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{ (navbar
This annual report on Form 10-K includes forward-looking statements collaps}
that reflect our current expectations and projections about our future results,
performance, prospects and opportunities. We have tried to identify
forward-looking statements by using words such as “may,” “will,” “expect,”

» e

“anticipate,” “believe,” “intend,” “estimate,” “should,” “could,” “potential,”
“goal,” “strategy” and similar expressions. These forward-looking
statements are based on information currently available to us and are subject
to a number of risks, uncertainties and other factors, including those
described in “Risk Factors” in this annual report on Form 10-K, that could
cause our actual results, performance, prospects or opportunities to differ

materially from those expressed in, or implied by, these forward-looking

statements.

You should not place undue reliance on any forward-looking statements.
Except as otherwise required by federal securities laws, we undertake no
obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events, changed
circumstances or any other reason after the date of this annual report on

Form 10-K.

In this annual report on Form 10-K, unless the context requires

»

otherwise, the terms “we,” “us,” and “our” refer to The Dolan Company and

its consolidated subsidiaries. During 2010, we changed our name from

Dolan Media Company to The Dolan Company. We operate our

majority-owned subsidiary, American Processing Company and its

subsidiaries (collectively, “APC”), under the trade name, National Default

Exchange or NDeX. Therefore, when we refer to “National Default

Exchange” or “NDeX” in this annual report on Form 10-K, we mean all of A
our mortgage default processing operations in Michigan, Indiana and

Minnesota and at Barrett-NDEX, as well as those acquired from the

Albertelli Sellers in October 2009. When we refer to “Barrett-NDEX” in this

annual report on Form 10-K, it means the mortgage default processing
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operations serving the Texas, California, Nevada and Georgia‘fnarkets that
~—NDeX acquired from National Default Exchange Management, Inc.,
L]

JM .{/[élﬁﬁf i ﬁ[{j}ujew jﬁxﬁ[l Holdings, LP, THP/Barrett-NDEx ATV, Corp. —

L]
¢ pnd THP/Barrett-NDEx AIV, LP on September 2, 2008. The term “Barrett (navbar

collapsy

Law Firm” refers to Barrett, Daffin, Frappier, Turner & Engel, LLP and its
affiliates. When we refer to the “Albertelli Sellers” in this annual report on
Form 10-K, it means James E. Albertelli, P.A., The Albertelli Firm, P.C.,
Albertelli Title, Inc. and James E. Albertelli, as a group. We also refer to
James E. Albertelli, P.A. and The Albertelli Firm, P.C., together, as the
“Albertelli Law Firm.” The term “Trott Sellers” in this annual report on
Form 10-K means David A. Trott, Ellen Coon, Trustee of the Ellen Coon
Living Trust u/a/d 9/9/98, Marcy J. Ford, Trustee of the Marcy Ford
Revocable Trust u/a/d 7/12/04, William D. Meagher, Trustee of the William
D. Meagher Trust u/a/d 8/24/07, and Jeanne M. Kivi, Trustee of the Jeanne
M. Kivi Trust u/a/d 8/24/07, each of whom we individually refer to as a

“Trott Seller.”
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Item 1. Business
Overview

We are a leading provider of necessary professional services and
business information to legal, financial, real estate and governmental affairs
sectors in the United States. We serve our customers through two
complementary operating divisions: our Professional Services Division and
our Business Information Division. Our Professional Services Division is
comprised of two operating segments: mortgage default processing services
and litigation support services. Through our subsidiary, NDeX, we provide
mortgage default processing services to eight law firm customers as well as
directly to mortgage lenders and loan servicers for residential real estate
located in California and Nevada. We currently provide these services for
residential real estate located in California, Florida, Georgia, Indiana,
Michigan, Minnesota, Nevada and Texas. Our subsidiaries DiscoverReady
and Counsel Press comprise our litigation support services operating
segment. DiscoverReady, which we acquired on November 2, 2009,
provides outsourced discovery management and document review services
to major United States and global companies and their law firms. Counsel
Press provides appellate services to law firms and attorneys nationwide. Our
Business Information Division, which comprises our business information
segment, publishes business journals, court and commercial media and other
highly focused information products and services, operates web sites and
produces events for targeted professional audiences in 21 geographic
markets across the United States. Our information is delivered through a
variety of methods, including more than 60 print publications and more than A
100 web sites. Through subscription-based offerings, our Business
Information Division also offers transcription services and access to our
legislative databases which provide federal and state legislative and

regulatory information.
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~—| Our business model has multiple diversified revenue streams that allow
L]

_JM s{/[g[;(bﬁ ff(jp))eg(men ef afjd cash flow throughout all phases of the economic —

L]
_rycle. This diversification allows us to maintain the flexibility to capitalize
(-navbar

collapsy

on growth opportunities. In addition, our balanced business model, together
with our diverse geographic mix, produces stability by mitigating the effects
of economic fluctuations. The following table shows the percentage of our
total revenues generated by our products and services for the years ended

December 31, 2010, 2009, and 2008.

Percentage of Revenues

Revenue type 2010 2009 2008

Cyclical/non-cyclical revenues
Display and classified advertising revenues 8.5% 10.5% 17.7%
Public notice revenues 48% 6.1% 7.4%
Subscription and other revenues 51% 5.5% 8.1%

Litigation support services segment revenues 189% 8.0% 7.9%

Total cyclical/non-cyclical revenues 37.3% 30.1% 41.1%
Countercyclical revenues
Mortgage default processing services segment
revenues 52.8% 57.6% 44.5%
Public notice revenues 9.9% 12.3% 14.6%

Total countercyclical revenues 62.7% 69.9% 59.1%

Cyclical revenues and cash flows tend to increase during economic
expansions and decrease during economic downturns. In contrast,
countercyclical revenues and cash flows tend to increase during economic
downturns and decrease during economic expansions, and non-cyclical
revenues and cash flows tend to remain relatively unaffected by changes in A
the economic cycle. For example, absent government intervention, a
worsening economy tends to lead to a higher rate of residential mortgage
foreclosures and a greater number of foreclosure-related public notices

being published, while an improving economy tends to have the opposite
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impact. We believe that revenues associated with our litigatiolY'support

~—pervices and subscription and other revenues in our Business Information

. 1, (i ‘ . . ]
JJ ifHuf )f[ ﬂf@r{rgﬂﬂn of-cyclical because such revenues do not tend to —
_J 'fJ/’ s J.(-j I 4 o
¢ fluctuate with the economic cycles. We show our public notice revenues in
(navbar
both the cyclical/non-cyclical and countercyclical sections because about
collapsy
two-thirds of our total such revenues are related to foreclosure notices,
which are countercyclical, and one-third of such
3
A
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Our History collaps}

The Dolan Company is a Delaware corporation incorporated in March
2003 under the name DMC II Company to continue operations started in
1992 by our predecessor company, named Dolan Media Company. In July
2003, after our predecessor company spun off its business information and
other businesses to us in connection with a restructuring, we resumed
operations under the name Dolan Media Company. In 2010, we changed our

name from Dolan Media Company to The Dolan Company.

We have a successful history of growth through acquisitions. We have
completed more than 70 acquisitions under both our predecessor company
from 1992 through March 2003, and since March 2003, including two
acquisitions in 2010. In August 2010, we acquired certain assets of Federal
News Service, Inc. (“Federal News”). Federal News, located in
Washington, D.C., uses technology and trained specialists who work in real
time to transcribe Washington’s pivotal events and deliver the transcriptions
very quickly to its customers. It also provides multi-language translations
and custom transcription services. In December 2010, we acquired
DataStream Content Solutions, LL.C (“DataStream™). Located in College
Park, MD, DataStream is a leading provider of federal legislative and
regulatory data and advanced content management systems to information

businesses, publishers and governments.

We expect that our acquisitions will continue to be a component of
growth in our three operating segments. We also expect to continue to
identify opportunities to expand the businesses in our Professional Services
Division by starting operations in markets where we have not previously
provided these services or by acquiring business lines that we have not
previously provided, like our acquisition of DiscoverReady in 2009. For

more information about the businesses we acquired in 2010, you should
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refer to “Item 7: Management’s Discussion and Analysis of Fancial

~—Condition and Results of Operations — Recent Acquisitions” below.
L]

W) | el o =
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Our Industries

Professional Services

Our Professional Services Division consists of two operating segments:
mortgage default processing services and litigation support services. Our
mortgage default processing services segment comprises the operations of
NDeX. Our litigation support services segment comprises the operations of
DiscoverReady, our discovery management and document review services
business, and Counsel Press, our appellate services business. We provide
these support services to the legal profession, including in-house corporate
counsel with respect to DiscoverReady. In addition, NDeX also provides its
services directly to mortgage lenders and loan servicers on California and
Nevada foreclosure files. Companies are increasingly looking for ways to
control legal costs and for legal work to be performed by the lowest cost
high quality provider. We believe that law firms are under intense pressure
to increase efficiency and reduce costs while fulfilling the growing demands
of clients. We further believe that outsourcing has become an increasingly
attractive choice for law firms as they identify functions outside of their

core competency of practicing law that can help them manage their costs.

Mortgage Default Processing Services

The outsourced mortgage default processing services market is highly
fragmented, and we estimate that it primarily consists of back-office
operations of approximately 350 local and regional law firms throughout the
United States. We believe that large case volumes and rising client
expectations provide an opportunity for default processors that provide A

efficient and effective services on a timely basis.

We believe that residential mortgage delinquencies will remain high in

2011 due to the continued high unemployment rate and the number of
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homeowners who owe more on their mortgages than their horfe is worth
~—Tue to deterioration in the residential real estate markets, as well as the
1]
ef8f ﬂ‘; I8FA RSt n adjustable rate mortgages. Compounding these
il SR j gages. Compounding
( factors is the continued softness in the residential real estate market in many
regions of the United States, which makes it more difficult for borrowers in

distress to sell their homes, along with
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1§ over the past few years has been at historically —
L]

——1ighter credit requirefnepts for new loan products. The volume of
1]
HER s i
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_nigh levels and has created additional demand for default processing (navbar

collapsy

services and has served as a growth catalyst for the mortgage default
processing market. See, however, “Item 1A: Risk Factors” for a discussion
of increased regulations and voluntary foreclosure relief programs that

could have an adverse impact on the mortgage default processing market.

Based on information provided to the Mortgage Bankers Association, or
MBA, by banks and loan servicers who report their mortgage data to the
MBA, 50 million residential mortgage loans were being serviced in the
United States as of December 31, 2010, compared to 52 million residential
mortgage loans being serviced a year earlier. The MBA is a national
association representing the real estate finance industry. The MBA’s
information also shows that, at December 31, 2010, there were 2 million
seriously delinquent mortgages, defined as loans that are more than 90 days
past due, compared to 2.4 million a year ago. In its fourth quarter industry
report, the MBA estimates that 4.6% of all mortgage loans were in
foreclosure at December 31, 2010, which is consistent with last year. This
estimate includes loans where servicing has been suspended in accordance
with the mortgage lender’s or loan servicer’s foreclosure requirements and
excludes loans where the foreclosure has been completed. Based on this
estimated annual volume of mortgages in foreclosure and the average
revenue we derived per file in 2010 (which we assume would be generally
representative of rates charged for mortgage default processing services
throughout the United States), we believe the U.S. market for non-legal
residential mortgage default processing services was approximately

$1.1 billion in 2010.

Litigation Support Services

The market for litigation support services is highly fragmented and we
believe that it includes a large number of providers across the country, along
with an unknown number of law firms in the United States who choose to

provide these services to their clients directly rather than outsourcing them.
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One of the litigation support services we provide is discovery'Yhanagement
~—nand document review services. Discovery is the process by which parties
L]

101
SE|L kf\<6 i (fm fojotkain relevant information, primarily in litigation,
JJJ f}ffﬂ?flf,}&ﬁjli! primarily in litig —
¢ regulatory, and governmental investigation matters. Some United States
(navbar

collapsy

companies with in-house legal departments choose to perform or manage
some portions of the discovery process in-house, rather than outsourcing
them. This process can be expensive and time-consuming for companies
and their lawyers depending upon the volume of emails, electronic files and
paper documents a company must review to respond to a document request.
As the volume of data requiring review continues to increase, we anticipate
that companies and their lawyers will be required to find more cost effective
and efficient solutions to managing their discovery process. We believe the

U.S. market for discovery services was in excess of $4 billion in 2010.

We also provide appellate services to lawyers in connection with both
state and federal appeals. We currently perform more state appellate work,
as state appellate case volume generally is larger than federal case volume.
There are typically about 300,000 state appeals filed each year, compared to
approximately 58,000 federal appeals filed per year, according to
information available to us from the Administrative Office of the
U.S. Courts and the National Center for State Courts. While certain states,
such as New York, have very specific appellate filing requirements, federal
appeals typically are more complicated and have more challenging
document and filing requirements. Our clients typically require Counsel
Press’ expertise more when their cases are more complicated and the filing

requirements are more challenging.

Business Information

We provide business information products to companies and
professionals in the legal, financial, real estate and governmental affairs
sectors primarily through print and online business journals and court and A
commercial newspapers, as well as other electronic media offerings. Our
business journals generally rely on display and classified advertising as a
significant source of revenue and provide content that is relevant to the

business communities they target. Our court and commercial newspapers
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generally rely on public notices as their primary source of rev¥hue and offer
~—pxtensive and more focused information to the legal communities they
104
alft M[,mf o't pugingsqjournals and court and commercial newspapers
il LIIRIIS Vs ) pap
¢ plso generate circulation revenue to supplement their advertising and public
notice revenue base. We believe, based on data we have collected over

several years, that

18 of 335

(navbar
collapsy

05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

v
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Mainstream media outlets, such as television, radio, metropolitan and
national newspapers and the Internet, generally provide broad-based
information to a geographically dispersed or demographically diverse
audience. By contrast, we provide proprietary content that is tailored to the
legal, financial and real estate sectors of each local and regional market we
serve and that is not readily obtainable elsewhere. Our business information
products are often the only source of local information for our targeted
business communities and compete only to a limited extent for advertising
customers with other media outlets, such as television, radio, metropolitan
and national newspapers, the Internet, outdoor advertising, directories and

direct mail.

We are qualified to carry public notices in 14 of the 21 markets we serve.
A public notice is a legally required announcement informing citizens about
government or government-related activities that may affect citizens’
everyday lives. Most of these activities involve the application of
governmental authority to a private event, such as a mortgage foreclosure,
probate filing, listings for fictitious business names, limited liability
companies and other entity notices, unclaimed property notices, notices of
governmental hearings and trustee sale notices. Every jurisdiction in the
United States has laws that regulate the manner in which public notices are
published. Statutes specify wording, frequency of publication and other
unusual characteristics that may vary according to jurisdiction and make the
publication of public notices more complex than traditional advertising.
These laws are designed to ensure that the public receives important
information about the actions of its government from a newspaper that is
accessible and already a trusted source of community information.
Currently, local newspapers generally are the medium that is used to satisfy
laws regulating the process of notifying the public. The requirements for
publishing public notices serve as barriers to entry to new and existing

publications that desire to carry public notices.
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legislative and regulatory data. The market for these products and services
includes government agencies, including the U.S. Congress; news media
and other business information providers; and governmental relations
professionals in lobbying firms and Fortune 1000-level companies

throughout the U.S.

Our Products and Services
Professional Services — Mortgage Default Processing Services Segment

We offer mortgage default processing and related services through our
majority-owned subsidiary, NDeX, to our eight law firm customers and, on
California and Nevada foreclosure files, to mortgage lenders and loan
servicers. We currently own 93.8% of the membership interests in NDeX.
Generally, NDeX assists its law firm and other customers in processing
foreclosure, bankruptcy, eviction and, to a lesser extent, litigation and other
mortgage default related case files, in connection with residential mortgage
defaults in California, Florida, Georgia, Indiana, Michigan, Minnesota,
Nevada and Texas. NDeX also provides real estate title services to the
Barrett Law Firm and provides loan modification and loss mitigation

support on mortgage default files to its customers.

Our largest customer is the Barrett Law Firm, which represented
approximately 44% of our mortgage default processing services segment
revenues and 23% of our total revenues in 2010. Trott & Trott is our second
largest customer, representing 26% of our mortgage default processing
services segment revenues and 14% of our total revenues in 2010. In 2010,
the top 10 clients of our law firm customers accounted for 67% of the
mortgage default case files handled by our law firm customers. In 2010, we
received approximately 378,800 mortgage default case files for processing

from our customers.
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~—| Pursuant to 15- to 25-year services agreements, NDeX is the sole

J Nl (Hi JEMrE G ssidgfsegvices for foreclosure, bankruptcy, eviction and, to
) ] , s , -
1) proesfeipepsesn ptcy. —
¢ alesser extent, litigation, for residential mortgage defaults to its eight law
(navbar
firm customers. These contracts provide for the exclusive referral to NDeX
collapsy
of processing work related to residential mortgage default case files handled
by each law firm, although Trott & Trott and the Barrett Law Firm may send
files elsewhere if directed by their respective clients. All of NDeX’s
customers pay a fixed fee per file based on the type of file that NDeX
services. The initial term of our services agreements with the Trott & Trott
and the Barrett Law Firm expire in 2021 and 2033, respectively. The initial
term of our services agreements with other
6
A
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term then-in-effect with prior notice. During the term of our services
agreement with our law firm customer in Indiana, we have agreed not to
provide mortgage default processing services with respect to real estate
located in Indiana for any other law firm. Similarly, we have agreed with
our law firm customer in Minnesota not to provide our services to any other
law firm with respect to Minnesota real estate during the term of our
services agreement. We also agreed with the Albertelli Law Firm, our
Florida law firm customer, that we will not provide our services with respect
to real estate located in Florida for any other law firm until October 2012.
For the years ended December 31, 2010, 2009 and 2008, our mortgage
default processing services segment accounted for 53%, 58%, and 45% of
our total revenues and 74%, 88% and 85% of our Professional Services

Division’s total revenues, respectively.

Mortgage default processing is a volume-driven business in which clients
of our law firm customers, and our mortgage lender and loan servicer
customers for residential real estate located in California and Nevada, insist
on the efficient and accurate servicing of cases, strict compliance with
applicable laws, including loss mitigation efforts, and high levels of
customer service. Our law firm customers depend upon our mortgage
default processing services because efficient and high-quality services
translate into the opportunity for more case referrals from their clients. The
default processing begins when a borrower defaults on mortgage payment
obligations and the mortgage lender or servicer sends the case file
containing the relevant information regarding the loan to our law firm
custometr, or directly to NDeX, with respect to residential real estate located
in California and Nevada. Our law firm customers are retained by mortgage
lending and mortgage servicing firms to provide counsel with respect to the
foreclosure, eviction, bankruptcy and, to a lesser extent, litigation and other
mortgage default related case files in each of the states in which we provide
these services for residential mortgage defaults. After a file is referred by
the mortgage lending or mortgage loan servicing firm to our law firm

customers, or directly to us in California and Nevada, the lender’s or the
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The procedures surrounding the foreclosure process involve numerous
steps, each of which must adhere to strict statutory guidelines and all of
which are overseen and directed by attorneys at our law firm customers.
NDeX assists these customers with processing residential mortgage
defaults, including data entry, supervised document preparation, mailing of
required notices and placements of required publications and other
non-legal processes. Specific procedural steps in the foreclosure process
vary by state. An early step in the process is a letter that must be sent from
the law firm, or directly from NDeX in the case of properties located in
California or Nevada, to the borrower as required by the federal Fair Debt
Collections Practices Act. NDeX also assists its customers in opening a file
and ordering a title search on the mortgaged property to determine if there
are any liens or encumbrances. The data received from the lender or
mortgage servicing client of the law firm customers, and the results of the
title search or commitment search, become the foundation of the foreclosure

case file that NDeX assists its customers in building.

We service customers in both non-judicial and judicial foreclosure states.
In a judicial foreclosure state, a loan is secured by a mortgage and the
foreclosing party must file a complaint and summons that begin a lawsuit
requesting that the court order a foreclosure. The law firm and NDeX must
also arrange for service to defendants of the complaint and summons. If
successful, the plaintiff in a judicial foreclosure state obtains a judgment
that leads to a subsequent foreclosure sale. In connection with such
foreclosure, a public notice must be published the requisite number of times

in a qualified local newspaper.

In a non-judicial state, a loan is secured by a mortgage that contains a
power of sale clause, and the lender may begin the foreclosure process
without a court order. Generally, foreclosing parties in non-judicial states

must publish a public notice to commence the foreclosure process. Once the

23 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

public notice has been published the requisite number of time¥'in a qualified

~—Jocal newspaper, NDeX arranges, under the direction of the law firm or, in

J '{/'ﬂi (Hri e/ tvafllaf it} mortgage lender and loan servicer customers, for
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¢ copy to be posted on the front door of the subject property, if required by (navbar
licable law, and for a digital photo to be obtained t liance. '
applicable law, and for a digital photo to be obtained to prove compliance collaps}
After publication has been completed and all other legal steps have been
taken, the sheriff’s deed and affidavits are prepared for review by the law
firm prior to the public auction.
7
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into the case file along with proof of publication. coll apsk
If the process goes all the way to a foreclosure auction of the subject

property, NDeX works with its customers and the sheriff to coordinate the

auction and to facilitate communications among interested parties. In

Michigan, as an example, the foreclosing party may enter a bid in the

amount of its total indebtedness for the subject property. A decision

regarding whether the foreclosing party should bid, and how much, is

determined by attorneys at the law firm pursuant to instructions received

from the lender or mortgage servicer. After the auction, the sale results are

communicated by NDeX to interested parties and the appropriate deeds are

recorded. The eight states in which we do business permit the former owner

to recover the property at any time prior to its sale by the sheriff by paying

the default amount, plus interest and costs. In addition, Michigan and

Minnesota each have six-month redemption periods following the auction,

during which time the former owners can pay the amount bid, plus

accumulated interest, and thereby recover the property. If the redemption

payment is made in full, funds are forwarded to the lender and all parties are

notified by NDeX that a redemption has occurred. In that event, the sheriff’s

deed is void. If, however, no redemption occurs after the statutory

redemption period has passed, the law firm works with its clients to

determine the next step. At this point in time, if the property is still

occupied, documents are prepared by the law firm and generated by NDeX

to commence an eviction.

At any point during this process, a borrower may file for bankruptcy,
which results in a stay on mortgage default proceedings. Therefore, NDeX
assists its customers in frequently and diligently checking bankruptcy court
records to ensure that a bankruptcy filing has not been made. Most
foreclosure cases do not proceed all the way to eviction, but are ended at
earlier dates by property redemption, property sale, bankruptcy, or by a

vacancy by the mortgagor.
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case fees to be paid to their counsel. Thus, our law firm customers receive a
fixed fee per file from their clients and we then receive our agreed upon
fixed fee per file from the applicable law firm. Under the services
agreements with our law firm customers, we are entitled to receive a fee
when our law firm customer directs us to begin processing a residential
mortgage case file, regardless of whether the case proceeds all the way to
foreclosure, eviction, bankruptcy or litigation. If our customers’ client
proceeds to eviction or chooses to litigate, or if the borrower files for
bankruptcy, and in some instances when the time to process the file is
prolonged, we receive additional fixed fees per case file. In California and
Nevada, foreclosures may be undertaken by non-attorneys. Thus, in the case
of California and Nevada foreclosure files, we receive the full fee directly

from our customers, the mortgage lender or loan servicers.

Technology. NDeX has two proprietary case management software
systems that store, manage and report on the large amount of data associated
with each foreclosure, bankruptcy, eviction or litigation case file serviced by
NDeX in each of the states in which we do business. One was developed by
NDeX for use in Michigan, the other was developed by Barrett-NDEx
(which we acquired in September 2008) for use in Texas, Georgia,
California and Nevada. Under both systems, each case file is scanned,
stored and tracked digitally, thereby improving record keeping. The systems
also provide NDeX’s management with real-time information regarding
employee productivity and the status of case files. We are constantly
working to improve the functionality of our proprietary case management
systems and other related IT productivity tools to meet the needs of our
customers’ mortgage lender and loan servicer clients. For example, we have
developed the ability to provide our customers’ clients email notifications of
case status and customized case and summary reports. We have successfully A
customized the system used in Michigan to efficiently and productively
process files of our law firm customers in Minnesota and Indiana and plan
to do the same for our Florida law firm customer, the Albertelli Law Firm,

in early 2011. NDeX continues to use the system developed by
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‘ Through our litigation support services segment, we provide outsourced (navbar
litigation support services to major United States and global companies and collaps}
their in-house lawyers and law firms, through DiscoverReady, and we
provide outsourced appellate services to local and regional law firms
through Counsel Press. DiscoverReady, in which we own an 85.3% interest,
provides discovery management and document review services. Counsel
Press assists law firms in organizing, preparing and filing appellate briefs,
records and appendices, in paper and electronic formats. For the years ended
December 31, 2010, 2009 and 2008, our litigation support services segment
accounted for 19%, 8% and 8% of our total revenues and 26%, 12% and

15% of our Professional Services Division’s total revenues, respectively.

Discovery is the process by which parties use the legal system to obtain
relevant information, primarily in litigation, regulatory and government
investigation matters. This process can be expensive and time-consuming
for companies depending upon the volume of emails, electronic files and
paper documents a company must review to respond to a document request.
DiscoverReady assists these companies and their counsel in document
reviews and managing the discovery process. DiscoverReady also provides
related technology management services. DiscoverReady’s revenues are
very concentrated as its top two customers (both of which are in the
financial services industry) accounted for 78% of DiscoverReady’s total
revenues, 58% of our litigation support services segment revenues and 11%

of our total revenues in 2010.

