UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

X
I (ndividually and :  Civil Action No.

on Behalf of All Others Similarly Situated,
CLASS ACTION

Plaintiff,
COMPLAINT FOR VIOLATION OF THE

Vs. . FEDERAL SECURITIES LAWS

SHENGDATECH, INC., XIANGZHI CHEN,
ANDREW WEIWEN CHEN, and ANHUI
GUO,

Defendants.




Plaintiff has alleged the following based upon the investigation of Plaintiff’s counsel, which
included a review of United States Securities and Exchange Commission (“SEC”) filings by
ShengdaTech, Inc. (“ShengdaTech” or the “Company”), as well as regulatory filings and reports,
securities analysts’ reports and advisories about the Company, press releases and other public
statements issued by the Company, and media reports about the Company. Plaintiff believes that
substantial additional evidentiary support will exist for the allegations set forth herein after a
reasonable opportunity for discovery.

NATURE OF THE ACTION

1. This is a federal class action on behalf of purchasers of the common stock of
ShengdaTech between March 15, 2010 and March 15, 2011, inclusive (the “Class Period”), seeking
to pursue remedies under the Securities Exchange Act of 1934 (the “Exchange Act”).

JURISDICTION AND VENUE

2. The claims asserted herein arise under and pursuant Sections 10(b) and 20(a) of the
Exchange Act [15 U.S.C. §878j(b) and 78t(a)] and Rule 10b-5 promulgated thereunder by the SEC
[17 C.F.R. §240.10b-5].

3. This Court has jurisdiction over the subject matter of this action pursuant to 28 U.S.C.
81331 and Section 27 of the Exchange Act.

4, Venue is proper in this District pursuant to Section 27 of the Exchange Act and 28
U.S.C. 81391(b). Many of the acts charged herein, including the preparation and dissemination of
materially false and misleading information, occurred in substantial part in this District.

5. In connection with the acts alleged in this Complaint, Defendants, directly or
indirectly, used the means and instrumentalities of interstate commerce, including, but not limited to,

the mails, interstate telephone communications and the facilities of the national securities markets.



PARTIES

6. Plainti [ NG—_GD N - < s-t forth in the accompanying certification and
incorporated by reference herein, purchased the common stock of ShengdaTech during the Class
Period and has been damaged thereby.

7. Defendant ShengdaTech is a Nevada corporation that is headquartered in Shanghai,
China. The Company and its subsidiaries are primarily engaged in developing, manufacturing and
marketing nano precipitated calcium carbonate (“NPCC”) products.

8. Defendant Xiangzhi Chen (“Xiangzhi Chen”) is, and was at all relevant times,
Chairman of the Company’s Board of Directors and Chief Executive Officer of ShengdaTech.

9. Defendant Andrew Weiwen Chen (“Andrew Chen”) served as the Company’s Chief
Financial Officer (“CFQ”) until September 30, 2010 when he resigned from such position for
personal reasons.

10. Defendant Anhui Guo (“Guo”) is, and was at all relevant times, a Director and Chief
Operating Officer (“COQ”) at ShengdaTech. On September 30, 2010, the Company’s Board of
Directors appointed Defendant Guo as acting CFO.

11. Defendants Xiangzhi Chen, Andrew Chen and Guo are collectively referred to herein
as the “Individual Defendants.”

12. During the Class Period, the Individual Defendants, as senior executive officers
and/or directors of ShengdaTech, were privy to confidential and proprietary information concerning
ShengdaTech, its operations, finances, financial condition and present and future business prospects.
The Individual Defendants also had access to material adverse non-public information concerning
ShengdaTech, as discussed in detail below. Because of their positions with ShengdaTech, the
Individual Defendants had access to non-public information about its business, finances, products,

markets and present and future business prospects via internal corporate documents, conversations
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and connections with other corporate officers and employees, attendance at management and/or
board of directors meetings and committees thereof and via reports and other information provided
to them in connection therewith. Because of their possession of such information, the Individual
Defendants knew or recklessly disregarded that the adverse facts specified herein had not been
disclosed to, and were being concealed from, the investing public.

13. The Individual Defendants are liable as direct participants in the wrongs complained
of herein. In addition, the Individual Defendants, by reason of their status as senior executive
officers and/or directors, were “controlling persons” within the meaning of Section 20(a) of the
Exchange Act and had the power and influence to cause the Company to engage in the unlawful
conduct complained of herein. Because of their positions of control, the Individual Defendants were
able to and did, directly or indirectly, control the conduct of ShengdaTech’s business.

