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Defendants.

Plaintiff, individually and on behalf of all other persons similarl y situated, bv aais

iindc'.rii.;ied torneys, for his complaint. alleges upon personal knowledge as to himself and his own

acts and upon information and belief as to zill other matters. based upon the investigation made by

and through his attorneys. which irivesiig:3rio:a included, among other things. a review of analr_rt

reports published kind disionninated to the investing public by defendant Merrill I,vrich Co.. Inc.

("Merrill Lynch") on GoTo.com , Inc_ ("Go rr(/ or the "Company' :and known as Overture Services.

Inc, since October 18. 20011, internal cot nmunications of Men-ill Lynch empioyees and recent court

ptiblic statements by the New York State Attorne y General attacking the independence

and accuracy or Merrill Lynch's research reports, as wtq l as additional publicly available

information:

NATURE OF ACTION

I.	 This is a securities class action on behalf of public investors who purchased the

common stock of CloTo during the period from .Tanuary 11, 2001 through June 6, 2001 (the



•	 .•.	 _

Period). Named as defendants are Merrill Lynch and its former Internet rescarc.11 analyst Henry

Bloket ("Blodget"). The defendants are charged with violations of Section 10(0 of the Securities

Exchange Act if 1934 ("Fx.change Act") and Rule 10b-5 promulgated thereunder. Merrill Lynch

is also charged with violations of Section 20(a) of the Exchange Act.

2. During the Class Period, defendants issued to the investing public false and

misleading research reports, ratin gs and statements about GoTo, a company that operates an online

marketplace that introduces consume7s and businesses that search the Internet to advertisers who

provide products, services and information.

As a result of defendants' false and mislcadinq statements, the market price of

GoTo common stock was artificial ly inflated, maintained or stabilized during the Class Period to the

inn_try of plaintiff and the other members who purchased the stock at the timc relying on the

int;Trity 01- the mrket price of the stock.

4. On April 8, 2001, New York State Attorney General Eliot Spitr.er issued a press

release announcing that he had obtainc-1 a court order requiring Merrill Lynch to make more

disclosures to investors about its relationship with investment banking Clients and provide additional

eontext for its slock ratings. The cou p	was the result of a ten-month investigation b y the

•Attorney General that concluded that "the firm's supposedly independent and objective investment

advice was tainted and biased by the desire to aid Merrill Lynch's investment banking bt.Biriess.-

'Ube pre'...s release continues:

Spitzer cites dramatic evidence that the firm's stock ratings were biased and
distorted in an attempt to secure arid maintain lucrative contracts for
investment banking services. As a result, the firm often disseminated
misleading infinmation that helped its corporate clients but harmed
individual investors.
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"This wa.s . a shocking betrayal of trust by one of Wall Street's most
trusted names," Spitzer said. -The case must be a catalyst for reform
throughout the entire industry."

Spitzer's off-ice uncovered a major breakdown in the supposed separation 	 •
between the banking and re.search divisions at. Merrill Lynch. In fact.
analysts ea Merrill Lynch helped recruit new investment banking clients
and were pairl to do so_ The public, however. was led to believe that
research analysts were independent, and that the Erin's rating system would
assist them in mak-ing critical investment decisions.

As part of a quid pro quo between the firm and its investment banking
clients, Merrill Lynch analysis skewed stock ratings, giving favorable
coverage to preferred clients, even when those stocks were dubious
investments.

This problem and other conflicts of interest are revealed by internal e-mail
communications obtained during, the investigation by the Attorney
General's office.

These communications show analysts In-ivstett , disparaging companies
while publicly recommendi.:ig their stocks. For example. one analyst made
hi ghiy disparaging remarks about El-yz r_nalgernent of an internet company
and called the company's stock "a piece ()flunk," yet gave the company,
which was a major investment banking client, the firm's highest stock
rating.

The communications show analysts complaining about pressure from
Merrill Lynch's investment banking division. For example, a senior analyst
writes: "the whole idea that we are independent of (the) banking
(division) is a big lie."

A set tior manager stated: "Ife are of_Oases in how we rate. stocks . and how
much we bend over backwards to accommodate banking." But nothing
was done to remedy this fundamental problem.

The communications show that the problems at Merrill Lynch went far
beyond a single analyst or research unit. , Fr example. the head of the
equity division wrote to analysts: "We are on.ce again surveying your
contribution to investment banking ... please provide complete details on
your involvement .. paying particular attention to the degree your research
played a role in originating ....<banking business>"
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times in the TITail .S.treei Journal, 66 times in The New Fork Tunes ; 53 times in The O'ashingion Post

and 77 tirric.'s in fhati?C.' s Week. Blod get also appeared numerous times on financial news te/evision

programs. According to the April 3, 2000 edition of Business Week. Blodget appeared or was

menticincd 211 times from January 1. 1999 to March 71,2000 on ABC News, NBC News, CNBC,

CNN, CNI\iln, and Nitthtly Business Report.

7. Blodget's ability to significantly affect the prices of Internet stocks, including

Gelb wa vvidely recognized in the financial press. For e); ample, as the rviarch 18, 2000 issue of

the Nutionai Post reported, "When Ilenry Bludget speaks, people listen...." (Boldface added) The

August 19, 1999 issue of The New York TitnPS noted that -a recommendation of . eightInterrict stocks

hy Merri 11 influentiaf nnalyst, !ferny 131odget, helped keep the Nasdaq average in positive

territorv....- Thal same say the iffal/ Stroet Journi:i =:!ommented that "electronic-commerce stocks

got a sudden boost yesterday atter Merrill Lynch analyst Henry BIcidget told clients in a conference

call that he believed sentiment is turning back toward these issue.s.,..”

