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IN THR UNTTED STATES DISTRICT COURT A7 CHAReC e

FOR THE WESTERN DISTRICT OF VIRGINIA JAN 10 2000
CHARLOTTRSVILLE DIVISION

MOPQAL E SEQ :
cviL AcﬁWmQ/

3 VOO0 A-
CLASS ACTION COMPLAINT
AND JURY DEMAND

MARVIN B SIKES
Plainug,
v.

VALUER AMEBRICA, INC., CRAIG A. WINN,
THOMAS MORGAN, REX SCATENA mad
DEAN M. JOHNSON,|

Defendants.

SRR NN

Plandf, by his attorneys, as and for his Class Action Complaint, alleges the
{ollowing upon persorl knawlsdge as to himself and hus asts and as 10 all other wmattars npon,
inges alia. the iavestiganon mads by and trough s snomeys, including a review of the public
Slngs of Value America, [ne. ("Value America” or the "Company') with the United Statas
Securities and ExchnTp Coramission (“SEC*), as well as published reparts and news articles.
JUBISDICTION ANR YENUE

1. Thas court has jurisdiction over the subject maner of this action pursuant
1o Section 27 of the ities Exchange Act of 1934 (the "Exchunge Act") [13 U.S.C. §78aa),
Section 22 of the S

ities Act of 1933 (the "Secwities Acs") (15 U.8.C. §77v] and

supplemental jurisdiftion [38 U.S.C. §1367]. The claims asserted hereia arise uoder Section
10(b) and 20(s) of ths Exchange Act (15 U.S.C. §378j(b) ana 78u(x)}, snd Ruls 10b-$
promulgated er by the SEC (17 C.F R §240.100-5), and Sections 11, 12(a)(2) and 15 of

the Secwities Aet (18 U.8.C. §§77k, 77U2) and 770).
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2, lmue in this case is propes in this Judicial Distriet pursuant to Section 27

of the Bxchange Ast (15 U.S.C. §78sal. and 28 U.S.C. §1391(h) and Section 22 of the Securiiies

Act (1§ U.8.C. §77v]. Many of the acts and Tansactions piving nee © the violations of law
complanad of herein,

maserially false and

cluding the preparation snd disasmmination to the wmvesting public of

sading information, occurred within this Judicial Distrier. I addition,

Value America its principal executive offices within this Judicial Dusmict.

3. connection with the acts, conduct and other wrongs allaged in this

complaint, the 4 18, directly snd indirectly, used the moans and instrumemalides of

interstste commarcs, including the mails, wcicphone commuaications and Bs fasilities of 3

national securities ex ..

NATURE.QF THE ACTION

4. This is a securities class action brought by plaintiff on behalf of himself
and all persans a8 described below (the "Class*), other than the deferidamts and related pasties,
who purchased or otherwiss acquired Valus Amarica securities besween April 7, 1999 through
December 28, 1999, inclusive, (the "Class Period").

L8 Defendanty' public misrepresentanons and onussions of matenal adverse

information re.

, intex alite Valus America's finaacial condition were kmown 10 them, or

were recklessly garded by them and caused tha gnarket pnice of Vajue Amszica securities to

during the Class Penod.

5. Bach of the defimdanta ¢ithey kanew or recklessly disregardad the facts thas
the statemnents and enissions duaibedbetowm_fnm and misleading; that such statemnenss
2
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csch member of tha

8.
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9.

ive investors into puschasing thoae ssciirities Az antificially inflated prices.

8 Period, plaimtiff and each member of the Class directly or indirsctly
s' public reporta, press releases, filings with the SEC aad othey public
described below, and the fast that thase securitias were fairly priced
ity of the market for Value Americs securities. As & result, plaintiff end
Class have been damaged by tha defendants' wrangful conduet.

IHE PARTIRS
Plaintift Marvin B. Sikes, purchased SO shares of Value Americs common
1699 instial publie offaring (“IPQ") at $23 per ahare, as set Mtk in his
sccompanying certification and was dumaged thereby as ses forth hersin.
Defandant Value America, incorporated in Masch 1996 in Nevada and
reincorporated in ltﬂ
Lane, Chariottesvil

y VA 22911. Value America is an onlins service tha: purports to sell & wida

in Virginis, maintains its principal executives offices at 1560 Insurance

variety of products incliding spparel, footwear, computers, electronics, home frnishings,

Jewelry, major sppliances, saftware and toys.

10,

Defmdant Craig A Wian ("Winn"), the principal foundar of Value

Amarics in March 1996, was chauman of the hoard from March 1996 until November 24, 1999.
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Period, and served as Value Amsrica's chief exscutive officar ("CED") fiom March 1996
through March 1999, During the Class Period, while in possession of material advarse intide
informarion, dct‘mduT Winn soid 72,500 shares of Valus Amesica conunon siock, reaping
proceeds of more thag $1.07 millien &t prices as high as §14.86 per share.

11. | Defundans Thowmas Morgan ("Morgan") was CEO of Value Amsrica from
prior to the sian of thr Class Period until November 24, 1999.

