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  v. 
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Plaintiff _____________ (“Plaintiff”), by and through his attorneys, alleges the following 

upon information and belief, except as to those allegations concerning Plaintiff, which are 

alleged upon personal knowledge. Plaintiff’s information and belief is based upon, among other 

things, his counsel’s investigation, which includes without limitation: (a) review and analysis of 

regulatory filings made by Gridsum Holding Inc. (“Gridsum” or the “Company”), with the 

United States Securities and Exchange Commission (“SEC”); (b) review and analysis of press 

releases and media reports issued by and disseminated by Gridsum; and (c) review of other 

publicly available information concerning Gridsum. 

NATURE OF THE ACTION AND OVERVIEW 

1. This is a class action on behalf of all persons and entities that purchased or 

otherwise acquired Gridsum American Depositary Shares (“ADSs” or “shares”): (1) pursuant 

and/or traceable to the Company’s registration statement and prospectus (collectively, the 

“Registration Statement”) issued in connection with the Company’s initial public offering on 

September 23, 2016 (the “IPO” or the “Offering”); and/or (2) between September 23, 2016 and 

April 23, 2018, inclusive (the “Class Period”).  Plaintiff pursues claims under the Securities Act 

of 1933 (the “Securities Act”) and the Securities Exchange Act of 1934 (the “Exchange Act”).  

2. Throughout the Class Period, and at the time of the IPO, Defendants made false 

and/or misleading statements, as well as failed to disclose material adverse facts about the 

Company’s business, operations, and prospects. Specifically, Defendants failed to disclose: (1) 

that the Company improperly accounted for revenue, cash flow, costs, and expense items, in 

violation of GAAP; (2) that, as such, the Company overstated revenue and understated costs; and 

(3) that, as a result of the foregoing, the Company’s financial statements and Defendants’ 
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statements about Gridsum’s business, operations, and prospects, were materially false and 

misleading. 

3. As a result of Defendants’ wrongful acts and omissions, and the precipitous 

decline in the market value of the Company’s securities, Plaintiff and other Class members have 

suffered significant losses and damages. 

JURISDICTION AND VENUE 

4. The claims asserted herein arise under and pursuant to Sections 11 and 15 of the 

Securities Act (15 U.S.C. §§ 77k and 77o), and Sections 10(b) and 20(a) of the Exchange Act 

(15 U.S.C. §§ 78j(b) and 78t(a)) and Rule 10b-5 promulgated thereunder by the SEC (17 C.F.R. 

§ 240.10b-5).   

5. This Court has jurisdiction over the subject matter of this action pursuant to 28 

U.S.C. § 1331, Section 22 of the Securities Act (15 U.S.C. § 77v), and Section 27 of the 

Exchange Act (15 U.S.C. §78aa). 

6. Venue is proper in this Judicial District pursuant to 28 U.S.C. § 1391(b) and 

Section 27 of the Exchange Act (15 U.S.C. § 78aa(c)).  A significant portion of Defendants’ 

actions, and the subsequent damages, took place in this Judicial District.  In addition, Gridsum’s 

were are actively traded in this Judicial District during the Class Period. 

7. In connection with the acts, transactions, and conduct alleged herein, Defendants 

directly and indirectly used the means and instrumentalities of interstate commerce, including the 

United States mail, interstate telephone communications, and the facilities of a national securities 

exchange. 
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PARTIES 

8. Plaintiff _____________, as set forth in the accompanying certification, 

incorporated by reference herein, purchased Gridsum shares during the Class Period, pursuant 

and/or traceable to the Registration Statement issued in connection with the Company’s IPO, and 

suffered damages as a result of the federal securities law violations and false and/or misleading 

statements and/or material omissions alleged herein.  

9. Defendant Gridsum Holding Inc. is incorporated in the Cayman Islands and its 

principal executive offices are in Beijing, People’s Republic of China.  Gridsum’s shares trade 

on the NASDAQ Stock Market (“NASDAQ”) under the symbol “GSUM.” 

10. Defendant Guosheng Qi (“Qi”) was Gridsum’s Chief Executive Officer (“CEO”) 

and Chairman of the Board at all relevant times.  Qi signed or authorized the signing of the 

Company’s Registration Statement filed with the SEC. 

11. Defendant Michael Peng Zhang (“Zhang”) was the Chief Financial Officer 

(“CFO”) of Gridsum until April 20, 2017, and the Co-Chief Financial Officer (“Co-CFO”) of 

Gridsum from April 20, 2017 through the end of the Class Period.  Zhang signed or authorized 

the signing of the Company’s Registration Statement filed with the SEC. 

12. Defendant Ravi Sarathy (“Sarathy”) was the Co-CFO of Gridsum from April 20, 

2017 through the end of the Class Period. 

13. Defendants Qi, Zhang, and Sarathy are collectively referred to hereinafter as the 

“Exchange Act Individual Defendants.”  The Exchange Act Individual Defendants, because of 

their positions with the Company, possessed the power and authority to control the contents of 

Gridsum’s reports to the SEC, press releases and presentations to securities analysts, money and 

portfolio managers and institutional investors, i.e., the market.  Each defendant was provided 
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with copies of the Company’s reports and press releases alleged herein to be misleading prior to, 

or shortly after, their issuance and had the ability and opportunity to prevent their issuance or 

cause them to be corrected.  Because of their positions and access to material non-public 

information available to them, each of these defendants knew that the adverse facts specified 

herein had not been disclosed to, and were being concealed from, the public, and that the positive 

representations which were being made were then materially false and/or misleading.  The 

Exchange Act Individual Defendants are liable for the false statements pleaded herein, as those 

statements were each “group-published” information, the result of the collective actions of the 

Exchange Act Individual Defendants. 

14. Defendant Guofa Yu (“Yu”) signed or authorized the signing of the Company’s 

Registration Statement filed with the SEC as a Director of Gridsum. 

15. Defendant Perry Lin Chui (“Chui”) signed or authorized the signing of the 

Company’s Registration Statement filed with the SEC as a Director of Gridsum. 

16. Defendant Xiang Fan (“Fan”) signed or authorized the signing of the Company’s 

Registration Statement filed with the SEC as a Director of Gridsum. 

17. Defendant Yanchun Bai (“Bai”) signed or authorized the signing of the 

Company’s Registration Statement filed with the SEC as a Director of Gridsum. 

18. Defendant Xudong Gao (“Gao”) signed or authorized the signing of the 

Company’s Registration Statement filed with the SEC as a Director of Gridsum. 

19. Defendant Thomas Adam Melcher (“Melcher”) signed or authorized the signing 

of the Company’s Registration Statement filed with the SEC as a Director of Gridsum. 

20. Defendant Peter Andrew Schloss (“Schloss”) signed or authorized the signing of 

the Company’s Registration Statement filed with the SEC as a Director of Gridsum. 
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21. Defendants Qi, Zhang, Yu, Chui, Fan, Bai, Gao, Melcher, and Schloss are 

collectively referred to hereinafter as the “Securities Act Individual Defendants.”   

22. Defendant Goldman Sachs (Asia) L.L.C. (“Goldman Sachs”) served as an 

underwriter in the Company’s IPO.  In the Offering, Goldman Sachs agreed to purchase 

1,850,000 shares, exclusive of its over-allotment option. 

23. Defendant Citigroup Global Markets Inc. (“Citigroup”) served as an underwriter 

in the Company’s IPO.  In the Offering, Citigroup agreed to purchase 2,680,000 shares, 

exclusive of its over-allotment option. 

24. Defendant Stifel, Nicolaus & Company, Incorporated (“Stifel”) served as an 

underwriter in the Company’s IPO.  In the Offering, Stifel agreed to purchase 670,000 shares, 

exclusive of its over-allotment option. 

25. Defendants Goldman Sachs, Citigroup, and Stifel are collectively referred to 

hereinafter as the “Underwriter Defendants.”   

26. The Company, the Securities Act Individual Defendants, and the Underwriter 

Defendants, are collectively referred to hereinafter as the “Securities Act Defendants.”   

SUBSTANTIVE ALLEGATIONS 

 

Background 
 

27. Gridsum purportedly provides data analysis software for multinational and 

domestic enterprises and government agencies in China.  The Company’s core technology is 

purportedly its “Gridsum Big Data Platform,” which utilizes machine learning, and performs 

multi-dimensional correlation analysis and analyzes complex real-time events.  The Company 

claims that its distributed data architecture allows customers to efficiently collect and analyze 
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vast amounts of information that is collected, indexed, and stored in either an organized or 

unorganized manner. 

28. On September 22, 2016, the SEC declared effective the Form F-1 that Gridsum 

filed on August 26, 2016, and amended on September 9, 2016 and September 21, 2016. On 

September 22, 2016, the SEC also declared effective the Form F-6 that Gridsum filed on 

September 9, 2016.  The Form F-1 and all amendments thereto, as well as the Form F-6, form 

part of the “Registration Statement” for the IPO.   

29. On September 23, 2016, the Company filed with the SEC its IPO prospectus, 

which also forms part of the Registration Statement.   

30. Under applicable SEC rules and regulations, the Registration Statement was 

required to disclose known trends, events or uncertainties that were having, and were reasonably 

likely to have, an impact on the Company’s continuing operations. 

31. On September 23, 2016, Gridsum priced its IPO of 6,700,000 ADSs at a price of 

$13.00 per share, exclusive of the underwriters’ option to purchase 1,005,000 additional shares.  

According to the Company, the Offering raised net proceeds of approximately $84.3 million. 

Materially False and Misleading 

Statements Issued During the Class Period 

 

32. The Class Period begins on September 23, 2016.  Prior to the start of the Class 

Period, on September 21, 2016, the Company filed an amendment to its Form S-1.  In the 

amendment, the Company, in relevant part, stated: 

We have grown rapidly in recent periods, with net revenues in 2013, 2014 and 

2015 of RMB62.5 million, RMB124.5 million and RMB234.8 million (US$35.3 

million), respectively, representing year-over-year growth of 99% and 89%, 

respectively, and net revenues in the six months ended June 30, 2015 and 2016 of 

RMB84.6 million and RMB148.1 million (US$22.3 million), respectively, 

representing period-over-period growth of 75%. We have continued to make 

expenditures and investments, including in our technologies, personnel, sales and 
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marketing, infrastructure and operations, and incurred net losses of RMB30.7 

million, RMB37.3 million, RMB48.8 million (US$7.3 million) and RMB29.7 

million (US$4.5 million) in 2013, 2014, 2015 and the six months ended June 30, 

2016, respectively. Our customers increased in number from 141 in 2013 to 211 

in 2014 and 307 in 2015, and over the same period, our average customer 

contribution increased 33% and 30% year over year. We enjoy high customer 

loyalty and revenue retention, with 168%, 116% and 138% revenue retention 

rates in 2013, 2014 and 2015, respectively. We calculate average customer 

contribution by dividing total net revenues in a period by total number of 

customers in the same period. Our revenue retention rate consists of aggregate net 

revenues from all customers in the prior period that remain customers in the 

current period, divided by total net revenues from all customers in that prior 

period. 

 

33. On November 21, 2016, Gridsum issued a press release entitled, “Gridsum 

Reports Unaudited Third Quarter 2016 Financial Results.”  Therein, the Company, in relevant 

part, stated: 

Third Quarter 2016 Financial Highlights 

 

 Net revenues increased by 69.8% to RMB98.7 million (US$14.8 million) 

from RMB58.1 million in the comparable period in 2015, driven by 63.1% 

growth in enterprise revenues and 129.0% increase in e-Government and 

other revenues. 

 

 Gross margin expanded by 389 bps to 88.2% from the previous year. 

 

 Operating loss declined to RMB15.4 million (US$2.3 million) from the 

previous year. 