JURISDICTION AND  VENUE

8. The claims asserted below arise wider §§10(b) and 200 ) ofthe Exchange Act, I 5

.§78j(b) and 78t(a), and Rule 1011-5 promulgated thereunder by the Securities and Exelianize

CornmiEsion ("SEC). 17 C.F.R. §240.101.-5.

9. Jurisdiction is conferred upon this Court by §27 of the Exchange Act. 15 U.S.C.

§78aa and. 28 U.S.C. §1331 and 1337.

I 0. Venue is proper in this District pursuant to §2 7 ofthe LxchangeAc;: and 28 U.S.C.

§1391(.1)) since Merrill Lynehliits its principal place of business in this District, and many of The acts
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alleged herein, including the dissemination of the misleading statements to the investing public,

occurred in substantial part in this District.

11. In connect ion with ihe act:;•..c:oli.du;-:t and ether wrongs alleged herein, defendants,

directly and indirectly, used the means and instrumentalities of interstate commerce, including the

United Stares mails, interstate telephonic communications and the facilities of the national securities

exchanges.

THE PARTIES

Plaintiff

12. Plaintiff Victor 'Parker, as Trustee of Joseph P. Pajewski Living Trust Dated

11 i26/97, purchased shares of GoTo common stock during the Class Period as set forth in the

accompanying certification and has been damaged as a result of defendants' misconduct as described

heroin.

Defendants 

13. Defendant NIcrrill Lynch is the !Arrest securities hrok.or i n the United Slates. It

describes itself as one of the world's leading financial management and advisory companies with

offices in 38 countries and approximately S .5 trillion in client assets. Merrill Lynch also touts itself

	

o hc a lop global underwriter and market maker 	 secAirities and a Ica-lin

corporaiions, institutions and individuals w•-orldwide. Merrill Lynch's corporatc headquarters are

located in New York CiN.

14. Defendant 1131odget was, until .11 :_s departure from Merrill Lynch in or about 	 •

-November 2001, a managing•di rector and head of the Internet research gr. oup in New York City. As

described herein, defendant RI oci get was regarded throughout the Class Period as the most influential
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Internet analyst in the world. His ability to move StOCk prices was widely recognized and reported

in the media_

CLASS  ACTION ALLEGATIONS

15. Plaintiff brings this action as a class action pursuant to Federal Rule of Civil

Procedure 73(a) and (b)(3) on behalf of all persons who purchased shares of Go rro common 'stock

during the period from January 11, 2001 through June 6, 2001, both dates inclusive (the "Class").

Excluded from the Class are defendants; members of the individual defendant's immediate family:

officers, directors, subsidiarie ,._-; or affiliates of Merril/ Lynch; any entity in which any excluded

person has A controlling intercst: and legal represcntati-ves, heirs, successors or assigns orrany of the

foregoing.

16. The members of the Class are so numerous that joinder of all members is

impracticable. While the exact number ;if Class members is unknown to plaintiff at this tirne and

can only, he ascertained through appropriate discovery, plaintiff believes there are, at a minimum,

thousands of members of the Class who purchased GoIci common stock during the Classileriod.

17. Common questions of taw and fact exist as to all members of the Class and

predominate over any questions affecting solely individual members of the Class. Among the

peStiOnS of taw and riict common to the Ciass are:

• whether defendants engaged in acts or conduct in violation of the federal
-securities laws as alleged herein;

• whether defendant's participated in and pursued the common course of
conduct complained or herein;

• whether detenclan ts issued falsc and misleading statements during the Class
Peri6d;
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.„r. „1ieti-lu1l-1e market. prices of GoTo common stock durinP, the Class Period
was artificially inflated because of the defendants conduct complained of
herein; and

whether the members of the Class have susiained damages and, i r. \vhat
is the proper measure of damages.

18,	 Plaintiff s claims are tj.rpi cal o f the claims of the members of the Class, as pl ai nti ff

and members of the Class 'sustained damages arising out of defendants' wTorigful conduct in

violation of federal Jaw as complained of herein.

l 9. Plaintiff will fairly and adequately protect the interests of the members of tbe Class

and has retained counsel competent and experienced in class and securities litigation. Piaintifflias

no interests antagonistic to or in conflict .with those of the Class.

20. A class action is superior to other available methods for thc fair and efficient

adjudication of this controversy -because joinder of all members of the Class is impractieable.

Furthermore, because the damages suffered by individual Class members mav be relatively small,

the expense and burden of individual litigation makc it imposil:ite for the Class members

individually to redress the wrongs done to i hem. There will be no difficulty in the management of

this action as a class action.

21. Plaintiff will rely, in part, upon the presumption of reliance established by the

fraud-on-the-market doctrine in that

• defendants madc public misrepresentations or ft. tiled to disclose material
facts during the Class Periods

• the omission.s and misrepresentations were material:

• thc common stock of CioTo traded on the Nasdaq, an efficient market:

• the market reacted to public in formation disseminated by defendants:

8
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• the misrepresentations and omissions alleged would tend to induce a
rens o tiabi e. investor to rnisiudge the value of the. Company's securities ., and

• plaintiff and the m ernhers of the Class purchased their GoTo stock between
the time the defendants failed to disclose or misrepresented material facts
and the tirne the true facts were disclosed, without knowledge of the omitted
or misrepresented facts.

22. Based upon the foregoing, plaintiff and the members of the Class are entitled to

a presumption of reliance upon the integrit y of the market.

