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Plaintiff has alleged the following based upon the investigation of Plaintiff’s counsel, which 

included a review of United States Securities and Exchange Commission (“SEC”) filings by 

E*TRADE Financial Corporation  (“E*TRADE” or the “Company”), as well as regulatory filings 

and reports, securities analysts’ reports and advisories about the Company, press releases and other 

public statements issued by the Company, and media reports about the Company, and Plaintiff 

believes that substantial additional evidentiary support will exist for the allegations set forth herein 

after a reasonable opportunity for discovery. 

NATURE OF THE ACTION 

1. This is a federal class action on behalf of purchasers of the common stock of 

E*TRADE between December 14, 2006 and September 25, 2007, inclusive (the “Class Period”), 

seeking to pursue remedies under the Securities Exchange Act of 1934 (the “Exchange Act”). 

JURISDICTION AND VENUE 

2. The claims asserted herein arise under and pursuant to Sections 10(b) and 20(a) of the 

Exchange Act [15 U.S.C. §§78j(b) and 78t(a)] and Rule 10b-5 promulgated thereunder by the SEC 

[17 C.F.R. §240.10b-5]. 

3. This Court has jurisdiction over the subject matter of this action pursuant to 28  

U.S.C. §1331 and Section 27 of the Exchange Act. 

4. Venue is proper in this District pursuant to Section 27 of the Exchange Act and 28 

U.S.C. §1391(b).  Many of the acts charged herein, including the preparation and dissemination of 

materially false and misleading information, occurred in substantial part in this District. 

5. In connection with the acts alleged in this Complaint, Defendants, directly or 

indirectly, used the means and instrumentalities of interstate commerce, including, but not limited to, 

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

6. Plaintiff Larry Freudenberg, as set forth in the accompanying certification and 

incorporated by reference herein, purchased the common stock of E*TRADE at artificially inflated 

prices during the Class Period and has been damaged thereby. 

7. Defendant E*TRADE, through its subsidiaries, offers financial solutions to retail and 

institutional customers worldwide.  In addition, the Company offers mortgage, home equity, and 

margin and credit card products; real estate loans; and various consumer loans, including 

recreational vehicle, marine, commercial, automobile, and credit card loans. 

8. (a) Defendant Mitchell H. Caplan (“Caplan”) is, and was at all relevant times, 

Chief Executive Officer of E*TRADE. 

(b) Defendant Robert J. Simmons (“Simmons”) is, and was at all relevant times, 

Chief Financial Officer and Principal Accounting Officer of E*TRADE. 

(c) Defendants Caplan and Simmons are collectively referred to herein as the 

“Individual Defendants.” 

9. During the Class Period, the Individual Defendants, as senior executive officers 

and/or directors of E*TRADE, were privy to confidential and proprietary information concerning 

E*TRADE, its operations, finances, financial condition and present and future business prospects.  

The Individual Defendants also had access to material adverse non-public information concerning 

E*TRADE, as discussed in detail below.  Because of their positions with E*TRADE, the Individual 

Defendants had access to non-public information about its business, finances, products, markets and 

present and future business prospects via access to internal corporate documents, conversations and 

connections with other corporate officers and employees, attendance at management and/or board of 

directors meetings and committees thereof, and via reports and other information provided to them in 

connection therewith.  Because of their possession of such information, the Individual Defendants 
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knew or recklessly disregarded that the adverse facts specified herein had not been disclosed to, and 

were being concealed from, the investing public. 

10. The Individual Defendants are liable as direct participants in the wrongs complained 

of herein.  In addition, the Individual Defendants, by reason of their status as senior executive 

officers and/or directors, were “controlling persons” within the meaning of Section 20(a) of the 

Exchange Act and had the power and influence to cause the Company to engage in the unlawful 

conduct complained of herein.  Because of their positions of control, the Individual Defendants were 

able to and did, directly or indirectly, control the conduct of E*TRADE’s business. 

11. The Individual Defendants, because of their positions with the Company, controlled 

and/or possessed the authority to control the contents of its reports, press releases and presentations 

to securities analysts and through them, to the investing public.  The Individual Defendants were 

provided with copies of the Company’s reports and press releases alleged herein to be misleading 

prior to or shortly after their issuance and had the ability and opportunity to prevent their issuance or 

cause them to be corrected.  Thus, the Individual Defendants had the opportunity to commit the 

fraudulent acts alleged herein. 

