
Infrastructure Software . 2%
1%
Collaboration Software I 1%
[ HR Software I 1% ]
Systems Mgmt Software I 1%
Vertical Applications Software I 1%
Cloud Computing 0%
Quantum Computing 0%
Windows Desktop / PC Operating System -1% I
Social Software -1% I
2% [l
Outsourcing -3% .
Desktop Virtualization -4% -
Blockchain -4% -
Data Center Build out -6% -
Consulting -9% -

Source: AlphaWise, Morgan Stanley Research
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Financials: It takes time to turn cash flow
positive / profitable

Under the subscription model, revenue can only be recognized based
on time lapse, but selling and marketing expenses are one-off,
leading to a major mismatch between revenue and expenses. It is
common to see a fast-growing SaaS company reporting a net loss,

and Beisen is also in this stage now.

Exhibit 25: Net profit and net margin

mmmm Adjusted net profit (Non-IFRS) NPM (%)

- m— 0.0%
0 (121) 0% [ 10.0%
100} (164) e

_ ( b -20.0%

(150) 21.8% h ool
-24.1% - -30.0%

N
[N~ - -40.0%

(250) -39.7%

(300) -54.9% - b -50.0%
(350) L -60.0%

2020 2021 2022 2023E 2024E 2025E

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates

Exhibit 27: Free cash flow breakdown, 2025e: Working capital is
key

200

) .

a0 O NN

(200)

””” N
(300) @ 77777

(400)
Netincome  Depreciation and Lease SBC Capex
amortization

Net change in FCF
working capital

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
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The faster it expands, the bigger the short-term net loss it will book.
FCF will be better than netincome, helped by customer prepayment.
Inarising interest rate environment, the market may care about prof-

itability more than in previous cycles.

We forecast Beisen will remain FCF negative until FY25 and loss-
making in FY24-25. Based on our calculations, Beisen has enough
cash on hand to sustain the business until the anticipated FCF turn-

around.

Exhibit 26: Free cash flow

200 m FCF % of revenue 20.0%
161 :
150 (]
13.7%  10.0%
100
50 -3.2% -2.9% - 0.0%
- - -10.0%
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150 ‘
(150) (132) e | s00%
(00) -287% .‘ (161)
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2020 2021 2022 2023E 2024E 2025E

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates

Exhibit 28: Beisen's existing cash positions FY22 are almost

enough to cover negative FCF until FY25
350 = Cash balance as of FY2022
300
250
200
150
100
50

Cash burn

(28)
50

100
150
200

(161)

FY2022 FY2023 FY2024

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates. Cash and
cash equivalents include cash, restricted cash and current financial assets
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Exhibit 29: Mismatch of revenue and high upfront customer acquisition costs lead to negative short-term profits (assuming unchanged

ARR)

(Rmb '000) Year 1 Year 2 Year 3 Year 4 Year 5

ARR per customer 122 122 122 122 122

Professional Services per new customer 91

Cost of revenue HCM S(,)IUtionS ) (28) (28) (28) (28) (28)
Professional Services (72)

Customer acquisition cost (202)

Contract renewal cost (4) (4) (4) (4)

Marginal contribution to profit (90) 90 90 90 90

Source: Morgan Stanley Research. Assume 20% logo churn rate, i.e., customers are retained for 5 years. Customer acquisition costs are calculated as S&M expenses divided by gross adds of customers. Contract renewal
costs are set at 3% of ARR, as sales compensation.

Exhibit 30: Mismatch of revenue and high upfront customer acquisition costs lead to negative short-term profits (assuming expanding

ARR)

(Rmb '000) Year 1 Year 2 Year 3 \CEIE Year 5

ARR per customer 122 136 157 179 203

Subscription revenue retention rate 117% 112% 115% 114% 114%

Professional Services per new customer 91

Cost of revenue HCM Solutions (28) (34) (39) (42) (46)
Professional Services (72)

Customer acquisition cost (202)

Contract renewal cost - (4) (5) (5) (6)

Marginal contribution to profit (90) 98 113 131 151

Source: Morgan Stanley Research. Assume 20% logo churn rate, i.e., customers are retained for 5 years. Customer acquisition costs are calculated as S&M expenses divided by gross adds of customers. Contract renewal
costs are set at 3% of ARR, as sales compensation.
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Valuation and Comparables

DCF Valuation

Base case, 10-year discounted cash flow model. We favor DCF
because we believe it best reflects the company's long-term growth
potential. We assume a 3% terminal growth rate. We use a 13.8%
WACC (14.8% cost of equity, 5% risk-free rate, 1.5 beta; 6% cost of
debt, 10:90 debt-to-equity weighting).

Our WACC assumption is slightly higher than peer Kingdee, at 13.2%,

on our higher beta assumption.

Our price target of HK$14 implies a 7.0x FY24 EV/sales multiple.

Our bull case value is HK$17.4 based on these
assumptions:

¢ ARR growth: 15.2%, 40%, and 37% for 2023, 2024 and 2025

¢ HCM Solution GPM: 75.0%, 77.3%, and 78.3% for 2023, 2024
and 2025

e S&Mas % of revenue: 52%, 44.0%, and 44.0% for 2023, 2024
and 2025

Exhibit 31: Beisen - DCF valuation

FOUNDATION

Our bear case value is HK$7.7 based on these
assumptions:

¢ ARR growth: 15.2%, 20%, and 18% for 2023, 2024 and 2025

e HCM Solution GPM: 75.0%, 73%, and 73% for 2023,2024 and
2025

o S&Mas % of revenue: 52%, 48.0%, and 48.0% for 2023, 2024
and 2025

RISKS TO UPSIDE

e Faster HCM revenue growth to drive accelerated topline
growth if macro and customers see faster recovery (e.g.
increasing business and hiring activity)

