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L INTRODUCTION

This putative class action arises out of federal securities law claims.
Danske Invest Management A/S (“Danske”) and Pension Funds of Local No. One,
[.A.T.S.E. (“Local One”) bring this action against Longtop Financial Technologies,
Ltd. (“Longtop”) and several of its officers (Derek Palaschuk, Wai Chau Lin, and
Hui Kung Ka). Plaintiffs’ Consolidated Class Action Complaint alleges violations
of Section 10(b) of the Exchange Act and Rule 10b-5 promulgated thereunder
(Count I) and violations of Section 20(a) of the Securities Exchange Act of 1934
(Count II). Palaschuk now moves to dismiss the complaint. For the reasons stated

below, Palaschuk’s motion is denied.
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.  BACKGROUND
A. Plaintiffs

Danske is an investment manaf@ Investeringsforeningen Danske
Invest and Den Professionef®rening Danske Invest Institutional, both of whom
acquired Longtop securities and gsid their claims to Danske.

Local One provides welfare, pension and annuity benefits to Local
One union membership consisting of members who operate, maintain, and
construct stage and sound equipmentfrious New York City shows and
concerts. Local One acquired Longtop securfties.

Both Danske and Local One (“Leathintiffs”) claim damages as a
result of acquiring Longtop American Depositary Shares (“ADSs”) during the
period from June 29, 2009 through anduding May 17, 2011 (the “Class
Period”)? and were appointed co-Lead plaintiffs in this action by order of the
Court on September 21, 2011.

B. Defendants

! SeeComplaint § 17.
2 See idf 18.
3 See idat 1.

4 See idfT 17-18.



1. Palaschuk

Derek Palaschuk served as Longtop’s Chief Financial Officer from
September 2006 until his resignation on May 19, Z0Phlaschuk is a resident of
China®

2. Longtop

Longtop is another defendant in tlelass action, but has not yet filed
an appearance or a responsive pleadihgngtop is incorporated under the laws
of the Cayman Islands with principaleoutive offices located in North Point,
Hong Kong® During the Class Period, Longtop “held itself out as a leading
provider of software and informatioadhnology, or IT, services targeting the
financial services industry in Chind.Longtop successfully marketed its ADSs in
the U.S., as Longtop was considered therfgct company” to serve China’s IT

banking sector, “a niche market poised for rapid growth&’s a result, Longtop

5 See idf 23.
6 Seeid.

! SeePlaintiffs’ Memorandum of Law in Opposition to Defendant’s

Motion to Dismiss (“Pl. Mem.”) at 1 n.2.

8 SeeComplaint { 20.

9

See idf 34 (quotation marks omitted).

10 See id.



experienced “immense growth” during the Class Period, regotbital revenues of
$106.2 million and a net income of $43.5 million in the fiscal year ending March
31, 2009 (compared withvenues of $66.7 million and a net income of $2.9
million in the previous year). In the fiscal year ending March 31, 2010, revenues
skyrocketed to $169.1 million and net income reached $59.1 miflion.

Analysts credited Longtop’s unique success to operating margins that
“dwarfed those of its peers” — grossdaoperating margins of 62.5% and 35.8%,
respectively, compared with peetes of 15-50% and 10-25%, respectively.
Longtop’s reported financial performanakbowed the company to access greater
U.S. capital through a Second Public Offering (“SPQO”), through which Longtop-
raised more than $132 million, contrting to what Palaschuk termed a “robust”
cash flow:*

Lead plaintiffs allege thatdangtop and its officers perpetrated a

“massive fraud,* which is the cause of the subsequent drop in price of Longtop’s

1 Seeidf 37.

2 Seeid.

¥ Seeidf 38.

14 See idfY 40, 42.
> Seeidf 12.



ADSs from $42.73 to $8. Longtop is now delisted from the New York Stock
Exchange (“NYSE”) and is the subject of an SEC investigafidread plaintiffs
allege that the materially false andsteiading statements of officers — delivered
even as negative reports concerning Longtop emerged — artificially inflated the
price of Longtop ADSs throughout the Class Petfod@hey further allege that the
ultimate decline in the ADS price caussbstantial damage to all plaintiffs.

3.  Additional Defendants

Wai Chau Lin a/k/a Weizhou Lian has served as director and Chief
Executive Officer of Longtop since Longtop’s inception in June ¥9346e is a
resident of Chind' Hui Kung Ka a/k/a Xiaogong Ka (“Ka”) is one of Longtop’s
founders and has served as Longtop’s Chairman since the Company’ inéeption.

Ka is resident of Chin&. Lead plaintiffs are in # process of serving these two

6 Seeidf 11.

7 Seeid.

18 See idfT 147-148.
¥ Seeidf 149.

2 Seeidf 22.

4 Seeid.

22 Seeidf 24.

23 Seeid.



defendants?
D. Lead Plaintiffs’ Allegations Against Palaschuk

1. Palaschuk’s statements to the public

Lead plaintiffs allege that Reschuk made false and misleading
statements to the public throughout the Class Period.

a. Form 20-F

On the first day of the Class ied, June 29, 2009, Longtop filed its
2009 Form 20-F (Lontop’s fiscal year ends March3djth the SEC?® This form
was signed by Palaschék. The Form 20-F reported total revenues of $106.2
million, operating expenses of $25.5 million, net income of $43.5 million, and a
gross profit margin of 65.7% for the periidit reported that the financial
statements were prepared in conformvith U.S. Generally Accepted Accounting
Principles (“U.S. GAAP"}® The Form 20-F also discussed staffing and indicated

that Longtop employed 2,039 contracted employees for a monthly service fee

2 SeePl. Mem. at 1 n.2.
% SeeComplaint 4.

% Seeidq 65.

7 Seeid.

% Seeid.

29 See idf 69.



through Xiamen Longtop Human Resource Services Co, Ltd. (“XLHRS"), an
“unrelated party*® In connection with the filing of the 2009 Form 20-F,
Palaschuk signed certifications pursuanhie Sarbanes-Oxley Act of 2002 “that
affirmed the accuracy of Longtop’s reporfathncial results and the effectiveness
of its internal controls over reporting.”

On July 16, 2010, Palaschuk signed the 2010 Form 20-F, which
reported total revenues $169.1 million, operating expenses of $45.2 million, a
net income of $59.1 million, a gross margin of 62.5%, and cash and cash
equivalents of $331.9 millioff. The 2010 Form 20-F reiterated that XLHRS was
an unrelated part#,and attributed gross margin and revenue growth to an
improving line of productd’ The 2010 Form 20-F also included Palaschuk’s
Sarbanes-Oxley certificatiodsand stated that it was produced in accordance with

the standards of the U.S. Public Company Accounting Oversight Bbard.

% Seeid.

% Seeidf 68.
% Seeidf 87.
¥ Seeidf 88.
¥  Seeidf 90.
% Seeidf 91.
% Seeidf 89.



