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UNITED STATES DISTRICT COURT

DISTRICT OF NEW JERSEY

TONGLU RISING SUN SHOES CO.,
LTD., : Civil Action No. 14-1634 (SRC)(CLW)

Plaintiff,
OPINION
V.

NATURAL NINE (USA) CO., LTD., YI
XIAN JIANG a.k.a. JOHN, and ZHAO
HUI HUANG, et al.

Defendants.

CHESLER, District Judge

This case arises out of a dispute between Plaintiff Tonglu Rising Sun Shoes Co., Ltd.
(“Tonglu”), a company based in China, ddefendaniNatural Nine (USA) Co., Ltd. (“Natural
Nine”), a company based in Edison, New Jersey, owned by Defendant Yi Xian Nang (“
Jiang”) and operated by his wife, Defendant Zhao Hui Huadg.(Huang”). (Compl. 11 2;

Def.s’ Proposed Findings of Facts and Conclusions of Layv TBis Court decided cross-
motions for summary judgmenh December 20, 2016, and found that Defendants fraudulently
inducedPlaintiff into signing a contract to buy the Defendant business [Docket Entry 74 & 75].
This Court determined that Plaintiff was thus entitled to a rescission of theatpDtreket

Entry 74]. This Court conducted a bench trial from April 24, 2017 thriveyh 1, 2017 to
determine what equitable relief was appropréste rescissionary remedypon hearing the

evidence premnted at trial, this Court concluddmat Plaintiff's rescissionary remedy shouldabe
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total of $90,534, plus the return of she@mplesandpersonal itemshat Plaintiffprovided to
Defendarg or the monetary value of thasems

l. BACKGROUND

In the spring of 2013, Tongla, shoecompany based in China, decided to biagural
Nine, aplush toy company based in Edison, Né&vey. (Compl. 1 2, 6, Final Pretrial Order at
2, Stipulated Facts [hereinafter “Stip. Facts”] 11 1, 2; Trial Tr. 36:15-23, 99:11-123228:
229:24. Mr. Jiang was the owner of Natural Nine before sale, and his wife, Ms. Huang dperate
thebusiness. (Compl. § 3tip. Facts] 3; Trial Tr. 152:8-154:25Def.s’ Proposed Findings of
Factsand Conclusions of Law 1 8-9yhe parties memorialized their agreement for Tonglu to
purchase Natural Nine g Sale and Purchagegreement (Compl. I §. In that agreement,
Natural Nine stated that the compahgt Tonglu was purchasing “is free of debt, both internally
and externdy.” (Compl. 7, Ex. A, art Il T 1).

In June 2013, Tonglu sent a representative, Jason Tong (“Mr. Tong”), to the United
States to take over ownership and operation of Natural Nidef.s( Proposed Findings of Facts
and Conclusions of Law { 28rial Tr. 211:4-214:18). Ms. Huang continuedaork at Natural
Nine as an employee of theewly owned company(Def.s’ Proposed Findings of Facts and
Conclusions of Law  25-26; Trial Tr. 220:13-223:21). After three months, Mr. Tong abandoned
the company, thinkinthe business arrangemevdsa“scani. (Def.s’ Proposed Findings of
Factsand Conclusions of Law  5Zrial Tr. 297:9-24. Ms. Huang continued to operate the
company afteMr. Tong left. (Trial Tr. 160:25-164:1)

On March 13, 2014, Plaintiff sued Defendants, claiming, among other tthag4,

relied on Defendantgalsestatement that Natural Nineas free of debt when it agreed to



purchae the companyutthat itlater found out that Natural Nine had a significant amount of
debt. (Compl. 91 8, 10;TX-12). Plaintiff claimed it was fraudulently induced into entering the
Sale and Purchase Agreemebefendats Natural NineMr. Jiang andMs. Huang
counterclaimeagainst Tonglu and brougatThirdParty Complaint against ofiers ofTonglu

In August 2016, Plaintiff moved for summary judgmentdirclaims andcounterclaimgDocket
Entry 60]. Defendants cross-moved on the same [Docket Entry 68].