12. As senior executive officers and/or directors and as controlling persons of a publicly 

traded company whose common stock was, and is, registered with the SEC pursuant to the Exchange 

Act, and was, and is, traded on The NASDAQ Stock Market (“NASDAQ”) and governed by the 

federal securities laws, the Individual Defendants had a duty to promptly disseminate accurate and 

truthful information with respect to E*TRADE’s financial condition and performance, growth, 

operations, financial statements, business, products, markets, management, earnings and present and 

future business prospects, and to correct any previously issued statements that had become 

materially misleading or untrue, so that the market price of E*TRADE’s common stock would be 
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based upon truthful and accurate information.  The Individual Defendants’ misrepresentations and 

omissions during the Class Period violated these specific requirements and obligations. 

13. The Individual Defendants are liable as participants in a fraudulent scheme and 

course of conduct which operated as a fraud or deceit on purchasers of E*TRADE’s common stock 

by disseminating materially false and misleading statements and/or concealing material adverse 

facts.  The scheme: (i) deceived the investing public regarding E*TRADE’s business, operations and 

management and the intrinsic value of E*TRADE’s securities; (ii) allowed the Individual 

Defendants to sell 122,211 shares of their personally-held E*TRADE stock for gross proceeds in 

excess of $2.8 million; and (iii) caused Plaintiff and members of the Class to purchase E*TRADE’s 

common stock at artificially inflated prices. 

PLAINTIFF’S CLASS ACTION ALLEGATIONS 

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

Procedure 23(a) and (b)(3) on behalf of a class consisting of all those who purchased the common 

stock of E*TRADE between December 14, 2006 and September 25, 2007, inclusive, and who were 

damaged thereby (the “Class”).  Excluded from the Class are Defendants, the officers and directors 

of the Company, at all relevant times, members of their immediate families and their legal 

representatives, heirs, successors or assigns and any entity in which Defendants have or had a 

controlling interest. 

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

impracticable.  Throughout the Class Period, E*TRADE common stock was actively traded on the 

NASDAQ.  While the exact number of Class members is unknown to Plaintiff at this time and can 

only be ascertained through appropriate discovery, Plaintiff believes that there are hundreds or 

thousands of members in the proposed Class.  Record owners and other members of the Class may 

be identified from records maintained by E*TRADE or its transfer agent and may be notified of the 
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pendency of this action by mail, using the form of notice similar to that customarily used in 

securities class actions. 

16. Plaintiff’s claims are typical of the claims of the members of the Class as all members 

of the Class are similarly affected by Defendants’ wrongful conduct in violation of federal law 

complained of herein. 

17. Plaintiff will fairly and adequately protect the interests of the members of the Class 

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

18. Common questions of law and fact exist as to all members of the Class and 

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

questions of law and fact common to the Class are: 

(a) whether the federal securities laws were violated by Defendants’ acts as 

alleged herein; 

(b) whether statements made by Defendants to the investing public during the 

Class Period misrepresented material facts about the business and operations of E*TRADE; 

(c) whether the price of E*TRADE common stock was artificially inflated during 

the Class Period; and 

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

proper measure of damages. 

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

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

damages suffered by individual Class members may be relatively small, the expense and burden of 

individual litigation make it impossible for members of the Class to individually redress the wrongs 

done to them.  There will be no difficulty in the management of this action as a class action. 
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SUBSTANTIVE ALLEGATIONS 

20. Defendant E*TRADE “provides financial services including trading, investing, 

banking and lending for retail and institutional customers.” 

21. Since its inception, E*Trade generated revenues from the commissions it charged 

consumers who traded stocks on its website.  In 2003, the Company began to transition itself into 

more than just an online broker for stock trades.  At this time, in an attempt to cash in on the housing 

boom, the Company purchased mortgages, home-equity loans and other mortgage-related assets.  

Shortly thereafter, the Company began originating its own loans.  As a result, interest income from 

its loans became the main driver for the Company’s growth as it became less reliant on brokerage 

fees.  Unbeknownst to investors, this growth would be short lived because the Company’s 

mortgages, home-equity loans and other mortgage-related assets were composed of sub-prime loans.  

Furthermore, during the Class Period, the Company was experiencing a rise in delinquency rates in 

both its mortgage and home equity portfolios.  As a result, the Company’s mortgages, home-equity 

loans and other mortgage-related assets were materially overvalued at all relevant times. 

22. The Class Period begins on December 14, 2006.  On that date, E*TRADE held 

conference call with analysts and investors to discuss the Company’s 2007 earnings guidance.  In 

that regard, Defendant Caplan stated, in pertinent part, as follows: 

We have long said that we define ourselves as a growth Company based on our 
ability to generate annual revenue growth of 10% to 15%, earnings growth of 15% to 
20%, with an operating margin approaching 50%.  From our current inflection point, 
the Company is positioned to not only meet, but exceed those growth targets in 2007.  
Based off the current 2006 consensus revenue and GAAP EPS estimate, the annual 
guidance we establish today reflects revenue growth of 14% to 24% from the low to 
high end of the range, GAAP EPS growth of 15% to 26%, with an annual operating 
margin of 47%.  Most importantly, we expect to deliver these strong results even as 
we make additional investments in marketing and service. 

