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Plaintiff Securities and Exchange Commission (the “Commission”), fo_r its Colnplaint
against defendants Ming Zhao (“Zhao”) and Liping Zhu '(“Zhu”) (collectively “Defendants™),
alleges as follows: | |

SUMMARY OF ALLEGATIONS

1. This case .lnvolves the theft of the primary asset of a U.S. public corporation,
Puda Coal, Inc. '(“Puda”), by the chairmo.n of the company’s ooard of difectors, defendant Zhao.
With the knowledge and éomplicity of Puda’s CEO, defendant Zhu, Zhao secretly transferre(l
Puda’s controllmg interest in its operatmg subs1d1ary to h1mse1f and then sold a substantial
portion of that company to an investment trust managed by the largest state-owned ﬁnanc1al firm
in the People’s Republic of China (“PRC”). None of these asset transfers were approved by
Puda’s board vor shareholders or disclosed in Puda’s public filings with the Commission, Whi‘ch

Zhao and Zhu signed knowing that those documents.were materially false and misleading.



2. Before the Defendants looted Puda, its main corporate asset was an indirect-90%
ownership stal%e in Shanxi Puda Coal Group Co., Ltd (“Shanxi Coal’?); a Chinese coal rﬁining
cofnpany that was Puda’s sole-source of revenue. In September 2009, just weeks before Puda
announced that Shanxi Coal héd received a highly lucrative mandate from provincial govéfmnent
authorities to become a consolidator of smaller coal mining companies, Zhao transferred Puda’s
90% stake in Shanxi Coal to himself. In July 2010, Zhao transferred a 49% equity interest in
Shanxi Coal to CITIC Trust Co. Ltd. (“CITIC Trust”), a Chinese private equity fund controlled
by CITIC Group (“CITIC”), which is reported to be fhe largest state-owned investment firm in
the PRC. CITIC Trust placed its 49% stake in Shanxi Coal in a trust and then sold interests in
the trust to Chinese investors. In addition, Zhao caused Shanxi Coal to pledge 51% of its assets
to CITIC Trust as collateral for a loéﬁ of RMB 2.5 billion ($370 million) from the ﬁust to Shanxi
Coal. In exchange, CITIC Trust gave Zhao 1.212 billion preferred shares in the trust.

3. Not ohly did Zhao and Zhu fail todiscloSe these tfansactions in Puda’s periodic
~ reports, Puda cdnducted two public offerings in 2010 -~ purportedly to raise capital to fund the
| écquis_ition of coal mines by Shanxi Coal -- without disclosing th‘atb Puda no longer had any
- ownership stake in Shanxi Coal, Puda’s sole source of.re_venue. Thus, at the same time that

CITIC Trust was effectively selling interesfs inlShanxi Coal to Chinese investors, the Defendants
were still tellihg U.S. investors that Puda owned a 90% stak¢ in that company.

4. | Zhao and Zhu continued fheir frauduient 's'cheme‘to deceive public investors even
after the Comrﬁission began its investigation. In order to perpetuate_the _fraud', Zhu, acting alone

‘or‘w_i.th others, forged a letter purporting to be from CITIC Trust which falsely‘ stated that no
funds had actually been loaned to Shanxi Coal and that CITIC Trust disclaime.d any interestin -

Puda’s or Shanxi Coal’s assets. Zhao thén had his U.S. counsel give the 'fo'rged letter to the



Commission’s invesfigative staff and to Puda’s audit corﬁmittée in an ¢ff0rt to create the false
impression that Puda had not been harmed by the asset transfers. Aﬂcr Pi;da disclOséd the letter
to the public in an SEC filing, further,mis_leadihg shareholders about the ownership of Puda’s
assets, the letter. was exposed as a forgefy. Zhu admitted fé_rging the letter and resigned as CEO,
and Puda’s CFO then also resigned as a result.
5. The Defendants’ fraud drove Puda’s sfock price dow_ﬁ to pemﬁeé per share from a
, [;rior high of nearly $17, wiping out hundreds of millions of dollars in shareholder Val_ue. Asa
result of theb Defendants’ scheme, Puda is now little more than a shell company, with no ong(;ing
business operations. |
6. ‘By virtue of the conduct allegéd herein, Zhao and Zhu, directly or indirectly,
. singly or in concert, violated and are otherwise liable for violations of the federal securities laWs, '
as follows: |
| (a)  'Zh.ao and Zhu each violated Sectioﬁ 17(a) of the Securities Act of 1933
(“Securities Act”) [15‘U.S.C. § 77q(a)], Sectipns 10(b), 13(b)(5), and 14(a) of the Securities
: ExCﬁange Act of 1934 (“Exchange Act™) [15 U.S.C. §§ 78j(b), 78m(b)(5), and 78-n(a)] and Rules
'. 10b-5, 13b2-1, '13b2-2; 14a-3, and 14a-9 [17 C.FR. §§240.10b-5, 240.13b2-1, 240.1-352-2,
240.14a-3, -and 240; 14a-9]; and each of them is also liable, puré_u_ant to Section 20(e) of the -
Exchange Act [15U.S.C. § 78t(e)]r, for aiding and abetting Puda’s'violations of Sections 13(a),
13v(b)(_2).(A), and 13(b)(2)(B) of the Exéhapge Act [15U.S.C. §§ 78m(a), 78m(b)(2)(A) and
| 78m(b)(2)(B)j and Rules 12b-20, 13a-1 and 13a-13 .[17 CF.R. §§ 240..1'2b-20,' 240.13#—1 and
’ 24.0.13;1-13]; and éach of them is further liable, pursuaht.to Section 20(a) of the Exchange Act
[15US.C.§ 78t(a)], as a controlling person for Puda’s violations of Sections 13(a), 13(b)(2)(A),

and 13(b)(2)(B) of the Exchange Act [15 U.S.C. §§ 78m(a), 78m(b)(2)(A) and 78m(b)(2)(B)]



and Rules 12b-20, 13a-1 and 13a-13 thereunder [17 C.F.R. §§ 240.12b-20, 240.13a-1 and
'246.133?13]; _
| (b) .Zhu violated Exchange Act Rule 13a-14 [17 C.F.R. § 240.13a-14]; and

(c) In the alternative, Zhao and Zhu are each liable, ’pursuant to Section 20(e) of the
Exchange Act .[1-5 U.S.C. § 78t(e)], for aiding and abetting Puda’s and each other’s violations of -
‘ vSections lO(b).a.nd 14(a) of the Exchange Act [15 U.S.C. §§ 78j(b) and 78n(a)] and Rules. 10b-5,
14a-3, and 14a-9 [17 CFR §§ 240.10b-5, 240.14a-3, and 240.14a-9]; and each of them is
further liable, pursuant to Section :20(a)' of the Exchange Act [15 US.C. § 78t(a)l,asa
controlling person for Puda s and each other’s v1olat10ns of Sections lO(b) and 14(a) of the
Exchange Act[15U.S.C. §§ 78](b) and 78n(a)] and Rules 10b-5, 14a-3, and 14a-9 [17 CF. R §8
240.10b-5, 240.14a-3, and 240.14a-9].

| 7 Uniess the Defendants are permanently restrained and enjoined, they will again

engage in the acts, practices, transactions and courses of business set forth in this complaint and |
in-acts, practices, transactions and courses of bilsiness of similar type and objecf.

JURISDICTION AND VENUE

8. The Commission brings this action pursuant to authoiify conferre_d by Section
20(b) of i:he Securities Ac.t"[15' U..S.C. § 7'7t(b)]va.nd Section 21(d)(1) of the Exchange Act[15 .'
U.S.C. § 78u(d)(1)], and seeks to restrain and i)ermanently enjoin the Defendants from engaging
'in the acts practices transaciions and courses of business alleged herein. The Commission also
seeks a final judgment: (a) ordenng each of the Defendants to disgorge the ill- gotten gains
received as a result of the v1olatlons for wh1ch they are liable and pay prejudgment 1nterest on
those amounts; (b) ordering the Defendants to pay civil monetary penalties pursuant to Section:

20(d) of the Securities Act [15 U.S.C. § 77t(d)] -and Section 21(d)(3) of the Exchange Act [15



U.S.C. § 78u(d)(3)]; and (c) prohibiting each of the Defendants from acting as an officer or |
di.rector of a public company pursuént to Section 20(e) of the Securities Act [15 U.S.C. § 7 7t(e)]
and Section 21(d)(2) of the Exbhange Act [15 U.S.C. § 78u(d)(2)].