Lead plaintiffs allege that thexertifications and statements were
fraudulent in particular because they cextlfthat Longtop’s financial results were
prepared in accordance with U.S. GAAP and that XLHRS was an unrelated
entity® U.S. GAAP mandates the disclosurenwdterial related-party transactions
as set forth in the Financialkc8ounting Standards (“FAS”) No. 87.Lead
plaintiffs allege that XLHRS is a related entitgnd Palaschuk made a material
misstatement in signing Form 20-F tleattified that XLHRS was an unrelated
company??

b. Press Releases

Longtop issued quarterly press releases, which were submitted to the
SEC and signed by Palaschuk. The tfsthese within the Class Period was
issued on August 19, 2009, furnished to the SEC on Form 6-K, and signed by
PalaschuK! The press release reportedareues of $28.5 million, operating

expenses of $6.3 million, net income of $10.5 million, a gross margin of 62.6% for

% Seeidf 107.

38 See idf 109; FAS no. 57 1 1.
¥ SeeComplaint 1 69, 92.

9 Seeid.

41 Seeidf 71.



the period, and cash and casjuivalents of $215.1 millioff.

In the second quarter of 2010, Palauk signed another of these press
releases which was again furnished ® 8tEC on Form 6-K. This press release
reported revenues of $42.8llion, operating expenses of $10 million, net income
of $21.4 million, a gross margin of 65.9% for the period, and cash and cash
equivalents of $226.4 milliofy.

In the third quarter of 2010, Palaschuk again signed a press release
furnished to the SEC on Form 62K.In the press release, Palaschuk stated that

third quarter revenue and adjusted net income once more

substantially exceeded guidanéerobust third quarter cash flow

from operations of US$39.2 mitih and US$50.1 million for the

first nine months togetherithh the proceeds from the November

2009 secondary offering will . help extend our leading position

in China’s financial technology industfy.

The press release also reported revemiié54.7 million, operating expenses of

$9.7 million, net income of $29.3 million, a gross margin of 71.4% for the period,

cash and cash equivalents of $389ilfion, and $27.1 million in short term

2 Seeid.

$ Seeidf 74.
“  Seeidf 80.
% Seeidf 82.



borrowings?®

Palaschuk signed the fourth quarpress release on May 24, 2310.
It reported revenues of $43 million, optng expenses of $9 million, net income
of $16.3 million, and a gross margin of 61.5% for the quétt&talaschuk also
participated in an investor conference call on May 24, 2010, and stated that he
expected “adjusted gross margins of 688«compared to 67% in 2009 . . .[the]
margin decline is due to the acquisition of Giantstone and other investments we’re
making, including annual salary increase of around 18%.”

Palaschuk continued to sign the gady press releases in 2011,
which were furnished to the SEC on Form 6%KThe first quarter’s press release
reported revenues of $48.9llion, operating expenses of $9.4 million, net income
of $17.9 million, a gross margin of 58.4% for the period, and cash and cash
equivalents of $342.4 milliott. Palaschuk added a statement:

We have delivered sound topchbottom line financial results

40 Id. § 80.

7 Seeidf 84.
% Seeid.

49 Id. 1 86.

X Seeidf 94.
>t Seeid.

10



during the first fiscal quarter, which is traditionally our lowest
revenue and net income quarter in the fiscal year. The strong
outlook, evidenced by a healthgdklog and pipeline in our core
software development business, has allowed us to increase
guidance, and for the first timeaur history we expect to achieve
US$100 million in Adjusted Net Incomés in previous years, in

Q2 and Q3 2011 we expect significant improvements from this
guarter in our margins as well as from cash flow from
operations?

In the second quarter of 2011, Palaschuk signed another press Yeleasported

revenues of $55.5 million, opeing expenses of $10.1 million, a net income of

$25.7 million, a gross margin of 64.3% the period, cash and cash equivalents of

$379 million, and $27.1 million in short term borrowirtgsPalaschuk added that

“our order intake, margins and ca$tw from operations which was US$31.6

million significantly improved in the second quarter . . . on the back of strong

demand and execution, we are nowirgjur fiscal 2011 revenue guidance.”

On January 31, 2011, Palaschuk s@yttee final press release within

the Class Period, noting, “Longtop’s growth prospects remain bright for fiscal

2012 ... Longtop’s growth competitive position is stronger than ever®® . This

52

53

54

55

56

Id. 1 97.
See idf 99.
See id.
Id. 9 101.
Id. 17 103-104.
11



press release also reported revenuéyaf5 million, operating expenses of $12.8
million, net income of $35.6 million, a gross margin of 68.8% for the period, cash
and cash equivalents of $423.2 noitli and $10.6 million in short term
borrowings>’

2. What Palaschuk Knew

Lead plaintiffs allege that Paehuk’s public statements were false
and misleading because they failed tectbse that Longtop had (1) falsified
records in relation to its cash position, (2) improperly stated expenses and
artificially inflated gross margins, partilarly with respect to its workforce and
XLHRS, and (3) fabricateitis revenue and net incortfe Generally, they allege
that Palaschuk had no reasonable Hasispeaking positively about Longtop’s
financial outlook during the Class Peridd.Lead plaintiffs allege that directors or
senior officers were in “a position to control all of the company’s false and
misleading statements and omissions including the contents of the Forms Form 20-

F, the Forms 6-K and press releasésThey further allege that senior officers

>’ Seeidf 103.
>8 See idfY 69, 73, 76, 83, 92, 98, 102, 106.
¥ Seeid.
60 Id. § 111.
12



knew and/or recklessly disregarded adverse¥aetsnamely, facts indicated in
analyst reports and the rgsation letter discussed belGtv.

Lead plaintiffs allege that “kegfficers” can rightfully bear liability
for falsely portrayed cash levels, as sfighires were significant to the compatiy.
Lead plaintiffs also allege that direcs and senior officers had full knowledge of
Longtop’s “close relationship” witkLHRS, heavy reliance on XLHRS, and
shared headquartétsLead plaintiffs state that Palaschuk “was intimately
involved with Longtop’s financial reportingouting his training as a professional
accountant® and that he demonstrated an “in-depth involvement in the
presentation of the fraudulent financial results” — signing press releases and
issuing commentary thereih.Lead plaintiffs also plead that Palaschuk benefitted
personally from the alleged fraud by s&dji150,000 shares for four million dollars

during the Class Peridd.