* * * 
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We expect to generate these results as a function of three core growth initiatives in 
2007.  The first is building on the success that we achieved year-to-date, we will 
continue to drive growth in target segment accounts.  We will achieve this through a 
continued investment to attract and retain these target segment accounts while 
migrating Main Street into this segment, all through our investment relationship 
managers and marketing.  Second, we will deliver continued improvement and 
profitability throughout the model as the result of greater integration, scale, and 
efficiencies, including the full-year benefit of Harrisdirect and Brown, as well as 
moving clearing under the bank.  And third, we will generate accelerated growth 
through success in our Corporate Services and international operations, two avenues 
for growth that are unique to our model.  In addition to these initiatives, but not 
embedded in our guidance, is the continued opportunity to supercharge growth, scale, 
and efficiency through accretive acquisitions in any of the core areas of our business.  
This includes opportunities both domestically, as well as internationally, and across 
transactions, cash and credit originations, or asset aggregation. 

23. On January 18, 2007, the Company issued a press release announcing its financial 

results for the fourth quarter and year end of 2006, the period ended December 31, 2006.  For the 

quarter, the Company reported net income of $177 million and total net revenue of $629 million.  

Defendant Caplan, commenting on the results, stated, in pertinent part, as follows: 

In 2006 the Company delivered a fourth consecutive year of record results while 
successfully integrating two key acquisitions and strategically investing in product, 
service and marketing to strengthen the future performance of the franchise.  As a 
result of this success, we enter 2007 ideally positioned to capitalize on the secular 
growth trends of the industry, and we will continue to seek out targeted investments 
to build stronger client relationships and drive broader product engagement in the US 
and abroad. 

24. On April 18, 2007, the Company issued a press release announcing its financial 

results for the first quarter of 2007, the period ended March 31, 2007.  For the quarter, the Company 

reported net income of $169.4 million and total net revenue of $645.0 million.  Moreover, the 

Company revised its earnings guidance for 2007.  Defendant Caplan, commenting on the results, 

stated, in pertinent part, as follows: 

We are extremely pleased with the response to our marketing and service 
investments this past quarter which generated record net new accounts, with 
continued strong growth in our target segments, and record levels of customer assets 
and cash.  The success we are seeing in attracting and retaining high-value customers 
is clearly beneficial to the long-term growth of the franchise. 
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Although the broad based markets have been strong, the recent volatility in the 
macroeconomic environment has affected retail customer behavior and engagement 
levels.  As a result, we are reducing our 2007 earnings estimate to better reflect the 
muted retail environment we are now experiencing as compared to our expectations 
at the end of 2006. 

25. On April 18, 2007, the Company held a conference call with analysts and investors.  

With regard to the Company’s loan portfolio, Defendant Caplan stated: 

With much having been reported about rising delinquencies and default rates among 
subprime asset portfolios, we also recognize that we are operating in a changing 
credit environment.  Given our historic and continued strict discipline with respect to 
credit, we believe that the risk to our balance sheet is significantly mitigated 
compared to financial institutions with a more traditional mix of assets.  We 
recognize that we are not immune to the current environment, and we are anticipating 
upward trends in delinquencies and charge-offs in our portfolio versus last year 
levels and even versus assumptions when we gave guidance in December. 

To set some context, in 2006, we booked $45 million in provision for loan losses.  
Embedded in our guidance for 2007 last December, we forecasted an increase in our 
provisions of 51% to $68 million or to approximately $17 million per quarter, based 
both on the growth and the seasoning of our portfolio.  In the first quarter, we 
reported $21 million of provision, an extra $4 million or $0.005 per share against 
earnings.  We believe that this is the result of what is happening in the broader credit 
environment.  If you annualize these trends, it translates into an additional $0.02 per 
share provision expense for 2007 over and above what was embedded in our original 
guidance.  Exercising prudence and for guidance purposes, we are assuming 
provision expense of $96 million for the year or quarterly provision expenses of 
approximately $25 million for the balance of the year.  This translates into $0.04 a 
share per headwind to our original earnings guidance for the year.  This number 
represents a 2% reduction to the mid point of our original guidance and is relatively 
contained, given the benefit of the credit quality of our portfolio. 