9. This Court has jur-isdiction over this action, and venue lies in this District,
pursuant to Sections 20(b), 20(d), and 22(a) of the Securitiés Act [15 U.S.C. §§ 77t(b), 77t(d),
and 77v(a)] and Sections 21(d), 21(e), and 27 of the Exchange Act [15 U.S.C. §§ 78u(d), 78u(e),
and 78aa]. The Defendants, difectly and indirectly, have made use of the means or
instrumentaliﬁes of, of the means or instruments of transportation or communication in, interstate
. commerce, or of the mails, or of the facilities of a national securities exchange, in connection
with the transactions, acts, practiceg and courses of business alleged herein. Certain of the acts,
practices, transactions, and courses of busihess alleged in this complaint occurred within the
Southern District of New York. For example, Puda’s common stock was listed and traded on the
NYSE Amex LLC Exchange (“NYSE”) duﬁng part of the relevant period, a number of Puda’s
- defrauded shareholders reside in the Southern District of New York, and the letter forged by Zhu
was diéseminated to Comnliﬁsion staff and Puda’s audit committee counsel wifhin,the Southern
District of New York.

DEFENDANTS

10. Zhao, age 39, haé been chairman of Puda’s board of directors since July. 15,
2005, and he_: was also Puda’s CEO until June 25, 2008. As of March 16, 201 1, Zhao owned
approximately 25% of the outstandihg shares of Puda, and Zhao’s brother owned approximately
6% of the outstanding shares. Zhéo is also co-founder, chairman and CEO of Shanxi Coal. Zhao
is a Chinese national and resides in the PRC.

11. Zhu, age 5 5, succeeded Zhao as CEO of Pud'a‘ and served as a director of Puda



until he resigned both positions via letter to Puda’s board on September 22, 2011. Zhuisa

Chinese national and resides in the PRC.

RELEVANT ENTITIES

12. - Puda is a Delaware corporation whose principal 6fﬁces are ‘located in Taiyuan,
Shanxi Province, PRC. Puda entered the U.S. capital markets through a reverse merger with a
pre-existing listed company on July 15, 2005. From September 22, 2009 through August 17,
2011, Puda’s common stock was listed and traded on the NYSE.

13. Shanxi Coalisa Chinese coal mining company that was established under the
laws of the PRC on June 7, 1995 and is located in Tiayuan, Shanxi Pr;)vinée, PRC. Prior to the
conduct described herein, Puda indirectly owned 90% of Shanxi Coal.

BACKGROUND

Puda’s Corporate Structure And Business

| 14. Puda employs an offshore ownership structure that is commonly used by public
companies with éperations in China. Puda owns Puda Investment Holding Limited (“Puda
BVI”), an International Business Cdmpany incorporated in the British Virgin Isla’nds. Prior to
the fraudulent conduct alleged herein, Pucié BVI owned Shanxi Putai Resources Liniited
(“Putai”), a company established under the laws of the PRC. Puda’s‘ business operations were
conducted exclusively through Shanxi Coal, which was owned 90% by Putai, 8% by Zhao, and
2% by Zhao’s brother. | |

15.  Before the fraud began in September 2009, the corporate structure for Puda was

as follows:



Puda Coal, Inc.
1100% o
Zhao Zhao’s brother
Puda BVI (8%) %)
| 100% T |
Putai 9% Shanxi Coal

16.  Puda’s primary business was originally as a suﬁplier of premium high grade

cleaned coking coal used to produce coke for steel manufacturing. In 2009; Puda modiﬁ_ed its
| business strategy to enter into the coal mining businesé as a result of a decision by the Shanxi-

provincial government to require mergers and consolidations of smaller éoal mining companies
in Shanxi Province. The government had issued an implemeﬁtation opinion to that effect on
Sept‘ember_2,b2008. Pursuant to the government policy, the government awarded certaiﬁ larger
coal production enterprises the opportunity to acquire, consolidate aﬁd restructure smaller coal
mines through mergers, acquisitions and asset or share transfers. On 'Sgptember 28, 2009, Puda
announced that Shanxi Coal was one of the entities selected by the Shanxi provincial government
to bécbme a coal mining cbnsoli_dator, an exfremely lucrative opportunity for Shanxi Coal. |

17.  Puda conducted two public offerings in the U.S. osteﬁsibly to raise capital for
Shanxi Coal’s mine aéquisition and expansion. ‘-On February 18, 2010, Puda Completed the
offéring énd sale éf 2.86 million shares with net proceeds of approximately $14.5 million'.‘ Qn
December 13, 2010, Puda completed the offering and sale of 7.85 million shares with net
proceeds of approximately $101.5 million. |

18.  Aside from the control inherent in being Puda’s largeSt shareholder and board

chairman, Zhao wielded enormous influence and control over the publi(; company due to his



possession of Shanxi Coal’s “chop,” or corporaté seal. Because Puda’s business operations were
conducted exclusively through Shanxi Coal, Zhao exercised tremgndous power over all aspects
g of Puda’s affairs both in the U.S. and China, including its financial reporting, acqounting and
disclosure functions. Similarly, by virtue of his position as Puda’s CEO, Zhu also exercised
control over all of Puda’s activities, including its financial vreporting, accounting and disclosure
functions.

'THE DEFENDANTS’ FRAUDULENT SCHEME

~19. In September 2009, Zhao émbarked on a scheme with Zhu to enrich himself at the -~
expense of Puda’s puBlic shareholders by secretly stealing and selling Puda’s only revéﬁﬁe
produci’ng asset, Shanxi-Céal, while cbntinuing to raise funds from U.S. investors by falsély
telling thern that Puda still owned 90% of Shanxi Coal. When Puda raised $115 mil‘lion' in two
public offerings in 2010 for the supposed purpose of .ﬁnanéing the expansion of Shanxi Coalss
mining operationé through the provinciél government’s consolidation mandate, Puda no longér
owﬁed any interest at all in Shanxi Coal. Zhao and Zhu both signed multiple SEC filings that
misrepreéented Puda’s ownerShip_ intéfest.in Shanxi Coal and,_%ls such, were fundamentally false
~inall r’espects.‘ As detailed below, the Defendants’ fraudulent scheme was designed to ené.ble
Zhao, rather than Puda and its public shareholders, to profit from the lucrative business ’
" opportunity pr_eSerite'd'by the Shanxi provincial government.

Zhao’s Theft of Shanxi Coal

20. In September 2009, Zhao caused Puda’s 90% indirect interest in Shanxi Coa_l to
be transferred to himself without the approval or knowledge of Puda’s public shareholders or its
board of directors. Spec'iﬁcally; on September 3, 2009, Zhao caused Putai, the entity through

which Puda held its 90% controlling interest in Shanxi Coal, to enter into a contract with Zhao



pursuant to wﬁich Putai transferred its 90% equity stake in Shanxi Coal to Zhao. Zhao’s brother
signed the contract on behalf of Putai. |

21. Alsoon Sept_ember 3, 2009, Zhao caﬁsed his brother to divest himself of his 2%
interest in Shanxi Coal by trénsferring 1% to Zhao and- 1% to an administrative empioyee of
Shanxi Coal whom Zhao also controlled (“Administrative Emplo_yee”).. Through this series of
transaqtions, Zhao restructured the owneréhjp of Shanxi Coal such that Zhad held 99% and the

Administrative EmploYee_ held 1% of Shanxi Coal.

Zhao’s Sale of Shan;i. Coal to CITIC Trust

22.  Beginning in July 2010, Zhao engaged in a series of transactions through which
he sold and pledged interests in Shanxi Coal to CITIC Trust. On July '14', 2010, Zhao sold ba 49%
ownership interest in Shanxi Coai to CITIC Trust. CITIC Trust then placed its 49% ownership
interest into an investment trust plan known as the CITIC Juxinhuijin Coal Industry Investment
Fund No. 1 Colléctive Trust Plan (“CITIC Trust Plan™) and sold interests in ‘the CITIC Trust
Plan té investors in Clﬁna. In éxéhange for the 49% stake in Shanxi Coal, Zhao received 1.212
billion preferred shéfes in the CITIC Trust Plan, which were to be péid out in cash after the other
' ihve_stors received their sharé of the CITIC Trust Plan’s payout. | |

23.  Alsoin July 2010, Zhao Signed agreements with the CITICF Trust to obtaiﬁ RMB
2. 5 billion '($370 ‘million) in financing for Shanxi Cbal from the CITIC Trust Plan. This
financing Was the ﬁmcfional équivalent of a “loan” that had to be repaid by Shanxi Coal within
ﬂuée years at a 12.5% annual interest rate and with 2% in #nnual fees. In November 2010, this
loan agreexﬁent was amended to increase the siZe of theb C‘ITI.C Trust Plan’s loan to Shanxi Coal
from RMB 2.5 billion to RMB 35 billion (appfoxirnately $516 million). The contracts for this

increase in the loan amount acknowledge that the full RMB 2.5 billion had already been



provided to Shanxi Coal under the first loan agreement.