14, The Individual Defendants, because of their positions with the Company, controlled
and/or possessed the authority to control the contents of its reports, press releases and presentations
to securities analysts and through them, to the investing public. The Individual Defendants were
provided with copies of the Company’s reports and press releases alleged herein to be misleading,
prior to or shortly after their issuance and had the ability and opportunity to prevent their issuance or
cause them to be corrected. Thus, the Individual Defendants had the opportunity to commit the
fraudulent acts alleged herein.

15.  Assenior executive officers and/or directors and as controlling persons of a publicly
traded company whose common stock was, and is, registered with the SEC pursuant to the Exchange
Act, and was, and is, traded on the NASDAQ Global Select Market of the NASDAQ Stock Market
(“NASDAQ”) and governed by the federal securities laws, the Individual Defendants had a duty to

promptly disseminate accurate and truthful information with respect to ShengdaTech’s financial



condition and performance, growth, operations, financial statements, business, products, markets,
management, earnings and present and future business prospects, and to correct any previously
issued statements that had become materially misleading or untrue, so that the market price of
ShengdaTech’s common stock would be based upon truthful and accurate information. The
Individual Defendants’ misrepresentations and omissions during the Class Period violated these
specific requirements and obligations.

16. The Individual Defendants are liable as participants in a fraudulent scheme and
course of conduct that operated as a fraud or deceit on purchasers of ShengdaTech’s common stock
by disseminating materially false and misleading statements and/or concealing material adverse
facts. The scheme: (i) deceived the investing public regarding ShengdaTech’s financial reporting,
business, operations and management and the intrinsic value of ShengdaTech’s common stock; and
(i) caused Plaintiff and members of the Class to purchase ShengdaTech common stock at artificially
inflated prices.

CLASS ACTION ALLEGATIONS

17. Plaintiff brings this action as a class action pursuant to Federal Rule of Civil
Procedure 23(a) and (b)(3) on behalf of a class consisting of all those who purchased the common
stock of ShengdaTech between March 15, 2010 and March 15, 2011, inclusive, and who were
damaged thereby (the “Class™). Excluded from the Class are Defendants, the officers and directors
of the Company, at all relevant times, members of their immediate families and their legal
representatives, heirs, successors or assigns and any entity in which Defendants have or had a
controlling interest.

18.  The members of the Class are so numerous that joinder of all members is
impracticable. Throughout the Class Period, ShengdaTech’s common stock was actively traded on

the NASDAQ. While the exact number of Class members is unknown to Plaintiff at this time and
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can only be ascertained through appropriate discovery, Plaintiff believes that there are hundreds or
thousands of members in the proposed Class. Record owners and other members of the Class may
be identified from records maintained by ShengdaTech or its transfer agent and may be notified of
the pendency of this action by mail, using the form of notice similar to that customarily used in
securities class actions.

19. Plaintiff’s claims are typical of the claims of the members of the Class as all members
of the Class are similarly affected by Defendants’ wrongful conduct in violation of federal law
complained of herein.

20. Plaintiff will fairly and adequately protect the interests of the members of the Class
and has retained counsel competent and experienced in class action and securities litigation.

21.  Common questions of law and fact exist as to all members of the Class and
predominate over any questions solely affecting individual members of the Class. Among the
questions of law and fact common to the Class are:

€)) whether the federal securities laws were violated by Defendants’ acts as
alleged herein;

(b) whether statements made by Defendants to the investing public during the
Class Period misrepresented material facts about the business and operations of ShengdaTech;

(©) whether the price of ShengdaTech common stock was artificially inflated
during the Class Period; and

(d) to what extent the members of the Class have sustained damages and the
proper measure of damages.

22. A class action is superior to all other available methods for the fair and efficient

adjudication of this controversy since joinder of all members is impracticable. Furthermore, as the



damages suffered by individual Class members may be relatively small, the expense and burden of
individual litigation make it impossible for members of the Class to individually redress the wrongs
done to them. There will be no difficulty in the management of this action as a class action.

SUBSTANTIVE ALLEGATIONS

23. Defendant ShengdaTech and its subsidiaries are primarily engaged in developing,
manufacturing and marketing so-called NPCC products, which, due to their special chemical and
physical attributes, are used as functional additives in various products, including paper, paints,
rubber and plastic. The Company purports to use advanced processing technologies to convert
limestone into high quality NPCC products, which are sold to customers in the tire, polyvinyl
chloride building materials, ink, paint, latex, adhesive, paper and polyethylene industries.

24.  The Class Period begins on March 15, 2010. On that date, ShengdaTech filed with
the SEC its Form 10-K for the year ended December 31, 2009 (the “2009 Form 10-K”), which was
signed by Defendants Xiangzhi Chen and Guo, and included the following representations about the
Company’s disclosure and internal controls and Defendant Xiangzhi Chen’s and Andrew Chen’s
certifications thereon:

@ Disclosure Controls and Procedures.