Look across our $37 billion loan portfolio, over $26 billion is in one to four-family 
mortgages and home equity products, $7 billion is margin debt from our investing 
customers, and the remainder is legacy consumer loans that are in run-off mode.  
Across the entire mortgage portfolio, our dollar weighted average FICO score 
remains at a solid 735.  The average loan-to-value ratio is 73% and the average debt-
to-income ratio is 35%, all numbers consistent with this time last year.  In our one to 
four-family first lien portfolio, the average FICO is 738, LTV’s averaged 68%, and 
DTI averages 34%.  As we continue to grow our mortgage portfolio throughout this 
year, growth will tend to be more heavily weighted, 70% in one to four-family first 
lien products meeting that criteria.  In second lien product, the average FICO is 732, 
LTV’s averaged 79%, with an average DTI of 36%.  Specifically with respect to 
subprime loans, based on the standard industry definition of borrowers with FICO 
scores of 620 or below, we hold approximately $50 million of balances, or less than 
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one-fifth of 1% of our $29 billion whole loan portfolio., a de minimis amount.  
[Emphasis added.] 

In response to a question regarding an increase in the Company’s provisions for loan losses, 

Defendant Caplan stated: 

MITCHELL CAPLAN: Happy to do it.  So as I said, last year we had charge-offs as 
you saw of about $45 billion. 

We assumed, as I said in the prepared remarks -- what? $45 million, sorry.  $45 
million.  Yes, good point.  [LAUGHTER] And this quarter, as we were really 
building the guidance for this here, don’t forget we have had pretty consistent growth 
in the balance sheet.  So under any circumstances, notwithstanding the fact that we 
have stayed completely disciplined about focusing on what we call prime and really 
super-prime borrowers, you’re going to see an increase in charge-offs just as a result 
of the increasing balance sheet size.  We also assumed that, as the balance sheet, 
which is growing – has been growing continues to season, you would see an uptick.  
So, as we were modeling for this year last year and then gave guidance in December, 
we had always assumed that it would go up to the $68 million or about $17 million a 
quarter.  So in our model we had always presumed that that was going to be the case 
having nothing to do with a more difficult credit environment in any meaningful 
way, but simply as a result of both size of the balance sheet and seasoning of the 
balance sheet. 

The incremental difference this quarter that we saw of the $17 million that we have 
expected to about $21 million we believe is the result of what’s happening in the 
overall credit market, which is this discussion about what’s happening in subprime, 
what’s happening in Alt-A, and to the extent it that, more importantly, any of that is 
bleeding up into the general prime and super-prime market.  Our view I guess going 
forward is -- and we were trying to be prudent about this -- is that as you looked 
forward for the rest of this year, we could simply have said, all right, we saw a $4 
million unexpected increase.  If you annualize that, it would have been somewhere in 
the neighborhood of $16 million or $0.02. 

But we believe, given what we’re seeing and what we’re trying to prepare for, is the 
worst case scenario absent an absolute mortgage meltdown that you’d see a lost 
severity trend in the small percentage of our portfolio that we discussed, literally 
increasing by 50%.  That that’s what would drive the increase of the $28 million.  
You know, it may not come out to bear, but I guess in our mind, given everything 
we’re seeing, we’re better off being prudent around discussing this, and then putting 
context around the size of the overall balance sheet and then making it being clear for 
the first time ever that when you look at what the market is concerned about in either 
subprime or all day, one of them is less than one-fifth of 1% of the overall whole 
loan balances and the other one is less than 0.5%.  So I feel pretty good when I 
recognize that over 99% of our whole loan portfolio is, fact in, in those products 
which have traditionally not been impacted in markets like this.  [Emphasis added.] 
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26. In response to the Company’s revised guidance, on the next trading day, shares of the 

Company’s stock fell $1.04 per share, or almost 5%, to close at $21.09 per share, on heavy trading 

volume. 

27. On July 25, 2007, the Company issued a press release announcing its financial results 

for the second quarter of 2007, the period ended June 30, 2007.  For the quarter, the Company 

reported net income of $159 million and total net revenue of $664 million.  Once again, the 

Company revised its earnings guidance for 2007 – narrowing the range from $1.55 - $1.75 per share 

to $1.58 - $1.72 per share.  Defendant Caplan, commenting on the results, stated, in pertinent part, as 

follows: 

Our second quarter results demonstrate the strategic and economic success we have 
achieved through investments in product, service and marketing over the past several 
years.  We delivered record performance in the quarter while improving the overall 
quality of revenue and earnings through continued growth and engagement led by 
our high-value, target segment accounts. 

