Part 3 in Series of GSX Investigation

Citron presents to US regulators definitive evidence of GSX
Techedu (NYSE: GSX) committing securities fraud through the use
of multiple undisclosed related party transactions to hide
expenses/liabilities.
This investigation has been prepared with multiple sources who are industry experts in China in
educational marketing. We will gladly provide to regulators all names and numbers of
consultants.
Respectfully submitted to the:
• U.S. Securities and Exchange Commission (SEC)
• SEC Chairman Jay Clayton
• SEC Chief Accountant Sagar Teotia
• SEC Division of Corporation Finance Director William Hinman
• SEC Division of Investment Management Director Dalia Blass
• Public Company Accounting Oversight Board (PCAOB)
• PCAOB Chairman William Duhnke III
• China Securities Regulatory Commission (CSRC)
• State Administration for Market Regulation (SAMR)
GSX, a Chinese online education provider, is an active and ongoing fraud. Citron has already
presented overwhelming evidence suggesting that GSX’s reported revenues and student
enrollments are faked. We will continue to cooperate with the SEC and forward more
information about the “brushing” of customers and will present more information on this topic in
the near future.
This letter will focus on the cost side of GSX’s business. The reason this is important is because
GSX is touted as a solid company because of its operational efficiency. We will show that this
efficiency is nothing more than undisclosed related party transactions.
To understand the culture of deceit and lies that surround GSX we need to look no further than
yesterday’s earnings. While the underlying earnings have maintained their “too good to be true”
story, GXS took the liberty to tout on Chinese social media, claiming—with pathological
dishonesty—that it is both the largest online education company in the world by market cap and
the first US-listed Chinese K-12 online education company. (Neither of these are true.)
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What aroused suspicion? This chart.
Despite GSX having world class competition, they claimed to acquire a customer at half the cost
vs. peers. Considering this lead channel for AST tutoring comes mainly from WeChat, this is
highly unlikely.

Source: UBS
With that foundation, the following details the results of our investigation into GSX’s marketing
on the WeChat platform, where we discovered over 80 highly suspicious WeChat official
accounts engaging in customer acquisition solely for GSX that were not registered to any
disclosed GSX entity. Through our direct correspondence with these entities and
cross-checking of corporate filings, we confirmed that many of these WeChat accounts were
registered to four undisclosed related parties of GSX.
These four previously undisclosed related parties that we discovered are in addition to the three
undisclosed related parties (Beijing Jiameng, Parent YouYou and JiaZhangCun) that we
highlighted in our report last week.
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One of the newly discovered undisclosed related parties is owned by former GSX employee
Jia Yangyang and GSX co-founder Huaiting Zhang. Zhang is the largest individual GSX
shareholder after CEO Larry Chen, owning almost 10 million shares. Zhang reportedly
resigned from GSX in December 2019, yet the undisclosed related entity that he owns is actively
performing customer acquisition for GSX today. This cartoonish shell game was never disclosed
to investors.
Rather than constructing a plausible story to explain these relationships, GSX CEO Larry Chen
blatantly lied last week in response to our prior report when he claimed that GSX had zero ties
to JiaZhangCun and Parent YouYou. We provide further proof below that these entities are
not only known by GSX and its management but are actively engaging in customer acquisition
solely for GSX—as we write.
The other entities that we discovered engaging in customer acquisition solely for GSX on
WeChat need to be further investigated. They are registered under highly unusual company
names such as:
● Beijing Hongtongda Couriers
● Beijing Huatongwanjia Commerce
● Beijing Prosperity Printing
● Zhuhai Jingpo Clothing
● Xi'an Beilin District Zhongchangfei Baby Products
● Xiangyang Xiangzhou District Hongshunqi Car Mechanics
We believe these undisclosed related parties are merely shell companies used by GSX to move
costs off of the company’s books while massively understating reported costs. This is not a
little cosmetic airbrushing here and there, but part of a landscape of lies spun out of whole
cloth. GSX management is making a concerted effort to deceive investors with fabricated
financials across the income statement.
To understand the importance of GSX moving operating costs off the books to lower CAC, look
at the Wall St analysts and their justification for owning GSX.
● “We think a key factor behind GSX’s industry-leading profitability is its low customer
acquisition cost (CAC).” – UBS (January 2020)
● “Management said its major customer acquisition channels are social media such as its
WeChat official accounts.” – UBS (January 2020)
● “GSX surprised the market when it first publicly filed the IPO prospectus in May 2019,
as one of the very few profitable online AST companies with over 400% revenue growth
in 1Q19. This is exceptional in China’s online AST market as the great majority of the
players remain loss making due to substantial upfront investments into student
acquisition and technology.” – Goldman Sachs (February 2020)
● “A significant portion of GSX operations is conducted within the WeChat ecosystem,
including traffic and student acquisitions, tutor-student interactions, live class offerings,
payments.” – Goldman Sachs (February 2020)
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● “Why is GSX able to achieve profitability, while other online AST companies have not?
The answer can be very simple and straightforward – the company has
higher-than-industry gross margins and higher-than-industry sales and marketing
efficiency.” – Goldman Sachs (February 2020)
● “GSX is the only profitable player in the K-12 online education space – attributed to its
star-teacher, large-size, live-class business model, higher price point and low customer
acquisition costs (CAC).” – Bank of America Merrill Lynch (April 2020)
● “GSX has historically managed to expand with a lower CAC than peers by focusing on
WeChat.” – Bank of America Merrill Lynch (April 2020)
CEO Larry Chen responded to our last report by stating: “Citron used a lot of verbiage to
describe companies we have never even heard of (i.e., Beijing Jiameng, Parent YouYou, and
JiaZhangCun).” Let us show you below that he indeed has heard of these entities.
GSX CEO Larry Chen blatantly lied when he claimed that GSX had zero ties to the undisclosed
related entities that we highlighted. We provide proof below that these entities are not only
known to Mr. Chen and GSX but are actively engaging in customer acquisition solely for GSX.
By visiting the WeChat accounts registered to these undisclosed related parties listed below, both
investors and regulators can easily verify that CEO Larry Chen is being deceptive—at best.
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JiaZhangCun