Disclosure controls and procedures (as defined in Rules 13a — 15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (the Exchange Act™)) are
designed to ensure that information required to be disclosed in our reports filed under
the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission’s rules and forms.
This information is accumulated and communicated to management, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosures. Our management, under the supervision
and with the participation of our Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of the design and operation of our disclosure
controls and procedures as of the end of the period covered by this report. Based on
the evaluation, our Chief Executive Officer and Chief Financial Officer concluded
that our disclosure controls and procedures were effective as of December 31, 20009.

(b) Management’s report on internal control over financial reporting.
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Internal control over financial reporting (as defined in Rules 13a - 15(f) and 15d-
15(f) under the Exchange Act) is a process that is designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted
accounting principles, and includes those policies and procedures that:

. Pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of assets of the Company,

. Provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures are being made only in
accordance with authorizations of management and the board of directors of the
Company, and

. Provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the Company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness
to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies and
procedures may deteriorate.

Based on our evaluation of internal control over financial reporting as of December
31, 2009, management has determined that our internal control over financial
reporting was effective. We acquired Chaodong in December 2009, and
management excluded from its assessment of the effectiveness of our internal control
over financial reporting as of December 31, 2009. Chaodong’s internal control over
financial reporting associated with total assets of $4,593,970 and nil revenue, which
was included in the consolidated financial statements of the Company. We also did
not assess the effectiveness of the internal control over financial reporting of
Chaodong. The Company’s evaluation of the effectiveness of our internal control
over financial reporting is based on the criteria established in COSQO’s Internal
Control - Integrated Framework.

Our independent registered public accounting firm, KPMG has audited the
effectiveness of the Company’s internal control over financial reporting as of
December 31, 2009, as stated in their report, which appears below.

(© Changes in internal control over financial reporting.

As previously reported under “Item 4 - Controls and Procedures” in our quarterly
report on Form 10-Q for the quarter ended September 30, 2009, management
concluded that our internal control over financial reporting was not effective based
on the material weaknesses identified in the Company’s internal control over
financial reporting described in the Company’s Annual Report on Form 10-K for the
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fiscal year ended December 31, 2008. Management has continued to work on
remediation efforts since the filing of that report.

During the quarter ended December 31, 2009, changes in our internal control over
financial reporting occurred related to the two previously reported material
weaknesses as follows:

. Management had concluded that for non-routine transactions and related
disclosures, we did not maintain adequate policies and procedures and lacked
personnel possessing adequate technical accounting expertise to ensure that those
transactions are properly accounted for and disclosed in our consolidated financial
statements. As of December 31, 2009, management has concluded that the severity
of this previously reported material weakness has been sufficiently reduced and
remediated such that the previously reported material weakness is no longer a
material weakness. We have designed adequate policies and procedures and hired
and trained enough technically-qualified personnel to properly account for and
disclose non-routine transactions. In addition, as part of the 2009 period-end
financial closing procedures, management utilized a monthly monitoring process.
Based on these reviews, which are part of the control process, non-routine
transactions and related disclosure controls are deemed to be operating effectively.

. Management had concluded that we did not design and maintain effective
policies and procedures to ensure adequate maintenance of tax records, timely
reconciliation of income tax accounts and adequate analysis and review of deferred
tax calculations. As a result, we did not maintain effective internal control over the
accounting for income taxes and related financial statement disclosures. As of
December 31, 2009, management has concluded that the severity of this previously
reported material weakness has been sufficiently reduced and remediated such that
the previously reported material weakness is no longer a material weakness. We
have designed policies and procedures to ensure the maintenance of tax records,
timely reconciliation of income tax accounts and adequate analysis and review of
deferred tax calculations and hired qualified third party specialists to perform these
procedures. Inaddition, as part of the 2009 period-end financial closing procedures,
management utilized a monthly monitoring process. Based on these reviews, which
are part of the control process, tax records, timely reconciliation of income tax
accounts and adequate analysis and review of deferred tax calculations and related
disclosure controls are deemed to be operating effectively.

* * *
I, [Defendant Xiangzhi Chen and Andrew Chen], certify that:

1. | have reviewed this annual report on Form 10-K of ShengdaTech, Inc. (the
“registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of
a material fact or omit to state a material fact necessary to make the statements made,
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in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3 Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for
establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a. Designed such disclosure controls and procedures, or caused
such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being
prepared;

b. Designed such internal control over financial reporting, or
caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

C. Evaluated the effectiveness of the registrant’s disclosure
controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal
control over financial reporting that occurred during the registrants’ most
recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our
most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the
design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and



25.

b. Any fraud, whether or not material, that involves management
or other employees who have a significant role in the registrant’s internal
control over financial reporting.