. Seeidf 114.
%2 See infraParts 11.D.2.a—b.
% SeeComplaint T 115.
% Seeidf 116.
65 Id. § 118.
66 Id. § 120.
7 Seeidf 122.
13



a. Analyst Reports

Lead plaintiffs cite to three anatyeports in the Complaint that were
published during the Class Period atate adverse facts about Longtdplhe
first of these was published by Citron Research (“Citron”) on April 26, 2011.
This report stated that Longtop’s high masg(which greatly exceeded its peers’)
were partly due to its staffing model, which outsourced 80% of its workforce —
95% of that 80% came from XLHRS.Citron reported that this model allowed
Longtop to “transfer the majority of itost structure off-balance sheet which
creates opportunities for massive accounting fraticCitron then produced eight
facts indicating the XLHRS was a reldtentity (requiring disclosure under U.S.
GAAP): (1) XLHRS shares a name (Longtop) with Longtop; (2) XLHRS was
formed in May 2007, just months beéd_ongtop’s IPO; (3) XLHRS is Longtop’s
largest line item by far, but it was not mentioned in filings until 2008; (4) XLHRS
has no website and was not soliciting reige even though it just lost its only

customer; (5) Longtop did not have a ldegm contract with XLHRS and did not

68 See idY 44, 48, 54.
69 See idf 44.
70 See idf 45.
n Id.
14



have to pay any penalties or minimumg; X6 HRS used the same email server as
Longtop; (7) Citron had reason to belidv@ngtop and XLHRS were located in the
same building; and (8) when the agemnelationship was challenged the company
terminated it and brought all the XLHRS employees in-hétidé¢pon the

publishing of the Citron report, Longtop’s ADSs declined in price from $25.54 to
$22.24 — a decline of approximately eight percént.

On April 27, 2011, Bronte CapitalBfonte”) issued an article that
challenged the accuracy of Longtop’s finemhstatements and questioned the need
for Longtop’s SPO, in light of the cash Longtop purportedly already posséssed.
Upon this news, the ADSs declined anitiddal twenty percent to close at $17.73
on April 27, 2011 Following this decline, Palalsak participated in a conference
call with investors to address Citron’s adibnte’s allegations: “it is appropriate to
have this call to rebut the absolutel{s@allegations of frad and other alleged
wrongdoings in an April 26 report [posted in] Citron reports . . . There is

absolutely no basis to support his allegation.’?. Palaschuk specifically

Z Seeid.
? Seeidf 47.
“  Seeidf 48.
> Seeidf 49.
7 Id. § 50.
15



addressed the XLHRS issue, statirithere has been no off-balance sheet
accounting . . . [XLHRS] is definitely an unrelated party.Ih response to these
assurances, the company’s stock roseegigercent to close at $19.66 on April 28,
201178

Over the following weeks, Citron, Bronte, and other analysts issued
followup reports raising new questis about the validity of Longtop’s
representationS. OLP Global issued a report on May 9, 2011, in which it was
disclosed that two employees of Longtop had been administering XLHRS's state
filings and that Longtop, using XLHR$/as under-contributing to state social
welfare benefit funds, thus inflatiris margins by several million dolla¥%.In
response, Longtop’s ADSs declined further, settling at $18.93 per share when the
NYSE halted trading in Longtop’s ADSs on May 17, 261 Dn May 19, 2011,
Palaschuk resignéd.

b. Resignation Letter

" Id. § 52.
% Seeidf 53.
®  Seeidf 54.
% Seeid.
8 Seeidf 55.
8 Seeidf 56.
16



On May 23, 2011, Deloitte ToucA®hmatsu CPA Ltd. (“DTT"),
Longtop’s accounting firm, released their resignation |&ttdrhis letter indicated
that (1) Longtop employees had interfered with DTT’s auditing process by
threatening DTT staff and indicating to bank staff that DTT was not Longtop’s
auditor, and (2) there were smus defects in documents on fifeDTT reported
that its reasons for resignation included (1) the falsity of the Group’s financial
records in relation to cash at bank amahltalances, (2) deliberate interference by
the management in the audit process, @)dhe unlawful detention of audit filés.
DTT declined to be associated with gmyor period financial reports including the
financial communications produced during 2010 and 2010TT also stated that
Ka, the Chairman of Longtop, informed DTT’s Eastern Region Managing Partner
that “there were fake revenue in the pasthere were fake cash recorded on the
books.® Ka reported that “senior management” was involved in the

discrepancie®’

83 See idf 58.

84 Seeid.
85 Seeid.
86 Seeid.

8 Id. (quotation marks omitted).

8 See id(quotation marks omitted).

17



lll. LEGAL STANDARD — MOTION TO DISMISS

In deciding a motion to dismiss pursuant to Federal Rule of Civil
Procedure 12(b)(6), the court “accept[s]fatitual allegations in the complaint as
true, and draw[s] all reasonable irdaces in the plaintiff's favor’® The court
evaluates the sufficiency of the colaipt under the “two-pronged approach”
advocated by the Supreme Courtishcroft v. Igbaf? First, “[a] court ‘can
choose to begin by identifying pleadirtpsit, because they are no more than
conclusions, are not entitled to the assumption of tridth‘Threadbare recitals of
the elements of a cause of action, sufgzbby mere conclusory statements, do not
suffice” to withstand a motion to dismi¥sSecond“[w]hen there are well-
pleaded factual allegations, a courbsld assume their veracity and then

determine whether they plausibly gisise to an entitiement for relief® To

8 Wilson v. Merrill Lynch & Cq.671 F.3d 120, 128 (2d Cir. 2011)
(quotation marks omitted).

%0 556 U.S. 662, 679 (2009).

°L Hayden v. Patersqrb94 F.3d 150, 161 (2d Cir. 2010) (quotinagal,
556 U.S. at 664)Accord Ruston v. Town Bd. for Town of Skaneatélts F.3d
55, 59 (2d Cir. 2010).

% |gbal, 556 U.S. at 663 (citinBell Atl. Corp. v. Twomb|y550 U.S.
544, 555 (2007)).

% |d. at 670. Accord Kiobel v. Royal Dutch Petroleum €621 F.3d
111, 124 (2d Cir. 2010).

18



survive a Rule 12(b)(6) motion to dismidise allegations in the complaint must
meet a standard of “plausibility®” A claim is facially pausible “when the plaintiff
pleads factual content that allows the court to draw the reasonable inference that
the defendant is liable fadhe misconduct alleged® Plausibility “is not akin to a
probability requirement;” rather, plausibility requires “more than a sheer
possibility that a defendant has acted unlawfuify.”

“In considering a motion to dismiss for failure to state a claim
pursuant to Rule 12(b)(6), a district cboray consider the facts alleged in the
complaint, documents attached te tomplaint as exhibits, and documents
incorporated by reference in the complaiitThe court may consider matters that
are subject to judicial noticd. The court may also consider a document that is not

incorporated by reference, “where ttmmplaint ‘relies heavily upon its terms and

o Twombly 550 U.S. at 564.
% |gbal, 556 U.S. at 678 (quotation marks omitted).
96

Id. (quotation marks omitted).

o DiFolco v. MSNBC Cable LLG22 F.3d 104, 111 (2d Cir. 2010)
(citing Chambers v. Time Warner, In@82 F.3d 147, 153 (2d Cir. 2002)).