SUBSTANTIVE ALLEGATIONS

Summary af Eurcgious Practices

23. Since 1999, Merril] Lynch Internet research analysts have published on a repo tar

basis ratings and issued reports for Internet stocks that were materially misleading. Rather than

being iiKlependent and a.ecurate assessments, such ratings and reports were biased and improperly

influenced by ?‘...1erri II Lytle' i's investment banking relationships with the covered companies and by

the fact that research analyst - compensation was tied, in pat-I, to in banking work. Indeed,

he research analysts frequently acted as quasi-investment hankers, including pitching the client,

marketing the offering and initiating and doing "follow-on- research coverage. Merrill L.3.'nch's

Internet research analysts, including the individual defendant herein, were privately disparaging

companies on which they -‘vere publicl y maintaining favorable reports and ratings.

24. That Merrill L•nch's research and ratings were dictated by its investment banking

business is illustrated by a Modget March 21, 1999 memorandum titled "Managing the Danking

C, i li,k tular	 hilernel Reward),"	 wtis dimtibutod to C;1-I lc . NIN of t	 o ity R('Nencli

other senior Merrill Lynch bankers. Blo.dget communicated his expectation that a minimum of. 50%

9
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of his and his starr s time be conainifted to investment banking matters and described his work

schedule for one week as being divided "85% banking. 15% research."

25. A -November 16, 2000 e-mail fi-om analyst Kirsten Campbell to thodget bluntly

stated: "the whole idea that we are independent from banking is a big lie...." In fact. Merrill Lynch

research management internally acknowledged that we are off base on how we rate slocks and how

much we bend backwards to accommodate banking ‘ etc." Another Merrill Lynch Internet analyst

candidly admitted in a March 21. 2001 e-mail to another colleaizue that "twjed win brownie points"

if Merrill Lynch investment bankers could "deliver[j" coverage to an issuer. Similarly, in an

Ocloher 1.?.0011 entail to 1I	 tt iN4nnti11 I ,ynch anttl y Nt	 "NO ()raw rdisonve didn't

hi Alight	 risk] is [because' we wanted to protect icg's banking business."

26. In an effort to appease 	 and Merrill Lynch investment bankers, the Internet

research group ignored the bottorn two categories "reduce" and "c1r)01 . NI:21:zii yn.h sfve-poi iit

ratimi, system and used only the highest three ratings ("buy," "accumulate" and "neutral"). thereby

con-verting a published, puiported1: .,,' objecti ye five-point rating scale into a bi,ised, undisclosed three-

point system_ From the spring oi1999 to the fall of 2001,.Merril 1 Lynch never published a single •

reduce or sell rating on any stock covered hy the Internet group.

. 27. Merrill Lynch w• as successful in getting Bloclect and its Internet analysts to issue

biased and favorable ratings and reports, which were contrary to their objective assessments. by

linking their compensation, at least in part, to the firm's investtnent banking business. For example.

an October 13, 7000 rnernonmdurn from 1Deepak Raj, then co-head of global equity research at

Merrill Lynch, distributed the following requests to all equity analysts.:

10
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We are once again surveying your contributions to investment banking
during the ve;:u...P lease provide complete details on your in vokement in the
transaction, paving particular attention the degree that your research
coverage played a role in origination. execution and follow-up, !lean note,
as well, your involvement in advisory work or merger acquisitions.
especially wh ere your coverage played a role in securing the assignment
and your follow-up marketing to clients. Please indicate where your
research was pivotal in.. ,:cl-coring participation in high yield offering.

(Boldface added)

28. In a 'November 2,2000 memorandum titled "MK Contributions: Internet Team,"

Blodget and the. Internet research group responded, stating that the grou p participated in over fifty

success nil or potential investment banking transactions resulting in $ 115 million for Merrill Lynch

and detailed the investment banking services rendered by- the analysts, includin g initiation and

follow-on research coverage. Shortly thereafter, Blodgct received a hefty increase in his

compcnsation. T Tis annual compensation went from $3 million for 1999 to $12 million for 2001.

29. These egregious prau.tices. and policies are detailed in internal Merrill Lynch

docur nen Is released by the Office of the Attot •ney General °fait. State of New York or April 8. 2002.

Indeed, the Attorney General., based on the results of a ten-month investigation, obtiined an Order

from the Supreme Court of the Slate of New 'York requiring Merrill Lynch to make additional

di..-:closurcs ?thou( it% investment f-lanking re]atinriships with companies covered in ft-;

reports. On May 8, 2002, the TV(.717Stree/ „if.turricii reported that Merrill Lynch iinri Eliot Spitzer had

arrived at a "framework" for a possible. deal. That me day Bloomberg reported that Spitzer said•

••
he may not seek restitution from Mcitill 	 `It's Tiny view that restitution would be linost

successfully accomplished through either arbitration or class action la ‘vsuits filed by private

ttorncvs.

11
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3 . On April 23, 2002, the board of directors for the Noah American Securities

Administrators Association. which represents the securities reg,uiators of all 50 U.S. states, the

District. of Columbia and Puerto Rico, issued a press release staling that they had:

[Vloted to form a multi-state task force that will focus on the issues raised
by New York Attorney General Fli p ' Spitzer in investigating underwriting
and analysts' research issues and possible securities law violations by Wall 	 •
Street firms. The task force will be co-chaired hy California, New Jersey
and New York. The investigation INA center on practices that adversely
affected thousands of Main Street investors ]Iationwide.

31. That same day the L.S Justice Department announced that it plans to examine

allegations that securities analysts have misled the public. "It's something we need to take a closer

look at," Bryan Sierra. a spokesman for the Justice Department's criminal division. said. "Financial

reporting, including the work of financial analysts. is on the radar screen.'"

