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1. Explanation (Ages 14-18)

The Chinese Al lab that shook Silicon Valley by building a ChatGPT rival on the cheap now
faces an ironic crisis: it can't keep its own talent without playing the very fundraising game it
tried to avoid.

What's Going On?

DeepSeek, the Hangzhou-based Al startup that stunned the tech world in 2025 with its R1 model -- a system
rivaling ChatGPT at a fraction of the cost -- is raising outside money for the first time. The target valuation:
over $20 billion. But here's the twist: the company doesn't actually need the cash to build anything. It needs a
price tag.

The real problem is talent retention. Al researchers are typically paid heavily in stock options, which are only
valuable if the company has a clear valuation. DeepSeek never raised outside capital -- founder Liang
Wenfeng funded everything from his quantitative trading firm -- so its stock options were essentially IOUs with
no agreed-upon price. Key researchers, including a lead author of the famous R1 paper, have already
defected to ByteDance, Tencent, and other rivals whose valuations have skyrocketed.

How To Think About It

Think of DeepSeek's situation as a compensation arms race where your currency suddenly looks fake
compared to everyone else's.

¢ Imagine you're a top sneaker designer and two companies want you. Company A pays you partly in
shares valued at $58 billion on a public exchange. Company B pays you in shares of... something, but
nobody's agreed what they're worth. Even if Company B is doing cooler work, you'd probably take the
guaranteed value. That's DeepSeek's retention crisis in a nutshell.

e It's also like a college offering amazing research opportunities but no scholarship money, while rival
schools throw six-figure packages at the same recruits. At some point, idealism alone can't compete with
financial certainty.

Key Things To Know

e DeepSeek's R1 model, released in early 2025, reportedly matched GPT-level performance while costing
dramatically less to train -- a shock to the assumption that only massive spending could produce frontier
Al.

e Stock options are contracts giving employees the right to buy company shares at a set price. They're
lucrative when a company's valuation rises, but nearly meaningless without an established valuation.

e Chinese Al rivals like Zhipu ($58B valuation), MiniMax ($34B), and Moonshot ($18B) have all raised
significant outside capital, giving their employees liquid, clearly valued equity.

e The fundraise is expected to be only a few hundred million dollars -- a symbolic amount compared to the
billions peers raise -- because the goal is establishing a price, not filling the bank account.

e Most people assume fundraising is about needing money. Here, it's about signaling. Liang is essentially
buying credibility for his own compensation system, and he's even considering alternatives like share
buybacks if investor terms don't work out.
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Why It Matters

If you're considering a career in Al, data science, or tech startups, this story is a masterclass in how
compensation actually works at cutting-edge companies. Cash salary is often the smaller piece; equity --
stock options and shares -- is where the real wealth comes from. But equity is only as good as the valuation
behind it. DeepSeek's dilemma also reveals a deeper tension in the Al industry: the labs doing the most
intellectually ambitious work aren't always the ones that can pay the most, because commercialization and
valuation drive compensation. Choosing where to work in tech increasingly means weighing mission against
financial upside.

The Bigger Picture

DeepSeek's story mirrors a pattern seen throughout tech history: brilliant research labs -- from Xerox PARC
to Bell Labs to early Google Brain -- that struggle to hold onto talent once the broader market realizes how
valuable their people are. The broader implication is geopolitical, too. China's Al ecosystem is rapidly
maturing, with multiple startups now valued in the tens of billions. If DeepSeek can stabilize its team, it
remains a serious challenger to American Al dominance. If it can't, its best minds will scatter across
better-funded rivals, and the open, low-cost Al research philosophy Liang championed could lose its most
important lab. Watch for whether state-backed Chinese funds step in -- that would signal Beijing views
DeepSeek as strategically important, not just commercially interesting.
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2. Key Terms Glossary

Stock options

Contracts giving employees the right to purchase company shares at a predetermined price. If the
company's valuation rises above that price, the options become profitable.

