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I. NATURE OF THE ACTION.

1 Thisisasecurities class action on behdf of aclass (the“Class’) of dl personswho
purchased or otherwise acquired securities of priceline.com, Inc. (*Priceling”“PCLN” or the
“Company”) between January 27, 2000 and October 4, 2000 (the “Class Period”), seeking remedies
under the Securities Exchange Act of 1934 (“1934 Act” or “Exchange Act”), 15 U.S.C. 88 78j(b) and
78t(a).

2. Pricdine isacompany that isand, a dl pertinent times, has been ardatively smal,
niche player in the internet travel business, sdlling airline tickets, hotel rooms and rental cars through its
“Name Y our Own Price’ system (“Pricding s Busness Modd” or “Busness Modd” or the*Name
Your Own Priceg: System”). The “Name Y our Own Price’ System essentidly permits consumersto
establish an “offer” price to purchase arline tickets, hotel rooms and rentd cars and, based upon the
collection of excess capacity in those markets at certain times, Priceline seeks to locate suppliersto
meet that “offer” price, thereby providing an acceptable and, at times, lower price for the item(9)
purchased than otherwise would be available to consumers.

3. During the Class Period, Defendants misrepresented to the investing public that it was
much more than aniche, online travel Ste and, rather, sought to convince the investing public that it
condtituted an entirdy new business methodol ogy, which was easily expandable to numerous other
markets. The poster child of Priceling' s purported expandability was Priceline Webhouse Club, Inc.
(“WebHouse’). By the beginning of the Class Period, however, Defendants knew that Pricdine's

Business Modd was not expandable, as demonstrated by the modd’ sfailure in the case of WebHouse.
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Nevertheless, Defendants affirmatively misrepresented the success of WebHouse to maintain Pricding' s
stock price, to convince the investing public that Priceling' s Business Modd was expandable and
profitable and to attract investment for WebHouse as part of a sheer gamble that somehow WebHouse
would become a sustainable business.

4, During the Class Period, Defendants materidly misrepresented the true status of
Priceling s Busness Mode and its acceptance in various markets. These misrepresentations caused
Priceling s stock to trade a artificidly high levels and enabled the Individua Defendantsto sdll more
than aquarter billion dollars of Pricdine stock. After regping hundreds of millions of dollars of il
gotten gains, the Individual Defendants disclosed the truth about Priceline — thet its efforts to expand its
Business Modd were areckless gamble that had failed, and the stock price crashed. Defrauded
investors were left holding a stock of diminished vaue in asmdl niche online travel company with, a
best, a questionable future.

1. JURISDICTION AND VENUE.

5. Faintiffs bring this action and this Consolidated Amended Complaint (* Complaint™)
asserts claims pursuant to the 1934 Act asamended (15 U.S.C. 88 78j(b) and 78t(a)) and Rule 10b-5
promulgated thereunder (17 C.F.R. § 240.10b-5).

6. This Court has jurisdiction over the subject matter of this action pursuant to Section 27
of the 1934 Act (15 U.S.C. § 78a3) and 28 U.S.C. § 1331.

7. Venueis proper in thisjudicia district pursuant to Section 27 of the 1934 Act, 15
U.S.C. 8§ 78ag, and 28 U.S.C. § 1391(b). Many of the acts and transactions giving rise to the

violations of law complained of in this Complaint, including the preparation of and dissemination to the
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investing public of fase and mideading information, occurred in thisjudicid digtrict. Priceling s home
offices and principle place of busness are located in thisjudicid digtrict.

8. In connection with the acts, conduct and other wrongs complained of in this Complaint,
the Defendants used the means and instrumentaities of interstate commerce, including, but not limited
to, the nationd securities exchanges.

1. THE PARTIES.

A. Plaintiffs.

9. Paintiff, Amerindo Investment Advisors, Inc., aNew Y ork corporation, purchased
Priceline common stock during the Class Period, and has suffered substantial damages as aresult of the
wrongful acts of Defendants as dleged in this Complaint.

10. Faintiff, [lianallieva, an individua, purchased Priceline common stock during the Class
Period, and has suffered substantia damages as aresult of the wrongful acts of Defendants as dleged in
this Complaint.

11. Pantiff, Lesnger Penson Fund, apension fund based in Switzerland, purchased
Priceline common stock during the Class Period, and has suffered substantial damages as aresult of the
wrongful acts of Defendants as dleged in this Complaint.

12. Aantiffs Mark Weiss and Marilyn D. Engedl, amarried couple, purchased Pricdine
common stock during the Class Period, and have suffered substantial damages as aresult of the
wrongful acts of Defendants as dleged in this Complaint.

13. Paintiff, Josgph Wilenkin, an individud, purchased Priceline common stock and options

during the class period, and has suffered substantial damages as aresult of the wrongful acts of
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Defendants as dleged in this Complaint.
B. Defendants.

14. Defendant, Priceline, is a Delaware corporation with its executive offices and principa
place of business|located at 800 Connecticut Avenue, Norwalk, Fairfield County, Connecticut.
Priceline describes itsdf asa“Name Y our Own Price’ patented Internet pricing system where
customers set the price for goods and services, such as arline tickets, purportedly enabling consumers
to achieve sgnificant savings. The Company clamsthat its Busness Modd is based on the eectronic
collection of consumer demand (in the form of individua customer offers guaranteed by a credit card)
for aparticular product or service at a price set by the customer, which is then satisfied by
communicating that demand directly to participating sellers or thair private databases. Pricdine's
BusinessModd origindly wasimplemented in the airline ticket market by securing guaranteed inventory
to meet the collected demand. Priceine's common stock is traded on the NASDAQ Nationa Market
(“NASDAQ") under the symbol “PCLN.”

15. Defendant, Deloitte & Touche, LLP (“Delaitte’ or “ Accountant Defendant”), isa*“Big
Five’ accounting firm that maintains offices throughout the United States, including offices in Hartford,
Stamford and Wilton, Connecticut and, at dl pertinent times, served as Pricding s auditor. Delaitte
audited the 1999 year-end financid statement of Pricdine.

16. Defendant, N.J. Nichols (“*Nichols’), was at dl relevant times, adirector of Pricdine.
He currently serves as adirector of Synapse Group, Inc., aprivatey held direct marketing firm co-
founded by Walker and which conducted substantial business with WebHouse during the Class Period.

Nichols sold 500,000 shares of Priceline stock during the Class Period.
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17. Defendant, Danid H. Schulman (* Schulman”), is Pricelings President and Chief
Executive Officer (“CEQO”). Schulman was Pricdine' s Chief Operating Officer from June, 1999 until
June 15, 2000, at which time he became Pricding' s CEO. Schulman also was a Director of the
Company throughout the Class Period.

18. Defendant, Richard S. Braddock (“Braddock™), was, & al reevant times, Pricdine's
Chairman of the Board. Braddock joined the Company in July 1998 and served as Pricding sfirst
CEO from July 1998 through June 15, 2000. Braddock sold at least 100,000 shares of Priceline stock
during the Class Period a artificidly inflated prices for tota proceeds of at least $2.4 million.

19. Defendant, Jay S. Walker (“Waker”), was, a dl relevant times, Priceling's founder and
Vice Chairman of the Board. Waker dso served as the CEO of Pricdine WebHouse throughout the
Class Period and controlled Waker Digitd Corp. (“Waker Digitd”), an invention and development
company, which was instrumenta in funding Priceline and WebHouse a their inceptions. Walker
Digita owned 35% of Priceline and 34% of WebHouse as of November 1, 2000. Walker owned
34.1% of the stock of Waker Digitd, rendering him a controlling shareholder of Walker Digitd,
according to Priceling' s 2000 Form 14A. Asreveded therein, Waker was the founder of Walker
Digitd and serves asits Chairman of the Board. Priceling’ s 2000 Form 14A aso revedsthat Waker
Digita controls Waker Digita LLC. Walker directly sold at least 10,900,000 shares of Pricdline stock
during the Class Period at artificidly inflated prices for total proceeds of at least $286,000,000.00.
Additiondly, Walker, by and through Walker Digitd and Waker Digitd, LLC, sold an additiond
2,500,000 shares of Priceline stock during the Class Period for proceeds of approximately

$123,441,500.