With regard to the Company’s guidance, the press release stated: 

The Company also narrowed its 2007 pro-forma earnings guidance to a range of 
$1.58 - $1.72 per share from the previous range of $1.55 - $1.75, leaving the mid-
point of $1.65 unchanged.  This pro-forma range excludes the $0.05 per share of 
expense for certain legal and regulatory matters realized during the second quarter.  
Including these expenses, the Company now expects to earn $1.53 - $1.67 per share 
on a GAAP basis in 2007. 

28. On July 25, 2007, the Company held a conference call with analysts and investors.  

With regard to the credit quality of the Company’s loan portfolio, Defendants Caplan and Simmons 

stated: 

HOWARD CHEN: Okay.  Finally, Mitch, just switching gears, we’re now a few 
quarters into the launch of the loan optimizer.  It seems like your margin loan 
balances are tracking higher.  From what you can see, is at all of function of your 
customers shifting their leverage away from HELOCs or credit cards to margin loans 
or is that simply just a function of overall equity market appreciation? Put another 
way, are you happy with the way that the loan optimizing is progressing? 
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MITCHELL CAPLAN: Yes, but again it is early days and so we would hope to 
continue to see -- has the loan optimizer been as successful as the cash optimizer? 
No.  But again, it is early days and we expected it to take longer. 

When you think about the growth that we experienced in margin in this past quarter 
and, again, I think what we have seen so far in Q3, we think that most of that is 
driven, whether it is the loan optimizer or otherwise, by continued engagement 
within the target segment. 

JARRETT LILIEN: The thing is, the loan optimizer is a good awareness tool right 
now and it is doing its part, but just reiterating what Mitch said, the real growth is 
additional accounts.  It is the growth in the target segment that is driving -- drives 
76% of our revenues.  It grew 29% in the quarter.  That is what is driving assets, 
cash, DARTs, and margin. 

HOWARD CHEN: Okay, thanks, Jerrett.  Thanks, Mitch. 

ROBERT SIMMONS: Let me clarify one other point that was made earlier by Mitch.  
It was a question around the vintages and stuff.  I think if you look at our total book 
as of the end of this quarter, you can see that the growth in our loan book came 
exclusively in one to fours and margin, which are our highest quality loan categories.  
If you look at our consumer and our HELOC book, they were both down.  So the 
question with respect to vintages, we do not have zero in ‘06 vintages in our book.  
We will give you some more details when we file our Q.  But just wanted to clarify 
that the reduction of $400 million related to our HELOC book this quarter and we 
would expect that sort of trend to continue. 

MITCHELL CAPLAN: Right, and I guess I was responding to was what Matt 
[Drury], who was sitting next to me, was talking about, which is within the ‘06 
vintage, we have zero in subprime.  So I think that was the issue that I was 
responding to and I guess the sheet of paper that I have been seeing.  So again, our 
subprime quarter-over-quarter continued to stay flat and declined a bit.  Then what 
could be thought of as subprime, I guess, in the ‘06 vintage is zero at this point.  
[Emphasis added.] 

29. Upon this news, on the next trading day, shares of the Company’s stock fell $1.41 per 

share, or over 7%, to close at $19.05 per share. 

30. From August 13, 2007 to August 16, 2007, shares of the Company’s stock fell $3.46 

per share, or approximately 23%. 

31. On August 16, 2007, the Company issued a press release announcing the credit 

quality of its mortgage and securities portfolios.  In that regard, the press release stated: 
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Management maintains that it does not believe that the current market capitalization 
accurately reflects the financial strength and performance of the business. 

Selected highlights from the presentation include: 

• The Company’s $15.7 billion first lien mortgage portfolio is supported by high 
FICO scores, low 

Loan-to-Value ratios (LTV) and private mortgage insurance 

• All first lien mortgage loans with an 80% or higher LTV are protected by private 
mortgage insurance 

• $9.2 billion, or 74%, of its home equity portfolio is to borrowers with FICO scores 
of 700 and higher 

• $12.6 billion, or 99%, of mortgage-backed securities are rated AAA 

• 97% of its Asset-backed Securities portfolio is rated investment grade 

• Consistent and growing base of retail customer cash 

• $10 billion in excess wholesale borrowing capacity from the Federal Home Loan 
Bank 

32. On August 16, 2007, in an article entitled E*Trade Bounces back, TheStreet.com 

reported that “Ratings agency Egan-Jones downgraded E*Trade debt to to B+ from BB-, saying the 

value of E*Trade’s $46.1 billion of mortgages and loans receivable ‘probably needs to be marked 

down.’”  With regard to the Company’s mortgage portfolio, the article quoted an E*Trade 

spokeswoman as stating: 

We continue to reiterate that while the volatility of the mortgage industry does 
impact us, the financial health of the company is sound.  We believe the fear 
reflected in the current market capitalization is unfounded and are working diligently 
with investors to reassure them of the franchises’ strength.  [Emphasis added.] 