Our litigation support services professionals at Counsel Press provide
clients with consulting services, including procedural and technical advice
and support with respect to U.S. state and federal appellate processes. With
our assistance, our customers are able to file high-quality appellate briefs, A
records, appendices, and other documents that comply with the highly-
localized and specialized rules of each court in which appeals are filed.
Counsel Press’ team of experienced attorneys and paralegals have forged

close relationships with the courts over the years, and are keenly aware of
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printing and filing services using its “Counsel Press E Brief” electronic and
interactive court filing technology, which converts paper files containing
case citations, transcripts, exhibits and pleadings, as well as audio and video
presentations, into integrated and hyperlinked electronic media that can be
delivered on CD-ROM or over the Internet. Counsel Press’ case
management system and other proprietary business process applications are
an important component of our digital strategy that enables our customers to

more efficiently manage the appeals process.

Our appellate services are critical to our customers as their ability to
satisfy their clients’ needs depends upon their ability to file a timely appeal
that complies with a particular court’s technical requirements. Using our
proprietary case management system, Counsel Press is able to process, even
on short notice, files that exceed 50,000 pages, producing on-deadline
filings meeting exacting court standards. In 2010, Counsel Press assisted
more than 4,000 individual attorneys working within law firms,
corporations, non-profit agencies, and government agencies in organizing,
printing and filing appellate briefs and other documents in many states, all
of the federal courts of appeals and the U.S. Supreme Court. In addition to
its appellate services, Counsel Press provides additional tracking and

professional services to its clients.

Fees. We charge our customers fees for our litigation support services,
which are generally based upon the volume of data that we manage, the
number of documents that we review, the type of technology utilized, the
number of consulting hours employed, the size and complexity of the

matter, and the requirements of the court or client.

Technology. Counsel Press uses a proprietary case-management system
and proprietary web-based applications within that system to manage our
customer relationships and files. Each Counsel Press staff member has

access to real-time information about any file we are managing, or have
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clients real-time access to the information we create and files we collect.
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nationwide in our e-discovery efforts. We have developed flexible
technology that integrates third-party and custom-built tools to deliver
efficient combinations of data collection, processing, hosting, review,
privilege identification and production to our customer projects. Our
technology allows us to simultaneously support numerous projects, allowing
each to be in a different stage, and to operate with a custom workflow. Our
systems and processes follow rigorous security standards and routinely pass
our customers’ exacting standards and audits. We consistently improve the
system that delivers our e-discovery process by adding new technology and
by increasing automation, and we are in the final stages of deploying our
next generation system that will significantly increase the speed, capacity

and capability of our processes.

Business Information

Our business information products are important sources of necessary
information for the legal, financial and real estate sectors in the 21 markets
that we serve in the United States. We provide our business information
products through our portfolio of more than 60 publications and more than
100 web sites. We also offer subscription-based products for transcription
services as well as access to our legislative databases which provide state

and federal legislative and regulatory information.

We believe, based on our 2010 revenues, we are the second largest
publisher of local business journals in the United States and the second
largest publisher of court and commercial publications that specialize in
carrying public notices. The business information products we target in the
Maryland, Minnesota and Missouri markets each accounted for more than N
10% of our business information revenues for 2010. Our business
information products contain proprietary content written and created by our
staff and local expert contributors and stories from newswires and other

relevant sources. Our journalists and contributors contribute, on average,
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efficiently develop content that can be customized for different local

markets.

We strive to be the most immediate and primary source of industry
information to our audience, offering necessary proprietary content that
enhances the daily professional activities of our readers. Our business
information products offer timely news, insight and commentary that inform
and educate professionals in the legal, financial, real estate and
governmental affairs sectors about current topics and issues affecting their
professional communities. Specifically, our content focuses on enabling our
readers to be well-informed of industry dynamics, their competitors, recent
transactions in their market, and current and potential client opportunities.
This critical information, delivered on a timely and regular basis, enables
the professionals we serve to operate effectively in business environments
characterized by tight deadlines and intense competition. For example, we
publish a number of leading titles that report on local and national legal
decisions issued by state and federal courts and governmental agencies, new
legislation, changes in court rules, verdicts and settlements, bar disciplinary

actions and other news that is directly relevant to attorneys.

We also offer to legal professionals related product enhancements and
auxiliary products, such as directories, local judicial and courthouse
profiles, legal forms and “new attorney” kits. Additionally, several of our
titles provide information regarding construction data and bidding
information on hundreds of projects each day, while other publications offer
comprehensive coverage of the real estate industry, including listings and
foreclosure reports. Our business information portfolio also includes certain
titles and online alert services that provide information about regulatory
agencies, legislative activities and local political news that are of interest to

legislators, lobbyists and the greater political community.

In addition to our various print titles, we employ a digital strategy to
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approach allows us to tailor our products and services to take advantage of
collapsy
the strengths inherent in each medium and allows our customers to choose
their preferred method of delivery. Our email notification systems allow us
in real-time to provide up-to-date information to customers, who can
conveniently access such
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having access to web sites and email notifications associated with such
publications, and independently, with exclusive paid subscription access to
most of our web services. Our electronic content includes access to
stand-alone subscription products, archives of articles, legislative tracking
and alert services and case digests containing case summaries, local verdicts
and settlements, judicial profiles and email alerts containing case summaries

and links to decisions in subscribers’ selected practice areas.

The credibility and distinct focus of our print products and their
reputation as trusted sources of local information extend to our web sites
and email notification systems, thereby differentiating our content from that
of other web sites and electronic media. This allows us to sell packaged
print and online advertising products to advertisers that desire to reach
readers through different media. Dolan Media Newswires, our Internet-
based, subscription newswire, is available at
www.dolanmedianewswires.com for news professionals and represents the
work of our journalists and contributors. We also operate online,
subscription-based legislative information services that are used by
lobbyists, associations, corporations, unions, government affairs
professionals, state agencies and the media in Arizona, Minnesota and
Oklahoma. Through these services, we offer online legislation tracking,

up-to-date legislative news and other highly-detailed legislative information.

Through DataStream, we offer customized access to legislative databases
which provide state and federal legislative and regulatory information.
DataStream’s proprietary processes and technology transform highly
complex and unstructured data into valuable products and services for its
business and government clients. It specializes in applying XML markup
language to convert complex and unstructured data into “smarter” forms,
allowing flexible queries and dynamic database upda}@es. DataStream’s
proprie(%ary business lines include Legislative Impact and Regulatory

Impact , data management technologies which simplify searches of vast
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Through Federal News, we offer transcription services. Federal News’ Co]]aps}
transcriptions, delivered to subscribers through our website and email alerts,
cover presidential public appearances; major congressional hearings;
speeches, statements and press conferences by administration leaders,
congressional leaders and their spokespersons; briefings and important
events at the White House, Departments of State, Defense, Justice and
Homeland Security and the Office of the U.S. Trade Representative;
speeches and press conferences by visiting international leaders; political

interviews on television; and key events during presidential campaigns.

Advertising. All of our print products, as well as a large number of our
electronic products, carry commercial advertising, which consists of display
and classified advertising. For the years ended December 31, 2010, 2009
and 2008, advertising (including revenues from events discussed under
“Seminars, Programs and Other Events” below) accounted for 9%, 10% and
18% of our total revenues and 30%, 30% and 37% of our Business
Information Division’s total revenues, respectively. We generate our
advertising revenues from a variety of local business and individual
customers in the legal, financial and real estate sectors that we serve. For
example, our top 10 advertising customers only represented, in the
aggregate, 2% of our total Business Information revenues in 2010.
Additionally, for the year ended December 31, 2010, we derived
approximately 94% of our advertising revenues from local advertisers and
about 6% of our advertising revenues from national advertisers (i.e.,
advertisers that place advertising in several of our publications at one time).
Because spending by local advertisers is generally less volatile than that of
national advertisers, we believe that our advertising revenue streams carry a
greater level of stability than publications that carry primarily national
advertising and therefore we are better positioned to withstand broad

downturns in advertising spending.

Public Notices. Public notices are legal notices required by federal, state
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within the relevant jurisdiction, include news content, and have been
collapsy
established and regularly and uninterruptedly published for one to five years
immediately preceding the first publication of a public notice. Some
jurisdictions also require that a public notice business be adjudicated by a
governmental body. We are qualified to carry public notices in 14 of the 21
markets in which we publish business journals or court and
11
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other entity notices, trustee sale notices, unclaimed property notices, notices
of governmental hearings, notices of elections, bond issuances, zoning
matters, bid solicitations and awards and governmental budgets. For the
years ended December 31, 2010, 2009 and 2008, public notices accounted
for 15%, 18% and 22% of our total revenues and 52%, 54% and 46% of our
Business Information Division’s total revenues, respectively. We believe
that over 90% of our public notice customers in 2010 also published public
notices in 2009. Our primary public notice customers include real estate-
related businesses and trustees, governmental agencies, attorneys and

businesses or individuals filing fictitious business name statements.

Subscription-Based Revenues and Other. We sell our business
information products primarily through subscriptions to our publications,
web sites and email notification systems, legislative databases, and
transcription services. We also provide commercial printing services and
sell database information through royalty or licensing fee arrangements. For
the years ended December 31, 2010, 2009 and 2008, our subscription-based
and other revenues accounted for 5%, 6% and 8%, respectively, of our total
revenues and 18%, 16% and 17% of our Business Information Division’s
total revenues, respectively. Subscription renewal rates for our business
information products were 81% in the aggregate in 2010, up from 74% in
2009. Our renewal rates reflect that our products are relied upon as sources
of necessary information by the business communities in the markets we

serve.

Seminars, Programs and Other Events. We believe that one of our
strengths is our ability to develop, organize and produce professional
education seminars, awards programs and other local events to demonstrate
our commitment to our targeted business communities, extend our market
reach and introduce our services to potential customers. While we generally
charge admission and/or sponsorship fees for these seminars, awards

programs and other local events, these events also offer opportunities for
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revenues.

Printing. We print nine of our business information publications at one
of our three printing facilities located in Baltimore, Minneapolis and
Oklahoma City. The printing of our other print publications is outsourced to
printing facilities owned and operated by third parties. We purchase some of
our newsprint from U.S. producers directly, but most of our newsprint is
purchased indirectly through our third-party printers. Newsprint prices are
volatile and fluctuate based upon factors that include both foreign and
domestic production capacity and consumption. Newsprint, together with
outsourced printing costs, accounted for almost 9% of operating expenses
attributable to our Business Information Division in the year ended

December 31, 2010.

Investments

We have, at times, made strategic minority investments in private
companies. We have two equity method investments, the most significant of
which is The Detroit Legal News Publishing, LL.C (“DLNP”), Michigan’s
largest court and commercial newspaper publisher. DLNP also publishes
several other court and commercial newspapers and operates a statewide
public notice placement network. We own a 35.0% membership interest in
DLNP. See “Recent Developments — New Investments” below for a

description of recent investments.

Competition

Professional Services Division — Mortgage Default Processing Services

Some mortgage loan lenders and servicers have in-house mortgage

default processing service departments, while others outsource this function
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to law firms that offer internal mortgage default processing se¥ices or have

—~—relationships with third-party providers of mortgage default processing
J eNﬂf (”i AT lz the outsourced mortgage default processin
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¢ jervices market primarily consists of the back-office operations of
(navbar
approximately 350 local and regional law firms. Mortgage lending and
pp y g gag g coll ap S}
mortgage loan servicing firms demand high service levels from their
counsel and the providers of mortgage default processing services, with
their primary concerns being the efficiency and accuracy by which counsel
and the provider of processing services can complete the file and the
precision with which loss mitigation efforts are pursued. Accordingly,
mortgage default processing service firms
12
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opportunity due to our ability to leverage our proprietary case management

systems to provide efficient and effective services on a timely basis.

Professional Services Division — Litigation Support Services

The market for litigation support services is highly fragmented and we
believe that it includes a large number of document review companies and
appellate service providers across the country as well as an unknown
number of law firms who provide these services directly for their clients.
We also believe that many United States companies that would benefit from
our litigation support services have in-house legal departments that provide
and manage a number of our services for the company. We compete with a
large number of service providers in this segment and believe that document
review and discovery management service providers (like DiscoverReady)
include consulting practices of a number of major accounting firms and
general management consulting firms. We believe that most appellate
service providers (like Counsel Press) are general printing service
companies that do not have the resources or experience to assist counsel
with large or complex appeals or to prepare electronic filings, including
hyperlinked digital briefs, that are being required by an increasing number
of appellate courts. This presents us with an opportunity to compete on the
basis of the quality and array of services we offer, as opposed to the price of
such services. We believe that, in addition to price pressure, the other
principal competitive factors in this segment are our ability to attract and
retain qualified professionals, our relationships with customers, our
reputation and the ability to provide high quality services while still

managing engagements effectively.

Business Information Division

Our Business Information Division’s customers focus on the quantity and
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extended period of time by providing timely, relevant and dependable
business information products that have created a solid foundation of

customer loyalty and a recognized brand in each market we serve.

Our segment of the media industry is characterized by high barriers to
entry, both economic and social. The local and regional communities we
serve generally can sustain only one publication as specialized as ours.
Moreover, the brand value associated with long-term reader and advertiser
loyalty, and the high start-up costs associated with developing and
distributing content and selling advertisements, help to limit competition.
Subscription renewal rates for local business journals and court and
commercial periodicals are generally high. Accordingly, it is often difficult
for a new business information provider to enter a market and establish a

significant subscriber base for its content.

We compete for display and classified advertising and circulation with at
least one metropolitan daily newspaper and one local business journal in
many of the markets we serve. Generally, we compete for these forms of
advertising on the basis of how efficiently we can reach an advertiser’s
target audience and the quality and tailored nature of our proprietary
content. We compete for public notices with usually one metropolitan daily
newspaper in the 14 markets in which we are qualified to publish public
notices. We compete for public notices based on our expertise, focus,

customer service and competitive pricing.

Our new legislative and political information businesses, DataStream and
Federal News, are based chiefly on a subscription model, and by providing
highly targeted or uniquely customized information, both have developed A
long-term and close customer relationships. DataStream’s management and
conversion of data for government clients, including the U.S. House of
Representatives and the Library of Congress, has allowed DataStream to

develop proprietary systems for efficiently capturing and enhancing
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large information and data service providers. Federal News, which similarly
provides transcription services to information aggregators in
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Intellectual Property

We rely on a combination of trademark, copyright and trade secret laws,
as well as license agreements and confidentiality agreements and practices,
to protect our intellectual property and proprietary rights. We currently own
one patent and have recently filed additional patent applications seeking to

protect certain of our newest innovations.

We own a number of registered and unregistered trademarks for use in
connection with our business, including trademarks in the mastheads of all
but one of our print products, and trade names, including NDeX, Counsel
Press and DiscoverReady. If trademarks remain in continuous use in
connection with similar goods or services, their term can be perpetual,
subject, with respect to registered trademarks, to the timely renewal of their
registrations with the United States Patent and Trademark Office. We have a
perpetual, royalty-free license for New Orleans CityBusiness, which, except
for our military newspapers, is the only one of our print titles for which we

do not own a registered or unregistered trademark.

We approach copyright ownership with respect to our publications in the
same manner as is customary in the publishing industry. Consequently, we
own the copyright in all of our newspapers, journals and newsletters, as
compilations, and also own the copyright in almost all of our other print
products. With respect to the specific articles in our publications, with the
exception of certain of our military newspapers, we own all rights, title and
interest in original materials created by our full-time journalists, designers,
photographers and editors. For outside contributors, we generally obtain
either all rights, title and interest in the work or the exclusive “first-time
publication” and non-exclusive republication rights with respect to

publication in our print and electronic business information products.
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licenses all had an original term of two years or more and remain subject to
renewal. We also license Dolan Media Newswires to various third-party

publications.

We have copyright and trade secret rights in our proprietary case
management software systems, document conversion system and other
software products and information systems. In addition, we have extensive
subscriber and other customer databases that we believe would be extremely
difficult to replicate. We attempt to protect our software, systems and
databases as trade secrets by restricting access to them and by using
confidentiality agreements. We currently have one patent and one pending
patent application on an NDeX-related bankruptcy claim tracking system,
and we have four patent applications pending on recent DiscoverReady and

DataStream innovations.

Despite the various means we have taken to protect our intellectual and
proprietary rights, it is possible that others may obtain information we
regard as confidential or that others will independently develop similar
software, databases or customer lists. In addition to the proprietary rights we
have and the means we have taken to protect them, we believe our
continued success also depends on our name recognition, product
enhancements and new product developments, and the knowledge, skill and

expertise of our personnel.

Employees

As of December 31, 2010, we employed 2,034 persons, of whom 1,212
were employed by NDeX in our mortgage default processing services
segment, 157 were employed in our litigation support services segment, 614
were employed in our Business Information Division (which is also a
segment) and 51 of whom served in executive or administrative capacities.

Three unions represent an aggregate of 15 employees, or approximately 7%
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www.thedolancompany.com. However, the information and other material collaps}

available on our web site is not part of this annual report. We file with the

SEC, and make available on our web site as soon as reasonably practicable

after filing, our annual reports on Form 10-K, quarterly reports on

Form 10-Q, current reports on Form 8-K and amendments of those reports

filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act.

Please see Note 16 of our audited consolidated financial statements later in

this report for information about financial information related to our

segments for the last three fiscal years.

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should
carefully consider the following risks as well as the other information
contained in this annual report on Form 10-K, including our consolidated
financial statements and the notes to those statements, before investing in
shares of our common stock. As indicated earlier in this annual report on
Form 10-K under the title “Cautionary Note Regarding Forward Looking
Statements,” certain information contained in this annual report are
forward-looking statements. If any of the following events actually occur or
risks actually materialize, our business, financial condition, results of
operations or cash flow could be materially adversely dffected and could
cause our actual results to differ materially from the forward-looking
statements in this annual report on Form 10-K. In that event, the trading
price of our common stock could decline and you may lose all or part of

your investment.

Risks Relating to Our Business in General

We may have difficulty managing our growth, which may result in

operating inefficiencies and negatively impact our operating margins.
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we maintain throughout the United States, including through acquiring new
businesses. We may not be able to manage our growth on a timely or cost
effective basis or accurately predict the timing or rate of this growth. We
believe that our current and anticipated growth will require us to continue
implementing new and enhanced systems, expanding and upgrading our
data processing software and training our personnel to utilize these systems
and software. Our growth has also required, and will continue to require,
that we increase our investment in management personnel, financial and
management systems and controls and office facilities. In particular, we are,
and will continue to be, highly dependent on the effective and reliable
operation of our centralized accounting, circulation and information
systems. In addition, the scope of procedures for assuring compliance with
applicable rules and regulations has changed as the size and complexity of
our business has changed. If we fail to manage these and other growth
requirements successfully or if we are unable to implement or maintain our
centralized systems, or rely on their output, we may experience operating
inefficiencies or not achieve anticipated efficiencies. In addition, the
increased costs associated with our expected growth may not be offset by
corresponding increases in our revenues, which would decrease our

operating margins.

We intend to continue to pursue acquisition opportunities, which we may
not do successfully and may subject us to considerable business and

financial risks.

We have grown, and anticipate that we will continue to grow, through
opportunistic acquisitions of professional services and business information
businesses. While we evaluate potential acquisitions on an ongoing basis, A
we may not be successful in assessing the value, strengths and weaknesses
of acquisition opportunities or consummating acquisitions on acceptable
terms. For example, to the extent that market studies performed by third

parties are not accurate indicators of market and business trends, we may
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certain acquisition targets with companies that have greater financial
resources than we do. Our ability to pursue acquisition opportunities may
also be limited by non-competition provisions to which we are subject. For
example,
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acquisitions through cash provided by operating activities, borrowings coll ap S}
under our bank credit facility and/or other debt or equity financing,

including takedowns on our $200 million shelf registration statement, which

the SEC declared effective on January 27, 2010. All of these could reduce

our cash available for other purposes or, in the case of a common stock or

other equity offering under our shelf registration statement, substantially

dilute your investment in us. For example, we were required to incur

additional indebtedness to close the acquisitions of Barrett-NDEx and

DiscoverReady and this additional debt consumed a significant portion of

our ability to borrow and may limit our ability to pursue other acquisitions

or growth strategies.

We may incur significant expenses while pursuing acquisitions, which
could negatively impact our financial condition and results of operations. In
2010, we expensed an aggregate of approximately $0.4 million of

acquisition costs.

Acquisitions that we complete may expose us to particular business and

financial risks that include, but are not limited to:

» diverting management’s time, attention and resources from managing

our business;
* incurring additional indebtedness and assuming liabilities;

« incurring significant additional capital expenditures and operating
expenses to improve, coordinate or integrate managerial, operational,

financial and administrative systems;

* experiencing an adverse impact on our earnings from non-recurring A
acquisition-related charges or the write-off or amortization of acquired

goodwill and other intangible assets;

» failing to integrate the operations and personnel of the acquired

businesses;
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businesses, including subscribers and advertisers for acquired
publications, clients of the law firm customers served by acquired
mortgage default processing and other customers served by acquired

mortgage default processing and litigation support services businesses.

We may not be able to successfully manage acquired businesses or
increase our cash flow from these operations. If we are unable to
successfully implement our acquisition strategy or address the risks
associated with acquisitions, or if we encounter unforeseen expenses,
difficulties, complications or delays frequently encountered in connection
with the integration of acquired entities and the expansion of operations, our
growth and ability to compete may be impaired, we may fail to achieve
acquisition synergies and we may be required to focus resources on

integration of operations rather than other profitable areas.

We depend on key personnel and we may not be able to operate and grow
our business effectively if we lose the services of any of our key personnel

or are unable to attract qualified personnel in the future.

We rely heavily on our senior management team, including James P.
Dolan, our founder, chairman, chief executive officer and president; Scott J.
Pollei, our executive vice president and chief operating officer; David A.
Trott, chairman and chief executive officer of NDeX; Mark W.C. Stodder,
our executive vice president-Business Information; and Vicki J. Duncomb,
our vice president and chief financial officer, because they have a unique
understanding of our diverse product and service offerings and the ability to
manage an organization that has a diverse group of employees. Our ability
to retain Messrs. Dolan, Pollei, Trott and Stodder and Ms. Duncomb and A
other key personnel is therefore very important to our future success. In
addition, we rely on our senior management, especially Mr. Dolan, to
identify growth opportunities through the development or acquisition of

additional publications and professional services opportunities, such as our
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ensure that Messrs. Dolan, Pollei, Trott and Stodder and Ms. Duncomb
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which generally restrict such employees from working for competing
businesses for a period of one year after the end of their employment with
us. These non-compete provisions, however may not be enforceable. We
also do not have key man insurance for any of our current management or
other key personnel. The loss of any key personnel would require the
remaining key personnel to divert immediate and substantial attention to
seeking a replacement. Competition for senior management personnel is
intense. An inability to find a suitable replacement for any departing
executive officer or key employee on a timely basis could adversely affect

our ability to operate and grow our business.

We are subject to risks relating to litigation due to the nature of our

product and service offerings.

We may, from time to time, be subject to or named as a party in libel
actions, negligence claims, contract claims and other legal proceedings in
the ordinary course of our business given the editorial content of our
business information products and the technical rules with which our
litigation support services and mortgage default processing businesses must
comply and the strict deadlines these businesses must meet. We could incur
significant legal expenses and our management’s attention may be diverted
from our operations in defending ourselves against and resolving lawsuits or
claims. An adverse resolution of any future lawsuits or claims against us
could result in a negative perception of us and cause the market price of our
common stock to decline or otherwise have an adverse effect on our

operating results and growth prospects.

We rely on exclusive proprietary rights and intellectual property that may
not be adequately protected under current laws, and we encounter
disputes from time to time relating to our use of intellectual property of

third parties.
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proprietary rights. We rely on service mark and trademark protection in the
United States to protect our rights to our key marks and distinctive logos.
These measures may not be adequate, we may not have secured, or may not
be able to secure, appropriate protections for all of our proprietary rights in
the United States, or third parties may infringe upon or violate our
proprietary rights. Despite our efforts to protect these rights, unauthorized
third parties may attempt to use our trademarks, confidential information,
inventions and other proprietary rights for their similar uses. Our
management’s attention may be diverted by these attempts and we may need
to use funds in litigation to protect our proprietary rights against any

infringement or violation.

We may encounter disputes from time to time over rights and obligations
concerning intellectual property, and we may not prevail in these disputes.
Third parties may raise a claim against us alleging an infringement or
violation of the trademarks, copyright or other proprietary rights of that
third party. Some third party proprietary rights may be extremely broad, and
it may not be possible for us to conduct our operations in such a way as to
avoid those intellectual property rights. Any such claim could subject us to
costly litigation and impose a significant strain on our financial resources
and management personnel regardless of whether such claim has merit. Our
general liability insurance may not cover potential claims of this type
adequately or at all, and we may be required to alter the content of our

classes or pay monetary damages, which may be significant.

We rely on our proprietary case management software systems, document

conversion and review systems, web sites and online networks, and a

disruption, failure or security compromise of these systems may disrupt A
our business, damage our reputation and adversely affect our revenues

and profitability.

Our proprietary case management software systems are critical to our
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efficient processing of appellate briefs, records and appendices and
document reviews. Similarly, we rely on our web sites and email
notification systems to provide timely, relevant and dependable business
information to our customers.
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malicious activity, as well as power outages, natural disasters and similar
events, could have an adverse impact on our operations, customer
satisfaction and revenues due to degradation of service, service disruption or

damage to equipment and data.

In addition to shutdowns, our systems are subject to risks caused by
misappropriation, misuse, leakage, falsification and accidental release or
loss of information, including sensitive case file data maintained in our
proprietary case management systems and credit card information for our
business information customers. As a result of the increasing awareness
concerning the importance of safeguarding personal information, the
potential misuse of such information and legislation that has been adopted
or is being considered regarding the protection and security of personal
information, information-related risks are increasing, particularly for

businesses like ours that handle a large amount of personal data.