20.  Thedefendants referenced in paragraphs 16 through 19 are referred to in this
Complaint as the “Individua Defendants.” Unless otherwise indicated, “Defendants’ refers
collectively to Pricdine and the Individud Defendants.

C. Controlling Per sons.

21. By reason of their ownership of Priceline securities, management positions, and/or
membership on Pricdines Board of Directors, each of the Individua Defendants was a controlling
person of Pricdine within the meaning of Section 20 of the Exchange Act throughout the Class Period.
By virtue of their positions and power to control public statements, Schulman, Braddock and Walker
each had the power and influence to control the actions of Priceline, as well as WebHouse, and to
cause (and did cause) the Company and WebHouse to engage in the unlawful conduct complained of in
this Complaint. Schulman, Braddock and Walker al received daily reports regarding the saes,
revenues, new and repeat customers and other business performance, including number of offers by
customers to purchase tickets or other items, for both Priceline and WebHouse. Schulman, Braddock
and Wdker aso controlled the employees of Priceline. Priceline controlled the Individua Defendants
and other officers of the Company. By virtue of their positions, relationships and power, Priceling,
Waker, Schulman and Braddock al were controlling persons of WebHouse and its officers,
employees and agents.

D. Alter Egosd/Integrated Enterprise.

22.  Atadl pertinent times, Pricdine and WebHouse also have acted as the dter egos of
each other, as an integrated enterprise and/or as asingle entity. During the time of its brief existence,

WebHouse maintained no independent corporate existence and, instead, was totaly dominated by
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Pricdline.  Specificdly, WebHouse and Pricedline shared (@) common employees, (b) common
resources, including computer servers, internd e-mail, other communication systems and other
equipment, (¢) common office space, (d) common shareholders, officers and management, (€) a
common logo and marketing campaign, and, (f) at al pertinent times, WebHouse was undercepitdized
and received financid and other subsidization from Priceline without any expectation or requirement on
the part of Pricdine that WebHouse pay for such services and assistance.

V. SUMMARY OF DEFENDANTS COURSE OF CONDUCT.

A. TheBassFor Priceline s Stock Valuation.

23. Pricding sinitid public offering, conducted on March 30, 1999, was immensdy
successful. While PCLN stock was offered to the public at $16 per share, within months, its stock had
soared to over $145 per share.

24. By the Summer of 1999, however, PCLN'’s stock price had declined to the $60-$70
per sharerange. The Individud Defendants knew that PCLN’ s stock only could justify this stock
vauation if they were successful in expanding the Company’ s core business and convincing the
investing public that Priceine was more than an on-line travel agency and, instead, was a successful
business mode that was expandable beyond its core businesses: i.e,, the online sale of arline tickets
and hotel and car rentd reservations. If successful in expanding beyond the Company’ s core business,
Pricdine and the Individud Defendants hoped that the Company would redlize its clam of unlimited
potentid, thereby maintaining or increasing its sock vauation.

B. Defendants Efforts To Expand Pricelin€' s Core Business.

25.  Toexpand its core busness (i.e, the sale of arline tickets), Defendants knew that they
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needed to enlist the support and participation of other arline companiesin Pricding s “Name Y our
Own Price’ System beyond Ddta Airlines (* Detd’), which had been Pricding s principd ticket
supplier from the date of its inception and until the Summer of 1999. To attract additiond airlines, after
negotiaions in the Summer and Fal of 1999, Priceline issued warrants to airline carriers for the
purchase of PCLN shares. These warrants for the purchase of PCLN shares were smilar to warrants
that Delta had previoudy received in return for its agreement to provide airline tickets for usein the
Company’s “Name Y our Own Price” System. Defendants knew that the issuance of these warrants
would subject the Company to a massve one-time charge to earnings. As aresult, after issuance of the
warrants in or about November 1999, the Company was forced to incur a $1.1 billion charge against
income in its 1999 fourth quarter.

C. Defendants Efforts To Demonstrate That Pricelineg’ s Business M odel Was
Expandable Beyond OnLine Travel Through The Creation Of WebHouse,

26. Defendants' efforts to demongtrate that the Company’ s business model was
expandable beyond the online travel business focused on Walker’s creation of WebHouse.
WebHouse was established as a private, closdy hed, “off the books” &ffiliate and licensee of Pricdine,
which would alow consumersto “Name Y our Own Price’ for, among other things, groceries and
gasoline using Pricding s patented system of purchasing goods and services. Although not reveded to
investors, Defendants created WebHouse as a private, and alegedly separate, company <o that they
could conced the monumenta losses they knew WebHouse amost certainly would sugtain. In fact,
however, WebHouse and Priceline acted as dter egos of each other, as well as an integrated enterprise

and single entity, and WebHouse maintained no true, independent corporate identity or existence.



27. The creation of WebHouse was designed to alow usersto bid for groceries and
gasoline online using Priceling s website, have their charge cards billed by Priceline, and then pick up
their purchases a locally participating stores. The grocery stores and gasoline stations were to receive
full retall price and, as Defendants explained the process to the press and andydts, asin the case of
their arline ticket business, the manufacturers of the products sold and/or other sponsors were to cover
the spread between users discount prices and the retail prices.

28. WebHouse dso was seen as an immediate benefit to Priceline since the Company
licensed its business modd to WebHouse. Under that licensing agreement, Priceline was to receive
royaty payments from WebHouse, based on its revenues, and was to receive payments from
WebHouse for providing various services. In addition, because WebHouse users could only access
WebHouse through Priceline' s website, WebHouse was portrayed as a seeding vehicle for increasing
the number of users for the Company’s core services. Findly, in exchange for the right to use
Priceling s busness modd, WebHouse issued warrants to Pricdine to acquire 137 million shares of
WebHouse stock (a mgjority interest) at $3.00 per share, which, if WebHouse were successful, would
inure to the benefit of Pricdine. Asaresult of the receipt of these warrants, in the fourth quarter of
1999, Priceline recorded a one-time gain of $189 million, daiming that the supposed fair vdue of its
WebHouse only equaed their cost. Consequently, by virtue of this one-time gain recorded in the 1999
fourth quarter, Defendants recognized income in this amount and offset a sgnificant portion of the loss
incurred in the same quarter as aresult of issuing the airline warrants described above, thereby dlowing
Pricdine to continue its trend toward profitability which was of paramount importance to the vauation

of Pricdine s securities. Additionaly, Defendants carried the warrants as a $189 million asset on

-O-



Priceling s baance sheets throughout the Class Period.

29. More importantly, WebHouse was crested to confirm that Priceling' s Business Moddl
was expandable beyond its core products. Thiswas critically important to Priceline because PCLN' s
shares had been and were va ued based upon the assumption fostered by Priceline s representations
that its “Name Y our Own Price” System was revolutionary and easily expandable beyond the the
Company’sonline travel business. 1t dso was necessary for Pricdine and the Individua Defendants to
create WebHouse because, notwithstanding the success of Pricding s PO, and dl of the press
attention Waker had generated for the “Name Y our Own Price’ System, Priceline had not sgned any
licensng dedswith any independent third parties to demondtrate the aleged expandability of the
BusinessModd.