32. On L\pril 25, 2002. tbe SEC announced that it has commenced a fbrrn a I inquiry

into the conflicts of interest s tern mil riQ from the relationship bet-weep mini V n: ; k . e, earch 211d inve..;

bank inE. The SF.C. will conduct the inquiry jointly with the New York Stock Exchange, the National

Association of Securities Dealers, New York Attorney General t-liot Spitzer, the 'North American

Securities Administrators Association and the states.

Defendants' Motive  to Issue Nlisleading  Reports on GoTo

33, Before 1999, Merrill I.vnchhad been unsuccessful in .securing a large share ofthe

profitable business o • undenvriting„ initial public ofFering,s of hot technology companies. But

this changed in 1999 with its biting of13Iodget. As reported in the December 27, 1999 issue of The

Nen: Times." According to Thomson 1 inanciaIiSecurities Data, Merrill ranked fourth in taking

nei.v tech.nology companies Public in 1999, as measured by- the amount of money raised. That is a

1"
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Far cry from 1997, when it did not even rank among the top 20.- The Nev,' York Times further

observed that "Mc rri U may now be trying to cultivate a rising star. in February, it hired a 33 year-old

(IBC Oppenheimer analyst. Henry Dlodget.... - Merrill Lynch's success was in large part due to

Blodgct's and other analysis 11SC Or research reports as marketing look, with coverage and rating

dictated by 'Merrill Lynch's, investment banking business.

34. This is tellin gly revealed in an April 26, 2000 e-mail b y a Merrill Lynch invest-

ment banker to an analyst about attractin g business away from a competitor: "we should

a ggressively link coveraee with banking -that k what we did with Go2Net (Henry (Bludgell was

involved)....rlif you are-Wry bullish (hie they will love you), they are nut happy with GS rCiotdrnan

Sachs] and are croing, lo bc active, we can probabl y get by on a 'handshake,'

35. In an attempt to secure lucrative banking business from the GoTo. defendants

issued materially miseadin g reports 01= the CO pany throughout the Class Period. Blodgct was also

motivated t.o issue such reports because his compensation was linked, in substantial part, to his

contributions to Merrill Lynch's investment banking business.

16. Before the Class Period, Merrill Lynch had sought but failed to obtain investment

bauking business from GoTo in connection with the Compam. ''s June 1999 initial public offering of

7.5 million shares at $16.50 per share.

37. By .11.'13:2000, Merrill Lynch again sought investment banking business from GoTo

in connection with a private piacernent offering for . a Eurripan subsidiary of GoTo. Merrill Lynch

heavil y promoted its research analysts as part of its pitern ;loci conarn i tied to G °To that Blodget would

initiate research coverage of the Company. 	 •

•
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38. In early September 2000, McTrill Lynch received the o.,ssignirient fi-orn Gain for

the private placement. with the fee mostly contingent on elosinv, [ho piaccinent. Shorly thereafter,

Merrill Lynch internet research analyst Kristen (:arnpbell ("Campbell"), who reported to Illotiget,

began drafting a research report for initiation of coverage.	 . •

Defendants' False and/or Misleading Statements and Omissions

39. On January 11, 2001, defendants issued a research report initiating coverage on

GoTo with a -Neutral/$/1)7(3-1) rating and proiccied profitability i 2002. The report also highlighted

Go ro's "pay-for-performance model, which should help h gain. share in the current environment,-

while CioTo's "closest competitor" I...;-.10.ksradrt "remains exposed to -pay for impression'

advt:Ttising."

40. As noted, defendants' initiation of coverage on Go.To was dictated b y Merrill

Lynch's interests in obtaining in-•estment banking business from this Company and was entirely

biased.

41. At the urging of defendants, Lynch analyst Campbell sent drafts i=s1 the

initiating report to fioTo fbr its approval in September and November 2000 and received comments

from GoTo's n-ianagement.

=12. In December 2000, Campbell e-mailed a new financial model to GoTo's

managemcin., stating: 1 thought you should know we are cutting revenue a iot., and it drastically

changes .your profitability horizon . ---pushes ,it out to IQ 2003."

43. Russell Renaroya, CroTo's head of corporate . development,	 reacted:

•=ri
"Rreakeven in 2003? Based on tlicse numbers, why would [Merrill L y nch .  twen wan! to in ninic on



us_ Todd Rappin, Graf) CIUj should call back and pose the questions. This is ridiculous and

totall y frustrating. Merrill will never take my corn pain, public."

44. According to the affidavit filed FIN.. the NCFN:. York St ;kit'. Attorney General, "Cio To

•
called Campbell and got its way; the final published initiation research report had profitability

occurring sometime in 2002 rather tbRn in the first quarter of 2003."

45. Furtherrm-lre.„ defendants issued the 3-1 (short term Nc:utr0.I.md ican Buy)

rating to pi ease cioTo aiidMerrill Lynch 's investment hankers, despite internal acknowledgment that

only 0 3-2(IN. Teutral/Acournulate) rating was warranted at best.

46. In a November 16, 2000 e-mail to BloilRet, Campbell described the pressure she

felt to appease GoTo by issuing a 2-2 (AccurruthtelAccamulate) rating and acknowledged the

tremendous financial loss to investors that wodd be caused l-yy her false and misleading reports:

who are kve [Tying to please by doing a 2-2? I don't want to bc a whore for
[manailernern]. if 2-2 means that we are putting half of merrill retail

into this stock because tliey are out accomulating it-then I don't think that's
the right thing to do. we are Losing people money and I don't like it. john
and mary smith arc losing their retirement because we don't want todd
[Tappin, GoTo CFO] to be mad at us.