Disruptions or security compromises of our systems could result in large
expenditures to repair or replace such systems, remedy any security
breaches and protect us from similar events in the future. We also could be
exposed to negligence claims or other legal proceedings brought by our
customers or their clients, and we could incur significant legal expenses and
our management’s attention may be diverted from our operations in
defending ourselves against and resolving lawsuits or claims. In addition, if
we were to suffer damage to our reputation as a result of any system failure
or security compromise, NDeX’s customers and/or their clients could
choose to send fewer foreclosure, bankruptcy or eviction case files to us
and/or our law firm customers. Any reduction in the number of case files
handled by our customers would also reduce the number of mortgage
default case files handled by us. Similarly, our litigation support services
clients may elect to use other service providers. In addition, customers of
our Business Information Division may seek out alternative sources of the

business information available on our web sites and email notification
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We may be required to incur additional indebtedness or raise additional
capital to fund our operations and acquisitions, repay our indebtedness
and fund capital expenditures and this additional cash may not be

available to us on satisfactory timing or terms or at all.

Our ability to generate cash depends to some extent on general
economic, financial, legislative and regulatory conditions in the markets
which we serve and as they relate to the industries in which we do business
and other factors outside of our control. We derive a significant portion of
our revenues from foreclosures (approximately 63% of our total revenues in
2010). Therefore, legislation, loss mitigation, moratoria, loan modifications
and other efforts that significantly mitigate and/or delay foreclosures may
adversely impact our ability to use cash flow from operations to fund
day-to-day operations in our mortgage default processing services segment
and Professional Services Division, and, to a lesser extent, our Business
Information Division, to repay our indebtedness, when due, to fund capital
expenditures, to meet our cash flow needs and to pursue any material
expansion of our business, including through acquisitions or increased
capital spending. We may, therefore, need to incur additional indebtedness
or raise funds from the sale of additional equity. Financing, however, may
not be available to us at all, at an acceptable cost or on acceptable terms,
when needed. Our existing bank credit facility may also limit our ability to
raise additional funds through debt or equity financing. In addition, if we
issue a significant amount of additional equity securities, the market price of
our common stock could decline and our stockholders could suffer

significant dilution of their interests in us.

If our indefinite-lived intangible assets (including goodwill) or finite-life
intangible assets become impaired, we may be required to record a

significant charge to earnings.
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financial statements. At December 31, 2010, our indefinite-lived intangible
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assets (including goodwill) were $225.4 million, in the aggregate, and our
finite-life intangible assets, net of accumulated amortization, were
18
A
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We assess our goodwill for impairment on an annual basis using a collaps}
measurement date of November 30 and, based on this assessment, we have
determined that our goodwill is not impaired. See “Item 7: Management’s
Discussion and Analysis of Financial Condition and Results of
Operations — Critical Accounting Policies and Estimates — Intangible
Assets and Other Long-Lived Assets” later in this report for information for
our annual test of goodwill impairment. Accounting standards require that
we also assess the impairment of our goodwill and identifiable intangible
assets whenever events, circumstances or other conditions indicate that we
may not recover the carrying value of the asset. This may require us to
conduct an interim assessment of our goodwill and finite-life intangible
assets. As a result of this interim assessment, we may record a significant
charge to earnings in our financial statements during the period in which
any impairment of our goodwill or identifiable intangible assets is
determined. This charge, if taken, could adversely affect our business,
financial position, results of operations, and future earnings and, as a result,

could cause our stock price to decline.

Our failure to comply with the covenants contained on our debt
instruments could result in an event of default that could adversely affect

our financial condition and ability to operate our business as planned.

We have, and will continue to have, significant debt and debt service
obligations. Our credit agreement contains, and any agreements to refinance
our debt likely will contain, financial and restrictive covenants that limit our
ability to incur additional debt, including to finance future operations or
other capital needs, and to engage in other activities that we may believe are
in our long-term best interests, including to dispose of or acquire assets. Our
failure to comply with these covenants may result in an event of default,
which if not cured or waived, could result in the banks accelerating the
maturity of our indebtedness or preventing us from accessing availability

under our credit facility. If the maturity of our indebtedness is accelerated,
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interests of our subsidiaries, and therefore, if we are unable to repay such
indebtedness the banks could foreclose on these assets and sell the pledged
equity interests, which would adversely affect our ability to operate our

business.

The market price of our common stock has been, and may continue to be,
highly volatile. The market price of our common stock depends on a
variety of factors, which could cause our common stock to trade at prices

below the price you have paid.

Our common stock has traded on the New York Stock Exchange under
the symbol “DM” since August 2, 2007. Since that time, the closing sales
price of our common stock has ranged from a high of $30.84 to a low of
$2.97 per share. The market price of our common stock could continue to
fluctuate significantly in the future. Some of the factors that could affect our

share price include, but are not limited to:

* variations in our quarterly or annual operating results;
* changes in the legal or regulatory environment affecting our business;

» changes in our earnings estimates or expectations as to our future
financial performance, including financial estimates by securities

analysts and investors;

» the contents of published research reports about us or our industry or

the failure of securities analysts to cover our common stock;
+ additions or departures of key management personnel;
* any increased indebtedness we may incur in the future; A
+ announcements by us or others and developments affecting us;
» actions by institutional stockholders;

» changes in market valuations of similar companies;
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« future offerings of debt or equity; collaps}
» future offerings of our common stock in the public market; and

* general economic, market and political conditions.

These factors could cause our common stock to trade at prices below the
price you paid for our common stock, which could prevent you from selling
your common stock at or above this price. In addition, the stock market in
general, and the New York Stock Exchange in particular, has from time to
time, experienced significant price and volume fluctuations that have
affected the market prices of individual securities. These fluctuations often
have been unrelated or disproportionate to the operating performance of
publicly traded companies. In the past, following periods of volatility in the
market price of a particular company’s securities, securities class-action
litigation has often been brought against that company. If similar litigation
were instituted against us, it could result in substantial costs and divert

management’s attention and resources from our operations.

Anti-takeover provisions in our amended and restated certificate of
incorporation, amended and restated by-laws and stockholder rights plan
may discourage, delay or prevent a merger or acquisition that you may
consider favorable or prevent the removal of our current board of

directors and management.

Our amended and restated certificate of incorporation, amended and
restated bylaws and stockholder rights plan could delay, defer or prevent a
third party from acquiring us, despite the possible benefit to our
stockholders, or otherwise adversely affect the price of our common stock N
and your rights as a holder of our common stock. For example, our amended
and restated certificate of incorporation and amended and restated bylaws
(1) permit our board of directors to issue one or more series of preferred

stock with rights and preferences designated by our board, (2) stagger the
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amended on May 26, 2010, entitles the holders of rights, when exercisable,
to acquire, in exchange for the exercise price of each right, shares of our
common stock, having a value equal to two times the exercise price of each
right. These provisions may discourage potential takeover attempts,
discourage bids for our common stock at a premium over market price or
adversely affect the market price of, and the voting and other rights of the
holders of, our common stock. These provisions could also discourage
proxy contests and make it more difficult for you and other stockholders to
elect directors other than the candidates nominated by our board. We are
also subject to Section 203 of the Delaware General Corporation Law,
which generally prohibits a Delaware corporation from engaging in any of a
broad range of business combinations with any “interested” stockholder for
a period of three years following the date on which the stockholder became
an “interested” stockholder and which may discourage, delay or prevent a
change of control of our company. In addition, our bank credit facility
contains provisions that could limit our ability to enter into change of

control transactions.

Risks Relating to Our Professional Services Division

If the number of case files referred to us by our mortgage default
processing service law firm customers, or loan servicers and mortgage
lenders we serve directly for mortgage default files in California and
Nevada, decreases or fails to increase, our operating results and ability to

execute our growth strategy could be adversely affected.

NDeX has eight law firm customers and also provides mortgage default
professing services directly to lenders and loan servicers for residential real A
estate located in California and Nevada. Revenues from NDeX constituted
74% and 88% of our Professional Services Division’s revenues in 2010 and
2009, respectively, and 53% and 58% of our total revenues in 2010 and

2009, respectively. We are paid different fixed fees for each foreclosure,
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law firm customer in 2010 and accounted for 26% of these revenues. Also,
in 2010, the top ten clients for all of our law firm customers, on an
aggregated basis, accounted for 67% of the case files our law firm

customers directed to us for mortgage default processing services.

Our operating results and ability to execute our growth strategy could be
adversely affected if (1) any of our law firm customers lose business from
these clients; (2) these clients are affected by changes in the market and
industry, or other factors that cause them to be unable to pay for the services
of our law firm customer or reduce the volume of files referred to our law
firm customers and which they direct us to process; or (3) our law firm
customers are unable to attract additional business from current or new
clients for any reason, including any of the following: the provision of poor
legal services, the loss of key attorneys (such as David A. Trott, who has
developed and maintains a substantial amount of Trott & Trott’s client
relationships), the desire of the law firm’s clients to allocate files among
several law firms or a decrease in the number of residential mortgage
foreclosures in the eight states where we do business, including due to
market factors or governmental action. A failure by one or more of our law
firm customers to pay us as a result of these factors could materially reduce
the cash flow of NDeX and result in losses in our mortgage default
processing services segment. Further, to the extent that Trott & Trott’s or the
Barrett Law Firm’s clients direct either of them to use another provider of
mortgage default processing services or those clients conduct such services
in-house, the number of files we process would be adversely affected. We
could also lose any law firm customer if we materially breach our services

agreements with such customer.

Bills introduced and laws enacted to mitigate foreclosures, voluntary relief
programs and voluntary halts or moratoria by servicers or lenders, as well
as governmental investigations, litigation and court orders, may have an

adverse dffect, and at times have had an adverse effect, on our mortgage
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: ave resulted, and may continue to result in new or increased government (,navbar
regulation (either legislatively or through courts) of residential mortgage Co]]aps}
products or the foreclosure of delinquent loans. If new or more stringent
regulations are enacted, our customers and/or their clients would likely be
subject to these regulations. As a result, these new or more stringent
regulations may adversely impact the number of mortgage default files that
our law firm customers receive from their clients and can then direct us to
process or that we receive for processing from our California and Nevada

mortgage lender and loan servicer customers.

Federal, state and local governmental entities and leaders have
increasingly focused attention on foreclosures and have proposed, and in
some cases, enacted legislation or taken other action that may have, and
some of which has had, an adverse impact on the number of mortgage
default case files NDeX is asked to process, the length of time it takes to
process such files, the time over which we recognize revenue associated
with the processing of those files, and the number of foreclosure public
notices placed in our Business Information products and DLNP (our
minority investment) for publication. This legislation includes the Hope for
Homeowners Act of 2008, the Emergency Economic Stabilization Act, the
Streamlined Modification Program, and the Homeowner Affordability and
Stability Plan (including the Making Home Affordable Program, the Home
Affordable Modification Program (HAMP), and the Home Affordable
Foreclosure Alternatives Program (HAFA)), the Protecting Tenants at
Foreclosure Act, and laws passed to mitigate foreclosures in California,
Maryland, Michigan, Indiana, and Florida. There also have been voluntary
foreclosure relief programs developed by lenders, loan servicers and the

Hope New Alliance (a consortium that includes loan servicers).

The past year included additional legislation aimed at mitigating
foreclosures, additional scrutiny on mortgage foreclosures, and voluntary
stoppages of foreclosures by servicers and lenders. Mortgage foreclosures

received additional scrutiny due to widespread national media coverage of
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~—ihe industry. The state attorneys general coordinated to review the

_JM o{/f@f” fﬁréj[;)rgljﬂ ss. [Cgrtdin servicers reacted to the attention being paid to
¢ the foreclosure process by various other government officials and

constituencies with self-imposed foreclosure sale and eviction moratoria in

the fall of 2010 while these servicers verified their internal policies and

procedures. Certain servicers also reacted to this environment of increased

scrutiny in 2010 by requesting additional information and process

verification from law firms and vendors
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In February 2011, the Department of the Treasury submitted a report to

Congress entitled “Reforming America’s Housing Finance Market” which

included a plan to responsibly reduce the role of the Federal National

Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage

Corporation (Freddie Mac) in the mortgage market and expressed a goal of

ultimately winding down both institutions. Many of the files we process are

supported by Fannie Mae or Freddie Mac. As a result, any change to these

institutions, or broader changes to the mortgage market as a whole, may

adversely impact the number of mortgage default files received by our law

firm customers from their clients (and therefore the number directed they

direct to us to process) and received by us for processing in California and

Nevada by our mortgage lender and loan servicer customers.

These and other laws, proposed legislation, investigations, directives,
voluntary programs, actions, plans, and court orders, have delayed, and may
delay or reduce in the future, the referral of files to our law firm customers,
or in the case of foreclosures on properties located in California and
Nevada, the referral of files directly to us for processing. In addition, they
may continue to increase the processing time for the foreclosure files
between the referral to the attorney or trustee and the foreclosure sale. In
some instances they may continue to increase the time over which we
recognize revenue associated with the processing of such files and may

reduce margins.

Similarly, new or more stringent regulations and court orders could
adversely affect when public notices are sent to our business information
products or Detroit Legal Publishing News (our minority investment) for A
publication. If this legislation or any other bills being considered, or court
orders or programs are successful in reducing the number of mortgages
going into default, then the number of foreclosure public notices referred to

us or DLNP for publication will also be reduced. If any of these occur, it
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Frappier, a senior vice president of NDeX, and certain other employees of
NDeX, who are also shareholders and principal attorneys of our law firm
customers, may under certain circumstances have interests that differ

from or conflict with our interests.

NDeX'’s chairman and chief executive officer, David A. Trott, along with
James Frappier, a senior vice president of NDeX, and other executive vice
presidents and senior executives in NDeX’s operations, are the principal
attorneys and shareholders of NDeX’s eight law firm customers. In addition,
certain members of the senior management at Barrett-NDEx own an interest
in NDeX and have the right to require that we redeem their interest
beginning in September 2012 (See “Item 7: Management’s Discussion and
Analysis of Financial Condition and Results of Operations —
Noncontrolling Interest” later in this report). As a result of these
relationships with NDeX and our law firm customers, Mr. Trott and these
individuals may experience conflicts of interest in the execution of their
duties on behalf of us. These conflicts may not be resolved in a manner
favorable to us. For example, they may be precluded by their ethical
obligations as attorneys or may otherwise be reluctant to take actions on
behalf of us that are in our best interests, but are not or may not be in the
best interests of their law firms or their clients. Further, as licensed
attorneys, they may be obligated to take actions on behalf of their law firms
or their respective clients that are not in our best interests. In addition,

Mr. Trott has other direct and indirect relationships with The Detroit Legal
News Publishing, LLC and other vendors NDeX uses that could cause
similar conflicts. See “Related Party Transactions and Policies — David A.
Trott” in our proxy statement and Note 15 to our consolidated financial

statements for a description of these relationships.

We have owned and operated DiscoverReady for a very short period of
time and we are highly dependent on the skills and knowledge of the
individuals serving as chief executive officer and president of

DiscoverReady as none of our executive officers have managed or
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We acquired an 85.0% equity interest in DiscoverReady on November 2, (navbar
2009, and currently own 85.3% of these interests. DR Holdco LLC owns the collapsy
remaining 14.7% membership interest in DiscoverReady. DR Holdco is a
limited liability company owned by James K. Wagner, Jr. and Steven R.
Harber, DiscoverReady’s chief executive
22
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their law firms. Prior to our acquisition of this business, our executive
officers have not managed or operated a discovery management and
document review business. Thus, we rely heavily on the management skills
and experiences of Messrs. Wagner and Harber, who have co-founded and
built DiscoverReady and have a deep understanding of the discovery
management and document review business. If our executive officers cannot
effectively manage and operate this business, the operating results and
prospects for DiscoverReady, our litigation support services segment and
our Professional Services Division may be adversely affected and we may

not be able to execute our growth strategy with respect to DiscoverReady.

We have employment agreements with Messrs. Wagner and Harber;
however, these employment agreements do not ensure that either of them
will not voluntarily terminate their employment with us. We also do not
have key man insurance for either of Messrs. Wagner or Harber. The loss of
either Messr. Wagner or Harber could require our executive officers to
divert immediate attention to seeking a replacement and operating a
business in which our executive officers have no prior experience. Our
inability to find a suitable replacement for either of Messrs. Wagner or
Harber on a timely basis could adversely affect our ability to operate and

grow DiscoverReady.

DiscoverReady’s business revenues are very concentrated among a few
customers and if these customers choose to manage their discovery with
their own staff or with another provider and if we are unable to develop
new customer relationships, our operating results and the ability to

execute our growth strategy at DiscoverReady may be adversely affected.

DiscoverReady generates revenue through fee-based arrangements for
outsourced discovery management and document review services with
major United States and global companies and their counsel.

DiscoverReady’s top two customers (both in the financial services industry)
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develop new customer relationships. Our operating results and ability to
execute our growth strategy for DiscoverReady could be adversely affected
if (1) we lose business from either of these customers; (2) these customers
are affected by changes in the market and industry or other factors that
cause them to be unable to pay for our services; or (3) we are unable to
attract additional business from current or new customers for any reason,
including any of the following: poor service, the loss of key employees,
such as James K. Wagner, Jr. and Steven R. Harber, or the decision of our
customers to perform document review services with their own staff or to
with another provider. If any of these were to occur, it could reduce the cash
flow of DiscoverReady and adversely affect the results of operations of this

business.

Regulation of the legal profession may constrain the operations of the
businesses in our Professional Services division, and numerous related
issues could impair our ability to provide professional services to our

customers and reduce our revenues and profitability.

Each state has adopted laws, regulations and codes of ethics that provide
for the licensure of attorneys, which grants attorneys the exclusive right to
practice law and places restrictions upon the activities of licensed attorneys.
The boundaries of the “practice of law,” however, are indistinct, vary from
one state to another and are the product of complex interactions among state
law, bar associations and constitutional law formulated by the U.S. Supreme
Court. Many states define the practice of law to include the giving of advice
and opinions regarding another person’s legal rights, the preparation of legal
documents or the preparation of court documents for another person. In
addition, all states and the American Bar Association prohibit attorneys A

from sharing fees for legal services with non-attorneys.

Pursuant to services agreements between NDeX and its law firm

customers, we provide mortgage default processing services to law firms
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(_related to the practice of law pose the following principal risks:

State or local bar associations, state or local prosecutors or other
persons may challenge the services provided by NDeX, Counsel Press
or DiscoverReady as constituting the unauthorized practice of law. Any
such challenge could have a disruptive effect upon the operations of our
business, including the diversion of significant time and attention of our
senior management. We may also incur significant expenses in
connection with such a challenge, including substantial fees for
attorneys and other professional advisors. If a challenge to any of these
businesses were successful, we may need to materially modify our
professional services operations in a manner that could adversely affect
that division’s revenues and profitability and we could be subject to a
range of penalties that could damage our reputation in the legal markets
we serve. In addition, any similar challenge to the operations of
NDeX’s law firm customers could adversely impact their mortgage
default business, which would in turn adversely affect our mortgage
default processing segment and Professional Service Division’s

revenues and profitability;

The services agreements to which NDeX is a party could be deemed to
be unenforceable if a court were to determine that such agreements
constituted an impermissible fee sharing arrangement between the law

firm and NDeX; and

Applicable laws, regulations and codes of ethics, including their
interpretation and enforcement, could change in a manner that restricts
NDeX'’s, Counsel Press’ or DiscoverReady’s operations. Any such
change in laws, policies or practices could increase our cost of doing

business or adversely affect our revenues and profitability.

Failure to effectively customize either of our proprietary case

management software systems so that they can be used to serve law firm

customers in new states could adversely affect our mortgage default
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with each foreclosure, bankruptcy or eviction case file we process. One Co]]aps}
system was initially built for use in Michigan and the other for use in Texas,
both of which are primarily non-judicial foreclosure states. Other states, like
Indiana, are judicial foreclosures states. As a result, our law firm customers
must satisfy different requirements depending on the state in which they
serve their clients. When we enter a service agreement with a law firm
customer in a state where we do not currently do business, we need to
customize one of our proprietary case management software systems so that
it can be used to assist that customer in satisfying the foreclosure
requirements of their state. If we are not, on a timely basis, able to
effectively customize one of our case management software systems to
serve our new law firm customers, we may not be able to realize the
operational efficiencies and increased capacity to handle files that we
anticipated when we entered the service agreements. At times, we base the
fees we agree to receive from these law firm customers for each case file
they direct us to process on the assumption that we would realize those
operational efficiencies. Therefore, the failure to effectively customize our
case management software system could impact our profitability under our
services agreement with new law firm customers in our mortgage default
processing services segment. In 2011, we intend to migrate our mortgage
default processing operations in Florida and at Barrett-NDEX to the
proprietary case management software system initially developed for use in
Michigan. To the extent that we are unable to effectively migrate those
operations, we may not be able to realize the operational efficiencies and

capacity to handle files that we experienced prior to the migration.

Risks Relating to Our Business Information Division

We depend on the economies and the demographics of our targeted sectors
in the local and regional markets that we serve, and changes in those
factors could have an adverse impact on our revenues, cash flows and

profitability.
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~—| Our advertising revenues and, to a lesser extent, circulation revenues

J et/ﬂf" (IH )en) £tk iriefy pf factors specific to the legal, financial and real
) s ———
1] [eUe f,,J,,jJ),,JH, P 8 —
¢ pstate sectors of the 21 markets our Business Information Division serves.
(navbar
These factors include, among others, the size and demographic
collapsy
characteristics of the population, including the number of
24
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~—rompanies and profegsi
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_JM c{/lfjf}t[ ifl fjhﬁgﬁj”bn(ale ting these sectors. For example, if the local —

als in our targeted business sectors, and local
) f—

¢ pconomy or targeted business sector in a market we serve experiences a
yortarg P (navbar

collapsy

downturn, display and classified advertising, which constituted 30%, 30%
and 37% of our Business Information revenues in 2010, 2009 and 2008,
respectively, generally decreases for our business information products that
target such market or sector. This was the case in 2009, when our display
and classified advertising revenues decreased $6.1 million from 2008 and,
to a lesser extent in 2010, when these revenues decreased another

$1.0 million, due to a decrease in the number of ads placed in our
publications as customers tightened discretionary spending in response to

the local economic conditions in the markets we serve.

Further, if the local economy in a market we serve experiences growth,
public notices, which constituted 52%, 54% and 46% of our Business
Information revenues in 2010, 2009 and 2008, respectively, may decrease as
a result of fewer foreclosure proceedings requiring the posting of public
notices. Our Business Information Division’s revenues could be particularly
affected by economic or demographic changes in Maryland, Minnesota or
Missouri because revenues from our publications targeting each of these
markets accounted for more than 10% of this division’s revenues in 2010
and 20009. If the level of advertising in our business information products or
public notices in our court and commercial newspapers were to decrease,

our revenues, cash flows and profitability could be adversely affected.

A change in the laws governing public notice requirements, as well as new

or increased regulation of residential mortgage products, may delay,

reduce or eliminate the amount of public notices required to be published

in print, affect how newspapers are chosen for the publication of public

notices or adversely change the eligibility requirements for publishing

public notices, which could adversely affect our revenues, profitability and A

growth opportunities.

In various states, legislatures have considered proposals that would

eliminate or reduce the number of public notices required by statute. In
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addition, some state legislatures have proposed that state and ¥cal
~—povernments publish official government notices themselves online. The
L]

1]
il eEfk k] bE(ptissdef off such laws may increase as online alternatives to [e—
il nelfilipesysst y =
¢ print sources of information become more generally accepted. Some states
(navbar
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have also proposed, enacted or interpreted laws to alter the frequency with
which public notices are required to be published, reduce the amount of
information required to be disclosed in public notices or change the
requirements for publications to be eligible to publish public notices. In
addition, new or increased government regulation of residential mortgage
defaults may result in fewer or delayed foreclosures and, therefore, the
publication of fewer related public notices or a delay in the publication of
related public notices. Further, legislation changing the public notices
required to be published in print or that adversely change the eligibility
requirements for publishing public notices in states where we publish or
intend to publish court and commercial newspapers would adversely affect
our public notice revenues and could adversely affect our ability to
differentiate our business information products, which could have an

adverse impact on our revenues, profitability and growth opportunities.

Government regulations related to the Internet could increase our cost of
doing business, affect our ability to grow or may otherwise negatively

dffect our business.

Governmental agencies and federal and state legislatures have adopted,
and may continue to adopt, new laws and regulatory practices in response to
the increasing use of the Internet and other online services. These new laws
may be related to issues such as online privacy, copyrights, trademarks and
service mark, sales taxes, fair business practices, domain name ownership
and the requirement that our operating units register to do business as
foreign entities or otherwise be licensed to do business in jurisdictions
where they have no physical location or other presence. In addition, these
new laws, regulations or interpretations relating to doing business through A
the Internet could increase our costs materially and adversely affect the

revenues and results of operations in our Business Information Division.

If we are unable to generate traffic to our online publications and other
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web sites and electronic services, our ability to continue to g¥ow our

~—Business Information Division may be negatively affected.

J ot fillnen), con
\ ]
_J J .JJJ,,J,.JJ)HJH, L]
.

We have devoted, and expect to devote, a significant amount of resources (navbar
to distributing the information we provide through the Internet, web sites, Co]]aps}
electronic mail and other online services and the growth of our Business
25

A
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ds to provide information to our customers. For —
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~—Information Division,wjll increasingly depend upon our ability to
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£ LT b jisempe
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C_these methods to be successful, we will need to attract and retain frequent (navbar
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visitors to our web sites or users of our other electronic services, develop
and expand the content, products and other tools that we offer on our web
sites and through other electronic services, attract advertisers to our web
sites and other electronic services and continue to develop and upgrade our
technologies. If we are not successful in our efforts, our Business
Information revenues and results of operations and our ability to grow this

division will be adversely affected.