12. | Dafendant Rex Scatena ("Scatens™), co-foundse of Value Americs in
March 1996, was vie

chairman of the board and general counssl tkroughous the Class Period,
and director since 1996. Dsfendant Scatena resignad on Decamber 29, 1999. Fram
August 1998 throughi March 1999, defendant Seatena sezved as Valie America'’s exscutive vice
prosiden: - Businesy Development. During the Class Petiod, whils in possession of material
adverse inaide informadon, defendant Scatsna sold 195,500 shares of Valus America common
stock, resping of mote than $3.199 million at prices as high a8 $11.86 per share.
Dsfendans Dean M. fohnsan ("Jahnsan™), was axecutive vics president,
chief financial officer (“CFQ") saat divector of Value America ffom November 1997 through the
end of the Class Pasjod. 1n December 1997, dafendant Johnson became Value America's
socretary. Dusing the Class Period, while in possession of materisl sdverse inside information,
defendant Johnson gold 93,310 shares of Value Amsrics comman siock, reaping procesds of
more than $1.028

14,

OB &I prices as high as $11.86 per sharc.
Defendania Wion, Morgan, Scxena and Johnaon are callsctively seferrad

to herein a8 ths "Ingividual Deftndants.” The Individusl Defendants, because of theix positions
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of cangral and authority as officers and/or directory of Velue Americs, were abls to and did
cantrol the contents 9f the vadous quarterly reparts, SEC filings, presa relsasts and prescatations
1o tecurities analysts|permaining to those entitios, including, withous limitation, the registration
statemncnts and prospectuses filed with the SEC, including ths final ragistvatian statemens (the
"Registrasion Statemient”) containing the fioal prospeotus (the “Prospesnu”) declared cffactive
by the SEC on or abput April 7, 1999. Rach of the Insider Defindams was provided with capies
of mansgemen; repayts, press relcases and SEC filings alleged harwin to be misleading prior 1o,
or shortly sfter theiriiasuance and had the sbility and opportumity to prevent teir issnance or
cause thera to ba cofrectad. As & result, sach of the defendana is rweponsible for the aceurary of
mcpnbucnpomnl:mmmahmhu"mwpubﬁmwmmum&n
responsible and liabje for the represeniations contained therein.

CLASS ACTION ALLEGATIQNS

18. | Phintiffbrings this class action under Rules 23(a) and 23(b)(3) of the
Federal Rules of Ciyil Procedure on behalf of & class (the "Class"™) of all individuals and entities
who purchased or ckherwise acquired Value America secuxitiss duzing the Class Period.
Excluded from the Class are the defendants hersin, members of the immaediate family of each of
ibe defrndanm, anyparsen, Siom, U, corpotation, afficer, disecior o other individual of say
sntity in which any|defendant has & coswoiling interens or which is related to or affiliazed with
any of the defeudagts, and the legal representatives, heirs, successors-in-intarest or assigns of any
such sxcluded party.

16.| This action is properly maintsinsble as & class action because:
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During the Clam Petiod, in excess of 44 million shares of Valus
AInerics common were ovistanding;

The common stock was actively taded on an impereonal and
efficicns wading during the Class Period. The members of the Class for whoss bensfls
this action: is broughs are disperaed throughout the United States, and arc 30 numarous tha
joindes of all Class members is impracticable. Thousands of Valus America shares were
publicly waded during the Clasa Period and, upon informanan and belief, there are hundreds of
membersof the C |
e. Plaintff's claims ars typical of the claims of the ot mambers of
the Class, and plaintff and all members of the Class sustained damages as 2 result of the
dafendants’ wrongfull conduct complainsd of herein;

q Plaintiff is 2 teprescntative party wha will fairly and adsquately

protect the inlezess §f the other members of the Class, and has rensined counsel sompstant and

experionsed 1o class jaction securities litigation. Plaintiffhas no interests antagonistic 10, or in

condlict with, the Class it seeks to tepresent;

e A class action is suparior w0 other svailable methods foy the fair
-and efficiem ;djuﬁiimion of the .chi:m asteried herein, hecanse joinder of all members 18
impracticable. FWHW. because ths damagses sufferad by the individual Class members may

be relanvely small, the cxpense and burdes of individual Litigation make it virually imposaible
for the Class

10 separately redress the wrongs doat to them. The likelihood of
individual Class members prosscuting separats claimas is remote;
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2 Plaintiff anticipates no unusual difffcultios in the mansgement of
this action as 8 class ?stion; and

'S The quastions of law and fict comsmon 10 the members of the Class
predominate over any questians affecting any individual members of she Class.

17. | The questions of law and fact which are comsmon to the Class includo,
among aihers:
1 ¥ Whether the federal securities laws wers violassd by the
defendants’ acts as ajieged herein;

b. Whether the documenss, reieases, reports and/or statements
disseminated to the [nvesting public and 1 Value America shaseholdecs during the Class Pesiod
omitted or mmqmllmud material facts ahout the financial condition, business and incoms of
Value America;
c. Whather the defeadants acted with knowledge or with reckless
disregard for the mith in ogutting 10 staze and/or misrepresenting matsrial facts;

d. Whsther, during the Class Period, the markat price of Value

America commen Iook was amificially inflated due 1o the non-disclosures and/or maierial

misrepresentations lnined of hetein;

s. Whether the defendants participated {n and pursued the common
course of conduc: complained of herein; and

18 ‘Whether the members of the Class have sustained demages and, if
o, what is rhcymlmmmm theroof.
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18. | Plaintiff will rely, in part, upon ths presumption of rel{ance established by
the faud-on-mackat doctrine. The market for Valie America commoan stock wia at all times an
efficicut maricat for the following reasons, among others:

. Values America met the requirements for listing, and was listed on
ths NASDAQ Nnn‘o‘{ul Masket Symtem, s highly efficisnt sacurities market, undar the symbol
"WUSA;"

b. As a regulated issuss, Valus America filed periodic public reports
with the SEC,

. Value Amaerice's securiries volume was substantial during tha
Class Period;
d. Value America was followsd by various secusttiss analysts who
wrote reports which wers available through various automated data retrigval services;

e Value America dissemninated information on a market-wide hasis
through various elsetronic media services; and

4 The masket price of Valus America sacurities reactad efficiently to
new infbrmation engering the market.

19. | The foregoing facts clearly indicate the exisience of an cfficient market for
rading of Value America socurities and meks applicabls the fraud-on-the-market docwine.
Similacly, plaintiff pnd the other membars of the Class arc entitlad to 2 presamption of reliance
with respect to the misstatements and amissions alleged herein.
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RRE-CLASS PERIOD STATEMENTS
20. |On January 19, 1999, Willam L. Hunt Il ("Buat"), Valus Ametica’s

divisiona) vice presideut for Housowares Merchandise made several statements ralating 1o the