24.  On July 14, 2010, Zhao and the Admin‘istrative Employee pledged their remaining
- 51% combined equity interest in Shanxi Coal to CITIC Trust. This pledge served as collateral
for the RMB 2.5 billion (later RMB 3.5 billion) loan prov1ded to Shanx1 Coal. The loan and
pledge agreements provide that if Shanxi Coal defaults in repaying the loan, the CITIC Trust
Plan would secure 100% owner_shlp of Shanxi Coal, paying its assets.out ﬁrst to the investors in
the CITIC Trust Plan and then paying whatever assets remained to Zhao. If Shanxi Coal repays
tfre loan to the CITIC Trust Plan, Zhao would receive the corpus of the trqst -- consisting of the
pledged shares of Shanxi Coal -- once all of the other CITIC Tr.rlst 'Plan investors had been paid.

25.  CITIC Trust provided its investors with .quarterly status reports from the CITIC
_Trlrst'Plan regarding thé transaetions given effect and memorialrze(i in the executed loan and
.share transfer agreements described above. These quarterly reports, including a report dated as
recently as October 30, 20_1 1, set forth flow much money the CITIC Trust Planvhas raised from
investors, h_ow much money the CITIC Trust Plan has provided to Shanxi Coal arrd how that
- money was lrsed by Shanxi Coal. The rep'orts ﬁJ.rther describe the status of the various projects
undertaken by Shanxi Coal with the proceeds of the CITIC Trust Plan’s loan. These quarterly
reports appear on CITIC Trust’s website, and CITIC ’frUst confirmed the accuracy of the
‘information in the quarterly reports ina letter.to Pu'da’s audit committee dated September 29,
2011. |

26. As he later admitted in an interview with eourrsel to Puda’s audit committee, Zhu
was aware of the foregoing transfers and transactions with the CITIC Trust at the time they
6ccurred, but he did not tell an,yone. at Puda about those transactions because Zhao instructed lrim

to keep quiet about the matter.

10



Exposure of the Fraud and Its Impact on Puda

27.  On April 8,2011, an internet report on Puda surfaced fegarding Puda’s ownership
of Shanxi Coal and.describing some of the asset transfers and transactions between Zhao and
CITIC Trust that are detailed above. Prior. to the issuance of the report, the 52'—v§ee_k high for
Puda’s stock price was $16.97 per share. On April 8, 2011, the stock closed at ‘$6..00, down
$3.10 from the prier day’s closing price, a decline in market eapitalization of more than $87
million on that day alohe. As of February 7, 2012, the stock was _tfading at 35 cents per share,
wiping out $499 million in market capitalization from Dec'emberv2, 2010, the day Puda’s stock
| price had reached $16.97 during intraday trading. |

28.  OnApril 11,2011, Puda issued a press release apnouncing that its eudit
committee had retained counsel to conduct an investigation into_the clejms made in the internet
repb_rt. In the press release, Puda stated that “although the investigation is in its preliminary
stages, evidence supports the allegatien that there were transfers by Zhao in subsidiary
ownership that were inconsistent with disclosure made by the Company in its public securities
ﬁlings."’ The NYSE halted ﬁadiﬁg in Puda’s stock that same day.

29. .On July 7, 2.01 1, Moore Stephens Heng Kong (“Moore Stephens™), an acceunting
firm which served as Puda’s outside auditor during the time of the events alleged herein, sent
Puda a letter resigning from the engagement and stating that further reliance should‘ no longer be
placed on its previously issued audit reports for Puda_l’s fiscal years ended December 31, 2009
and 2010. Inits resignation letter, Moore Stephens stated fhat Puda had made representations :to
it that are “materially inconsistent” with the share transfers made by Zhao. Puda has not filed or

amended any peﬁodic reports with the Commission since the annual report on Form 10-K for the

11



fiscal year ended December 3 1, 2010 was filed on March 16, 2011.
30. On August 18, 2011, the NYSE delisted Puda. On August 19, 2011, the
Commission issued an order suspending trading in Puda stock through September 1, 2011.

The Use of a Forged Letter Td Continue the Scheme

31. On August 31, 2011, Zhao’s U.S. counsel prdvided a letter to the Commission’s
investigative staff purporting to be-from CITIC Trust, dated August 29, 2011, which stated that:
| (i) no funds had been advanced by CITIC Trust or any of its affiliates to Shanxi Coal under the
lqan agreéments; and (ii) CITIC Trust had not, and would not, assert ownership interest in the
assets of Shanxi Coal or any of its affiliates (“August 29 Letter”). Zhao’s U.S. counsel stated to
the 'Commis.sion’s investigative staff that Zhao had met with and obtained this leﬁer from the
chaiﬁﬁan of CITIC. Zhao’s U.S. counsel also proglided the August 29 Letter to Puda’s audit
committee.

32. On September 1, 2011, prior to the expiration of the trading suspension, Puda ,.
filed a repdrt on Form 8-K with the Commission setting forth preliminary findings of its audit
committee’s investigation. The preliminary findings further conﬁﬁned many aspects of the
Defendants’ fraud. The Form 8-K also stated that Zhao’s U.S. counsél had provided the audit
donunittee with a letter purporting to be from CITIC Trust and detailed the contents of the
August 29 Letter. -This-letter was intended to convey to U.S. regulators, the cdmpany’s audit
' committee, and investors highly material information, namely, that the agreemgnts purporting to
d‘e'ncumber dnd convey ownership of Puda’s assets to CITIC had not becomé effective, that Puda

still remained the beneficial owner of these assets, and fhat CITIC had disclaim_ed any interest in
those assets.

33, The August 29 Letter was a forgery perpetrated by Zhao and Zhu, with Zhu

12



taking public responsibility for forging the letter. After receiving a copy of the August 29 Letter,
a lawyer representing CITIC Trust infbrmed the Commission’s investigative staff that CITIC
Trust did not issue the August 29 Letter. Separately, in a letter to Puda’s board of directdrs dated
Septembér 22,2011, Zhu resigned as CEO and as a director of Puda. In his resignation letter, -
Zhu sfated that on August 29, 2011, he provided a “false letter” conc-erning CITIC Trust to the
Commission. As confirmed in a press release issued by Puda oﬁ September 26, 2011, the “false
| letter” referenced in Zhu’s resignation letter was the August 29 Letter. On September 26, 2011,
Zhao’s U.S. counsel withdrer as counsel to Zhao and advised .the Commission’s investigative
staff and Puda’s audit committee not to rély on any prio-r statements that such counsel had made
‘regarding CITIC Trust. | _

34. By 1eﬁer dated September 26, 2011, CITIC Trust informed Puda’s audit
committee that after “careful veriﬁcaﬁon,” CITIC Trust determined that it did not issue the
August 29 Létter. In its letter to the audit committee, CITIC Trust aléo “solémnly sftate[d]” that

 the information discloséd‘ on its website, including the contents of “every quarterly management
repon’; and “other documents concernihg the [CITIC Trust Plan]” wa_sb “true, valid and in
conformity with reality.” |

-35.  Because the August 29 Letter was a forgery, Pﬁda’s_ September 1, 2011 repért on
Form 8_—K was 'materially false and nﬁsleading to the extéht it conveyed to investors the contents
of the August 29 Letter, .whiCh-falsely represented that Zhao’s transactions with CITIC Trust did
not take effect and that Puda’s owﬁership of Shanxi Coal was not imbaired by those transactibns.

36. . On September 28, 2011, Puda’s CFO reéigned. Neither Zhu nor the CFO has

been replaced.
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The Defendants’ Deliberate Misrepresentations About Puda

37.  Following Zhéo’s trnnsfer of Puda’s.cont_rolling ownership interest in Shanxi Coa‘lv
in Septeniber 2009, Puda filed numerous documents with the Comniission that were materially
false and misleading becausc, among other things, they misrepresented »Puda’s interest in Shanxi

Coal and did not disclose anything about the asset transfers and relateci transactions orchestrated

by Zhao. Zhao and Zhu each signed numerous materially false and misleading SEC ﬁlings |

during this period. Due to their participation in and/or knowledge of the undisclosed asset
transfers and related transactions that deprived Puda of its ownership interest in Shanxi Coal,
both Zhao and Zhu knew that the SEC filings they signed were materially false and misleading.