47_ In the November 16, 2000 e-mail described above, Campbell also noted Merrill

.yn s fai I u re to separate research from investment banking and the consequent improper influence

of banking. over research:

...the whole idea that we are independent from banking is a big lie- without
banking this would be a

18. According, to	 e-5.1..4i-t filed by the New York State Attorney General:

In his sworn testim ony, odget con s.x.d ed that the Merrill Lynch investment
bankers had veto power over his initiating coverage of GoTo with a 3
ro p ing. Altholi;,.,th apparently agreeing to the neutral intermediate ratirg,



investment banking preva i led in that the rating would be a 3- I (neutral-bu)- )
and not the 3-2 (neutral-accumulate) that Campbell said would be
appropriate but for investment banking's pressure.

49. Defendants made the 1-1 rating palatable to CiOlo only by downgrading the rating

°fits competitor Looksmari, Ltd ("LOOK -) to a3-1 from a 2-1(Accumulate/Buy). According, to a

November 21, 2000 e-mail by Campbell to Biodget:

goto has gotten back to me and says they are "comfortable" with the
disctissions we'1,• .e had with them, and with corning out at a 1-1 etc. given
that we would be downgrading LOOK at the time so the ratings are the
same etc. talked to justin [Baldauf, the Merrill Lynch analyst covering,
LOOK] and he doesn't know if it is a good idea to downgrade LOOK - no
reason to do now versus before._

50. On December 14, 2000, Blodget informed Baldauf by e-mail of his intention to

initiate coverage on GoTo with a 3-1 rating and simultaneousl-y downgrade LOOK to 3-1. Ire

reconfirmed ibis in a December 19, 2000 e-mail to Baldauf and Campbell:

Here's the 0011) not.
Justin [Baldaull, Were planning o . ror! on this thing on Thursday. at 3-1.
I'd like to lake the LOOK rating to 3 . -1 at the sic tii-nr, just so we ran keep
them together. i ust . eut the numbers a bit again to be
conservative. 1,et me know your thoughts.

51. Before defendants' initiated coverage, G..-)To stock dropped below 5;10, and

thercalIer, on January 4, 2001, Campbell e-rnailed two Merrill Lynch investment bankers, Thomas

Mazzucco and Andrew Siegel, stating that research management warned to initiate coverage with

a 3-2. Campbell was also candid about her o‘vri opinion: "personally 1 ain't [sic] lhink it deserves

52. Siegel made invesiment . banking's views very clear in hi. immediate e-mail

response to Blodget and Carnpbell:
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Please listen to my [voice 1110± from this morning. Briefly, in talking to
Ray A hhoi t yesterda), 1 thought the 5tratcgy vyas to go out wit}, the 1_1 as
soon as the stock hit $10; if it doesn't, I don't think anybody has an interest
iti seeing initiation at a 3-2.

53. When GoTo stock did not reach $10 on January 5, 2001, Ma77ucco asked another

Merrill Lynch analyst if she would arrange for GoTo to promote itself at an upcoming conference

for institutional investors, stating: "Vhic have Llevelopecl an active banking agenda with [GoTo] and

needless to say, they are frustrated with the research tie up. If it's convenient, it would be helpful

to us."

54. The stock traded i1r-day at $10 on January 10. 2001, and the very next da.v

defendants initialed coverage al 3-1, the very rating that GoTo and Merrill Lynch's investment

barkers had demanded. Also, on January 11, 2001, defendants delivered on another promise te

GoTo with Bleciget and Baldauf downgrading LOOK to 1-1 tiom 2-1.

55. While initiatin g coverage- with an attractive roting, defendants privately were

cxpressin P, their true assessments about. GoTo. For example, the very day of the initiation, Blodg,et

ad mitted in an e-mail that them was -nothing" interesting. about (..oTo except banking fcc;.s,

56. Defendants Lontiniticl to issue miskadinr research reports and ratings on GoTo

througji out thc Class Period.

57. On January; 30.. 2001, Blodget issued a report entitled, "Internet Not a

tIallucination - Review of our current thinking on the Internet sector and a few ofthe survivors...."

which reiterated GoTo's Neutral/Bu) (3-1) rating and stated:

Main message: Internet not a hallucination. Believe online advertising
works, e-commerce works - just going through ugly transition. period.
Believe a few stocks will rise from the wreckage and be good investments
fur next 3 - 5 years. Believe we have already passed the bottom.
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Believe advertising e-cornmerce fundamentals will remain weak_ for at
least two quariers but that at lc adin g companies this is already- in the models
and the stocks. 11clieve that the news flow for the balance of the year will
he incrementally positi e. Wc would therefore look to build positions now

58. On February 14, 2001, Blodget a.nd Campbell issued a report reviewing GoTo's

4Q 2001 results and repeating the Neutral/Buy (3-1) rating. The report stated:

Goto reported a great 4Q, with strong revenue (+59% seq), traffic (-H102%
:;eq). and paid introductions (-1-100% seq). Mgt. provided much more
expense detail, which gives us more confidence that the Iong-terin model
is intact.

'The pay-per-performance model is clearly enabling the company to gain
share in a tough environment. RoiNnueper kk was down 20%, but we
believe this was the resi !i. of strong traffic, not a deteriorating business
model.

* *

2001E revenue Q.Osn S220inin from $181rnm, and 2002E to S333rnin
from $280mm.. 2001E FP S loss acies to d$0.75 from dS0.79. Maintain

002 EPS est. of $0.17 (tax effected),

*

Grade for Quarter: A-.

59. On Fehniary 15 and 28. 2001, defendant Blodget issued Online Advertisiiii),

bulletins that highlighted GoTo's pay-for-performance model and recor.firmed the .Neutral/Bu y (3-1)

ratinc._1.