33. The statements referenced above in ¶¶22-25, 27-28 and 31-32 were materially false 

and misleading when made because they misrepresented and failed to disclose the following adverse 

facts, which were known to Defendants or recklessly disregarded by them: 
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(a) that the Company was experiencing a rise in delinquency rates in its mortgage 

and home equity portfolios; 

(b) that the Company failed to timely record an impairment on its mortgage and 

home equity portfolios;  

(c) that the Company’s securities portfolio, which includes assets backed by 

mortgages, was materially overvalued; and 

(d) that based on the foregoing, Defendants’ positive statements about the 

Company’s earnings and prospects were lacking in a reasonable basis at all times. 

34. On September 17, 2007, the Company issued a press release announcing that it will 

exit the wholesale mortgage and it is revising its guidance for 2007, among other things.  In that 

regard, the press release stated: 

The Company is exiting or restructuring non-core businesses that lack a direct and 
strategic connection with its retail customers.  The Company is also accelerating 
plans to shift the composition of its balance sheet toward retail assets and liabilities 
and to synchronize balance sheet growth with customer engagement.  In addition, the 
Company is increasing the provision for loan losses due to charge-offs expected as a 
result of the disturbance in the credit markets.  As a result of these actions, 
E*TRADE FINANCIAL is revising 2007 earnings guidance to account for higher 
provision for loan losses, potential securities impairments, reduced balance sheet 
growth and restructuring charges.  Despite these factors, the Company confirms that 
its balance sheet funding sources remain sound and the Company remains well 
capitalized based on regulatory standards.  

* * * 

The specific details of the plan, and expected financial implications (all figures are 
pre-tax, with the exception of EPS and net income), include:  

-- Balance sheet growth and composition strategy.  For the foreseeable future, 
balance sheet growth, if any, will be driven by the continued growth in cash and 
deposit balances from retail investing and trading customers.  Through at least 2008, 
interest-earning assets will remain relatively flat with third quarter levels, with 
growth in customer cash and deposits used to replace wholesale fundings.  The 
Company plans to reduce balances in home equity, consumer loans and securities, 
replacing these assets as they pay down or mature with margin debt and prime first 
lien mortgages from retail customers.  The planned run-off in home equity loans, 
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consumer loans and securities will reduce both the overall level of risk within the 
portfolio and expected future loss levels.  Through this initiative, the composition of 
the balance sheet will shift significantly toward retail assets and liabilities, reducing 
wholesale contributions to revenue and net income.  The Company anticipates 
making this transition in an orderly fashion over the next 18-24 months.  Given the 
expectations for limited balance sheet growth going forward, the capital needs of the 
overall business will be reduced - creating opportunities in higher return investments 
such as accelerated share and debt repurchase activity or other initiatives to 
strengthen the business.  

-- Increased allowance for loan losses.  Given the significant deterioration in the 
mortgage market in August and particularly the pace of change in the performance of 
home equity loans in August, the Company expects charge-offs of $95 million 
dollars and total provision expense of $245 million in the second half of 2007.  The 
majority of this provision is expected to be recorded in the third quarter.  With this 
additional reserve, allowance for loan losses as a percentage of non-performing loans 
is expected to increase to 75 percent based on assumptions for the second half of the 
year, up from 45 percent on June 30, 2007.  Within home equity loans, where the 
Company and the marketplace have seen the most significant stress, the coverage 
will be approximately 100 percent, up from 51 percent as of June 30, 2007.  

-- Potential for securities impairments.  Embedded in the Company’s modified 
guidance is an assumed securities impairment of up to $100 million in the second 
half of 2007.  The expected impairments in the guidance are predominantly related to 
deterioration in the performance of asset-backed securities comprised of second lien 
loans and CDOs (collateralized debt obligations).  

-- Exiting and restructuring non-core businesses.  The Company will exit its 
wholesale mortgage operations and will streamline its direct mortgage lending 
business to focus on its retail franchise.  In addition, the Company will restructure its 
institutional sales trading business in a manner to better align it with retail activity.  
Total severance, restructuring and other exit charges are estimated to be 
approximately $32 million, the majority of which will occur in the fourth quarter.  

As a result of the actions outlined above, the Company is revising its earnings 
outlook for 2007 to account for 1) higher provision for loan losses; 2) potential 
securities impairments; 3) slower balance sheet growth and composition 
expectations; and 4) exit and other restructuring charges.  For the full year 2007, 
E*TRADE FINANCIAL expects GAAP net income of between $450 million and 
$500 million, and earnings per share of between $1.05 and $1.15 per share.  This 
is down from its previous range of $1.53 to $1.67.  [Emphasis added.] 