 

“We are very excited to report solid revenue and business growth for our first 

time as a NASDAQ listed company,” stated Mr. Guosheng Qi, Chief Executive 

Officer of Gridsum. “Our revenues grew a solid 69.8% year over year as we 

witnessed rapidly growing demand for our business solutions across the board. 

Increasingly, we see customers in China recognizing the benefits of making data-

driven decisions, which is driving strong demand for our software from both new 

and existing customers. We are encouraged by the steady development of our 

business, based on our proprietary cloud-based SaaS platform, the Gridsum Big 

Data Platform, and we are excited about the opportunities ahead of us. We are 

also proud to announce significant progress in our strategic longer term initiatives. 

Leveraging on our proprietary platform as well as capitalizing on the market void 

for world-class localized solutions tailored for Chinabusinesses, we have moved 

to live client beta testing for our new cloud-based SaaS CRM solution which we 

aim to roll out in late 2017. Given the dramatic growth in demand for such 
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scalable big data analytic solutions, coupled with a successful IPO on NASDAQ, 

we believe that Gridsum is well positioned to seize these dynamic secular trends 

and generate significant shareholder value going forward.” 

 

Mr. Michael Zhang, Chief Financial Officer of the Company, commented, 

“Driven by strong top-line growth during the third quarter, we expanded our 

margin performance and improved bottom line year over year. Thanks to a 

favorable sales mix, gross margin expanded by 389 bps to 88.2% and operating 

loss declined significantly to RMB15.4 million from one year ago. By continuing 

to focus on leveraging our brand, scale and industry leadership in China, we 

anticipate improved top line growth and operating leverage as our proprietary 

cloud platform continues to attract new customers and drive revenue growth 

going forward.” 

 

Third Quarter 2016 Financial Results 

 

REVENUES: Net revenues for the third quarter of 2016 increased by 69.8% to 

RMB98.7 million (US$14.8 million) from RMB58.1 million in the comparable 

period in 2015, driven by strong growth in both Enterprise revenues and e-

Government and other revenues. 

 

Enterprise revenues increased by 63.1% to RMB87.6 million (US$13.1 million) 

in the third quarter of 2016 from RMB53.7 million in the comparable period in 

2015. e-Government and other revenues increased by 129.0% to RMB12.8 

million (US$1.9 million) in the third quarter of 2016, compared with RMB5.6 

million in the comparable period in 2015. This growth was due to increased 

demand from both new and existing customers. 

 

COST OF REVENUES: Cost of revenues increased by RMB2.5 million to 

RMB11.7 million (US$1.8 million), or 27.8%, from the comparable period in 

2015. The increase was a result of a RMB1.4 million increase in cost of customer 

service consultants, and a RMB1.1 million increase in bandwidth costs and 

overhead allocation. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit for the third quarter of 

2016 was RMB87.0 million (US$13.1 million), compared with RMB49.0 million 

in the comparable period in 2015. Gross margin for the third quarter of 2016 

increased to 88.2%, compared with 84.3% in the comparable period in 2015. The 

expansion in gross margin was primarily attributable to the relatively larger 

portion of revenues coming from e-Government related sales. e-Government and 

other revenues represented 12.7% of total revenues in the third quarter 2016, 

compared to 9.4% in the comparable period in 2015. 

 

OPERATING EXPENSES: Total operating expenses for the third quarter of 

2016 increased by 47.4% to RMB102.5 million (US$15.4 million), from 

RMB69.5 million in the comparable period in 2015. As a percentage of net 
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revenues, operating expenses were 103.8%, compared with 119.6% in the 

comparable period in 2015, thanks to improving operating leverage as revenue 

grew steadily. 

 

 Sales and marketing expenses increased by 54.8% to RMB42.3 million 

(US$6.3 million) in the third quarter of 2016 from RMB27.3 million in the 

comparable period in 2015. The increased marketing expenses included 

one-time marketing expenses associated with the Company’s initial public 

offering and listing on Nasdaq Global Select Market in September 2016. 

 

 Research and development expenses increased by 47.4% to RMB39.8 

million (US$6.0 million) in the third quarter of 2016 from RMB27.0 

million in the comparable period in 2015, including an increase of 

RMB10.2 million in personnel costs. 

 

 General and administrative expenses increased by 34.0% to RMB20.4 

million (US$3.1 million) in the third quarter of 2016 from RMB15.2 

million in the comparable period in 2015, due to an increase of RMB2.8 

million in personnel costs, and an increase of RMB2.4 million in 

professional fee, allowance for doubtful accounts and allocated general 

overhead. 

 

LOSS FROM OPERATIONS: Loss from operations for the third quarter of 2016 

was RMB15.4 million (US$2.3 million), which decreased from RMB20.5 million 

in the comparable period in 2015. 

 

NET LOSS: Net loss attributable to Gridsum’s ordinary shareholders for the third 

quarter of 2016 was RMB24.6 million (US$3.7 million), which decreased from 

RMB29.0 million in the comparable period in 2015. 

 

NON-GAAP NET LOSS: Non-GAAP net loss attributable to Gridsum’s ordinary 

shareholders, which is defined as net loss before share-based compensation 

expense, for the third quarter of 2016 was RMB21.9 million (US$3.3 million), 

which decreased from RMB26.7 million in the comparable period in 2015. 

 

EBITDA: Loss before interest, income tax, depreciation and amortization for the 

third quarter of 2016 was RMB8.3 million (US$1.3 million), which decreased 

from RMB16.3 million in the comparable period in 2015. 

 

ADJUSTED EBITDA: Adjusted loss before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, was 

RMB5.6 million (US$0.8 million) for the third quarter of 2016, which decreased 

from RMB14.0 million in the comparable period in 2015. 

 

NET LOSS PER ADS: Net loss per ADS for the third quarter of 2016 was 

RMB2.36 (US$0.35). 
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NON-GAAP NET LOSS PER ADS: Non-GAAP net loss per ADS for the third 

quarter of 2016 was RMB2.10 (US$0.32). 

 

Each ADS represents one Class B ordinary share. For purposes of determining net 

loss per ADS, the weighted average number of ordinary shares for the third 

quarter 2016 was 10,407,178. As of September 30, 2016, total number of ordinary 

shares outstanding was 28,730,166. 

 

Financial Outlook 

 

For the full year of 2016, the Company expects net revenues to be in the range of 

RMB387 million to RMB390 million, representing approximately 65% year-over-

year growth at the mid-point. These forecasts reflect the Company's current and 

preliminary view, which may be subject to change. 

 

34. On March 15, 2017, Gridsum issued a press release entitled, “Gridsum Reports 

Unaudited Fourth Quarter and Full Year 2016 Financial Results.”  Therein, the Company, in 

relevant part, stated: 

Gridsum Holding Inc. (“Gridsum” or the “Company”) (NASDAQ:GSUM), a 

leading provider of cloud-based data analytics solutions in China, today reported 

its unaudited financial results for the fourth quarter and full year ended December 

31, 2016. The Company will hold a conference call at 8:30 p.m. Eastern Time on 

March 15, 2017, or 8:30 a.m. Beijing Time on March 16, 2017. Dial-in details are 

provided at the end of this release. 

 

Fourth Quarter 2016 Financial Highlights 

 

 Net revenues increased by 66.7% to RMB153.5 million (US$22.1 million) 

from RMB92.1 million in the comparable period in 2015, driven by 62.7% 

growth in Enterprise revenues and 116.4% increase in e-Government and 

other revenues. 

 

 Gross profit increased by 70.0% to RMB131.7 million (US$19.0 million) 

from RMB77.5 million in the comparable period in 2015. 

 

 Income from operations increased by 133.2% to RMB7.3 million (US$1.0 

million) from RMB3.1 million in the comparable period in 2015.    

           

Full Year 2016 Financial Highlights 

 

 Net revenues increased by 70.4% to RMB400.3 million (US$57.6 million) 

from RMB234.8 million in the prior year, driven by 68.1% growth in 
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Enterprise revenues and 101.6% increase in e-Government and other 

revenues. 

 

 Gross profit increased by 73.7% to RMB346.8 million (US$49.9 million) 

from RMB199.6 million in the prior year. 

 

 Loss from operations narrowed by 19.5% to RMB36.8 million (US$5.3 

million) from RMB45.7 million in the prior year.              

 

“We are delighted to report another quarter of solid growth in both our financial 

and operating performance,” stated Mr. Guosheng Qi, Chief Executive Officer of 

Gridsum. “Our topline continued to witness significant momentum in the quarter 

with revenues exceeding our expectations. This strong performance was driven by 

both new customer wins as well as an increase in average revenue per customer. 

In 2016, we had 395 total customers, representing a 28.7% year-over-year 

increase. Additionally, average revenue per customer increased by 35.5% year 

over year to RMB1.0 million. These solid metrics demonstrate that our innovative 

DNA is a core component of our success, and our commitment to strengthen our 

R&D capabilities remains robust. This is exemplified by the increase in the 

number of granted and pending patents, which have accumulated to over 60 and 

1,500 as of December 31, 2016, respectively. In addition, we are pleased to 

announce that Gridsum has established a strategic alliance with Tencent Cloud, 

the cloud computing arm of Tencent Group that focuses on government and 

business customers. This collaboration will initially explore ways to jointly 

leverage both Tencent’s impressive bank of technology as well as our big-data, 

machine-learning platform focused toward products and solutions for the legal 

services sector. Going forward, we will continue to leverage our first-mover 

advantage, competitive product offerings as well as our leading big data, machine 

learning and artificial intelligence (AI) platform to further penetrate into new 

markets. We firmly believe in the immense market potential in China for Gridsum 

and our ability to seize upon these opportunities to generate significant value for 

our shareholders going forward.” 

 

Mr. Michael Zhang, Chief Financial Officer of the Company, commented, 

“Driven by a 62.7% increase in Enterprise revenues and a 116.4% increase in e-

Government and other revenues, our net revenues experienced solid growth of 

66.7% year over year in the fourth quarter. Meanwhile, our 2016 full year 

revenues increased by 70.4% year over year. As our business grows, we will 

continue to invest to further strengthen our portfolio of products and the 

robustness of those products, as well as to broaden Gridsum’s market visibility 

with targeted investment into sales and marketing to fuel our continued growth. 

We will also continue to expand into new markets that possess significant growth 

potential and believe we are well positioned, with the right strategy, to capitalize 

on this dynamic growth momentum and further fortify our position as China’s 

leading cloud-based data analytics and enterprise SaaS provider.” 
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Fourth Quarter 2016 Financial Results 

 

REVENUES: Net revenues for the fourth quarter of 2016 increased by 66.7% to 

RMB153.5 million (US$22.1 million) from RMB92.1 million in the comparable 

period in 2015, driven by strong growth in Enterprise revenues and e-Government 

and other revenues. 

 

Enterprise revenues increased by 62.7% to RMB128.4 million (US$18.5 million) 

in the fourth quarter of 2016 from RMB78.9 million in the comparable period in 

2015. This growth was due to an increased number of customers as well as 

increased average revenue per customer. e-Government and other revenues 

increased by 116.4% to RMB30.0 million (US$4.3 million) in the fourth quarter 

of 2016 from RMB13.9 million in the comparable period in 2015. This growth 

was due to the increased demand from both e-Government and Law Dissector 

customers. 

 

COST OF REVENUES: Cost of revenues were RMB21.8 million (US$3.1 

million), as compared with RMB14.6 million in the comparable period in 2015, 

mainly due to a RMB12.0 million increase in cost of software optimization 

services. The increase primarily reflects the increase in total revenues and the 

Company’s incremental investment in data security as a result of an increasing 

number of customers in the juridical system which have very high standards for 

the security of sensitive data. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit for the fourth quarter of 

2016 increased by 70.0% to RMB131.7 million (US$19.0 million) from RMB77.5 

millionin the comparable period in 2015. Gross margin for the fourth quarter of 

2016 increased to 85.8%, as compared with 84.1% in the comparable period in 

2015. The increase in gross margin was primarily attributable to the relatively 

larger portion of revenues coming from e-Government related sales. The level of 

gross margin was in line with the Company’s expectations. 