The above representations and certifications were repeated in all material respects in

the Forms 10-Q that ShengdaTech filed with the SEC during the remainder of the Class Period.

26.

On March 16, 2010, ShengdaTech issued a press release announcing its financial

results for the fourth quarter and year ended December 31, 2009. Such press release included the

following representations about the Company’s 2010 outlook:

ShengdaTech expects to complete repairs and maintenances, as well as equipment
and technological upgrades at its recently acquired NPCC facility in Chaodong,
Anhui Province, and start production in April 2010. Once completed, as a first phase,
the facility will have a planned annual capacity of 10,000 metric tons.

By 2013, as demand dictates, ShengdaTech plans to expand the Chaodong Facility
incrementally with an additional 200,000 MT of production capacity in several
phases with a total investment commitment of approximately $175.7 million.

In addition, as reported, the production building currently housing Phase | of the new
NPCC facility in Zibo was constructed to allow for an additional 40,000 MT of
capacity. ShengdaTech plans to purchase equipment to bring the additional 40,000
MT of designed capacity online in October 2010.

The total planned annual NPCC production capacity for 2010 is expected to reach
approximately 300,000 MT by year end with the addition of the new lines in Zibo
and the 10,000 MT of production facility in Chaodong, Anhui Province. Thiswill be
an increase of 20% compared to the 250,000 MT of capacity reached at the end of
2009.

The Company expects 2010 revenue and net income from NPCC to be in the range
of $123.0 million to $126.0 million and $25.0 million to $27.0 million, respectively.

Defendant Xiangzhi Chen commented on the Company’s 2010 outlook, stating, in pertinent part:

Our management team remains steadfastly committed to increasing ShengdaTech’s
market penetration and to expanding its global reach. Our business strategy in 2010
is to stay highly focused on identified keys to our success - capacity expansion, new
product development, and wider and deeper geographic coverage. In 2010, we plan
to start laying the groundwork to capitalize on the enormous market opportunity and
long-term potential now available in the untapped, prospect-rich Yangtze River Delta
economic region through our recently acquired NPCC facility in Anhui Province.
We also expect to launch new breakthrough NPCC products in a range of new
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applications, including the high potential asphalt market, which is expected to
achieve long-awaited approval from our five testing and fully engaged potential
large-volume customers. Upon approvals, we anticipate beginning to ship increasing
volumes of NPCC going forward. We will sustain our leading competitive edge as
we continue to prove our value proposition with every satisfied customers. We also
continue to evaluate growth opportunities in the technology-driven chemical market
that will help us leverage our management expertise and offer attractive margins for
future growth and profitability. With the improvement in the global economy
positively influencing manufacturing spending, we are increasingly confident of
achieving our fiscal 2010 goals and continuing to create long-term shareholder value.

27. Following the Company’s 2009 fourth quarter and year end earnings announcement,
Defendants held a conference call with analysts and investors, wherein Defendants made positive
statements about the Company and its prospects, including, but not limited to, its revenues, income,
growth drivers and operations.

28. On May 10, 2010, ShengdaTech filed with the SEC its Form 10-Q for the quarter
ended March 31, 2010 (the “March 2010 Form 10-Q’), which was signed by Defendants Xiangzhi
Chen and Andrew Chen and disclosed:

The accompanying interim condensed consolidated financial statements of the

Company include ShengdaTech and its wholly owned subsidiaries. The financial

statements have been prepared in accordance with U.S. generally accepted

accounting principles (“US GAAP”) for interim financial information and the
instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and

Exchange Commission. In the opinion of the Company’s management, the interim

condensed consolidated financial information provided herein reflects all adjustments

(consisting of normal and recurring adjustments) necessary for a fair presentation of

the Company’s consolidated financial position as of March 31, 2010, the results of its

operations for the three months ended March 31, 2010 and 2009, and its cash flows

for the three months ended March 31, 2010 and 2009.

29. In addition, the March 2010 Form 10-Q included representations about the
Company’s disclosure and internal controls and Defendant Xiangzhi Chen’s and Andrew Chen’s
certifications thereon.

30. OnMay 11,2010, ShengdaTech issued a press release announcing its financial results

for the 2010 first quarter, the period ended March 31, 2010. For the quarter, the Company reported
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revenue from continuing operations of $30.2 million, a 46.2% increase over the prior year period,
and net income from continuing operations of $6.7 million, or $0.12 per diluted share. Defendant
Xiangzhi Chen commented on the Company’s first quarter results, stating, in pertinent part:

We are delighted to report another strong record-breaking quarter for our NPCC

business evidenced by robust top-line growth coupled with improved margins. Our

investments in R&D and end-market development continue to bear fruit, as we shift

our product mix to more value-added NPCC applications to meet the rising demand

from high-end-product markets, where we can justify greater pricing flexibility and

realize sustainable growth potential.