Valuation

The estimated total worth of a company, typically established through fundraising rounds, public listings, or
comparable analysis. It determines what each ownership share is worth.

Quantitative trading firm

A financial company that uses mathematical models and algorithms to make trading decisions, often in
stocks, bonds, or derivatives. Liang Wenfeng's quant firm has been DeepSeek's sole funding source.

Strategic investor

An investor who seeks business synergies -- like access to technology or partnerships -- beyond just
financial returns. Contrast with a purely financial investor who only cares about profit.

Share buyback

When a company repurchases its own shares from existing holders, often to establish or support a
valuation without bringing in new outside investors.

Free cash flow

The money a company generates from operations after subtracting capital expenditures. It measures how
much cash is actually available to spend, reinvest, or distribute.

Frontier Al model

A cutting-edge artificial intelligence system that represents the current state of the art in capability, typically
requiring massive computational resources to train.

Commercialization

The process of turning research or technology into a revenue-generating product or service. DeepSeek has
deliberately deprioritized this in favor of pure research.

Poaching (talent)

Recruiting employees away from a competitor, typically by offering significantly better compensation,
equity, or working conditions.

State-backed fund

An investment vehicle funded or controlled by a government, often with strategic rather than purely
profit-driven objectives. In China, these play a major role in tech investment.
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3. Reading Comprehension Quiz

Circle the best answer for each question.

Q1. What is the primary reason DeepSeek is raising outside capital for the first time?

oA
oL
09
OD

To fund the development of a next-generation Al model

To establish a valuation that makes its stock options meaningful for employee retention
To expand its commercial operations and generate revenue

To repay debts owed to Liang Wenfeng's trading firm

Q2. Which of the following best describes DeepSeek's financial situation before this fundraise?

oA
L)
o)
OD)

The company was nearly bankrupt and desperately needed outside capital

It had adequate funding from its founder's trading firm but lacked an established valuation
It had previously raised billions from state-backed Chinese funds

It was generating substantial revenue from commercial Al products

Q3. According to the article, which researchers left DeepSeek and where did they go?

oA
L)
Q9
OD)

Guo Daya joined Alibaba and Wang Bingxuan joined Moonshot
Guo Daya joined ByteDance and Wang Bingxuan joined Tencent
Wang Bingxuan joined ByteDance and Guo Daya joined Zhipu
Both researchers joined MiniMax after its Hong Kong listing

Q4. In context, the phrase 'assuage the company's researchers' most nearly means:

oA
oL
09
OD

Recruit new researchers from competing firms

Calm researchers' concerns about the value of their compensation
Convince researchers to accept lower salaries

Train researchers in new technical methodologies

Q5. What can be inferred about why financial institutions might hesitate to invest in DeepSeek?

oA
L)
o)
OD)

DeepSeek's technology is considered inferior to its competitors

Chinese regulations prohibit foreign financial investment in Al companies

DeepSeek lacks a clear business model and its founder shares minimal financial information
The $20 billion valuation is considered too low for a serious Al company

Q6. What is the most likely reason the fundraise amount is expected to be only in the low hundreds of
millions?

oA
L)
o)
OD)

DeepSeek cannot legally raise more under Chinese securities law

No investors are willing to pay more than that for a stake

The purpose is to set a valuation benchmark, not to raise significant operating capital
Liang Wenfeng wants to maintain exactly 99% ownership of the company

Q7. The tone of the unnamed source's quote about 'partners with strong cloud and compute capabilities'
suggests:

oA
L)
Qo
OD)

Enthusiasm that many investors are eager to participate

Pragmatic assessment that only certain types of investors make sense given DeepSeek’s unusual situation
Criticism of Liang Wenfeng's management decisions

Confidence that the fundraise will easily exceed its target
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Q8. The article's overall structure is best described as:
O A) A chronological history of DeepSeek from founding to present
OB) A problem-centered report that explains a business challenge and its causes, with context from industry
comparisons
O C) An opinion piece arguing that DeepSeek should accept more outside investment
O D) Atechnical analysis of DeepSeek's R1 model and its competitive advantages