% Tellabs, Inc. v. Makor Issues & Rights, L6651 U.S. 308, 322
(2007).

19



effect,’ thereby rendering the document ‘integral’ to the compldinT.he court
may also consider “legally required pubfisclosure documents filed with the
SEC."*®
IV. APPLICABLE LAW
A.  Section 10(b) and Rule 10b-5 ahe Securities Exchange Act

Section 10(b) of the Securities Exchange Act of 1934 makes it illegal
to “use or employ, in connection with tharchase or sale of any security . . . any
manipulative or deceptive device or contnea in contravention of such rules and
regulations as the Commission may prescribe %'. Under Rule 10b-5 one may
not “make any untrue statement of a matddat or [| omit to state a material fact
necessary in order to make the statemeraide, in the light of the circumstances
under which they were made, not misleading . . . in connection with the purchase
or sale of any security’® “To sustain a private claim for securities fraud under

Section 10(b), ‘a plaintiff must prove (1) a material misrepresentation or omission

% |d. (quotingMangiafico v. Blumentha71 F.3d 391, 398 (2d Cir.
2006)). Accord Global Network Commc’ns, Inc. v. City of N468 F.3d 150, 156
(2d Cir. 2006).

100 ATSI Commc'ns, Inc. v. Shaar Fund, L #B3 F.3d 87, 98 (2d Cir.
2007).

101 15(.S.C. § 78j(b).
102 17 C.F.R. § 240.10b-5.
20



by the defendant; (2) scienter; (3) a cection between the misrepresentation or
omission and the purchase or sale of a security; (4) reliance upon the
misrepresentation or omission; @jonomic loss; and (6) loss causatio®”

1. Misstatements or Omissions of Material Fact

In order to satisfactorily allege misstatements or omissions of material
fact, a complaint must “state with piaularity the specific facts in support of
[plaintiffs’] belief that [defendant}'statements were false when madé.*For
the purposes of Rule 10b-5, the makea gtatement is the person or entity with
ultimate authority over the statement, including its content and whether and how to
communicate it}

“[A] fact is to be mnsidered material if there is a substantial
likelihood that a reasonable person would consider it important in deciding

whether to buy or sell shares [of stockP®” In situations “[w]here plaintiffs

103 Ashland Inc. v. Morgan Stanley & Co., In652 F.3d 333, 337 (2d
Cir. 2011) (quotingstoneridge Inv. Partners, LLC Scientific-Atlanta, In¢552
U.S. 148, 157 (2008))Accord Erica P. John Fund, Inc. v. Halliburton Ce-
U.S. —, 131 S.Ct. 2179, 2184 (2011).

194 Rombach v. Chan@55 F.3d 164, 172 (2d Cir. 2004) (quotation
marks omitted).

195 Janus Capital Grp., Inc. v. First Derivative TradefsS1 S.Ct. 2296,
2302 (2011).

106

Operating Local 649 Annuity Trust Fund v. Smith Barney Fund Mgmit.
LLC, 595 F.3d 86, 92—-93 (2d Cir. 2010) (quotizyielli v. Cohen Law Office1

21



contend defendants had accessadntrary facts, they nsi specifically identify the
reports or statements containing this informatid¥.”"Mere “allegations that
defendants should have anticipated fuwents and made certain disclosures
earlier than they actually did[,] do notfBce to make out a claim of securities
fraud.”™® “[A]n omission is actionable whethe failure to disclose renders a
statement misleading®

2. Scienter

A plaintiff may plead scienter by “alleging facts (1) showing that the
defendants had both motive and opportutotgommit the fraud or (2) constituting
strong circumstantial evidence of conscious misbehavior or recklesstiess.”

“Sufficient motive allegations entail condeebenefits that could be realized by

F.3d 512, 518 (2d Cir. 1994)).

197 Teamsters Local 445 Freight Div. Pension Fund v. Dynex Capital

Inc., 531 F.3d 190, 197 (2d Cir. 2008) (quotigvak v. Kasak®16 F.3d 300,
309 (2d Cir. 2000)).

198 1d. Accord Rothman v. Grego?220 F.3d 81, 90 (2d Cir. 2000).

199 In re Alstom SA406 F. Supp. 2d 433, 453 (S.D.N.Y. 2005) (citimg
re Time Warner Inc. Secs. Litji@ F.3d 259, 268 (2d Cir. 1993)).

110 ATS| 493 F.3d at 99 (citin@anino v. Citizens Utils. Cp228 F.3d
154, 168-69 (2d Cir. 2000)Accord Dandong v. Pinnacle Performance |tdo.
10 Civ. 8086, 2011 WL 5170293, at *11 (S.D.N.Y. Oct. 31, 2011) (qudtkenger
v. Fleet Bank, N.A459 F.3d 273, 290-91 (2d Cir. 2006)).

22



one or more of the false statemeatgl wrongful nondisclosures alleged:*”

“Motives that are generally possessed by most corporate directors and officers do
not suffice; instead, plaintiffs must assartoncrete and pamsal benefit to the
individual defendants resulting from the fraud.”

“Where motive is not apparent, it is still possible to plead scienter by
identifying circumstances indicating cansus behavior by the defendant, though
the strength of the circumstantial allegations must be correspondingly grédter."”
Under this theory of scienter, a plafhtnust show that the defendant’s conduct is
“at the least . . . highly unreasonable fn@presents an extreme departure from
the standards of ordinary care to the ekthat the danger was either known to the
defendant or so obvious that the defant must have been aware of't.™To

state a claim based on recklessnessniiia may either specifically allege

111 Campo v. Sears Holdings Corp371 Fed. App’x 212, 215 (2d Cir.
2010) (quoting<alnit v. Eichlet 264 F.3d 131, 139 (2d Cir. 2001)).

112 Kalnit, 264 F.3d at 139Accord ECA & Local 134 IBEW Joint
Pension Trust of Chicago v. JP Morgan Chase, 663 F.3d 187, 198 (2d Cir.
2009).

113 Kalnit, 264 F.3d at 142 (quotirBeck v. Manufacturers Hanover
Trust Co, 820 F.2d 46, 50 (2d Cir. 1987)Accord South Cherry St., LLC v.
Hennessee Grp. LLG73 F.3d 98, 109 (2d Cir. 2009, re Novagold Res. Inc.
Secs. Litig.629 F. Supp. 2d 272, 297 (S.D.N.Y. 2009) (quoE@A 553 F.3d at
198-99).