60. On March 9. 2001, defendant Blodget issued a bulletin noting GoTo CEO Ted

Meisel's pntsentation at the Merrill Lynch Internet Confc:rence the previous da y and holding
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steadfast to the NeutraliBuy (3-1) rating. The	 also noted that "GoTo's pay-for-performalice

model seems to be gaining share...."

61. On Nlarch 22, 2001, Bludget and Campbell issued a report regarding CioTo's IQ

2001 guidance 2roci maintained the Neu rral;Buy (3-1) rating. The report stated:

Cin 1) announced today that it would exceed IQ estimates of S45rtint in
in•cnues arid $16mrn of adjusted net loss. Ilowcver, the company did not
indicaie to what degree. At this time we are not_ raising estimates, though
we view this positive affirmation of i.vhat the company said a/ our Internet
conference two weeks ago:

...We continue to rate GoTo a Neutral, given the lack of visibility into 2002
(we believe FPS could ultimately be as low as S0.05 or as high as $0.40).
However, we are warming up to the stock as GoTo is one of the few
companies continuing to report positive fundamental trends as ii benefits
from the secular move to pa}--tbr-performanee online advertising.

62. On April 4 and 16. 2001, cleferAmt Blodget issued a Q1 Earnings and Preview

Outlook on Internet stocks. The reporti, highlighted GoTo's pay-tbr-perforniance model and left

unchanged ibe Neutral/Buy (3-1) rating

67; On April 2 =1. 2001, defendant lod get issued a report reviewing GoTo's IQ 2001

results and upgrading the Company from Neutral/Buy (3-1) to AccumulatellIti n,/ (2-1). The report

stated:

Once again executing extremely well in a tough environment, GoTo
reported a very strong 10. We're raising our intermediate-terra rating from
Neutral to Accumulate and sctting an118419 prlee objective.

* *

Thc pay-per-performanc.e model is clearly enabling the company to gain
share in a tough environment. R-0..‘:ventr:	 -dick at S0.16 was down a
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1.

penny from 4Q as expected, bui trended back up in late IQ and so far this
qtlarter, which is encouraging.

* * *.

Ora& fOr Quarter: A.

64. On May 15. 2001. defendant Bludget issued an Internet Advertising report

describing, GoTo as on of "I wo bright spots" in the market and reiterating an Accumulate/PA iy (2- i)

rating.

6 That sarrie day the In emette-Commerce Global team, including defendant BIod get,

issued a repori entitled "Surfin g Times 2001." The report "expanded the comparable universe ofihe

leading Global Internet stocks fi'om twelve to fourteen" to in.cludc CioTo following the Company's

upgrade and its rise in market value to about SI billion. The report also repeated the

A ccu mul ate/Buy. (2-1) rating.

66. On May 16 and 17, 2001, 111.odget and Merrill Lynch in ve.stment bankers

.;:r)orisored an investor road show for OoTo's CEO and CFO, after which GoTo's stock rose 20%.

67. On May 22, 2001, defendant Blodget issued a report entitled And the Survey

Says...Online Advertising To Increase. As a Percentage of Advertisin g Budgets." The report

recoimmended GoTo and reiterated an ACCUtratii..4 te/Buy (2-1) rating.

68. On June 6. 2001, defendant 13loclg,et downgraded the Company li-orn

A.ccumuia1e13tly (2-1) to NcutrailBuy (3-1) to punish C_To.To when he learned that GoTo had ehoscii

another bank to underwrite an equity offrxing ihat defendants had been pursuing for a while.

report claimed, "CloTo has more than doubled in approximately the last month or so. We are

downgrading our intermediatc term rating frotn Accumulate to Neutral due to valuation." Howevcr,



on Lune 0. 2001. (io . i .o opened at :1,24,42 a share, ‘1ose to the opening price of $23.60 on May

2001, when Blociget robust/ y recommended CioTo with a 2-1 rating and at which time thu 12 to 18

month price target range was $18 to $19 per share.

69. 'The real reason for the downgrade was revealed in an e-mail exchange between

Blodget and senior analyst Edward McCabe who reported to Blodget. When defendants learned on

May 25, 2001 that GoTo was leaning towards using another bank to lead an equity offerinfr. McCabc

dratted a downgrade and e-triailed it to Blodget:

14,
I don't think I've downgraded a stock on valuation since the mid-90s.
Anyway, 1 threw together [hese bullets in a note on my hard drive so that we
are ready to pull the trigger quickly. Do vou think we need more than
bullets? I didn't think so since this downgrade would be based solely on
valuation? L et me know.
Thanks
Ed

70. Blodp.ct . s.i niiii	 resnrrm,le was:

beauti fit]
fuk ern

71, Defendants. howe,...-er, held the downgrade in reserve as the . ' continued to lobbv

to lead thc equity oftering. On (he rtthgofJuie (.‘.. 2001, defendants learned that G-oTo had

chosen CSI r B to lead the underwriting. By mid-morning, defendants issued the downgrade to the

pubic in substantially the same form as drafied in May 25. 2001.

72. In sum. defendants' statements,: reports and ratings about GoTo were materially

false and misleading because of their failure to disclose that: defendants' coverage arid ratings of

Go lo issued during the Class Period were nut independent and objective, but instead were biased

and a marketing tool in Merrill Lynch's attempt to secure investment banking business from this

=`-';`



company and for B Iodget to thereby increase his compensation; it was Niecrill Lynch's poiim . and

practice lo issue onty its Inghest three ratings (hay, accumulate and neutral) on Internet companies.

including GoTo, and not to use its two lowest ratings (reduce and sell), thereby rendering its

published five-point rating system a sham; and defendants' true adverse assessments about GoTo.