Company's pusported and upcoming [PQ. The statements weve reported by Dow Ionss
Onling Nagwg laser thap day. The statemsars included sssertions that Valus Amanca's growth in
sales was double that pf other electronic copumerce tatailers. The Company did not even anempx
10 retract this ststemens priar to the [PO.
SURSTANTIVE ALLEGATIONS

2l. | OnApml 7, 1999, the stan of the Clasa Period, Rloomberg News reportad
that Value Amenca [PO comprised $.5 million shares of common stack priced at $23 per share,
raising $117.6 milliop. On this fire day of tading, Valus Amezica's common stock Mdu :
high as §74.25 per ‘hfﬂf closing at $35, & gain of 139% for the day, giving the Company &
market value of $2.4{billion and defendant Winn ¢ stake in the Company werth $348.4 million.

22. | Blogmberg Naws also reported on Apnil 7, 1999, that Value America's
offering of .5 milli

sharss wag "500,000 more than originally expeoted, and $1 [per share]
above the top of ths §20-322 range set by (the underwriters].”

23. | Undarthe beading "STRATEGY," the Registration Siatement stated,
"Value America i to offer consurners s wide selection of products fram a variety of
categaries.” This matement was materially misloading when made becguse defendants knew that
mere than 95% of America's customers bought products nearty exclusively from a fow
related catsgories, , (1) the consumar and business PC's and peripharals, (2) computar

software, (3) consuther electronics and (4) office supplics. Additonally, the Regimration
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Statment fiiled to wagn investors that tis Company was sxpericncing considsrable difficulty
npmdingiubulua?mon other product aveas besauss, jnge alia:

3 he Company's marketing ffbres were focused upon low to sub.

2210 margin PC and chnsumer electronics offerings;

b. the Company was unabls 10 timely supply ordersd goods In areas

b:yondiuoon?c«lrmumzamwm

slectronics business
and/of failed shipm:

c unfllled orders autside the Company's core PC and consumsy
creaning an undiscloasd hacklog with cver increasming delay in ahipmeny
thereby loaing the custamen antracied 10 ths Company’s websits by i

massive snd costly agvertising samapaign.

Value America inv
nearly exclusively in
4.

gowth, under the
DECISION [F YOU

rs were tharefbrs unsware that the Company was theced to campete
the low to mid-ze70 margin businsss of PC and consumer electronics sales.

Regarding Hunrs pre-IPQ statement regasding the Company’s purponied
ing "YOU MAY MAKE AN INAPPROPRIATE INVEATMENT

RELY ON STATEMENTS MADE IN THR PRESS," the Registration

Swutement merely
in sales).” This siat
best position w imo
Fowih was not "do

2s.

es, "We cannot validate the statements relaxing to (Value America's growth
mqudWﬁalehancmMpwm in the
. and did know, of ware reekdess in not knowing, that Valus America's

le thas of other electranic cormmerce retailers.”

At the dispotion of defendanta, ths Company filed its report on SEC Form

10-Q for the q"‘“ﬁ ended Mareh 31, 1999 an or about May 10, 1999 (the *First Quanier 1999
10-Q*). Under the heading, “ADDITIONAL FACTORS THAT MAY ARFECT FUTURE

ZOLPZ
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RESULTS,” & Fiet 1999 10-Q atates, "If the Compazny does not improve its

operational systems afd customer service capabilitios, it could loss customers sod damage in

"operational symems and customas nnrit_:c capabiliies.” Additionally,
the swo sabsaquently Bled quarterly repotts on SEC Form 10-Q, for the quartars ended June 30,
1999 (fl1ed on or aboys Augum 9, 1599) and Soptamber 30, 1999 (filed on or about Navember 8,
1999) canspieuously pmintad this purported "risk” disclasure, thereby further misleading

invesors 1o belisve dLn evey the "risle” had heen oliminatad.

26. | On August 2, 1999, Buzinass Wigs carviod a Valus America press release
reportiag $35.8 millipn in revenus far its second quarier endad June 30, 1999, 2 600% insrease
over the comparable [uarter s year sarlier. The Company's press release sdded, "During the
quaster, 95% of Valus Amaerica's brand parmen weze able to ahip [t0] its customers within one
business day.” The Compamy also reported:

- *
voaulebaFallel g R O nuvq-- 1t . SR Gy

W!nlnh-Cnmumyh
ple umhmdhnmudtamlymmudlmﬂ-bnd
$eTVig mwathm;tmmammcdmbm

. s and ransastional engine to a Unix and RISC
Ry dmvemmmm(:wm.
Onc dmbuulua%budxrunawmk

Craig A. Wina, Chairman snd Foundsr of Valus Amarica, said:
“The jaxplasive growth in Valus Americs during the quarnter aud
our iycrearingly strong and broad relstionships with the leading
brs mmfm\mdﬁmvmumm

\{ Mcshb tln!m;lu«mmmc.mdn
sriving o sell more name produets 10 connimers and

i
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inespes than any other e-commerce company. Our results this
quanier ldemonstrate that we ars well an our way W achisving thi4
gosl.”

Ms. Winn added: "W continie 10 add new hrandaand mackes
ey yrriitving o roq) OIarings 2o NAQNS
’ . Atmdmc.mmdxmzﬁnnyinmuium

of specialized storsDonis that we offer communities of
buyery, including associations, chasities, schools, unions, faith
groupd, and locsl gavermments. We are providing the retal]

sojutidn that benefits everyons.”