114 South Cherry St573 F.3d at 109 (quotation marks and emphasis
omitted). Accord ECA553 F.3d at 203.

23



defendants’ knowledge of facts or accesmtormation contradicting defendants’
public statements, or allege that defenddaitied to check information they had a
duty to monitor.**

3. Causation

A securities fraud plaintiff is required to “prove both transaction
causation (also known as reliance) and loss causdtfohdss causation is “the
proximate causal link between the alldgrisconduct and the plaintiff’s economic
harm.™” “A misrepresentation is ‘the proximate cause of an investment loss if the
risk that caused the loss was within the zone ofawsicealedy the
misrepresentations . . . %*® Therefore, “to plead ks causation, the complaint]]
must allege facts that support an infexe that [defendant’s] misstatements and
omissions concealed the circumstances tlear upon the loss suffered such that

plaintiffs would have been spared all or an ascertainable portion of that loss absent

15 In re Gildan Activewear, Inc. Secs. Liti$36 F. Supp. 2d 261, 272
(S.D.N.Y. 2009) (quotation marks and citation omitted).

16 ATS| 493 F.3d at 106.

117 1d. at 106-07 (citingdura Pharm., Inc. v. Brouddb44 U.S. 336, 346
(2005);Lentell v. Merrill Lynch & Co., In¢.396 F.3d 161, 172 (2d Cir. 2005)).
Accord Lattanzio v. Deloitte & Touche L|.#76 F.3d 147, 157 (2d Cir. 2007);
Emergent Capital Inv. Mgmt., LLC v. Stonepath Grp.,, 1843 F.3d 189, 197 (2d
Cir. 2003).

118 In re Omnicom Grp., Inc. Secs. Liti$97 F.3d 501, 513 (2d Cir.
2010) (quotingd-entell 396 F.3d at 173) (emphasis in original).
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the fraud.*®
a. Fraud-on-the-Market Presumption

In Basic v. Levinsgrthe Supreme Court determined that an investor
may invoke a rebuttable presumption of reliance in certain cases of
misrepresentation® The Court held that an investor who bought stock at market
price'?* may avail herself of the presumption that she “relied on the integrity of the
price set by the market” the market is efficien? “Because most publicly
available information is reflected in [thearket price, an investor’s reliance on
any public material misrepresentations, therefore, may be presumed for purposes of
a Rule 10b-5 action*® As long as the “plaintiffs can show that the alleged
misrepresentation wasaterialand publicly transmitted into a well-developed
market, then reliance will be presumed . 2*.”

Defendants can rebut the fraud-on-the-market presumption by

119 Lentell 396 F.3d at 175.
120 485 U.S. 224, 247 (1988).
121 Id

122 Id. at 227.

123 1d. at 247. Accord Hevesi v. Citigroup Inc366 F.3d 70, 77 (2d Cir.
2004).

124 In re Salomon Analyst Metromedia Liti¢44 F.3d 474, 483 (2d Cir.
2008) (emphasis added).
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demonstrating that “no price impact” resulted from the misrepresent&tions.
“Any showing that severs the link betwethie alleged misrepresentation and either
the price received (or paid) by the plaintdf, his decision to trade at a fair market
price, will be sufficient to rebut the presumption of reliané®.One way to “sever
the link” is to demonstrate that the alleged misrepresentations were immaterial
because they did not lead to a distortion in ptite.
b.  Affiliated Ute Presumption

The Supreme Court has also held that a presumption of reliance may
apply in certain cases in which plaifgihave alleged thatefendants failed to
disclose information. IAffiliated Ute Citizens of the State of Utah v. United
Statesthe Court held that where a plaintiff's fraud claims are based on omissions,
transaction causation may be satisfied as long as the plaintiff shows that defendants
had an obligation to disclose the inftation and the information withheld is
material**® This presumption is not conclusit8.“Once the plaintiff establishes

the materiality of the omission . . . the burden shifts to the defendant to establish . .

1 Basig 485 U.S. at 248-49.

126 d.

127 Seeidat 248.

128 See406 U.S. 128, 154 (1972).

129 See DuPont v. Bragy28 F.2d 75, 78 (2d Cir. 1987).
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. that the plaintiff did not rely on the omission in making the investment
decision.™® To satisfy this burden, a defemlanust prove “that ‘even if the
material facts had been disclosed, difis decision as to the transaction would
not have been different from what it was*"”

B.  Control Person Liability Under Section 20(a) of the Exchange Act

“To establish a prima facie case of control person liability, a plaintiff

must show (1) a primary violation by the controlled person, (2) control of the
primary violator by the defendant, a(®) that the defendant was, in some
meaningful sense, a culpable papant in the controlled person’s frautt?”
“Allegations of control are not averments of fraud and therefore need not be
pleaded with particularity*®® “Thus, ‘[a]t the pleading stage, the extent to which

the control must be alleged will be governed by Rule 8’s pleading standard . . .

130 |d. at 76.

131 |d. at 78 (quotingRochez Bros. v. Rhoade®91 F.2d 402, 410 (3d Cir.
1974)).But see Ganina228 F.3d at 162 (“[I]t is not necessary to assert that the
investor would have acted differentfyan accurate disclosure was made.”).

132 ATSI| 493 F.3cht 108 (citingS.E.C. v. First Jersey Secs., |01
F.3d 1450, 1472 (2d Cir. 1996)).

133 Inre Parmalat Secs. Litig414 F. Supp. 2d 428, 440 (S.D.N.Y.
2006).
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7134 “While a party cannot be held liabfor both a primary violation and as a
control person, alternative theoriediability are permissible at the pleading
stage.*®®

IV. DISCUSSION

A. Lead Plaintiffs Have Sufficiently Pled Specific Facts Regarding
Palaschuk

Lead plaintiffs pled considerablacts regarding the senior officers of
Longtop under the group pleading doctrine, including the facts concerning the
Form 20-F:*® However, Lead plaintiffs alsoled sufficient facts that concern
Palaschuk alone. As such, it is not necgsgareach the question of whether the
group pleading doctrine survivdanus Capital Group v. First Derivative Traders

in federal securities action¥. Regardless of the answerthis question, there are

13 In re Scottish Re Grp. Secs. Liti§24 F. Supp. 2d 370, 386
(S.D.N.Y. 2007) (quotingn re Converium Holding AG Secs. Litiflo. 04 Civ.
7897, 2006 WL 3804619, at *14 (S.D.N.Y. Dec. 28, 2006)).

135 In re American Int'l Grp., Inc. 2008 Secs. Litig41 F. Supp. 2d 511,
534-35 (S.D.N.Y. 2010) (citinBolice & Fire Ret. Sys. of City of Detroit v.
SafeNet, In¢.645 F. Supp. 2d 210, 241 (S.D.N.Y. 2009)).

