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Judge Dismisses Investor Lawsuit over Market Losses.
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By Deborah Lohse, San Jose Mercury News, Calif. Knight Ridder/Tribune Business News

]ul, 2--A federal jpdge has .dismiss~cJ qlaWSt,lit byjnye~~QF~t~ylng tpblqTIr)~Wall$treet brdkerag~
firmsfQr th@ir 1t:1\;erl'1l:~t.era stocklosses($aYingtheinv~tors\~n6lw'f1iJllweHth~stock market was .a
"freewheelingc$sir10:' ...

J udge.. MiJtO)TP()B:ac~w~$ .9ne..Qf ..~WQNeWYork.fedel'~lJ'~gg~~tfti$Yf~{;!ktodiSmj$S.1awsUjts. ag.ainstfour
Wall Street firmS that contend ed th;:iti nvestors' sto<:k -me rket IQsseswere c;:ausedby the fi rms' biased
stock resear<1h. The. d~cisions may rnakeit Harder for ler@eQrOuPs:Qf investors to sue over the widely
reported Intemet bubble abuses by brokerage analysts whO issued overly optimistic ratings on certain
companies.

The suits had alleged that the banks' research anaIY$t$defr~ud~~ihVe$tprsdurin9the~nternetbl!lJlJle
by urging. thp rntQlHilY .$toclq;.. of.cQn')panies the"H1a!lyst$djdnlTeallybelj~ve.. were goodi nvestments. .
The analysts ..di~TQ,jn\les~(Jrs aU~g~q 'P~~9l.1Ji~the¥w~pt~~tP $t)~re "ilj'IUc:rativeil1vestment"bp r\ kingfe!')s fton\ Jhli!cl;irnp~njes whosestQtksthey wereanalyzir\g. .

In<1ismjs$lm~\a'~~!f,J~qlta:WF'ir\StJY1errillLYf1cn .ar\{j.it~()~e~irM.eIiiterfiet'afial'i'(;tl-len'Y. .!31odget, Pollack
,saipir\ve5totSi'l:l:I'I.o;lesf'm()n~y, ware. 'WIIgn-risk specujatQrs" who "now hope to twist the federal
securities laws intp03 scheme of cost"fteespeculators' insutance."

He salc;1 the. investors 11adn't shown thi;lt they actually relie.don the allegedly false investment research,or even that thi:!y were Merrill customers,. .

In vestorS~/iI~,h~R$Qthqt~u(.;hlaW~Uit$,..WOllldbe ,easier ,t~fifeand\,~ip./jrter~tateQnd ,..i nd.ustry
regutlltor$flf1~li~~8~.~1'1,~UlfOIl!:Jf;!ttl$rY1ent.fJC)rlif;1rthjsy~~~Y"jth.~~f'l.rtlaj9r\i'V'aIIStrf;1et.fjrmS ..over the
isSUe,of1;)ja~~~T~~e/ilr9h,A(!IPa'~'()f'.t~ese~lemef'ltireg~t~~Pcrst7Je?lsl:!doplrn/il€Jin9" documents 1

including interriale"mailsand OtherdGcumehts, tnatrevei:lle,d that many analysts considered. stOcks
they rated "buy" as little more than "trap" or "toast."

But in the MerriHca$€, the judge said that the mere existence of allegedly biased investment research
isn't enough to prove a "fraud on the market" -- the legal doctrine investors had hoped to use.
Instead, he said the investors failed to prove that Merrill and BJodget caused their losses.

.. Wh a t this jl!dge in ',effectsi1ly.sisthatpiayntiffs!iV hO.Pi'~$ent~l1eM'\S\'tlv.espefpre ,1'Iis. COli rt ,<:I nQ simply.

rantthat'Vrl~ji'lYesteOm()Ti ey j theylqld lies/ anpthenW~lb$fm()",eyi" .won't be permitted to sue,
"" in l"""",h(:;r"ndf..d.."" ,c:""", ..it-;...,,! ,"Ai h'~n£A",.,n'", "t.'""+"...f,,bi+lh;"'d,'dh'

. -
The Merrill Lyr1thJc;jv.;$Uit hgd c~ntere9>on allegedly bia$ed re.search pntwctompanles, 24/7 Real
Media,ba$ediI:1N\i!W York; ai1dlflte.rtiCintofPurchasetN.y,The+aWI5!JitagaiDst the three other
IOvestmentbanks Co Goldman Sachs, credit Suisse First~oston and M'Qrg"n Stanley -- centered on
allegedly biased researct) onCovad Communication$ Group of$anta C:lara.