On December 20, 2016, this Court enteaa®pinion and an Order, resolving all counts
in the Complaint, Thirdrarty Complaint, and all counterclaifi3ocket Entries 74 & 74]This
Court held that the only surviving claim was Count Two of the Compfaintaud in the
inducement, and that Plaintiff showatthe summary judgment stage that Natural Nine induced
Tonglu to puchase the business based on Natural Niclea but fraudulent statement in the
Sale and Purchase Agreemtrdt it was free of deljDocket Entry 74].Plaintiff chose to
rescind the conéict and seek a rescissionary remgtycket Entry 74]. Thus, the only
remaining issue for trial was what equitable relief was approprigtte Court conducteal bench
trial from April 24, 2017 through May 1, 2017 to determine what Plaimtiéfscissionary
remedy should be.

Il THE EVIDENCE AT TRIAL !

a. DEPOSITION TESTIMONY OF GRACE T. FAN

Selected testimonfyom the June 7, 201deposition of Grac&. Fan was read into the

! The witnesses called at trial testified to a multitude of payments, checks, depasigsurns,

and bank statements. The Court focuses only on the evidence that Plaintiff and Defendants
discuss in their Proposed Findings of Facts and Conclusions of Law aaddeecehat the

Court finds relevant icalculatingthe rescissionary remedy
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trial record. (Trial Tr. 25:12-22, 34:16-18 Ms. Fan was an accountaat ATA Group of
Edison, New Jersey, whigerformedthe accounting and tax preparatfon Natural Nine from
2011 through 2015. (Stipactsf{7, 8, 11 Trial Tr. 37:12-20. Ms. Fan testified that the
paperwork submitted by Natural Nine was “nopat”, that itwas “pretty much a messy
account’; and thashe was fiot very proud about this account because it is a lot of adjustment
that we need to reach this finandsit].” (Trial Tr. 39:12-40:2).

From whatMs. Fancould make out in the paperwork, Ms. Rastified thathere were
funds contributed by Natural Nine’s buyer into Natural Nine’s kagdount (Trial Tr. 59:05-
61:04, 84:11-84:17). These funds were made up of $29,114.74, representing “inventory received
.. . in the form of capital injection”, as well as entry of $93,000, $7,000, and $5;0G4l. T¢.
59:05-61:04, 84:11-84:}7

b. TESTIMONY OF PAUL LANDY

Next, Paul Lundy, an employee from Santander Baedtjfied. Mr. Lundy explained
that Santander Bank acquired Sovereign Bank sometime in 2012 or 2013 and tdsitfibd
regarding both Sovereign Bank and Santander Bank documents that Santander Bank produced i
response to a subpoend.riél Tr. 119:3-120:8).

Mr. Lundytestifiedthat Natural Nine had Sovereign Bank checking account, number
2241157864. RTX-57; Trial Tr. 130:2-133:15, 154:10-25Ms. Huang was the sole signatory
of the account and therefore the only person who could sign checks, make withdrawals, and
make deposits in the name of the Natural Nine through this Sovereign checking actoaht. (
Tr. 130:2-133:15, 152:18-25, 154:10-25; PTX-57; PTX-58). Throughout trial, this account was

referred to ashe “Old Natural Nine account” becausevis the bank account that Ms. Huang



used to operate Natural Nine before the purchase. (Trial Tr. 258:7-25).
c. TESTIMONY OF GUOLEI TONG

Mr. Tong the corporate representative of Tonglu, testihext. Mr. Tong spoke about
three bank accounts that are relevant in this.ckgst, he testified abotiis PNC“personal
account, checking number 8051245872. (Trial Tr. 260:3-261:20-283. Huanghelped Mr.
Tong set up his personal account when he first arrived in the United States. (T2iE2: 18-
213:24, 261:20-25). Although Mr. Tong’s personal account had both Ms. IsuaryMr.
Tong’s names on it, Ms. Huang assured Mr. Tong that she would not use the aceotust or
checks from the acomt (Trial Tr.212:18-213:2, 261:20-25). Mr. Tonestified that Tonglu
representatives in China witenoney into his personal account and Mr. Tong used this money to
make paymentior the new business. (Trial Tr. 259:9-261:16).