30. By thebeginning of the Class Period, & which time Pricdine and the Individua
Defendants had three months of WebHouse' s operationa datain hand, the Defendants knew that
manufacturers and wholesalers were refusing to participate in WebHouse (and provide discounts)
because, to do so, was contrary to efforts by the manufacturers and wholesaers to build, maintain and
distinguish their brand names, for which they had spent tens’hundreds of million of dollars. The bidding
process employed in WebHouse, whereby users were required to be flexible with respect to brand and
accept one of saveral competing manufacturer’ s goods at a discount, was completely contrary to
manufacturers efforts to build brand loyaty and antithetical to the manufacturers gpproach to

marketing and driving sdles*

'Pricdine did not encounter this difficulty with airline ticket, hotel and rental car reservation sdes
because (a) the airlines, hotels and rental car companies were only selling anticipated excess capacity
which, absent asde, would not be utilized, and (b) purchasers of arline tickets, hotel rooms and renta
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31.  Since manufacturers were not participating in WebHouse to any significant degres, it
was necessary for WebHouse to directly subsidize the discount applicable to the mgority of products
sold by WebHouse. These subsidies grew from $1 million per week when WebHouse began
operations in early November 1999 to $5 million later in the Class Period. As one former WebHouse
employee acknowledged, WebHouse essentidly was giving the groceries away by incurring aloss on
virtudly every sde. Thus, as reveded after the Class Period, WebHouse was subsidizing $4.00 of the
average $13.00 per visit discount given to its users at grocery stores?> Asaresult of its representations
that WebHouse was a separate, privately held company, Priceline conveniently avoided the necessity of
reporting to investors the true financia condition and prospects of WebHouse or the dismal lack of
participation by grocery manufacturers on the supply side of Pricelineg s Business Modd.

32. Neverthdess, Defendants pushed forward with WebHouse fully aware that the only
prospect of success by WebHouse was to induce manufacturers to overcome their reluctance to
participate. To overcome that reluctance, Defendants believed that they needed to reach a“critica
mass’ of WebHouse users (regardless of cost to WebHouse), at which time manufacturers might
conclude that the gain from the amount of potential sades would overcome the losses arisng from the
degradation of their brands, and the tenghundreds of millions of dollars previoudy spent by these

manufacturers to promote their brands. In essence, WebHouse was a multi-hundred million dollar

cars are primarily price driven as opposed to brand loyal.

2The more WebHouse expanded, the more it logt, and the closer it came to collapse.

Consequently, Defendants were fully aware, by the beginning of the Class Period, that WebHouse was
worthless and Priceling s warrants to acquire WebHouse stock aso were worthless since the chances
of WebHouse stock being worth more than $3.00 per share (the strike price of Priceline's WebHouse
warrants) was virtualy nonexisten.
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crap-shoot that Defendants believed was their only hope (albeit aminuscule one) of establishing the
scaahility of its Busness Modd to markets beyond online travel.

D. Defendants Engage In A Series Of Misrepresentations To Sustain WebHouse.

33.  Tofund this crap-shoot, Defendants knew that they would need to raise additiona
funding for WebHouse in amounts totaling many hundreds of millions of dollars. To convince investors,
and to gather additiona WebHouse users, Defendants needed to promote the fictitious picture that
WebHouse was not just successful but wildly successful. For that reason, Defendants routinely touted
the success of the Pricdine Business Mode by herdding WebHouse s expangion into new
supermarkets and cities and concealed the fact that these expansions merely brought WebHouse that
much coser to itsfinancia demise, at which time investors would learn thet Pricdineg' s Business Modd
could not be successfully expanded to other markets. Additionally, Defendants, both directly and
through WebHouse and its spokespeople, who were dl controlled by Pricdine, routinely represented
that WebHouse' s discounts were being paid by participating manufacturers and/or third party sponsors.
The press and analydts, throughout the Class Period, focused heavily on WebHouse' s purported
success and Priceing s gpparent success in expanding its Business Model into new markets by virtue of
WebHouse.

34. In late February of 2000, in order to continue the “hype’ regarding the scalability of the
Priceline Business Modd, Defendants began to tout WebHouse' s move into the gasoline business.

Like the grocery business, Defendants knew that this expansion aso was doomed from the beginning
because WebHouse (not the oil producers, third party advertisers or gas stations) was being forced to

subgdize the vast mgority of consumer discounts. In fact, after the Class Period, it ultimately was
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reveded that Priceline was going out-of-pocket approximately 15-16 cents for every galon of gas sold
on WebHouse. Again trying to reach critical mass, Defendants portrayed WebHouse' s gasoline
business as a success and fasdy mided the market and investing public into believing that Webhouse
was recouping the discounts through third party advertisng payments from loca gas sations and
gasoline producers. Aswith itsforay into the grocery business, this smply was not the case.
Furthermore, dl too conveniently, snce WebHouse was purportedly a separate, privatdy held
company, there was no verifiable data from which the investing public could test Defendants
assertions.

35. Priceline also blatantly misrepresented that al appropriate adjustments had been made
toitsfinancia statements published during the Class Period. Deloitte Smilarly misrepresented that
Pricdine sfinancid statements had been presented in compliance with Generdly Accepted Accounting
Principles (“GAAP”) and that it had followed Generdly Accepting Auditing Standards (“ GAAS’) in
conducting its year end 1999 audit of Priceline. In redity, as explained in detal in this Complaint,
Pricding sfinancid satements materialy oversated at least $189 miillion of the Company’ sincome
throughout the Class Period, materialy understated the one-time loss associated with issuance of the
arline warrantsin the fourth quarter of 1999, which was offset by the gain recorded on the acquisition
of the WebHouse warrants, and materidly overstated the value of the Company’s assets by $189
million throughout the Class Period.

E. Defendants Belated Disclosure Of WebHouse' s Failure And Priceline s Inability To
Extend Its Business Model To Other Markets.

36.  Attheend of the Class Period, Defendants suddenly and without warning announced
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that WebHouse was shutting down. At that time, Waker finaly came clean and admitted that
Webhouse had been covering the vast mgority of the discounts and that he had been fully aware of the
enormous risksinvolved in WebHouse from itsinception. Numerous stories were printed in the press
confirming that WebHouse, contrary to Defendants statements issued throughout the Class Period,
suffered from alack of usage and that WebHouse and Priceline were beset, throughout the Class
Period, by various operationd problems with Priceling’ s computer systems.  Although not reveded,
these problems ssemmed, in part, from the ingability of Pricdine' s Alpha Platform (which adso served
Webhouse) and which had been plagued with ingtability since 1999. These computer problems
increasingly affected Priceling s ability to service and respond to its customers. Upon Defendants
announcement, Priceine' s stock price declined approximately 38%; numerous anaysts noted the
importance of the loss of Priceling sroyaty revenue stream and questioned Pricding s ability to expand
its Business Mode beyond its core business. Asaresult, investors concluded that Priceline presented
amuch smdler, long-term company than had previoudy been thought. Their conclusons were
demonstrated correct as Priceline, at or within weeks of the close of the Class period, announced the
termination of various other efforts to expand the BusinessModd. Moreover, andysts noted, and
Priceline admitted, that the Company’s projections for profitability by the end of 2000 were now
amply unaitainable. Asicing on the cake, the Company was forced belatedly to take a one time charge
of $189 million to write off the worthless WebHouse warrants.

F. Defendants Misrepresentations Regarding Their Core Business.

37.  Defendants aso deceived investors, throughout the Class Period, regarding its core

business -- airline tickets - - and the Company’ s prospects for profitability. At the beginning of the
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Class Period, Defendants advanced their expected date of profitability for the Company from the
previoudly projected second half of 2001 to the first half of 2001. Later, on March 6, 2000,
Defendants led the market to believe the Company would be profitable in 2000. After the Company
announced its second quarter resultsin late duly, 2000, Schulman and Heidi Miller, the Company’s
CFO, projected profitability for the Company by the third or fourth quarter of 2000. After the arlines
announced the launch of Hotwire, which would be the arlines’ joint online discount ticket Site, on June
29, 2000, Walker reiterated the Company’s projections of profitability, openly dismissing Hotwire and
asserting that it did not condtitute a competitive threat.?