Our business and reputation could suffer if third-party providers of
printing, delivery and outsourced technology services that we rely upon, as
well as newspapers where we place foreclosure public notices fail to

perform satisfactorily.

We outsource a significant amount of our printing to third-party printing
companies. As a result, we are unable to ensure directly that the final
printed product is of a quality acceptable to our subscribers. We also
outsource a significant amount of our technology and software systems
support to third-party information technology vendors. Further, we rely on
public notice newspapers in the markets where we process mortgage default
files, including Detroit Legal News Publishing, to timely and accurately
publish our foreclosure public notices. To the extent that any of these third
party providers do not perform their services satisfactorily, do not have the
resources to meet our needs or decide or are unable to provide these services
to us on commercially reasonable terms, our ability to provide timely and
dependable business information products, as well as our professional
services, could be adversely affected. In addition, we could face increased
costs or delays if we must identify and retain other third-party providers of

these services. A

Most of our print publications are delivered to our subscribers by the
U.S. Postal Service. We have experienced, and may continue to experience,

delays in the delivery of our print publications by the U.S. Postal Service.
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To the extent we try to avoid these delays by using third-party“arriers other
~—ihan the U.S. Postal Service to deliver our print products, we will incur
]

JM H‘{/fgff(“fjﬁjjf)ﬁ fij)f1g gofftsyIn addition, the U.S. Postal Service is considering —

L]
¢ pliminating Saturday delivery from its services. To the extent this change is (navbar
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implemented, it may have an adverse affect on our Minnesota and Missouri
business information operations, which publish Saturday editions for certain
of their papers. In addition, timely delivery of our publications is extremely
important to many of our advertisers, public notice publishers and
subscribers. Any delays in delivery of our print publications to our
subscribers could negatively affect our reputation, cause us to lose
advertisers, public notice publishers and subscribers and limit our ability to

attract new advertisers, public notice publishers and subscribers.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

Our executive and corporate offices are located in Minneapolis, where
we sublease approximately 22,700 square feet under a sublease terminating
in February 2012, and lease approximately another 7,500 square feet under
a lease terminating in March 2014. We own our office facilities in Phoenix
and Baltimore, from which certain of our publishing units operate, and we
lease 28 other office facilities in 16 states for our business information
segment under leases that terminate on various dates between April 2011
and February 2019. We also own our print facility in Minneapolis and we
lease print facilities in Baltimore and Oklahoma City, under leases that
terminate in June 2014 and July 2015, respectively. NDeX (in our mortgage
default processing services segment) subleases an aggregate of
approximately 30,000 square feet in suburban Detroit from Trott & Trott, A
PC, a law firm in which NDeX’s chairman and chief executive officer,
David A. Trott, owns a majority interest, at a rate of $10.50 per square foot,
triple net, which sublease expires on March 31, 2012. Trott & Trott leases

this space from NW13, LLC, a limited liability company in which Mr. Trott

80 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

owns 75% of the membership interests. NDeX also leases or 3dbleases

——npffice space at seven other facilities under leases that terminate on various

1 L]
affe[ EreEpiksio( e and September 2027. Subsidiaries in our
JJJ jﬁiﬂf!ﬂ,ﬂ Wil P —
(Jitigation support services segment lease 13 offices under leases terminating (navbar
on various dates between April 2011 and June 2026. We consider our
collapsy
properties suitable and adequate for the conduct
26
A
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~—pf our business. We do pot believe we will have difficulty renewing the
1 L]
_JJJ e;}{/!?fj Altkj Mjbj]@ﬁjﬁy aljr finding alternative space in the event those —
(_Jeases are not renewed. (navbar
collapsy
Item 3. Legal Proceedings
We are from time to time involved in ordinary, routine claims and
litigation incidental to our normal course of business, none of which we
believe to be material to our financial condition or results of operations.
Item 4. Reserved.
27
A
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Item 5. Market for Registrant’s Common Equity, Related Stockholder

Matters and Issuer Purchases of Equity Securities

Market Information and Dividends

Our common stock is listed on the New York Stock Exchange under the

symbol “DM.” The following table sets forth, for the periods indicated, the

high and low per share closing sales prices of our common stock as reported

on the New York Stock Exchange.

Period High Low
Year ended December 31, 2010

First Quarter $12.08 $ 9.81
Second Quarter $13.30 $10.30
Third Quarter $12.33  $ 9.16
Fourth Quarter $14.80 $ 9.65
Year ended December 31, 2009

First Quarter $ 790 $ 4.07
Second Quarter $14.82 $ 8.10
Third Quarter $14.34  $10.19
Fourth Quarter $13.28  $10.00

On March 1, 2011, the closing price per share of our common stock was

$12.49. We urge potential investors to obtain current market quotations

before making any decision to invest in our common stock. On March 1,

2011, there were 1,656 holders of record of our common stock.

The holders of our common stock are entitled to receive ratably such

dividends as may be declared by our board of directors out of funds legally
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available for dividends. We have not historically declared or p4id dividends
~—pn our common stock and do not anticipate declaring or paying any cash
L]

.. e | p .
JM i f}gkfﬂh $l 5}0,’9 | rorhnfo stock in the foreseeable future. The payment of —
¢ _pny dividends in the future will be at the discretion of our board of directors (navbar

collapsy

and will depend upon our financial condition, results of operations,
earnings, capital requirements and surplus, contractual restrictions
(including those in our credit agreement), outstanding indebtedness and

other factors our board deems relevant.

Performance Graph

The following graph shows a comparison from August 2, 2007 (the date
our common stock began trading on the New York Stock Exchange) through
December 31, 2010, of cumulative stockholders total return for our common
stock, companies we deem to be in our industry peer group for both our
Business Information and Professional Services Divisions, the New York
Stock Exchange Market Index and the Russell 3000 Index. The companies
included in the industry peer group for the Business Information Division
consist of Daily Journal Corp (DJCO), Dun & Bradstreet Corporation
(DNB), IHS Inc. (IHS), Morningstar, Inc. (MORN), Reed Elsevier (ENL)
and Wolters Kluwer NV (WTKWY). The companies included in the
industry peer group for the Professional Services Division consist of
Automatic Data Processing, Inc. (ADP), American Reprographics Co.
(ARCQ), First American Financial Corporation (FAF), Fidelity National
Financial, Inc. (FNF), Huron Consulting Group (HURN), Lender Processing
Services, Inc. (LPS) and Thompson-Reuters Corp (TRI). The nature of our
business continues to evolve, as highlighted by the acquisitions of
DataStream and Federal News in the second half of 2010 and the acquisition
of DiscoverReady in November of 2009. Therefore, we have adjusted the
companies in our peer groups for both our Business Information and
Professional Services Divisions to more accurately reflect our current mix
of business. The returns set forth on the following graph are based on A
historical results and are not intended to suggest future performance. The
performance graph assumes $100 was invested on August 2, 2007, in our
common stock, the companies in our peer group indices (weighted based on

market capitalization as of such date), the NYSE Market Index and the
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Russell 3000 Index, at the closing per share price on that date™Data for the
~—NYSE Market Index, Russell 3000 Index and our peer groups assume
L]
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.
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stockholders and do not have any present plans

——irading on the New York Stock Exchange, we have not declared any
c’o;}

1]
) magh e

¢ jo declare dividends.

COMPARISON OF CUMULATIVE TOTAL RETURN
AMONG THE DOLAN COMPANY, NYSE MARKET INDEX,
RUSSELL 3000 INDEX AND PEER GROUP COMPANIES
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wtp Dolan Co
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ASSUNMES $100 INVESTED ON ALC
ASSUMES DIVIDEND REIN
FISCAL YEAR ENDING DEC.

2, 2007

Company/Market/Peer Group 8/2/2007 9/30/2007 12/31/2007 3/30/2008 6/30/2008 9/30/2008 12/31/2008 3/31/2009 6/30/2009 9/30/2009 12/31/2009 3/31/2010 6/30/2010 9/30/2010 12/31/2010

Dolan Co $100.00 $ 137.13 § 164.62 $ 11580 $ 102.71 $
NYSE Composite Index $100.00 $ 10472 $ 10211 $ 9242 8 9201 $
Russell 3000 Index $100.00 $ 103.96 $ 100.49 $ 9039 $ 8939 $
Business Information $100.00 $ 10495 $ 11052 $ 100.89 $ 97.59 $
Professional Services $100.00 $ 10064 $ 9801 $ 8754 S 8431 $

Business Information (former) $100.00 $ 81.03 $ 5455 $ 4344 $ 2612 $

Professional Services (former) $ 100.00 $ 10092 $ 9827 $ 88.86 $ 88.56 $

Source: Morningstar

56.94 §

80.52 $

81.58 §

85.28 $

80.06 $

15.55 §

82.00 $

37198 44418 7218 $ 67.66 $

6202 $ 5406 $ 6467 $ 7612 %

63.00 $ 5619 % 6564$ 76358

70328 65328 72398 77.60 $

80.64 $ 7326 $ 77.12$ 87918

4388$ 390$ 48§ 1233 8§

7925 $ 7245 % 7921 $ 8935 $

Unregistered Sales of Securities and Issuer Purchases of Equity

Securities
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~—| We did not repurchase any shares of our common stock, nor did we have

J nf /A [ (Hi iEh | ialds pf Becurities that were not described on a current
1] sy =
¢ report on Form 8-K, during the fourth quarter of 2010.
(navbar
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.
The following table presents our selected consolidated financial data for (navbar
the periods and as of the dates presented below. You should read the collaps}

following information along with “Item 7: Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” and our
consolidated financial statements and related notes, all of which are
included elsewhere in this annual report on Form 10-K. We derived the
historical financial data for the years ended December 31, 2010, 2009, and
2008, and as of December 31, 2010 and 2009, from our audited
consolidated financial statements, included in this annual report on

Form 10-K. We derived the historical financial data for the fiscal years
ended December 31, 2007 and 2006, and the historical financial data as of
December 31, 2008, 2007 and 2006, from our audited consolidated financial
statements not included in this annual report. Historical results are not
necessarily indicative of the results of operations to be expected for future
periods. These historical results include the operating results of businesses
that we have acquired during each of the periods presented. See Note 3 of
our audited consolidated financial statements later in this report for more

information regarding businesses we have acquired in each of 2010, 2009

and 2008.
Years Ended December 31,
2010 2009 2008 2007 2006
(In thousands, except per share data)
Consolidated

Statement of
Operations Data:
Professional
Services Division A
revenues $223,069 $172,535 $ 99,496 $ 67,015 $ 37,812
Business
Information

Division revenues 88,240 90,382 90,450 84,974 73,831
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~—| Total revenues 311,309 262,917 189,946 151,989 111,643
J rendl fiskstmes —
4 ]
m ,fl,yf,,‘ﬁ,,j)},’,ﬂl, —
r expenses 253,008 212,140 161,375 125,228 92,711 ( navbar
Equity in earnings of .
Uy & collapsy
affiliates 4,580 4,615 5,646 5,414 2,736
Operating income 62,881 55,392 34,217 32,175 21,668
Interest expense, net (6,358) (6,072) (8,473) (8,521) (6,433)
Non-cash interest
expense related to
redeemable
preferred stock(1) — — — (66,132) (28,455)
Other income
(expense), net 197 3,847 33 €)] (202)
Income (loss) before
income taxes 56,720 53,167 25,777  (42,486) (13,422)
Income tax expense  (21,479) (18,570)  (9,209)  (7,863)  (4,974)
Net income (loss) 35,241 34,597 16,568 (50,349) (18,396)
Less: Net income
attributable to
redeemable
noncontrolling
interests(2) 2,886 3,784 2,265 3,685 1,913
Net income (loss)
attributable to The
Dolan Company $ 32,355 $ 30,813 $ 14,303 $(54,034) $(20,309)
Net income (loss)
attributable to The A

Dolan Company
per share — basic
and diluted $

1.07 $ 1.03 $
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(Increase) decrease

~—| inredeemable
]

1 0]
R ( ) —_—
¢ | interest in NDeX,

net of tax(3) 0.01 (0.31) — — —
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Net income (loss)
attributable to The
Dolan Company
common
stockholders per

share — basic and
diluted $ 108 $§ 072 % 053 % (B4hH$ (2.19)

Weighted average

shares

outstanding —

basic(4) 30,151 29,832 26,985 15,868 9,254
Weighted average

shares

outstanding —

diluted(4) 30,314 29,916 27,113 15,868 9,254

30
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1
J (11 dlﬂ”))“(/(jﬂl (/] As of December 31,
)| R \J

c 2010 2009 2008 2007 2006

(In thousands)

Consolidated

Balance Sheet

Data:

Cash and cash

equivalents $ 4862 $ 2,894 $ 2456 $ 1,346 $§ 786
Total working

capital (deficit) 2,156  (21,067) (12,588)  (5,460)  (8,991)
Total assets 535,788 528,290 470,627 226,367 186,119
Long-term debt,

less current

portion 131,568 137,960 143,450 56,301 72,760
Redeemable

preferred stock — — — — 108,329
Total liabilities and

redeemable

noncontrolling

interests 256,930 279,427 248,477 97,191 214,994
Total stockholders’

equity (deficit) 278,858 248,863 222,150 129,176  (28,875)

(1) Consists of accrued but unpaid dividends on our series A preferred stock
and series C preferred stock and the change in fair value of the shares of
our series C preferred stock, with each share of our series C preferred
stock being convertible into (1) one share of our series B preferred stock
and (2) a number of shares of our series A preferred stock and our
common stock for periods from August 1, 2003, through August 7,
2007. The conversion of our series C preferred stock and redemption of
our preferred stock upon the consummation of our initial public offering
in 2007 eliminated the non-cash interest expense we recorded for the

change in fair value of our series C preferred stock.
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(2) Consists of a noncontrolling interest in DiscoverReady LI>C of 15%

~—| from November 2, 2009 through April 30, 2010, and 14.7% from May 1,

JM {/lg[ﬂfijujjgjgwﬂD C er 31, 2010; a 50% noncontrolling interest in E
r Legislative Information Services of America from October 1, 2010 (.navbar
through December 31, 2010; and the following noncontrolling interest in collaps}
National Default Exchange:
APC Investments Sellers of
Trott & (or the Trott  Feiwell & Barrett-NDEx
Trott Sellers, as a Group) Hannoy (as a Group)
March 14, 2006 —
December 31, 2006(a) 19.0% — — —
January 1, 2007 —
January 8, 2007 19.0% — — —
January 9, 2007 —
November 30, 2007(b)  18.1% — 4.5% —
December 1, 2007 —
December 31, 2007(c) 9.1% — 2.3% —
January 1, 2008 —
January 31, 2008 9.1% — 2.3% —
February 1, 2008 —
February 21, 2008(d) — 9.1% 2.3% —
February 22, 2008 —
September 1, 2008(e) — 9.1% 2.0% —
September 2, 2008 —
December 31, 2008(f) — 7.6% 1.7% 6.1%
January 1, 2009 —
December 30, 2009(g) — 7.6% 1.7% 6.1%
December 31, 2009(h) — 2.4% 1.7% 6.1%
January 1, 2010 —
January 4, 2010(i) — — — 6.2%
A\

January 5, 2010 —
December 31, 2010(j) — — — 6.2%
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(a) On March 14, 2006, we acquired an 81.0% interest in NDeX from

—_— Trott & Trott, P.C.

1]

JJJ 9’8 ,{ ﬂﬁ’ ﬂ‘jimé‘}] bn lh DeX’s acquisition of the mortgage default
processing services business of Feiwell & Hannoy on January 9,
2007, NDeX issued to Feiwell & Hannoy a 4.5% membership interest

in NDeX

(c) On November 30, 2007, we purchased 9.1% and 2.2% of the
then-outstanding membership interests of each of Trott & Trott and
Feiwell & Hannoy, respectively.

(d) On February 1, 2008, Trott & Trott assigned its membership interest
in NDeX to APC Investments, LLC, an affiliate of Trott & Trott.
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_JM (‘i/lg[ (Hfﬂfjt@ﬂyﬁy %ﬁa)& NDeX made a capital call to fund the E
( acquisition of the mortgage default processing services business of (navbar

Wilford & Geske, P.A., in which Feiwell & Hannoy declined to coll ap S}
participate, thereby diluting its interest in NDeX.

(f) To fund, in part, the acquisition of Barrett-NDEx, NDeX made a
capital call, in which neither APC Investments nor Feiwell & Hannoy
participated, thereby diluting their interests. The noncontrolling
interest of APC Investments and Feiwell & Hannoy were further
diluted when NDeX issued a 6.1% membership interest to the sellers
of Barrett-NDEX (as a group) on September 2, 2008 in partial
consideration for the acquisition of Barrett-NDEXx.

(g) On December 1, 2009, APC Investments made a pro-rata distribution
of its membership interest in NDeX to its members, the Trott Sellers.
The pro-rata distribution is not reflected in the table above.

(h) On December 31, 2009, we acquired an aggregate 5.1% of the
noncontrolling interest in NDeX, from the Trott Sellers.

(i) On January 4, 2010, we acquired an aggregate 2.4% of the
noncontrolling interest in NDeX from the Trott Sellers.

(j) On February 28, 2010, NDeX redeemed an aggregate 1.7% of the
noncontrolling interest in NDeX from Feiwell & Hannoy.

Under the terms of NDeX’s operating agreement, we are required to

distribute, on a monthly basis, NDeX’s earnings before interest, taxes,

depreciation and amortization, less debt service with respect to any

interest-bearing indebtedness of NDeX, capital expenditures and working

capital to each of NDeX’s members. The distributions are made pro-rata

in relation to the common membership units each member owns.

A
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(3) Because the redeemable feature of the NDeX noncontrolliMg interest is
~—| outside of our control, we adjust the noncontrolling interest to the
L]
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( noncontrolling interest at the redemption amount, with the adjustment
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recorded through “additional paid-in capital” rather than directly as a
charge against earnings. Because the redemption amount is based upon a
formula and deemed not at fair value, we have employed the two-class
method to calculate earnings per share based on net income (loss) from
continuing operations attributable to The Dolan Company common

stockholders.

(4) Diluted per share amounts assume the conversion, exercise, or issuance
of all potential common stock instruments (see Note 17 of our
consolidated financial statements included in this annual report on
Form 10-K for information on stock options) unless their effect is
anti-dilutive, thereby reducing the loss per share or increasing the

income per share.

Item 7. Management’s Discussion and Analysis of Financial Condition

and Results of Operations
Overview

In 2010, our total revenues increased $48.4 million, or 18.4%, from
$262.9 million in 2009 to $311.3 million in 2010, largely as a result of
increased revenues in our litigation support services segment. The litigation
support revenue growth was driven primarily by our DiscoverReady
business which we acquired in November 2009. DiscoverReady’s revenues
grew $37.3 million in 2010 compared to 2009 when we only owned them
for two months. In addition, revenues from our NDeX operations in Florida,
which we acquired in October 2009, grew by $10.3 million in 2010. Our
NDeX operations in Florida and the DiscoverReady acquisition in the fourth
quarter of 2009, together accounted for the majority of the 19.2% increase
in our operating expenses in 2010. Further, net income attributable to The
Dolan Company increased to $32.4 million for 2010 from $30.8 million for
the same period in 2009. As a result, net income attributable to The Dolan

Company per diluted share increased from $1.03 in 2009 to $1.07 in 2010.
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New Credit Agreement (navbar
collapsy
On December 6, 2010, we entered into a third amended and restated
credit agreement, effective December 6, 2010 (the “New Credit
Agreement”), with a syndicate of bank lenders for a $205.0 million senior
secured credit
32
VN
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(_fate of December 6, 2015 and a revolving credit facility in an aggregate (navbar
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amount of up to $155.0 million, which may be increased pursuant to an
“accordion” feature to up to $200.0 million, with a final maturity date of
December 6, 2015. At any time after December 6, 2012, if the outstanding
principal balance of revolving loans under the revolving credit facility of the
New Credit Agreement exceeds $50.0 million, $50.0 million of such
revolving loans shall convert to an amortizing term loan due and payable in
quarterly installments with a final maturity date of December 6, 2015. The
New Credit Agreement restated our previous credit agreement in its entirety.
In connection with this new credit facility, we paid approximately

$1.9 million in bank and legal fees. Please see “Cash Flows from Financing

Activities” below for more discussion on our New Credit Agreement.

Stock Buy-Back Plan

Our board of directors approved a stock buy-back plan effective as of the
closing of our new credit agreement on December 6, 2010. This plan allows
us to repurchase up to 2 million shares of issued and outstanding common
stock at prevailing market prices or negotiated prices through December 31,
2013. The number of shares and the timing of the purchases will be
determined at the discretion of management. Between February 25, 2011
and March 9, 2011, we repurchased 137,500 shares under this plan for an
aggregate of $1.7 million.

New Investments

In August 2010, we made a 19.5% investment in BringMetheNews, LL.C
(BMTN), a Minneapolis-based online news source. BMTN gathers local A
news from hundreds of online sources and distributes it through a network
of online and social media sites. It also produces 16 daily radio newscasts
that are broadcast on more than a dozen outlets. We account for this

investment using the equity method of accounting. Our investment balance
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_JM (j{gl ﬂle’jr”jlx)ife{i(/qﬁa(e/ 0) 2010, we formed a strategic partnership with —
: elran, Inc., a leading provider of statehouse legislative information, to (,navbar
launch a 50-state, real-time legislative reporting and data service. The new Co]]aps}
service, headquartered in Austin, Texas, is called Legislative Information
Service of America (LISA). It will provide real-time web-based reporting
on floor and committee actions, bill filings, and other legislative activity. It
features customized real-time tracking, alerts, full-text searches, daily
calendars and critical analytical tools aimed at bills as they are filed and
debated in statehouses across the United States. We own 50% of the equity
interests in LISA, and consolidate this entity, recording noncontrolling

interest for the 50% not owned by us.

Increase in our Ownership in NDeX

On December 31, 2009 and January 4, 2010, we, along with our
wholly-owned subsidiary, Dolan APC, LLC, entered into two separate
common unit purchase agreements with the Trott Sellers, under the terms of
which the Trott Sellers sold an aggregate 7.6% ownership interest in NDeX
to us, for an aggregate purchase price of $13.0 million and 248,000 shares

of our common stock.

Of the $13.0 million cash due to the Trott Sellers, we have paid
$10.8 million through the date of this annual report on Form 10-K. We will
pay the remaining balance to the Trott Sellers in equal monthly installments
of approximately $0.1 million, in the aggregate, which includes interest

accruing on the unpaid principal balance at a rate of 4.25%.

David A. Trott and the other Trott Sellers are partners in the law firm,
Trott & Trott, P.C., which is a customer of NDeX. Trott is the managing A
partner of Trott & Trott, P.C. and we also employ him as the chairman and
chief executive officer of NDeX, where he is one of our executive officers.
Under the common units purchase agreements described above where we

purchased an aggregate 7.6% ownership interest in NDeX, Trott sold us his
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5.1% ownership interest in NDeX for which we will pay him h aggregate

~—pf $8.8 million (exclusive of interest) and for which we issued to him

J Em‘ﬁ' 'Ui I hieg(isfjour gorpmon stock. See also “Related Party Transactions
I€C() . -
_J J .,.fu’f,“j,.;j))u/fﬂ y L]
¢ _and Policies — David A. Trott” in our proxy statement, which is expected to
(navbar
be filed with the SEC in early April 2011, for a description of certain other
collapsy
relationships between Trott, his law firm or his other affiliated entities and
us.
33
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depreciation and amortization less the aggregate amount of any interest
bearing indebtedness outstanding for NDeX as of the repurchase date. The
present value of the total consideration paid to the Trott Sellers in
connection with the sale of their respective NDeX interests to us
approximated the price we would have paid to the Trott Sellers had they
elected to exercise, in full, their put right set forth in the NDeX operating

agreement.

On February 28, 2010, NDeX redeemed 23,560 common units,
representing a 1.7% interest in NDeX, from Feiwell & Hannoy, in
connection with Feiwell & Hannoy’s exercise of its put right as set forth in
the NDeX operating agreement. NDeX redeemed these common units for
$3.5 million, which was determined pursuant to the formula set forth in
NDeX’s operating agreement. The redemption price is payable to Feiwell &
Hannoy over a period of three years, in quarterly installments, with interest
accruing at a rate of 5.25%. We have paid $1.4 million on this note through
the date of this annual report on Form 10-K. Feiwell & Hannoy is a law firm

customer of NDeX.

After the closing of the transactions described above, our ownership

interest in NDeX increased from 84.7% to 93.8%.

New Line of Business in Professional Services Division

On November 2, 2009, we entered a new line of business in our
Professional Services Division with the acquisition of an 85.0% interest in
DiscoverReady LLC. DiscoverReady is a leading provider of outsourced
discovery management and document review services to major United
States and global companies and their counsel. DiscoverReady is
headquartered in New York City, with an office in Charlotte, North

Carolina. In accordance with the terms of the DiscoverReady operating
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Discovery is the process by which parties use the legal system to obtain
relevant information, primarily in litigation and regulatory matters. This
process can be expensive and time-consuming for companies depending
upon the volume of emails, electronic files and paper documents a company
must review to respond to a document request. DiscoverReady assists these
companies and their counsel in document reviews and helping these
companies manage the discovery process. DiscoverReady also provides

related technology management services.