As a nano-technology leader in the specialty chemical sector in China, we remain

proactive in new-product development and in expanding our application base. Our

engineers work closely with our customers to design solutions for them to enhance

their product functionalities and reliabilities and to lower their costs as well. This is

the value proposition that has successfully set us apart from other product offerings

in this space. By extending our record of complete customer satisfaction into many

more manufacturing sectors, we expect rapidly growing opportunities in our

addressable markets for NPCC.

31. Following the 2010 first quarter announcement, Defendants held a conference call
with analysts and investors, wherein Defendants made positive statements about the Company and
its prospects, including, but not limited to, its revenues, expenses, income, margins, markets, growth,
orders, average selling prices, and customers.

32.  OnJune 15, 2010, ShengdaTech filed with the SEC a Form S-3 registration statement
(the “Registration Statement™) to register $150,000,000 of ShengdaTech’s common stock, debt
securities, warrants and units.

33.  On July 29, 2010, ShengdaTech filed with the SEC Amendment No. 1 to the
Registration Statement and amendments the Company’s 2009 Form 10-K and the Company’s March

2010 Form 10-Q in response to comments received by the Company from the SEC in a letter dated

July 9, 2010.
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34.

On August 9, 2010, ShengdaTech filed with the SEC its Form 10-Q for the quarter

ended June 30, 2010 (the “June 2010 Form 10-Q”), which was signed by Defendants Xiangzhi Chen

and Andrew Chen and disclosed:

The accompanying interim condensed consolidated financial statements of the
Company include ShengdaTech and its wholly owned subsidiaries. The financial
statements have been prepared in accordance with U.S. generally accepted
accounting principles (“US GAAP”) for interim financial information and the
instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and
Exchange Commission. In the opinion of the Company’s management, the interim
condensed consolidated financial information provided herein reflects all adjustments
(consisting of normal and recurring adjustments) necessary for a fair presentation of
the Company’s consolidated financial position as of June 30, 2010, the results of its
operations for the three and six months ended June 30, 2010 and 2009, and its cash
flows for the six months ended June 30, 2010 and 20009.

35.

In addition, the June 2010 Form 10-Q included representations about the Company’s

disclosure and internal controls and Defendant Xiangzhi Chen’s and Andrew Chen’s certifications

thereon.

36.

On August 10, 2010, ShengdaTech issued a press release announcing its financial

results for the 2010 second quarter, the period ended June 30, 2010. For the quarter, the Company

reported revenue from continuing operations of $33.2 million, a 28% increase over the prior year

period, and net income from continuing operations of $7.1 million, or $0.13 per diluted share.

Defendant Xiangzhi Chen commented on the Company’s first quarter results, stating, in pertinent

part:

Our growth continued in the second quarter of 2010 as our enhanced R&D efforts
have created much higher value-added products, which are generating robust sales.
Our solid financial performance also comes from the economies-of-scale contributed
by our increases in production capacity. We will continue to target the high-end
markets and industries ideal for our nano-technology applications.

We believe that with our increased production capacity and on-going acquisition of
limestone mining rights, along with our strong R&D support, we are well-positioned
to achieve high gross margins. We remain confident in the industry’s growth
prospects and we are well positioned to sustain our demonstrated leadership and
record of success in this sector.
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37. Following the 2010 second quarter announcement, Defendants held a conference call
with analysts and investors, wherein Defendants made positive statements about the Company and
its prospects, including, but not limited to, its revenues, expenses, income, margins, markets, growth,
average selling prices, and customers.

38. On September 15, 2010, ShengdaTech filed with the SEC amendments the
Company’s 2009 Form 10-K and the Company’s March 2010 Form 10-Q in response to comments
received by the Company from the SEC in a letter dated August 11, 2010.

39.  OnOctober 1, 2010, ShengdaTech filed a Form 8-K with the SEC disclosing that on
September 30, 2010, Defendant Andrew Chen resigned as the Company’s CFO “for personal
reasons” and that the Company’s Board of Directors appointed Defendant Guo, COQ, to serve as
acting CFO until such time that ShengdaTech hired a new CFO.