73. Derndants successfully concealed from the. investing public that they had ari.

internal rating system whic.b was completely at odds with their public ratings on Internet companies,

including, OoTo. On October 10, 2000, Merrill Lynch analyst Eve Glatt e-mail ed defendant Blodget

a news article about software glitches at another Interacl company, 24/7 Real Media Inc., which

defendants were then publicly touting. In her e-mail, Glatt comments that the article "probably

confirms what you and Virg[i nia Syer] have ta/ked aboutfor some time." Blocfget respondt.-!d, VI at

a pus? yes." (iloldtbcc. and itMics added) Later in this c-rnaii exchange, 131odgc:t provides

"cneut sheet - In! 	 Libilreviations:

iol	 laughing out loud
gt	 =	 areal.

	

pos =	 piece of shl.--j
nfv., —

	

Pis =	 pulileeeeez
imho —	 in my humble opinion

Indeed, before initiating coverage on GoTo, in a December 2000 	 Ellodget

had internally admitted the need to "just start calling the stocks .. like we see them. no matter what

the ailed larv business consequences are." Despite this reco gnition, defendants failed to call GoTo

stock or any other Internet stock as they saw then"



Defendants' False and Misleading Statements Artificially Inflated
Maintained or Stabilized the Market Price of GoTo Stock

7. materially. fa/se.-&-id.....misleading statements artificially inflated,

maintained or stabilized the price of GOT'it. comn-win stock throughout the Cla.s.s Period and injured

plaintliTand the other Class members who purchased the stock at such artificial prices. As already

detailed, defendants' ratings and reports on the Company arid other Internet stocks had tremendous

:market impact. When they spoke, the market listened. During the Class Period, GoTo stock traded

as high as S28.28 on June 5, 2001, the day before defendants downgraded GoTo stock. After the

June 6, 2001 downgrade, the stock closed at S23.78 and on June 27, 2001, fell further, closing at

SI6.76.

Revelations of Defendants' I'vliseonduct

76_ Defendants' misconduct beon to be revealed with the April 8, 2002 filin g of an

affidavit by Eric R. Din go_ Chief or the Investment Protection Bureau of the New York State

Department of Law and of counsel to the New York State Attorney General, in New York Supreme

Court in connection with proeceding,; brouQht against Merrill Lynch and ceriain of it officials under

Article. 23-A of the General Business Law. Based on that ;Affidavit and exhibits, the Supreme Court

issued an order preliminaril y enjoining Merrill Lynch from issuing any ratin or analysts tep1.-rt

unless ad ti o at disclosures .were made therein about its past, cur.rEnt :).rid future investineut 'ranking

relationships •wilh the rated company and more context was provided for its stmk ratings.

Implementation of the Order was stayed until April 19, 2002.

77. The New York State Attorney General also announced that he was exploring the

possibility of criminal charges against the defendants and restitution.



78. On April 18, 2002, Merrill Lynch and the. Attorney General reach::..d a prelimit tar).-

interim settlement, pursuant to which Merrill Lylieh agreed to makc certain disclosures in its reports

about its existing and future investment banking relationships with issucrs covered by its ratings or

reports, including compensation received from corporate clients in the past 12 months arid a

prominently placed acknowledgment that investors shotid assume that Merrill "is secking„ or will

seek investment banking and other business from the covered company."

79. As the Attorney Genera! stated . on April 18, "Theri disclosures are necessary to

inform consumers and investors of the inherent conflict of interest at Merrill Lynch." He cautioned,

liowever, that "ta though wc are still negotiating,serious issues retrain to be resolved before we can

reach a final agreement." He insisterlth'at any such agreement must remedy "fundamental structural

flaws" in Merrill's busitif..-!ss and provide "permanent rclic.f for the company's state securities laws

voIations

SO. The Attorney General has now reportedly reached a "framework" for a. broad

settlement with Merrill Lynch and, as reported on May 8, 2002 by Bloomberg, may no longer be

seeking restitution because -restitution would be most successfully accomplished through either

arbitration or class action lawsuits Filed by private attorneys,"

81. The papers filed hy the Attorney General' s Office demonstrate that the defendant

not only recommended the stock of Col .° despiie serious private rcservations hut that such conduct

was systemic and affected defendants coverage of nutneretis other Internet stocks. For exampie,

defendants rated Internet Capital Group . Inc. stock an Accumulate/Buy while internally labeling

2 "diSIStel . "; IOW	 as an Accumulate/Buy. but privately described the company as a

) 1...1 . or piece ufshil . --1: intcrna I recognized that Acther Svsleiris, Inc. had "It o rri b I c" 	 dal n,2Ma I s

2.4



1.

hut nevertheless rated tile :;tock a Neutral/A czumul ate; and privately called Excile(allionic "neutral,"

"flat," devoid of any "real catalysts" for improvement and such a pieee. of crap," whilc raring the

company an Accumulate/Buy.

CLAIMS FOR RETALE 

COUNT  1

(Against All Defendants For Violations
of Section 10(b)  and Rule  10b-5)

82. Plzintifrrepeats and real 'ego'. each and every allegation contained above as it-fully

set fori la herein.

83. E.acli of the defendants (a) knew or recklessly disregarded material adverse non-

public information about the Company which was not disclosed; and (b .) drafted. reviewed andior

,I PProvcd the in INica din g stati.Nnent!.-: about Got o.

84. Ding the Class Period, defendants. with knowledae of or reckless disregard for

the trill, disseminated or approved the false silements specified above, which werc misleading in

that they contained misrepresentations and failed to disclose material facts necessary in order to

make the statements made, in Lcr,ht of the circumstances under which they were made, noi

misleading.