Some attorn~Y$f()rinvestors s<:l.id the (jismiss?,!ls c()~rldn19j<e<,itnq~q~r.for>lpr,ge9r-Ol.JPS ofinvestol"sto
co Ilectdail1IJge.Sbl1thegfOu nds thC}t 'r~i nred '. in ve.sth')eI1tr~'se'i!lr-thca'l))sedCltOrrupt enVironrnentfor
j nvestors., Thereilre. L~ sifT'! itar f9W$LritSPI:!t1dlt'1gbef(')'reJuqge'Pollack/fprlh$t!lnc~.

However1ir\V~.~tAri!il ,.yer!;saidJhat(ona ... casebycaseb;:jS1St spmeJnvestbrs. who can proveinctlurt
prin arbi~ratjonthatthey relied. on biased research and .lost money might still be able to recoup losses.
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"ThiS willprob~bly. hurt.the classa~tiqns~h~.m()st,P~caO$etheYafe.probably.fqcused in New York"
sa idCaryLapi(!Jus,alawyer ..whorepresentsinvestors ...Insuch"su its;." But.there are individual lawsuits
cmt:!arblttat.ien'i$alloVer t!1e CQi.liltfY."

LapiaUssait':lth'atscmearbltratol'S, who are hiredbystotkexthangesto hear disputes against
brokerage firms, are wilHng to conSider the e-mail evidence released in the $1.4 billion settlement in
deciding whether to award Investors damages.

In his dismiSsal,.Poilacksijid itwo(jldbe unfair to nli;lYJhe<bla~i~fortf)eenbrmQU5 Internet bubble
sOlely at th.e..feet qfi:1 stng'leactor;'.Merrilll.,ynch."l1e.saldf:eq~filtsecurit(eslCjwspenalize thOse who'

issue falsesti')tementsoffacts,not oPinions.

"We're pfea$ed With the decision and that the judge ac:cepted.ouT arguments," Merrill spokesman Mark
Herr said,

In the other case against Goldman, Credit Suisse and Morgan Stanley, U.S. District Judge Harold Baer
said that. although investors had shown thati'inalysts ha~JconfHctsofinterests that might hi'ive tainted
their research, they hadn't proved that they "actually had a le$s-optimistie view of Covad," than those
expressed i.n their research re.ports.

Steven TaU; who~epreSen~sillvestofsin theMefril1<:~$el$aldtMpleintlffswbuld either appeal or ask
Pollack to recorrsid~fhjsfl.lling.

"It's almost inconceivable that Merrill Lynch CQuid have b'een disrrtissed," he said in an interview, citing
the firm's participation in the $1.4 billion settlement.

"These pJaintjffSW~re not speculators," he sai.d.

Suj~sagajost'€!'I'i*'tY$t~~t$tf1erfirm$,ii1'(;li.idjf1ghel1i'fli3ii~'rGth#'r$'lDe.anqRt~igrO~jJ., I DC. 's Sa1om()ri
Srn ithBa rof;Y,JlQ\'\I.!<;D()\NI)PSCit:jgroup<qIQbal MarketsJ{'j'<:'tar~:PE!l)ding,befbreother judges in
Mahha~tahah~.$r$~w1'i~re.iM.o~fr$qE!n~IYr.U.$.PJ~triqtj\,f~~E!,pentseCote refused to toSs out a case
that daimedCitioroun issuedbiased.research ahoutWorlflComtnc.

rosee mQ're afthe5a'nJo'Se Mertury News, and Sl.jb~cr'ibetd the newsp1\per, go to
http:J Jwww.rnercui.Ynews.com .

(c) 2003, SM Jose Mercury News, Calif. Distributed by Knight Ridder/Tribune Business News.
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