¢ Faster-than-expected revenue growth from mid-large enter-
prises, if Beisen successfully pulls off its strategy to target
high-end enterprise markets

e Better opex controls such as headcount controls, leading to
positive operating leverage

RISKS TO DOWNSIDE

e Further slowdownin China's macroeconomic growth, leading

Years Ending March 31 2020 2021 2022 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E
Rmb mn Scenario 0
DCF
Unlevered FCF (132) (18) (225)| (161) (28) 161 242 286 433 585 730 874 1,006 1,171 1,362
% change 5.6% -86.3% 1146.5%)| -28.6% -82.8% -683.9% 50.1% 18.0% 51.6% 35.1% 24.9% 19.6% 15.2% 16.4% 16.3%
% 3-yr CAGR 6.9% 15.2% -189.5%)| -214.6% -317.8% 39.0% 34.2% 36.8% 26.4% 19.8% 17.0% 16.0%
% of revenue -28.7% -3.2% -33.2% -21.4% -2.9% 18.7% 16.6% 16.3% 20.9% 23.9% 25.7% 26.5% 26.5% 271% 28.1%
Year 0.75 1.75 2.75 3.75 4.75 5.75 6.75 7.75 8.75 9.75 1-10 CF
14.8%)| 145 190 195 258 303 330 344 345 350 354 2,815
13.8%) 146 193 200 267 316 347 365 369 377 386 2,966
12.8%) 147 196 205 275 330 365 387 395 408 420 3,129
Cost of debt Xk WACC 12.8%
Tax rate QKA Terminal growth 3.0% .|
After-tax cost of debt 5.4%|Year 1-10 CF 2,815 2,815 2,815 2,966 2,966 2,966 3,129 3,129 3,129
Debt weighting 10.0%| Terminal value 2,820 3,088 3,407 3,331 3,674 4,088 3,965 4,412 4,961
Enterprise value 5,634 5,903 6,221 6,297 6,641 7,054 7,095 7,542 8,090
Risk-free rate 5.0%|Net cash/(debt) 487 487 487 487 487 487 487 487 487
Equity risk premium 6.5%|Investment 1,335 1,335 1,335 1,335 1,335 1,335 1,335 1,335 1,335
Beta 1.50 |Minority interests - - - - - - - - -
Cost of equity 14.8%|Equity value 7,457 7,725 8,044 8,119 8,463 8,877 8,917 9,364 9,912
Equity weighting 90.0%|No. of shares (mn) 715 715 715 715 715 715 715 715 715
DCF value (Rmb/share) 10.42 10.80 11.25 11.35 11.83 1241 12.47 13.09 13.86
WACC 13.8%|FX HKD/CNY 1.18 1.18 1.18 1.18 1.18 1.18 1.18 1.18 1.18
Price target (HKD/share) 123 12.8 13.3 13.4 14.0 14.7 14.7 15.5 16.4
EV/Sales (FY 2024E) 6.0 6.3 6.6 6.7 7.0 75 75 8.0 8.6
EV/Sales (FY 2025E) 4.8 5.0 53 53 5.6 6.0 6.0 6.4 6.9

Source: Company data, Morgan Stanley Research estimates.
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to subdued hiring activity and IT spending growth

e Execution risk in entering large enterprises

¢ Intensified domestic competition and share loss to other ERP
players or start-up HRM companies

¢ Slower profitability turnaround if failing to achieve opex con-

trols and operating leverage improvement
Valuation Comps

We think Kingdee serves as a good comparable for Beisen. Kingdee
is Chinese domestic ERP software and cloud service leader in the
stage of cloud transition, which means a smaller percentage of recur-
ring subscription revenue. It is a direct competitor of Beisen's HCM
solutionin the China market.Kingdee s listed on the HKEX and s still
in a loss-making stage. It is trading at 2023e EV/sales of 5.7x, based
Morgan Stanley Research estimates.

We believe Workday (WDAY.O, covered by Keith Weiss) is also a
good comparable for Beisen because both are respective market
leaders in Cloud HCM solutions in the US and China, and both have
a cloud-native technology, subscription-based model and a strategy
of focusing on relatively large enterprises. Workday is much bigger
than Beisen, has a longer track record and higher gross margins, and
has already passed the breakeven point, while Beisen has a faster rev-
enue growth outlook. Workday is currently trading at NTM EV/sales
multiple of 6.0x (FY2024E), below its historical average of 9-10x

Exhibit 32: Valuation comparison

FOUNDATION

since its IPO in October 2012.

We mainly compare EV/sales multiples because Beisen and some
peers are in a fast-growing/cloud-transition stage, there is a major
mismatch between revenue (recognized with a lag) and costs
(one-off), and near-term reported profits cannot reflect real long-
term profitability. EV/sales is also a widely adopted metric for SaaS

companies with high recurring revenue.

Beisen's high revenue growth potential and higher recurring rev-
enue percentage is underappreciated. Beisen is currently trading at
4 8x FY24 EV/sales, compared with Kingdee's 5.7x. We think Beisen's
higher revenue growth (25% next-three-year CAGR vs. 21% for
Kingdee) is underappreciated by the market. At the same time, we see
a higher recurring subscription revenue percentage for Beisen (72%
in FY24) compared with (40-45% for Kingdee). So Beisen's higher vis-
ibility of future revenue streams is not reflected in the current share

price, in our view.