Tom Morgan, Chief Executive Officer of Valuc Americs, sald:

' D ERATRRGE . Y | DS AUAR 1D INAIARE L DWW X Ul
OOTI4 Ll 1g) Y u._-gq- .. [} VRN LYY ] YY) ' RN TLON ALY sl vy

oty solelJe \' .. - rtey. (A AVEIRDEY m echnaines ,
e l‘. FAlll L infragtrictiiee W t “eqal ‘gl

whilejour investments in brand-bullding will help establish Value
medcs as the supetior s-commerce destination. We have
agbled & winning management 1eam and resolyess © pravide
an owgstanding customer cxpenience.”

AEariLa L LTI “ ] ¢ 1 84211 14
v
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RAN SUKT X NONENING SINGE 1Y el | BB COI0 \ onimied
. .
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LU LIS 10
27. | The Campaay's August 2, 1999 preas selease, disseminased al the dircetion

of defendants, failofl to disclose that the Company was scrually experiencing m.smu

difficulty expanding its business modsl 10 other product sreas becauss, iQtsx AliS:

S the Company's mazksting effors were focused upan the low 10

sub-zero macgin PC and consumer electronics offsrings; and

b. the Company Was unable 10 timely supply ordered goods in areas

beyond its core P and consumer alectronics business. Value America investors were therafore

12
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itionsily, the Company’s August 2, 1999 press reletss w2a false and
Company's huge investment in "upgraded” techonlogy was not cffective
and the Value America cusiomess ware expeniencing buge oydey proceasing delays and missed
shipments. Fusther,
in the Company's *

wete being billed fur shipmants that Were never sent, pasticularly
* product offerings.

On Septamber 13, 1999, Bloambgg Naws reponed that defendan: Wimm
stated in an interview that Valus America could become profitable in 2001, & fisll year shead ot

29.
analyats’ expectationy. Defendant Winn specifically erated, “The possibility exists that within
twa 10 three ysars w§ could be annualizing 81 8 billion dollars in sales. Otharwise we'd be fools

to have invested thay heavily in technology. My personal goal is 10 be profitable two years ahead

of schedule, but I'm highly confident we'll be profitable a yesr shead of achedula

Defendant Winn's September 13, 1999 satements were false and

wmitleading when becauss, intex alis, the Company was actually experiencing considerable
ing its business model 1o the numerous other product &reas necessary 1o achisve

such yevenue gr becauss, ot alia:

. the Company's marksemng efforts were focuscd upon low 10 sub-
2610 marpn PC end consumar electronics offerings; and

b the Company wag unsble to umely supply ordered goods in areas
beyond its core PCland consumer cloctronics business, meultiag in sn undisclosed backlog of
unfilled orders.
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Value Americs vestqrs wers thcrefore unaware that tie Campany Wis fixced to compete

nesxly exclusively in tha low 1o subezero margin business of PC nd cONMURET electronics salss.

3l y, defeudant Winn's contments in the Company's Angum 2,
1999 praag relesse waj false and mislsading because the Company’s hugs investment in
was ot effective and the Velue Ametica cusiom@s were sxpsrisncing

delays and missed slipmenta, negatively impacting the Company's shility
. Purther, customers wete being billed for shipments that were nsver sent,
pany's "axpandsd” product afferings.

On November 4, 1999, Busineas Wice carried a Valus America press
reloase regarding the Compeny's results for its third quastar endad Seprember 30, 1999. Valus

parnculerly in the Co
J2.

America teporred thaf its revenus for the quarter ended Ssptember 30, 1999, surged 10 § 57.6
millon, a 269% ix

fase ovar revenue of $15.6 million in the comparabls pariod s yesr prier.
The Company addsd that third quarter 7everme repressated a 61% increase over tha second
quarter ended June 3¢), 1999. The Campany prass releass continued:

nancial resulus prove that Valus America's promising
mode! is bacoming 4 viable and exsiting business,” said
argan, CEO of Valus America. "Our bottamelige,

ase focus on building s flitabls business is paying off.

mimerce scceas, and St consumens who want the best brands
beibewt prices on the beas products. We are constantly
ppraving how and what ws daliver o ow customars, sad we are
d to be sesing guoh progress ins the efficiency and
nductivity of our business modal.”

Valus Asmerics is & pue e-commaree, inveniary-less

. Mcupwmbumr idly and efficlently. A2 we

add pore cusomars and mare our siate~of- the-am, scalable
looeuhluumwhmed\emﬁuofm-mdthc

nger margins that come with {t," sdded Margan. "Wa ars

14
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In addition, Value Amaerics sxpericnced a significmy incresse in its
ustamnper Base, Which grew neasly $0% during the quarter. Theee

results vere {n addision 10 significant Company growth in the
follawing acas:

Technglogy Infrasrucrure

Vduo mesica continued its mubstantial ipvestment in technalogy
infrasgucturs, building an e-commarcs enging designad 1o axpory
sscalafy xnmbmh.ipmdmmm W
Mcichay mmmwmwmmum
platfogm, upgrading w & Unix infrassucnire running on HP
N-C1 servers, and upgrading our EDT systems. The Value
A:un wab gite continuet 10 run op custom-developed software,
but with sxtensive fmprovemas (a managament ad finsacial
synesms and call center tools. Cumtomer relationship management
sof &omSuheIcymvahaplanmdmyxm
opq :yaummmmm

Brand Expansion
Valud Amarics continmed to tuild direct selationships with izading

d mamommymnupmmnwpdhm

D}

chmpm”mh;edm

with market lsadars meh as IBM, Campaq, Fisher Price,

Nikon, Braun, and Mattel. The campany also establishied
bulsiness ralationshing with 15 Forune 500 companies,

McOmaw Hill, Time Wames, £ Davia, Blus Cross Blue
and Motorola.