Mr. Tong testified that henade several payments from his personal acdatothe
“New Natural Nine acount,” a bank account with the checking number 8059660&2I7X-1;
Trial Tr. 214:5-216:4, 258:7-35 On June 14, 2013/r. Tong deposited $97,606PI(’s
Proposed Findings of Facts and Conclusions of Law $fFBFX-106; Trial Tr. 215:8-216:8,
259:9-261:25) He also depsited $7,000 on July 12, 2013 and $5,000 on August 13,2013
his personal account to the N®&atural Nine acount. (Pl.’'s Proposed Findings of Facts and
Conclusions of Law 1 10-11; Trial Tr. 216:06-217:18, 259:9-263f&-2). Mr. Tong tesfied
that he put the $5,000 into the corporate account because it did not have “a lot of money left, so,
| need to put more investment into that account.” (Trial. Tr. 217:8-18). Mr. Tong also stated
that Tongluwired $16,300 diectlyinto the New Natural Ninaccount on August 29, 2013.

(Trial Tr. 481:20-488:14; PTX-5 at 3). Importantly, only Mr. Tong had signatory authority and



could withdraw money frorthe New Natural Ninaccount (PTX-1; Trial Tr.214:3-216:4).
Neither Ms. Huangor Mr. Jiang could access funds in the New Natural Nine account.
Aside from payments into the New Natural Nine account, Mr. Testified b several
paymentde made ito the Old Natural Nine account. First, he testified that he paid $10,000 by
check on June 7, 2013 as payment for the busin@s Proposed Findings of Facts and
Conclusions of Law 1 2: PTX-79; Trial Tr. 257:14-259:8). Mr. Tong wrotlkeet checkrom
his personal account and the money was deposited into the Old Natural Nine afledXni9).
Second, Mr. Tong testified that he wrote a chiegin the New Natural Nine account to the Old
Natural Nine accounih the amount of $53,750 as payment to acquire the compRmX-q at
1; Trial Tr. 231:17-232:221.’s Proposed Findings of Facts and Conclusions of Law).J 71
Finally, Mr. Tong testifed as to why Tonglu purchasBatural Nine andvhy Mr. Tong
abandonedhe companwfter three months. He explaintt Tonglu bought the company in
orderto purchase the name of the business, to tigtt @ Natural Nine’s2,000 customers, and to
sellboth plush toys and shoes to those custom@isal Tr. 222:1-10-223:18, 228:21-p5In
thebeginning of Septembenpwever,Ms. Huang had not provided the list of 2,000 customers
that weren the toy businesandshe also haéhiled to provideNatural Nine’s registered
trademak. (Trial Tr.223:22-226:11, 297:9-24 Thus, Mr. Tong began to think that the
businesarrangement was a scaift.rial Tr. 223:22-226:11, 297:9-24 Mr. Tongcalled his
attorney and found out that Natural Nine had a lot of debt, and thus he decided to abandon the
business. Trial Tr. 297:9-24. On Septemér 13, 2013, he withdrew money from thew
Natural Nine account(Trial Tr. 299:15-301:16)Mr. Tongleft the United Statesn or about

Septembel 6, 2013. (Trial Tr. 299:18-300:.1Mr. Tongleft behind sample shoes and other



items that remain with the Defendattslay. (Trial Tr. 229:21-231:4). Mr. Tonestified that
the value of those items is about $12,000. (Trial Tr. 231:05-231:08).
d. TESTIMONY OF ZHAO HUI HUANG
Next,Ms. Huang, one of the Defendartesstified at trial. Ms. Huang testifigdat she
worked at Natural Nia since it opened in June 1993riél Tr. 96:8-17).
Ms. Huangestifiedto alternative explanations for the payments that Mr. Tong discussed.
First, she claimed that the $10,000 check khatTong wrote out, dated June 7, 200&s
reimbursemenbecause five Tonglu representatives visited and stayeer ome for ten days,
and she took them tasit customers itWashirgton, D.C. (Trial Tr. 169:3-22, 172:1-15, 449:6-
450:9 Def.s’ Proposed Findings of Facts and Conclusions of Law {1 74-76)al&htestified
that the$53,750 check from the New Natural Nine account that was deposited into Old Natural
Nine account was part of “monthly expenses” for June 2013 operations. (Trial Tr. 413:2-
414:13. At trial, sheexplained how these monthly expenses can$s8750. Def.s’ Proposed
Findings of Facts and Conclusions of Law {1 107, 109; Trial Tr. 413:2-414:13). Ms. Huang
stated:
It includes the rent for June which was supposed to be something around 12,000 - $1200,
$12,000, and $3000. Also it includes the Las Vegawsthe expenses for Las Vegas
show, which was around 6,200, and also the expenses for the New Jersey show, which
was around $1,055. There are, of course, other expenses included, for example, like
office supplies and etc., etc. . ..
[Mr. Tong] asked mevhat is the roundabout figure | need for my monthly expenses.
So I told him at the time that the month of June, July, and August forfoutey
industry is a — they are slow months, and I told him that my expenses would be around
53,000 to 54,000. So, this money that he gave me at the time was for covering the
expenses which | have events to them and also, it was sort of a deposit for and then for