 

OPERATING EXPENSES: Total operating expenses for the fourth quarter of 

2016 were RMB124.4 million (US$17.9 million), as compared with RMB74.3 

million in the comparable period in 2015. As a percentage of net revenues, 

operating expenses were 81.1%, as compared with 80.8% in the comparable 

period in 2015, primarily due to the increased sales and marketing expenses and 

research and development expenses. 

 

 Sales and marketing expenses were RMB50.9 million (US$7.3 million) in 

the fourth quarter of 2016, as compared with RMB23.9 million in the 

comparable period in 2015. The increase was primarily due to a RMB13.2 

million increase in personnel costs and a RMB13.8 million increase in 

marketing expenses, professional fees and overhead allocation, reflecting 

the Company’s strategy to drive long-term topline growth through 
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sustainable investment in marketing and promotion activities by 

leveraging the existing high sales efficiency of the Company’s business.  

 

 Research and development expenses were RMB47.5 million (US$6.8 

million) in the fourth quarter of 2016, as compared with RMB33.0 million 

in the comparable period in 2015, including a RMB9.4 million increase in 

personnel costs, and a RMB6.8 million increase in overhead allocation, 

which was partially offset by a RMB1.7 million reduction of outsourcing 

costs. The increase primarily reflected the Company’s strong commitment 

to enhance its technology competency and innovation capabilities. 

 

 General and administrative expenses were RMB26.0 million (US$3.7 

million) in the fourth quarter of 2016, as compared with RMB17.5 million 

in the comparable period in 2015. The increase was mainly due to a 

RMB3.5 million increase in personnel costs and a RMB5.0 million 

increase in professional fees, allowance for doubtful accounts and 

overhead allocation. As a percentage of net revenues, general and 

administrative expenses decreased to 16.9% in the fourth quarter, as 

compared with 19.0% in the comparable period of 2015.         

      

INCOME FROM OPERATIONS: Income from operations for the fourth quarter 

of 2016 increased by 133.2% to RMB7.3 million (US$1.0 million), as compared 

with RMB3.1 million in the comparable period in 2015. 

 

NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss attributable to Gridsum’s ordinary shareholders for 

the fourth quarter of 2016 was RMB 23.4 million (US$3.4 million), as compared 

with RMB11.3 million in the comparable period in 2015. The increase was 

primarily due to a RMB23.7 millionincrease in income tax expenses and partially 

offset by the increase of income from operations. 

 

NON-GAAP NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Non-GAAP net loss attributable to Gridsum’s ordinary 

shareholders, which is defined as net loss attributable to Gridsum’s ordinary 

shareholders before share-based compensation expense, for the fourth quarter of 

2016 was RMB20.8 million (US$3.0 million), as compared with RMB8.7 million 

in the comparable period in 2015. 

 

EBITDA: Income before interest, income tax, depreciation and amortization for 

the fourth quarter of 2016 increased by 107.0% to RMB13.9 million (US$2.0 

million), as compared with RMB6.7 million in the comparable period in 2015. 

The increase was mainly due to the increase of income from operation of RMB4.2 

million, and an increased depreciation and amortization expenses of RMB3.7 

million, partially offset by foreign exchange gain and other expenses of RMB0.7 

million. 
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ADJUSTED EBITDA: Adjusted income before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, increased 

by 78.9% to RMB16.6 million (US$2.4 million) for the fourth quarter of 2016, as 

compared with RMB9.3 million in the comparable period in 2015. 

 

NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss per ADS attributable to Gridsum’s ordinary 

shareholders for the fourth quarter of 2016 narrowed by 30.1% to RMB0.79 

(US$0.11), as compared with RMB1.13 in the comparable period in 2015. 

 

NON-GAAP NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S 

ORDINARY SHAREHOLDERS: Non-GAAP net loss per ADS attributable to 

Gridsum’s ordinary shareholders for the fourth quarter of 2016 narrowed by 

19.5% to RMB0.70 (US$0.10), as compared with RMB0.87 in the comparable 

period in 2015. 

 

Each ADS represents one Class B ordinary share. For purposes of determining net 

loss per ADS attributable to Gridsum’s ordinary shareholders, the weighted 

average number of ordinary shares for the fourth quarter of 2016 was 29,702,394. 

As of December 31, 2016, total number of ordinary shares outstanding was 

29,735,166. 

 

Balance Sheet: 

As of December 31, 2016, the Company had cash and cash equivalent of 

RMB524.5 million (US$75.5 million), and time deposit of RMB69.4 million 

(US$10.0 million). 

 

Full Year 2016 Financial Results 

 

REVENUES: Net revenues for the full year of 2016 increased by 70.4% to 

RMB400.3 million (US$57.6 million) from RMB234.8 million in the prior year, 

driven by strong growth in both Enterprise revenues and e-Government and other 

revenues. 

 

Enterprise revenues increased by 68.1% to RMB350.0 million (US$50.4 million) 

in the full year of 2016 from RMB208.2 million in the prior year. e-Government 

and other revenues increased by 101.6% to RMB59.4 million (US$8.6 million) in 

the full year of 2016 from RMB29.5 million in the prior year. This growth was 

due to the increased demand from both the Company’s new and existing 

customers. 

 

COST OF REVENUES: Cost of revenues were RMB53.5 million (US$7.7 

million) in the full year of 2016, as compared with RMB35.2 million in the prior 

year.  The increase was a result of a RMB14.7 million increase in the cost of 

software optimization services, a RMB3.6 million increase in cost of customer 

service consultants, and increased overhead allocation. The increase primarily 
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reflects the Company’s incremental investment to enhance its data security 

capability. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit for the full year of 2016 

increased by 73.7% to RMB346.8 million (US$49.9 million) from RMB199.6 

million in the prior year. Gross margin for the full year of 2016 increased to 

86.6% from 85.0% in the prior year. The expansion in gross margin was primarily 

attributable to the relatively larger portion of revenues coming from e-

Government related sales. e-Government and other revenues represented 14.5% 

of total revenues in 2016, as compared with 12.4% in the prior year. 

 

OPERATING EXPENSES: Total operating expenses for the full year of 2016 

were RMB383.5 million (US$55.2 million), as compared with RMB245.3 million 

in the prior year. As a percentage of net revenues, operating expenses declined to 

95.8% from 104.4% in the prior year. 

 

 Sales and marketing expenses were RMB145.5 million (US$21.0 million) 

in the full year of 2016, as compared with RMB84.5 million in the prior 

year. The increase was primarily due to a RMB35.3 million increase in 

personnel costs, and a RMB25.7 million increase in marketing expenses, 

professional fees and overhead allocation. 

 

 Research and development expenses were RMB154.2 million (US$22.2 

million) in the full year of 2016, as compared with RMB100.2 million in 

the prior year. The increase was primarily due to a RMB41.7 million 

increase in personnel costs, and a RMB12.3 million increase in 

outsourcing cost and overhead allocation. Research and development 

expenses in the full year of 2016 remained as the largest component of the 

operating expenses. 

 

 General and administrative expenses were RMB83.8 million (US$12.1 

million) in the full year of 2016, as compared with RMB60.5 million in 

the prior year. The increase was mainly due to a RMB9.8 million increase 

in personnel costs, a RMB5.2 million increase in professional fees, and a 

RMB8.3 millionincrease in allowance for doubtful accounts and overhead 

allocation. 

 

LOSS FROM OPERATIONS: Loss from operations narrowed by 19.5% to 

RMB36.8 million (US$5.3 million) in the full year of 2016 from RMB45.7 

million in the prior year. 

 

NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss attributable to Gridsum’s ordinary shareholders for 

the full year of 2016 was RMB97.4 million (US$14.0 million), as compared with 

RMB85.2 million in the prior year. 
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NON-GAAP NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Non-GAAP net loss attributable to Gridsum’s ordinary 

shareholders, which is defined as net loss attributable to Gridsum’s ordinary 

shareholders before share-based compensation expense, for the full year of 2016 

was RMB86.8 million (US$12.5 million), as compared with RMB76.4 million in 

the prior year. 

 

EBITDA: Loss before interest, income tax, depreciation and amortization for the 

full year of 2016 narrowed by 56.8% to RMB13.5 million (US$1.9 million), as 

compared with RMB31.2 million loss before interest, income tax, depreciation 

and amortization in the prior year. 

 

ADJUSTED EBITDA: Adjusted loss before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, narrowed 

by 87.4% to RMB2.8 million (US$0.4 million) for the full year of 2016, as 

compared with RMB22.4 million adjusted loss before interest, income tax, 

depreciation and amortization in the prior year. 

 

NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss per ADS attributable to Gridsum’s ordinary 

shareholders for the full year of 2016 narrowed by 24.1% to RMB6.47 (US$0.93), 

as compared with RMB8.52 in the prior year. 

 

NON-GAAP NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S 

ORDINARY SHAREHOLDERS: Non-GAAP net loss per ADS attributable to 

Gridsum’s ordinary shareholders for the full year of 2016 narrowed by 24.6% to 

RMB5.76 (US$0.83), as compared with RMB7.64 in the prior year. 

 

For purpose of determining net loss per ADS attributable to Gridsum’s ordinary 

shareholders, the weighted average number of ordinary shares for the full year of 

2016 was 15,054,865. 

 

Financial Outlook 

 

For the full year of 2017, the Company expects net revenues to be in the range of 

RMB622 million to RMB634 million, representing approximately 57% year-over-

year growth at the mid-point. These forecasts reflect the Company's current and 

preliminary view, which may be subject to change. 

 

35. On April 27, 2017, Gridsum filed its annual report with the SEC on Form 20-F for 

the year ended December 31, 2016.  The Company’s 20-F was signed by Defendant Qi and 

reaffirmed the Company’s financial results previously announced on March 15, 2017. 
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36. The Company’s Form 20-F contained certifications pursuant to the Sarbanes-

Oxley Act of 2002 (“SOX”), signed by Defendants Qi, Zhang, and Sarathy who certified: 

1. I have reviewed this annual report on Form 20-F of Gridsum Holding Inc.;  

 

2. Based on my knowledge, this report does not contain any untrue statement of a 

material fact or omit to state a material fact necessary to make the statements 

made, in light of the circumstances under which such statements were made, not 

misleading with respect to the period covered by this report;  

 

3. Based on my knowledge, the financial statements, and other financial 

information included in this report, fairly present in all material respects the 

financial condition, results of operations and cash flows of the company as of, and 

for, the periods presented in this report;  

 

4. The company’s other certifying officers and I are responsible for establishing 

and maintaining disclosure controls and procedures (as defined in Exchange Act 

Rules 13a-15(e) and 15d-15(e)) for the company and have:  

 

(a) Designed such disclosure controls and procedures, or caused such 

disclosure controls and procedures to be designed under our supervision, 

to ensure that material information relating to the company, including its 

consolidated subsidiaries, is made known to us by others within those 

entities, particularly during the period in which this report is being 

prepared;  

 

(b) [intentionally omitted];  

 

(c) Evaluated the effectiveness of the company’s disclosure controls and 

procedures and presented in this report our conclusions about the 

effectiveness of the disclosure controls and procedures, as of the end of 

the period covered by this report based on such evaluation; and  

 

(d) Disclosed in this report any change in the company’s internal control 

over financial reporting that occurred during the period covered by the 

annual report that has materially affected, or is reasonably likely to 

materially affect, the company’s internal control over financial reporting; 

and  

 

5. The company’s other certifying officers and I have disclosed, based on our 

most recent evaluation of internal control over financial reporting, to the 

company’s auditors and the audit committee of the company’s board of directors 

(or persons performing the equivalent functions):  
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(a) All significant deficiencies and material weaknesses in the design or 

operation of internal control over financial reporting which are reasonably 

likely to adversely affect the company’s ability to record, process, 

summarize and report financial information; and  

 

(b) Any fraud, whether or not material, that involves management or other 

employees who have a significant role in the company’s internal control 

over financial reporting. 