Z0LPTBEZTZ

Wd €£T:20 ©6-Z0-934
cawreseete 12:17

08-28-20



LTIDR &N hird grartes AN e J_ nhmied > O] Y
ng the number of neodiust categona
edng agy The office products di which offers
products from wndustry leaders liks SM, Easelte, Acoa and
Fellowps, prasents ono of the mom extsnsive arrays of office
producss on the Intemet. Consumer groducts such as Connamer
Electrgnics, Cameras, Housewsres, Toys and Major Applisnces
were the fistest-growing segmanss of Value Americe’s sales.
Qvs ulclofmuupmqmmwﬂ%wquwm‘
L Dig DENG of ragid produs BRI W] srfededd! [l SAXDNN

addod|]
33. | The Company's Nevember 4, 1999 press releass, disseminated at the
direction of defendasits, fuiled 1o disciose that the Campeny was experiencing considerable
difficulty expanding its busineas mode) to othey product sreas bacanss, inter plia:
3 the Company's markering efforas were focused upon low to sub-
zera margin PC and Fonsumer elsctronics offerings; and
b. mcCompmywuuublewdmdymwmdmd:ood:inueu
consumer slecronics business. Value Ameyics investors were therafore

beyond its core PC
uansware that the Company was forced to compete nearly exclusively in the low 10 sud-2000

RArgin business of PC and consumer elactranics sales. Additionally, the Company's November
4, 1999 press wal falss and misleading hucauss the Company’s buge mvestment in

“upgraded” tachuology wae not affective and the Value Americs customers wete expericncing

huge order proc delays and missed shipmenss. Fusther, customers ware being billed far

shipments that were ncver sent, particularly in the Company's "expanded” product offerin g5
18
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3s. or about Novembet 8, 1999, the Company filed its SRC rapory on

Form 10-Q for ths
In the "RESULTS OF

1y period ended Septamber 30, 1999 (the "Third Quarter 1999 10-Q").
TIONS," under the subhesding "Revenues,” the Third Quarter
ant Johnson, states, "The growth in product sales reflects the growth

tomer basad, repeat purchases from existing cumomers, increases in the

1999 10-Q, signad by
of Value America's

‘valume of mevchandisp sold and an overall increass in demand for Vains Amarica's expanding
aray of merohandise.| In keoping with Valus America's purported tobust growih, ugder the
heeding "LIQUIDITY] AND CAPITAL RESOURCRS," the Third Quarter 1999 10-Q states,

“Value America p 10 JTUTCASS it OpaTRIing expensas significantly in order 10 ... increase the

size of {13 naf¥"
35. | The Third Quarter 1999 10-Q, filed st the direction of defendants, and

signed by defendans Johnson, Aafied to disclose thet the Company Was experiencing considerable
aificulty expanding Jis business model to ciher product areas because, sz alia:

'S the Company's marksting efforts wers focussd npon low 1o sub-
zaro mavgin PC and ¢ansumer cloctranics offerings; and

b. the Company was unable to rimely supply ordered goods iz areas

beyond ity core PC ccamné sleowonics businsas. Valus Americs invesiors were therafare
uaaware that the Cofnpany was forced to compece nearly exclusively i the low to sub-3er0
margin business of #C and consumer elestronics sales. Addisionally, the Company's November
4, 1999 press seleass was falss and mislesding bacause the Company's huge investrent in
*upgraded” tachaolggy Was not sffective and the Valus America customens wers sxpanencing

V7
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huge order pymnlin delays and missed shipments. Furthss, sustomers wars being billed for

shipments that were gever sent, particularly ig the Company’s "expandsd” product offesings.
36. | On November 24, 1999, Rusiness Wirs carrind 2 Value America press
reiease that anno tha defandest Morgan was “lsaving the company for personal reasons,

retuming to be with s family in Northem Visgimis." Porchak replaced Margan as CEO,
s1ating, "Valug Amerlica's imnovative business model is becoming s visble and excivng business.
As we advance towartl profitability, we are detenmined 1o focus on providing the highest-quality
customer expericnce, incroasing the depth of produers in our store and solidifying our standing as
ecommerce's inventary-less picnear.” The Company press relcase added that defendant Winn
had been replaced a8 rb-.i.rmm of the haard of divectors by Wolf Schumnist, reriyrsd Chaimman and
CEO of Rubbermaid, [Ine., and that defendans Winp would remain on s board to serve as
chairman of the s Bxocutive Communtee and consult with Schemitt on strategic direction and
brand relationships.

37. | On November 30, 1999, te Rishmond Times Diagaich quoted Value
Amezica lpoknpmo+ David Kuo, "Valus America belicves it has 1he potential to become
profitable by 2001 if pot sooner.”

38. |Spokesperson David Kuo's Novembar 30, 1999 statement, disseminated &t
the directrion of, ot wilh the consent of, defendant, failed 1o disclose thas te Company was
experiencing le dificulty expanding its business model to other product ereas
bacause, ines Alla:
L 8 the Company's magkeiing sfforn were facused upon Jow 1o sub-
2ev0 margin PC and chnumer elsctronuics offerings; and

"
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"Cl the proper way to put infonmarion out is to put it whare
Qe public can reach it by press release or SEC filing or on the
Web," e said. "Td consider (how the news was handied) at best
highlyjdubious and quite possibly illegal.”

Tho fourth-quastar ssles shortfall is the lateat disappointmen: for
Valus America, whoss investars includs billjonairs Paul Allen and
FDX Qorp, Chairman Frederick Smith.

Its shages nurged on the first day of trading in April Som an {nitial
price of 23 1o a Righ of 74 1/4 before finally closing as shout §8....

The refeiler also said foundars Craig Winn and Rex Scatena
resignad. Winn, who cantrols about & third af the o

stock, had besn chatrman and chief exocutive ugnl Noversber. He
was reglacad then as chairman by former Rubhermaid executive
Wolf Schaint and a8 CEO by President Glonda Dorchak.

Sales o

e
Fourchiquanes sales will ba 6 percent to 9 percent loss than
forecafts. Analyst Nea! Johnaon of Robinsen-Runphrey Co. said
he's lowering his sales forecam to $68 million 1o $70 million, from
his earlier esrimate of about $80 million.