136 SeeComplaint 1Y 151-152.

137 Seel31 S.Ct. 2296 See also In re Optimal U.S. Litjg— F. Supp. 2d
—, No. 10 Civ. 4095, 2011 WL 6424988, at *11 (S.D.N.Y. Dec. 21, 2011) (noting
several rationales indicatid@anusbars the group pleading doctrine in federal
securities actions and applies exclusivelyhimse actions, as well as preserving the
group pleading doctrine in common law fraud actioR&)lin v. Spartan Mullen Et
Cie, S.A.No. 10 Civ. 1586, 2011 WL 5920931, at *5 (S.D.N.Y. Nov. 23, 2011)
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sufficient well-pleaded facts specifically targeting Palaschuk to state a claim under
Sections 10(b) and 20(a), without employing the group pleading doctrine or
examining collectively pleaded facts.

B. The 10(b) Claim — Count |

1. Plaintiffs Have Sufficiently Pled Facts Demonstrating that
Palaschuk Made Material False and Misleading Statements

Lead plaintiffs have satisfamtly alleged that Palaschuk made
material misstatements and omissions. Thenplaint states with particularity two
categories of statements that welledavhen made by Palaschuk — the signed
press release commentdhand the conference call statemeéfitsThe Complaint

also states with particularity factssopport of the falsity of those statemeffts.

(finding that the question of wheth@&snusabrogated the group pleading doctrine
remains an open question).

1% SeeComplaint 1 23, 50-52, 65, 68, 74, 80, 82, 84, 86, 87, 94, 97,
99, 101, 103, 107, 118-121, 127.

189 Seeidq 65, 68, 71, 74, 80, 824, 87, 94, 97, 99, 101, 103.
140 See idf1 50-52, 86.

141 See idfY 44-56. Palaschuk argues that these statements are protected

by the Private Securities Litigation Refowet Safe Harbor because the statements
are forward-looking. However, these staents are only partially forward-looking
and not protected. See Sgalambo v. McKenzi&9 F. Supp. 2d 453, 478

(S.D.N.Y. 2010) (citation omitted) (“Many of the alleged misstatements are not
forward-looking because they either statgresent or historical fact alone or
incorporate forward-looking aspects into staents of present or historical fact.”).
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a. “Maker” of the Statements
The signed press release commagy and the conference call
statements can rightly be attributed to Palaschuk because he had the ultimate
authority over those statemetts.Palaschuk’s brief does not address who “made”
the statements issued, spoken, or signed by Palaschuk; it only argues that, under
Janus Palaschuk cannot be held liable for the statements of other diréétors.
However, Palaschuk, the CFO, had authamitgr the content and delivery of his

own oral and written statemenifé.

142 See Janusl31 S.Ct. at 2302 (“For the purposes of Rule 10b-5, the
maker of a statement is the persoriotity with ultimate authority over the
statement, including its content andettiner and how to communicate it."pee
also In re Merck & Co., Inc.&s., Derivative, & “ERISA” Litig. Nos. 05-1151,
05-2367, 2011 WL 3444199, at *25 (D.N.J. Aug. 8, 2011) (distinguishing the facts
of Janusfrom a case where a defendant wasféicer of a single entity during the
period when the alleged misrepresentatmese made, and finding that the officer
was acting “pursuant to his responsibilitydaauthority to act as an agent of [the
entity]”); In re Pfizer Inc. Secs. LitigNos. 04 Civ. 9866, 05 MD 1688, 2012 WL
983548, at *4 (S.D.N.Y. Mar. 22, 2012) (finding individual officers liable for
misrepresentations they made in corpofaess releases they drafted, reviewed,
approved, or ratified).

143 SeeDefendant’s Corrected Memorandum of Law in Support of

Motion to Dismiss (“Def. Mem.”) at 24-25.

144 See S.E.C. v. Greenstone Holdings,,IN@. 10 Civ. 1302, 2012 WL
1038570, at *7-8 (S.D.N.Y. Mar. 28, 2012) (holding that the “maker” of the
statements within press releases wagithéter of the press releases, where the
drafter was the CEO or COO of thengpany, even though the releases were
unsigned).
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b. Signed Press Release Commentary

Lead plaintiffs sufficiently allege that the signed press release
commentary was false when made. Beltak affirmed in the February 10, 2010
press release that “cash flow from operations” supported Longtop’s rapid
growth!*> Palaschuk next indicated in the May 24, 2010 release that “organic
business expansion” and acdtigss were behind the growtff. In August 18,
2010, Palaschuk credited the “healtlacklog and pipeline” in Longtop’s core
software development busingés.In November 15, 2010, Palaschuk commented
again, stating: “our order intake, margins and cash flow form operations . . .
significantly improved . . . [o]n the back of strong demand and execution*®®. . .”
Last, Palaschuk touted Longtop’s “indyskeading margins” in January 31,
20111°

Palaschuk’s argument that the analysts cited by Lead plaintiffs have a

financial stake in negatively affenyj Longtop’s stock (and short-selling it) is

145 SeeComplaint T 82.

145 |d. 1 85.
¥ d. 1 97.
148 |d. 7 101.
149 |d. 7 105.
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compelling®*® However, Palaschuk made financial statements in the press
releases. Contrary to Palaschuk’s argotithat DTT's resignation letter does not
concern cash levels during the Class petibthe DTT letter plainly indicates that
DTT rejected Longtop’s documentariin 2010 and 2011and felt that Longtop’s
financial statements were overstatkbughoutthe Class Periot?? DTT also
indicated that Longtop should investigate its legal liability under the Exchange
Act.*>* As such, Lead plaintiffs have pled that Palaschuk made material
misstatements when he delivered finahitibormation to the public and the SEC.

Lead plaintiffs have also adedaly pled facts with particularity
indicating that Palaschuk’s explanatidos Longtop’s growth were false and
misleading, and, in fact, Longtop’s grtwwas due to an illicit accounting scheme
— the shifting of workforce costs offébooks to XLHRS. The analyst report
facts — though not as persuasive as the DTT letter — are nonetheless

considered> Lead plaintiffs allege that Longtop’s high margins (which greatly

10 SeeDef. Mem. at 16.
1 Seeidat 22.

152 SeeComplaint T 58.
18 Seeid.

134 SeeTellabs 551 U.S. at 323-324 (citation omitted) (“[CJourts must
consider the complaint in its entirety,\asll as other sources courts ordinarily
examine when ruling on Rule 12(b)(6) motions to dismiss, in particular, documents
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exceeded its peers’) were partly dugtscstaffing model, which outsourced 80% of
its workforce — 95% of that 80% came from XLHRS.They also allege that this
model allowed Longtop to “transfer the majority of its cost structure off-balance
sheet which creates opportunities for massive accounting ftZuti¢ad plaintiffs
further allege the eight Citron factdicating that XLHRS is a related entity
(requiring disclosure under U.S. GAAP), all of which are set forth abbé¥hese
facts include the allegation thabngtop and XLHRS share headquartétsThe
Lead plaintiffs also allege that two ptayees of Longtop had been administering
XLHRS's state filings and that Longtopsing XLHRS, was under-contributing to
state social welfare benefit funds, thus inflating its margins by several million
dollars™®

These facts are stated with pautarity and support the allegation that

Palaschuk’s press release commentaryrdigag the cause of Longtop’s margins

incorporated into the complaint by refece, and matters of which a court may
take judicial notice.”).