_ Zhao and Zhu also caused Puda to issue numerous press releases after September 2009 that they
knew were materially false and misleading becalisc the releases, most of which contain quotes -
from Zhu or Zhao, discussed Shanxi Coal’s operations and Puda’s purported financial results
without disclosing that Puda no longer owned Shanxi Coal.

- 38.  The following periodic reports were materially false and misleading: (i) the
annual reporis on Form 10-K for the fiscal ye'cirs ended December 31,2009 and 2010,_ whjch-
were filed with the Commission on March 31, 2010 and March 16, 2011, respectively; and (ii)
the interim quarterly‘ reports on Form 10-Q for the quarters ended Sep‘iembcf 30, 2009,' MarCli
31, 2010, June 30, 2010,-and‘Septembevr.30, 201 0, rwhic'h' were filed with i;he Commission on

-Novcmber 13, 2009, May 17,2010, August 16, 201,0, and Novcmbver 15, 2010, resnectively,
Zhu‘ signed both annuai reports and each of the quértérly reports, and Zhao signed both annual

) reborts. Zhu also signed the nrincipal executiv_e office_r certiﬁcations pursuant to Rule 13a—14 of
the Exché.nge Act and the certiﬁcations pursuant to Section 906 of the Sarbanes-Oxley Act that

were appended to the annual and quarterly reports.
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39. The penodlc reports listed above were all false and misleading because, among
- other thmgs they falsely descrlbed Shanxi Coal as Puda’s “90% subsidiary” and stated falsely
that the “owners of Shanxi Coal are Putai (90%), Mr. Ming _Zhao (8%) and [Zhao’s brother]
(2%).” In addition, Shanxi Coal’s operating results were consolidated with Puda’s financial }
results throughout this time period, and th_e consolidated financial statements included in each of
the foregoing periodie reports. were _therefore completely false. The annual reports for the 2009
and 2010 fiscal year_s both also included a detailed discussion of Shanxi Coal in a section titled
“Related Party Transactions,” including a discussion of Puda’s acquisition of a 90% ownership
interest in Shanxi Coal in 2007, without disclosing that Puda no longer had an ownership interest
in Shanxi Coal. |
40. Both annual reports also made clear that Puda’s financial performance was wholly
dependent on its ownership of Shanxi Coal. Defendants’ failure to disclose Puda’s loss of its
ownership stake in Shanxi Coal, therefore, was critical. Both annual reports stated, among other
Mngs, as follows: “Our operatlons are conducted exclusiuely through Shanxi Coal, in which we
_ .'own 90% of- the equity interest. The operations of Shanxi Coal are our sole source of revenues.
.. [W]e are dependent on the cash flow of our subsidiaries to meet our obligations.”

© 41,  Pudaalso filed registration statements, prospectuses, and prospectus supplements
w1th the Comrnission during the relevant tlme period that did not disclose anything about the |
_ Shanxl Coal-related transactions orchestrated by Zhaor On D_ecember 3, 2009, Puda filed an S-3
Registration Statement for the sale of 2,855,652shares, and amendments were ﬁled on February-
11 and 16, 2010. Puda ﬁled the corresponding prospectus supplement for this offermg on
February 16,2010. On April 30, 2010, Puda filed a Post-Effectlve Amendment on Form S-3 for

- the sale of 1,666,000 shares by certain stockholders. Puda filed the correspondmg prospectus for
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this offering on Mey 12, 2010. bn August 17, 2010, Puda filed an S-3 Registration Statement

for the sale of 7,850,000 sheres, and amendments were filed on October 14 and December §,

2010. Puda filed the corfesponding prospectus supplement for this offering oh December 8,

- 2010. Each of the foregoing registration statements and related filings incorporated by reference

~one or more of the false and misleading periodic reports described above in paragraphs 38-40.

42, In addition, on April 29, 2010, Puda filed with the Commission, and sent to its

ehareholders, its annual proxy statement, pursuant to whieh Zhao and Zhu werere-elected to
Puda’s board of directors. The proxy statement stated that ‘ehe “proxy is being solicited en behalf
of the Board of Direetors,” which included Zhao ,aﬁd Zhu. The pfoxy sfatement touted the
Defendants’ “extensive ekperi_ence” and recommended their re-election. This proxy stetement
was accompaﬁied by. Puda’s false annual report and ﬁnanciai statements for its 2009 ﬁscal year..
Like the annual rep_ort, the proxy statement itself also included a detailed diseuseion of Shanxi

" Coalina sec’tionftitled “Related Paﬁy Transactions,” including a discussion of Puda’s acqﬁieition
ofa 90%"ownership. interest in Shanxi Coal in 2007, without disclosing that Puda no longer had

“an ownership interest in Shanxi Coal. As chairman and CEO, respectively, Zhao and Zhu fhus
caused Puda’s shareheldere to be Solicited regarding Puda’s annual meeting when they kneW- the

' cerﬁpany no longer owned the main‘asset it claimed to own in the proxy statement and financial

sfatemeﬁte »provide'd to the sharehelders. Both Zhao and Zhu directly beneﬁted from the proxy.

- by refaining their seats as directors and maintaining control of the company under false pretensee

through the filing of this materially false and -misleadieg proxy statement.

| 43.  Zhualso signed materially false and misleading management repreéentation
letters that were prov_ided_ to Moore Stephens ‘in connection with its audits of Puda’s annual

financial statements and its review of Puda’s interim financial statements. These manegement
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representation letters were materially false and_ misleading because, among other things, they
failed to disclose tiiat Puda no longer owned a 90% indirect ownership interest in Shanxi Coal.
In addition, Zhao withheld information about the asset transfers and related transactions from the
personnel who were creating the documents being audited by Moore Stephens and serving as the
contact points for the audits, including Puda’s'CFO and controller. As aresult, Zhao made
materially false and misleading_statements to internal Puda accountants and caused them and
others at Puda to omit material facts from the information provided to Moore Stephens.

THE DEFENDANTS’ GAINS FROM THE FRAUD

44.  Both Zhao and Zhu profited from their fraud. Zhao transferred Puda’s principal
ésset, Shanxi Coal, to himself and then transferred thaf asset to CITIC, which placed it in the
CITIC Tmst Plan, an entity in which Zhao holds a residual beneficial interest. Both Zhao and
Zhu (ibtained monetary and othei‘ cbmpensation_ from Puda while engaged in a vfraud that. |
seizerely damaged Puda and its sharehoiders. As CEOQ, Zhu ieceived a salary from Puda and
stock options attributable to Puda’s financial performance. As chairman, Zliao received

director’s fee payments and stock options attributable to Puda’s financial performance. |

FIRST CLAIM FOR RELIEF

Violations of Section 17(a)
" of the Securities Act

(Zhao and Zhu)
45.  The Commission realleges and incorporates by reference herein each and ever'y‘
allegation contained in paragraphs .1 through 44.
46.  Zhao and Zhu directly or indirectly, singly or in concert, in the offer_ and salel of

securities, by the use of the means or instruments of transportation or communication in -
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interstate commerce, or by use of the mail, knowingly or recklessly, have: (a) employed devices,
schemes, or artifices to.defra..ud; (b) obtained money or property by means of untrue statements
of a material fact or by omitting to state a material fact necessary in order to make the statement
made, in light of the circumstances under which they were made, not misleading; or (c) ehgaged
in transactioﬁs, practices, or courses of business which operated or would operate as a fraud or
~deceit upon the purchaser. |
 47.  Aspart and in furtherance of a scheme to defraud Puda’s public shareholders by
secretly stealing and selling Puda’s 90% ownership interest in Shanxi Coal, aﬁd by falsely
representing to the investing public that Puda still ow’ned 90% of Shanxi Coal, Zhao and Zhu,
directly or indirectly, singly or in concert, knvowingly' or recklessly, engaged in and employed the
‘fraudulent aﬁd deceptive devices, schemes, artifices, contrivances, acts, transactions, bractices
and courses of business and/or made the material misrepresentations and/or omitted to state the
material facts alleged above in paragraphs 1-5 and 14-44.
| 48.  During the time of the Defendants’ fraudulent conduct, Puda filed periodic reports
w1th the Commission thaf were signed by Zhao and/or Zhu, as described above in paragraphs 38-
'40. Due to the fraudulent practices in which the Defendants engaged, these documents contained
‘materially false and misleading statements, and omittéd to state materiél facts, concerniﬁg Puda’s
ownership of Shanxi Coal and Puda’s financial performance, including financial statements thét
materially misstated, among other -t_hing's, Puda’s assets, revenue and net income. As a result, fhe
periodic reports identified in paragraphs 38-40 were materi_aily false and misleading. -
49.  Asdescribed above in paragraph 41, one or more of these materially .false and |
misleading periodic reports were incorporated by reference in régistration statements and

prospectuses, including amendments thereto, that were signed by Zhao and Zhu and filed by
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Puda with the Commission during the time of the Defendaslts’ fraudulent conduct. Asa result,

these registration statements and related filings were al_so materially false and mislgading, as the
registration statements and related filings also failed to disclose the asset transfers and related

' transactions described in paragraphs 14-44.