38. Defendants knew that their projections of profitability, which were extremely important
to the market, were basdess given (a) the increasing online arline ticket competition, (b) the dwindling
supply of arline tickets available to Pricdine, (c) the number of repest users and new customers of
Pricdine s airline ticket service was diminishing, (d) interna documents confirmed that Pricding s sdes
of arlinetickets peaked in mid-March, 2000 and, theresfter, tailed off, and (e) Defendants had built
into their projections the continued existence of Webhouse, and the expected flow of funds from
Webhouse for Pricdine s services st forth in the Webhouse agreements, aswell as Defendants ability
to ingppropriately push the massve expenses Priceline was facing as aresult of its need to upgrade its
computer systems on to WebHouse, thereby materialy lowering Priceline s reported expenses.

V. DEFENDANTS SCIENTER: KNOWLEDGE OR RECKLESS DISREGARD.

39.  Asadleged herein, Defendants acted with scienter in that al Defendants knew or

3In fact, interna Priceline documents confirm that, during the Class Period, Pricding's sde of airline
tickets peaked at 120,000 tickets in the week preceding March 12, 2000 and, thereafter, declined.
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recklesdy disregarded that the public documents and statements, issued or disseminated by or in the
name of the Company, asidentified in this Complaint, were maeridly false and mideading when issued
and made. Defendants knowingly and substantially participated, or acquiesced, in the issuance or
dissemination of such statements or documents as primary violators of the federa securities laws.
Defendants knew and/or recklesdy disregarded the false and mideading nature of the information that
they caused to be disseminated to the investing public regarding Pricdine and WebHouse. The ongoing
fraudulent scheme described in this Complaint could not have been perpetrated over a substantial
period of time, as has occurred, without the knowledge and complicity of officers and other employees
a the highest level of Pricdine, induding the Individua Defendants.

40.  Asareault of their Board of Directors memberships and/or executive and manageria
positions with Priceline and their control over WebHouse, each of the Individual Defendants had access
to the adverse non-public information about the business, assets, finances, markets and present and
future business prospects of Priceline and WebHouse via access to internal corporate documents,
internal computer databases, conversations and other communications with corporate officers or
employees of both Priceline and Webhouse, attendance at management and/or Board of Directors
meetings and committees thereof and/or via reports and other information provided to them in
connection with and as aresult of their positions in the Company. Priceline maintained a sophisticated
system of internd controls that was organized, directed and supervised on adaily basis under the
supervison of the Individua Defendants. As part of that internd control system, the Defendants
received, both before and during the Class Period, the following reports, among others, regarding the

business operations of both Priceline and WebHouse:
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a Pricing Reports. These reports were not formaly titled, but were referred to
within Priceline and WebHouse by their subject matter. For example, these reports reflected grocery
and gasoline prices for products sold through the WebHouse service. As many as sixty (60) separate
pricing reports were prepared for WebHouse s/Pricdling' s Marketing Department on adaily and as-
needed basis. These reports were provided to Walker, Schulman and Braddock. These reports
contained information on, inter dia: (i) the number of orders that were processed by WebHouse and
Pricdline during a given time period; (ii) the amount of revenue derived from such orders; and (iii) the
profit margin or lack thereof for such transactions;

b. Demographic Analyses. These reports were prepared on an ongoing basis

throughout the Class Period and identified inter dia: (i) the identity of WebHouse'sand Pricding's
customers, (ii) what products the customers purchased; (iii) how much each customer purchased; and
(iv) how often each customer purchased. These reports were provided to Pricdine' s and WebHouse's
Executives, including Walker, and Pricdine/WebHouse' s Marketing Department. These interndl
anayses showed that only 10% of those who visited the WebHouse website actualy purchased
anything; only 25% of this 10% used the WebHouse service a second time; and that only 25% of that
25% (i.e., .625% of dl vistorsor lessthan 1 in 100) used the WebHouse service a third time.

C. Network Operations Center Reports. These reports were generated on a

regular basis and identified, inter dia: (i) the number of customers who used the WebHouse and
Pricdine site(s) each hour; and (i) the number of transactions completed each hour, each shift and each
day.

d. Promotion Reconciliation Reports. These reports were available on adaily
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basis and provided information on the financia impact of promotions which were run on the Pricdine
and WebHouse Sites.

41. Numerous additiona facts confirm Defendants knowledge of the matters aleged
herein. Thesefactsinclude:

a Defendants knew that WebHouse was likely to fail, and that the vaue of the
WebHouse warrants on Priceline' s books were grosdly inflated. By keeping WebHouse off of
Priceline s books, Defendants sought to conceal the monumental 1osses Defendants knew that
WebHouse would be forced to incur, losses that were exacerbated by manufacturer and gasoline
producer non-participation in Webhouse.

b. Despite Defendants ambitious plans for WebHouse, Defendants knew or
recklessly disregarded that WebHouse was never aviable entity. According to senior managers at
Webhouse, during its incubation stage, senior WebHouse executives and Braddock expressed serious
concerns to Walker regarding the viability of the WebHouse business modd. Braddock’s concerns
were shared with senior Priceline management and its Board of Directors. Braddock’ s concerns were
chiefly focused on the number of purchases that WebHouse would have to subsidize before WebHouse
sgned up enough manufacturers or suppliers to make the busness aviable one. Braddock also
expressed to Walker concerns regarding the technological capabilities of the WebHouse website.
Senior management at WebHouse believed that as a result of Alpha/Oracle database problems and
ingtability with Webhouse' s Novus computer servers, the website was not going to be able to handle
the anticipated demands. As such, Braddock expressed concerns to senior executive officers and

Pricdline Board members regarding the timing of the WebHouse launch. Walker rejected these
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concerns outright, ingsting that Priceline needed the “PR vaue’ that would come with a WebHouse
launch. Waker himsdlf would later acknowledge, after the Class Period, that WebHouse had dways
been a“gamble”

C. Defendants knew, from the time WebHouse was formed, that manufacturers
had by and large refused to participate in WebHouse. In this regard, Defendants knew WebHouse
was unlike Priceling s airline ticket business where Pricdine had proceeded with committed suppliers of
discounted arlinetickets. In contrast, WebHouse, aware that customers would not use the Site unlessiit
made brand products available, was forced to offer such products and underwrite the discounts even
though manufacturers were unwilling to discount those products to WebHouse. Defendants knew that
WebHouse' s business mode was fatdly flawed since manufacturers had refused to sacrifice brand
loyaty by participating in WebHouse. While Defendants mided the public into believing that
WebHouse was wildly successful, Defendants knew otherwise. After the Class Period, Walker was
forced to admit that the plan for WebHouse, from the beginning, was to subsidize enough customer
purchases so that manufacturers would overcome their reluctance to join WebHouse. As admitted by
Defendants, and numerous newspaper stories reported, as aresult of the absence of manufacturer
participation, WebHouse was forced to fully subsidize most of its customers' discounts. Webhouse's
subsidies equaed at least $1 million aweek &t the beginning of the Class Period and climbed to
approximately $5 million per week during the Class Period.  Thus, Defendants knew or recklesdy
disregarded that the Business Modd was contrary to the concept of brand building and WebHouse' s
business was degtined to fail. Each expansion of WebHouse into anew city or supermarket chain

further added to its losses, due to the massive amount of subsidizing it was forced to provide, and
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brought WebHouse closer to collapse.