35. Upon this news, shares of the Company’s stock fell $2.32 per share, or over 15%, 

over the next six trading days as the investing public digested the news. 
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36. The market for E*TRADE common stock was open, well-developed and efficient at 

all relevant times.  As a result of these materially false and misleading statements and failures to 

disclose, E*TRADE’s securities traded at artificially inflated prices during the Class Period.  

Plaintiff and other members of the Class purchased or otherwise acquired E*TRADE’s common 

stock relying upon the integrity of the market price of E*TRADE’s common stock and market 

information relating to E*TRADE, and have been damaged thereby. 

37. During the Class Period, Defendants materially misled the investing public, thereby 

inflating the price of E*TRADE’s common stock, by publicly issuing false and misleading 

statements and omitting to disclose material facts necessary to make Defendants’ statements, as set 

forth herein, not false and misleading.  Said statements and omissions were materially false and 

misleading in that they failed to disclose material adverse information and misrepresented the truth 

about the Company, its business and operations, as alleged herein. 

38. At all relevant times, the material misrepresentations and omissions particularized in 

this Complaint directly or proximately caused, or were a substantial contributing cause of, the 

damages sustained by Plaintiff and other members of the Class.  As described herein, during the 

Class Period, Defendants made or caused to be made a series of materially false or misleading 

statements about E*TRADE’s business, prospects and operations.  These material misstatements and 

omissions had the cause and effect of creating in the market an unrealistically positive assessment of 

E*TRADE and its business, prospects and operations, thus causing the Company’s common stock to 

be overvalued and artificially inflated at all relevant times.  Defendants’ materially false and 

misleading statements during the Class Period resulted in Plaintiff and other members of the Class 

purchasing the Company’s common stock at artificially inflated prices, thus causing the damages 
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complained of herein when the truth was revealed and the inflation came out of the price of E*Trade 

stock. 

Additional Scienter Allegations 

39. As alleged herein, Defendants acted with scienter in that Defendants knew that the 

public documents and statements issued or disseminated in the name of the Company were 

materially false and misleading; knew that such statements or documents would be issued or 

disseminated to the investing public; and knowingly and substantially participated or acquiesced in 

the issuance or dissemination of such statements or documents as primary violations of the federal 

securities laws.  As set forth elsewhere herein in detail, Defendants, by virtue of their receipt of 

information reflecting the true facts regarding E*TRADE, their control over, and/or receipt and/or 

modification of E*TRADE’s allegedly materially misleading misstatements and/or their associations 

with the Company which made them privy to confidential proprietary information concerning 

E*TRADE, participated in the fraudulent scheme alleged herein. 

40. Defendants were motivated to engage in this course of conduct in order to allow the 

Individual Defendants to sell 122,211 shares of their personally-held E*TRADE stock for gross 

proceeds in excess of $2.8 million.  The insider shares sold during the Class Period are set forth 

more fully in the following chart: 

Insider Date Shares Price Proceeds 
MITCHELL CAPLAN 2/26/2007 72,211 $24.08 $1,738,841 

  72,211  $1,738,841 
     
ROBERT SIMMONS 1/29/2007 5,000 $23.85 $119,250 

 1/29/2007 3,070 $23.90 $73,373 
 1/29/2007 3,000 $23.89 $71,670 
 1/29/2007 2,663 $23.88 $63,592 
 1/29/2007 2,000 $23.82 $47,640 
 1/29/2007 2,000 $23.87 $47,740 
 1/29/2007 2,000 $23.93 $47,860 
 1/29/2007 1,930 $23.94 $46,204 
 1/29/2007 1,337 $23.84 $31,874 
 1/29/2007 1,000 $23.86 $23,860 
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 1/29/2007 1,000 $23.92 $23,920 
 4/23/2007 10,000 $21.80 $218,000 
 4/23/2007 5,000 $21.65 $108,250 
 4/23/2007 5,000 $21.70 $108,500 
 4/23/2007 2,500 $21.75 $54,375 
 4/23/2007 2,500 $21.90 $54,750 
  50,000  $1,140,859 
     
 Total: 122,211  $2,879,700 

Applicability of Presumption of Reliance: 
Fraud on the Market Doctrine 

41. At all relevant times, the market for E*TRADE’s common stock was an efficient 

market for the following reasons, among others: 

(a) E*TRADE common stock met the requirements for listing, and was listed and 

actively traded on the NASDAQ, a highly efficient and automated market; 

(b) as a regulated issuer, E*TRADE filed periodic public reports with the SEC 

and the NASDAQ; 

(c) E*TRADE regularly communicated with public investors via established 

market communication mechanisms, including regular disseminations of press releases on the 

national circuits of major newswire services and other wide-ranging public disclosures, such as 

communications with the financial press and other similar reporting services; and 

(d) E*TRADE was followed by several securities analysts employed by major 

brokerage firms who wrote reports which were distributed to the sales force and certain customers of 

their respective brokerage firms.  Each of these reports was publicly available and entered the public 

marketplace. 