Rating CURR Market cap EV EV/S Rev CAGR
(LC mn) (LC mn) 2023E 2024E 2025E (22-25)
0268.HK Kingdee 0 HKD 11.64 40,480 33,854 5.7 4.7 3.9 21%
600588.SS Yonyou E CNY 20.63 70,988 69,654 6.1 5.0 4.0 23%
|9669.HK Beisen (6] HKD 9.93 7,107 4,743 5.0 4.0 3.3 25%
PAYC.K Paycom * usD 265.31 15,354 14,878 8.7 7.2 6.0 22%
PCTY.O Paylocity * usb 165.20 9,221 8,987 7.0 5.9 5.1 21%
WDAY.O Workday (0] usb 178.32 46,185 43,039 6.0 5.1 4.4 17%
SAPG.DE SAP (0] EUR 122.30 151,153 156,030 5.1 4.7 4.3 5%
ORCL.N Oracle E usD 97.44 263,069 346,620 6.5 6.0 NA NA
Median 6.0 5.0 4.3 21%
Average 6.3 5.3 4.4 19%

Source: Refinitiv Eikon, Morgan Stanley Research; EV/S are calendarized. *Consensus estimates used for PAYC and PCTY, which are not covered by MS. Note: WDAY is based on Morgan Stanley Research estimates, with
FY year ending in January; financial years were adjusted to calendar years (e.g., FY22 is counted as CY21). ORCL's financial year end in May; financial years were adjusted to calendar years (e.g., FY22 is counted as CY21).
Kingdee and Yonyou are based on MSe. Paylocity's financial year ends in June; sales were adjusted to calendar years by adding up quarterly sales. Data as of 11 May 2023
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Exhibit 33: Summary of peers’ operating metrics (Rmb mn)

Beisen Workday SAP Paycom Paylocity Kingdee Yonyou
Beisenits W(@;y, w Apaycom {3 paylocity % Kingdee H;Em
ARR (Rmb mn) 670 43337 2140 2040
2022 750 42889 234618 9489 6908 4866 9262
Revenue (Rmb mn) 2025 1455 67943 273590 17078 12037 8715 17415
3-year CAGR 25% 17% 5% 22% 20% 21% 23%
Subscription, % revenue 71% 90% 41% 76% 22%
Dollar retention rate 112% 97%
ARPU (Rmb '000) 128 8581 255 176
Gross margin 56% 77% 73% 85% 71% 62% 56%
R&D 39% 26% 18% 1% 14% 27% 19%
Expenses, % of revenue S&M 52% 25% 25% 24% 23% 42% 24%
G&A 19% 6% 4% 13% 12% 10% 12%
OP margin (reported) -50% 19% 15% 28% 24% -17% 0%
Net margin (normalized) -40% 15% 15% 20% 23% -8% 2%
Net margin (reported) -48% -6% 7% 20% 9% -8% 2%

Source: Refinitiv Eikon, Morgan Stanley Research. Data as of CY2022. WDAY is based on Morgan Stanley Research estimates, with FY year ending in January; financial years were adjusted to calendar years (e.g., FY23 is
counted as CY 2022). SAP, Kingdee, and Yonyou are based on MSe and financial years end in December. Paylocity financial years end in June, and the annual figures are calculated using quarterly figures, except for ARPU
which was as of June 2021. Expenses are as reported, without adjusting for share-based compensation (SBC); adjusted net margin is adjusted for non-recurring items and SBC. Workday, Paycom and Paylocity operating
metrics are converted into Rmb using USD/RMB exchange rate of 6.9; SAP operating metrics are converted into RMB using an EUR/RMB exchange rate of 7.6

Exhibit 34: 5Y historical EV/Sales — Workday Exhibit 35: 5Y historical EV/Sales — Kingdee
(X) (X)
14 30
12 1150, 25
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R Source: : Refinitiv Eikon; Morgan Stanley Research. Data as of 11 May 2023
Source: : Refinitiv Eikon; Morgan Stanley Research. Data as of 11 May 2023.

Exhibit 36: NTM EV/Sales vs 3-year revenue CAGR
9.0 Paycom
85 ¢
8.0 -
7.5 -

7.0 - Paylocity « -

6.5 - T Yonyou

6.0 - ¢
55 Workdayj Kingdee

NTM EV/Sales

50 Beisen *
45 -

4.0
15.0% 17.0% 19.0% 21.0% 23.0% 25.0%

2022-2025e revenue CAGR

Source: Refinitiv Eikon, Morgan Stanley Research. WDAY is based on Morgan Stanley Research estimates, with FY year ending
in January; Beisen is based on Morgan Stanley Research estimates, with FY year ending in March; financial years were
adjusted to calendar years for Beisen and WDAY (e.g., FY2023 is treated as CY2022). Kingdee and Yonyou are based on MSe.
Other estimates are Refinitiv consensus. Paylocity financial years end in June; the sales were adjusted to calendar years by
adding up quarterly sales. Data as of 11 May 2023
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Financial Forecasts and Earnings Outlook

Revenue and drivers

We expect Beisen’s revenue to rise 10% in FY23, to Rmb750mn. The
FY23 slowdown stems from Covid disruptions and a higher base in
FY22 due a subsidiary (Beisen Shengya, with revenue of ~Rmb20mn
in FY22) that was disposed of in FY22. We expect Beisen to return to
a high-growth trajectory after reopening, with 26% growth in FY24
and 25% in FY25, mainly driven by existing customers with a high net
expansion rate of 115%/114%, as well as new customer additions. We
expect HCM Solutions revenue to outgrow professional services and
contribute to 73% of total revenue by FY25 (up from 68% in FY22).

Beisen's land-and-expand strategy and SaaS model help to deliver
improving logo retention and increasing ARPU. We forecast its ARR
to surpass Rmb1,088mn in FY25, almost doubling from Rmb582mn
in FY22.