Source: W
 eChat
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Source: WeChat
Parent YouYou

Source: WeChat
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Source: WeChat
You can see from GSX’s website that these undisclosed related entities are promoting current
GSX teachers (pictured above). The exact same entities CEO Larry Chen claimed to have never
heard of.
https://www.gaotu100.com/teacher/detail/3108284029102592
https://www.gaotu100.com/teacher/detail/3216769442535936
https://www.gaotu100.com/teacher/detail/2927167045435392
https://www.gaotu100.com/teacher/detail/3307313620123648
https://www.gaotu100.com/teacher/detail/192017027458568
To the China Securities Regulatory Commission (CSRC) and State Administration for
Market Regulation (SAMR), we would like to particularly highlight:
● Both JiaZhangCun and Parent YouYou are undisclosed related parties of GSX that were
founded by members of the Xiong family, who have a well-documented history of
defying the Chinese government (e.g., charged with fraud, failure to submit annual
filings, cannot be contacted at registered address, altering documents without
authorization, business license revoked, etc.)
● JiaZhangCun is a defunct business operation yet there are many current job postings for
Beijing YouLian (a disclosed related entity of GSX) with JiaZhangCun’s addressed listed
as the address for the job
● Parent YouYou is active and operating today on behalf of GSX despite being a
de-registered company
● The Chinese business registry shows Parent YouYou is located at the exact same address
as Beijing YouLian, which is a disclosed related party of GSX that is co-owned by CEO
Larry Chen and a member of the Xiong family
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Source: gsxt.gov.cn
We would also like to point out that Beijing YouLian and Beijing JiaMeng share the same
contact telephone number and email address.

Source: Qixinbao
Why would GSX CEO Larry Chen lie about these undisclosed related entities? What is he
hiding? Given that these entities are acting as traffic acquisition operations for GSX, his lack of
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honesty made us suspicious. Is he terrified of investors looking more closely into his company’s
traffic acquisition strategy, as low customer acquisition cost is “a key factor behind GSX’s
industry leading profitability”?
We found numerous shell companies being used to move costs off GSX’s books
Beijing Xiaoxiongmeijia Technology: owned by former GSX employee Jia Yangyang and
GSX co-founder Huaiting Zhang who is the largest individual GSX shareholder besides CEO
Larry Chen owning almost 10 million shares. Zhang reportedly resigned from GSX in
December 2019. Yet, this undisclosed related party is using WeChat official accounts that were
registered in May/June 2019 (i.e., during Zhang’s employment at GSX) and are actively
performing customer acquisition for GSX today. This was never disclosed to investors.