40. On October 20, 2010, ShengdaTech filed with the SEC Amendment No. 2 to the
Registration Statement

41.  OnNovember 8, 2010, ShengdaTech filed with the SEC its Form 10-Q for the quarter
ended September 30, 2010, (the “September 2010 Form 10-Q”), which was signed by Defendants
Xiangzhi Chen and Guo and disclosed:

The accompanying interim condensed consolidated financial statements of the

Company include ShengdaTech and its wholly owned subsidiaries. The financial

statements have been prepared in accordance with U.S. generally accepted

accounting principles (“US GAAP”) for interim financial information and the
instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and

Exchange Commission. In the opinion of the Company’s management, the interim

condensed consolidated financial information provided herein reflects all adjustments

(consisting of normal and recurring adjustments) necessary for a fair presentation of

the Company’s consolidated financial position as of September 30, 2010, the results

of its operations for the three and nine months ended September 30, 2010 and 2009,
and its cash flows for the nine months ended September 30, 2010 and 2009.
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42. In addition, the September 2010 Form 10-Q included representations about the
Company’s disclosure and internal controls and Defendant Xiangzhi Chen’s and Guo’s certifications
thereon.

43.  Also on November 8, 2010, ShengdaTech issued a press release announcing its
financial results for the 2010 third quarter, the period ended September 30, 2010. For the quarter,
the Company reported revenue from continuing operations of $34.4 million, a 36% increase over the
prior year period, and net income from continuing operations of $7.0 million, or $0.13 per diluted
share. Defendant Xiangzhi Chen commented on the Company’s first quarter results, stating, in
pertinent part:

Our strong revenue and net income growth in the third quarter of 2010 was led by

continued capacity expansion fueled by growth in customer demand. Demand for

our NPCC products continues to rise as we further penetrate our existing end-markets

and expand into new markets. We are aggressively ramping up capacity utilization at

our new NPCC facility in Anhui Province and are in advanced negotiations with
prospective customers in this high-potential, prospect-rich economic region.

One of our leading competitive advantages in the NPCC market is our ability to
introduce new, value-added product applications for NPCC. For example, in the
third quarter of 2010, we recognized our first sales of our new NPCC application for
asphalt and expect orders to accelerate in the coming months. We plan to patent

protect this application to capitalize on this market opportunity and reap maximum
benefits from our intensive and extensive research efforts.

44, Following the 2010 third quarter announcement, Defendants held a conference call
with analysts and investors, wherein Defendants made positive statements about the Company and
its prospects, including, but not limited to, its revenues, expenses, income, margins, markets, growth,
average selling prices, and customers.

45.  That same day, November 8, 2010, ShengdaTech filed with the SEC Amendment No.
3 to the Registration Statement.

46.  On November 18, 2010 ShengdaTech filed with the SEC Amendment No. 4 to the

Registration Statement.
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47. On November 23, 2010 ShengdaTech filed with the SEC Amendment No. 5 to the
Registration Statement.

48.  OnDecember 9, 2010, ShengdaTech issued a press release announcing plans to offer
an aggregate of $90 million of senior convertible notes due 2015 in a private offering. The
Company also announced that it intended to grant the initial note purchasers an option to purchase an
additional $30 million of such notes.

49, On December 10, 2010, ShengdaTech announced that it entered into a purchase
agreement with Morgan Stanley & Co. relating to the sale by the Company of $130 million
aggregate principal amount of the Company’s 6.50% Senior Convertible Notes due 2015 (the
“Notes™), in a private offering (the “Note Offering”) to “qualified institutional buyers” as defined in
Rule 144A under the Securities Act of 1933. ShengdaTech also announced its intention to use the
net proceeds from the Note Offering to repurchase $67 million of the Company’s 6.0% Convertible
Senior Notes due 2018 and to finance its NPCC production capacity expansion, research and
development activities and other working capital requirements.

50.  On December 15, 2010, the Company announced that issued $130 million aggregate
principal amount of the Notes in the Note Offering.

51.  The statements referenced above in 124-31, 34-38 and 41-44 were each materially
false and misleading when made because they misrepresented and failed to disclose the following
adverse facts, which were known to Defendants or recklessly disregarded by them:

€)) that ShengdaTech was operating with material deficiencies in the system of
internal control over its financial reporting;
(b) that ShengdaTech’s financial statements, during at least 2010, were not fairly

presented in conformity with U.S. GAAP and were materially false and misleading; and
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(c) that based on the foregoing, Defendants lacked a reasonable basis for their
positive statements about ShengdaTech’s revenues, expenses, income, margins, markets, growth,
average selling prices, and customers.

52.  Then, on March 15, 2011, the Company issued a press release announcing that it had
appointed a special committee of the Board of Directors to investigate “potentially serious
discrepancies and unexplained issues relating to the Company and its subsidiaries’ financial records
identified by the Company’s auditors” in the course of their examination of ShengdaTech’s
consolidated financial statements for the year ended December 31, 2010.