d. After the Class Period, Waker admitted that he was fully aware of the risksin
WebHouse when it was formed and termed the venture a*“gamble’ from the beginning.

e WebHouse' s Audit Committee was comprised of three directors, one of whom
was Walker Digitd’ s gppointee. Since Walker was a controlling person of Walker Digital, Waker had
direct access to dl information available to WebHouse' s Audit Committee.

f. Pursuant to agreements dated October 26, 1999 between WebHouse,
Pricdine and Waker Digitd (the “WebHouse Agreements’), Priceline had the right to conduct semi-
annua audits of WebHouse' s roydty payments and to verify the accuracy of WebHouse' s reports
provided to Priceline pursuant to the WebHouse Agreements. Since royalties were to be paid based
on revenue, Pricdline had full accessto dl information demondrating the fraud aleged in this Complaint.

g By late Summer of 1999, Defendants knew that Pricdlineg' s computer systems
were not adequate to handle the traffic from the Company’ s core businesses. Faced with the prospect
of spending tens of millions of dollars to upgrade those systems, an occurrence which indefinitely would
delay Pricdine s achievement of profitability, Defendants formed WebHouse and obligated it to pay for
any improvements to Pricdine' s computer systems which Defendants might term as necessary to
WebHouse' s operations. Since WebHouse and Priceline shared the same computer systems and
databases, WebHouse, as an “off the books™ &ffiliate, provided a vehicle to transfer expensesto
WebHouse and effectively hide Priceling s true expenses, thereby manipulating and understating
Priceling s expenses throughout the Class Period.

h. Since Pricdine employees were developing and generating reports on
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behaf of Webhouse on adaily basis, and Webhouse' s data was stored upon Priceline's computer
system, Defendants actualy had access to the financid and business performance of Webhouse on a
daily basis.

I. According to news stories published after the Class Period, and as verified, in
large part by Webhouse information technology personnd, Defendants had knowledge that Pricdine's
computer systems aready were not adequate to handle Pricdine s airline business even before
WebHouse was formed. Defendants knew that the addition of traffic from WebHouse' s grocery
business further taxed Priceling s inadequate computer systems from almost the first day of
WebHouse' s operations. Thus, on Thursday and Friday of the week WebHouse commenced
operations, Priceline’s computers began to crash under the weight of the increased usage prompted by
WebHouse and because of systemic database problems. By early January, 2000, the computers were
routingly mafunctioning, causing the Company to hire programmers to work twenty-four hours per day
in an attempt to resolve ongoing problems. In addition, it was necessary to delay norma maintenance
upon Priceling s computers, which was necessary to ensure smooth operationsin Pricdline' s core online
travel business, in order to accommodate “traffic’ from the WebHouse sysem. By April 2000,
Priceling s computer systems were crashing as often as once per day and Defendants recognized that
Braddock’ s pronouncements to Walker prior to the Class Period regarding the inadequacy of
Pricdine' s computer systems to handle both Priceling' s and WebHouse' s businesses were correct. As
aresult, Defendants, at that time, decided that it was necessary to ingtall new computer systems, costing
up to $200 million. Defendants aso were aware that these computer problems were increasingly

impacting Pricding s core businesses, resulting in numerous complaints being filed againg Pricdine
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through the Summer of 2000, and ultimately prompting the Better Business Bureau to pull Pricdine's
membership, an act which received extensve publicity and prompted a further decline in demand for
Pricdine’ s sarvices.

J- The Individual Defendants sdes of stock demongirate that they did not believe
their own contemporaneous, bullish public stlatements about the Company. During the Class Period,
Braddock sold 244,650 shares of Priceline common stock for proceeds of $9,975,422, Walker
(directly and indirectly) sold 11,975,000 shares of Priceline common stock for proceeds of
$337,802,000, and Nicholas indirectly sold 500,000 shares of Priceline stock for proceeds of
$30,838,610. Indl, during the Class Period, the Individual Defendants sold, directly and
indirectly 12,700,000 shares of Priceline stock for proceeds of over $378,000,000.

VI. DEFENDANTS SCIENTER: MOTIVE AND OPPORTUNITY.

42.  All of the Defendants had motives to pursue the aleged fraudulent scheme. The
fraudulent scheme and course of business was designed to and did: (i) deceive the investing public,
induding plaintiffs and other Class members; (i) artificidly inflate the price of Priceline securities during
the Class Period; (iii) cause plaintiffs and other members of the Class to purchase Pricdine securities at
inflated prices; (iv) conced and cover up the Individua Defendants mismanagement of Pricdine; (v)
enable Priceline ingders to engage in profitable insder sdes of Priceline stock; (vi) conced that the
Priceline Business Modd was not scalable and could not be extended to industries beyond Priceling' s
core businesses; (vii) conced that WebHouse was not a viable entity, that the $189 million in income
recognized by Pricdine at the beginning of the Class Period as aresult of the licenaing by Pricdline of its

Business Mode to WebHouse was ingppropriate, and that the $189 million vauation of WebHouse
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warrants received by Priceline prior to the Class Period and reported by Priceline as assets during the
Class Period was grosdly inflated, thereby causing the reported financia statements of the Company to
be materidly fase and mideading throughout the Class Period; (Viii) preserve and protect Pricdine's
sources of inventory for its core airline ticket business, since the airlineswould be lesslikdly to make
tickets available to Pricdine if the price of Priceline stock declined below the $56 strike price of the
arlines warrants to acquire gpproximately 20 million shares of Pricdine; (ix) prevent the airlines
warrants for the purchase of Priceline stock from dropping below their strike price because
Defendants knew that, if Pricdling' s stock dropped below the strike price, it would likely prompt the
arlines to demand a revauation of the number of shares covered by such warrants and the strike price
of such warrants, which in turn, would have a detrimenta effect on Priceling s financid results and stock
price; (X) assst Walker and Pricdine in obtaining various funds for WebHouse throughout the Class
Period; and (xi) allow Pricdine to obtain upgradesto its computer system by requiring WebHouse to
foot the bill for dl needed upgrades, avoiding any expense or debit to Priceine' s balance shest.

43.  Inpaticular, the following facts further demondrate Defendants motive for engaging in
the aleged course of conduct:

a Defendants knew that the Company’ s routes with Delta, which was Priceline's
principa supplier through Summer of 1999, limited its growth potentid. In fact, the Presdent of
American Airlines (“American”) had openly discouraged other airlines from making tickets avaidble to
Pricdine. At the time Defendants formed WebHouse, they were close to findizing an agreement with
various other arlines, including American, which would bring those arlines into the Pricdine fold.

These negotiations centered on the issuance of warrants by Priceline to these airlines, in exchange for

-23-



their cooperation in Pricding sairline business. Defendants knew, however, these warrants would
require the Company to take a massve charge againgt earnings upon their issuance (in the fourth
quarter of 1999, the Company was forced to record a $1.1 billion charge in connection with granting
the airline warrants). Defendants, through the establishment of WebHouse, and the creation of a
fictitious $189 million gain recognized upon the acquisition of the WebHouse warrants in the fourth
quarter of 1999, sought to offset a Sgnificant amount of the write-offs they knew would be incurred by
issuing the arline warrants;

b. While Defendants knew that Priceling' s airline business could potentialy be
profitable, they also knew that Priceling' s stock price had a built in expectation that the Company
would move beyond being a potentidly profitable online travel agent and expand its businessinto other
aress. Defendants knew that Priceline needed to demonstrate that its model could move beyond its
core businesses of arlines, hotels and renta cars and move into the broader e-commerce world. In
Priceling sfilings with the Securities Exchange Commission (“ SEC”), at the beginning of and throughout
the Class Period, Pricdine repeatedly acknowledged that the Company’ s ability to report “ significant
profits’ depended on its ability to expand beyond its core businesses. Simply put, to give the
perception, albeit misguided, that Pricding s Business Modd was a vauable commodity that was
extendable to other markets, Defendants engaged in the desperate gamble of launching WebHouse
even though, as Braddock secretly predicted prior to its launch, the venture would dmost certainly fail;