Source: Qixinbao
Wuhan Aobangtuling Technology: told us directly that their parent company is GSX. The
person listed as the point of contact for the company informed us that she didn’t believe the
company was operational.
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Source: Qixinbao
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Youshugongdu Education Technology (Yantai): disclosed to us directly that their parent
company is GSX.
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Xiaoyi Jinxiu Curtain Mall: the legal representative listed for Xiaoyi Jinxiu Curtain Mall was
posting jobs for Gaotu (i.e., GSX), yet the Chinese government’s business registry states that
they are in the business of selling window curtains.
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Source: Qixinbao

Other highly suspicious undisclosed entities
The other entities that we discovered are registered under highly unusual company names such
as:
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Beijing Hongtongda Couriers
Beijing Huatongwanjia Commerce
Beijing Prosperity Printing
Zhuhai Jingpo Clothing
Xi'an Beilin District Zhongchangfei Baby Products
Xiangyang Xiangzhou District Hongshunqi Car Mechanics

Their business descriptions on the Chinese government’s business registry are quite peculiar for
a company engaging in marketing on behalf of GSX, which leads us to believe that these entities
were created with a clear intent to deceive and are merely shell companies used by GSX to
move costs off its books.
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Conclusion
There are at this point far too many red flags at GSX to ignore. We strongly urge U.S. and
Chinese regulators to end this charade and immediately initiate investigations into GSX.
Regulatory sentiment already acknowledges that the issues we are raising reflect systemic
problems that need to be addressed for the benefit of investors. A bipartisan consensus exists in
the United States regarding the lack of credibility of Chinese accounting practices.
Citron would like to thank all of the wonderful contributors from China for this report who
believe in honesty and fair reporting. By no means is this a report on a “Chinese Company” but
rather on GSX.
Cautious Investing to All
These reports have been prepared by either Citron Research (“Citron Research”) or Citron Capital, LLC (“Citron
Capital”). Citron Research and Citron Capital are referred to collectively as “Citron” and each individually as a
“Citron Entity.” Each report specifies the publisher and owner of that report. All reports are for informational
purposes only and presented “as is” with no warranty of any kind, express or implied. Under no circumstances
should any of these reports or any information herein be construed as investment advice, or as an offer to sell or the
solicitation of an offer to buy any securities or other financial instruments.
Citron Research produces research reports on publicly traded securities, and Citron Capital is an exempt reporting
adviser filed with the California Department of Business Oversight. The reports are the property of the applicable
Citron Entity that published that report. The opinions, information and reports set forth herein are solely
attributable to the applicable Citron Entity and are not attributable to any Citron Related Person (defined below)
(other than the Citron Entity that published the report).
By downloading, accessing, or viewing any research report, you agree to the following Terms of Use. You agree
that use of the research presented in any report is at your own risk. You (or any person you are acting as agent for)
agree to hold harmless Citron Research, Citron Capital and each of their affiliates and related parties, including,
but not limited to any principals, officers, directors, employees, members, clients, investors, consultants and agents
(collectively, the “Citron Related Persons”) for any direct or indirect losses (including trading losses) attributable
to any information in a research report. You further agree to do your own research and due diligence before making
any investment decision with respect to securities of the issuers covered herein (each, a “Covered Issuer”) or any
other financial instruments that reference the Covered Issuer or any securities issued by the Covered Issuer. You
represent that you have sufficient investment sophistication to critically assess the information, analysis and opinion
presented in any Citron report. You further agree that you will not communicate the contents of reports and other
materials made available by Citron to any other person unless that person has agreed to be bound by these Terms of
Use. If you access, download or receive the contents of Citron reports or other materials on your own behalf, you
agree to and shall be bound by these Terms of Use. If you access, download or receive the contents of Citron reports
or other materials as an agent for any other person, you are binding your principal to these same Terms of Use.
As of the publication date of a Citron report, Citron Related Persons (possibly along with or through its members,
partners, affiliates, employees, and/or consultants), Citron Related Persons clients and/or investors and/or their
clients and/or investors have a position (long or short) in one or more of the securities of a Covered Issuer (and/or