42. As a result of the foregoing, the market for E*TRADE common stock promptly 

digested current information regarding E*TRADE from all publicly available sources and reflected 

such information in the prices of the stock.  Under these circumstances, all purchasers of E*TRADE 
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common stock during the Class Period suffered similar injury through their purchase of E*TRADE 

common stock at artificially inflated prices and a presumption of reliance applies. 

No Safe Harbor 

43. The statutory safe harbor provided for forward-looking statements under certain 

circumstances does not apply to any of the allegedly false statements pleaded in this Complaint.  

Many of the specific statements pleaded herein were not identified as “forward-looking statements” 

when made.  To the extent there were any forward-looking statements, there were no meaningful 

cautionary statements identifying important factors that could cause actual results to differ materially 

from those in the purportedly forward-looking statements.  Alternatively, to the extent that the 

statutory safe harbor does apply to any forward-looking statements pleaded herein, Defendants are 

liable for those false forward-looking statements because at the time each of those forward-looking 

statements were made, the particular speaker knew that the particular forward-looking statement was 

false, and/or the forward-looking statement was authorized and/or approved by an executive officer 

of E*TRADE who knew that those statements were false when made. 

COUNT I 

Violation of Section 10(b) of 
the Exchange Act and Rule 10b-5 

Promulgated Thereunder Against All Defendants 

44. Plaintiff repeats and realleges each and every allegation contained above as if fully set 

forth herein. 

45. During the Class Period, Defendants disseminated or approved the materially false 

and misleading statements specified above, which they knew or deliberately disregarded were 

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

in order to make the statements made, in light of the circumstances under which they were made, not 

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

statements of material fact and/or omitted to state material facts necessary to make the statements not 

misleading; and (c) engaged in acts, practices, and a course of business which operated as a fraud 

and deceit upon the purchasers of the Company’s common stock during the Class Period. 

47. Plaintiff and the Class have suffered damages in that, in reliance on the integrity of 

the market, they paid artificially inflated prices for E*TRADE common stock.  Plaintiff and the 

Class would not have purchased E*TRADE common stock at the prices they paid, or at all, if they 

had been aware that the market prices had been artificially and falsely inflated by Defendants’ 

misleading statements. 

48. As a direct and proximate result of Defendants’ wrongful conduct, Plaintiff and the 

other members of the Class suffered damages in connection with their purchases of E*TRADE 

common stock during the Class Period. 

COUNT II 

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

49. Plaintiff repeats and realleges each and every allegation contained above as if fully set 

forth herein. 

50. The Individual Defendants acted as controlling persons of E*TRADE within the 

meaning of Section 20(a) of the Exchange Act as alleged herein.  By reason of their positions as 

officers and/or directors of E*TRADE, and their ownership of E*TRADE stock, the Individual 

Defendants had the power and authority to cause E*TRADE to engage in the wrongful conduct 

complained of herein.  By reason of such conduct, the Individual Defendants are liable pursuant to 

Section 20(a) of the Exchange Act. 

WHEREFORE, Plaintiff prays for relief and judgment, as follows: 
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A. Determining that this action is a proper class action, designating Plaintiff as Lead 

Plaintiff and certifying Plaintiff as a Class representative under Rule 23 of the Federal Rules of Civil 

Procedure and Plaintiff’s counsel as Lead Counsel; 

B. Awarding compensatory damages in favor of Plaintiff and the other Class members 

against all Defendants, jointly and severally, for all damages sustained as a result of Defendants’ 

wrongdoing, in an amount to be proven at trial, including interest thereon; 

C. Awarding Plaintiff and the Class their reasonable costs and expenses incurred in this 

action, including counsel fees and expert fees; and 

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

JURY TRIAL DEMANDED 

Plaintiff hereby demands a trial by jury. 

DATED:  October 2, 2007 COUGHLIN STOIA GELLER  
 RUDMAN & ROBBINS LLP 
SAMUEL H. RUDMAN 
DAVID A. ROSENFELD 
MARIO ALBA, JR. 

 
DAVID A. ROSENFELD 

 
58 S Service Road, Suite 200 
Melville, NY 11747 
Telephone:  631/367-7100 
631/367-1173 (fax) 

Attorneys for Plaintiff 
 