SO.V Zhao and Zhu knew or were reckless in not kno.vx.ring that the periodic reports,
registration statsments and related filings described above were fnaterially false and misleading,
and bofh d¢fendants also acted with the réquisite scienter by knowingly or recklessly engaging in -
thé fraudulent sé,heme described above.

- 51. By reason of the foregoing, Zhao and Zhu, singly or in concert, directly or
indirectly, have violated, and unless enjoined wili again violate; Section 17(a) of the Securities
Act [15U.S.C. § 77q(a)). |

SECOND CLAIM FOR RELIER

Violations of Section 10(b)
of the Exchange Act and Rule 10b-5

(Zhao and Zhu)
52.  The Commission realleges @d incorporates by reference herein each and every
allegation contained in parégraphs 1 through 51.

- 53.  Zhao and Zhu, directly or indirectly, singly or in concert, by use of the means or
iﬁstruﬁlentalities of interstate conimerce or of the mails, or of -th'e. facilities of a national securities
exchange, in connection with the purchase or sale of securities, knowirigly.ér recklessly, have:
(a) employed de\.'ices, schemes and ar'tiﬁces to defraud; (b) made untrue statements of material
fact, or omitted to.state material facts necessary in order to make statements made, in the‘ light of
the cifcumstances under which they were made, not misleading; and/or (c) engsged in acts,

practices and courses of business which operated or would have operated as a fraud or deceit
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upon purchasers of securities and ur)on other persons.
- 54.  Aspart and in furtherance ef a scheme to defraud Puda’s public shareholders by
~ secretly stealing and selling Puda’s 90% ownership interest in Shanxi Coal, and by falsely
representing to the investing public that Puda still owned 90% of Shanxi Coal, Zhao and Zhu,
directly or indirectly, singly or in concert, knowingly or recklessly, engaged in and employed the
fraudulent and deceptive devices, schemes, artifices, contrivances, acts, transactions, practices
and courses of business and/or made the misrepresentations and/or omitted to state the facts
alleged above in paragraphs 1-5 and 14-44. | |
55. Durrng the time of the Defendants’ fraudulent conduct, Puda filed per10d1c reports |

w1th the Commission that were signed by Zhao and/or Zhu, as described above in paragraphs 38-
| 40. Due to the fraudulent practices in which the Defendants engaged, these documents ‘contained
" materially false and misleading statements, and omitted to state mate_r.ial facts, concerning Puda’s

ownership of Shanxi Coal and Puda’s ﬁnancial performance, including financial statements that
.’materially misstated, among other things, Puda’s assets, revenue and net income. As a result, the
* periodic reports identified in paragraphs 38-40 were materially false and misleading.

| 56. As describedraboxre in paragraph 41, one or mere of these materially false and }
misleading periodic reports were incorporated by reference in registration statements and
prospectuses, including amendments thereto, that were signed by Zhao and Zhu and ﬁled by
Puda with the Commission during the time of the Defendants’ fraudulent conduct. As a resnlt |
| these reglstratlon statements and related filings were also materially false and mlsleadlng, as the
- registration statements and related ﬁhngs also falled to drsclose the asset transfers and related

transactions described in paragraphs 14-44. |

57. During the time of the Defendants’ fraudulent conduct, Puda also issued press

20


http:misleading,.as

releases and filed a proxy statement with the Commission, as described above in péragraphs 37
and 42. 'Dué to the fraudulent practices in which the Defendaﬁts engaged, these do'cuxﬁents
: _contained materially false and misleéding statements, and omitted to state material facts,
cohceming Puda’s ownership of Shanxi Coal and Puda’s financial -pelrformance, including
financial statements that materially misstated, among other things, P.uda-’s assets, revenue and net
-income. As a result, the pfesé releases, which contained materially false. and misleading
quotaﬁons from Défendénts, ‘é.nd the proxy statement identified in paragraphs 37 and 42 were
also materially false and misleading.
58. Zhao' and Zhu knew of were recﬂess in not knowing that the periodic reports,
press releases, proxy statement, registfation statements and related ﬁlings described #bov_e were
materially false and misleading, and both defendants also acted with the requisite scienter by
knowingly or reckléssly engaging in the fraudulent scheme described above.
59.  Byreason of the foregoihg, Zhao and Zhu, singly or in conceﬁ, directly or
indirectly, have violated, and unless enjoined will again violate, Sectiqn 10(b) of the Exchange
Act [15 U.S.C. § 78j(b)] and Rule 10b-5 thereunder [17 C.F.R. § 240.10b-5]. |

THIRD CLAIM FOR RELIEF

Violations of Section 14(a) of the
'Exchange Act and Rules 14a-3 and 14a-9

(Zhao and Zhu) |
60. . The Commission realleges and incorporates by reference herein each and every
allegation contained in paragraphs 1 thfough 59. |
61.  Zhao and Zhu dir_ectly or indirectly, singly. or in coﬁcért,' by use of the meané or
instrumentalities of interstate ”cominerce or of the mails, of of the facilities of a national securities

exchange or otherwise, solicited or permitted the use of their names and Puda’s name to solicit
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proxies, consents or authorizations in respect of non-exempt securities registered pursuant to
Section 12(b) of the Exchange Act [15 U.S.C. § 781(b)]:

(a) while failing to funﬁsh each person sdliéited, concurrently or previously,
with a written proxy statement accompanied or préceded by an annual
report to security holde_rs‘ in compliance with the requirements of Rule
14a-3(b)(1); and

(b) by means of a proxy statement, form 6f pr(;xy statement, form of proxy,
notice of meeting and other communications that contained statements
wﬁich, at the time and in light of the circumsténces under which fh¢y were
made, were false and misleading with respect to material facts, or which
omitted to state material facts necessary in érder to make the stafements

“therein not false or inislgading of necessary tob cOfrecf statermnents in earlier
co;lununiéations with respect to the Solicitati,on ofa proxy for the same
.meeting or subject matter which has b¢come false or misleading;

in violation of Section 174(a) of the EXcilénge Act [15U.S.C. § 78n(a)]-and Rules 14a-3 and 14a-
9 [17 C.FR. §§ 240.142-3 and 240.142-9]. |

62. As alleged above in paragraph 42, Puda filed with the Commis.sion,. énd sent to |
shareholders, an annual pro;iy statemen_f on April 29, 2010 in connection with a proxy solicited
on behalf of Pudé’s board of directors for the re-elef:tion- of Zhao and Zhu to the board. As also
aileged above in paragraph 42, that proxy sta-te'ment. contéined material mis_statements, and.
omitted to disclose méteﬁal facts, cdncernjng Puda’s qwnership of Shanxi Coal and other mattérs
and was accompénied by an aﬁnual report and 'ﬁnancial statements that were materially ‘fais_e and

misleading for the reasons described above in paragraphs 38-40.
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63. By reason of the foregoing, Zhao and Zhu, singly or in concert, directly or
indirectly, have violated, and unless enjoined will again violate, Sectién 14(a) of the Exchange
Act {15 U.S.C. § 78n(a)] and Rules 14a-3 and 14a-9 [17 C.F.R. §§ 240.14a-3 and 240.14a-9].

FOURTH CLAIM FOR RELIEF

Violations of Section 13(b)(5) of
the Exchange Act and Rule 13b2-1

(Zhao and Zhu)

64.  The Commission realleges and incorporates by'referencé herein each and every
allegation contained in paragraphé 1 through 63. o

'65.  Zhao and Zhu engaged in fraudulent practices in the course of which they
' knowingly circumvented or knowingly failed to implemeht a system of internal accounting
cohtrols and knowingly falsified, directly or indirectly, or caused to be falsified books, records
and accounts of Puda that were subject to Section,l3(b)(2)(A) of the Exchange Act[15U.S.C. §
7ém(b)(2)(A)]. As alleged above, Zhao and Zhu knowingly falsified and/or caused others to
falsify Puda’s books and records with respect to Puda’s ownership of Shanxi Coal and Puda’s.
financial condition and iwrfofmance, including ‘ﬁnancial ‘statements and other ﬁnancial records
that materially misstated, among other things, Pilda’s assets, revenue and net incorﬁe. In doing
- 50, Zhao and Zhu also knowingly circumvented, and otherwise knowingly failed to implement,
iﬁternal controls designed to prevent, among other things, fhe falsification of accounting records
and financial statements reﬂeéting Puda’s assets.