155 SeeComplaint T 45.
156 Id

157 See suprdart 11.D.2.a.
18 Seeid.

139 SeeComplaint ¥ 45.
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and resulting success were false when noiotag the Class period. Given the
specific allegations supporting the strong inference that a GAAP violation may
have been the source of Longtop’s succBastaschuk’s statements to the contrary
are actionablé®®

Palaschuk argues that the analyst report facts do not suggest that the
financial statements themselves were fals¢dowever, the Lead plaintiffs’
allegations raise a strong inference thatrationales given to the public and the
SEC toexplainLongtop’s growth were fals&® Palaschuk further argues that Lead
plaintiffs must plead the specific accoungtiprinciples violated in order to plead
accounting fraud®® However, Lead plaintiffs ha alleged that Palaschuk violated

U.S. GAAP — specifically, FAS No. 57 — in failing to disclose related-party

180 See idf Y 45, 54.See also In re Alstord06 F. Supp. 2d at 453 (citing
In re Time Warner9 F.3d at 268) (an omission is actionable when it renders a
statement misleading).

161 SeeDef. Mem. at 20-21.

162 See Lapin v. Goldman Sachs Group, 1666 F. Supp. 2d 221, 240
(S.D.N.Y. 2006) (citation omitted) (quoting re Providian Fin. Corp. Secs. Litig.
152 F. Supp. 2d 814, 824-25 (E.D. Pa. 2001]f)[f defendant] puts the topic of
the cause of its financial success atesshen it is ‘obligated to disclose
information concerning the source of sisccess, since reasonable investors would
find that such information would significantly alter the mix of available
information.”).

163 Seeidat 18-19.
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transactions®* Lead plaintiffs must demotrate a material misstatement or
omission'® In this case, they have done so by alleging a failure to comply with
the GAAP rule requiring disclosure of redd-party transactions with sufficient
particularity as required by Section 10(b) pleading standéfds.
C. Conference Call Statements

Lead plaintiffs have also properly pled that Palaschuk’s conference
call statements were false when ma@ms April 28, 2011, Palaschuk told investors
that there was “no basis” to support @i&ron report, and iterated that XLHRS
was unrelated’ On May 24, 2010, Palaschuk #itrted slight downward trends
in the gross margin to acquisitions and investm&htsead plaintiffs have

sufficiently alleged that these statemense false and misleading — in that they

164 SeeComplaint T 108; FAS No. 57 1 1.

165 Ashland Inc.652 F.3d at 337 (quotirtoneridge Inv. Partners, LL,C
552 U.S. at 157).

186 See In re Bear Stearns Cos., IBecs., Derivative, and ERISA Litig.

763 F. Supp. 2d 423, 472 (S.D.N.Y. 2011) (“Related party transactions include
transactions between affiliates, whicle aefined as ‘a party that, directly or
indirectly through one or more intermediaries, controls, is controlled by, or is
under common control with an enterpriSe(guoting FAS no. 57 1 1) (emphasis
added).

167 See idfY 51-52.
168 See idq 86.
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allege a violation of GAAPS®
d. Materiality
Lead plaintiffs have properly pled that the facts concerning the
potential GAAP violation (XLHRS) and thetdicial inflation of the gross margin
were material. A reasonable person warddsider an artificially inflated gross
margin or accounting violations when purchasing stétiurther, investors
clearly did weigh these issues becausestbek declined eight percent in response
to the Citron report’*
2. Plaintiffs Have Sufficiently Pled Facts Indicating Scienter
Lead plaintiffs have properly pleaded strong circumstantial evidence
of Palaschuk’s recklessness.
a. Motive and Opportunity Are Apparent

Lead plaintiffs have pled that Palaschuk made material

189 See suprdV.A.1.b.

170 In re Bear Stearns Cqs763 F. Supp. 2d at 497 (“[A] complaint may
not properly be dismissed . . . on the ground that the alleged misstatements or
omissions are not material unless they are so obviously unimportant to a
reasonable investor that reasonable minds could not differ on the question of their
importance.™) (quotingeCA and Local 134 IBEW Joint Pension Trust of Chi. v.
JP Morgan Chase Cp553 F.3d 187, 197 (2d Cir. 2009)).

171 SeeComplaint T 47.
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misstatement& — which artificially inflatedthe value of the company — and
made a large stock sale during the Class PéfioRalaschuk argues that the
documentation provided to demonstrate this sale only indicates the proposed sale
of stock!™ This argument raises a factual dispute which cannot be resolved on a
motion to dismiss. Lead plaintiffs sufficiently allege that Palaschuk sold 150,000
shares for four million dollars during the Class Period.
b.  Allegations Indicate a Duty to Monitor

There are allegations also indicating that Palaschuk was reckless in
failing to check information that he had a duty to monitor. As CFO, Palaschuk
made alleged misstatements concerning XLHRS and Longtop’s workforce that
concerned the core operations of LongtGplt is therefore appropriate to impute

knowledge of available corary facts to Palaschdik The allegations indicate that

172 See suprdart IV.B.1.

173 SeeComplaint T 122 See also Novak16 F.3d at 309 (citation
omitted) (“[Concrete and peysal benefits arise] when corporate insiders were
alleged to have misrepresented to the public material facts about the corporation's
performance or prospects in order eeg the stock price artificially high while
they sold their own shares at a profit.”).

174 SeeDef. Mem. at 14.
15 See suprdart IV.B.1.

176 See In re Atlas Air Worldwide Holdings, Inc. S&24 F. Supp. 2d
474, 489 (S.D.N.Y. 2004) (citingosmas v. Hasse®86 F.2d 8, 13 (2d Cir.
1989)) (“[I]f a plaintiff can plead that defendant made false or misleading
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information was available to Palaschukttiwvould have made him aware of the
falsity of the financial statements (whible signed) and his own oral and written
statements.

Lead plaintiffs plead the facts gleaned from the analyst reports,
including the fact that Longtop employees were compiling state filings for
XLHRS.'" These facts were readily avdila to Palaschuk and Lead plaintiffs
sufficiently allege that if investigatatiey would have revealed a GAAP violation
that artificially inflated Longtop’s gross margiti§. Palaschuk relies on the fact
that Lead plaintiffs have not provided any internal corporate docurtiénts.

However, they have cited to specifeports to which Palaschuk had acc&ss.

statements when contradictory factofical importance to the company either

were apparent, or should have been appaas inference arises that high-level
officers and directors had knowledge of those facts by virtue of their positions with
the company.”).See also In re Lehman Bros. Secs. and Erisa [48§.F. Supp.