Exhibit 37: Revenue and YoY growth (%)

= Revenue % YoY
1,400 r 30.0%
25.9% 24.7%
1,200 - 25.0%
1,000 21.3% 22.2%
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800
- 15.0%
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- 10.0%
400
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200 - 5.0%
- = 0.0%
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 39: HCM Solutions revenue (Rmb mn), by customer

900 Existing customers ~ m New customers
o0
700
w0 | 8 |
500 ]
400 771
300 [ 56 | 609
40 | 519
200 408
293

100 219

2020 2021 2022 2023E 2024E 2025E

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates

As the company continues to execute on its strategic focus on mid-
large enterprises and offer integrated solutions, we believe the logo
churn rate has room to further decline, especially for those pur-
chasing CoreHR and multiple modules. Therefore, we project that
the subscription revenue contribution from existing customers each
year will remain at 90+%, with net expansion rates of
112%/115%/114% in FY23/FY24/FY25; we project that ARR from each
existing customer will increase from Rmb136k to Rmb170k, FY22-25.

In addition, new customer ARPU (ARR from each existing customer)
is on anincreasing trend as Beisen focuses sales efforts on Core HR+
and bundled sales. We expect new customer ARPU to increase
15%/18%/15% in FY23/24/25.

Exhibit 38: Revenue breakdown, by segment (Rmb mn)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 40: Net dollar expansion rate
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates
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Exhibit 41: Comparison of subscription revenue, total bookings

and ARR (Rmb mn)
1,800 = Subscription revenue Bookings = ARR
1,600
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800
600 28
400 888, 859)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 43: Total ARR breakdown, by customer (Rmb mn)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
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Exhibit 42: Revenue, by customer cohort (Rmb mn)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 44: ARR per customer growth, by customer (Rmb ‘000)
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Cost and profitability

Cost of revenue mainly comprises employee benefits, professional
and technical service fees, depreciation and amortization, and travel
and office expenses. Employment benefits are the single largest
component, accounting for 30% of total revenue in FY22, while other
costs each account for about 2-5%. We expect the cost of revenue as
a percentage of revenue to gradually decline over our forecast
period, and the gross margin to reach 60% by FY25, up from 59% in
FY22.

For operating expenses, R&D and S&M are the major components,
making up a respective 38% and 49% of total revenue in FY22. We
expect a gradual decline in the R&D ratio in the near term, to
39%/36% of total revenue in FY23/24, as the products become more
mature. Sales & marketing expense was 49% of revenue in FY22, and

we forecast it will increase

Exhibit 45: Cost of revenue breakdown

m Employee benefit
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates

Exhibit 47: Gross profit and margin

mmmmm Gross profit (Rmn mn) GPM (%)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates
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to 52% in FY23 as Beisen sticks to its direct sales model and expands
the geographical coverage of its sales force and client success and
service teams, before declining to 46% in FY24. After the more
aggressive investments, we forecast R&D and S&M expenses as a
percentage of revenue to level off to 36% and 46% in FY25, respec-
tively. G&A has decreased from 41% to 30%, between FY19 and FY22,
and we forecast that it will be 15-16% in FY24/25, after factoring in

share-based compensation.

Given the continued investments in S&M and R&D, as well as imple-
mentation efficiency loss due to Covid disruptions in FY22-23, oper-
ating profit and adjusted EBITDA are expected to remain negative
between FY22 and FY25, but we forecast narrowing adjusted EBITDA
losses starting FY24. Net profit (non-IFRS) will show a similar pat-
tern, with widening net loss in FY23 before narrowing in FY24 and
reaching -7% net profit margin in FY25.

Exhibit 46: Cost of revenue forecast

600 m HCM Solutions Professional Services
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400
273
300 234
198

200 171

126 19

2020 2021 2022 2023E 2024E 2025E
Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
Exhibit 48: Gross margin, by segment
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
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Exhibit 49: R&D expenses
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 51: G&A expenses
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 53: EBITDA and EBITDA margin (adjusted)

mmmm Adjusted EBITDA EBITDA margin (%)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
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Exhibit 50: S&M expenses
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 52: Operating profit and operating margin
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Exhibit 54: Net profit and net margin
mmmm Adjusted net profit (Non-IFRS) NPM (%)
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Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates.
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Cash flow and balance sheet

We expect operating cash flow to remain negative in FY22-23 before turning positive, to Rmb106mn in FY24 and Rmb303mn in FY25, primarily

attributable to improving gross margins. We project free cash flow to turn positive in FY25 and onward, consistent with net profit margin
improvements.

Exhibit 55: Operating cash flow Exhibit 56: Free cash flow
mmmm Operating cash flow % of revenue 5 200 = FCF % of revenue - 20.0%
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2020 2021 2022 2023F 2024E 2025E Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates

Source: Company data, Morgan Stanley Research. E = Morgan Stanley Research estimates
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Company and Industry Background

Company overview

Beisen was founded in 2005 and launched its first cloud-based prod-
ucts, including Recruitment Cloud, Succession Cloud and
Performance Management Cloud in 2010. It has grown into the
largest provider of cloud-based human capital management (HCM)
solutions in China in terms of revenue in 2021, with solutions cov-
ering the full lifecycle of an employee. Complementary to its inte-
grated HCM software,

Beisen also provides PaaS infrastructure to speed up development
and application expansion to enhance product adaptability for cus-

Exhibit 57: Corporate milestones

Set up Beisen Human
Capital Management
Research Center

Launched
Assessment business

fra— Launched online Launched Recruitment
O Assessment Cloud, Succession Cloud
[ Co) business and Performance Cloud

Source: Company data

Exhibit 58: Beisen’s business and use cases

: A
:ﬁ s ‘!

Started building PaaS
and CoreHR platform

tomers and business partners to conveniently develop tailor-made
functionalities for specific use cases, all through low-code, no-code
or full-code development tools.