C. Defendants were aware that, in early March of 2000, Pricding s sale of airline
tickets had peaked at 120,000 tickets and was in decline;

d. AsWebHouse' s subsdies increased and its cash diminished, Defendants knew
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that they needed to raise additiond capital to “prop up” WebHouse by ether inducing further
invesment from outsiders or permitting Walker to sdl Pricdline shares to funnel additiona moniesinto
WebHouse. To do ether, Defendants needed to create the illuson that WebHouse was an operationa
SUCCESS,

e Defendants were aware that a continuing decline in Priceling' s stock price
would have potentialy devastating operationd results. The airlines held options to acquire over 20
million shares, mogt with strike prices above $56 per share. Defendants knew that the airlines would
have less mativation to make tickets available to Pricdline if the price of Priceling s sock significantly
declined below the Strike price of the airlines warrants, which would cripple Priceling s core airline
business,

f. Moreover, the airline warrants had adjustment clauses, which dlowed the
arlines to demand changes in the number of shares and strike prices covered by the warrants so asto
protect the value of the arliné swarrants. The airline warrants dso provided for aright of readjusment
in the event that Priceline failed to meet certain revenue targets. Defendants knew that a siff declinein
Priceling s stock price or falure to meet revenue targets would prompt the airlines to demand a
readjustment of such warrants, which would lead to dilution of PCLN stock, as Priceline would have to
issue more warrants, and take additiona charges against the Company’ s earnings, as aresult of the new
issuance of warrants. One such charge is exemplified by the $8.9 million charge Priceline suffered when
it was forced on October 6, 2000, two days after Defendants announced the termination of Webhouse,
to adjust its warrants previoudy given to Delta.

. WebHouse, pursuant to the WebHouse Agreements, was obligated to pay
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numerous feesto Pricdine. Included in these fees were roydties on net revenues, compensation for
marketing services, compensation for shared technology development services, pursuant to which
Pricdine could pass off to WebHouse a sgnificant part, if not dl, of its expenses incurred in upgrading
its computer systems.  These payments, which were seen as away to push Priceline toward profitability
throughout the Class Period, provided continuing motivation to deceive the investing public regarding
WebHouse' s operations.

h. As part of WebHouse Agreements, Waker Digitd received a promissory note
for $14,592,185 from WebHouse, payable on April 26, 2000. Walker, who controlled Walker
Digital, sought to keep WebHouse dive so that WebHouse could make this payment; and

I. As part of Pricdineg' s November, 1999 airline warrant dedls, Walker
purchased two million shares of PCLN stock from Delta at $62.50 per share for atotd of $125 million.
Walker did so to compensate Ddlta for the dilutive affect that the warrants Priceline was issuing to Six
other arlineswould have on Ddlta' s Pricdline warrants. Walker’s basis in these shares motivated him
to maintain the market price of Pricdineg s shares.

44, During the Class Period, Walker, directly and through Walker Digitd and Waker
Digita LLC, Braddock and Nichals, sold Priceline shares at prices attificidly inflated by Defendants
course of conduct. Thus, the Individua Defendants sold a a minimum the following number of shares
on theindicated dates:

DEFENDANT RICHARD S. BRADDOCK
CHAIRMAN OF THE BOARD*

“Additionally, Braddock filed Form 144 on May 22, 2000, reflecting the proposed sale of 500,000
shares of Priceline stock.
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DATE SHARES PRICE PROCEEDS
8/16/00 28,000 $25.52 $ 714,560
8/15/00 72,000 $25.32 $1,823,040
6/5/00 48,150 $50.28 $2,420,982
5/18/00 27,000 $50.67 $1,368,090
5/17/00 69,500 $52.50 $3,648,750
TOTAL 244,650 $25.32-$52.50 $9,975,422

N. J. NICHOLAS, JR.

DIRECTOR®
DATE SHARES PRICE PROCEEDS
3/9/00 32,600 $91.07 $2,968,882
3/6/00 97,400 $80.72 $7,862,128
3/6/00 170,000 $87.98 $3,648,750
TOTAL 500,000 $25.19-$91.07 $30,838,610

°Not included in the above-referenced transactions is the acquisition of 200,000 shares by Gore Creek
Trust on 8/1/00 at $.80 per share which were immediately sold for $5,051,000. In addition, Gore
Creek Trust filed a Form 144 on March 10, 2000 reflecting the intent to sell 300,000 shares of
Priceline stock.

-27-



JAY S WALKER, DIRECTOR, FOUNDER,
AND VICE CHAIRMAN OF THE BOARD

DATE SHARES PRICE PROCEEDS
9/11/00 2,000,000 $25.00 $50,000,000
8/1/00 8,000,000 $23.75 $190,000,000
TOTAL 10,000,000 $23.75-$25.00 $240,000,000
WALKER DIGITAL, LLC®
DATE SHARES PRICE PROCEEDS
6/8/00 25,000 $45.62 $1,140,500
6/6/00 25,000 $47.06 $1,176,500
6/5/00 50,000 $49.46 $2,473,000
6/2/00 50,000 $45.00 $2,250,000
6/1/00 75,000 $40.55 $3,041,250
5/31/00 25,000 $38.15 $953,750
5/30/00 50,000 $37.16 $1,858,000
5/25/00 50,000 $39.20 $1,960,000
5/24/00 50,000 $34.45 $1,722,500
5/18/00 325,000 $48.12 $15,639,000
5/16/00 250,000 $54.35 $13,587,500
TOTAL: 975,000 $54.35-34.45 $45,802,000

®During the Class Period, Walker owned 34.1% of the stock of Walker Digital, rendering him a
controlling shareholder of Walker Digita, according to Priceling’ s 2000 Form 14A. Asreveded in this
Complaint, Waker was the founder of Walker Digita and servers asits Chairman of the Board and is
the Corporation’s controlling shareholder. Priceline's 2000 Form 14A aso revedsthat Waker Digita
controls Waker Digitd LLC, aDédaware limited liability company. Waker isfounder, chairman and

the controlling shareholder of Waker Digita, LLC.
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WALKER DIGITAL CORPORATION

DATE SHARES PRICE PROCEEDS
5/16/00 1,000,000 (Proposed) Estimated

$52,000,000
TOTAL 1,000,000 $52,000,000

COMBINED TOTAL FOR WALKER AND CONTROLLED ENTITIES

ENTITIES SHARES PROCEEDS
WALKER, WALKER DIGITAL 11,975,000 $337,802,000
CORPORATION, WALKER
DIGITAL, LLC

Thus, in totd, the Individual Defendants, directly or indirectly, sold 12,719,650 shares of Pricdine
stock at pricesinflated by the adleged course of conduct for proceeds of $378,616,032.

45.  Insder sdling by Walker individudly and through Walker Digita and
Waker Digitd, LLC was suspiciousin timing and amount. The sdesby Walker Digitd and/or Walker
Digitd, LLC began the day &fter affirmative pronouncements by the Company confirming its continuing
move toward profitability, and on the same day, Defendants touted the addition of nine adaptive
marketing partners and the diversification of its revenues. Walker sold $190,000,000 (8 million shares)
of Pricdine stock, or 12.4% of his holdings, on August 1, 2000, just days after the senior executives of
Pricdine reiterated that Priceine would be profitable in the third or fourth quarter of 2000. Similarly,
just as with Walker Digital or Waker Digitd, LLC, Braddock’sMay 17 and 18, 2000 sdes closdy
followed Pricelineg s May 15 and 16, 2000 affirmative pronouncements regarding the Company’s

continuing progress toward profitability and expanding BusinessModd. Nichols March 6, 2000 sales
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were on the same day Schulman touted the Company’ s “sgnificant momentum” toward profitability.
His August 1 and August 2, 2000 sdle dso followed closely Defendants continuing assurances issued
in late dJuly of profitability in the third or fourth quarter. All sales conducted by the insders grew
increesingly suspicious throughout the Class Period since Defendants continued to receive daly
information confirming the massive problems being encountered by Webhouse. The proximity of those
sdes, both in terms of good and bad news, makes these sales highly suspicious.’