 

37. On May 25, 2017, Gridsum issued a press release entitled, “Gridsum Reports 

Unaudited First Quarter 2017 Financial Results.”  Therein, the Company, in relevant part, stated: 

First Quarter 2017 Financial Highlights 

 

 Net revenues increased by 57.3% to RMB100.6 million (US$14.6 million) 

from RMB64.0 million in the comparable period in 2016, driven by 51.5% 

growth in Enterprise revenues and a 112.4% increase in e-Government 

and other revenues. 

 

 Gross profit increased by 64.6% to RMB90.0 million (US$13.1 million) 

from RMB54.7 million in the comparable period in 2016. 

 

“The first quarter of 2017 was another solid quarter with robust financial and 

operating results,” stated Mr. Guosheng Qi, Chief Executive Officer of Gridsum. 

“We are pleased to see our topline continue its strong growth momentum, 

primarily driven by solid customer base expansion, which we target to grow by 

30-40% in 2017, and a steady increase in Average Revenue Per User (“ARPU”). 

Meanwhile, we are glad to report that for the third consecutive year, Gridsum was 

named one of the Top 10 companies in Beijing's high-tech Zhongguancun district 

in terms of the number of the patent applications filed. This is a strong testament 

to our innovation DNA and unwavering commitment to continuing to drive 

market leading R&D efforts. This commitment is exemplified by the fact that we 

have filed 1,653 patent applications in China, of which 583 are big-data focused 

and 148 are explicitly Enterprise-AI focused, as of March 31, 2017. In addition, 

we have consolidated all of our AI activities strategically, technically and 

organizationally into a new division: Gridsum Prophet, which encompasses all of 

our AI capabilities: machine learning, natural language processing, image 

recognition, predictive industry modeling, and knowledge graph. We believe that 

the increased intelligent features of our products that come from this will continue 

to be key going forward in driving new customer acquisition and ARPU growth.”  

 

Mr. Qi continued, “We have also strengthened our partnership with Tencent 

Cloud, having jointly developed an integrated speech to text solution for court 

trials and conferences, which we have the exclusive right to distribute in China’s 

nationwide court system. We see tremendous growth opportunities in front of us 
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and will continue to penetrate into new markets, including financial services and 

intelligent CRM. With our first-mover advantage and cutting-edge technology, we 

will continue to enhance and build upon our product offerings and capitalize on 

the immense potential in the market. We believe we can further fortify our 

position as China’s leading provider of cloud-based big-data analytics, machine 

learning and AI solutions, and generate great value for our shareholders going 

forward.” 

 

Mr. Michael Zhang, Chief Financial Officer of the Company, commented, “In the 

first quarter of 2017, our net revenues increased by 57.3% year over year to 

RMB100.6 million, driven by a solid 51.5% increase in our Enterprise revenues 

and 112.4% increase in e-Government and other revenues. The significant growth 

of our e-Government and other business was primarily driven by the better-than-

expected performance in all the three revenue streams of e-Government, new 

media and legal services with legal services, in particular, exhibiting exceptional 

growth. To fuel further topline growth, we will leverage our superior sales 

efficiency and continue our targeted investment in sales and marketing to broaden 

our market visibility. R&D will remain another key area of focused investment to 

strengthen our technology leadership and drive expansion into new products and 

services.” 

 

First Quarter 2017 Financial Results 

 

REVENUES: Net revenues for the first quarter of 2017 increased by 57.3% to 

RMB100.6 million (US$14.6 million) from RMB64.0 million in the comparable 

period in 2016, driven by growth in Enterprise revenues and e-Government and 

other revenues. 

 

Enterprise revenues increased by 51.5% to RMB88.9 million (US$12.9 million) 

in the first quarter of 2017 from RMB58.7 million in the comparable period in 

2016. e-Government and other revenues increased by 112.4% to RMB13.8 

million (US$2.0 million) in the first quarter of 2017 from RMB6.5 million in the 

comparable period in 2016. These growths were due to an increased number of 

customers as well as increased average revenue per customer. 

 

COST OF REVENUES: Cost of revenues were RMB10.6 million (US$1.5 

million), as compared with RMB9.3 million in the comparable period in 2016. 

The increase was primarily due to the RMB2.6 million increased cost of technical 

service fee, which was in line with total revenues growth. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit for the first quarter of 

2017 increased by 64.6% to RMB90.0 million (US$13.1 million) from RMB54.7 

million in the comparable period in 2016. Gross margin for the first quarter of 

2017 increased to 89.5%, as compared with 85.5% in the comparable period in 

2016. The increase in gross margin was primarily attributable to the relatively 

larger portion of revenues coming from e-Government and other related sales, 
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which have a higher gross margin, and improved revenue contribution from 

Enterprise revenue due to optimized service offering. 

 

OPERATING EXPENSES: Total operating expenses for the first quarter of 2017 

were RMB139.0 million (US$20.2 million), as compared with RMB76.3 million 

in the comparable period in 2016. As a percentage of net revenues, operating 

expenses were 138.2%, as compared with 119.3% in the comparable period in 

2016, primarily due to the increased sales and marketing expenses and research 

and development expenses. 

 

 Sales and marketing expenses were RMB51.3 million (US$7.5 million) in 

the first quarter of 2017, as compared with RMB24.1 million in the 

comparable period in 2016. The increase was primarily due to a RMB20.8 

million increase in marketing expenses and professional fees, a RMB3.8 

million increase in personnel costs and a RMB2.6 million increase in 

overhead allocation, reflecting the Company’s strategy to drive long-term 

topline growth through sustainable investment in marketing and promotion 

activities by leveraging the existing high sales efficiency of the 

Company’s business.  

 

 Research and development expenses were RMB51.9 million (US$7.5 

million) in the first quarter of 2017, as compared with RMB32.4 million in 

the comparable period in 2016, including a RMB13.1 million increase in 

personnel costs and a RMB8.0 million increase in overhead allocation, 

which was partially offset by a RMB1.6 million reduction of outsourcing 

costs. The increase primarily reflected the Company’s strong commitment 

to enhance its technology competency and innovation capabilities. 

 

 General and administrative expenses were RMB35.8 million (US$5.2 

million) in the first quarter of 2017, as compared with RMB19.7 million in 

the comparable period in 2016. The increase was primarily due to a 

RMB15.3 million increase in allowance for doubtful accounts and a 

RMB1.8 millionincrease in personnel cost, and partially offset by a 

RMB1.0 million reduction in overhead allocation. The increase in 

allowance for doubtful accounts was a result of relatively slow collection 

in the first quarter of 2017.  

 

LOSS FROM OPERATIONS: Loss from operations for the first quarter of 2017 

was RMB49.0 million (US$7.1 million), as compared with RMB21.6 million in 

the comparable period in 2016. 

 

NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss attributable to Gridsum’s ordinary shareholders for 

the first quarter of 2017 was RMB57.2 million (US$8.3 million), as compared 

with RMB31.1 million in the comparable period in 2016. The increase was 
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primarily due to the increased operating expenses, including the incremental 

expenses as a result of being a publicly listed company. 

 

NON-GAAP NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Non-GAAP net loss attributable to Gridsum’s ordinary 

shareholders, which is defined as net loss attributable to Gridsum’s ordinary 

shareholders before share-based compensation expense, for the first quarter of 

2017 was RMB52.2 million (US$7.6 million), as compared with RMB28.4 

million in the comparable period in 2016. 

 

EBITDA: Loss before interest, income tax, depreciation and amortization for the 

first quarter of 2017 was RMB43.0 million (US$6.2 million), as compared with 

RMB16.1 million in the comparable period in 2016. The increase was mainly due 

to the increase in loss from operation of RMB27.4 million, an increase in foreign 

exchange expense and other expense of RMB1.8 million, partially offset by 

depreciation and amortization expense of RMB2.3 million. 

 

ADJUSTED EBITDA: Adjusted loss before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, was 

RMB38.0 million (US$5.5 million) for the first quarter of 2017, as compared with 

RMB13.4 million in the comparable period in 2016. 

 

NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss per ADS attributable to Gridsum’s ordinary 

shareholders for the first quarter of 2017 narrowed by 38.3% to RMB1.92 

(US$0.28), as compared with RMB3.11 in the comparable period in 2016. 

 

NON-GAAP NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S 

ORDINARY SHAREHOLDERS: Non-GAAP net loss per ADS attributable to 

Gridsum’s ordinary shareholders for the first quarter of 2017 narrowed by 38.4% 

to RMB1.75 (US$0.25), as compared with RMB2.84 in the comparable period in 

2016. 

 

Each ADS represents one Class B ordinary share. For purposes of determining net 

loss per ADS attributable to Gridsum’s ordinary shareholders, the weighted 

average number of ordinary shares for the first quarter of 2017 was 29,735,166. 

As of March 31, 2017, total number of ordinary shares outstanding was 

29,735,166. 

 

Balance Sheet  

As of March 31, 2017, the Company had cash and cash equivalent of RMB183.4 

million (US$26.7 million), time deposit of RMB68.8 million (US$10.0 million) 

and restricted cash of RMB258.1 million (US$37.5 million). 

 

Recent Development: Launch of Gridsum Prophet AI Engine 
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The Company has recently consolidated all of its AI activities, technically, 

organizationally and strategically, into a new division called Gridsum Prophet. 

Gridsum Prophet is directly headed by the Company’s Chief Technology Officer, 

John Jiyang Liu. Gridsum Prophet encompasses all of the Company’s AI 

capabilities, including machine learning, natural language processing, image 

recognition, predictive industry modeling, and knowledge graph. It powers the 

Company’s intelligent products and solutions across the matrix of clients and 

industry verticals. It also allows the Company to see cross-industry, client and 

demographic correlations and relationships to add further value for clients. 

Gridsum Prophet is increasingly key in creating new differentiated product 

features for the Company’s existing products (e.g. marketing automation) and is 

central in defining and shaping new products, such as the Company’s social 

listening and brand management suite as well as the legal services suite and 

intelligent CRM product suites. Gridsum Prophet is also instrumental in defining 

Gridsum’s new product pipeline, such as the intelligent CRM and financial 

services product suites. The Company sees the new division playing an 

increasingly key role in customer acquisition, ARPU growth, new product 

development, and others. 

 

Financial Outlook 

 

For the full year of 2017, the Company retains its previous outlook that net 

revenues are expected to be in the range of RMB622 million to RMB634 million, 

representing approximately 57% year-over-year growth at the mid-point. These 

forecasts reflect the Company's current and preliminary view, which may be 

subject to change. 

 

38. On August 24, 2017, Gridsum issued a press release entitled, “Gridsum Reports 

Unaudited Second Quarter 2017 Financial Results.”  Therein, the Company, in relevant part, 

stated: 

Second Quarter 2017 Financial Highlights 

 

 Net revenues increased by 43.8% to RMB120.9 million (US$17.8 million) 

from RMB84.1 million in the comparable period in 2016, driven by a 

34.6% growth in Enterprise revenues and a 123.9% increase in e-

Government and other revenues. 

 

 Gross profit increased by 37.4% to RMB100.8 million (US$14.9 million) 

from RMB73.4 million in the comparable period in 2016. 

 

“We delivered strong financial and operating results once again in the second 

quarter of 2017,” stated Mr. Guosheng Qi, Chief Executive Officer of Gridsum. 

“Our topline maintained its robust growth trajectory, primarily driven by solid 
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customer base expansion and increased Average Revenue Per User (‘ARPU’). We 

remain on target to grow our customer count by 30% to 40% in 2017. In 

particular, we were very effective in cross-selling and upselling our products and 

services to existing clients. 