my monthly expenses.

(Trial Tr. 413:2-414:13).



Additionally, Ms. Huang testified that a $20,000 check fiiaoyang Gong (“Mr.
Gong”) was not for the purchase of the busine$sial(Tr. 350:19-352:9, 450:14-22 Although
her testimony in some ways seemed to showNmaGongwasaffiliated with Tongly Ms.
Huangalso testified that Mr. Gong was her tala. (Trial Tr. 344:2-3, 346:1-347:4, 350:19-
352:9, 450:14-22). Ms. Huang testified that Mr. Gong gave her the $20,000 as a personal favor
to pay off her company’s loansTr{al Tr. 350:19-352:9, 450:14-22

Ms. Huangalsodiscussedher experience wheshe continued to work at Natural Nine
once Tonglu took control. (Trial Tr. 391:17-24; Def.s’ Proposed Findings of Facts and
Conclusions of Law { 25-26)She testified thaturing those three months, althougfoamal
transfer had not taken place, she believed Tonglu had taken over control of the businses beca
Tongluwaspayingthe routine business expensesisalarieshrough the New Natural Nine
account (Trial Tr. 367:13-368:3P1.’s Proposed Findings ¢factsand Conclusions of Law 1
96-106 PTX-43). She testified thahenew Natural Ninecompany run by Tonglu, paid for
toys, specifically $26,784 worth of toys, gt all of them were sold during the time that
Tonglu was running the business; she eventually sold those toys on he(Twah Tr. 157:21-
160:24, 163:09-164:03, 323:19-3211:55he stated at one point that the new Natural Nine saw
some proceeds from the sale of these toys, but at anothemplérttestimonyghe stated that
the new Natural Nine gained no profits duritegthree months in operation. (Trial Tr. 323:19-
324:5, 368:1-11).

Finally, Ms. Huangestified that sh&vas in possession sample shoethat Tonglu
provided to her along withersonal item$elonging to Tonglu representative3rial Tr.

341:16-342:11). She testified that stas willing to return these itemisut that sk deserved



rent for storing them (Trial Tr. 341:16-342:11). The shoe samples took up two to three boxes
andthe personabelongings took up two piles in Natural Nine’s warehouse. (Trial Tr. 342:21-
25). Ms. Huang testified that she did not need to purchase additional space for théTiteahs
Tr. 343:9-18).
e. DEPOSITION TESTIMONY OF Y1 XIAN JIANG

Selected testimonfyom the October 28, 201deposition of Yi Xian Jiang, another
Defendantwas read into the trial recorddr. Jiang testified that he was the owner of Natural
Nine and that his wife, Ms. Huang, did not have an ownership interest. (Trial Tr. 471:15-
472:20). But, when asked to expand on Ms. Huang’s ownership intexedarifiedthathe and
his wife “never actually dividedNatural Nine]in that way. | mean, it's in the family. She’s in
the company. She’sinit.” (Trial Tr. 472:7-11).

1. DISCUSSION

After finding that Defendants engaged in equitable fraud in the inducement on summary
judgment, this Couirconducted a bench tritd calculatePlaintiff’s rescissionary remedylhe
aim of rescission is to return the parties todiagus quo ante and to stop the party who made the
misrepresentation from benefittingonnco Petrol, Inc. v. Epstein, 115 N.J. 599, 612 (1989).
“[T]he measure of damages is the consideration paidrenchoneys naturally expended on
account of the purchase before the fraud was discovekéet.thants Indem. Corp. v. Eggleston,
37 N.J. 114, 130-31 (196XKvedar v. Shapiro, 98 N.J.L. 225, 228 (1922Plaintiff concedes

that ithadthe burderof proofat trial to showits entitlement to recovemyf specific paymentby



a preponderance tfeevidence? (Pl.’s Proposed Findings of Facts and Conclusions of Law
132).