VIl. CLASSACTIONALLEGATIONS.

46. Paintiffs bring this action as a class action pursuant to Rule 23(a) and (b)(3) of the
Federd Rules of Civil Procedure on behaf of aclass (the“Class’) congsting of al personswho
purchased the securities of Priceline between January 27, 2000 and October 4, 2000 (i.e., the Class
Period). Excluded from the Class are Defendants, members of each Individua Defendant'simmediate
family, any entity in which any defendant has a contralling interest, and the legd affiliates,
representatives, heirs, controlling persons, successors, and predecessorsin interest or assigns of any
such excluded party.

47.  Since Pricdine has millions of shares of common stock outstanding, and because the
Company's common stock and options were actively traded, members of the Class are SO numerous
that joinder of dl membersisimpracticable. While the exact number of Class members only can be
determined by appropriate discovery, plaintiffs believe that Class members number at least in the

thousands and that they are geographically dispersed.

"Since WebHouse aso retained in excess of $70 million in cash after it ceased doing business, upon
information and belief, Walker was repaid additiond monies ether directly or through Waker Digitd,
thereby further increasing his profits from the August 1, 2000 disguised inSder sales.
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48. Hantiffs damsaretypica of the dams of the members of the Class because plaintiffs
and dl of the Class members sustained damages arising out of Defendants wrongful conduct
complained of in this Complaint.

49, Rantiffswill fairly and adequately protect the interests of the Class members and have
retained counsdl who are experienced and competent in class and securities litigation. Plaintiffs have no
interests that are contrary to or in conflict with the members of the Class that plaintiffs seek to
represent.

50. A dassactionissuperior to dl other avalable methods for the fair and efficient
adjudication of this controversy, sncejoinder of al membersisimpracticable. Furthermore, asthe
damages suffered by individua members of the Class may be relatively smal, the expense and burden
of individud litigation make it impossible for the members of the Classindividudly to redress the wrongs
doneto them. Therewill be no difficulty in the management of this action as a class action.

51.  Quedtionsof law and fact common to the members of the Class predominate over any
questions that may affect only individua members, in that Defendants have acted on grounds generdly
applicable to the entire Class. Among the questions of law and fact common to the Class are:

a whether the federa securities|laws were violated by Defendants acts as aleged
herein;

b. whether the Company's publicly disseminated releases and statements during
the Class Period omitted and/or misrepresented materia facts and whether Defendants breached any
duty to convey materid facts or to correct materia facts previoudy disseminated that were or had

become false or incorrect;
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C. whether Defendants participated in and pursued the fraudulent scheme or
course of business complained of;

d. whether the Defendants acted willfully, with knowledge or recklesdy, in
omitting and/or misrepresenting materia facts;

e whether the market prices of Priceline common stock during the Class Period
were atificidly inflated due to the materid nondisclosures and/or misrepresentations complained of
herein; and

f. whether the members of the Class have sustained damages and, if so, what is
the appropriate measure of damages.

VIIl. EACTUAL BACKGROUND.

A. Pricding€s“Name Your Own Price’ E-Commerce Pricing Sysem

52.  According toits public filings, Priceline clams to have pioneered a unique e-commerce
pricing system known as the *demand collection system” that purportedly enables consumersto use the
Internet to save money on products and services while enabling sdlers to generate incrementd revenue.
Using its“Name Y our Own Price’ system, Priceline collects consumer demand, in the form of
individua customer offers guaranteed by a credit card, for a particular product or service a prices set
by the customer.  According to Pricdine, the Company then either communicates that demand directly
to participating sdllers or accesses participating sellers  private databases to determine whether
Pricdine can fulfill the customer's offer. Consumers agree to hold their offers open for a specified
period of time and, once fulfilled, offers cannot be canceled. The Company’s principa marketsfor its

Business Mode, prior to the course of conduct aleged in this Complaint, were airline tickets, hotel

-33-



rooms and car rentals.

53. Pricdine purports to benefit consumers by enabling them to save money while, at the
same time, benefitting sdlers by providing them with an effective revenue management tool capable of
identifying and capturing incremental revenue. Pricdline clamsthat, by requiring customersto be
flexible with respect to brands, sdlers and product features, the Company enables participating sdllers
to generate incrementa revenue without disrupting their existing distribution channds or retall pricing
dructures. For example, Priceline has clamed that the airlines fly, on average, 700,000 empty seets a
day, which they would be willing to sdll through Priceline a chegper-than advertised rates rather than
leaving those seets empty.

B. Pre-Class Period Events And Disclosures: Defendants Embark Upon Their Cour se Of
Conduct.

54. By late Summer of 1999, a number of factors convinced Defendants thet Priceline
needed to take steps to expand its Business Model to other markets to change investors' perceptions
of the Company. Among other facts recognized by Defendants were: (a) investors began to question
whether Pricding s business prospects judtified its sock vauation; (b) Priceline was facing diminishing
returns from its reationship with Delta, Pricdling s principa supplier of tickets. Increasingly, Deltawas
pursuing its own internet ticket sales resulting in
3Y2-4% % of itsticket sdles being generated from its own online website. Déta’ s online presence not
only presented competition to Pricdine but also resulted in less Ddlta ticket availability for Priceline,
Ddtd s waning commitment to Priceline was demondrated by the fact that it sold 1.8 million of its 18.6

million Priceline shares in October 1999; and ¢) Priceline was facing increasing competition from other
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online arlineticket sdllers. This competition decreased both the number of tickets to airlines would
dlocate to Priceine and the number of available consumers. Expedia, a one-stop travel shopping and
reservations website sponsored by Microsoft was in the process of conducting itsinitial public offering,
which was completed in mid-November, raising $72.8 million to fund its expanson. In early October
1999, Travelocity, owned by Saber, a unit of American Airline s parent, AMR Corporation,
announced amerger with Preview Trave, another large online travel agency. AMR had an agreement
with Preview whereby Preview was given prime advertisng on AMR s Ste. Moreover, in early
November, 1999, Northwest, United, Delta and Continental announced that they would creete their
own website to compete againg Priceline, Travelocity and Expedia. These airlines were reportedly
preparing to spend $100 million to fund the venture. Demongtrating the effect of these factors, when
Priceline announced its third quarter 1999 results, according to the October 29, 1999 Wall Street
Journal, Priceline cautioned investors that its revenue for the quarter to end December 31, 1999 was
“expected to be flat sequentiadly from the third quarter.”

55.  Priceline was so concerned about these threats to its core business and, particularly,
Expedia, and the manner that such compstitive threats would be perceived by the investing public, thet,
on October 5, 1999, Pricdine distributed a confidentia memorandum to its employees requesting that
no disclosures about Expedia be made to third parties, including investors, customers, vendors,
suppliers, the press and the Wall Street community. Specifically, the October 5, 1999 Memorandum
stated:

Asmany of you know, pricdine.com is experiencing some competitive

chdlengesin the market place. The most notable is the hotel matching
service of Expedia, Inc. As Dan Schulman expressed to you in his
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recent al employee |etter, we are aggressively and carefully examining
our options but we have not made any decisions on how priceine.com
will or should proceed. While we go through this eval uation process
and until afind decison is made publicly known, it isimperative thet al
personnd of pricdline and its affiliated companies refrain from making
any gatements to third parties concerning Expediaor any other smilar
meatter. Third partiesinclude investors, customers, vendors, suppliers,
the press and the Wall Street community. However, because of the
extremely sensitive nature of the subject matter, third parties must dso
include your spouse, significant other and al other members of your
immediate family. There are no exceptions. Failure to abide could
have sgnificant legd, financid and other adverse implications for
priceine.com.