 

“During this quarter, our Marketing Dissector 3.0 product suite went live. Some 

of the most important features of this suite are those that allow our clients to 

utilize, in a responsible and non-brand-dilutive manner, many of the new media 

that are currently disrupting the digital marketing landscape, including newsfeed, 

video, WeChat search, short video and other social. We believe that these new 

features including, in many areas, automated bidding on these new platforms for 

client KPI optimization, were key to both new client wins and ARPU growth from 

existing clients during Q2. 

 

“During the second quarter, we won a number of additional marquee clients 

including Cisco, Chubb, Hainan Airlines, Michael Kors and China Life.  We also 

saw the renewal rate among our most important 20 clients remain at 100% for the 

second quarter. Notable Q2 client renewals included Agoda, GAP, JD.com, and 

DF Nissan.” 

 

“On the strategic side, we made significant progress in three areas during the 

quarter,” commented Ravi Sarathy, co-Chief Financial Officer of Gridsum. “First, 

we created a strategic partnership with a well-known local marketing firm that has 

good reach into potential new Gridsum clients across enterprise sectors. That 

partnership is targeted toward selling our social listening/brand management 

product suite and also our intelligent PR product suite. Second, we engaged in a 

pilot project with Accenture as a strategic marketing partner, focused on selling 

our marketing automation solutions. Third, we continued to target full launch of 

our Intelligent CRM product at the end of 2017 with a small CRM acqui-hire of a 

team with deep Oracle Siebel experience. 

 

“Our current partnership with Tencent Cloud, focused toward our legal services 

suite and the legal space, continues to progress ahead of expectations. The 

partnership is now on an exclusive basis for the legal space and, although it is still 

at an early stage, we have begun discussions with Tencent about cooperation in 

other areas including WeChat.” 

 

Mr. Michael Zhang, co-Chief Financial Officer of the Company, commented, “In 

the second quarter of 2017, our net revenues increased by 43.8% year over year to 

RMB120.9 million, driven by a 34.6% increase in our Enterprise revenues and a 

123.9% increase in e-Government and other revenues. Although our gross margin 

declined from 87.2% to 83.3% year over year, it is within our budgeted range and 

expectations as we increased our investment in optimizing and enhancing the 

performance and security of our system and database. During the quarter, we also 

increased our spending in sales and marketing as well as research and 

development, consistent with our strategy of augmenting our brand recognition 
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and solidifying our technology leadership. At the same time, we are carefully 

monitoring the ROI of our investments and making sure that our cost structure is 

optimized for efficiency. Going forward, we will continue to prudently invest in 

our future growth.” 

 

Second Quarter 2017 Financial Results 

 

REVENUES: Net revenues for the second quarter of 2017 increased by 43.8% to 

RMB120.9 million (US$17.8 million) from RMB84.1 million in the comparable 

period in 2016, driven by a 34.6% growth in Enterprise revenues and a 123.9% 

increase in e-Government and other revenues. 

 

Enterprise revenues increased by 34.6% to RMB101.3 million (US$14.9 million) 

in the second quarter of 2017 from RMB75.2 million in the comparable period of 

2016. e-Government and other revenues increased by 123.9% to RMB22.8 

million (US$3.4 million) in the second quarter of 2017 from RMB10.2 million in 

the comparable period of 2016. These growths were due to an increased number 

of customers as well as increased ARPU. 

 

COST OF REVENUES: Cost of revenues were RMB20.2 million (US$3.0 

million) as compared to RMB10.8 million in the comparable period of 2016. The 

increase was primarily due to the RMB10.1 million increased cost of technical 

service fee and was partially offset by a RMB1.1 million decrease in personnel 

cost. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit for the second quarter of 

2017 increased by 37.4% to RMB100.8 million (US$14.9 million) from RMB73.4 

millionin the comparable period of 2016. Gross margin for the second quarter of 

2017 decreased to 83.3% as compared to 87.2% in the comparable period of 2016. 

The decrease in gross margin was primarily attributable to incremental investment 

in optimizing and enhancing the performance and security of our system and 

database. This decrease in gross margin is fully consistent with our expectation 

for a long term gross margin of 85%. 

 

OPERATING EXPENSES: Total operating expenses for the second quarter of 

2017 were RMB128.2 million (US$18.9 million) as compared to RMB80.3 

million in the comparable period of 2016. As a percentage of net revenues, 

operating expenses were 106.0% as compared to 95.5% in the comparable period 

of 2016, primarily due to the increased sales and marketing expenses and research 

and development expenses. 

 

 Sales and marketing expenses were RMB40.0 million (US$5.9 million) in 

the second quarter of 2017 as compared to RMB28.1 million in the 

comparable period of 2016. The increase was primarily due to a RMB9.2 

million increase in marketing expenses and professional fees and a 

RMB2.2 million increase in personnel costs, reflecting the Company’s 
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strategy to drive long-term topline growth through sustainable investment 

in marketing and promotion activities by leveraging the existing high sales 

efficiency of the Company’s business.  

 

 Research and development expenses were RMB60.0 million (US$8.9 

million) in the second quarter of 2017 as compared to RMB34.5 million in 

the comparable period of 2016, including RMB15.8 million increase in 

personnel costs, a RMB4.5 million increase in training expenses, and a 

RMB3.7 millionincrease in overhead allocation. The increase primarily 

reflected the Company’s strong commitment to enhance its technological 

competence and innovation capabilities. 

 

 General and administrative expenses were RMB28.2 million (US$4.2 

million) in the second quarter of 2017 as compared to RMB17.7 million in 

the comparable period of 2016. The increase was primarily due to a 

RMB4.3 million increase in personnel cost including a RMB1.2 million 

increase in share-based compensation, a RMB3.0 million increase in 

allowance for doubtful accounts, a RMB2.0 million increase in 

professional fees, and a RMB1.7 millionincrease in travel expenses, 

partially offset by a RMB0.5 million decrease in overhead allocation. 

 

LOSS FROM OPERATIONS: Loss from operations for the second quarter of 

2017 was RMB27.4 million (US$4.0 million) as compared to a loss of RMB7.0 

million in the comparable period of 2016. 

 

NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss attributable to Gridsum’s ordinary shareholders for 

the second quarter of 2017 was RMB32.3 million (US$4.8 million) as compared 

to RMB18.3 million in the comparable period of 2016. The increase was 

primarily due to the increase in operating expenses, including incremental 

expenses as a result of being a publicly listed company, by a larger percentage as 

compared to the increase of gross profits. 

 

NON-GAAP NET LOSS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Non-GAAP net loss attributable to Gridsum’s ordinary 

shareholders, which is defined as net loss attributable to Gridsum’s ordinary 

shareholders before share-based compensation expense, for the second quarter of 

2017 was RMB27.4 million (US$4.0 million) as compared to RMB15.7 million in 

the comparable period of 2016. 

 

EBITDA: Loss before interest, income tax, depreciation and amortization for the 

second quarter of 2017 was RMB22.7 million (US$3.4 million) as compared to 

RMB3.0 million in the comparable period of 2016. The increase was mainly due 

to the increase in loss from operations of RMB20.4 million, an increase in foreign 

exchange expense and other expense of RMB1.6 million, partially offset by a 

decrease in depreciation and amortization expense of RMB2.3 million. 
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ADJUSTED EBITDA: Adjusted loss before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, was 

RMB17.8 million (US$2.6 million) for the second quarter of 2017 as compared to 

RMB0.3 million in the comparable period of 2016. 

 

NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S ORDINARY 

SHAREHOLDERS: Net loss per ADS attributable to Gridsum’s ordinary 

shareholders for the second quarter of 2017 was RMB1.09 (US$0.16) as 

compared to RMB1.83 in the comparable period of 2016. 

 

NON-GAAP NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM’S 

ORDINARY SHAREHOLDERS: Non-GAAP net loss per ADS attributable to 

Gridsum’s ordinary shareholders for the second quarter of 2017 was RMB0.92 

(US$0.14) as compared to RMB1.57 in the comparable period of 2016. 

 

Each ADS represents one Class B ordinary share. For purposes of determining net 

loss per ADS attributable to Gridsum’s ordinary shareholders, the weighted 

average number of ordinary shares for the second quarter of 2017 was 

29,751,812. As of June 30, 2017, the total number of ordinary shares outstanding 

was 30,703,914. 

 

Balance Sheet  

As of June 30, 2017, the Company had cash and cash equivalent of RMB233.5 

million (US$34.4 million), time deposit of RMB67.8 million (US$10.0 million), 

and restricted cash of RMB254.2 million (US$37.5 million). 

 

Financial Outlook 

 

For the full year of 2017, the Company has increased its guidance. Net revenues 

are now expected to be in the range of RMB628 million to RMB640 million, 

representing approximately 58% year-over-year growth at the mid-point. These 

forecasts reflect the Company's current and preliminary view, which may be 

subject to change. 

 

39. On November 28, 2017, Gridsum issued a press release entitled, “Gridsum 

Reports Unaudited Third Quarter 2017 Financial Results.”  Therein, the Company, in relevant 

part, stated: 

Third Quarter 2017 Financial Highlights 

 

 Net revenues increased by 53.4% to RMB151.4 million (US$22.8 million) 

from RMB98.7 million in the comparable period of 2016, driven by a 
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47.8% rise in Enterprise revenues and a 98.0% increase in e-Government 

and other revenues. 

 

 Gross profit increased by 43.8% to RMB125.2 million (US$18.8 million) 

from RMB87.0 million in the comparable period of 2016. 

 

Mr. Guosheng Qi, Chief Executive Officer of Gridsum, commented, "We 

delivered another strong quarter of growth driven by our continued effectiveness 

at attracting new clients, including companies such as Dyson, Domino's, Stanley 

Black and Decker, Union Life, Viking Cruise, and others, to our core marketing 

automation business, and cross selling and upselling additional products and 

features which drove growth of average revenue per customer ('ARPU') within 

our expanding portfolio of clients. We have also made considerable progress in 

our strategy to develop solutions for new verticals, such as an intelligent customer 

relationship management system (CRM) which is anticipated to be launched next 

month and the industrial internet of things (IIoT). In August, Mr. Xijian Liu 

joined us as our chief strategy officer. He also heads our newly established IIoT 

division.  Mr. Liu's more than three decades of IT and strategic management 

experience at one of the largest state-owned petrochemical companies in China 

lays a solid foundation for our rapid development in the IIoT space. Moving 

forward, we will continue to consolidate long-term relationships with our clients 

and delve deeper into their businesses by offering solutions to multiple parts of 

their organizations to help them with their digital transformations. We continue to 

target having around half of our growth being driven by new client additions, and 

around half from ARPU expansion." 

 

"Overall, our strategy remains the same -- to leverage our leading big-data 

analytics and enterprise-focused artificial intelligence platform to help companies 

and other organizations make better decisions and drive an immediate and 

quantifiable KPI impact for our clients. While we have been able to grow quickly 

by attracting a number of companies to our platform, there remains enormous 

potential to broaden the types of organizations that we serve, and extensive 

untapped opportunity across the corporate world, including different parts of our 

current clients' organizations, that we can reach with new products and services. 

The enterprise software market in China remains relatively greenfield with few 

well developed domestic players. As companies in China become increasingly 

sophisticated, we believe that our intelligent cloud-based solutions can help them 

make important data-driven decisions that will be vital to their future growth." 

  

Mr. Ravi Sarathy, co-Chief Financial Officer of Gridsum, added, "We made 

exciting progress on a number of strategic fronts this quarter. In particular, we are 

pleased that we were able to broaden our collaboration with Tencent in a few 

different areas. First, we launched the 'Faxin Wei Su' litigation service platform 

on WeChat in cooperation with Tencent and the PRC People's Court Press, which 

forms a key part of our broader legal solutions suite. Second, we added the 

Tencent-JD platform to our Marketing Automation suite, including its integration 
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into our intelligent bid-optimization solution. Over time this will allow us to 

directly manage and increasingly automate a greater share of our clients' digital 

marketing spending, further driving ARPU from our clients. Lastly, we signed a 

strategic agreement with Tencent Cloud and Shandong Guohui Investment Co. 