options, swaps, and other derivatives related to one or more of these securities), and therefore may realize
significant gains in the event that the prices of a Covered Issuer’s securities decline or appreciate. Citron Research,
Citron Capital and/or the Citron Related Persons may continue to transact in Covered Issuers’ securities for an
indefinite period after an initial report on a Covered Issuer, and such position(s) may be long, short, or neutral at
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any time hereafter regardless of their initial position(s) and views as stated in the Citron research. Neither Citron
Research nor Citron Capital will update any report or information to reflect changes in positions that may be held
by a Citron Related Person.
This is not an offer to sell or a solicitation of an offer to buy any security. Neither Citron Research nor any Citron
Related Person (including Citron Capital) are offering, selling or buying any security to or from any person through
any Citron research reports. Citron Research is affiliated with Citron Capital. Citron Capital is an exempt reporting
adviser filed with the California Department of Business Oversight and is not registered as investment adviser in
any other jurisdiction. Citron Capital does not render investment advice to anyone unless it has an investment
adviser-client relationship with that person evidenced in writing. You understand and agree that Citron Capital
does not have any investment advisory relationship with you or does not owe fiduciary duties to you. Giving
investment advice requires knowledge of your financial situation, investment objectives, and risk tolerance, and
Citron Capital has no such knowledge about you.
The research and reports made available by Citron reflect express the opinion of the applicable Citron Entity as of
the time of the report only. Reports are based on generally available information, field research, inferences and
deductions through the applicable Citron Entity’s due diligence and analytical process. To the best of the applicable
Citron Entity’s ability and belief, all information contained herein is accurate and reliable, is not material
non-public information, and has been obtained from public sources that the applicable Citron Entity believe to be
accurate and reliable, and who are not insiders or connected persons of the Covered Issuers or who may otherwise
owe a fiduciary duty, duty of confidentiality or any other duty to the Covered Issuer (directly or indirectly).
However, such information is presented “as is,” without warranty of any kind, whether express or implied. With
respect to their respective research reports, Citron Research and Citron Capital makes no representation, express
or implied, as to the accuracy, timeliness, or completeness of any such information or with regard to the results to
be obtained from its use. Further, any research report contains a very large measure of analysis and opinion. All
expressions of opinion are subject to change without notice, and Citron does not undertake to update or supplement
any reports or any of the information, analysis and opinion contained in them.
In no event shall Citron Research, Citron Capital or any Citron Related Persons be liable for any claims, losses,
costs or damages of any kind, including direct, indirect, punitive, exemplary, incidental, special or, consequential
damages, arising out of or in any way connected with any information presented in any Citron report. This
limitation of liability applies regardless of any negligence or gross negligence of Citron Research, Citron Capital or
any Citron Related Persons. You accept all risks in relying on the information presented in any report.
You agree that the information in any Citron research report is copyrighted, and you therefore agree not to
distribute this information in any manner without the express prior written consent of the applicable Citron Entity. If
you have obtained Citron research reports in any manner other than as provided by Citron, you may not read such
research without agreeing to these Terms of Use. You further agree that any dispute between you and Citron and
their affiliates arising from or related to this report or viewing the material presented herein shall be governed by
the laws of the State of California, without regard to any conflict of law provisions. The failure of Citron Research
or Citron Capital to exercise or enforce any right or provision of these Terms of Use shall not constitute a waiver of
this right or provision. You agree that each Citron Related Person is a third-party beneficiary to these Terms of Use.
If any provision of these Terms of Use is found by a court of competent jurisdiction to be invalid, the parties
nevertheless agree that the court should endeavor to give effect to the parties’ intentions as reflected in the
provision and rule that the other provisions of these Terms of Use remain in full force and effect, in particular as to
this governing law and jurisdiction provision. You agree that regardless of any statute or law to the contrary, any
claim or cause of action arising out of or related to Citron report or related material must be filed within one (1)
year after the occurrence of the alleged harm that gave rise to such claim or cause of action, or such claim or cause
of action be forever barred.
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