Beisen has a strategic focus on mid- to large-size clients; its customer
base covers 70% of Fortune China 500 companies.

The founding team has over 20 years of experience in the HCM
industry and has been working together since 2002.

Launched integrated
iTalentX and E-
learning

Opened PaaS
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Source: Company data
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Exhibit 59: Shareholding structure (as of 13 April 2023)

Acting-in-concert arrangement

‘ 100% 100%
A o Genesis Fidelity q
Zhaosen Weisen Matrix China Caital SCGC Entities Primavera
| 11.33% | 11.27% ‘ 19.93% 7.90% | 7.64% | 1.72% | 1.72%
l4.29% ‘ 11.66% |5‘74% I 0.4% | 16.4%
Senyan g
\ International L.P." / Sequoia SoftBank cicc Others
100%
Beisen HK (Hong Kong)
| 100%
_ ] ; Contractual arrangement Tl
Onshare Holdco (PRC) Beijing WFOE (PRC)

Source: Company data. 1. Senyan was established as a platform to reflect the total award shares granted to the eligible employees of our Group held by Beisen Zongheng, prior to the Reorganization. In October 2019, our
Company issued and allotted 3,127,999 ordinary Shares to Senyan, where all of these eligible employees of our Onshore Holdco served as limited partners and beneficiaries of such Shares. 2. Include Max Woods, SCC VI,
and SCC VII.

Exhibit 60: Beisen's Product: iTalentX

iTalent >
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Source: Company data
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Product overview

iTalentX offers a comprehensive suite of full-scenario integrated
HCM applications covering the entire employee lifecycle, built on
PaaSinfrastructure. Beisen charges subscription fees pursuant to dif-
ferent solutions and the size of a client’s workforce; contract terms
typically are one-year and three-year with renewal options, while the
PaaS platformis currently not monetized. Additionally, Beisen offers
a usage-based charging model where customers purchase a certain
number of Sendou and redeem Sendou for related cloud-based HCM

solutions upon usage.

Complementary to the HCM solutions, Beisen offers implementa-
tion services and other value-added services, such as workforce opti-
mization advisory services and customized product development

services, for a service fee.
HCM software

Beisen offers integrated SaaS solutions that are comprised of cloud-

native and standardized modules, including Recruitment,
Assessment, Core HCM, Performance, Succession, E-learning and
others. Beisen further builds a data-driven People Analytics enginein
the application layers powered by big data, artificial intelligence

(“AI") and business intelligence (“BI").

Recruitment Cloud is designed to streamline the recruitment pro-
cess by integrating multiple recruitment channels where HR can post

job openings, collect resumes and arrange interviews.

Assessment Cloud offers all-round tests and digital assessments on
individual capabilities and requirements for a specific job position

during the recruitment process or on existing workforce.

FOUNDATION

Core HR helps take care of the core human resources needs,
including new hire onboarding, payroll administration, attendance

management, and staffing.

Performance Management Cloud supports various performance
review systems, such as management by objectives (MBO), key per-
formance indicators (KPI), balanced scorecards (BSC), and objectives
& key results (OKR).

Succession Cloud is integrated with other modules and provides
real-time visibility into customers’ talent pipeline to identity poten-

tial successors and facilitate staffing decisions.

E-learning module is an online learning and training management
platform launched in 2020, and it supports customizable on-the-job
training plans across devices.

Paa$ platform

The foundation of Beisen's Saa$S solutions is its cloud-native, multi-
tenant PaaS infrastructure, which enables new applications to be
developed efficiently and integrated with other systems.

¢ Cloud-native: The platform is built on advanced cloud com-
puting technologies, such as micro-services, containers and
service mesh.

¢ Multi-tenant infrastructure enables multiple customers to
be on the same version of HCM solutions while partitioning
their respective data. Because a single version is deployed,
updates are delivered to all customers simultaneously,
reducing Beisen's management costs.

The platform was opened to certain clients since 2019; customers
can perform simple configuration on its PaaS with the full-code, low-

code or no-code development tools to fit their specific needs.
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Exhibit 61: Beisen Product Snapshot: Recruitment Cloud
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Exhibit 62: Beisen Product Snapshot: Assessment Cloud
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Exhibit 63: Beisen Product Snapshot: Core HR
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Employee self-service functions: covering the complete
lifecycle from onboarding to departure

Exhibit 64: Beisen Product Snapshot: Performance Management Cloud
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Exhibit 65: Beisen Product Snapshot: Succession Clouds
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Professional services

Professional services primarily comprise paid implementation ser-
vices and value-added services.

Beisen's implementation team consists of nearly 300 experienced
technical specialists dedicated to providing implementation services,
which can either be done on-site at customers’ offices, or remotely
from its service centers.

Talent pool information
and analysis

Other value-added services include workforce optimization advisory
services and customized product development via its PaaS infra-
structure. The R&D team prioritizes its product development efforts
on common demands from customers, which can be rolled out
mainly through scheduled product iterations.
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Industry Analysis

The Human Capital Management (“HCM") market covers a broad
spectrum of products and services to help address the needs of
enterprises for recruitment, assessment, and core HCM such as pay-
roll, performance, succession and e-learning. The HCM market can be
further broken down to: 1) traditional HCM (labor processing of
talent recruiting, managing, developing, and management con-
sulting, etc.), and 2) digital HCM or software solutions, deployed
either on-premise or in cloud.

China's HCM market has experienced steady growth, at a 15% CAGR,
2017-21, reaching Rmb661bn, driven by a combination of macroeco-
nomic growth, industry upgrades and increasing number of enter-
prises. CIC research shows that the number of enterprises grew at a
12% CAGR, to 48mn, between 2017 and 2021, and projects the
number to continue to grow by about 10% annually, to 87mn by 2027.