Ltd, a company owned by the Shandong Province State-owned Assets 

Supervision and Administration Commission, to jointly develop an IIoT cloud 

platform in Shandong Province. This announcement marks the culmination of 

almost a year of work within Gridsum and also demonstrates the critical role 

played by our chief strategy officer, Mr. Xijian Liu. This strategic agreement 

provides for us to jointly advise on, develop and implement an IIoT platform in 

Shandong Province to leverage 'Industry 4.0' and 'Made in China 

2025'methodologies to revolutionize and improve the efficiency, structure and 

scope of the smart manufacturing ecosystem there. This will be accomplished 

through the acquisition of vast quantities of information, processing of that 

information with intelligent analytics and automating key decisioning based on 

those analytics. This strategic agreement highlights the transformative nature of 

IIoT and represents a substantial strategic opportunity for us. Developments such 

as these showcase the work that we do to innovate across our business, leveraging 

our core competencies and competitive advantages. Establishing long-term 

relationships with our clients and upselling additional products and features over a 

number of years is also critically important for us. Exemplifying this, we saw the 

renewal rate among our most important clients, those representing over 2% of our 

revenue, remain at 100% for the third quarter and for the first nine months of 

2017." 

 

Mr. Michael Zhang, co-Chief Financial Officer of Gridsum, concluded, "During 

the quarter, enterprise revenues increased by 47.8% while e-Government and 

other revenues increased by an even faster 98.0%, albeit from a smaller base. We 

continue to invest for the future while carefully balancing growth opportunities 

with a path to profitability. We believe that with rapid top line growth our 

operating leverage will become more significant. We have already started to see 

solid leverage from our sales and marketing ('S&M') spending, and we expect to 

see greater stability in our research and development ('R&D') and general and 

administrative ('G&A') spending, which should put us on a stronger path to 

profitability. R&D remains a critical element of our business to ensure that we 

maintain our leading position in the enterprise SaaS space over the short, medium 

and long term. As such, we expect that R&D spending, in absolute terms, to 

continue growing at a sustainable level in the coming quarters." 

 

Third Quarter 2017 Financial Results 

 

REVENUES: Net revenues increased by 53.4% to RMB151.4 million (US$22.8 

million) from RMB98.7 million in the comparable period of 2016, driven by a 

47.8% increase in Enterprise revenues and a 98.0% increase in e-Government and 

other revenues. 
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Enterprise revenues increased by 47.8% to RMB129.5 million (US$19.5 million) 

from RMB87.6 million in the comparable period of 2016. E-Government and 

other revenues increased by 98.0% to RMB25.3 million (US$3.8 million) from 

RMB12.8 million in the comparable period of 2016. The rise in both enterprise 

revenues and e-Government and other revenues was mainly due to an increase in 

number of customers and higher ARPU. During the quarter, the Company won a 

number of additional marquee clients in addition to working to upsell additional 

products and features to established clients. 

 

COST OF REVENUES: Cost of revenues was RMB26.2 million (US$3.9 

million), compared with RMB11.7 million in the comparable period of 2016. The 

rise was primarily due to a RMB14.4 million increase in technical service fees. 

 

GROSS PROFIT AND GROSS MARGIN: Gross profit increased by 43.8% to 

RMB125.2 million (US$18.8 million) from RMB87.0 million in the comparable 

period of 2016. Gross margin decreased to 82.7% from 88.2% in the comparable 

period of 2016. The decrease in gross margin was primarily attributable to 

incremental investment in optimizing and enhancing the performance and security 

of the Company's systems and databases. The Company believes that it can 

maintain its gross margin at around 85% over the long term. 

 

OPERATING EXPENSES: Total operating expenses were RMB155.7 million 

(US$23.4 million), compared with RMB102.5 million in the comparable period of 

2016. As a percentage of net revenues, operating expenses were 102.8%, 

compared with 103.8% in the comparable period of 2016.   

 

 Sales and marketing expenses were RMB43.0 million (US$6.5 million), 

compared with RMB42.3 million in the comparable period of 2016. In an 

effort to increase Gridsum's brand awareness, the Company significantly 

ramped up its marketing activities in the third quarter of 2016 following 

the completion of its initial public offering. In the coming few quarters, 

while Gridsum will continue to invest in brand building and in its sales 

force, the Company expects to maintain its sales and marketing expenses 

in line with topline revenue growth. Over the long term, the Company 

expects to maintain sales and marketing expenses at around 20% of total 

net revenues. 

 

 Research and development expenses were RMB69.5 million (US$10.4 

million), compared with RMB39.8 million in the comparable period of 

2016. The increase was primarily due to a RMB12.8 million increase in 

outsourcing fees and a RMB10.4 million increase in personnel costs. The 

increases primarily reflect the Company's strong commitment to enhance 

its capabilities in technology and innovation. Over the long term, the 

Company expects to maintain R&D spending at about 25% of total net 

revenues. 
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 General and administrative expenses were RMB43.2 million (US$6.5 

million), compared with RMB20.4 million in the comparable period of 

2016. The increase was primarily due to a RMB9.2 million increase in 

allowance for doubtful accounts, a RMB7.3 million increase in 

outsourcing costs and a RMB5.0 million increase in personnel cost, 

including a RMB1.1 million increase in share-based compensation. Over 

the long term, the Company aims to bring G&A expenses to below 10% of 

total net revenues. 

 

LOSS FROM OPERATIONS: Loss from operations was RMB30.5 million 

(US$4.6 million), compared with a loss of RMB15.4 million in the comparable 

period of 2016. 

 

NET LOSS ATTRIBUTABLE TO GRIDSUM'S ORDINARY 

SHAREHOLDERS: Net loss attributable to Gridsum's ordinary shareholders was 

RMB34.1 million (US$5.1 million), compared with RMB24.6 million in the 

comparable period of 2016. The increase was primarily due to an increase in 

operating expenses, especially R&D as the Company aims to position itself for its 

anticipated seasonally strong fourth quarter. 

 

NON-GAAP NET LOSS ATTRIBUTABLE TO GRIDSUM'S ORDINARY 

SHAREHOLDERS: Non-GAAP net loss attributable to Gridsum's ordinary 

shareholders, which is defined as net loss attributable to Gridsum's ordinary 

shareholders before share-based compensation expense, was RMB29.4 million 

(US$4.4 million), compared with RMB21.9 million in the comparable period of 

2016. 

 

EBITDA: Loss before interest, income tax, depreciation and amortization for the 

third quarter of 2017 was RMB24.6 million (US$3.7 million), compared with 

RMB8.3 million in the comparable period of 2016. The increase was mainly due 

to an increase in loss from operations of RMB15.1 million, an increase in foreign 

exchange expense and interest expenses of RMB2.7 million and RMB1.5 million, 

respectively, which were partially offset by an increase in depreciation and 

amortization expenses of RMB1.7 million. 

 

ADJUSTED EBITDA: Adjusted loss before interest, income tax, depreciation 

and amortization, which excludes share-based compensation expenses, was 

RMB19.8 million (US$3.0 million), compared with RMB5.6 million in the 

comparable period of 2016. 

 

NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM'S ORDINARY 

SHAREHOLDERS: Net loss per ADS attributable to Gridsum's ordinary 

shareholders was RMB1.15 (US$0.17), compared with RMB2.36 in the 

comparable period of 2016. 

 

La
w O

ffic
es

 of
 H

ow
ard

 G
. S

mith



 

CLASS ACTION COMPLAINT 

31 

NON-GAAP NET LOSS PER ADS ATTRIBUTABLE TO GRIDSUM'S 

ORDINARY SHAREHOLDERS: Non-GAAP net loss per ADS attributable to 

Gridsum's ordinary shareholders was RMB0.99 (US$0.15), compared with 

RMB2.10 in the comparable period of 2016. 

 

Each ADS represents one Class B ordinary share. For purposes of determining net 

loss per ADS attributable to Gridsum's ordinary shareholders, the weighted 

average number of ordinary shares for the third quarter of 2017 was 29,739,866. 

As of September 30, 2017, the total number of ordinary shares outstanding was 

30,736,180. 

 

Balance Sheet 

 

As of September 30, 2017, the Company had cash and cash equivalents of 

RMB258.0 million (US$38.8 million), and restricted cash of RMB249.5 

million(US$37.50 million). Management believes that the Company has a healthy 

balance sheet and that it is fully funded on the path to profitability. 

 

Financial Outlook 

 

For the full year of 2017, the Company maintains its guidance. Net revenues are 

expected to be in the range of RMB628 million to RMB640 million, representing 

approximately 58% year-over-year growth at the mid-point. These forecasts 

reflect the Company's current and preliminary view, which may be subject to 

change. 

 

40. The above statements identified in ¶¶32-39 were materially false and/or 

misleading when made because Defendants failed to disclose: (1) that the Company improperly 

accounted for revenue, cash flow, costs, and expense items, in violation of GAAP; (2) that, as 

such, the Company overstated revenue and understated costs; and (3) that, as a result of the 

foregoing, the Company’s financial statements and Defendants’ statements about Gridsum’s 

business, operations, and prospects, were materially false and misleading. 
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Disclosures at the End of the Class Period 

41. On April 23, 2018, Gridsum issued a press release entitled “Gridsum Reports 

Suspension of Audit Report on Financial Statements.”  Therein, the Company disclosed, in 

relevant part: 

Gridsum Holding Inc. (“Gridsum” or “Company”) (NASDAQ:GSUM), a leading 

provider of cloud-based big-data analytics and artificial intelligence (“AI”) 

solutions in China, today reported that on April 20, 2018, 

PricewaterhouseCoopers Zhong Tian LLP (“PwC”), the Company’s independent 

registered public accounting firm, notified the Company’s Board of Directors and 

Audit Committee that PwC’s audit report for the Company’s financial statements 

for the year ended December 31, 2016 should no longer be relied upon. Therefore, 

investors should not rely on that audit opinion. 

 

In its letter, dated April 16, 2018 (“PwC Letter”), PwC informed the Company of 

certain issues it had identified in conducting its audit of the Company’s financial 

results for the year ended December 31, 2017. Those issues relate to certain 

revenue recognition, cash flow, cost, expense items, and their underlying 

documentation which PwC had previously raised with the Company. Of the items 

specifically identified in the PwC Letter, the Company estimates a 2016 revenue 

impact of approximately RMB 2 million and a 2016 expense impact of 

approximately RMB 6 million. There can be no assurance that the Company or 

PwC will not identify more items as the Company finalizes the review. The Audit 

Committee Chairman and the Company’s Co-Chief Financial Officer have 

discussed the topics covered by the PwC Letter with representatives of PwC. The 

Company’s Audit Committee is fully investigating these issues with assistance 

from external legal and accounting advisors and is working diligently toward an 

expeditious conclusion of the investigation. The Company undertakes no 

obligation to update its disclosures on this topic until the Audit Committee 

investigation is complete. Because PwC will not be in a position to issue reports 

on the Company’s financial statements until the Audit Committee completes its 

review and PwC is satisfied that any outstanding issues have been satisfactorily 

addressed, the Company’s 20-F filing will be delayed until such audit is 

completed. 

 

Mr. Guosheng Qi, Chief Executive Officer of Gridsum, commented, “For many 

years, starting well before our IPO, we have been committed to transparency and 

good corporate governance and remain so. When we became aware of certain 

accounting issues, we immediately took measures to address this situation. Our 

Audit Committee started an investigation and appointed a respected global law 

firm to conduct that review with the assistance of ‘big four’ forensic accounting 

specialists. This work is still ongoing. I have full confidence in the integrity and 
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professionalism of all parties involved and we hope to report our results as soon 

as practicable after that work concludes. 