66. By reason of the foregoing, Zhao and Zhu have violdted,' and unless enjbiﬁed will
again violate, Sectidn 13(b)(5) of the Exchange‘Act' [15 U.S.C. § 78m(b)(5)] and Rule 13b2-1

thereunder [17 C.F.R. § 240.13b2-1].
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FIFTH CLAIM FOR RELIEF

Violations of the Exchange Act Rule 13b2-2
(Zhao and Zhu)
67.  The Commission realleges and incorporates by reference herein each and every
| allegation contained in paragraphs 1 through 66.

68.  Zhao and Zhu, difectly or indirectly, made or caused to bé made materially false
or misleading statements, or omitted to state or caused another person to omit to state, material
facts necessary in order to make statements made, in light of the circumstances under which such
statements were made, not misleading t§ an-accountant, in connection with: (a) audits and
examinations of the financial statements of Puda; and (b) the preparation and ﬁling by Puda of
reports required to be filed with the Commission.

69. ~ While acting as directors and/or officers of Puda, Zhao and Zhu made materially
false and misleading statements to accountants in connection with audits of Puda’s annual
financial statements during the relevant period. Zhu signed materially false and misleading
management representation letters that were provided to Moore Stephens with respect to its
audits bf Puda’s financial statements for 2009 and 2010 and its reviews of Puda’s interim

~ financial statements during those years. Zhao madé materia.lly false and misleading statements
to internal Puda accountants and caused them and others at Puda to obm»it to state material facts to
- Moore Stephens in connection with its audits and reviews of Puda’s financial statements. |
70. By reason of tﬁe foregoing, Zhao and Zhu have violated, and unles§ enjoined will

again violate, Exchange Act Rule 13b2-2 [17 C.F.R. § 240.13b2-2].
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SIXTH CLAIM FOR RELIEF
Violations of the Exchange Act Rule 13a-14
(Zhu)

71.  The Commission realleges-and incorporates by reference herein each and every
allegation contained in paragraphs 1 through 70.

72.  AsPuda’s ehief executive officer, Zhu signed certifications pursuant to Rule 13a-
14 that were included in Puda’s annual reports on Form 10-K for the fiscal yeers ended
December 31, 2009 and December 31, 2010 and in Puda’s interim reports on Form 10-Q for the
quaﬁers ended September 30, 2009, March 31, June 30, and Septemb‘er‘ 30, 2010.

73. In the certifications identified above, Zhu falsely stated, among other thihgs, that:
(a) the reports did not contain any untrue statements of a material fact or omit to state a material
fact necessary to make the statement not misleading; and (b) he had disclosed to Puda’s auditors
and Puda’s audit committee all signiﬁcént deﬁeiencies and material weaknesses in the design or
operation of Puda’s intern_al controls and any fraud, whether or not material, that involved
management or other employees who had a signiﬁ‘cantvrole in Puda’s internal controls.

74. As alleged above, the annual and quarterly reports filed by Pﬁda during the time
of the Defendants’ fraudulent conduct contained maferielly false and misleading statements
concerning Puda’s assets and other matters as a result of fraudulent practices in which Zhu
~ participated and significant ihtemal control deﬁciencies for whjcﬁ Zhu was responsible. Zhu
failed to disclose his knowledge of,.and participation in, the fraudulent scheme to deprive Pﬁda
of its ownership interest in Shanxi Coal to Puda’s audit c'oinmittee and auditors. |

-75. By reason of the foregoing, Zhu violated, and ﬁhlese enjoined will again violate,

Exchange Act Rule 13a-14 [17 C.F.R. § 240.13a-14].
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SEVENTH CLAIM FOR RELIEF

Violations of Section 13(a) of the
Exchange Act and Rules 12b-20, 13a-1 and 13a-13

(Zhao and Zhu)
76.  The Commission realleges and incorporates by reference herein each and every
allegation contained in paragraphs 1 through 75.
77._ Puda failed to file with the Commission, in accordance with the rules and
.regula‘tions prescribed by fhe_Comrnission, such annu_al and quarterly reports as the Commission
has prescribed an(l Plida failed to include, in addition to lhe information expressly required to be
stated in such reports, such furthei material information as was necessary to mal(e the statements
made therein, in light of the circumstances in which they were made, not misleading, in violation
-of Sect1on 13(a) of the Exchange. Act [15U.8.C. § 78m(a)] and Rules 12b-20, 13a-1 and 13a-13
" thereunder [17C.F.R.§§ 240 12b-20, 240. 13a—1 and 240. 13a-13].

78.  Asalleged above, Puda’s annual and quarterly reports described above in
paragraphs 38-40 were materially false and m1slead1ng because among other th1ngs they
contained, materially false and misleadin_g statements, and omitted material information,
eoneerning Puda’s ownership of Shanxi Coal and Puda’s financial condition and included
financial statements that materially misstated, among other things, Puda’s assets, revenue and net
ineome.

79. As alleged'above, Zhao and Zhu knowingly engaged in fraudulent. conduet that
i 'resulted in the foregoing materially false and misleading statements in the annual and quarterly
reports described in paragraphs 38-40, which were signed by Zhao and/or Zhu. |

80. At all times relevant hereto, Zhao and Zhn were contr'elling persons of Puda for

the purposes of Section 20(a) of the Exchange Act [15 U.S.C. § 78t(a)].
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81. Zhao. and Zhu had acﬁal knowledge of Puda’s primary violations of Section 13(a)
ofthe Exchange Act [15 U.S.C. § 78m(a)] and Rules 12b-20, 13a-1 and 13a-13 [17 C.F.R. §§
240.12b-20, 240.132-1, 240.13a-13] and substantially iassislted the primary violations by
knowingly engaging in conduct that waé a substantial éausal factor of such primary violations.

| 82. By reason of the foregoing: (a) Zhao and Zhu are each liable as controlling
persons pursuant to Section 20(a) of the Exchange‘ Act [15 U.S.C. § 78t(a)] for Puda’s violations -
of Section 13(a) of the Exchange Act [15 U.S.C. § 78fn(a)] and Rules 12b-20, 13a-1 and 13a-13
thereunder [17 C.F.R. §§240.12b-20, 240.13a-1 and 240.13a-13]; and unless they are enjoined‘,
Zhao and Zhu will again engage, as controlling ﬁersans, in conduct that wquld render ﬁham
liable, pursuant to Sectionb 20(a) of the Exchange Act [15U.S.C. § 78t(a)], for violations of
| Section 13(a) of _the Exchange Act [15 U.S.C. § 78m(a)] and Rules 12b-20, 13a—i and 13a-13
thereunder t17 C.F.R. §§240.12b-20, 2;10.13a-1 and 240.13a-13]; and (b) pursuant to Section
20(e) of the Exchange Act, Zhao and Zhu _a_ided and abetted Pada;s v'iolations of Sect_ion' 13(a) of
 the Exchange Act [15 U.S.C. ‘§ 78m(a)] and Ruies 12b-20, 13a-1 and 13a-13 [17 C.F.R. §§
| ‘240.12b-.20 240.13a-1, 240.13a-13], and imless enjoined will again aid and abet violations of
Section 13(a) of the Exchange Act[15U.S.C. § 78m(a)] and Rules 12b-20 13a-1 and 13a-13 [17
C.F.R. §§ 240.12b-20, 240. 13a—1 240. 13a—13]

EIGHTH CLAIM FOR RELIEF
Violaﬁons of Sgction 13(b)(2) of the 'Exéhange Act
(Zhao and Zhu) |

83.  The Commission reallegeé and incorporates by referance herein each and every
' allegation contained in vparagraphs 1 through 82. |