53. The Company further announced that: (i) the Company’s audit committee retained
O’Melveny & Myers LLP as independent outside counsel, which had initiated an internal
investigation, (ii) the SEC had been notified about the commencement of the internal investigation,
and, (iii) the Company would not file its 2010 Form 10-K in a timely manner.

54, In response to this unexpected announcement, trading in the Company’s shares was
suspended.

55.  The market for ShengdaTech common stock was open, well-developed and efficient
at all relevant times. As a result of these materially false and misleading statements and failures to
disclose, ShengdaTech common stock traded at artificially inflated prices during the Class Period.
Plaintiff and other members of the Class purchased or otherwise acquired ShengdaTech common
stock relying upon the integrity of the market price of ShengdaTech common stock and market
information relating to ShengdaTech, and have been damaged thereby.

56. During the Class Period, Defendants materially misled the investing public, thereby
inflating the price of ShengdaTech common stock, by publicly issuing false and misleading

statements and omitting to disclose material facts necessary to make Defendants’ statements, as set
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forth herein, not false and misleading. Said statements and omissions were materially false and
misleading in that they failed to disclose material adverse information and misrepresented the truth
about the Company, its business and operations, as alleged herein.

57.  Atall relevant times, the material misrepresentations and omissions particularized in
this Complaint directly or proximately caused, or were a substantial contributing cause of, the
damages sustained by Plaintiff and other members of the Class. As described herein, during the
Class Period, Defendants made or caused to be made a series of materially false or misleading
statements about ShengdaTech’s business, prospects and operations. These material misstatements
and omissions had the cause and effect of creating in the market an unrealistically positive
assessment of ShengdaTech and its business, prospects and operations, thus causing the Company’s
common stock to be overvalued and artificially inflated at all relevant times. Defendants’ materially
false and misleading statements during the Class Period resulted in Plaintiff and other members of
the Class purchasing the Company’s common stock at artificially inflated prices, thus causing the
damages complained of herein.

Additional Scienter Allegations

58.  Asalleged herein, Defendants acted with scienter in that Defendants knew that the
public documents and statements issued or disseminated in the name of the Company were
materially false and misleading; knew that such statements or documents would be issued or
disseminated to the investing public; and knowingly and substantially participated or acquiesced in
the issuance or dissemination of such statements or documents as primary violations of the federal
securities laws. As set forth elsewhere herein in detail, Defendants, by virtue of their receipt of
information reflecting the true facts regarding ShengdaTech, their control over, and/or receipt and/or

modification of ShengdaTech’s allegedly materially misleading misstatements and/or their
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associations with the Company, which made them privy to confidential proprietary information
concerning ShengdaTech, participated in the fraudulent scheme alleged herein.

59. Defendants were further motivated to engage in a fraudulent course of conduct in
order to allow the Company to sell convertible securities in the Note Offering to unsuspecting
investors at artificially inflated prices.

Loss Causation/Economic Loss

60. During the Class Period, as detailed herein, Defendants engaged in a scheme to
deceive the market and a course of conduct that artificially inflated the prices of ShengdaTech
common stock and operated as a fraud or deceit on Class Period purchasers of ShengdaTech
common stock by failing to disclose and misrepresenting the adverse facts detailed herein. When
Defendants’ prior misrepresentations and fraudulent conduct were leaked to the market, the price of
ShengdaTech’s common stock fell as a portion of the prior artificial inflation came out. During the
final five trading days of the Class Period, ShengdaTech’s common stock fell more than 12%,
closing at $3.55 on March 14, 2010, the day before trading in the Company’s shares was suspended.
As aresult of their purchases of ShengdaTech common stock during the Class Period, Plaintiff and
the other Class members suffered economic loss, i.e., damages, under the federal securities laws.

61. By failing to disclose to investors the adverse facts detailed herein, Defendants
presented a misleading picture of ShengdaTech’s business and prospects. Defendants’ false and
misleading statements had the intended effect and caused ShengdaTech common stock to trade at
artificially inflated levels throughout the Class Period, reaching as high as $7.55 per share on April
7, 2010.

62.  As adirect result of Defendants’ prior misrepresentations and fraudulent conduct
being leaked to the market, the price of ShengdaTech common stock fell over 12% during the final

five trading days of the Class Period and trading in the Company’s shares was suspended. The
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economic loss, i.e., damages, suffered by Plaintiff and the other Class members was a direct result of
Defendants’ fraudulent scheme to artificially inflate the prices of ShengdaTech common stock.