*e A, Ve neroaat O

“This was as extremely eotrepreneurial sad highly expsrimental
ampaly.” said Schmitt. “We've leamed many lessons, Well
pmd movs focuacd, diseiplined snd resulis-ariented.”

The oompaly sxpecis 10 reduce its vendors sad distribuiors to 25
from rjomm than 450. Valus Americs said it will unvel] &
redegigned Web site in Tapuary [2000] that will be casier to use.
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L g cOmDEm oR-10 1 raad mare o gy sin

tidoal mediatg otamoiaits piadugl A number of Inarnet
retailoy spent millions this holiday scasan to advertise an
television, radio and other raadia. Many didn't gmerste the sales
eeded to make up that investnant and will have 1o pare back their
mMaryehne lpﬂdw&lnllyﬂllﬂ'i

“All this moasy being spent off liga to create these instant brands
isms woridng," Levitn sad.

ce ool

Before{today, Value America was expected 10 have o losa of $1.03
a shard the average estimate of five analysts surveyed by IRES
emagional. It hasu't made money s a public company.
LR B J

Qpﬁ“

Value Arasnca’s board and its committes 10 evaluaa the
compahy's options will be keadad by FDX's Smith, wha holds
about 3 percant of ths company's ahares.

The digections’ group will includs William Savoy of Vulean
vennups, the investment arm of tnvestar Allen mnd ownes of about
19 pergent of the company. Others {ucluds Thomas Casey of
GloballCrossing Lid and Michac! Steed st Pacific Capital Group.

The cofupany may need to find a sourcs of capisal as {t nses up
about $25 million or $30 million in cash & quares, said malyst
David [Trossman at First Usnion Securities, who rates the stock

,,,,,

;’:'uy may nsed 8 stralegic pUtnct to inject some cash eventually,”
m

The refailer bad $86 million in cagh as of Seps. 30, (1999),
sccord|ng to SEC filings. jt loss $83 .4 million on sales of $41.5

¥ing B ) AT D (s Ratfl In oMo M) R BEgAR 1D
Marshil 996, could soech SLbillion insalet Dy 2001 [Emphasis
b3
ZoLbZB86Z1Z Wwd 91:20 PO-ZOo-d3d
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40.  |Thus, on Decamber 29, 1999, investars leamad for the first time the truth
egarding the mmblaJ at Value Americs, including that:
s 95% of the Company's revenue came from only five product

categories, with most pevenuc restricted 1o super-low margin sales of compuies-related goods,
electronics and office puppiies;

b Valus America's business was not growing rapidly and, as a result,
47% of the Compazy’p waridoree would be wrminsted;

c. Value Americs's Fourth Quarter 1995 revenue would be as much
2 9% balow the Combany’s prier guidanee t Wall Strost anslyats; and

d the Company's offline marketing and advertising mrategy was a
complets failure, uué.ns e Company to shiff 1o online maricoting in despsration; and

'} the Coropany's founders, dsfendants Winn and Scatena, after
salling millions of dollars of Value Amarics conunan mock during the Class Paniod as artificially

infinted prices, had rexigned as executives.

41. | As one would expect, thase rsvelations had an fmmediate and profound
effect on Value Amerjea’s share price, &ropping it as low as §5 3/4 per thare, and closing at $6
1716 per share, down maxe than 12% for the day,

A2. | On December 30, 1999, Tha Wall Sgrast Journal reported thas as & result
of the December 29, |999 revelationa:

Valus jAmerica's markst value has plunged to abowt 3262 million
from & peak of $3.2 billien....

Rev for che quarter will be 634 to 9% below the (Wall Swent)
cons esrimate of about $76 million, Valus Amsricasud, It

ZeLPZB8E6Z1Z Wd 91:20 ©0-Z6-83d
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(Tihe

an upgade of its computer system, which temporarily
od order processing....

mpiny was dealing with about 450 suppliers -- & sumber
1 drop 10 25 under the new plan.

1o 81l some orders prompily also compounded Value
‘s problems. "1f you fall down there, the customer will not
you, and lllthcx.nauy you spent 1o get that customer is

s were skeptical that Value Americn's new atratsgy will
company around. In focusing on computes and consumer
they said, it is picking some of the moat competinve

categopies. "There are & 1ot of exablished companiss in the samse

piche

admission that it was
Washingion Poss sl

board

th bettar brand equity that Velue Amarics,” said Mellsss
and analyst witk Jupiter Communiostions in New York.
“My quastion is whather they have the money to
their site and their marketing. This is & company in
L]
On December 10, 1996, The Washington Post reported Value Asmanica's
"[h]obbled by technical problems and a backlog of orders.” Tha

reparted that David Kuoe, spokesperson for Value Amarica, admined:

The r+ismion of the founders was ‘s decision resched by the
p{ directors for the srategic direction of e company ‘...

Z2RLPZB86Z1Z Wd 91:20 @8©6-~-Z20-434
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Vahy Amqiu_wiu consolidate its 13 office faciliries in
A atteeville into cight offices there. The company ... will focus
LD Computers and other office equipment and supplics,

primgrily to busneas sud government customen.

kamxwuidmccwuywm{ocuonﬁwc aries of
bodg that togethor have accountad for 9¢ peresnt of th?'
PRaY's revimue. He daclined to diseuss the company's specific

mpaAY g;vemmnmnmlypukummmul
mmcnain.plmbefo:cmkinubnmpublic.

argon Sropbauppmlymmmnclymuhbr
anal ancmnevimmmamwcbnmdmiu
Valus America's plans on the fim's lnternat site exzly Manday
‘ ;.bnfouValueAmuinMam«utlm

Roberthan Stephans was icsd undarwriter on Valus America's
initial public affering in April.