- 84.  Puda failed to:
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(a) make and keep books, records, and accounts, which, in reasonable detail,
accurately and fairly feﬂected the transacﬁons and dispositions of its
: assets; and
(b) devise and maintain a systéﬁ of internal accounting ﬁontrols sufficient to
provide reaéonable assurances that:
(1) transactions were execﬁted in accordance With management's
general or specific authorization;
- (i) transactions were recorded as necessary to permit preparation of
| financial statements in coﬁformity with generally accepted
accoﬁnting principles or any.other criteria applicable_ to such
statements, and to maintain accountability for assets;
_(iii) " access to assets was permitted only in accordance with
management's general or specific authbrization; and
@iv) the_recofded accountability fdr assets was compared with the
exisﬁng assets at reasonable intervals and appropﬁate action was
taken with respect to any differences;
1n ﬁolaiion of Sections 13(b)(2)(A) and 13(b)(2)(B) of the Exchaﬁge Act[15U.S.C§§ -
| 78m(b)(2)(A) énd 78m(b)(2)(B)]. As alleged above, Puda’s accounting bo'ok‘s and recOrdé
improperly reflected an ownership iﬁterest in Shanxi Coal that it noﬂlonger held du;’ing the
| r_elevant‘p'eriod_; and Puda lacked intemal accounting cOntrols sufficient to reasonably assﬁfe that
its annual and quarterly financial statements were prepared accurately in-conformity with GAAP.
85. As alleged above, Zhao and Zhu knowingly‘circumvented Puda’.s_ internal controls

and engaged in a fraudulent scheme to deprive Puda of its 90% ownership interest in Shanxi
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Coal without recording Pnda’s loss of that ownership intereét on its books and records or
disclosing Puda’s loss of that ownership interest to Puda’s shareholders or the investing public,
which resulted in a failure to accurately reflect Puda’s assets, revenue, net income and other
items on its books and records and. in financial statements included in the periodic reports
described in paragraphs 38-40 above.

86.  Atall times relevant hereto, Zhao and Zhu were controlling persons of Puda for
the purposes of Section 20(a) of the Exchange Act [15 U.S.C. § 78t(a)].

v87. Zhao and Zhu had actual knowledge of Puda’s primary violations of Sections
© 13(b)(2)(A) and 13(b)(2)(B) of the Exchange Act [15 U.S.C §§ 78m(b)(A) and 78rn(b)(B)] nnd
substantially assisted the primafy violations by knowingly engaging in conduct that was a
substantial causal factor of such primary violations. |

88. By reason of the foregoing: (a) Zhao and Zhu are each liable as controlling
persons pursuant to Section 20(a) of the Exchange Act [15 U.S.C. § 78t(a)] for Puda’s Violations

of Sections 13(b)(2)(A) and 13(b)(2)(B) of the Exchange Act [15 U.S.C §§ 78m(b)(A) and

| 78m(b)(B)j; and unless they are enjoined, Zhao and Zhu will again engage, as controlling
persons, in conduct that would render them lianle, nursuant to Section 20(a) of the Exchange Act
[15 U.FS.C. § 78t(a)j, for violations of Sections 13(b)(2)(A) and ‘1 3-(b)(2)‘(B) of the Exchange Act
.[1.5 U.S.C §§ 78m(b)(A) and 78mib)(B)]; and (b) pursuant to Section 20(e) of the Exchange Act,
Zhao and Zhu aided and abetted Puda’s violations of Sections 13(b)(2)(A)' and 13(b)(2)(B) of the
: Exchange Act [‘15 U.S.C §§ 78m(b)(A) and 78m(b)(B)], and unless enjcined will again aid and
abet violations of Sections 13(b)2)(A) and 13(b)(2)(B) of the Exchange Act [15 U.S.C §§

78m(b)(A) and 78m(b)(B)].
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NINTH CLAIM FOR RELIEF

Aiding and Abetting and Control Person Liability for
Violations of Section 10(b) of the Exchange Act and Rule 10b-5

(Zhao and Zhu)
89.  The Commission realleges and incorporates by reference herein each and every
_allegation contained in paragraphs 1 through 88.

90. Puda, diiectly or indirectly, singly or in concert, by use of the means or
instrumentalities of inter_state commerce or of the mails, or of the facilities of a national securities
exchange, in connection with the purchase or sale of securities, knowingly or recklessly, has: (a)
employed de\iices, schemes and attiﬁces to defr,aud;' (b) made untrue stateménts of material fact,
or omitted to state material facts necessary in order to make Statements made, in the light of the
circumstances under which they were made, not misleading; and/or (c) engaged in acts, practiceé
and courses of business which operated or would have operated as a fraud or deceit upon
purchasers of .secu_iities and upon other persons.

91. As part and in furtherance of a scheme to defraud Puda’s public shareholders by
secretly stealing and selling Puda’s 90% ownership interest in Shanxi Coal while continuing to
sell Pucia stock to U.S. investors By faléely telling them that ‘Puda still owned 90% of Shanxi
Coal, Zhao and Zhu knowingly engaged in and employed the fraudulent and deceptive devices,
schemes, artiﬁcee, contrivances, acts, transactions, practices and courses of tiusiness and/or made
the mierepresentations and/oi omitted to state the facts alleged above in paragraphs 1-5 and 14-
44, .-

92.  During the time of the Defendants"rfrau.dulent conciuct, Puda filed periodic reports
With the Commission that were signed by Zhao and/or Zhu, asvcilescribed above in paragraphs 38-

40. Due to the fraudulent practices in which the Defendants engaged, these documents contained
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materially false and misleading statements, and omitted to staté material facts, concerning Puda’s -
ownership 6f Shanxi Coal and Puda’s financial performance, including financial statements thét
materially misstated, atnorig other things, Puda’s assets, revenue and net income. As a result, the
periodic reports identified in paragraphs 38—40 were materially false and misleading.
93.  Asdescribed above in paragraph 41, one or more of these materially false and
miSleading peﬁodic reports were incorporated by reférence in registration statements and
prospectuses, including amendments théreto, that were signed by Zhao and Zhu and filed by
Puda .with the Commission during the time of the Defendants’ fraudulent conduct. Asa result,
these registration statements and related filings were also materially false and misleading, as the
registration statements and related filings also faﬂed to disclose the.asset transfers and related
| transactions described in paragraph.41. |
94.  During the time of the Defendants’ fraﬁdulent conduct, Puda also issued press
releases and filed a proxy statement with the Commission, as described above in paragraphs 37-
and 42. Due to the fraudulent practices in ‘whjch the De_fendants engaged, these documents
c_ontainéd rhatérially false and mivsleading statements, and om_itted to state fnaterial facts,
concerning Puda’s ownership.of Shanxi Coal and Puda’s financial performance, including
- financial statementé that materialiy misstated, among other things; Puda’s assets, revénue ahd net
“income. As aresult, the press releases and proxy statement identified in paragraphs 37 and 42
were also materially false and miSleading. | |
95. | Zhao and Zhu knew that the periodic reporté, press r¢leases, proxy statement, |
registration statements aﬁd related filings described above weré materially false and misleading,

and both defendants also knowingly engaged in the fraudulent scheme described abové.
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96. By reason of the foregoing, Pudé, singly or in concert, directly or indirect_ly,
violated Section 10(b) of the Exchange Act [15 U.S.C. §v78‘j(b.)] and Rule 10b-5 thereunder [17
C.F.R. § 240.10b-5].

97. At all times relevant hereto, Zhao and Zhu were controlling persons of Puda for
the purposes of Section 20(a) of the Exchange Act [15 U.S.C. § 78t(a)].

98.  Zhao and Zhu had actqal knowledge of Puda’s primary violations of Section 10(b)

-of the Exchange Act [15 U.S.C. § 78j(b)] and Rule 10b-5 thereunder [17 C.F.R. § 240._1(5b-5]
and substantially assisted the primary violations By knowingly engaging in conduct that was a
su_bstantial causal factor of such primary violations.