Throughout trial, the Court was presented with numerous checks, cash disbursement
journals, and bank statements. But, these items were presented in a haphazard anedisorga
fashion. AdNatural Nine’s accountant)s. Fan,testified,Natural Nine’sbooks and records
were a mess(Stip. Facts|7, 8, 11; Trial Tr. 37:12-20, 39:12-40:2) hi§ isan absolute
understatement. Here, there was no effort to document transactions or toictbeakg
purposes of various expenditures. The Gdbhdreforecarefullycalculates the rescissionary
remedy by adding up onthe payments that Plaintiiroved by a preponderancetbé evidence
werepaymentghatwent into the Old Natural Nine account, over whitgh Huanghadsole
signatory authority.(Trial Tr. 152:18-25; PTX-57).The Court also includes in its calculation
theamount thenew Natural Ninespent tgpurchase toys thas. Huangater sold It also
includes the items that Plaintiff gave to Defendaritse Court does not include many of the
expenditures discussed throughout trial because Plaintiff failed to prove by a pnepmedef
the evidence that these were purchase payments that went to Defendants.

a. THE CALCULATION OF PLAINTIFF 'S RESCISSIONARY REMEDY

Plaintiff proved by a preponderance of the evidence that it is entitled to the aétur

several payments as part of its rescissionary remieust, Plaintiff is entitled to reimbursement

for the$10,000check dated June 7, 2013(Pl.’s Proposed Findigs of Factand Conclusions of

2 Defendang arguethat Plaintiffs burden of proof is not a preponderance of evidence standard,
but a ¢ear and convincing evidenstandardecause &aud claimis at issue However, the

fraud issue was resolved on summary judgment; this trial was about how muciff Rlagt
entitled as a rescissionary remedy. Therefore, Plaintiff's buatiralwas to prove the amount

it deserveds rescissioby a preponderance of tegidence.
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Law 1 22; PTX-79; Trial Tr. 257:14-259:8). This check was deposited into the Old Natural
Nine account. FTX-79). Plaintiff providedthe checktself, which showed that Mr. Tong wrote
the check from hipersonal accourgnd that the money was depediinto the Old Natural Nine
account. PTX-79). The Court accepts Mr. Tong’s explanation that this $10,000 was payment
from Tonglu for purchase of the company. Ms. Huang’s explanation, on the other hand, was not
credible. Ms. Huantgstified that the $10,000 was reimbursement because five Tonglu
representatives visited and stayed inl@ne for ten days, and she took them to Washington,
D.C.to visit customers. Ttial Tr. 169:3-22172: £15, 449:6-450:9Def.s’ Proposed Findings
of Factsand Conclusions of Law Y 74)7@t is not credible that Tonglwould pay Ms. Huang
$10,000 for thiwisit because Ms. Huang wasluntaily hosting the individuals from Tonglu in
order toincentivize Tonglu to purchase her company.

Additionally, Plaintiffshowed by a preponderance of évidence thathe check of
$53,750 fromhe New Natural Nine account, which wadeposited into the Old Natural Nine
accountwas part of thepurchaserice for the company(PTX-7 at 1; Trial Tr. 231:17-232:22;
Pl.’s Proposed Findings of Facts and Conclusions of Law).fM%. Huang’stestimonythat this
was part of “monthly expenses” for June 2013 operations was not credileles’ Proposed
Findings of Facts and Conclusions of Law 1 107, 109; Trial Tr. 413:2-414:13). Although she
attempted to list out these expenses and how they added to $53,750, her list fell far short of
adding to $53,750.D0ef.s’ Proposed Findings of Facts and Conclusions of Law {1 107, 109;
Trial Tr. 413:2-414:13 The Court is satisfied based on Mr. Tong’s testimony that this was a
payment for the business.