None of our key employees or executive officers has any previous
experience in operating a discovery management and document review
services company. In connection with the acquisition, we entered into
three-year employment agreements with DiscoverReady co-founders James
K. Wagner, Jr. and Steven R. Harber to continue to serve as
DiscoverReady’s chief executive officer and president, respectively, as well
as other key employees of DiscoverReady, and will rely on them to assist
our executive officers in operating this business. Messrs. Wagner and
Harber, along with other employees of DiscoverReady, indirectly own the

remaining 14.7% equity interest in DiscoverReady.

DiscoverReady is part of our Professional Services division and litigation
support services segment. Our litigation support services segment was a
new reportable segment in 2009 and includes the operations of
DiscoverReady and Counsel Press (which was previously part of our
professional services segment with NDeX). The operations of NDeX are
now called our mortgage default processing services segment. Both our
mortgage default processing services and litigation support services A

segments are part of our Professional Services division.

Regulatory Environment

101 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

v

~—| Beginning in 2008, federal, state and local governmental entities and

J e[ (Mi IPEVi0G s ocused attention on foreclosures and have
1] [FYELAIRRL GRSy —
¢ proposed, and in some cases, enacted legislation or taken other action that
(navbar
may have, and some of which has had, an adverse impact on the number of
collapsy
mortgage default case files NDeX is asked to process, the length of time it
takes to process such files, the time over which we recognize revenue
associated with the processing of those files, and the number of foreclosure
public notices placed in our Business Information products and DLNP (our
minority investment) for publication. This legislation includes the Hope for
Homeowners
34
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the Homeowner Affordability and Stability Plan —

~—Act of 2008, the Eme g/§ij Economic Stabilization Act, the Streamlined
a
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(_lincluding the Making Home Affordable Program, the Home Affordable (navbar

Modification Program (HAMP), and the Home Affordable Foreclosure coll ap s}

Alternatives Program (HAFA)), the Protecting Tenants at Foreclosure Act,
and laws passed to mitigate foreclosures in California, Maryland, Michigan,
Indiana, and Florida. There also have been voluntary foreclosure relief
programs developed by lenders, loan servicers and the Hope New Alliance
(a consortium that includes loan servicers). We have described these
programs in our previous annual and quarterly reports in each of the

previous few years.

Overall, 2010 included some additional legislation aimed at mitigating
foreclosures, additional scrutiny on mortgage foreclosures, and voluntary

stoppages of foreclosures by servicers and lenders.

In February 2010, the President announced a new $1.5 billion funding
initiative, called the FHA Hardest-Hit Fund, to provide money for housing
finance agencies or FHAs in Nevada, Michigan, California, Florida and
Arizona. The Hardest-Hit Fund was created to offer what the President’s
Administration called “relief in direct proportion to the scale of each state’s
housing challenges.” The FHA Hardest-Hit program gives lenders in these
five states more flexibility to create programs designed to prevent a
mortgage from going into default or foreclosure including loan
modification, mortgage forbearance, and principal reduction for borrowers

who are over-leveraged or have “severe negative equity.”

In June 2010, new federal government directives concerning certain
aspects of the federal Home Affordable Modification Program (HAMP)
became effective. Among other things, the supplemental directives included
clarification of the requirement to solicit all borrowers whose first mortgage A
loans are potentially eligible for HAMP, a prohibition against referral to
foreclosure until either a borrower has been determined to be ineligible for
HAMP or reasonable solicitation efforts have failed, and a requirement that

a servicer provide a certification to the foreclosure attorney or trustee stating
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that a borrower is not HAMP-eligible before a foreclosure sal¥ may be
~=—ronducted.
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“J July 2010, a foreclosure mediation bill took effect in Maryland. This (navbar
bill required the opportunity for court mediation for every owner-occupied Co]]aps}
residential foreclosure within 60 days of an owner’s request. We believe this
bill contributed to a slowdown of foreclosure notices in Maryland during the

latter part of 2010.

In late 2010, a change to the Servicemembers Civil Relief Act (SCRA)
increased the number of months before a servicer can foreclose on a loan
where the debtor is in the Military. Previously the Servicemembers Civil
Relief Act (SCRA) had a 3-month delay from the time a servicemember was
released from active duty before a foreclosure action could start. The

mandatory delay has been increased to 9 months.

Beginning in September 2010, mortgage foreclosures received additional
scrutiny due to widespread national media coverage of reported procedural
and documentation error and lapses by other parties in the industry. The
state attorneys general coordinated to review the foreclosure process. In
most states the attorney general requested additional information about the
foreclosure process, while in some states the attorney general requested a

temporary freeze on foreclosure sales.

Certain servicers reacted to the attention being paid to the foreclosure
process by various other government officials and constituencies, with
self-imposed foreclosure sale and eviction moratoria in the fall of 2010
while these servicers verified their internal policies and procedures. Certain
servicers also reacted to this environment of increased scrutiny in 2010 by
requesting additional information and process verification from law firms

and vendors to which they refer their mortgage foreclosures.

In the fall of 2010, numerous servicers halted foreclosures in the 23
judicial states. (In judicial states, the court system approves the foreclosures
based on evidence such as affidavits, whereas in non-judicial states the

foreclosure occurs outside the court system with different types of
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documents.) Some servicers have lifted these moratoria, and others have

~=not. The halt on foreclosure sales has caused a slowdown of foreclosure

J mobik ke tripperdayfd freditors h dto f d —
el seffifterdagd freditors have appeared to focus on processes an —
1)) T et PP P —
¢ pther internal and external issues. NDeX operates in only two judicial states,
(navbar
Indiana and Florida. The halt on foreclosures and the slowdown of referrals
collapsy
negatively impacted our 2010 revenue in Indiana, but NDeX revenue in
Florida remained strong due to opportunities presented there for market
share increases due to circumstances and investigations experienced by law
firms in Florida unrelated to Albertelli or NDeX.
35
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Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage
Corporation (Freddie Mac) in the mortgage market and expressed a goal of
ultimately winding down both institutions. Many of the files we process are
supported by Fannie Mae or Freddie Mac, therefore any change to these
institutions, or broader changes to the mortgage market as a whole, may
adversely impact the number of mortgage default files received by our law
firm customers from their clients (and therefore the number directed they
direct to us to process) and received by us for processing in California and

Nevada by our mortgage lender and loan servicer customers.

These and other laws, proposed legislation, investigations, directives,
voluntary programs, actions, plans, and court orders, have delayed, and may
delay in the future, the referral of files to our law firm customers, or in the
case of foreclosures on properties located in California and Nevada, the
referral of files directly to us for processing. In addition, they may continue
to increase the processing time for the foreclosure files between the referral
to the attorney or trustee and the foreclosure sale and may affect margins. In
some instances they may continue to increase the time over which we
recognize revenue associated with the processing of such files, and may
continue to decrease the number of foreclosure public notices placed in our
Business Information products and DLNP (our minority investment) for

publication.

Recent Acquisitions
We consummated the following acquisitions in 2010:

DataStream Content Solutions, LLC: On December 1, 2010, we
acquired DataStream Content Solutions, LLC (“DataStream™). In
connection with this acquisition, we paid the sellers $15.0 million in cash at

closing, held back $1.5 million payable 18 months after closing to secure
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collapsy
Federal News Service, Inc.: On August 9, 2010, we acquired certain

assets of Federal News Service, Inc. (“Federal News”) for approximately

$1.7 million in cash.

For more information on the products and services these companies
provide, see “Our Products and Services — Business Information” earlier in

this annual report.

Revenues

We derive revenues from our two operating divisions, our Professional
Services Division and our Business Information Division, operating as three
reportable segments: (1) mortgage default processing services; (2) litigation
support services; and (3) business information. For the year ended
December 31, 2010, our total revenues were $311.3 million, and the
percentage of our total revenues attributed to each of our divisions and

segments was as follows:

* 72% from our Professional Services Division (53% from mortgage
default processing services and 19% from litigation support

services); and

* 28% from our Business Information Division.

Professional Service Division. Our Professional Services Division
generates revenues primarily by providing mortgage default processing,
outsourced discovery management and document review, and appellate
services through fee-based arrangements. We further break down our
Professional Services Division into two reportable segments, mortgage
default processing services and litigation support services.
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~—| Mortgage Default Processing Services. Through NDeX, we assist eight
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af|ii rH [i'peeitiissing f@reclosure, bankruptcy, eviction and to a lesser —
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¢ pxtent, litigation and other mortgage default processing case files for
& 848 P & (navbar
residential mortgages that are in default. We also provide foreclosure
collapsy
processing services directly to mortgage lenders and loan servicers for
properties located in California and Nevada. In addition, NDeX provides
loan modification and loss mitigation support on mortgage default files to
its customers and related real estate title work to the Barrett Law
36
A
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For the year ended December 31, 2010, we received approximately
378,800 mortgage default case files for processing. Our mortgage default
processing service revenues accounted for 53% of our total revenues and
74% of our Professional Services Division’s revenues during 2010. We
recognize mortgage default processing services revenues over the period
during which the services are provided. We consolidate the operations,
including revenues, of NDeX and record a noncontrolling interest
adjustment for the percentage of earnings that we do not own. See
“Noncontrolling Interest” below for a description of the impact of the
noncontrolling interest in NDeX on our operating results. With the
exception of foreclosure files we process for our law firm customer,
Feiwell & Hannoy, and California and Nevada foreclosure files, we bill our
customers upon receipt of the file and record amounts billed for services not
yet performed as deferred revenue. For foreclosure files we process for
Feiwell & Hannoy, we bill Feiwell & Hannoy in two installments and
record amounts for services performed but not yet billed as unbilled services
and amounts billed for services not yet performed as deferred revenue. For
California and Nevada foreclosure files processed by us, we bill our
customers for services at the time the file is complete and record amounts
related to services performed, but not yet billed, as unbilled services. In
California and Nevada, because we provide mortgage default processing
services directly to mortgage lenders and loan servicers, we incur certain
costs on behalf of our customers, such as trustee sale guarantees, title
policies, and post and publication charges. We pass these costs directly
through to our mortgage lender and loan servicers customers, and bill them
at the time the file is complete. We have determined that these expenses
should be recorded at net and, accordingly, do not record any revenue for
these pass-through costs. We also provide title services primarily to the
Barrett Law Firm, and we bill for these services when the title matter is

completed and recognize revenue as we perform the services.
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have entered into long-term services agreements with each of our law firm
customers. These agreements provide for the exclusive referral of files from
the law firms to NDeX for servicing, except that the Barrett Law Firm and
Trott & Trott may refer files elsewhere if they are otherwise directed by
clients. During 2010, each of the Barrett Law Firm and Trott & Trott
accounted for more than 10% of our mortgage default processing services
revenues, with the Barrett Law Firm accounting for 44% of these revenues
and Trott & Trott accounting for 26% of these revenues. Our services
agreements with Trott & Trott and the Barrett Law Firm have initial terms
that expire in 2021 and 2033, respectively. However, these terms may be
automatically extended for up to two successive ten year periods, in the case
of our agreement with Trott & Trott, or successive five year periods, in the
case of our agreement with the Barrett Law Firm, unless either party elects
to terminate the term then-in-effect with prior notice. The initial terms of
our services agreements with our other law firm customers expire between
2022 to 2030, which terms may be automatically extended for up to two
successive five or ten-year periods depending upon the law firm customer
unless either party elects to terminate the term then-in-effect with prior

notice.

Under each services agreement, we are paid a fixed fee for each
residential mortgage default file the law firm sends to us for processing,
with the amount of such fixed fee being based upon the type of file. We
receive this fixed fee upon receipt of a default case file, which consists of
any mortgage default case file sent to us for processing, regardless of
whether the case actually proceeds to foreclosure. If such file leads to a
bankruptcy, eviction or litigation proceeding, we are entitled to an additional
fixed fee in connection with handling a file for such proceedings. We also
receive a fixed fee for handling files in eviction, litigation and bankruptcy AN
matters that do not originate from mortgage foreclosure files. The Barrett
Law Firm also pays us a monthly trustee foreclosure administration fee.
Although the services agreements with our law firm customers contemplate

the review and possible revision of the fees for the services we provide,
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price increases have not historically affected our mortgage def4ult

~—processing services revenues materially. In some cases, our services

J b fibstieLctioy id to us for the fil I —
j iG] efpaid to us for the files we process on an annua —
J J g.[-f//fu‘},.;j))z )jff, p o
( pasis pursuant to an agreed-upon consumer price index. In other cases, our
(navbar
services agreements require us to agree with our law firm customer
collapsy
regarding the terms and amount of any fee increase.
Deferred revenue includes revenues billed for mortgage default
processing services that we expect to recognize in future periods due to the
extended period of time it takes to process certain files. At December 31,
2010, we had such deferred revenue on our balance sheet in the amount of
$14.4 million.
37
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Counsel Press. For the year ended December 31, 2010, our litigation support
services revenues accounted for 19% of our total revenues and 26% of our
Professional Services Division’s revenues. DiscoverReady provides its
services to major United States and global companies and their counsel and
assists them in document reviews and helping them manage the discovery
process. Discovery is the process by which parties use the legal system to
obtain relevant information, primarily in litigation and regulatory matters.
This process can be expensive and time-consuming for companies
depending upon the volume of emails, electronic files and paper documents
a company must review to respond to a document request. DiscoverReady
also provides related technology management services. DiscoverReady bills
its customers primarily based upon the number of documents reviewed and
the amount of data or other information it processes in connection with
those reviews. Accordingly, our discovery management and document
review services revenue are largely determined by the volume of data we
review. Our discovery management and document review services revenue
accounted for 14% of our total revenues, 74% of our litigation support
services segment revenues, and 20% of our total Professional Services
Division revenues for the year ended December 31, 2010. During 2010,
DiscoverReady’s top two customers, both of whom are in the financial
services industry, accounted for 78%, in the aggregate, of DiscoverReady’s

total revenues.

Counsel Press assists law firms and attorneys throughout the United
States in organizing, preparing and filing appellate briefs, records and
appendices, in paper and electronic formats, that comply with the applicable
rules of the U.S. Supreme Court, any of the 13 federal courts of appeals and
any state appellate court or appellate division. Counsel Press charges its
customers primarily on a per-page basis based on the final appellate product
that is filed with the court clerk. Accordingly, our appellate service revenues
are largely determined by the volume of appellate cases we handle and the
number of pages in the appellate cases we file. For the year-ended

December 31, 2010, our appellate services revenues accounted for 5% of
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our total revenues, 26% of our litigation support services reveues, and 7%

~—nf our total Professional Services Division revenues.
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We recognize litigation support services revenues during the month in (navbar
which the services are provided. In the case of Counsel Press, this is when Co]]aps}

our final appellate product is filed with the court.

We consolidate the operations of DiscoverReady and record an
adjustment for noncontrolling interest for the percentage of DiscoverReady
that we do not own. Because the redeemable feature of this noncontrolling
interest is based on fair value (unlike the noncontrolling interest in NDeX),
we are not required to record this adjustment as an item affecting net income
attributable to The Dolan Company common stockholders. See

“Noncontrolling Interest” below.

Business Information. Our Business Information Division generates
revenues primarily from display and classified advertising, public notices
and subscriptions. We sell commercial advertising, which consists of display
and classified advertising in our print products and web sites. We include
within our display and classified advertising revenue those revenues
generated by sponsorships, advertising and ticket sales generated by our
local events. Our display and classified advertising revenues accounted for
9% of our total revenues and 30% of our Business Information Division
revenues for the year ended December 31, 2010. We recognize display and
classified advertising revenues upon placement of an advertisement in one
of our publications or on one of our web sites. We recognize display and
classified advertising revenues generated by sponsorships, advertising and
ticket sales from local events when those events are held. Advertising
revenues are driven primarily by the volume, price and mix of

advertisements published, as well as how many local events are held.

We publish more than 300 different types of public notices in our court A
and commercial newspapers, including foreclosure notices, probate notices,
notices of fictitious business names, limited liability company and other
entity notices, unclaimed property notices, notices of governmental hearings

and trustee sale notices. Our public notice revenues accounted for 15% of
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~—for the year ended December 31, 2010. We recognize public notice revenues

J Hfi (le thleftff Ifc notice in one of our court and commercial
IR =
¢ newspapers. Public notice revenues are driven by the volume and mix of (navbar
ublic notices published. This is primarily affected by the number of .
P P P y y collapsy
residential mortgage foreclosures in the 14 markets where we are qualified
to publish public notices and the rules governing publication of public
notices in such states. In six of
38
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We sell our business information products, including our DataStream and

Federal News products and services, primarily through subscriptions. For

the year ended December 31, 2010, our subscription and other revenues,

which consist primarily of subscriptions, single-copy sales, transcriptions

and access to state and federal legislative information, accounted for 5% of

our total revenues and 18% of our Business Information Division’s

revenues. We recognize subscription revenues ratably over the subscription

periods, which range from three months to multiple years, with the average

subscription period being twelve months. Deferred revenue includes

payment for subscriptions collected in advance that we expect to recognize

in future periods. At December 31, 2010, we had such deferred revenue on

our balance sheet in the amount of $8.8 million. Subscription and other

revenues are primarily driven by the number of copies sold and the

subscription rates charged to customers.

Operating Expenses
Our operating expenses consist of the following:

» Direct operating expenses, which consist primarily of the cost of
compensation and employee benefits for the operational staff at NDeX,
DiscoverReady, and Counsel Press and our editorial personnel in our
Business Information Division, production and distribution expenses,
such as compensation (including stock-based compensation expense)
and employee benefits for personnel involved in the production and
distribution of our business information products, the cost of newsprint
and delivery of our business information products, and packaging and
data service fees in connection with our California and Nevada

foreclosure files;
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accounting and information technology personnel, publishers and other
members of management, rent, other sales and marketing related

expenses and other office-related payments;

* Depreciation expense, which represents the cost of fixed assets and
software allocated over the estimated useful lives of these assets, with

such useful lives ranging from one to thirty years; and

» Amortization expense, which represents the cost of finite-life
intangibles acquired through business combinations allocated over the
estimated useful lives of these intangibles, with such useful lives

ranging from two to thirty years.

Total operating expenses as a percentage of revenues were 81% in 2010,
and depend upon our mix of business from Professional Services, which is
our higher margin revenue, and Business Information. This mix may
continue to shift between fiscal periods and over time as Professional
Services revenues continue to grow at a faster pace that Business

Information revenues.

Equity in Earnings of Affiliates

The Detroit Legal News Publishing, LLC. We own 35% of the
membership interests in The Detroit Legal News Publishing, LLC (DLNP),
the publisher of The Detroit Legal News and ten other publications. We
account for our investment in DLNP using the equity method. For the years
ended December 31, 2010, 2009 and 2008, our percentage share of DLNP’s
earnings was $4.7 million, $4.9 million and $5.6 million, respectively,
which we recognized as operating income. NDeX handles all public notices
required to be published in connection with files it processes for Trott &
Trott pursuant to our services agreement with Trott & Trott and places a
significant amount of these notices in The Detroit Legal News. Trott & Trott
pays DLNP for these public notices. See “Liquidity and Capital

Resources — Cash Flow Provided by Operating Activities” below for
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information regarding distributions paid to us by DLNP. v
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‘ LINP, on a date that is within 60 days prior to November 30, 2011, and (navbar
each November 30th after that, each member of DLNP has the right, but not co]]aps}
the obligation, to deliver a notice to the other members, declaring the value
of all of the membership interests of DLNP. Upon receipt of this notice,
each other member has up to 60 days to elect to either purchase his, her or
its pro rata
39
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the member that delivered the initial notice of value to the other members
will be required to either sell his or her membership interests, or purchase
the membership interests of other members. The purchase price payable for
the membership interests of DLNP will be based on the value set forth in the

initial notice delivered by the initiating member.

Other. Other than DLNP, as of December 31, 2010, we have one
additional equity method investment. In 2010, we invested in 19.5% of the
membership interests in BringMetheNews, LLC (BMTN). The net
investment balance in BMTN at December 31, 2010 is $0.7 million. Please
refer to “Recent Developments — New Investments” above for further

information about our investment in BMTN.

On December 31, 2009, we sold our investment in GovDelivery in
connection with its merger with Internet Capital Group. We received
$3.6 million in cash upon the consummation of the sale, with an additional
$0.6 million held back for the payment of indemnification claims pursuant
to the terms of the merger agreement. Accordingly, we recorded a gain on
our sale of this investment in 2009 in the amount of $2.4 million, which was
included in other income in our consolidated statement of operations for the
year ending December 31, 2009. In 2010, we received $0.2 million of the
amount held back, and have included this in other income for the year ended

December 31, 2010.

Noncontrolling Interest

From January 1, 2009, through November 1, 2009, the noncontrolling
interest consisted of an aggregate 15.3% interest in NDeX held by APC
Investments, LL.C (7.6%), Feiwell & Hannoy (1.7%) and the sellers of
Barrett-NDEX or their transferees (as a group) (6.1%). APC Investments

was a limited liability company owned by NDeX chairman and chief
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~—Trott, an NDeX customer. Beginning on November 2, 2009, the
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our repurchase of the 0.3% equity interest in DiscoverReady from DR
Holdco in connection with the expiration of the employment agreement of

the former CFO of DiscoverReady in April 2010. .

At December 31, 2009, the noncontrolling interest in NDeX changed to
an aggregate 10.2% interest as a result of our acquisition of a 5.1% interest
in NDeX from the Trott Sellers (who were the members of APC
Investments). In the first quarter of 2010, we acquired the remaining interest
in NDeX held by the Trott Sellers, as well as redeemed Feiwell & Hannoy’s
interest in NDeX, all of which reduced the noncontrolling interest in NDeX
to 6.2% (which is held by the sellers of Barrett-NDEX or their transferees).
You should refer to “Recent Developments — Increase in our Ownership in
NDeX?” earlier in this annual report for information about the change in our

ownership in NDeX during the years ended December 31, 2010 and 2009.

In the fourth quarter of 2010, we formed Legislative Services of America
(LISA), and consolidate this entity. We record noncontrolling interest for the
50% we do not own. You should refer to “Recent Developments — New

Investments” earlier in this annual report for more information.

Under the terms of the NDeX operating agreement, each month, we are
required to distribute the excess of NDeX’s earnings before interest,
depreciation and amortization less debt service with respect to any interest-
bearing indebtedness of NDeX, capital expenditures and working capital
reserves to NDeX’s members on the basis of common equity interest owned.
We paid the following distributions during the years ended December 31,
2010, 2009 and 2008 (in thousands):

Years Ended December 31,
2010 2009 2008
APC Investments $113 $1,607 $1,098
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membership interest in NDeX. To the extent any seller of Barrett-NDEx
timely exercises this right, the purchase price of such membership interest
will be based on 6.25 times NDeX’s trailing twelve month earnings before
interest, taxes, depreciation and amortization less the aggregate amount of
any interest bearing indebtedness outstanding for NDeX as of the date the
repurchase occurs. The aggregate purchase price would be payable by
NDeX in the form of a three-year unsecured note bearing interest at a rate

equal to prime plus 2%.

Under the terms of the DiscoverReady limited liability agreement, DR
Holdco (who holds the noncontrolling interest in DiscoverReady) has the
right, for a period of ninety days following November 2, 2012, to require
DiscoverReady to repurchase all or any portion of its equity interest in
DiscoverReady. To the extent that DR Holdco timely exercises this right, the
purchase price of such equity interest will be based on the fair market value
of such interest. During that same period, we also have the right to require
DR Holdco to sell its entire equity interest in DiscoverReady to us. If we
timely exercise our right, we would pay DR Holdco an amount based on the
fair market value of the equity interest. These rights may be exercised
earlier under the following circumstances: An individual seller of
DiscoverReady may require DiscoverReady to repurchase the portion of DR
Holdco’s interest in DiscoverReady that he beneficially owns if he is
terminated without cause or quits for good reason prior to the expiration of
his employment agreement. If we terminate any individual seller of
DiscoverReady for cause or if such seller quits without good reason, we can
require DR Holdco to sell to us the portion of its interest in DiscoverReady
that reflects such seller’s beneficial interest in us. The purchase price for
that portion of the equity interest repurchased or sold if these rights are
exercised based on the interest’s fair market value. With respect to the
former CFO of DiscoverReady, in 2010 we repurchased that portion of DR
Holdco’s interest in DiscoverReady which he beneficially owned, upon the
expiration of his employment agreement. As a result, our ownership interest

in DiscoverReady increased to 85.3%, and the noncontrolling interest in
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such distributions of $1.0 million to DR Holdco. No such distributions were

made in 2009.

DiscoverReady may engage an independent third party valuation firm to
assist it in determining the fair market value of the equity interest being
repurchased by DiscoverReady or sold to us if any of the above-described
rights are exercised. The purchase price for any equity interests repurchased
or sold pursuant to these rights, if exercised, will be paid in cash to the
extent allowed by the terms of our then-existing credit agreement, or
pursuant to a three-year unsecured promissory note, bearing interest at a rate

equal to prime plus 1%.

We are required to record the redeemable noncontrolling interests
(“NCI”) in NDeX and DiscoverReady to their redemption amounts at each
reporting period. The NDeX NCI is adjusted to the estimated redemption
amount at each reporting period based on the formula as discussed above.
The DiscoverReady NCI is adjusted to fair value each period. During the
year ended December 31, 2010, the adjustments recorded to the NCI for
NDeX were $(0.2) million net of tax, and the adjustments recorded to the
NCI for DiscoverReady were $4.6 million net of tax. Please see our audited
consolidated statements of stockholders’ equity and comprehensive income,
as well as Note 1 to our audited consolidated financial statements, included
in this annual report on Form 10-K for further information regarding
accounting for noncontrolling interests and its implications to our financial

statements.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in accordance with
Generally Accepted Accounting Principles (“GAAP”). The preparation of
these financial statements requires management to make estimates,

assumptions and judgments that affect the reported amounts of assets,
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‘ We continually evaluate the policies and estimates we use to prepare our (navbar
consolidated financial statements. In general, management’s estimates and co]]aps}
assumptions are based on historical experience, information provided by
third-party professionals and assumptions that management believes to be
reasonable under the facts and circumstances at the time these estimates and
assumptions are made. Because of the uncertainty inherent in these
41
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We believe the critical accounting policies that require the most
significant estimates, assumptions and judgments to be used in the
preparation of our consolidated financial statements are business
combinations, revenue recognition in connection with mortgage default
processing services, impairment of intangible assets and other long-lived
assets, fair value of DiscoverReady’s noncontrolling interest, share-based

compensation expense, income taxes, and accounts receivable allowances.