99. By reason of the foreg(.)ing: (a) Zhao and Zhu are each liable as contrQlling
persons pursuant to Section 20(a) of the Exchange Act [iS US.C. § 78f(a)] for. Puda’s violations
of Section 10(b) of the Exchange Act [15 U.S.C. § 78j(b)] and Rule 10b-5 thereunder [17 CFR
§ 240. 10b-5]; and unless they are enjoined, Zhao and Zhu will again engage, as controlling -
persbns, in cbn_duct thét would reﬁder the;ni liable, pursuant to Section 20(a) éf the EXchangé Act
[15 U.S.C. § 78t(a)], for violations of Sectioh 10(b) of tﬁe Exchange Act [15U.8.C. § 78j(b)]
and Rule 10b-5 thereunder [17 C.F.R. § 240.10b-5]; Vand (b) pursuant to Section 20(e) of the
Exchange Act, Zhao and Zhu aided ahd abetted Puda’s énd each other’s violations of Séction
10(b) of the Exchange Act [15 U.S.C. § 78j(b)] and Rule 10b-5 thereunder [17 C.F.R. § 240.10b-
5], and unle.ss enjoined will again aid and abet violatioﬁs of Section 10(b) of the Exchange Act

[15 U.S.C. § 78j(b)] and Rule 10b-5 thereunder [17 C.F.R. § 240.10b-5]. -
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- TENTH CLAIM FOR RELIEF

Aiding and Abetting and Control Person |
'Liability for Violations of Section 14(a) of
the Exchange Act and Rules 14a-3 and 14a-9
(Zhao‘and Zhu)
100. The Commission fealleges and incorporates by reference herein eaéh and every
allegation contained in paragraphs 1 through 99. | | |
101. Puda directly or indirectly, singly or in concert, by use of the means or
instrﬁmentalities of interstate commerce or of the mails, or of ihe facilities of a national secuﬁtie_s
exchange or ;)therwise,:" solicited or permitted the use of its name to solicit proxies, consents or
' authorizations in resbect_ of non;exempt .securities registeréd pursuant to Section 12(b) of the
Exchange Act [15 U.s.c'. § 781(b)]: |
(a) | while failing to furnish each persoh solicited, concurrently or previously,
‘with a written proxy statement accompaniéd or preceded by an annual
r’epbrt to security holders in cdmpliance with tﬁe requirements -of Rule
14a-3(b)(1); and |
() - by meaﬁs of a proxy statement, form of proxy statement, form of proxy,

' nétice of meeting and other communications that contained statements
which, at the time and in light of the circumstances under which they we_ré
made, were false and misleading with respéct to material facts, or which
omitted to state material facts necessary in order to make thé statements
therein'not false or misleading or necessary té correct stétements in earlier
coﬁunm.iications with respect to the solicitation of a proxy for the same

meeting or subject matter which has become false or misleading;
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in violation of Section 14(a) of the Exchange Act [15 US.C. § 78>n(a)] and Rules 14a-3 and 14a-
9 [17 C.F.R. §§ 240.142-3 and 240.142-9].
102.  As alleged above in paragraph 42, Puda filed with the Commission, and sent to
shareholders, an annual proxy statement on April 29, 2010 in connection with a proxy solicited
~on behalf of Puda’s board of directo_rs for the re-election of Zhao and Zhu to the board. As also
allegéd above in paragraph 42, that proxy statement contained material misstatements, and
omitted to disclosé material facts, c.oncerx‘lirig Puda’s ownership of Shanxi Coal and other matters
and was accompanied by an annual réport and financial statements that were materially false and
misleading for the reaséns described above in paragraphs 38-40.
103. By reason of the foregoing, Puda, singly or in concert, directly or indirectly,
| violated Section 14(a) of the Exchange Act [15 U.S.C. ‘§ 78n(a)] and Rules 14a-3 an(i 14a-9
fhereunder [17 CF.R. §§ 240.14a-3 and 240.14a-9].
| 104. 7 At all times relev_anf hereto, Zhao and Zhu were céntrolling persons of Pudé for
the purposes of Section 20(a) of the Exchange Act [15 US.C. § 78t(a)]. |
| 105. Zhao and Zhu had .actual knowledge_ of Puda’s primary violations of Section '14(a)
of the Exchange Act [15 U.S.C. § 78n(a)j and Rﬁles, 14a-3 and 14a-9 thereunder [17 C.F.R. §§
240.14a-3 and 240.142-9] and substantially assisted the primary violations by knowingly
engaging-in condlict that. was a Substantiél causal factor of such primary violations.

.. 106. By reason of the foregoing: (a) Zhao and Zhu are each liable as cbntrolling |
persons pursuant to Section 20(a) of the Eichange Act [15 U.S.C. § 78t(a)] for Pﬁda’é violations
of Séction 14(a) of the Exchange Act [15 U.S.é.- § 78n(a)] and Rules 14a-3 and 14a—9 fhereund_er
[17 CF.R. §§ 240.14a—3 and 240.14a-9]; >andr ﬁnless they are enjoined, Zhao and Zhu wili ‘again.

engage, as controlling persons, in conduct that would render them liable, pursuant to Section
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- 20(a) of the Exchange Act [15 U.S.C. § 78t(a)], for violations of Section 14(a) of the Exchange
Act[15 U.S.C. § 78n(a)] and Rules 14a-3 and 14a-9 thereunder [17 C.F.R. §§ 240.14a-3 and
240.142-9]; and (b) pursuant to Section- 20(e) of the Exchange Act, Zhao and Zhu aided and
abetted Puda’s violations of Section 14(a) of the Exchange Act [15 U.S.C. § 78n(a)] and Rules
14a-3 aﬁd 14a-9 thereunder {17 C.F.R. §§ 240.14a-3 and 240.142-9], and unless enjoined, will
again aid and abét violations of Section 14(a) of the Exchange Act [15 U.S.C. §'78n(a)] and

Rules 14a-3 and 14a-9 thereunder [17 C.F.R. §§ 240.14a-3 and 240.14a-9].

PRAYER FOR RELIEF

WHEREFORE, the Commission respectﬂllly‘ requests a Final Judgment:

| L

A. , | Permanently enjoining Zhao and Zhu, their agents, servants, employees and
attorneys and all persons in active concert or participation wi_th_them whb receive actual notice of
the iﬁjunction by personal service or otherwise, and each of them,.fr'oni violating, directly or
ihdirec_ﬂy, Section 17(a) of the Securitiés Act[15US.C. § 77§(a)], Sections lO(b),‘ 13(b)(5), and
14(a) of the Exchange Act [15 U.S.C. §§ 78j(b), _78m(b)(5), and 78n(a)] and Rules 10b-5, 13b2-
1, 13b2-2, 14a-3, and 14a-9 thereunder [17 CFR. §§ 240.10b-5, 240.13b2-1, 240.13b2-2,
240.14a-3, and 240. 14a-9].

B. Permanently enjoining Zhu, his agenté, servants, employees and attorneys and all
persons in active concert or participation wrch him who receive aétuél notice of the injunction by
. personal service or otherwise, and each of them, from violating, directly or indirectly, Exchange
Act Rule 13a-14 [17 C.F.R. § 240.13a-14].

C. Permanently enjoining Zhao and Zhu, their agents, servants, employees and

attorneys and all persons in active concert or participation with them who receive actual notice of
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the mjunctlon by personal service or otherwise, and each of them, from controlling, dlrectly or
1nd1rect1y, any person who violates Sectlons 13(a) and 13(b)(2) of the Exchange Act [15 U.S.C.
§8§ 78m(a) and 78m(b)(2)] and Rules 12b-20, 13a-1 and 13a—13 thereunder [17 C.F.R. §§
240.12b-20, 240.13a-1 and 240.13a-13]. |

D. Permanently enjoining Zhao and Zhu, their agents, servants, employees and
attorneys and all persons in active concert or participation with them who receivé actual notice of
the injunction by personal service or other“dsé, and each of them, from aiding and abetting
violations of Sections 13(a) énd 13(b)(2) of the Exchangé Act [15U.S.C. §§ ‘78m(a) and
78m(b)(2)] and Rules 12b-20, 13a-1 and 13a-13 thereundgr [17 C.F.R. §§ 240.12b-20, 240.132-1
and 240.13a-13]. |

| II;

Ordéring- Zhao and Zhu to each disgorge the ill;gotfen gain; they received as a result of
 the violations alleged above, and ordering Zhao and Zhu to each pay prej udgment interest
théreon. |

IIL

Ordering Zhao and Zhu to pay civil monetary peﬁalties i)ursuant to Section 20(d) of the
Secﬁritieé Act [15 U.S.C. § 77t(d)] and Section 21(d)(3) of the Exchangé Act[15US.C. §
78u(d)(3)]..

| V.

Prohibiting Zhé.o and Zhu, pursuant to Section 20(e) of the Securitiés Act [15 US.C.§
77t(e)] and Section 21(d)(2) of the Exchange Act [15 U.S.C. § 78u(d)(2)], from acting as an
officer or director of any issuer that. has a class of securities registered pursuant to Section 12 of

the Exchange Act [15 U.S.C. § 781] or that is required to file reports pursuant to Section 15(d) of
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the Exchange Act [15 U.S.C. § 780(d)].
V.

Granting:such other and further relief as the Court may deem just and pfoper.

Dated: Febfuary 22,2012
New York, New York

SECURITIES AND EXCHANGE COMMISSION

George S. Canellos

Regional Director

Attorney for Plaintiff

SECURITIES AND EXCHANGE
COMMISSION

New York Regional Office

3 World Financial Center, Suite 400
New York, New York 10281

(212) 336-1100

Of Counsel:
David Rosenfeld

- George N. Stepaniuk
Sheldon L. Pollock
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