If you receive any outside questions or inquiries concerning Expedia or
any other actua or potentia competitor, please direct the caller to an
attorney....Y ou should not pursue any other discussons with the cdler.

56.  To counter its stock price decline and to better meet the growing online competitive
threet to its core business, Defendants embarked on the course of conduct aleged in this Complaint.
Initidly, Defendants sought to shore up and expand Pricdine s airline ticket business by inducing airline
cariers, other than Délta, to participate in Priceling sbusiness. To obtain the airlines commitment,
Priceline was forced, in mid-November 1999, to issue warrants to eight airlines for the purchase of
20.5 million shares of Priceline stock, most with an exercise price of $56 per share®

57.  Theexisence and terms of these warrants motivated Defendants to engage in and
perpetuate the aleged course of conduct. These warrants were subject to adjustments upon demand

by the airlines to protect the value of the arlin€ swarrants. Defendants, therefore, knew that any

additiona declinein Pricdineg' s stock price would likely prompt airlines to demand the issuance of more

8Asaresult of these agreements, U.S. Airways received warrants to purchase 1.5 million PCLN
shares; United, Delta and American each got warrants to purchase 5.5 million PCLN shares and
Continental, Northwest, TWA and American West split warrants to purchase 2 million PCLN shares.
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warrants at lower prices, further diluting Priceling s share price and prompting materia chargesto
Pricding searnings. Moreover, Defendants knew that the airlines continued willingness to provide
tickets to Priceline would depend on their value judgment of whether they stood to gain more money by
doing S0, as opposed to seling them on their own websites. This decison, turned on the airlines
perceptions of the potentia returns on their PCLN warrants. Maintaining Priceling' s stock price above
or beyond the strike price of the airline warrants, therefore, became amatter of preserving the
Company’s ability to continue to expand, or a least maintain, its core business of sdling arline tickets.
58. Defendants aso sought to convince investors that its Business Mode could be

expanded beyond its core business, thereby providing more predictable revenue streams and
prospects of unlimited growth. The Company’s SEC filings had routindy informed invetors thet the
Company needed to expand beyond its core business to be successful. Defendants publicly
acknowledged that, ultimately to be successful, Priceline would have to bresk its dependence on the
travel business, which accounted for 92% of Pricelineg s revenues as of September 1999. The
Company’s Form 10-Q for the first quarter of 1999, filed on May 17, 1999 emphasized the
importance of successful expangon of the Priceline Business Modd:

Need to Sell New Products and Services

Pricdine.com is unlikely to make significant profits

unless Priceline.com makes new or complementary

products and services and a broader range of exigting

products and services available through the

priceline.com service.

59. In furtherance of Defendants desire to convince investors of Pricding's

unlimited potentia, prior to the Class Period, Defendants routindly assured investors that the
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Company’ s Business Model could be successfully expanded beyond its core businesses. For example:

a The Company’ s September 1, 1999; September 3, 1999; October 4, 1999;
October 12, 1999; and October 28, 1999 press releases informed investors that “ Priceline.com’s
business modd is horizonta and works in multiple indudtries....”

b. In a September 9, 1999 profile of the Company in Fortune magazine, Walker
pronounced that Pricdine “will reinvent the environmental DNA of globa busness” In commenting on
the Company’ s Business Mode, Walker proclaimed that it was “absolutely revolutionary” and that “it
will restructurethe P & L of the airline industry [and] [a] Sgnificant amount of the globa economy will
be priced thisway.”

C. Schulman, as the keynote speaker at the October 26, 1999 Information
Technology Association of America's Strategic Solutions conference, and as reported the following day
by the press, stated:

And with the availability of an easly used Web-based
shopping system, “Customers will have the power, not
the manufacturer or sdler,” he said.

Pricing will be impacted. “Thewhole cost Sructureis
going to fundamentaly change” he sad. “Therewill be
no manufacturer’ s suggested retail price.”

Instead, consumers — using the wealth of information
available online— will set the parameters on whet they
want to buy, Schulman said.

He called the process, which dlows customersin
different Stuations to get varying prices for the same
item, “dynamic pricing.”

60.  The poger child for this expansion was WebHouse, a company formed by Walker,
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with its principa investors being Walker Digitd and VVulcan Ventures, two of the same investors that
origindly funded Pricdline. WebHouse alowed customers to name their own price for groceries and,
later, gasoline, and to shop for them at discounts at participating local grocery or gasoline stores.
Defendants structured WebHouse so that its financid results would not be reported in Pricdineg' s
financid results. Defendants concedled that, at the time it was launched, WebHouse had failed to
convince manufacturers of most of the products to be sold by WebHouse to subsidize the discounts
WebHouse would give to its consumers. Consequently, Defendants knew that WebHouse would be
forced to cover the difference. WebHouse did so on the reckless gamble that, if it Sgned up enough
customers, manufacturers perception regarding WebHouse would change.
C. The Company’s Press Releases Tout Expandability Through WebHouse
61.  Defendants heralded the launch of WebHousg, its entry into the online grocery sdlling
business, and its purported successful expangon into various cities and supermarket chains. In amost
every press released issued by the Company from October, 1999 through late January, 2000, the
Company repeatedly touted WebHouse:
a October 11, 1999 release:

The Company has aso licensad its business system and

brand to a privately held licensee, the priceline.com

WebHouse Club, which will offer aname-your-own-

price service for groceriesin the New Y ork

metropolitan area beginning November 1%,

b. October 28, 1999 release:
While our financid results for the quarter were

dominated by our travel businesses, we began to make
sgnificant progressin building out our horizontal
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business modd to three independent parties including
Budget Rent A Car Corporation, PricdineMortgage,
and Priceline WebHouse Club. Once our customers
experience the satisfaction of getting their own price,
our god isto provide them with an expanding array of
other name-your-price products and services.

November 1, 1999 release:

The Company has dso licensed its business system and
brand to a privately held licensee, the priceline.com
WebHouse Club, which is launching a name-your-
own-price service for groceriesin the New Y ork metro
areathis week.

November 3, 1999 release:

Priceline.com aso licensed its business model to a
privately owned company, Priceline WebHouse Club,
which offers name-your-own-price retail goods,
beginning with groceriesin the New Y ork metro area.
The WebHouse Club launched thisweek. In return
for the WebHouse Club license, pricdine.com will
be entitled to ongoing royalty paymentsonce a
minimum salesthreshold had been achieved and
hasreceived warrantsallowing it to purchase a
majority equity stakein the WebHouse Club
under certain contingent conditions. Prior tothe
exercise of thiswarrant, the results of WebHouse
Club operationswill not be included in
priceline.com’sfinancial statements. (Emphass
added.)

November 8, 1999 release:

Customers have asked the Company to add other
name-your-price services for more frequently
purchased products and services, including long
distance and retail goods. By building repest Web ste
traffic through these products, pricdline.com will have
the continuing opportunity to introduce customersto
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other name-your-own-price services for leisure airline
tickets, hotel rooms, new cars, home mortgages,
groceries and more. For example, when the priceline
WebHouse Club, a privately held affiliate licensee
of pricdine.com, launched its name-your-price
grocery service on the priceline.com Web site
overall sitetraffic jumped 20% (Since WebHouse
Club isaprivately held priceline.com licensee, the
results of WebHouse Club