An SE( lpokmsddwmaytucommmiondounot
comment on the legality of individual announcementy.

mhagy Kus, Valus America's vice president of investor

07, $3id the company gave the announcemens Tuesdsy o
oy five” analysts, along with a legel stutement barring tha
arion's releass bafdrs § a.m. Wednasday.

Kua deslined 10 nAme the other analysts but smd five who
regularly caver the company received the annoutcsment early.

LPZBEZTIZ
<@ gaLveaectc
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45. |On January 2, 2000, The New York Timss reported that Value America
ended the week down|34.68%. The Compeny's shares have fallen 93% from the $75.25 per

share prics reached og Value America'y st day of vading, Agqil 7, 1999.
muu:mz;.nuwmwm

46.  |The statutary safe harbae provided for forward-loaking statements undey
certain cizcumestancas does not apply to any of the allegedly false statements pisaded in this
Compluat. The siatefants alleged to be false and misleading heretn all relate to then-cxisting

facis and conditions. {n addition, to the extent certain of the sitements alleged 10 be false may

be characterized as fopward locking, they wers not identified a3 " farward-loaking staments”

when mads.
COUNTI

Aguinst All Dezodasts For Viclatiens

47.  |Plaintiff repeazs and reallages each and svery allegation cantained sbove,
except allegations of §efendants’ intentional of reckless misconduct.

48. | This Couns ia roughs by plainiff pursuant to Ssction 11 of the Sseurities
Act, 15 US.C. §77k, bns behalf of the Class, against all defendants and does niot sound in fraud.

49. | The Registration Statement was inaccurate sad misleading, contained
untrue strements of thaerial faota, omitted to state other facts necesary 10 maka tha statements

mads not misicading, (and conccalad and failed adsquately 10 discloss material facte as described

sboves.

ZeLvzZB6Z1Z Wd 21:Z20 ©0-Ze-dg3d
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Caropany is the rogistrant for the Initial Public Offering. The
defendants nxmed were responsible for the contents and dissemination of the Registzation

{ssuer of the shares, Value America is strictly liable to plajutiff and the
gnts and omissions. |

of the defendants namad hertin made s reasonsble investigation or
posssaned reascnabis grounds for the balie{ thas the statements contained i the Rogistration
Statemens aud Pro
reisieading.

were tTus and without omissions of any material facts and ware not

§3.  Pefandanm {ssuad, caused to be issuad and participatad in the issuance of

matezially false and misisading writtan statamenits 10 the investing public which were contained

in the Prospectus, whi¢h misteprasentsd or failed w discloss, inlag alis, ths facta set farth abova.
harein alieged, each defsndunt violsted, and/er snutrolied » person
who violated, Section i1 af the Securities Act

54. Y acquired Valuo Amarica common stock issuad pursuans 1o, or

waceable to, and in rellance om, the Registration Statoment and Prospsctus.
§s. Inimiff and the Class have sustained damages. The value of Value
Americs common swodk has doclined substansially subsequent to and due to dofendaals’
violssions.
56. [Af ths times they puschased Value America eommon stoek, plaintiff and
ather members of ths Class wers whhout imawlsdgs of the facts concoming ths wrengful

conduct allcgad harsig and could not have reasonably discovered thoss ficts prias 1o December

ZoLvZB86Z1Z
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25, 1999, Leas than ‘L‘ Year elapsad from the time tha plainniff discovered or raasonghly could
bave discovered ths t+uwmwhich this complaint {s based to the time thas plany Y Sled s
Complaint. Lass than(three yzars elapsed fom the time that the securiries upon whish this Coust
18 brought were Roga offered to the public to the tims p‘llimiﬂ' flled bis Complaint.
QOLNT R
Agaings All Dsfendanta For Violations Of
Saction 12(2)(2).0f Ths Sacaritiss At

57. ?’mmiﬂrapml and roalleges cach and evary alicgation cantained sbove,
except sllsganons of defendants’ intentional or reckless misconduct.

$8.  [This Count is brought by plaintiff pursuans to Section 12{a)(2) of the
Secunties Acton hhirofau purchasers of Valus America common #ock in cannection with,
and peacesdle 1o, the ljitial Public Offering and doss not scund in fraud.

59.  [The dafendants wers selless, offerors, and/or solicitors of sales of the
shares offered punudx 10 the Progpecnis.

60.  [The Prospeerus continad unirue statements of material facts, omitted to
gtate other facts n-cuhry tu make the statements made nat misicading, and concealed and fuiled
to disclose material fapts. Defendants' actions of solicitation included participating in the
ptepararion of the falsp and mislcading Prospectus.

61. [The defendants ownd to tha purshasers of Valus Amarics common stack,
including plaintiff and the other membera of the Class, the duty to maks a reasonable and

diligent investigation pf the statatnants conjained in the Prospectus 1o insurs thas such stataments

wmuucmdﬂmthIwunomwmwmcm&mmuhdwhnwdinordmo
make the statements chatsined thersin not misleading. These defendants inew of, or in the

ZeLrzgeziz Wd 81:Z0 ©0-Z0-d34d
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exercise of reascnabl
the Prospectus as sst
2.

shove.

care should havs mown of, the misstatenents and amissions contsined in

Plaintiff and cthar members of the Class purchased or otherwise acquired

Vilus Amenica commpn stock purnuans 1o and traceabls to tha defective Prospectus, Phintiff

did not know, or in th
and omissions ¢
63.
defendants thoss a
of all members of the
paid for thoas seouriti
64.
congolied & person w

in the Prospectus.

exezciss of reasonable diligencs could not have known, of the untruths

Plaintify, individually and roprasentativaly, heredy offers to tender to
o6 which plaintiff and other Clase members continue 1 awn, on behalf

who contigus to own such securities, in resum for the consideration

1ogether with intecest theraon.