China's HCM market growth is forecast to accelerate and expand at
a CAGR of 16% between 2021 and 2027, reaching Rmb1,626bn,
according to CIC. We identified two factors that contribute to the
acceleration: 1) rising labor costs and difficulty in recruiting and
retaining the right talent, which highlights the importance of better
human resource management; and 2) evolution in enterprises’ and
managers mindset as they gradually adopt the concept of human
capital, rather than viewing employees as costs. The changes lead to
higher willingness to invest in products and services to optimize the
value of human resources and to reduce friction related to talent

management.
Deepening digitalization trends

Despite the rapid growth rates, China's HCM market still lags the US
market, especially in terms of the level of digitalization. HCM digitali-
zation solutions, which modernizes HCM systems and software to

reduce labor intensity and manual processing vs. traditional human

FOUNDATION

resource services, represent only 2.9% of the total China HCM
market, far behind the 9.9% in the US. In terms of cloud adoption, CIC
estimates that in 2021 China’s cloud HCM market reached revenues
of Rmb5.5bn, vs the US market at Rmb96.7bn.

However, there are several favorable forces transforming the HCM
market to a more digitalized model.

First is the underlying trend of digital transformation, in part driven
by the outbreak of the Covid-19 pandemic, as organizations quickly
made the shift to cloud-based ITinfrastructure in response to remote
working and studying; many enterprises also moved the operation
processes and business activities online to maintain business conti-
nuity during lockdowns. In our view, the pandemic-induced digitaliza-

tion is unlikely to be reversed, even after re-opening.

Technology advancements, such as machine learning and data ana-
lytics, can further enhance the value proposition of digitalized solu-
tions, helping to reduce operating leverage and improve data-driven
decision-making. Integrated solutions that are able to cover the
entire lifecycle and all aspects of employees will be particularly com-
petitive in deriving insights, while traditional HCM vendors with
single or standalone solutions are often not able to address the
diverse needs of organizations of different sizes, structures and
industries.

The low penetration coupled with the superior offering of digitalized
HCM software and increasing market demand paint a promising pic-
ture for digitalized solutions, with a CIC projected CAGR of 21%
between 2021 and 2027, to reach Rmb59bn. Within HCM digitaliza-
tion solutions, cloud HCM is expected to see faster adoption than on-
premise HCM, with a 2021-27 CAGR of 33%; cloud HCM solutions are
expected to grow from Rmb5.5bn to Rmb30.4bn during the same
period, accounting for 52% of the total China HCM market in 2027
(up from 29% in 2021), also per CIC forecasts.
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Exhibit 66: China software market is set to grow at a 16% CAGR,
2021-26
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Exhibit 68: Enterprise Resource Management sees fastest

growth within ERP
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Exhibit 67: ERP market is expected to reach Rmb76bn by 2026
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Exhibit 69: China HCM market size, in terms of revenue (Rmb bil-
lions)
(Rmb Bn)

1200 CAGR 2021-2027E
17.7%

1000

800
CAGR 2017-2021

14.3%
600

400

200

0

2017 2018 2019 2020 2021 2022 2023E 2024 2025E 2026E 2027E

Source: Company data, CIC; HCM market includes revenues generated from human resource outsourcing
services. E = CIC estimates
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Exhibit 70: HCM digitalization solutions market size, 2027 (Rmb
billions)
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Exhibit 72: Cloud HCM market in US and China, 2021

(Rmb Bn)

120
100
80
60

40

20

us China

Source: Company data, CIC; E = CIC estimate

FOUNDATION

Exhibit 71: HCM digitalization solutions as % of total HCM market,
2021
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Exhibit 73: Cloud HCM market in US and China, 2027
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Exhibit 74: China Cloud HCM market size, in terms of revenue Exhibit 75: Share of the China HCM market, by delivery model, in
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Exhibit 76: Favorable policies supporting the development of HCM industries and digitalization

Year Policy
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Y (ANERHH DTG
Aug-18 Implementation Guideline to Prompting Enterprises to Become Cloud-Based (2018-2020)
9 (NP - ZSHEHER ( 2018-2020%F ) )
Jul-20 Several Policies on Promoting the High-quality Development of the Integrated Circuit Industries and the Software Industries in the New Era
(FEvER R E BB U MRt S RE R RE TBER)
Jan-21 Opinion of Strengthening the Career Development of High-skilled Talents and Professional and Technical Talents
(ANRBRHEREBRTH-—PIESREAT ST WERAFTRWA R FBHSEHEEN)
The 14th Five-Year Plan for new infrastructure construction
Sep-21

(MR A EMIRMEZ IR AL

Source: China government agencies, Morgan Stanley Research.

Exhibit 77: Evolution of on-premise solutions vs cloud-based solutions

2000-2010 2010-2020 2020 onward

Deployment model On-premise On-premise and cloud (single module) Cloud (integrated)
Product coverage Single function Covering several functionalities with separate modules Full coverage of employee lifecycle
Deployment time Slow Medium Fast

Deployment cost High Medium Low

User experience Poor Good
Customization Low High

Cross-selling opporti Limited High

ARPU Low High

Source: Company data, Morgan Stanley Research
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The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various factors, including quality
of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues. Equity Research analysts' or strategists' compensation is not
linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing liquidity, fund management,
commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report. Morgan Stanley trades or may trade
as principal in the debt securities (or in related derivatives) that are the subject of the debt research report.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does not assign ratings of Buy,
Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell. Investors should carefully read the definitions of all
ratings usedin Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan
Stanley Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision
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to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of April 30,2023)

The Stock Ratings described below apply to Morgan Stanley's Fundamental Equity Research and do not apply to Debt Research produced by the Firm.