Next, the Court is satisfied that Tonglu is entitled to reimbursement for the $26ré84 w

11



paymaent from the New Natural Ninaccount to Shaghai Tanyuan Toy® purchaselush toys.
(Pl.’s Proposed Findings of Facts and Conclusions of Law  108; Trial Tr. 157:21-1%4i§).
is reimbursable because Ms. Huaanitted thakeven though Tonglu paid for the toys, she sold
the toysand gained the profit§Pl.’s Proposed Findings of Facts and Conclusions of Law { 108;
Trial Tr. 157:21-160:24, 163:09-164:03, 323:19-324:5). Although at one point during her
testimony she said & the new Natural Nine saw proceeds from the sale of some of these toys,
at another point she stated that the new Natural Nine gained no profits at all. T(T3@8:19-
324:5, 368:1-1L This Court finds that there was no evidence that the new Naturalever
saw proceeds from the sale of these toys. The $26,784tharsfore be returned to Plaintiff in
orderto stopDefendantgrom unfairly benefitting

Finally, as part of Plaintiff's rescissionary remedy, Defendants must returartiy@es
shoes and other items belonging to Tortglat Defendants have retaine@rial Tr. 341:16-
342:25). Mr. Tong testified that the value of these itemmsabout $12,000. (Trial Tr. 231:05-
231:08). Ms. Huang admitted that she retained possession oftdmseut claimed she
deserved rent for storing the items. (Trial Tr. 341:16-342:11). Neverthdélessitlence
showed that any storage coststfog itemswvere de minimus; the itentsok up two to three
boxes and two piles within Natural Nine’'s warehouse and Ms. Huang never needed toepurchas
additioral space because of the itenf$rial Tr. 341:16-343-18). Ay claim by Defendants that
they are entitled to rent,ithereforeunconvincing. Defendant must returrthe shoe samples
their monetaryalue of $12,000.

In sum Plaintiff provedby a preponderance of the evidetitat its rescissionary remedy

should consist of the return of the $10,000 and $53,750 paytoehts Old Natural Nine
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account, as well as ti$#26,784wire paymento purchasedys eventually sold by Defendants
and the items that Defendants possess that belong to Plaintiff (or their monkta)y Taese
were the only payments thataintiff proved were related to the purchase of the company and
thatwent into Defendants’ controlThus, Plaintiff is entitledo a total 0f$90,534, plus the shoe
samples or their monetary equivalent$12,000.
b. 1TEMS NOT INCLUDED IN THE RESCISSIONARY REMEDY

Plaintiff failed to meet its burden in showing ttia¢ rest of the payments were purchase
payments fothe company. FirsRlaintiff failed to show by a preponderance of the evidence
that the $20,008heckfrom Mr. Gong was to purchase the company. Ms. Huang testified that
Mr. Gong was her relative, and that he sent her the $20,000 check as a personal favor to help her
pay off a loan (Trial Tr. 344:2-3, 350:19-352:9, 450:142Zven if Mr. Gong was involved
with Tonglu, this does not mean that the check was part putfthase payment féfatural
Nine. The Courtconcludes thaPlaintiff failed to prove that th$20,000 payment by Mr. Gong
was apayment for the business, and thus it is not included in the rescissionary remedy.

Plaintiff alsofailed to present evidence showing thas entitled tothe $125,506t seeks
for money it paid ito the New Natural Nine accouhtPlaintiff is not entiled to this money
because Plaintiff never proved that this money went to the Defendants; insteadnthewent
into the New Natural Nine account, for which oMy. Tong had signatory andheckwriting
authority. (Trial Tr. 103:23-107:1, 214:5-216:4; PTX-1Because Plaintiff failed to prove that

any of the payments made irttee New Natural Nine aotint ever went to the old owner and

3 Ms. Fan'’s testimonws to the amount the buyer p#&dpourchase Natural Nins of little
probative value becausés. Fanwas sorting out books and records that by her own testimony

were a mess.
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operatorof Natural Ninethis money is not reimbursable.