 

42. On this news, Gridsum’s share price fell $1.17 per share, or 16%, to close at $6.12 

per share on April 23, 2018, on unusually heavy volume.  The $6.12 closing price represented a 

total decline of $6.88, or nearly 53%, from the IPO price of $13.00 per share.  

GRIDSUM’S VIOLATION OF GAAP RULES 

IN ITS FINANCIAL STATEMENTS 

FILED WITH THE SEC 

43. The above-identified financial statements and statements about the Company’s 

financial results were false and misleading, as such financial information was not prepared in 

conformity with GAAP, nor was the financial information a fair presentation of the Company’s 

operations due to the Company’s improper recording of revenue, in violation of GAAP rules.  

44. GAAP are those principles recognized by the accounting profession as the 

conventions, rules and procedures necessary to define accepted accounting practice at a 

particular time.  Regulation S-X (17 C.F.R. § 210.4-01(a)(1)) states that financial statements 

filed with the SEC which are not prepared in compliance with GAAP are presumed to be 

misleading and inaccurate.  Regulation S-X requires that interim financial statements must also 

comply with GAAP, with the exception that interim financial statements need not include 

disclosure which would be duplicative of disclosures accompanying annual financial statements. 

17 C.F.R. § 210.10-01(a).  

45. Given the accounting irregularities, the Company announced financial results that 

were in violation of GAAP and the following principles:  

 (a) The principle that “the results for each interim period should be based on 

the accounting principles and practices used by an enterprise in the preparation of its latest 

annual financial statements” was violated (APB 28, 10); 
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 (b) The principle that financial reporting should “provide financial 

information about the reporting entity that is useful to existing and potential investors, lenders, 

and other creditors in making decisions about providing resources to the entity” was violated 

(FASB Statement of Concepts No. 8, OB2); 

 (c) The principle that financial reporting should “provide information about 

the financial position of a reporting entity, which is information about the entity’s economic 

resources and the claims against the reporting entity” was violated (FASB Statement of Concepts 

No. 8, OB12);   

 (d) The principle that financial information “must be relevant and faithfully 

represent what it purports to represent” was violated (FASB Statement of Concepts No. 8, QC4);  

46. The adverse information concealed by Defendants during the Class Period and 

detailed above was also in violation of Item 303 of Regulation S-K under the federal securities 

laws (17 C.F.R. § 229.303).  

CLASS ACTION ALLEGATIONS 

47. Plaintiff brings this action as a class action pursuant to Federal Rule of Civil 

Procedure 23(a) and (b)(3) on behalf of a class, consisting of all persons and entities that 

purchased or otherwise acquired Gridsum securities: (1) pursuant and/or traceable to the 

Company’s Registration Statement issued in connection with the Company’s September 23, 

2016 IPO seeking remedies under the Securities Act; and/or (2) between September 23, 2016 and 

April 23, 2018, inclusive, seeking to pursue remedies under the Exchange Act; and who were 

damaged thereby (collectively, the “Class”).  Excluded from the Class are Defendants, the 

officers and directors of the Company, at all relevant times, members of their immediate families 
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and their legal representatives, heirs, successors or assigns and any entity in which Defendants 

have or had a controlling interest. 

48. The members of the Class are so numerous that joinder of all members is 

impracticable.  Throughout the Class Period, Gridsum’s securities were actively traded on the 

NASDAQ.  While the exact number of Class members is unknown to Plaintiff at this time and 

can only be ascertained through appropriate discovery, Plaintiff believes that there are hundreds 

or thousands of members in the proposed Class.  Record owners and other members of the Class 

may be identified from records maintained by Gridsum or its transfer agent and may be notified 

of the pendency of this action by mail, using the form of notice similar to that customarily used 

in securities class actions. 

49. Plaintiff’s claims are typical of the claims of the members of the Class as all 

members of the Class are similarly affected by Defendants’ wrongful conduct in violation of 

federal law that is complained of herein.    

50. Plaintiff will fairly and adequately protect the interests of the members of the 

Class and has retained counsel competent and experienced in class and securities litigation.  

51. Common questions of law and fact exist as to all members of the Class and 

predominate over any questions solely affecting individual members of the Class.  Among the 

questions of law and fact common to the Class are: 

 (a) whether the federal securities laws were violated by Defendants’ acts as 

alleged herein;  

 (b) whether statements made by Defendants to the investing public during the 

Class Period omitted and/or misrepresented material facts about the business, operations, and 

prospects of Gridsum ; and  
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 (c) whether the members of the Class have sustained damages and, if so, what 

is the proper measure of damages. 

52. A class action is superior to all other available methods for the fair and efficient 

adjudication of this controversy since joinder of all members is impracticable.  Furthermore, as 

the damages suffered by individual Class members may be relatively small, the expense and 

burden of individual litigation makes it impossible for members of the Class to individually 

redress the wrongs done to them.  There will be no difficulty in the management of this action as 

a class action.  

UNDISCLOSED ADVERSE FACTS 

53. The market for Gridsum’s securities was open, well-developed and efficient at all 

relevant times.  As a result of these materially false and/or misleading statements, and/or failures 

to disclose, Gridsum’s securities traded at artificially inflated prices during the Class Period.  

Plaintiff and other members of the Class purchased or otherwise acquired Gridsum’s securities 

relying upon the integrity of the market price of the Company’s securities and market 

information relating to Gridsum, and have been damaged thereby. 

54. During the Class Period, Defendants materially misled the investing public, 

thereby inflating the price of Gridsum’s securities, by publicly issuing false and/or misleading 

statements and/or omitting to disclose material facts necessary to make Defendants’ statements, 

as set forth herein, not false and/or misleading.  Said statements and omissions were materially 

false and/or misleading in that they failed to disclose material adverse information and/or 

misrepresented the truth about Gridsum’s business, operations, and prospects as alleged herein. 

55. At all relevant times, the material misrepresentations and omissions particularized 

in this Complaint directly or proximately caused or were a substantial contributing cause of the 
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damages sustained by Plaintiff and other members of the Class.  As described herein, during the 

Class Period, Defendants made or caused to be made a series of materially false and/or 

misleading statements about Gridsum’s financial well-being and prospects.  These material 

misstatements and/or omissions had the cause and effect of creating in the market an 

unrealistically positive assessment of the Company and its financial well-being and prospects, 

thus causing the Company’s securities to be overvalued and artificially inflated at all relevant 

times.  Defendants’ materially false and/or misleading statements during the Class Period 

resulted in Plaintiff and other members of the Class purchasing the Company’s securities at 

artificially inflated prices, thus causing the damages complained of herein.  

LOSS CAUSATION 

56. Defendants’ wrongful conduct, as alleged herein, directly and proximately caused 

the economic loss suffered by Plaintiff and the Class.   

57. During the Class Period, Plaintiff and the Class purchased Gridsum’s securities at 

artificially inflated prices and were damaged thereby.  The price of the Company’s securities 

significantly declined when the misrepresentations made to the market, and/or the information 

alleged herein to have been concealed from the market, and/or the effects thereof, were revealed, 

causing investors’ losses. 

SCIENTER ALLEGATIONS 

58. As alleged herein, Defendants acted with scienter in that Defendants knew that 

the public documents and statements issued or disseminated in the name of the Company were 

materially false and/or misleading; knew that such statements or documents would be issued or 

disseminated to the investing public; and knowingly and substantially participated or acquiesced 

in the issuance or dissemination of such statements or documents as primary violations of the 
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federal securities laws.  As set forth elsewhere herein in detail, Defendants, by virtue of their 

receipt of information reflecting the true facts regarding Gridsum, his/her control over, and/or 

receipt and/or modification of Gridsum’s allegedly materially misleading misstatements and/or 

their associations with the Company which made them privy to confidential proprietary 

information concerning Gridsum, participated in the fraudulent scheme alleged herein.  

APPLICABILITY OF PRESUMPTION OF RELIANCE 

(FRAUD-ON-THE-MARKET DOCTRINE) 
 

59. The market for Gridsum’s securities was open, well-developed and efficient at all 

relevant times.  As a result of the materially false and/or misleading statements and/or failures to 

disclose, Gridsum’s securities traded at artificially inflated prices during the Class Period.  On 

October 10, 2016, the Company’s share price closed at a Class Period high of $17.86 per share.  

Plaintiff and other members of the Class purchased or otherwise acquired the Company’s 

securities relying upon the integrity of the market price of Gridsum’s securities and market 

information relating to Gridsum, and have been damaged thereby. 

60. During the Class Period, the artificial inflation of Gridsum’s shares was caused by 

the material misrepresentations and/or omissions particularized in this Complaint causing the 

damages sustained by Plaintiff and other members of the Class.  As described herein, during the 

Class Period, Defendants made or caused to be made a series of materially false and/or 

misleading statements about Gridsum’s business, prospects, and operations.  These material 

misstatements and/or omissions created an unrealistically positive assessment of Gridsum and its 

business, operations, and prospects, thus causing the price of the Company’s securities to be 

artificially inflated at all relevant times, and when disclosed, negatively affected the value of the 

Company’s shares.  Defendants’ materially false and/or misleading statements during the Class 
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Period resulted in Plaintiff and other members of the Class purchasing the Company’s securities 

at such artificially inflated prices, and each of them has been damaged as a result.   

61. At all relevant times, the market for Gridsum’s securities was an efficient market 

for the following reasons, among others: 

 (a)  Gridsum shares met the requirements for listing, and was listed and 

actively traded on the NASDAQ, a highly efficient and automated market; 

 (b)  As a regulated issuer, Gridsum filed periodic public reports with the SEC 

and/or the NASDAQ; 

 (c)  Gridsum  regularly communicated with public investors via established 

market communication mechanisms, including through regular dissemination of press releases 

on the national circuits of major newswire services and through other wide-ranging public 

disclosures, such as communications with the financial press and other similar reporting services; 

and/or 

 (d) Gridsum was followed by securities analysts employed by brokerage firms 

who wrote reports about the Company, and these reports were distributed to the sales force and 

certain customers of their respective brokerage firms.  Each of these reports was publicly 

available and entered the public marketplace.  

62. As a result of the foregoing, the market for Gridsum’s securities promptly 

digested current information regarding Gridsum from all publicly available sources and reflected 

such information in Gridsum’s share price. Under these circumstances, all purchasers of 

Gridsum’s securities during the Class Period suffered similar injury through their purchase of 

Gridsum’s securities at artificially inflated prices and a presumption of reliance applies. 
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63. A Class-wide presumption of reliance is also appropriate in this action under the 

Supreme Court’s holding in Affiliated Ute Citizens of Utah v. United States, 406 U.S. 128 

(1972), because the Class’s claims are, in large part, grounded on Defendants’ material 

misstatements and/or omissions.  Because this action involves Defendants’ failure to disclose 

material adverse information regarding the Company’s business operations and financial 

prospects—information that Defendants were obligated to disclose—positive proof of reliance is 

not a prerequisite to recovery.  All that is necessary is that the facts withheld be material in the 

sense that a reasonable investor might have considered them important in making investment 

decisions.  Given the importance of the Class Period material misstatements and omissions set 

forth above, that requirement is satisfied here.  

NO SAFE HARBOR 

64. The statutory safe harbor provided for forward-looking statements under certain 

circumstances does not apply to any of the allegedly false statements pleaded in this Complaint. 

The statements alleged to be false and misleading herein all relate to then-existing facts and 

conditions. In addition, to the extent certain of the statements alleged to be false may be 

characterized as forward looking, they were not identified as “forward-looking statements” when 

made and there were no meaningful cautionary statements identifying important factors that 

could cause actual results to differ materially from those in the purportedly forward-looking 

statements. In the alternative, to the extent that the statutory safe harbor is determined to apply to 

any forward-looking statements pleaded herein, Defendants are liable for those false forward-

looking statements because at the time each of those forward-looking statements was made, the 

speaker had actual knowledge that the forward-looking statement was materially false or 
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misleading, and/or the forward-looking statement was authorized or approved by an executive 

officer of Gridsum  who knew that the statement was false when made.  