For disclosure purposes only (in accordance with FINRA requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-weight, Not-Rated
and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy,
hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a
buy recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Other Material Investment Services

Coverage Universe Investment Banking Clients (IBC) )
Clients (MISC)
Stock Rating % of Rating % of Total Other
Count % of Total Count % of Total IBC Count
Category Category MISC
Overweight/Buy 1357 37% 269 42% 20% 599 39%
Equal-weight/Hold 1660 45% 307 47% 18% 721 47%
Not-Rated/Hold 5 0% 1 0% 20% 1 0%
Underweight/Sell 639 17% 70 11% 11% 228 15%
Total 3,661 647 1549

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment banking compensation in the
last 12 months. Due to rounding off of decimals, the percentages provided in the "% of total" column may not add up to exactly 100 percent.

Analyst Stock Ratings

Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next
12-18 months.

Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over
the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next
12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as indicated
below.

In-Line ([): The analyst expects the performance of his or her industry coverage universe over the next 1218 months to be in line with the relevant broad market benchmark, as indicated below.
Cautious (O): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX; Asia -
relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Important Disclosures for Morgan Stanley Smith Barney LLC & E*TRADE Securities LLC Customers

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC or Morgan Stanley or any
of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific disclosures,
you may refer to www.morganstanley.com/researchdisclosures.

Each Morgan Stanley research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC and E¥TRADE Securities LLC. This review and approval is conducted by the

same person who reviews the research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley & Co. International PLC and its affiliates have a significant financial interest in the debt securities of Automatic Data Processing Inc, Kingsoft Corp Ltd, Oracle Corporation, SAP
SE, Workday Inc.

Morgan Stanley Research policy is to update research reports as and when the Research Analyst and Research Management deem appropriate, based on developments with the issuer, the
sector, or the market that may have a material impact on the research views or opinions stated therein. In addition, certain Research publications are intended to be updated on a regular periodic
basis (weekly/monthly/quarterly/annual) and will ordinarily be updated with that frequency, unless the Research Analyst and Research Management determine that a different publication
schedule is appropriate based on current conditions.

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of the
Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views expressed
in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock, please contact

your sales representative or go to Matrix at http//www.morganstanley.com/matrix.
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Morgan Stanley Researchis provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley to clients. Certain, but not all, Morgan
Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through alternate electronic means as a convenience. For access to all
available Morgan Stanley Research, please contact your sales representative or go to Matrix at http:/www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http;/www.morganstanley.com/terms.html). By accessing and/or using Morgan Stanley
Research, you are indicating that you have read and agree to be bound by our Terms of Use (http//Awww.morganstanley.com/terms.html). In addition you consent to Morgan Stanley processing
your personal data and using cookies in accordance with our Privacy Policy and our Global Cookies Policy (http//www.morganstanley.com/privacy_pledge.htm), including for the purposes of
setting your preferences and to collect readership data so that we can deliver better and more personalized service and products to you. To find out more information about how Morgan Stanley
processes personal data, how we use cookies and how to reject cookies see our Privacy Policy and our Global Cookies Policy (http://www.morganstanley.com/privacy_pledge html).

If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies please do not access our research.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances and objectives of those
who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research
may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the
solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your investments may vary because of changes
ininterest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There
may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future
performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject
company's securities/instruments.

The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various factors,
including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues), client feedback and competitive
factors. Fixed Income Research analysts strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the
profitability or revenues of particular trading desks.

The "Important Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common
equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities/instruments or
derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the
preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways different
from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive
information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from
when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information
known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses unless
pre-approved by authorized members of Research management.

Morgan Stanley may make investment decisions that are inconsistent with the recommendations or views in this report.

To our readers based in Taiwan or trading in Taiwan securities/instruments: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited (MSTL".
Such information is for your reference only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley Research
may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley. Any non-customer reader within the scope of Article
7-1 of the Taiwan Stock Exchange Recommendation Regulations accessing and/or receiving Morgan Stanley Research is not permitted to provide Morgan Stanley Research to any third party
(including but not limited to related parties, affiliated companies and any other third parties) or engage in any activities regarding Morgan Stanley Research which may create or give the
appearance of creating a conflict of interest. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation
or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.

Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia Limited.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does not constitute an offer to sell or
the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant
approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves. Neither this report nor any part of it is intended as, or shall constitute, provision
of any consultancy or advisory service of securities investment as defined under PRC law. Such information is provided for your reference only.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley CT.V.M. S.A. located at Av. Brigadeiro Faria Lima, 3600, 6th floor, Sdo Paulo - SP, Brazil; and is regulated by the Comissao
de Valores Mobiliarios; in Mexico by Morgan Stanley México, Casa de Bolsa, S.A. de CV which is regulated by Comision Nacional Bancaria y de Valores. Paseo de los Tamarindos 90, Torre 1,
Col. Bosques de las Lomas Floor 29, 05120 Mexico City; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related research reports only, Morgan Stanley Capital Group
Japan Co,, Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents) and by Morgan Stanley Bank Asia Limited; in Singapore by Morgan Stanley Asia
(Singapore) Pte. (Registration number 1992062987) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of
Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research) and by Morgan
Stanley Bank Asia Limited, Singapore Branch (Registration number T14FCOTI8)); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley
Australia Limited ABN. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail
clients" within the meaning of the Australian Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (ABN. 19 009 145 555, holder of Australian financial services license
No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited having
Corporate Identification No (CIN) U22990MH1998PTC115305, regulated by the Securities and Exchange Board of India (‘SEBI") and holder of licenses as a Research Analyst (SEBI Registration
No. INHOOO0QTI05); Stock Broker (SEBI Stock Broker Registration No. INZO00244438), Merchant Banker (SEBI Registration No. INMOOOO11203), and depository participant with National
Securities Depository Limited (SEBI Registration No. IN-DP-NSDL-567-2021) having registered office at 18th Floor, Tower 2, One World Center, Plot- 847, Jupiter Textile Mill Compound, Senapati
Bapat Marg, Lower Parel, Mumbai 400013, India Telephone no. +91-22-61181000; Compliance Officer Details: Mr. Anil Shenoy, Tel. No.: +91-22-61181000 or Email:
Anil.Shenoy@morganstanley.com; Grievance officer details: Mr. Anil Shenoy, Tel. No.: +91-22-61181000 or Email: msic-compliance@morganstanley.com; in Canada by Morgan Stanley Canada
Limited; in Germany and the European Economic Area where required by Morgan Stanley Europe S.E., authorised and regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin)
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under the reference number 149169; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized by the Prudential
Regulatory Authority and regulated by the Financial Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK research that it has prepared, and approves solely for
the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. RMB Morgan Stanley Proprietary Limited is a member
of the JSE Limited and A2X (Pty) Ltd. RMB Morgan Stanley Proprietary Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory
(Proprietary) Limited, which is wholly owned by FirstRand Limited. The information in Morgan Stanley Research is being disseminated by Morgan Stanley Saudi Arabia, regulated by the Capital
Market Authority in the Kingdom of Saudi Arabia, and is directed at Sophisticated investors only.