2d 258, 294 (S.D.N.Y. 2011) (“A complaint may allege facts sufficient to give rise
to an inference of scienter with respeca misleading financial statement where it
alleges that a corporate officer knew ofecklessly failed to learn of “red flags”
indicating that the officer’'s public seahents were false or misleading.”).

177 SeeComplaint 1Y 44-57.

178 See idf 50. See also Noval16 F.3d at 309 (“Where plaintiffs
contend defendants had accessadntrary facts, they nstl specifically identify the
reports or statements containing this information.”).

179 SeeDefendant’s Reply Memorandum of Law in Support of Motion to
Dismiss at 2.

180 SeeComplaint Y 44-57.
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There is no requirement in the case law thatcontradictory reports be internal to
a corporatiort®® As a result, Lead plaintiffs kia properly pled scienter by alleging
facts both to demonstrate motive and opportunity and reckles$hess.

3. Plaintiffs Have Properly Pled, Unchallenged, a Presumption
of Reliance

Plaintiffs have properly pledffiliated Uteand fraud-on-the-market
presumptions based on material omissions and misstatements, resp&gtively.
Palaschuk has not challenged these presions, and, for the purposes of this
motion, | accept the allegation that the market “promptly digested current
information regarding Longtop,” and thalt purchasers have suffered “similar
injury.” &

4, The Remaining Elements of a 10(b) Claim Are Pled

181

SeeNovak 216 F.3d at 308 (finding that recklessness claims can
typically rest on access to contradictarformation). See also Cosma886 F.2d
at 12 (finding that knowledge of a fogei import restriction was contradictory
information).

182 See Tellahss51 U.S. at 324 (citation omitted) (“A complaint will
survive, we hold, only if a reasonables@n would deem the inference of scienter
cogent and at least as compellingaag opposing inference one could draw from
the facts alleged.”). Palaschuk has ofé¢red an opposing nonculpable inference
to draw from the analyst report facts regarding XLHRS, and chooses instead to
challenge the argument of Lead pté#is that Longtop’s and Palaschuk’s public
statements were false when ma&e=eDef. Mem. at 10.

183 SeeComplaint T 44.
184 Id
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Palaschuk has not challenged the remaining elements of the 10(b)
claim. Lead plaintiffs have properly alleged a causal connection between the
misrepresentations and the purchase of the AD&sd the purchase of the ADSs,
and an economic loss due to the drop in the stock PficEhey have also
adequately alleged that the misrepresentations caused the loss — they allege that as
the truth of Longtop’s financial circumsteas became public, the price of the stock
deflated, causing substantial damage to plainfiffid.oss causation is buttressed
by the well-pled facts demonstratingger drops in response to the analyst
reports;®® and price increases in respere Palaschuk’s conference call
statement$® As a result, Lead plaintifisave stated a Section 10(b) claim.

C. The Section 20(a) Claim — Count Il
1. Plaintiffs Have Properly Pled a Primary Violation
Lead plaintiffs have properly pled a primary violation by Longtop, the

controlled entity. Longtop’s financial filgs contained financial representatiéfis.

1% Seeidf 144.

1% Seeidf 149.

187 See idfY 147-150.
18 Seeidff 47, 49.
189 Seeidq 53.

190

See suprdart 11.D.1.a.
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Longtop made the financial statemeodstained in Longtop’s Forms 20-F and 6-
K filings.*®* DTTs resignation letter indicates that Longtop’s cash position and
revenues were falsely inflated during the Class Pétfotead plaintiffs allege
that Longtop realized concrete benefitam the fraud — the artificial inflation of
the gross margins. Lead plaintiffs further allege sufficient motive — Longtop’s
reported performance allowed it to asseadditional U.S. capital through the
SPG* and additional operation¥.

Palaschuk does not rebut the praption of reliance, and Lead
plaintiffs have sufficiently alleged a connection between the misrepresentation and
the purchase of the AD$%,an economic losS? and loss causation. Lead
plaintiffs allege that as concealesks became known by the public, the price of

Longtop ADSs declined substantiath/ culminating in the removal of the ADSs

191 See Janusl31 S.Ct. at 2302 (holding that a corporation with the
obligation to file documents with the SBvas the maker of statements contained
within those SEC filings).

192 SeeComplaint T 58.
19 Seeidq 40.
194 Seeidq 82.
1% Seeidq 150.
1% Seeidf 147.
7 See idq 149.
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from the NYSE}?® and damaging plaintiffs.

2. Plaintiffs Have Properly Pled Control

Control need only be alleged according to the Rule 8 staffard.
Here, Lead plaintiffs have sufficientblleged Palaschuk dacontrol over the
financial statements of the company al@ct involvement in Longtop’s financial
reporting® They include Palaschuk’s own statement that he had “very close
discussions with [the] auditors simthe day [he] joined the compari{:”
Palaschuk signed the SEC filings and issued commentary on the press releases that
accompanied those filing%

3. Plaintiffs Have Properly Pled Culpability

198 Seeidf 11.

19 See In re Am. Int'l Grp., Inc. 2008 Sedso. 08 Civ. 4772, 2012 WL
1134142, at* 2. (S.D.N.Y. Mar. 6, 2012); re Fannie Mae 2008 Secs. Lititd2
F. Supp. 2d 382, 415 (S.D.N.Y. 201Q@prnwell v. Credit Suisse Gr®589 F.
Supp. 2d 629, 639 (S.D.N.Y. 2010).

200 SeeComplaint 7 118.
201 Id

202

See idf 120. See also In re Bristol Myers Squibb Co. Secs. Litig.
586 F. Supp. 2d 148, 171 (S.D.N.Y. 2008) (findawequate allegations of control
where an officer was the “signor anceager of many of the public statements”
and CEO, and therefore, “clearlyarposition to exercise control over the
Company”);In re Alstom SA406 F. Supp. 2d at 494 (citation omitted) (finding
that although an officer’s status is geally not enough to constitute control, it is
reasonable to assume that an officepbwigns a report has a measure of control
over that report).
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Lead plaintiffs have properly pled the liability of Palaschuk with
regard to the 10(b) claim.”” As a result, Lead plaintiffs have stated a 20(a)
claim.”®
V. CONCLUSION

For the foregoing reasons, Palaschuk’s motion to dismiss is denied.
The Clerk of the Court is directed to close this motion (Docket No. 68). A

conference is scheduled for July 16, 2012, at 4:00 p.m. in Courtroom 15C.

SO ORDERED:

Sifiga A. S@%indlin

U.S.D.L

Dated: New onrk, New York
June ¥, 2012

203

See supra Part IV.B.

2% In re American, 741 F. Supp. 2d at 535 (A plaintiff must demonstrate

that the controlling person was in some meaningful sense a culpable participant
in the primary violation.””) (quoting Boguslawsky v. Kaplan, 159 F.3d 715, 720 (2d
Cir. 1998)) (quotation marks and citation omitted).

113
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