Q9. Based on the article, which broader trend in the Al industry does DeepSeek's situation illustrate?
OA) Al companies are increasingly moving away from stock-based compensation entirely
O B) Chinese Al startups are all struggling financially due to US sanctions
OC) Talent competition in Al is so intense that even technically impressive labs must offer competitive equity to
survive
O D) Quantitative trading firms are the primary funders of all major Al research

Q10.f DeepSeek successfully raises funds at a $20 billion valuation, what is the most likely immediate effect
according to the article?
OA) DeepSeek will begin selling commercial Al products to compete with ChatGPT
O B) Researchers' existing stock options will gain a concrete market value, reducing the incentive to leave
O C) DeepSeek will acquire ByteDance's Al division to recover lost talent
O D) The Chinese government will nationalize DeepSeek as a strategic asset

My Score: /10
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4. Answer Key with Explanations

Q1. What is the primary reason DeepSeek is raising outside capital for the first time?

Answer: B

The article repeatedly states the fundraising is mainly to retain researchers whose stock options lack value without a
clear valuation. Option A is wrong because the company doesn't have an urgent need for development cash -- the
problem is compensation credibility, not funding.

Q2. Which of the following best describes DeepSeek's financial situation before this fundraise?
Answer: B

The article notes DeepSeek had not raised outside capital and was funded by Liang's quant firm. There was no
urgent need for cash. Option A contradicts the article's statement that there was no significant need for outside
capital.

Q3. According to the article, which researchers left DeepSeek and where did they go?
Answer: B

The article specifically states Guo Daya, a leading R1 paper author, joined ByteDance, while Wang Bingxuan left for
Tencent. Option A swaps the destination companies with incorrect ones.

Q4. In context, the phrase 'assuage the company's researchers' most nearly means:
Answer: B

'Assuage’ means to relieve or ease concerns. In this context, it refers to addressing researchers' anxiety about their
stock options having no clear value. Option A is incorrect because the goal is retention, not recruitment.

Q5. What can be inferred about why financial institutions might hesitate to invest in DeepSeek?

Answer: C

The article states that DeepSeek's lack of a business model could inhibit fundraising and that Liang's unwillingness to
share information beyond bare-minimum financials posed a challenge. Option A is contradicted by the article's
description of R1's capabilities.

Q6. What is the most likely reason the fundraise amount is expected to be only in the low hundreds of
millions?

Answer: C

Since DeepSeek's goal is establishing a price for its stock options rather than funding operations, a nominal raise
accomplishes the objective. Option B is plausible but incorrect -- the article doesn't suggest investor unwillingness,
just that a small amount serves the purpose.

Q7. The tone of the unnamed source's quote about 'partners with strong cloud and compute capabilities'
suggests:

Answer: B

The source is analyzing which investor types fit DeepSeek’s unconventional profile -- either those offering compute
synergies or state-backed funds without performance pressure. This is pragmatic, not enthusiastic or critical. Option A
overstates the tone.
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Q8. The article's overall structure is best described as:
Answer: B

The article centers on the retention problem, explains why it exists (no valuation), provides industry comparisons (rival
valuations), and explores possible solutions. It is not chronological, nor is it an opinion piece or technical analysis.

Q9. Based on the article, which broader trend in the Al industry does DeepSeek’s situation illustrate?
Answer: C

DeepSeek's core problem is that technical excellence alone cannot retain researchers when competitors offer clearly

valued equity. Option B is too broad and not supported -- the article shows several Chinese Al firms thriving with high
valuations.

Q10.f DeepSeek successfully raises funds at a $20 billion valuation, what is the most likely immediate effect
according to the article?
Answer: B

The entire rationale for the fundraise is to give stock options a real price, making them competitive with rivals' equity
packages. Option A contradicts Liang's stated preference for research over commercialization, and nothing in the
article suggests acquisitions or nationalization.
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