Morgan Stanley Hong Kong Securities Limited is the liquidity provider/market maker for securities of Kingsoft Corp Ltd, Ping An Healthcare & Technology Co Ltd, Weimob Inc listed on the Stock
Exchange of Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA),
and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only be made available to a customer who
we are satisfied meets the regulatory criteria to be a Professional Client. A distribution of the different MS Research ratings or recommendations, in percentage terms for Investments in each
sector covered, is available upon request from your sales representative.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority
(the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment
advisory service is provided exclusively to persons based on their risk and income preferences by the authorized firms. Comments and recommendations stated here are general in nature. These
opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about
outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations relating
to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global Industry Classification Standard (GICS) was
developed by and is the exclusive property of MSCl and S&P.

Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Indicators and trackers referenced in Morgan Stanley Research may not be used as, or treated as, a benchmark under Regulation EU 2016/101, or any other similar framework.

The issuers and/or fixed income products recommended or discussed in certain fixed income research reports may not be continuously followed. Accordingly, investors should regard those
fixed income research reports as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or individual fixed income products.
Morgan Stanley may hold, from time to time, material financial and commercial interests regarding the company subject to the Research report.

Registration granted by SEBI and certification from the National Institute of Securities Markets (NISM) in no way guarantee performance of the intermediary or provide any assurance of returns

to investors. Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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INDUSTRY COVERAGE: Greater China IT Services and Software

FOUNDATION

COMPANY (TICKER) RATING (AS OF) PRICE* (05/12/2023)
Lydia Lin
Beijing Orient National Communication (300166.SZ) U (12/09/2022) Rmb11.20
Longshine Technology Group Co Ltd (300682.57) 0(10/14/2022) Rmb24.95
Shiji Info Tech (002153.52) U (06/28/2022) Rmb18.84
Thunder Software Technology Co Ltd (300496.57) 0(10/10/2022) Rmb89.63
Sharon Shih
iFlytek Co Ltd (002230.52) E (04/20/2021) Rmb63.24
Yang Liu
Agora Inc. (AP1.O) 0(05/03/2022) Us$2.85
Beijing Kingsoft Office Software Inc (688111.SS) U (10/21/2022) Rmb415.28
Beisen Holding Limited (9669.HK) 0 (05/14/2023) HK$9.48
DBAPPSECURITY Co. Ltd (688023.SS) E (08/03/2021) Rmb184.98
Glodon Co. Ltd. (002410.S52) 0 (03/10/2022) Rmb52.44
Hundsun Technologies Inc. (600570.SS) 0(11/29/2021) Rmb44.89
Kingdee International Software Group (0268.HK) 0 (04/26/2023) HK$11.50
Kingsoft Corp Ltd (3888.HK) 0(01/30/2023) HK$31.80
Ming Yuan Cloud Group Holdings Limited (0909.HK) E (08/23/2022) HK$3.88
NSFOCUS Technologies Group Co Ltd (300369.5Z) U (10/21/2022) Rmb11.37
OneConnect Financial Tech Co Ltd (OCFT.N) E (08/04/2021) Us$4.73
Qi An Xin Technology Group Inc (688561.SS) 0 (01/04/2021) Rmb55.08
Sangfor Technologies Inc (300454.57) U (01/27/2022) Rmb113.18
Shanghai Baosight Software Co Ltd (600845.SS) U (05/11/2020) Rmb52.00
Shenzhen Sunline Tech Co Ltd (300348.SZ) E (07/27/2021) Rmb10.93
Topsec Technologies Group Inc (002212.S2) E (06/30/2022) Rmb10.28
Tuya Inc. (TUYA.N) E (02/19/2022) US$1.80
VenusTech (002439.57) 0 (06/19/2019) Rmb30.28
Wangsu Science & Technology (300017.52) U (03/20/2019) Rmb7.64
Weimob Inc (2013.HK) E (03/29/2022) HK$3.67
Winning Health Technology Group Co Ltd (300253.S2) U (06/19/2019) Rmb11.50
Yonyou Network Technology Co Ltd (600588.SS) E (04/25/2022) Rmb20.19
Yusys Technologies Co Ltd (300674.S2) 0(07/27/2021) Rmb17.42
ZWSOFT Guangzhou Co Ltd (688083.SS) U (11/07/2022) Rmb193.00

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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