Additionally, Plaintiff cannot be reimbursed for the funds paid into tegvMatural Nine
account because the evidence at trial showedvthatong used the money the New Natural
Nine account to run the business. From the time he arrived in theMi.S.pngwasmaking
decisions over what money was coming in and otih@NewNatural Nineaccount.(Trial Tr.
220:10-12, 367:13-368:3, 416:4-7Thus, while the formal transfer of ownership never
occurred,Tongluwas exercising cdrol overthe newNatural Nineand was the de facto owner
of the company. Mr. Tongcted as the owner and treated Ms. Huang as if she was the Chief
Operating Officer.(Trial Tr. 220:13-223:21). Athe de facto owner of Natural Nine, Tonglu
was equitably responsible for the operating expenses, jistasentitled to profits and
responsible for losses. Tonglu cannot now claim that it is entitled to reimburdentéet
money paid into the New Natural Nine account, because it failed to show that thewasnegt
used to operate the business during the time period that Tonglu assumed contrsl until it
abandonment of the business.

In sum, Plaintiff failed to prove thadr. Gong’s payment or Mr. Tongjgsayments into
the New Natural Nine account were purchase payments for the business

C. LIABILITY FOR THE RESCISSIONARY REMEDY

Defendants argue thits. Huang has no liabilithere becausklr. Jiangalone was the
owner of NaturaNine. Neverthelessthroughout trial, there was overwhelming evidence that
although Mr. Jiang was the de jure owner of stock in Natural Nine, Ms. Huang waessbe
who ran Natural Nine and she functioned ae dacto owner of the companyTrial Tr. 152:8-

154:25;Def's Proposed Findings of Facsd Conclusions of Law 11 §-9She vas responsible

14



for taking money and disbursing funds. (Trial Tr. 152:8-154088’s Proposed Findings of
Factsand Conclusions of Law 1 §-9Defendants even presdrdr as the §peratorof the
business” in their Proposed Findings of FacBefc Proposed Findings of Facts and
Conclusions of Law )9 Ms. Huang wasleepy involved in the operation of the company and
integrated inthe ownershigstructureof the company. fie couple ran the company as if it was a
partnership, and not a corporatiorsed Trial Tr. 472:7-11) (“Well, we never actually divided in
that way. | mean, it's in the family. She’s in the company. She’s in it.”). ThesCturt finds
that she, in addition to Mr. Jiang, is personally responsible for liabilities inabés c

IV.  FINDINGS OF FACT

Based on the evidence at trihlis Court makes the following Findings cdidt:

1. There ard@wo relevantbank accountbelonging to NaturalNine here. The first, a
Sovereign Bank checking account, number 2241157864, was the bank account that Ms.
Huang used to operate Natural Nine before the purci{g3eX-57; Trial Tr. 130:2-
133:15, 154:10-25)Ms. Huang was the sole signatory of the account and therefore the
only person who could sign checks, make withdrawals, and make deposits in the name of
the Natural Ninghrough thisSovereign checking accoun(Trial Tr. 113:21-114:4,
130:2-133:15, 152:18-25, 154:10-BI'X-57, PTX-58). This account was referred to
throughout trial as thedld Natural Nineaccount”. (Trial Tr. 258:7-25).

2. The secondNatural Ninebank account, checking number 8059660823%a PNC
accountopened on June 14, 201RTK-1; Trial Tr. 214:5-216:4). Only Mr. Tongad
signatory authority fothat account and only he could withdraw money from the account.
(Trial Tr. 103:23-107:1, 214:5-216:#TX-1). Neither Ms. Huangor Mr. Jiang could
access funds in theccount. This account became known as tineiv Natural Nine
account. (Trial Tr. 258:7-25).

3. A third relevant bank account here was Mr. Tong’s personal PNC account, account
number 8051245872. (Trial Tr. 260:3-8). Although the account had both Ms. ’Bluang
and Mr. Tong’s names on it, Ms. Huang's nhame was only on it because she helped Mr.
Tong set up the account. (Trial Tr. 261:20-25). Ms. Huang assured Mr. Tong that she
would not use the account or write checks from the account. (Trial Tr. 261:2T485).
account became kmvn throughout trial as Mr. Tong’s personal account. Tonglu

15



representatives in Chirveired money intavir. Tong’sper®onal account and Mr. Tong
then used this money to make payments for the new business. (Trial Tr. 259:9-261:16).

4. A $10,000 check was deposited on June 7, 2013 into the Old Natural Nine adEd!mt.
Proposed Findings of Facts and Conclusions of Law ZiPIFX-79; Trial Tr. 257:14-
259:8). The money was taken out of Mr. Tong’s personal account. {BTKral Tr.
260:38).