FIRST CLAIM 

Violation of Section 11 of the Securities Act  

(Against the Securities Act Defendants) 
 

65. Plaintiff repeats and re-alleges each and every allegation contained above as if 

fully set forth herein, except any allegation of fraud, recklessness or intentional misconduct.   

66. This Count is brought pursuant to Section 11 of the Securities Act, 15 U.S.C. § 

77k, on behalf of the Class, against the Securities Act Defendants.  

67. The Registration Statement for the IPO was inaccurate and misleading, contained 

untrue statements of material facts, omitted to state other facts necessary to make the statements 

made not misleading, and omitted to state material facts required to be stated therein.  

68. Gridsum is the registrant for the IPO.  The Securities Act Defendants named 

herein were responsible for the contents and dissemination of the Registration Statement.  

69. As issuer of the shares, Gridsum is strictly liable to Plaintiff and the Class for the 

misstatements and omissions.  

70. None of the Securities Act Defendants named herein made a reasonable 

investigation or possessed reasonable grounds for the belief that the statements contained in the 

Registration Statement were true and without omissions of any material facts and were not 

misleading.  

71. By reasons of the conduct herein alleged, each Section 11 Defendant violated, 

and/or controlled a person who violated Section 11 of the Securities Act.  

72. Plaintiff acquired Gridsum shares pursuant and/or traceable to the Registration 

Statement for the IPO.  
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73. Plaintiff and the Class have sustained damages.  The value of Gridsum shares has 

declined substantially subsequent to and due to the Securities Act Defendants’ violations.  

SECOND CLAIM 

Violation of Section 15 of the Securities Act  

(Against the Securities Act Individual Defendants)  
 

74. Plaintiff repeats and re-alleges each and every allegation contained above as if 

fully set forth herein, except any allegation of fraud, recklessness or intentional misconduct.  

75. This count is asserted against the Securities Act Individual Defendants and is 

based upon Section 15 of the Securities Act.  

76. The Securities Act Individual Defendants, by virtue of their offices, directorship, 

and specific acts were, at the time of the wrongs alleged herein and as set forth herein, 

controlling persons of Gridsum within the meaning of Section 15 of the Securities Act.  The 

Securities Act Individual Defendants had the power and influence and exercised the same to 

cause Gridsum to engage in the acts described herein.  

77. The Securities Act Individual Defendants’ positions made them privy to and 

provided them with actual knowledge of the material facts concealed from Plaintiff and the 

Class. 

78. By virtue of the conduct alleged herein, the Securities Act Individual Defendants 

are liable for the aforesaid wrongful conduct and are liable to Plaintiff and the Class for damages 

suffered.  

THIRD CLAIM 

Violation of Section 10(b) of The Exchange Act  

and Rule 10b-5 Promulgated Thereunder  

(Against the Company and the Exchange Act Individual Defendants) 

 

79. Plaintiff repeats and re-alleges each and every allegation contained above as if 

fully set forth herein.  
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80. During the Class Period, the Company and the Exchange Act Individual 

Defendants carried out a plan, scheme and course of conduct which was intended to and, 

throughout the Class Period, did: (i) deceive the investing public, including Plaintiff and other 

Class members, as alleged herein; and (ii) cause Plaintiff and other members of the Class to 

purchase Gridsum’s securities at artificially inflated prices.  In furtherance of this unlawful 

scheme, plan and course of conduct, the Company and the Exchange Act Individual Defendants, 

and each of them, took the actions set forth herein. 

81. the Company and the Exchange Act Individual Defendants (i) employed devices, 

schemes, and artifices to defraud; (ii) made untrue statements of material fact and/or omitted to 

state material facts necessary to make the statements not misleading; and (iii) engaged in acts, 

practices, and a course of business which operated as a fraud and deceit upon the purchasers of 

the Company’s securities in an effort to maintain artificially high market prices for Gridsum’s 

securities in violation of Section 10(b) of the Exchange Act and Rule 10b-5.  The Company and 

the Exchange Act Individual Defendants are sued either as primary participants in the wrongful 

and illegal conduct charged herein or as controlling persons as alleged below.   

82. The Company and the Exchange Act Individual Defendants, individually and in 

concert, directly and indirectly, by the use, means or instrumentalities of interstate commerce 

and/or of the mails, engaged and participated in a continuous course of conduct to conceal 

adverse material information about Gridsum’s financial well-being and prospects, as specified 

herein.   

83. These defendants employed devices, schemes and artifices to defraud, while in 

possession of material adverse non-public information and engaged in acts, practices, and a 

course of conduct as alleged herein in an effort to assure investors of Gridsum’s value and 
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performance and continued substantial growth, which included the making of, or the 

participation in the making of, untrue statements of material facts and/or omitting to state 

material facts necessary in order to make the statements made about Gridsum  and its business 

operations and future prospects in light of the circumstances under which they were made, not 

misleading, as set forth more particularly herein, and engaged in transactions, practices and a 

course of business which operated as a fraud and deceit upon the purchasers of the Company’s 

securities during the Class Period.  

84. Each of the Exchange Act Individual Defendants’ primary liability, and 

controlling person liability, arises from the following facts: (i) the Exchange Act Individual 

Defendants were high-level executives and/or directors at the Company during the Class Period 

and members of the Company’s management team or had control thereof; (ii) each of these 

defendants, by virtue of their responsibilities and activities as a senior officer and/or director of 

the Company, was privy to and participated in the creation, development and reporting of the 

Company’s internal budgets, plans, projections and/or reports; (iii) each of these defendants 

enjoyed significant personal contact and familiarity with the other defendants and was advised 

of, and had access to, other members of the Company’s management team, internal reports and 

other data and information about the Company’s finances, operations, and sales at all relevant 

times; and (iv) each of these defendants was aware of the Company’s dissemination of 

information to the investing public which they knew and/or recklessly disregarded was 

materially false and misleading.  

85. The Company and the Exchange Act Individual Defendants had actual knowledge 

of the misrepresentations and/or omissions of material facts set forth herein, or acted with 

reckless disregard for the truth in that they failed to ascertain and to disclose such facts, even 
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though such facts were available to them. Such defendants’ material misrepresentations and/or 

omissions were done knowingly or recklessly and for the purpose and effect of concealing 

Gridsum’s financial well-being and prospects from the investing public and supporting the 

artificially inflated price of its securities.  As demonstrated by the Company and the Exchange 

Act Individual Defendants’ overstatements and/or misstatements of the Company’s business, 

operations, financial well-being, and prospects throughout the Class Period, these defendants, if 

they did not have actual knowledge of the misrepresentations and/or omissions alleged, were 

reckless in failing to obtain such knowledge by deliberately refraining from taking those steps 

necessary to discover whether those statements were false or misleading.  

86. As a result of the dissemination of the materially false and/or misleading 

information and/or failure to disclose material facts, as set forth above, the market price of 

Gridsum’s securities was artificially inflated during the Class Period.  In ignorance of the fact 

that market prices of the Company’s securities were artificially inflated, and relying directly or 

indirectly on the false and misleading statements made by the Company and the Exchange Act 

Individual Defendants, or upon the integrity of the market in which the securities trades, and/or 

in the absence of material adverse information that was known to or recklessly disregarded by 

the Company and the Exchange Act Individual Defendants, but not disclosed in public 

statements by these defendants during the Class Period, Plaintiff and the other members of the 

Class acquired Gridsum’s securities during the Class Period at artificially high prices and were 

damaged thereby. 

87. At the time of said misrepresentations and/or omissions, Plaintiff and other 

members of the Class were ignorant of their falsity, and believed them to be true.  Had Plaintiff 

and the other members of the Class and the marketplace known the truth regarding the problems 
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that Gridsum was experiencing, which were not disclosed by the Company and the Exchange 

Act Individual Defendants, Plaintiff and other members of the Class would not have purchased 

or otherwise acquired their Gridsum  securities, or, if they had acquired such securities during 

the Class Period, they would not have done so at the artificially inflated prices which they paid. 

88. By virtue of the foregoing, the Company and the Exchange Act Individual 

Defendants have violated Section 10(b) of the Exchange Act and Rule 10b-5 promulgated 

thereunder.  

89. As a direct and proximate result of Defendants’ wrongful conduct, Plaintiff and 

the other members of the Class suffered damages in connection with their respective purchases 

and sales of the Company’s securities during the Class Period.  

FOURTH CLAIM 

Violation of Section 20(a) of the Exchange Act  

(Against the Exchange Act Individual Defendants) 

 

90. Plaintiff repeats and re-alleges each and every allegation contained above as if 

fully set forth herein.  

91. The Exchange Act Individual Defendants acted as controlling persons of Gridsum 

within the meaning of Section 20(a) of the Exchange Act as alleged herein.  By virtue of their 

high-level positions, and their ownership and contractual rights, participation in and/or 

awareness of the Company’s operations and/or intimate knowledge of the false financial 

statements filed by the Company with the SEC and disseminated to the investing public, the 

Exchange Act Individual Defendants had the power to influence and control and did influence 

and control, directly or indirectly, the decision-making of the Company, including the content 

and dissemination of the various statements which Plaintiff contends are false and misleading.  

The Exchange Act Individual Defendants were provided with or had unlimited access to copies 
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of the Company’s reports, press releases, public filings and other statements alleged by Plaintiff 

to be misleading prior to and/or shortly after these statements were issued and had the ability to 

prevent the issuance of the statements or cause the statements to be corrected.  

92. In particular, each of these Defendants had direct and supervisory involvement in 

the day-to-day operations of the Company and, therefore, is presumed to have had the power to 

control or influence the particular transactions giving rise to the securities violations as alleged 

herein, and exercised the same.  

93. As set forth above, Gridsum and the Exchange Act Individual Defendants each 

violated Section 10(b) and Rule 10b-5 by their acts and/or omissions as alleged in this 

Complaint.  By virtue of their positions as controlling persons, the Exchange Act Individual 

Defendants are liable pursuant to Section 20(a) of the Exchange Act.  As a direct and proximate 

result of Defendants’ wrongful conduct, Plaintiff and other members of the Class suffered 

damages in connection with their purchases of the Company’s securities during the Class Period.  

PRAYER FOR RELIEF 

 WHEREFORE, Plaintiff prays for relief and judgment, as follows: 

(a) Determining that this action is a proper class action under Federal Rules of Civil 

Procedure 23; 

(b) Awarding compensatory damages in favor of Plaintiff and the other Class 

members against all defendants, jointly and severally, for all damages sustained as a result of 

Defendants’ wrongdoing, in an amount to be proven at trial, including interest thereon; 

(c) Awarding Plaintiff and the Class their reasonable costs and expenses incurred in 

this action, including counsel fees and expert fees; and  

(d) Such other and further relief as the Court may deem just and proper.  
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JURY TRIAL DEMANDED 

Plaintiff hereby demands a trial by jury.    

 

Dated:  __________, 2018 GLANCY PRONGAY & MURRAY LLP 

 

By:   Draft    

 

Lionel Z. Glancy 

Robert V. Prongay 

Lesley F. Portnoy    

Charles H. Linehan 

1925 Century Park East, Suite 2100 

Los Angeles, CA 90067 

Telephone: (310) 201-9150 

Facsimile: (310) 201-9160 

 

LAW OFFICES OF HOWARD G. SMITH 
Howard G. Smith 

3070 Bristol Pike, Suite 112 

Bensalem, PA 19020 

Telephone: (215) 638-4847 

Facsimile: (215) 638-4867 

 

Counsel for Plaintiff 
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