Business Combinations

We have acquired a number of businesses during the last several years,
and we expect to acquire additional businesses in the future. In a business
combination, we determine the fair value of all acquired assets, including
identifiable intangible assets, and all assumed liabilities. The fair value of
the acquired business is allocated to the acquired assets and assumed
liabilities in amounts equal to the fair value of each asset and liability, and
any remaining fair value of the acquired business is classified as goodwill.
This allocation process requires extensive use of estimates and assumptions,
including estimates of future cash flows to be generated by the acquired
assets. Certain identifiable, finite-life intangible assets, such as mastheads,
trade names and advertising, subscriber and other customer lists, are
amortized over the intangible asset’s future cash flows. The estimated useful
life of amortizable identifiable intangible assets ranges from two to thirty
years. Goodwill, as well as other intangible assets determined to have
indefinite lives, is not amortized. Accordingly, the accounting for
acquisitions has had, and will continue to have, a significant impact on our

operating results. e\

During the year ended December 31, 2010, we applied business
combination accounting to the following acquisitions: (1) the assets of

Federal News on August 9, 2010, and (2) the equity interests of DataStream
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We recognize mortgage default processing service revenues on a
proportional performance basis over the period during which the services
are provided, the calculation of which requires management to make
significant estimates as to the appropriate length of the revenue recognition
period and allocation of revenues within those periods. We base these
estimates primarily upon our historical experience and our knowledge of
processing cycles in each of the states in which we do business, as well as
recent legislative changes which impact the processing period. Our revenue
recognition periods for mortgage default processing services revenues
ranges from one to 17 months. Because of the extended time over which we
may recognize these revenues, we carry a balance of deferred revenues on
our balance sheet, representing revenues billed but not yet earned. As of
December 31, 2010 and 2009, we recorded an aggregate $14.4 million and
$10.9 million, respectively, as deferred revenues related to mortgage default

processing services on our balance sheet.

We record revenues recognized for services performed, but not yet billed,
to our customers as unbilled services. As of December 31, 2010 and 2009,
we recorded an aggregate $13.9 million and $17.0 million, respectively, as
unbilled services and included these amounts in accounts receivable on our

balance sheet.

Intangible Assets and Other Long-Lived Assets

We test our indefinite-lived intangible assets (which primarily includes A
goodwill) annually for impairment using a November 30 measurement date.
We test all finite-life intangible assets and other long-lived assets, such as
fixed assets, for impairment whenever circumstances or events indicate that

it is more likely than not that the fair value of one of these assets is below its
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carrying value. Circumstances that could represent triggering ¥vents and
~—tiherefore require an interim impairment test of goodwill or evaluation of our
_JM 1T{/ff[f“£j“’jﬁ))3%}j’le et or other long lived assets include the following:
¢ Joss of key personnel, unanticipated competition, higher or earlier than
expected customer attrition, deterioration of operating performance,
significant adverse industry, economic or regulatory changes or a significant

decline in market capitalization. We have determined that there was no
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We periodically evaluate the estimated economic lives and related

amortization expense for our finite-life intangible assets. To the extent

actual useful lives are less than our previously estimated lives, we will

increase our amortization expense on a prospective basis. We estimate

useful lives of our intangible assets by reference to both contractual

arrangements, and current and projected cash flows. The determination of

useful lives and whether long-lived assets are impaired includes the use of

accounting estimates and assumptions, changes in which could materially

impact our financial condition and operating performance if actual results

differ from such estimates and assumptions. During the year ended

December 31, 2010, we did not revise any of the existing lives of our

finite-life intangible assets.

At December 31, 2010, we had total indefinite-lived intangible assets of
$225.4 million, including goodwill of $217.2 million. Goodwill was
attributed to our four reporting units as follows: business information
segment ($61.8 million); mortgage default processing services segment
($131.7 million) and from the two subsidiaries in our litigation support
services segment, DiscoverReady ($15.8 million) and Counsel Press

($7.9 million).

The first step of our test for impairment of goodwill requires us to
estimate the fair value of each reporting unit and compare the fair value to
the reporting unit’s carrying value. We determined the fair value of our
reporting units using both a discounted cash flow approach and a
comparative market approach. The discounted cash flow approach
calculates the present value of projected future cash flows using appropriate A
discount rates. The market approach provides indications of value based on
market multiples for public companies involved in similar lines of business.
The fair values derived from these valuation methods are then weighted to

determine an estimated fair value for each reporting unit, which is compared
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To the extent a reporting unit’s carrying amount exceeds its fair value, an
indication exists that the reporting unit’s goodwill may be impaired, and we
must perform the second step of the impairment test. The second step
involves allocating the reporting unit’s fair value to all of its recognized and
unrecognized assets and liabilities in order to determine the implied fair
value of the reporting unit’s goodwill as of the testing date. The implied fair
value of the reporting unit’s goodwill is then compared to the carrying
amount of goodwill to quantify an impairment charge as of the assessment
date. Because the carrying value for each of our reporting units did not
exceed their respective fair values, we did not need to perform this second

step.

In determining the fair values of our reporting units using the discounted
cash flow approach, we considered our projected operating results and then
made a number of assumptions. These assumptions included those of
market participants regarding future business plans, economic projections
and market data as well as management estimates regarding future cash
flows and operating results. The key assumptions we used in preparing our
discounted cash flow analysis are (1) projected cash flows, (2) risk adjusted

discount rate, and (3) expected long term growth rate.

We based our comparative market approach on the valuation multiples
(enterprise value divided by EBITDA) of a selected group of peer
companies. We then used an average of these multiples to estimate the fair

value of each of our reporting units.

The assumptions we used in estimating our reporting units’ fair values A
are sensitive and variances in these assumptions could have a significant
effect on the determination of impairment of our indefinite-lived intangible
assets. Further, we cannot predict what future events may occur that could

adversely affect the reported value of our indefinite-lived intangible assets.
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These events include, but are not limited to, any strategic deci¥ions we may

~—make in response to economic or competitive conditions affecting our
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¢ _pn our business. If we are required to take an impairment charge in the
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future, it could have a material effect on our consolidated financial
collapsy
statements. However, any such charge, if taken, will not have any impact on
our ability to comply with the covenants contained in our current credit
agreement because goodwill impairment charges are excluded from the
calculation of adjusted EBITDA for purposes of meeting the total cash flow
leverage and fixed charge coverage ratios in that agreement and because
there is no net worth minimum
43
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~—rovenant. Future credit agreements may, however, contain covenants that
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Using an equal weighting of the discounted cash flow and comparative collaps}

market approaches, which is consistent with prior years, each of our

reporting units passed step one of the impairment test, as their estimated fair

values were in excess of their carrying values. In our discounted cash flow

approach, we have assumed that any foreclosure-related state or federal

government and/or lender based programs would not have a material effect

on our results of operations. If such legislative programs are enacted or

lender based programs are expanded, there may be a delay or reduction in

the number of mortgage default files that our customers send to us for

processing and therefore a decline in cash flows. Such future reductions or

delays in mortgage default file processing could have an impact on the

estimated fair value under both approaches we used.

As a test of the reasonableness of the estimated fair values for our
reporting units, as determined under both the discounted cash flow analysis
and comparative market approach described above, we compared the
aggregate weighted fair value for our reporting units under these approaches
to the fair value of the company, as a whole. We computed the company’s
fair value, as of November 30, 2010, by (1) multiplying: (a) the closing
price for a share of our common stock as reported by the New York Stock
Exchange ($13.70) by (b) the number of outstanding shares of our common
stock, and (2) adding a control premium of 12%; and (3) adding the amount
of outstanding long-term debt, which was the only asset or liability that we
did not allocate to a reporting unit. We refer to this calculation as the
“market capitalization approach.” We have applied a control premium to our
market capitalization analysis because such premiums are typically paid in
acquisitions of publicly traded companies. These control premiums
represent the ability of an acquirer to control the operations of the business.
Using the market capitalization approach described above, our company had
an estimated fair value of $588.2 million, which exceeds the aggregate
carrying value of our individual reporting units of $418.2 million, which we

calculated using an equal weighting of the discounted cash flow and market
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approaches described above. This confirmed the conclusion ff¥6m our
~—fiscounted cash flow and comparative market approaches discussed above
L]
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hii il iftangibl t t i ired f
JM {/f:"f’“}"fjl’})f@[jff"l efl igtangible assets were not impaired as ot our —
¢ measurement date.
(navbar

collapsy
After evaluating the results of each of these analyses, we believe that the
discounted cash flow and comparative market approaches provide
reasonable estimates of the fair value of our reporting units. We will
continue to evaluate whether circumstances and events have changed,
thereby requiring us to conduct an interim test of our indefinite-lived

intangible assets (including goodwill) and other finite-life assets.

See Note 8 to our consolidated financial statements included in this
annual report on Form 10-K for more information about our intangible

assets.

Fair Value of DiscoverReady’s Noncontrolling Interest

Because DiscoverReady’s noncontrolling interest is redeemable outside
of our control, we are required to adjust it to fair value at each reporting
period. In 2010, we increased the value of the noncontrolling interest in
DiscoverReady by $7.4 million ($4.6 million net of tax) as a result of this

adjustment.

Share-Based Compensation Expense

Under our incentive compensation plan, we have reserved for issuance
4.8 million shares of common stock (which was increased in 2010 from
2.7 million shares), of which approximately 2.3 million shares were
available for grant as of December 31, 2010. Our incentive compensation
plan provides for awards in the form of incentive stock options, A
nonqualified stock options, restricted stock, stock appreciation rights,
restricted stock units, deferred shares, performance units and other
stock-based awards. We recognize all share-based payments to employees

and non-employee directors, including grants of stock options and shares of
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restricted stock, based on the estimated fair value of the equity’or liability

~—instruments issued. We estimate the fair value of share-based awards using

L4 L]
heé[B1EILkEREf £ oftipn Pricing model at the grant date, with compensation
il Helfitbes g g p —
¢ _pxpense recognized as the requisite service is rendered. We have not issued
(navbar
any market/performance based awards.
collapsy
We have used the Black-Scholes option pricing model to estimate the fair
value on the date of grant of the stock option awards that we issued, using
the closing share price of our common stock on the grant date for all options
issued subsequent to our initial public offering. In connection with our
Black-Scholes option pricing model, we
44
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option holder will hold the stock options. We —
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——ralculated the expected term of stock option awards by using the period
1)
VALY et [
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(_pstimate forfeitures of share-based awards at the time of grant and revise (navbar
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such estimates in subsequent periods if actual forfeitures differ from
projections. For stock options issued, we have assumed a six percent
forfeiture rate for all awards issued to non-executive management and other
employees and non-employee directors, and a zero percent forfeiture rate for
all awards issued to executive management employees. We also made
assumptions with respect to expected stock price volatility based on the
average historical volatility of a select peer group of similar companies, or
on a mix of the volatility of the price of our own common stock and that of
these peer companies as we develop more trading history and therefore can
begin to place more reliance on our stock price volatility. In addition, we
chose to use the risk free interest rate for the U.S. Treasury zero coupon
yield curve in effect at the time of grant for a bond with a maturity similar to

the expected life of the options.

Our incentive compensation plan allows for the issuance of restricted
stock awards that may not be sold or otherwise transferred until certain
restrictions have lapsed. We determine the share-based expense for
restricted stock awards based on the market price of our stock on the date of
grant applied to the total number of shares that are anticipated to fully vest.
For restricted stock issued, we have assumed a seven percent forfeiture rate
on all restricted stock awards issued to non-management employees, a six
percent forfeiture rate on all restricted stock awards issued to non-executive
management employees, and a zero percent forfeiture rate on restricted
stock awards issued to a limited number of executive employees.

Compensation expense is amortized over the vesting period.

See Note 17 to our consolidated financial statements included in this
annual report on Form 10-K for more information about our share-based

compensation expense.

Income Taxes
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Income taxes are recognized for the following: (1) amount™f taxes

. . . L]
offevents that have been recognized differently in —
L]

~—payable for the current year and (2) deferred tax assets and liabilities for the
1]
uffgt[HEHIEopsG e j
JJJ fA G

¢ jhe financial statements than for tax purposes. Deferred tax assets and (navbar
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liabilities are established using statutory tax rates and are adjusted for tax
rate changes. Deferred tax assets are reduced by a valuation allowance if it
is more likely than not that some portion or all of the deferred tax assets will

not be realized.

We consider accounting for income taxes critical to our operations
because management is required to make significant subjective judgments
in developing our provision for income taxes, including the determination of
deferred tax assets and liabilities, and any valuation allowances that may be
required against deferred tax assets. In addition, we operate within multiple
taxing jurisdictions and are subject to audit in these jurisdictions. These
audits can involve complex issues, which could require an extended period
of time to resolve. The completion of these audits could result in an increase

to amounts previously paid to the taxing jurisdictions.

The extent of our operations involves dealing with uncertainties and
judgments in the application of complex tax regulations in a multitude of
jurisdictions. We recognize potential liabilities and record tax liabilities for
anticipated tax audit issues in various tax jurisdictions based on our estimate
of whether, and the extent to which, additional taxes will be due. We adjust
these reserves in light of changing facts and circumstances. If our estimate
of tax liabilities proves to be less than the ultimate assessment, an additional
charge to expense would result. If payment of these amounts ultimately
proves to be less than the recorded amounts, the reversal of the liabilities
would result in tax benefits being recognized in the period when we

determine the liabilities are no longer necessary.

See Note 13 to our consolidated financial statements included in this A
annual report on Form 10-K for more information pertaining to income

taxes.

Accounts Receivable Allowances
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~—| We extend credit to our customers, including advertisers, public notice

J oI g5 ice cust d others, based —_—
U il fsi sprvice customers and others, based upon an —
_J J _I.‘/,,Jj,,‘f,,(.j))l:,Jff, P L]
¢ _pvaluation of each customer’s financial condition, and collateral is generally
(-navbar
not required. We establish allowances for doubtful accounts based on
collapsy
estimates of losses related to customer receivable balances. Specifically, we
use prior credit losses as a percentage of credit sales, the aging of accounts
receivable and specific identification of potential losses to establish reserves
for credit losses on accounts receivable.
45
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~——| We consider acco iz g for our allowance for doubtful accounts critical
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(_Jo our current assets and operating cash flows. If the financial condition of (navbar

collapsy

our customers were to deteriorate, resulting in an impairment of their ability
to make payments, additional allowances might be required, which could
have a material effect on our financial statements. See “Liquidity and
Capital Resources” below for information regarding our receivables,

allowance for doubtful accounts and day sales outstanding.

New Accounting Pronouncements

See Note 1 of our audited consolidated financial statements included in
this annual report on Form 10-K for information about new accounting

pronouncements that we have adopted.

RESULTS OF OPERATIONS

The following table sets forth selected operating results, including as a
percentage of total revenues, for the periods indicated below (in thousands,

except per share data):

Year Ended December 31,

2010 % of Revenues 2009 % of Revenues 2008 % of Revenues

Revenues:
Professional
Services
Division $223,069 71.7% $172,535 65.6% $ 99,496 52.4%
Business
Information

Division 88,240 28.3% 90,382 34.4% 90,450 47.6%

Total revenues 311,309 100.0% 262,917 100.09% 189,946 100.0%
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Operating expenses: v
~—| Professional
il (ebfiinee). o /
r Division 169,664 54.5% 130,281 49.6% 75,255 39.6%
Business
Information
Division 72,078 23.2% 69,056 26.3% 74,453 39.2%
Unallocated
corporate
operating
expenses 11,266 3.6% 12,803 4.9% 11,667 6.1%
Total operating
expenses 253,008 81.3% 212,140 80.7% 161,375 85.0%
Equity in earnings
of affiliates 4,580 1.5% 4,615 1.8% 5,646 3.0%
Operating income 62,881 20.2% 55,392 21.1% 34,217 18.0%
Interest expense,
net (7,543) (2.4)% (7,206) (2.7)%  (7,085) (3.7)%
Non-cash interest
expense (income)
related to interest
rate swaps 1,185 0.4% 1,134 0.4%  (1,388) (0.7)%
Other income, net 197 0.1% 3,847 1.5% 33 —
Income before
income taxes 56,720 18.2% 53,167 20.2% 25,777 13.6%
Income tax expense  (21,479) (6.9% (18,570) (7.)%  (9,209) (4.8)%
Net income before
noncontrolling
interest 35,241 11.3% 34,597 13.2% 16,568 8.7%
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Less: Net income v
~= attributable to

1 \ a E—
il (MR ol (/ ) —

L]
¢ | noncontrolling

(navbar
interests 2,886 0.99% 3,784 1.4% 2,265 1.29%

collapsy

Net income
attributable to
The Dolan

Company $ 32,355 10.49 $ 30,813 11.7095 $ 14,303 7.59%

Net income

attributable to

The Dolan

Company per

share — basic

and diluted $ 107 $ 1.03 $ 0.3
(Increase) decrease

in redeemable

noncontrolling

interest in NDeX 0.01 (0.31) —

Net income
attributable to
The Dolan
Company
common
stockholders per
share — basic

and diluted $ 1.08 $ 072 $ 053

Weighted average
shares A
outstanding —

basic 30,151 29,832 26,985

138 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

Weighted average v
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— Year Ended December 31, 2010
1 0]
_JM {/lg[]l/ljl(jb)g{jﬁm I;to Year Ended December 31, 2009

Revenues
For the Years
Ended
December 31,
2010 2009 Increase
($’s in millions)
Total revenues $311.3 $2629 $48.4 18.4%

Our total revenues increased primarily as a result of increased revenues
in our litigation support services segment, driven by our DiscoverReady
business which we acquired in November 2009. DiscoverReady’s revenues
grew $37.3 million in 2010 compared to 2009 when we only owned them
for two months. These operations generated $43.4 million in revenues
during 2010 (the DiscoverReady operations generated $25.9 million in
2009, of which $19.8 million was generated under previous ownership and
thus not included in our operating results for 2009). The increase in
mortgage default processing services revenues of $12.8 million was
primarily driven by a $10.3 million increase in revenues from our NDeX
Florida operations acquired in 2009. In 2010, these operations received
36,200 files for processing, compared to 15,600 files received in 2009
(which includes 11,400 files received in the first nine months of 2009 when
we did not own them). NDeX’s total file volume increased by 29,300 files,
from 349,500 in 2009 to 378,800 in 2010. Refer to the revenue discussion
below in “Professional Services Division Results” for more discussion on
NDeX’s file volume. Revenues in our Business Information Division
declined $2.1 million in 2010. You should refer to the more detailed
discussions in “Professional Services Division Results” and “Business
Information Division Results” below for more information regarding the

causes of these changes.
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~—| We derived 71.7% and 65.6% of our total revenues from our Professional
JM ef/[f/{ﬁ}i Wfalf‘/ﬁf’a 8B% and 34.4% of our total revenues from our
¢ Business Information Division for the years ended December 31, 2010 and

2009, respectively. In our Professional Services Division, revenues from our
mortgage default processing services segment accounted for 52.8% and
57.6% of our total revenues in each of 2010 and 2009, respectively.
Revenues from our litigation support services segment (also part of our
Professional Services Division) accounted for 18.9% and 8.0% of our total
revenues in each of 2010 and 2009. This change in mix resulted primarily
from the DiscoverReady acquisition in 2009, as well as general economic
conditions in the markets our business information products serve. We
expect that, in 2011, total revenues in our Professional Services division will
continue to increase year-over-year and as a percentage of our total

revenues, particularly those revenues in our litigation support services

segment.

Operating Expenses

For the Years
Ended
December 31,

2010 2009 Increase (decrease)

($’s in millions)

Total operating expenses $253.0 $212.1 $409 19.3%
Direct operating expense 121.5 959 256 26.7%
Selling, general and administrative

expenses 105.7 89.7 16.0 17.8%
Depreciation expense 9.8 9.4 0.4 4.3%
Amortization expense 16.0 17.1 (1.1) (6.6)%

Total operating expenses as a percentage of revenues increased slightly
to 81.3% for the year ended December 31, 2010 from 80.7% for the year
ended December 31, 2009.
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~—| Direct Operating Expenses. The increase in direct operating expenses
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expenses as a percentage of total revenues —

~——DPivision Results” be or more information regarding the causes of these
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¢ Increased to 39.0% for 2010, from 36.5% for 2009. (navbar
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Selling, General and Administrative Expenses. The increase in our

selling, general and administrative expenses consisted of a $14.9 million

increase in our Professional Services Division and a $2.4 million increase in

our Business Information Division. You should refer to the more detailed

discussions in “Professional Services Division Results” and “Business

Information Division Results” below for more information regarding the

causes of these increases.

Partially offsetting these increases in our operating divisions was a
$1.4 million year-over-year decrease in unallocated costs in our corporate
operations. The primary reason for this decrease is that in 2009, we incurred
a number of large medical claims, and our medical insurance allocations to
our divisions were not sufficient to cover such costs. In 2010, we increased
our allocations in order to cover anticipated claims, thus resulting in lower
costs that remained in corporate. This change resulted in a $1.1 million
year-over-year decrease in unallocated medical insurance costs in corporate.
For the total company, our medical costs increased $0.4 million. Also
contributing to the decrease in unallocated costs in our corporate operations
was a $0.3 million severance expense recorded in 2009 in connection with
the elimination of an executive officer position, for which we had no similar

expense in 2010.

Selling, general and administrative expense as a percentage of revenue

was relatively constant at 33.9% for 2010 compared to 34.1% for 2009.

Depreciation and Amortization Expense. Our depreciation expense
increased primarily as a result of the finalization of the purchase price
accounting late in the third quarter of 2009 recorded in connection with the
Barrett-NDEx acquisition, which resulted in a higher allocation to
depreciable software. Our amortization expense decreased primarily

because of the additional $0.9 million of amortization expense recorded in
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associated with the Barrett-NDEX acquisition resulted in a reduction to
amortizable intangible assets, and, therefore, a reduction in amortization
expense. Partially offsetting these decreases was an increase in amortization

expense of $1.7 million as a result of the DiscoverReady acquisition.

Interest Expense, Net

For the Years Ended
December 31,

2010 2009 Increase (decrease)

($’s in millions)

Total interest expense, net $75 $72 $03 4.7%
Interest on bank credit facility 3.9 5.1 (1.1) (21.8)%
Cash interest expense on interest

rate swaps 2.5 1.7 0.8 49.2%
Amortization of deferred financing

fees 0.9 0.3 0.6 237.2%

Other 0.3 0.2 0.1 8.0%

Interest expense related to our bank credit facility decreased $1.1 million
in 2010. For 2010, our average outstanding borrowings on our credit facility
were $140.9 million compared to $151.9 million for 2009. Additionally, the
weighted average interest rate on those borrowings ranged from 2.3% —
2.5% in 2010, compared to 2.4% — 3.8% in 2009, therefore resulting in
lower interest expense. Cash interest incurred on our interest rate swaps
increased primarily as a result of the increase in the notional amount of our
swaps, and, to a lesser extent, interest rate changes. Amortization of
deferred financing fees increased as a result of the write-off in 2010 of

certain financing fees related to our previous credit facility.
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For the Years Ended
December 31,

2010 2009 Increase

($’s in millions)

Non-cash interest income related to

interest rate swaps $1.2 $11 $0.1 45%

Non-cash interest income related to interest rate swaps, for which we do
not apply hedge accounting, increased $0.1 million. The estimated fair value
of all our fixed rate interest rate swaps, including those for which we apply
hedge accounting, recorded on our balance sheet changed by $0.9 million,
to a $2.4 million liability at December 31, 2010, from a $1.5 million
liability at December 31, 2009.

Other Income
For the Years Ended
December 31,
2010 2009 Decrease
($’s in millions)
Other income $0.2 $3.8 $3.7) (94.9)%

The $0.2 million other income in 2010 relates to the receipt of escrow
funds related to the 2009 sale of our investment in GovDelivery, Inc. In
2009, we recorded a $2.4 million gain on the sale of our investment in
GovDelivery in 2009, as well as the $1.4 million net gain recorded related
to the receipt of insurance proceeds on the company-owned life insurance of
Michael Barrett, a senior officer of Barrett-NDEX, who passed away in

January 2009.
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For the Years Ended
December 31,
2010 2009 Increase

($’s in millions)

Income tax expense $215 $18.6 $29 15.6%
Effective tax rate 37.9%  34.9%

Income tax expense increased in 2010 over 2009 primarily as a result of
higher income recorded in 2010, and an increase in our state income tax
expense. Income tax expense for 2010, as a percentage of income before
income taxes, was 37.9% compared to 34.9% for 2009. Income tax expense
for 2009 was favorably impacted by the receipt of non-taxable life insurance

proceeds which accounts for 1.1% of the rate differential year over year.