5. A check of $53,750 was written from the New Natural Nine account and deposited into
the Old Natural Nine accountPTX-7 at 1; Trial Tr. 231:17-232:2PI.’s Proposed
Findings of Facts and Conclusions of Law §.71

6. A $26,784 wire payment was made from Mew Natural Nineaccounto Shanghai
Tanyuan Toys to purchase plush toyBl.’§¢ Proposed Findings of Facts and Conclusions
of Law 7108; Trial Tr. 157:21-164)6 Ms. Huang eventually sold the toys ardeived
the proceeds of these sales. (Pl.’'s Proposed Findings of Facts and Conclusions of Law
108;Trial Tr. 157:21-160:24, 163:09-164:03).

7. Defendants have retained possession of sample shoes and other items belonging to
Tonglu, which can be valued at $12,0qUrial Tr. 231:05-231:08, 341:16-342:5

8. Mr. Tong paid $97,606 on June 14, 2013, $7,000 on July 12, 2013, $5,000 on August 13,
2013,and$16,300 on August 29, 2013 into the New Natural Nine accqihts
Proposed Findings of Facts and Conclusions of Law 11 8-12; PTX-1062PHRX-5 at
3; Trial Tr. 93:12-93:17, 108:9-108:17, 216:06-217:18, 481:20-488:14)September
13, 2013, when he abandoned the business, Mr. Tong withdrew money from the New
Natural Nine account(Trial Tr. 299:15-301:16).

9. Mr. Jiang was the de jure owner of stock in Natural Ni{8ip. Facts { 3; Trial Tr.
471:15- 472:20).

10.Ms. Huang was the person who ran Natural Nine. She was responsible for taking money
disbursing funds, and she functioned as a de facto owner of the compaal/Tr(
472:7-11).

V. CONCLUSIONS OF LAW

This Court makes the following Conclusions G

1. Plaintiff had the burden of proof to show entitlement to recovery by a preponderance of
theevidence.

2. Plaintiff proved by a preponderance of thedence that Tonglu pakiL0,000 by chek
on June 7, 2013 to the Old Natural Naeeountas payment for the businesBherefore,
Plaintiff is entitled to $10,000 as part of its rescissionary remedy.
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. Plaintiff proved by a preponderancetbé evidencéhata check of $53,750, written from
the New Natural Nine account and deposited into the Old Natural Nine account, was
payment for the business. Therefore, Plaintiff is entitled to $53,750 as part of its
rescissbnary remedy.

. Plaintiff proved by a preponderanckthe evidence thatonglu is entitled to
reimbursement for the $26,784 wire payment from the New Natural Nine account to
Shanghai Tanyuan Toys for plush toys because Ms. Huang eventually sold thedoys
she received the proceeds from those salbsis, the $26,784 is included in Plaintiff's
rescissionary remedy.

. Plaintiff proved by a preponderancéthe evidence that is entitled toeitherthe return
of the actual shoe samples and possessiond tiate to Defendasbr the $12,000
monetary equivalent for those items. The storage costisefee itemsvere de minimus
and Defendants do not deserve rent for storing these items.

. Plaintiff failed toshow bya preponderancef the evidence that Plaintiff is owed
$125,506 for money it paid into the New Natural Nine account. Plaintiff has failed to
show that this money ever went to the old owner or opesétdatural Nine.Therefore,
this amount is not included in the rescissionamedy.

. Plaintiff will not be reimbursed for the operating expeiitsgaid for the new Natural
Nine from the time it took over as the de facto owner until it abandoned the business.

. Plaintiff failed to show by a preponderance of the evidence that the $2he6kfrom
Mr. Gong wasa check on behalf of Tonglu to purchase the company. Thus, this amount
is not included in the rescissionary remedy.

. Mr. Jiang and Ms. Huang are both personally responsible for liabilities in teissdke
de jure and de facto owners of Natural Nine.

10.This Court will not make a finding as to bad faith or unclean hands.

An appropriate Order will be filed herewith.

s/ Stanley R. Chesler

STANLEY R. CHESLER
United States District Judge

Dated: July 13, 2017
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