Applicability of Presumption of Reliance:
Fraud on the Market Doctrine

63.  Atall relevant times, the market for ShengdaTech common stock was an efficient
market for the following reasons, among others:

@) ShengdaTech common stock met the requirements for listing, and was listed
and actively traded on the NASDAQ, a highly efficient, electronic stock market;

(b) as aregulated issuer, ShengdaTech filed periodic public reports with the SEC
and the NASDAQ;

(c) ShengdaTech regularly communicated with public investors via established
market communication mechanisms, including regular disseminations of press releases on the
national circuits of major newswire services and other wide-ranging public disclosures, such as
communications with the financial press and other similar reporting services; and

(d) ShengdaTech was followed by several securities analysts employed by major
brokerage firms who wrote reports which were distributed to the sales force and certain customers of
their respective brokerage firms. Each of these reports was publicly available and entered the public
marketplace.

64.  As aresult of the foregoing, the market for ShengdaTech common stock promptly
digested current information regarding ShengdaTech from all publicly available sources and
reflected such information in the prices of the stock. Under these circumstances, all purchasers of
ShengdaTech common stock during the Class Period suffered similar injury through their purchase

of ShengdaTech common stock at artificially inflated prices and a presumption of reliance applies.
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No Safe Harbor

65.  The statutory safe harbor provided for forward-looking statements under certain
circumstances does not apply to any of the allegedly false statements pleaded in this Complaint.
Many of the specific statements pleaded herein were not identified as “forward-looking statements”
when made. To the extent there were any forward-looking statements, there were no meaningful
cautionary statements identifying important factors that could cause actual results to differ materially
from those in the purportedly forward-looking statements. Alternatively, to the extent that the
statutory safe harbor does apply to any forward-looking statements pleaded herein, Defendants are
liable for those false forward-looking statements because at the time each of those forward-looking
statements were made, the particular speaker knew that the particular forward-looking statement was
false, and/or the forward-looking statement was authorized and/or approved by an executive officer
of ShengdaTech who knew that those statements were false when made.

COUNT I

Violation of Section 10(b) of
the Exchange Act and Rule 10b-5
Promulgated Thereunder Against All Defendants

66. Plaintiff repeats and realleges each and every allegation contained above as if fully set
forth herein.

67. During the Class Period, Defendants disseminated or approved the materially false
and misleading statements specified above, which they knew or deliberately disregarded were
misleading in that they contained misrepresentations and failed to disclose material facts necessary
in order to make the statements made, in light of the circumstances under which they were made, not
misleading.

68. Defendants: (a) employed devices, schemes, and artifices to defraud; (b) made untrue

statements of material fact and/or omitted to state material facts necessary to make the statements not
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misleading; and (c) engaged in acts, practices, and a course of business which operated as a fraud
and deceit upon the purchasers of the Company’s common stock during the Class Period.

69. Plaintiff and the Class have suffered damages in that, in reliance on the integrity of
the market, they paid artificially inflated prices for ShengdaTech common stock. Plaintiff and the
Class would not have purchased ShengdaTech common stock at the prices they paid, or atall, if they
had been aware that the market prices had been artificially and falsely inflated by Defendants’
misleading statements.

70.  Asadirect and proximate result of Defendants’ wrongful conduct, Plaintiff and the
other members of the Class suffered damages in connection with their purchases of ShengdaTech
common stock during the Class Period.

COUNT NI

Violation of Section 20(a) of
the Exchange Act Against the Individual Defendants

71. Plaintiff repeats and realleges each and every allegation contained above as if fully set
forth herein.

72.  The Individual Defendants acted as controlling persons of ShengdaTech within the
meaning of Section 20(a) of the Exchange Act as alleged herein. By reason of their positions as
officers and/or directors of ShengdaTech, and their ownership of ShengdaTech stock, the Individual
Defendants had the power and authority to cause ShengdaTech to engage in the wrongful conduct
complained of herein. By reason of such conduct, the Individual Defendants are liable pursuant to
Section 20(a) of the Exchange Act.

WHEREFORE, Plaintiff prays for relief and judgment, as follows:
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A. Determining that this action is a proper class action, designating Plaintiff as Lead
Plaintiff and certifying Plaintiff as a Class representative under Rule 23 of the Federal Rules of Civil
Procedure and Plaintiff’s counsel as Lead Counsel;

B. Awarding compensatory damages in favor of Plaintiff and the other Class members
against all Defendants, jointly and severally, for all damages sustained as a result of Defendants’
wrongdoing, in an amount to be proven at trial, including interest thereon;

C. Awarding Plaintiff and the Class their reasonable costs and expenses incurred in this
action, including counsel fees and expert fees; and

D. Such other and further relief as the Court may deem just and proper.

JURY TRIAL DEMANDED

Plaintiff hereby demands a trial by jury.

DATED: March 18, 2011
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