Professional Services Division Results

Revenues

For the Years
Ended

December 31,

2010 2009 Increase

($’s in millions)

Total Professional Services Division
revenues $223.1 $172.,5 $50.5 29.3%
Mortgage default processing
service segment revenues 164.3 151.5 12.8 8.4%
Litigation support services segment

revenues 58.8 21.1 37.7 179.2%
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~—| Our Professional Services revenues increased primarily as a result of
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DiscoverReady’s revenues grew $37.2 million in 2010 compared to 2009
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when we only owned them for two months. These operations generated
$43.4 million in revenues during 2010 (the DiscoverReady operations
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increased volume from two major customers, both of whom are in the
financial services industry. Counsel Press’ revenues, another component of
the litigation support services segment, grew 2.6% year-over-year on higher
case volumes. The increase in mortgage default processing services
revenues of $12.8 was primarily driven by a $10.3 million increase in
revenues from our NDeX operation in Florida which we acquired in
October 2009. These operations generated $12.6 million in revenues during
2010 (the NDeX Florida operations generated $2.3 million during the period
we owned them in 2009), having received approximately 36,200 files for
processing during 2010 (compared to 15,600 files in 2009, of which 11,400

were received for processing under previous ownership).

For the year ended December 31, 2010, we received for processing
approximately 378,800 mortgage default case files compared to
approximately 349,500 mortgage default case files that we received for
processing for the year ended December 31, 2009. Excluding the 36,200
files received by our operations in Florida, the file volume from our existing
NDeX business was relatively flat year-over-year (less than 0.8% decrease),
with some of our geographic locations experiencing growth, while other
saw volume decreases. We believe these flat volumes are due, in part, to the
various regulatory and marketplace dynamics experienced in 2010 as
described more fully in “Recent Developments — Regulatory Environment”
earlier in this annual report. We continue to believe that these programs will

not be effective in permanently modifying the large number of delinquent

loans, which constitute the pipeline for foreclosure referrals.

The Barrett Law Firm and Trott & Trott each accounted for more than
10%, and together accounted for approximately 70.5% of our mortgage
default processing services segment and 51.9% of our Professional Services
Division revenues in 2010. For the same period in 2009, Trott & Trott and
the Barrett Law Firm each accounted for more than 10% of our mortgage

default processing services segment and Professional Services Division
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Operating Expenses — Mortgage Default Processing Services

For the Years
Ended
December 31,

2010 2009 Increase (decrease)

($’s in millions)

Total operating expenses $125.0 $114.0 $11.0 9.6%
Direct operating expense 68.2 60.3 7.9 13.0%
Selling, general and administrative

expenses 40.2 34.9 5.4 15.4%
Depreciation expense 6.5 6.3 0.2 2.9%
Amortization expense 10.0 12.5 2.4) (19.9)%

Total operating expenses in this segment increased largely as a result of
the operating costs of our NDeX operations in Florida acquired in October
2009. These operations accounted for $5.9 million of the increase in direct
operating expenses, and $3.8 million of the increase in selling, general, and
administrative expenses. A portion of the increase in Florida’s direct
operating expenses is due to investments being made to prepare for
anticipated volume increases. These investments include personnel,
facilities, and systems. Of the $3.8 million of selling, general and
administrative expenses from the Florida operations, $1.1 million is
attributable to the fair value adjustment related to the earnout liability
recorded in connection with this acquisition. Direct operating expenses in
our existing businesses increased $2.0 million, resulting from increased
personnel and other processing costs incurred. These increases are due in
part to legislation imposed in certain states that have added steps to the
foreclosure process and thus increased our processing costs. Selling, general
and administrative expenses in our existing businesses increased due to an

increase of $1.1 million in personnel costs and health insurance costs.
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in January 2009. Additionally, the finalization of the purchase price
allocation made in 2009 of the intangible assets associated with the
Barrett-NDEx
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of the amortizable intangible assets from our Florida operations acquired in
October 2009. Depreciation expense increased as a result of the finalization
of the purchase price allocation of Barrett-NDEX (as discussed above),

which resulted in a higher amount of depreciable software.

Total operating expenses attributable to our mortgage default processing
services segment as a percentage of segment revenues increased slightly to
76.1% for the year ended December 31, 2010 from 75.3% for the year
ended December 31, 2009.

Operating Expenses — Litigation Support Services

For the Years
Ended
December 31,

2010 2009 Increase

($’s in millions)

Total operating expenses $44.7 $16.3 $28.4  Not meaningful
Direct operating expense 23.3 6.3 16.9 Not meaningful
Selling, general and

administrative 17.9 8.3 9.6  Not meaningful
Depreciation expense 0.7 0.2 0.5 Not meaningful

Amortization expense 2.8 1.4 1.4  Not meaningful

Total operating expenses in our litigation support services segment
increased primarily as a result of the operating costs of DiscoverReady, A
which we acquired in November 2009. Total operating expenses attributable
to our litigation support services segment as a percentage of segment
revenues decreased to 76.0% for the year ended December 31, 2010 from

77.3% for the year ended December 31, 2009.
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For the Years
Ended
December 31,
Increase

2010 2009 (decrease)

($’s in millions)

Total Business Information
Division Revenues $88.2 $90.4 $(2.1) (24)%
Display and classified advertising
revenues 264 274 (1.0) (3.8)%
Public notice revenues 46.0 484 (24) (5.00%
Subscription and other revenues 15.8 145 1.3  91%

Our display and classified advertising revenues decreased primarily due
to a decrease in the number of ads placed in our publications, as well as a
decrease in the average price paid per classified and display ad across our
publications, which we believe was driven by the continued struggling
economy in several of the markets we serve, and continued apprehension on
the part of our customers to return their marketing spending to previous
levels. A decrease in the number and frequency of specialty publications
and magazines published also contributed to the revenue decline. Partially
offsetting these decreases was an increase in revenue from our events, due

to an increase in the number of events held.

Our public notice revenues decreased due to an overall decrease in the
total number of public notice ads placed in our publications, most of which
are foreclosure notices. Approximately 61% of this revenue decrease was
driven by the decreased number of foreclosure notices placed in our
Maryland, Missouri, and Minnesota publications. These decreases were

largely due to slowdowns of public notice placements in the fourth quarter.
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These revenues declined sharply in the fourth quarter as incre¥sed scrutiny

~—made lenders more defensive about their foreclosure practices. Mounting
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three largest, Minnesota, Missouri and Maryland. Throughout this time
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regulators were encouraging lenders to engage in more loan modifications
to stave off foreclosure. We believe these efforts have resulted in merely a

delay in foreclosure notices, rather than an elimination of them.

Subscription and other revenues increased as a result of the Federal
News Service and DataStream acquisitions in August 2010 and December

2010, respectively.

The business information products we target to the Missouri, Minnesota,
and Maryland markets each accounted for just over 10% of our Business
Information Division’s revenues for the years ended December 31, 2010 and

2009.

Operating Expenses

For the Years Ended

December 31,

2010 2009 Increase (decrease)

($’s in millions)

Total direct and selling, general and
administrative expenses $721  $69.1 $ 3.0 4.4%
Direct operating expense 30.0 29.2 0.8 2.8%
Selling, general and administrative
expenses 37.0 34.6 24 7.0%
Depreciation expense 2.0 2.0 0.1) B49H%
Amortization expense 3.1 3.2 0.1) 4.6)%

Direct operating expenses increased primarily as a result of the Federal

News Service and DataStream acquisitions. Marketing and promotion,
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relating to venue, catering, and other event expenses also incr¥ased, due to
~=—an increase in the number of events held in 2010. Production and
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¢ print publications, as well as the printing of fewer specialty publications and

magazines and related postage expenses.

Selling, general and administrative expenses increased over the prior
year, most notably due to an increase in personnel expenses of $1.3 million,
in part due to the operating costs of the newly-acquired Federal News
Service and DataStream operations. Other increases included marketing
expenses to promote our newspapers and circulation efforts as well as new

product initiatives begun in the first quarter of 2010.

Total operating expenses attributable to our Business Information
Division as a percentage of Business Information Division revenue
increased to 81.7% for the year ended December 31, 2010 from 76.4% for
the year ended December 31, 2009, largely as a result of a decrease in

public notice revenues, which are higher margin revenues.

Year Ended December 31, 2009
Compared to Year Ended December 31, 2008

Revenues
For The Years
Ended
December 31,
2009 2008 Increase
($’s in millions)
Total revenues $262.9 $189.9 $73.0 38.4%

Our mortgage default processing services revenues accounted for the

majority of the increase in our revenues, all of which came from acquired
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businesses, primarily the $64.2 million in revenues from Barrdt-NDEx. An

~—increase in public notice revenues of $7.0 million, along with $8.4 million
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——Increased revenues were offset by a $6.1 million decline in display and
_JJJ L{/!gjjlléfj Al’jhy g ijnnCI/ ues in our Business Information Division as a
_result of the local economic conditions in the markets we serve. Organic
revenues at NDeX were relatively flat year-over-year, which was primarily
caused by mortgage lender and loan servicer responses to 2009 legislation

in Michigan and Indiana.

We derived 65.6% and 52.4% of our total revenues from our Professional
Services Division and 34.4% and 47.6% of our total revenues from our
Business Information Division for the years ended December 31, 2009 and
2008, respectively. In our Professional Services Division, revenues from our
mortgage default processing services segment accounted for 57.6% and
44.5% of our total revenues in each of 2009 and 2008, respectively.
Revenues from our litigation support services segment (also part of our
Professional Services Division) accounted for 8.0% and 7.9% of our total
revenues in each of 2009 and 2008. This change in mix resulted primarily
from the Barrett-NDEXx acquisition in September 2008 and the Albertelli
and DiscoverReady acquisitions in 2009, as well as general economic

conditions in the markets our business information products serve.

Operating Expenses

For the Years
Ended
December 31, Increase
2009 2008 (decrease)
($’s in millions)

Total operating expenses $212.1 $161.4 $50.8 31.5%
Direct operating expense 95.9 68.0 27.8 40.9%
Selling, general and

administrative expenses 89.7 74.3 15.5 20.8%
Break-up fee — 1.5 (1.5) Not meaningful
Depreciation expense 9.4 5.8 3.7 63.4%
Amortization expense 17.1 11.8 5.3 44.9%
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Direct Operating Expenses. The increase in direct operating expenses

consisted of a $29.8 million increase in our Professional Services Division

and a $1.9 million decrease in our Business Information Division. You

should refer to the more detailed discussions in “Professional Services

Division Results” and “Business Information Division Results” below for

more information regarding the causes of this increase. Direct operating

expenses as a percentage of total revenues increased to 36.5% for 2009,

from 35.8% for 2008.

Selling, General and Administrative Expenses. The increase in our
selling, general and administrative expenses consisted of a $16.6 million
increase in our Professional Services Division, a $3.8 million decrease in
our Business Information Division and a $2.6 million increase in costs
associated with our corporate operations as discussed below. The increase in
operating expenses attributable to our corporate operations was primarily
due to an increase in unallocated corporate insurance costs ($1.7 million),
$0.5 million of which is attributable to a change we made in 2008 related to
our medical self-insurance reserve to more closely reflect past claims
history. In addition, in 2009, performance-based pay for our executive
officers was $0.5 million higher than 2008 as a result of improved operating
performance. Selling, general and administrative expense as a percentage of
revenue decreased to 34.1% for 2009, from 39.1% for 2008. This is largely
due to expense control efforts that were put in place in our various
businesses, as well as the significant increase in revenues recorded in our
Professional Services Division in 2009 as a result of our acquisition of

Barrett-NDEX.

Break-up Fee. There was no break-up fee paid in 2009. In 2008, we paid
$1.5 million to the sellers of a business we intended to acquire, but did not.
We made this payment pursuant to our agreement with such sellers because

we were unable to obtain debt financing on terms and timing that were
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satisfactory to us to close the acquisition. We have not entereinto such

—~—Dpreak-up or termination agreements with other sellers of acquisition targets.
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Depreciation and Amortization Expense. Our depreciation expense (,navbar
increased due to increased levels of property and equipment in 2009, Co]]aps}
primarily as a result of the acquisitions of Barrett-NDEx and
DiscoverReady, as
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assets acquired in the acquisition of Barrett-NDEx as well as the
DiscoverReady acquisition. Additionally, in 2009, we fully amortized that
portion of the non-compete intangible asset attributable to Michael Barrett,
a senior officer at Barrett-NDEX, as a result of his death in January 2009.

This resulted in an additional $0.9 million of amortization expense.

Interest Expense, Net

For the Years Ended
December 31,

2009 2008 Increase (decrease)

($’s in millions)

Total interest expense, net $7.2 $71 $0.1 1.7%
Interest on bank credit facility 5.1 6.1 (1.0) (17.0)%
Cash interest expense on interest

rate swaps 1.7 0.7 1.0 150.0%
Amortization of deferred financing

fees 0.3 0.2 — 18.1%
Other 0.2 0.1 0.1 107.4%

Interest expense related to our bank credit facility decreased $1.0 million
in 2009. For 2009, our average outstanding borrowings on our credit facility
were $151.9 million compared to $101.8 million for 2008. However, our
weighted average interest rate on those borrowings was significantly lower
(2.8% at December 31, 2009 as compared to 4.3% at December 31, 2008),
therefore resulting in lower interest expense. Cash interest incurred on our

interest rate swaps increased as a result of interest rate changes.

Non-Cash Interest Income (Expense) Related to Interest Rate Swaps
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($’s in millions)

Non-cash interest income
(expense) related to

interest rate swaps $(1.1) $14 $(25) Notmeaningful

Non-cash interest expense related to interest rate swaps increased as a
result of a change in the estimated fair value of our interest rate swaps
driven by interest rate changes in 2009. The estimated fair value of our fixed
rate interest rate swaps recorded on our balance sheet changed by
$1.1 million, to a $1.5 million liability at December 31, 2009, from a
$2.6 million liability at December 31, 2008.

Other Income (Expense), net

For the Years Ended
December 31,

2009 2008 Increase

($’s in millions)

Other income (expense), net $ 3.8 $— $38 Not meaningful

Other income (expense) net increased as a result of the $2.4 million gain
recorded on the sale of our investment in GovDelivery in 2009, as well as
the $1.4 million net gain recorded related to the receipt of insurance
proceeds on the company-owned life insurance of Michael C. Barrett, a

senior officer of Barrett-NDEx, who passed away in January 2009.
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For the Years Ended COllapS}

December 31,

2009 2008 Increase

($’s in millions)

Income tax expense $186 $9.2 $9.4 101.7%

Income tax expense increased in 2009 over 2008 primarily as a result of
significantly higher income recorded in 2009, primarily as a result of the
acquisition of Barrett-NDEXx. Income tax expense for 2009, as a percentage
of income before income taxes, was 34.9% compared to 35.7% for 2008.
This was calculated including the income attributable to the noncontrolling
interests in NDeX and DiscoverReady. The decrease in the effective tax rate
from 2008 resulted primarily from the receipt of non-taxable life insurance
proceeds paid in 2009 on the death of Michael Barrett, a senior officer at

NDeX.

Because NDeX and DiscoverReady (our subsidiaries with a
noncontrolling interest) operate as partnerships, their respective income
before income taxes is not subject to federal taxation at the entity level. This
results in an effective tax rate for 2009 that is lower than the effective tax
rate that we would compute for The Dolan Company, excluding income
attributable to the noncontrolling interest. For year over year comparison
purposes, we have provided the effective tax rate computed for The Dolan
Company, excluding income attributable to the noncontrolling interest,

which was 37.3% for 2009 and 39.2% for 2008.

Professional Services Division Results A

Revenues

163 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011

—

For the Years v

Ended

1
e, com / December 31,
JJJ 1 ot 1 hadadt );/J J Itk I
L7 Jol

2009 2008 Increase

($’s in millions)

Total Professional Services Division
revenues $172.5 $99.5 $73.0 73.4%
Mortgage default processing service
segment revenues 151.5 84.6 66.9 79.2%
Litigation support services segment

revenues 21.1 14.9 6.1 40.9%

Professional Services Division revenues increased primarily due to the
increase in mortgage default processing service segment revenues.
Barrett-NDEx and the Albertelli acquisition added $64.2 million and
$2.3 million in revenues, respectively, in 2009. This increase was partially
offset by a decline in mortgage default processing service segment revenues
resulting from new legislation in Michigan and Indiana that took effect in
July 2009. While the Michigan legislation did not adversely impact the
number of files sent to us for processing during the year (when compared to
2008), it did lengthen the time over which we recognize revenue from these
files because it added steps to the foreclosure process. The Indiana
legislation negatively impacted the files we processed for our Indiana law
firm customer and corresponding revenue (when compared to 2008),
because it delays the start of a foreclosure action, and thus the time when a
file is sent to us for processing for a period of at least 30 days. For the year
ended December 31, 2009, we processed approximately 349,400 mortgage
default case files compared to approximately 204,100 mortgage default case
files that we processed for the year ended December 31, 2008.
Barrett-NDEx accounted for approximately 199,400, or 57.1%, of the files
we processed in 2009. Barrett-NDEX’s total file volume for 2008 was
172,500, which includes 58,000 files processed during the months that we

owned them.

The Barrett Law Firm and Trott & Trott each accounted for more than

10%, and together accounted for approximately 72.4% and 63.5% of our
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Operating Expenses — Mortgage Default Processing Services

For the Years
Ended
December 31,

2009 2008 Increase

($’s in millions)

Total operating expenses $114.0 $63.4 $50.6 79.8%
Direct operating expense 60.3 334 270 80.9%
Selling, general and administrative

expenses 349 195 153 78.5%
Depreciation expense 6.3 2.9 34 115.1%
Amortization expense 12.5 7.6 4.9 64.3%

Total operating expenses in this segment increased primarily as a result
of the operating costs of Barrett-NDEx, which we acquired in September
2008. This added $46.3 million in operating expenses and accounted for
$24.8 million of the increase in direct operating expenses, and $13.5 million
of the increase in selling, general, and administrative expenses. Segment
operating expenses (exclusive of the effects of the Barrett-NDEx
acquisition) increased slightly over the prior year period due primarily to

increased personnel and health insurance costs.

Amortization expense increased from the amortization of finite-life A
intangible assets associated with the acquisition of Barrett-NDEX, which
added $4.5 million in amortization expense. Depreciation expense also

increased as a result of the addition of the Barrett-NDEX assets.
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Operating Expenses — Litigation Support Services

For the Years
Ended
December 31,

2009 2008 Increase

($’s in millions)

Total operating expenses $16.3 $11.8 $44 37.5%
Direct operating expense 6.3 36 28 77.7%
Selling, general and administrative 8.3 70 13 18.3%
Depreciation expense 0.2 01 01 44.0%
Amortization expense 1.4 1.1 03 29.3%

Total operating expenses in our litigation support services segment
increased primarily as a result of the operating costs of DiscoverReady,
which we acquired in November 2009. Counsel Press’ direct and selling,
general and administrative expenses were relatively flat in 2009 as
compared to 2008. Amortization expense increased from the amortization of
finite-life intangible assets associated with the acquisition of
DiscoverReady. Total operating expenses attributable to our litigation
support services segment as a percentage of segment revenues decreased to
77.3% for the year ended December 31, 2009 from 79.2% for the year
ended December 31, 2008.
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For the Years
Ended
December 31,

2009 2008 Increase (decrease)

($’s in millions)

Total Business Information
Division Revenues $90.4 $90.5 $(0.1) (0.1)%

Display and classified advertising

revenues 274 335 (6.1) (18.2)%
Public notice revenues 484 415 70 16.8%
Subscription and other revenues 145 154 (1.0) (5.99%

Our display and classified advertising revenues (which include revenues
from events) decreased primarily due to an approximate 17% decrease in
the number of ads placed in our publications, which we believe was driven
by the sluggish economy, as well as a decrease in the average price paid per
classified and display ad across our publications. A decrease in the number
and frequency of specialty publications and magazines published also

contributed to the revenue decline.

Our public notice revenues increased due to an approximate 9% increase
in the total number of public notice ads placed in our publications, most of
which are foreclosure notices. Foreclosure notices tend to be larger ads,
which we are generally required to publish multiple times and thus they
generate more revenue than other types of public notice. Approximately
36% of this revenue increase was driven by the increased number of
foreclosure notices placed in our Maryland publication. In 2009, a change in
public notice laws in Maryland delayed the timing of when foreclosure

notices were placed in this publication.
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approximately 61,600 subscribers, a decrease of approximately 5,200, or
7.8%, from total paid subscribers of approximately 66,800 as of

December 31, 2008. The majority of this decrease in paid subscriptions over
these periods resulted from fewer responses to new subscription campaigns
and non-renewals of discounted bulk subscriptions at several law firms,
which we believe is a result of a sluggish economy. We believe reader
preference for online and web site access to our business journals, some of
which we have offered at discounted rates or no fee, has also contributed to
a decline in circulation and other revenues. Revenues lost from this decline
in paid subscriptions were partially offset by an increase in the average price

per paid subscription.

The business information products we target to the Missouri, Minnesota,
and Maryland markets each accounted for just over 10% of our Business
Information Division’s revenues for the year ended December 31, 2009 and
2008. For the same period in 2008, the business information products we
target to the Missouri and Minnesota markets each accounted for just over

10% of our Business Information Division’s revenues.

Operating Expenses

For the Years Ended

December 31,

2009 2008 Increase (decrease)

($’s in millions)
Total direct and selling, general and
administrative expenses $69.1 $745 $G5G.4) (T.2)%
Direct operating expense 29.2 31.1 (1.9) (6.2)%
Selling, general and administrative
expenses 34.6 38.4 (3.8) (9.8)%
Depreciation expense 2.0 1.8 0.2 10.8%

169 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

Amortization expense 3.2 31 M1 3.2%

—_
1 [

_JJJ ’}35}&1’! i&lﬁé!a({ﬂl’g (le)ses decreased primarily as a result of decreased
‘ roduction and distribution costs. These costs declined by $1.5 million
primarily due to a reduction in the pages in our print publications, as well as
the printing of fewer specialty publications and magazines and negotiating

contract price reductions with our primary
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and lower commissions and performance-based pay, which resulted from
lower display and classified advertising revenue, accounted for another

$0.7 million of the decrease.

Selling, general and administrative expenses declined primarily as a
result of a reduction in personnel expenses, relating to a reduced headcount
and lower commission and performance-based payments ($1.5 million). A
$0.9 million reduction in bad debt expense as a result of more focused
collection efforts also contributed to this decrease. Partially offsetting these
decreases was an increase in promotional spending as we maintain and build

our brands in several of the markets we serve.

Total operating expenses attributable to our Business Information
Division as a percentage of Business Information Division revenue
decreased to 76.4% for the year ended December 31, 2009 from 82.3% for
the year ended December 31, 2008, largely as a result of an increase in
public notice revenues, which are higher margin revenues, and cost control

efforts we implemented during 2009.

OFF BALANCE SHEET ARRANGEMENTS

We have not entered into any off balance sheet arrangements.

LIQUIDITY AND CAPITAL RESOURCES

Our primary sources of liquidity are cash flows from operations,
available capacity under our credit facility, distributions received from
DLNP, and available cash reserves. The following table summarizes our
cash and cash equivalents, working capital (deficit) and long-term debt, less

current portion as of December 31, 2010 and 2009, as well as cash flows for
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¢ As of December 31, (.navbar
2010 2009 collapsy
Cash and cash equivalents $ 4,862 $ 2,894
Working capital (deficit) 2,156 (21,067)
Long-term debt, less current portion 131,568 137,960

Years Ended December 31,

2010 2009 2008

Net cash provided by operating

activities $64,423 $61,249 $ 34,451
Net cash used in investing activities:

Acquisitions and investments (17,808)  (56,878) (182,423)

Capital expenditures (9,156) (3,050) (6,601)
Net cash (used) provided by

financing activities (35,688) (4,549) 155,583

Cash Flows From Operating Activities

The most significant inflows of cash are cash receipts from our
customers. Operating cash outflows include payments to employees,
payments to vendors for services and supplies and payments of interest and

income taxes.

Net cash provided by operating activities for the year ended
December 31, 2010 increased $3.2 million, or 5.2%, to $64.4 million from
$61.2 million for the year ended December 31, 2009. This was primarily a
result of an increase in distributions from DLNP of $1.4 million and a
decrease in distributions paid to holders of noncontrolling interest of
$1.7 million. Distributions paid to holders of noncontrolling interest

decreased largely because of the reduction of the noncontrolling interest
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percentage in NDeX as discussed above in “Noncontrolling Inferest.”

~—Changes in cash flows from our various operating assets and liabilities were

JJ e'ﬁlﬁf" (E“j Hf[)jl S‘Wflnt i the aggregate, with 2009, with the exception being —
_J lleV s J.{-j 44 4 O
( _the prepayment of federal and state income taxes as of December 31, 2010.
(navbar
At December 31, 2010, we had prepaid $4.2 million of federal and state
collapsy
income taxes. Net cash provided by operating activities for the year ended
December 31, 2009 increased $26.8 million, or 77.8%, to $61.2 million
from
58
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Working capital increased $23.2 million, to $2.2 million at December 31,

2010, from a deficit of $21.1 million at December 31, 2009, resulting

primarily from decreases in the current portion of our long-term debt, due to

a modification of our long-term debt agreement on December 6, 2010,

which caused a $14.4 million increase in working capital. Also contributing

to the increase in working capital, at December 31, 2010, we had

$4.2 million of prepaid income taxes on our balance sheet compared to a

payable balance of $1.1 million a year ago. We also had a $4.3 million

positive impact on working capital pertaining to the net change in accounts

receivable, unbilled pass-through costs, and accrued pass-through liabilities

resulting from improved cash collections and the timing of the payment of

pass-through liabilities and the subsequent billing of those costs to our

customers.