S c . Defendants have violated §10(. 11)ofthe Exchange Act and .ku le 10b-5 in I hat they:

(a) errir)loyed devices, schcrn es and artifices to defraud; (b) made untrue statements A if material facts

or oniEtted to siate material facts necessary in order to make statements made, in light of the

circumstances under which they were made, not misleading; or (0 trigaged in acts, practices and a



coarse of business that operated as a ft aid or deceit upon the purchasers kif GoTo stock durinf.r. the

Class Period.

86. Plaintiff and the Class have suffered dal-nage in that. in reliance on the integrity

of the market price, they paid prices for GoTo stock that were artificially inflated. maintained or

stabilized as a result of defendimi s misleading statements. Plaintiff and the Class would not have

purchased the Company stock at the .prices [be y paid, or at all, if they had -been ti ware that the market

prices had been artificially and falsely inflated by defendants' false and misleading. slatements.

COUNT II

(Violations of Section 2(I(a) or
The Exchange Act Au.ainst Defendant Merrill Lynch)

87. P fah t i repeats and real leges each and every allegation contained above as ifailly

sct fOrtli herein.

88. Defendant Merrill Lynch acted as a controlling person of Blodget within the

meariiii ,g of Section 20(2) of the Lxcliange Act.

89. By reason of such wrongful conduct, Defendant Merrill Lynch is liable pursuant

§20t:i) of the Exchange Act. As a direct and proximate result of this defendant's wrongful

conduct. plaintiff and the other members of the Class suffered damages in con.nection with their

purchases of Company stock during he Class Period, as already detailed.

WHEREFORE. plaintiff prays for Hier and judgment, as follows:

(:1) Determining that this aCtion is a proper class action, desia.nating plaintiff as Lead

Plaintiff and plaintiff's counsel as Lead Counsel, and certifying plaintiff as a class representative

under Rule 23 of the Federal Rules of Civil Procedure;
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(2) Awarding eomperrato7y . damages in favor ofplaintilf d the other Class members

a2ains1. all defendants, jointly and severally, for all damages sustained as a result of defendants'

rongdoing, in a.n amount to be proven at trial, includi Ilg, interest thereon;

(3) Awarding plaintiff and the Class tlaeir reasonable costs ;ind expenses incurred in

this aetion, including, counsel foes and expert fees; and

(4) Such other and rtirthcr relief a ..; the Court may deem just and proper,

JI RY TRIAL nEmANDED

Plaintiff hereby demands :71. trial hyjury.

20. 2002

POMERANTZ I 1AUDEK BLOCK
GROSSMAN & GROSS LLP

/
1

BY7 	
y M. (1 ossrnan (SG-4... 44)

Shaheen Rushil (SR-4256)
Paul T. Curley (PC-8787)

100 Park Avenue. 26th Floor
New York_ New York 10017
Telephone: (712) 663-1100
Facsimile: (212) 661-8665

THE LAW OFFICES OF
RICHARD 1.711 ..A, P.C.

Richard J. Vita
77 Franklin Street, Suite 300
Boston. Massachusetts 02110
Telephone: (617) 426-6566
Facsimile: (617) 357-1612
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KAPI A.IN FOX t't: KILSHFAMER LLP
Pathert N. Kaplan (RK-3100)
Frederic S_ Fox (FF-9102)

• 805 "'Third Avenue, 22nd Floor

• New York, New York 10022
Telephone: (212) 687-1980
Facsimile: (212) 687-7714

, • Attorneys for Plaintiff

•
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CERTIFIcATION.-CT.PLAINTTFF
EI IRSUANT_TO F rlDtV(1:;'S"---ZZT.IgkirTIES LAWS

<7 7 .. •
T, 'Victor Parker, Tru qee of Joseph P. -a-jewski ty ing Trust dated i1 r2(›/97, matze this .

	

deeTa.ration pursuant to Section 21D(a)(2) of the Securities Exchange Act .of 1934:	 •

1, I have review ed the cofnplaint prepared byPornerantz Haudek Block Grossman Gross

LLP (the "Complaint") against Merrill Lynch & Co., Inc, and Henry thodget on behatf of

shareholders or GoTo coni, Inc, (now known as Overture Services, Inc.) and authorize a filing of a

ocnnparabIe complaint on my behalf.

2. I did not purchase the security that is -the subject or the Cornptaint at the direction of

counse4 or n . order to paricioate in any privat e action arising under T i lit Of the Securities Exchanue

Act of 1934.

3. 1 am t ...irirg to scrA.s. Rs arcrinimtativ .z.. party oil beltalf of r. cia9.s as set forth ithe

rovns tFIstimony at deposition and trial, if necessary.

ThC 1 tifrt70-Vi rigucZII try transactions in thc security that is tho subjcct of the complain'

thor	 Paiod i dvil pod in the ComlnintY

at.e	 Purcl lase or. SalQ	 N.Lt rL2231 y_i	 'sssudizi priCc Or Securities

6/V(fl	 purchaK	 100	 S27 05

.5 /5/01	 sa1	 I,5D0	 S2g. 10

purchase	 ,50DS25,29•

5.	 During the three year period preceding the date on which this certification is signed, .

have not sought to sorvc, OF serv ,ad, as a representative party on behalf- of a class under the federal

securities laws.

• 6	 11 gree not to accept any payment for srvi	 s a representative party on bchalf or the



olass asset forth in the Complaint, beyond my pro ram share Ora9y re.c.:ovei y. except

costs and expenses (inchtding lost wages) directly relating to the representation of - the class as

ordered or approved by the Court. -

T decfare wider penalty of perjury that the foregoing is true and correct.

Executed May ie_r 2002, at	 e rit-ovt-bp,e.	 iry/ 

	

(City)	 (State)

(Signature)

j	 rffcr wpd	 2