By rvason of the canduct allegsed hevein, these defendants violatsd, and/or
ho violated, Seetion 12(a)32) af the Sacurities Ast. Accordingly, plalanff

snd membars of the Qlase who prtchased Vahiz Americs cornmon stock in the Indtial Public

Offering have the ri
common stock and,
Plaintff snd Class

to rescind and recover the consideration paid for thalr Value America
glect 1o reseind and tandey their aharws 1o the defendants sued herein.
who have sold their shares of Value Amsrica comman stock ace

calitled to rescisscry damages.

6s.

Less than threc year clapeed from the time that the securitiss upon which

this Count ilhlcugﬂm sold to the public to the tima of the filing of this action. Less than one
time when plaintiff discovered ar seesonably could hava discavered the

yess elapsed from
facts upen whish thi

Count is based to ths Ums of the filing of dhis action.

ZoLPZTBGEZ1Z
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COLNT U
Agalnst The Tndividusl Defendants For

66. |[Plaintiff repeams and reallcges each smnd evary allegation contained above.

67. |This Count is brought by plaintiff pursuant 10 Section 1S of the Securities
Act againss the [ndividual Dathodsnts and doss Rot sound in fraud.

68.  |Each of'the Individual Defendants was a comrol person of Value Americs by
mofmwumdf.amnwmmm«ucmmy.

69. |Bach of the Individual Defendzmta was a culpable participant in the
violations of Seczions |1 wnd 12(8)Z) of the Securities Act alleged in Coums I and T sbove, baed
on their baving signed the Regisratian Statemant and having atherwise participaied in the process
which allowed the Initial Public Offering to be successfully cornpleted.

COUNT[Y
VIOLATIGN OF SECTION 10(b) OF THE

70. laintifY repests and reallages cach and every allegstion above as if set forh
in full hersin.

71.  [This coum is Brought pursuans w0 Sectian 10(b) of the Exchange Act (13
U.S.C. §78i(d)] lndlfl' 10b-$ promulgsted therendar by ths SEC (17 C.F.R. §240.10b-§).

73. L!‘hd“muhowbﬂyotmldﬂﬂyvicmsmmmotw
Exchangs Act md 100-§ termmier in tha they themsclves, or & parson whom they
controlied: (i) smp devices, schemes tnd srtifices %0 defiand; (i) made unue statements of
mmdﬁmamxm?wmdfxummwmadammhthcmmmh

zeLPZB6Z1Z Wd 61:2Z0 ©6-Z0-d34d
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lght of the citcmninnumwch they Were mads, not ousisading; (i) mmgaged in acts,
practices and & coursq of conduct thas opersied a3 & fand or decsit upen plainif? and e other
mambers of the cless ih comection with thaiz purchases of Value Amsrica securitiss.

73.  |Bach of tie dsfendanis named barein participated in and joined the alleged
uhwumwufmduamedabovqwmhumhmmuyfnrmw
wrongful acts and statémenty specified above.

74.  |As a ronll of the foregoing, the markst pricas of Value America securicies
were artificially inflatpd. mwumwmmmo{um

described ahove, plai
misrepresentstions of

ifY and the other mambazs af the Class relied, o thest damags, directly on the
the integrity of the sveckes botk as ® price and as v whether to purchase

the securities. PW&#MMMofﬂMwﬂdwzhwWV&u

Americs secuzitias at
prices had beem

spd concealments.
members of the Class,

matkst prices they paid, or & all, if hey had besn sware that the markst
sod fxtelly inflatad by these dafendmnts’ falss and misleading statements
e dms of e puchass of those sacurities by plaintff and the other
the Nir mazket value of Valus Amarica securitios wag substantially loss than

the prices paid.
78. |[Ry vitus of the foregoing, defimdants have violated Section 10(D) of the
mmmuﬁ-stmm.
COUNTY
VIOLATION OF AECTION 20(e)

76.  |Plainaff repests and realleges each and every allogation abave es if ast forth
in &1 herein .

ZOLPZB86Z1Z Wd 61:2Z20 06-Z20-d34
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77. | This Count is brougit pursuasst 1 Sectian 20(a) of the Exchangs Agt {ii s

U.S.C. §7h(a)) the Individual Defendants.

78. | Bach of the Individual Defendants was s conwol parson of Valus Ameries by

virre of his positicns ps a diractar and/or senior executive officars of the Comrpany.

79. |(Each of the Individual Defendants was 8 culpable pardcipant in the
violstions of Sectica BO@) of the Exchange Act and Rule 10b-8 thereunder, allaged in Coum I,
above, basad on theiy participased wrongfil conduct alleged harein. )

QRE plaintif, on bebalf of himssif snd the oter meenbers of the Class,
demends judgmant tho defendsats as fallows:

A |Demmining tha this action is properly maintsinable as 8 class action
pursuans 1o Riuls 23 offthe Foderal Rulss of Civil Pracadrs;

B Cotifyiog plainiiff as the Class Reproscustive snd his counsel as Class
Counsel; o

C.  |Declaing and devrsmining that the defendams violated ths faderal sccurities
Jaws by reason of thetriconduct as alleged herein;

D Awarding monetary daraages agains all of the dsfendants, jointly sod
gvm,mﬁwro!pwumom“bmdmcuummmmuw,p

suffarnd a3 a result ofjthe &t and pwnections complainad of herein, logether with prejudgment
interest from the data dif the wrongs 10 the dats of tha judgment herei;

B. Awarding plaintiff the coms, expenses, and disbursements incured in this
action, including ls anameys’ snd experts’ foes; and
k3]
zZeLvzZeeZ1Z wd ©2:28 86-Z2e—-d934d
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R Awarding plaintf and the oihar merabers of Bt Class such other and further
mliafuthocmmwrdmjuludmpcialighzohnuudumm“uﬁ-m-
LRY.DEMAND
0. |Platniff demends atrial by jury.

Dated: Jamuary 10, 2000
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