Our allowance for doubtful accounts as a percentage of gross receivables
and days sales outstanding, or DSO, as of December 31, 2010, 2009 and

2008 is set forth in the table below:

December 31,

2010 2009 2008

Allowance for doubtful accounts as a percentage
of gross accounts receivable 26% 1.9% 3.5%

Days sales outstanding 73.5 68.5 62.6

Our allowance for doubtful accounts as a percentage of gross accounts
receivable increased slightly in 2010. The decrease in allowance for
doubtful accounts in 2009 as a percentage of gross accounts receivable was
primarily a result of the addition of receivables from the Barrett Law Firm
for which no allowance for doubtful accounts is carried. No allowance is

carried on this account because, to date, we have not experienced any
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problems with respect to collecting payment from the Barrett Yaw Firm.
~—Additionally, focused collection efforts across our Business Information
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We calculate DSO by dividing net receivables by average daily revenue Co]]aps}
excluding circulation. Average daily revenue is computed by dividing total
revenue by the total number of days in the period. Our DSO’s increased in
2010 due in part to longer collection cycles at DiscoverReady and also due
to DiscoverReady’s overall growth as a larger part of our company. In
calculating our DSO for the year ended December 31, 2009, we excluded
the effect that the Albertelli and DiscoverReady acquisitions had on our
total days sales outstanding as the inclusion of the DSOs attributable to
these businesses make comparison to prior year periods not meaningful. Our
DSO increased significantly from December 31, 2008 to December 31,
2009, primarily because the number of billed files from our Texas and
California operations as well as the number of unbilled pass-through costs
related to our California operations grew, increasing accounts receivable

from that operation.

We own 35.0% of the membership interests in Detroit Legal Publishing,
LLC, or DLNP, the publisher of Detroit Legal News, and received
distributions of $7.0 million, $5.6 million and $7.0 million for the years
ended December 31, 2010, 2009 and 2008, respectively. The operating
agreement for DLNP provides for us to receive quarterly distribution
payments based on our ownership percentage, which are a significant source

of operating cash flow.

Cash Flows From Investing Activities

Net cash used by investing activities decreased $29.5 million, to
$26.8 million in 2010 from $56.3 million in 2009. Uses of cash in both
periods pertained to acquisitions, capital expenditures and purchases of
software. Cash paid for acquisitions totaled $17.8 million for the year ended
December 31, 2010, and $56.9 million for the year ended December 31,
2009. Acquisition spending in 2010 related primarily to the acquisitions of

DataStream and Federal News. Capital expenditures and purchases of
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software were approximately $9.2 million in 2010. About 16% of our

~—rapital spending in 2010 related to office moves, renovations and related

JJ xf[4h (”‘Il’jlfl')} eyﬂ';a e} 50% related to spending on various specific —
_J .I-fJ/’fl/A J.{-j 44 4 P
¢ _jechnology enhancements. The remainder of our capital expenditure
(navbar
spending in 2010 was used to acquire various equipment, software and
P & d qauip collapsy
furniture for our operating units. We expect our capital expenditures to
account for approximately 2.5% — 3% of our total revenues in 2011,
including capital expenditures to improve and expand our data centers.
59
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software. Cash paid for acquisitions totaled $56.9 million for the year ended
December 31, 2009, and $182.4 million for the year ended December 31,
2008. Acquisition spending in 2009 related to earnouts paid in connection
with businesses we acquired in 2008, including $13.0 million related to
Barrett-NDEX, an additional investment made in GovDelivery, and, most
notably, the Albertelli and DiscoverReady acquisitions. Cash flows used by
investing activities were offset by $3.6 million in proceeds we received on
the sale of our investment in GovDelivery in December 2009. Capital
expenditures and purchases of software were approximately $3.1 million in
2009. About 27% of our capital spending in 2009 related to office moves
and related expenditures and a building restoration project at one of our
facilities, as well as upgrading our press equipment at our printing facilities,
and another 26% related to spending on various technology enhancements.
The remainder of our capital expenditure spending in 2009 was used to

acquire various equipment, software and furniture for our operating units.

Finite-life intangible assets increased $2.3 million, or 1.2%, to
$196.0 million at December 31, 2010 from $193.7 million at December 31,
2009. The change in finite-life intangible assets resulted primarily from the
assets in the Federal News and DataStream acquisitions. See “Recent

Acquisitions,” above for a discussion of these acquisitions.

Finite-life intangible assets decreased $61.2 million, or 24.0%, to
$193.7 million at December 31, 2009 from $254.9 million at December 31,
2008. The change in the finite-life intangible assets resulted primarily from
the completion of the valuation of the assets acquired in the Barrett-NDEx
acquisition and the reclassification of amounts previously recorded as
finite-life intangible assets. These assets, which were originally recorded in
connection with the Barrett-NDEXx acquisition, were changed in connection
with the completion of the valuation of the acquired assets in the third
quarter of 2009. Partially offsetting this decrease was an increase in

finite-life intangible assets as a result of the Albertelli and DiscoverReady
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——finite-life intangible assets in 2009.
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! Indefinite-lived intangible assets, including goodwill, increased (navbar
$2.8 million, or 1.3%, to $225.4 million at December 31, 2010 from collaps}

$222.6 million at December 31, 2009. This change resulted from the
preliminary valuation of the assets acquired in the DataStream acquisition
(which added $4.2 million of indefinite-lived intangible assets), as well as
the completion of the valuation of the assets acquired in the DiscoverReady
acquisition (which reduced indefinite-lived intangible assets by

$1.4 million) as more fully described in Note 3 to our consolidated financial

statements included in this annual report on Form 10-K.

Indefinite-lived intangible assets, including goodwill, increased
$103.6 million, or 87.1%, to $222.6 million at December 31, 2009 from
$119.0 million at December 31, 2008.

Cash Flows From Financing Activities

Net cash provided by financing activities primarily includes borrowings
under our revolving credit agreement, proceeds from the issuance of
long-term debt, and net proceeds from offerings of our stock, including our
private placement offering in 2008. Cash used in financing activities
generally includes the repayment of borrowings under the revolving credit
agreement and long-term debt, payments on unsecured notes, and the

payment of fees associated with the issuance of long-term debt.

Net cash provided (used) by financing activities increased from cash
used of $4.5 million in 2009 to cash used of $35.7 million in 2010. In 2010,
our primary financing activities were our restructuring of our credit facility
in the fourth quarter. Net cash payments included paying off the $8 million A
balance on our revolving note that was outstanding as of December 31,
2009, making $9.8 million of scheduled payments on our previous term loan
(compared to $10.3 million in 2009), making payments on our unsecured

notes of $11.6 million, as well as the $5.0 million aggregate amount paid to
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the Albertelli Sellers for the earnout, holdback and deferred pa¥yments in

~—ronnection with our 2009 acquisition of the mortgage default processing

JJ euﬂf(“i‘fu@rfgﬂin Igriga. Long-term debt, less current portion, decreased —
_J ."fJ/’flld J.{-j 44 4 O
¢ 6.4 million to $131.6 million as of December 31, 2010. The current portion
(navbar
includes $5.0 million of scheduled payments on our term loan and
collapsy
$2.4 million on our unsecured notes payable to the Trott Sellers and
Feiwell & Hannoy in connection with our acquisition of their respective
interests in NDeX.
60
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debt payments on our senior credit facility of $10.3 million and a

$1.8 million payment on an unsecured note payable, and net borrowings
under our revolving credit facility of $8.0 million, primarily used to fund
acquisition spending. Long-term debt, less current portion, decreased

$5.5 million to $138.0 million as of December 31, 2009. The current portion
includes an $8.0 million note payable to the Trott Sellers in connection with

our acquisition of a portion of their respective interest in NDeX.

Credit Agreement. On December 6, 2010, we entered into a third
amended and restated credit agreement, effective December 6, 2010 (the
“New Credit Agreement”), with a syndicate of bank lenders for a
$205.0 million senior secured credit facility comprised of a term loan
facility in an initial aggregate amount of $50.0 million due and payable in
quarterly installments with a final maturity date of December 6, 2015 and a
revolving credit facility in an aggregate amount of up to $155.0 million,
which may be increased pursuant to an “accordion” feature to up to
$200.0 million, with a final maturity date of December 6, 2015. At any time
after December 6, 2012, if the outstanding principal balance of revolving
loans under the revolving credit facility of the New Credit Agreement
exceeds $50.0 million, $50.0 million of such revolving loans shall convert
to an amortizing term loan due and payable in quarterly installments with a
final maturity date of December 6, 2015. The New Credit Agreement
restated our previous credit agreement in its entirety. In connection with this
new credit facility, we paid approximately $1.9 million in bank and legal

fees.

In 2008, we drew an aggregate $101.0 million, net, of revolving loans to
fund the acquisition of businesses we acquired in 2008, including
Barrett-NDEX, and for general working capital purposes. In 2008, we
converted $110 million of these revolving loans, which included the
opening balance of $9.0 million plus net new borrowings of $101.0 million,

to term loans in accordance with the terms of our then existing credit
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the $8.0 million balance on the revolver. In December 2010, we drew
$84.0 million on the revolver under the New Credit Agreement, which we

used in part to pay off the previous term loan.

As of December 31, 2010, we had $50.0 million outstanding under our
term loan, and $84.0 million outstanding under our revolving variable-rate
notes and available capacity of approximately $71.0 million, after taking
into account the senior leverage ratio requirements under the credit
agreement. We expect to use the remaining availability under our credit
facility, if needed, for working capital and other general corporate purposes,

including the financing of other acquisitions.

Our New Credit Agreement permits us to elect whether outstanding
amounts under the term loan facility and the revolving credit facility accrue
interest based on a base rate or a Eurocurrency rate (specifically, LIBOR) as
determined in accordance with the New Credit Agreement, in each case,
plus a margin that fluctuates on the basis of the ratio of our total liabilities to
pro forma EBITDA. The margin on the base rate loans may fluctuate
between 0.5% and 2.0% and the margin on the Eurocurrency rate loans may
fluctuate between 2.0% and 3.5%. If we elect to have interest accrue
(i) based on the base rate, then such interest is due and payable on the first
business day of each month and (ii) based on a Eurocurrency rate, then such
interest is due and payable at the end of the applicable interest period that
we have elected, provided that if the applicable interest period is longer than
three months, interest will be due and payable in three month intervals. At
December 31, 2010, the combined weighted average interest rate on our

senior term note and revolver was 2.5%.

Our obligations are secured by liens on substantially all of the assets of
such entities, including pledges of equity interests in the consolidated

subsidiaries.
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The New Credit Agreement contains provisions for the isstance of letters

~—pf credit under the revolving credit facility. It also permits us to pay cash

4 ]
JJ Wil ﬂh $lehjekrffio stockholders as well as establish a stock [e—
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¢ repurchase program pursuant to which we may repurchase shares of our
P program p yIep (navbar
stock, subject to a debt leverage ratio requirement. In addition, our New
collapsy
Credit Agreement contains a number of negative covenants that, unless
consents are received, limit us from, among other things and with certain
thresholds and exceptions: incurring indebtedness (including guarantee
obligations) or liens; entering into mergers, consolidations, liquidations or
dissolutions; selling assets;
61
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sale and leaseback transactions; and changing our line(s) of business. coll aps}
The New Credit Agreement requires that, as of the last day of any fiscal
quarter, we and our consolidated subsidiaries not permit: our total cash flow
leverage ratio to be more than 3.00 to 1.00 (or 3.50 to 1.00 following an
acquisition triggering event); fixed charge coverage ratio to be less than
2.00 to 1.00; and adjusted EBITDA for the previous two fiscal quarters to
be less than $27.5 million, which amount may increase up to $35 million
upon increase of the revolving credit facility pursuant to the accordion
feature. This total cash flow leverage ratio represents, for any particular
date, the ratio of our outstanding indebtedness (minus cash and cash
equivalents in excess of $5 million) to our pro forma EBITDA, calculated in
accordance with our New Credit Agreement, for the four fiscal quarters
ended on, or most recently ended before, the applicable date. Our fixed
charge coverage ratio, for any particular date, is equal to the ratio of (1) our
adjusted EBITDA, calculated in accordance with our New Credit
Agreement (less income taxes paid in cash, net capital expenditures paid in
cash, and certain restricted payments paid in cash), to (2) interest expense
plus scheduled principal payments on account of the term loan facility and
our interest bearing liabilities plus all payments made pursuant to
non-competition or consulting fees paid by us in connection with
acquisitions plus dividends paid, for the four fiscal quarters ended on, or
most recently ended before, the applicable date. If we are required to take an
impairment charge to our goodwill in the future, we do not expect that
charge to impact our ability to comply with the covenants contained in our
New Credit Agreement because impairment charges are excluded from the
calculation of EBITDA for purposes of meeting the fixed coverage and
senior leverage ratios and because there is no net worth minimum covenant

in such agreement.

Future Needs
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connection with our purchase of their ownership interest in NDeX and to
Feiwell & Hannoy in connection with the exercise of its put right, both as
described in “Recent Developments — Increase in our Ownership in
NDeX.” However, our ability to generate sufficient cash flow in the future
could be adversely impacted by regulatory, lender and other responses to the
mortgage crisis, including new and proposed legislation and lenders’
voluntary and required loss mitigation efforts and moratoria, including those
described in “Recent Developments — Regulatory Environment” earlier in

this annual report.

A decision to repurchase shares of our common stock as permitted under
our stock repurchase program may impact our cash needs in the future. This
program was approved by our board of directors in December 2010, and in
the first quarter of 2011 we repurchased 137,500 shares under this program
for an aggregate of $1.7 million. See “Recent Developments — Stock
Buy-Back Plan” earlier in this annual report on Form 10-K for a discussion

of this plan.

We plan to continue to develop and evaluate potential acquisitions to
expand our product and service offerings and customer base and enter new
geographic markets. We intend to fund these acquisitions over the next
twelve months with funds generated from operations and borrowings under
our credit facility. We may also need to raise money to fund these
acquisitions, as we did for the acquisition of Barrett-NDEx in 2008, through
the sale of our equity securities or additional debt financing, including
takedowns under our $200 million shelf registration statement declared

effective by the SEC on January 27, 2010.

Our ability to secure short-term and long-term financing in the future
will depend on several factors, including our future profitability and cash
flow from operations, the quality of our short and long-term assets, our

relative levels of debt and equity, the financial condition and operations of
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future payments under contracts, such as lease agreements, and other collaps}

contingent commitments, as of December 31, 2010. Actual payments in

future periods may vary from those reflected in the table.

Less than After

1 Year 1-3 Years 3-5 Years 5 Years Total

(In thousands)

Term loan(1) $ 6,424 $18,803 $ 84,093 $ — $109,320
Revolving note(2) 2,520 3,540 36,040 — 42,100
Holdback, deferred cash

payment, and earnouts

payable — Albertelli

Sellers(3) 4,000 3,000 — — 7,000
Capital leases 203 70 — — 273
Operating leases(4) 6,171 8,081 4,630 7,562 26,444
Note payable on purchase

of noncontrolling

interest in NDeX from

Trott Sellers(5) 1,336 1,336 — — 2,672
Note payable on

redemption of

noncontrolling interest

in NDeX from

Feiwell & Hannoy(6) 1,235 1,235 — — 2,470
Noncontrolling interest

put right in NDeX(7) — 6,263 7,283 — 13,546
Noncontrolling interest A

put right in

DiscoverReady(8) — 13,652 — — 13,652
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$22,089 $61,480 $132,046 $7,562 $223,177

Consists of principal and interest payments due to the syndicate of
lenders who are holders of our term loan, and assumes the amount
outstanding as of December 31, 2010, remains outstanding until
maturity, and assumes $50.0 million is converted to term loan 30 days
following the second anniversary of the closing date of the credit facility
as required by the terms of the credit agreement. Further assumes an

interest rate until the maturity date equal to 3.0% per annum.

Consists of principal and interest payments due to the syndicate of

lenders who are holders of our revolving notes, and assumes the amount
outstanding as of December 31, 2010, remains outstanding for two years
after closing date of the credit facility, 30 days after which $50.0 million
is converted to term loan as discussed above. Further assumes an interest

rate until the maturity date equal to 3.0% per annum.

In connection with our acquisition of the mortgage default processing
and related services business of the Albertelli Sellers on October 1,
2009, we are obligated to pay to the Albertelli Sellers an additional

$1.0 million on October 1, 2011. In addition, we may be obligated to pay
the Albertelli Sellers up to an additional $6.0 million in two annual
installments of up to $3.0 million each. The amount of these annual cash
payments will be based upon the adjusted EBITDA for the acquired
mortgage default processing and related services business during the
twelve calendar months ending on each of September 30, 2011, and
2012. The amount we have disclosed in the table assumes that the

EBITDA targets are met in each measurement period.
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(4) We lease office space and equipment under certain noncanelable
~—| operating leases that expire in various years through 2027. Lease terms
1]
(|4E 1ft ITf§ (etiftie fron § to 10 years with one to two renewal options for
o) | e o y p
( extended terms. The amounts included in the table above represent

future minimum lease payments for noncancelable operating leases.

(5) Under two common units purchase agreements, we acquired a 7.6%
ownership interest in NDeX from the Trott Sellers (who are the former
members of APC Investments, LL.C), and agreed to pay, in part, an
aggregate $13.0 million in cash. The remaining balance due is payable
to the Trott Sellers in monthly installments through December 1, 2012,
at a rate of 4.25%. Amounts in the table above include the actual
payments we are obligated to make in connection with each of the two

common unit purchase agreements we entered with the Trott Sellers.

63

188 of 335

(navbar
collapsy

05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011

J’_

1]
JM 6‘} ! [} t { ] ‘jhf t6fths (fA }demption agreement with Feiwell & Hannoy, we
.

™)

189 of 335

agreed to pay $3.5 million in installments for the redemption of a 1.7%
ownership interest in NDeX from Feiwell & Hannoy. The note is
payable in 12 quarterly installments through December 3, 2012, with
interest accruing at a rate of 5.25% per annum. Amounts in the table
above include the actual payments we are obligated to make in

connection with the redemption agreement with Feiwell & Hannoy.

Each of the minority members of NDeX has the right to require NDeX
to repurchase all or any portion of the NDeX membership interest held
by them. To the extent any minority member of NDeX timely exercises
this right, the purchase price would be based upon 6.25 times NDeX’s
trailing twelve month earnings before interest, taxes, depreciation and
amortization less the aggregate amount of any interest bearing

indebtedness outstanding for NDeX as of the date the repurchase occurs.

The put right for the sellers of Barrett-NDEx (who hold a 6.2%
membership interest in NDeX, in the aggregate) is exercisable for a
period of six months following September 2, 2012. With respect to this
put right, it is not possible to provide the exact amount NDeX might be
obligated to pay if the sellers of Barrett-NDEx were to exercise this right
at such time. The amount we have disclosed in the table is provided as
an example of the purchase price that would be payable by NDeX in the
form of unsecured notes if (x) all of the sellers of Barrett-NDEX exercise
their right in full to require NDeX to repurchase their membership
interest at the earliest date possible and (y) NDeX’s pro forma EBITDA
for the twelve months ending on the repurchase date and interest-bearing
indebtedness outstanding on the repurchase date were equal to those
amounts as of December 31, 2010, which were $55.8 million and

$145.9 million, respectively. These amounts would be payable over
three years after the exercise date and would accrue interest at a rate
equal to prime plus 2%, which (using the prime rate as of December 31,
2010) is reflected in the amounts set forth in the table. These amounts
are being provided for informational purposes only and may not be
representative of the actual amount NDeX may be obligated to pay in

connection with the put right of the sellers of Barrett-NDEXx.
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November 2, 2012, to require DiscoverReady to repurchase all of its

JM {fl gtﬁ[ f]; [jn}((jfjﬂyl sgpverReady. During that same period, we also have
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the right to require DR Holdco to sell all or a portion its equity interest
in DiscoverReady to us. If either of these rights are timely exercised, we
would pay DR Holdco an amount based on the fair market value of the
equity interest. These rights may be exercised earlier under the
following circumstances: An individual seller of DiscoverReady may
require DiscoverReady to repurchase the portion of DR Holdco’s
interest in DiscoverReady that he beneficially owns if he is terminated
without cause or quits for good reason prior to the expiration of his
employment agreement. If we terminate any individual seller of
DiscoverReady for cause or if such seller quits without good reason, we
can require DR Holdco to sell to us the portion of its interest in
DiscoverReady that reflects such seller’s beneficial interest in us. The
purchase price for that portion of the equity interest repurchased or sold

if these rights are exercised will be based on fair market value.

It is not possible to provide the exact amount DiscoverReady might be
obligated to pay if DR Holdco or we were to exercise our respective
rights when they are exercisable. The amounts we have disclosed in the
table is provided as an example of the purchase price that would be
payable by DiscoverReady if (x) DR Holdco or we exercise our
respective right in full as described above at the earliest date possible,
and (y) that the fair market value of DR Holdco’s interest in
DiscoverReady is $13.6 million, which is equal to the adjusted book
value of this interest at December 31, 2010. The amount in the table
above assumes we would make this payment in cash to the extent
allowable by the terms and conditions of our then-existing bank credit
agreement. This amount is being provided for informational purposes
only and may not be representative of the actual amount DiscoverReady
may be obligated to pay in connection with the exercise of the rights

described above.
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we are obligated to pay up to $1.5 million 18 months after closing which
j e indemnification claims, and may be obligated to
pay earnouts up to an aggregate $4.0 million in two annual installments.
The amount of the two annual earnout payments is based upon the
acquired business achieving certain EBITDA targets during the calendar
years ending December 31, 2011 and 2012. The amount we have
disclosed in the table assumes that the EBITDA targets are met in each

measurement period.
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We are exposed to market risks related to interest rates. Other types of
market risk, such as foreign currency risk, do not arise in the normal course
of our business activities. Our exposure to changes in interest rates is
limited to borrowings under our credit facility. However, as of
December 31, 2010, we had two swap arrangements that convert
$75 million of our variable rate term loan into a fixed rate obligation. The
aggregate notional amount of the swap agreements was $75 million, of
which $25 million will mature on March 31, 2011, and the balance of the
$50 million notional swap will mature on various dates through June 30,
2014. We enter into derivative financial instrument transactions, such as
swaps or interest rate caps, in order to manage or reduce our exposure to
risk from changes in interest rates. We do not enter into derivatives or other

financial instrument transactions for speculative purposes.

We recognize all of our derivative instruments as either assets or
liabilities in the consolidated balance sheet at fair value. We record the fair
value of our swap agreements in accrued liabilities or other liabilities on our
balance sheet, depending on the timing of the expiration of the swap
agreement. The accounting for changes in the fair value of a derivative
instrument, like our interest rate swap agreements, depends on whether it
has been designated and qualifies for hedge accounting. As of December 31,
2010, we have designated only the interest rate swap agreement that
terminates on June 30, 2014, for hedge accounting treatment. Accordingly,
we record changes in the fair value of this swap agreement in other
comprehensive income or loss (net of tax) on our balance sheet for the
period then ended. Conversely, we treat the fair value of the swap agreement
that terminates on March 31, 2011, and does not qualify for hedge
accounting treatment, as a component of interest income (expense) in our A

statement of operations for the period then ended.

For the years ended December 31, 2010 and 2009, we recognized interest

income of $1.2 million and $1.1 million, respectively, related to the fair
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qualify for hedge accounting. We did not record other comprehensive
income for the year ended December 31, 2009, because we did not have an
interest rate swap agreement in effect at the end of that period which
qualified, and was designated, for hedge accounting treatment. At
December 31, 2010 and 2009, the estimated fair value of our fixed interest

rate swaps was a liability of $2.4 million and $1.5 million, respectively.

If the future interest yield curve decreases, the fair value of the interest
rate swap agreements will decrease and interest expense will increase. If the
future interest yield curve increases, the fair value of the interest rate swap

agreements will increase and interest expense will decrease.

Based on the variable-rate debt included in our debt portfolio, a 75 basis
point increase in interest rates would have resulted in additional interest
expense of $0.5 million (pre-tax), $0.8 million (pre-tax), and $0.5 million
(pre-tax) in the years ended December 31, 2010, 2009 and 2008,

respectively.
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To the Board of Directors and Stockholders

The Dolan Company

We have audited the accompanying consolidated balance sheets of The
Dolan Company and Subsidiaries (the “Company”) as of December 31,
2010 and 2009, and the related consolidated statements of operations,
stockholders’ equity and cash flows for each of the three years in the period
ended December 31, 2010. These financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits. We did not audit the
financial statements of The Detroit Legal News Publishing, LL.C, an entity
in which the Company has a 35% ownership interest. Those financial
statements were audited by other auditors whose report has been furnished
to us, and our opinion, insofar as it relates to the amounts included for The
Detroit Legal News Publishing, LLC, is based solely on the report of the
other auditors. The Company has a $13.2, $15.5 and $16.2 million
investment in and has recorded equity in earnings of $4.7, $4.9 and
$5.6 million of The Detroit Legal News Publishing, LL.C as of and for the
years ended December 31, 2010, 2009 and 2008, respectively.

We conducted our audits in accordance with standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audits and the report of the other auditors

provide a reasonable basis for our opinion.
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~—| In our opinion, based on our audits and the report of the other auditors,
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1]
hif ) 1hhted | fingnghallstat ts referred to ab t fairly, in all
_JJJ f{/]ﬁt}!ﬁﬁ[ﬂ(jﬂg%jﬂ statements referred to above present fairly, in a —
¢ material respects, the financial position of The Dolan Company and
(-navbar

Subsidiaries as of December 31, 2010 and 2009, and the results of their
collapsy

operations and their cash flows for each of the three years in the period
ended December 31, 2010, in conformity with U.S. generally accepted

accounting principles.

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States), The Dolan
Company and Subsidiaries’ internal control over financial reporting as of
December 31, 2010, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and our report dated March 11,
2011 expressed an unqualified opinion on the effectiveness of the

Company’s internal control over financial reporting.

/s/ McGladrey & Pullen, LLP

Minneapolis, Minnesota

March 11, 2011
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To the Members
The Detroit Legal News Publishing, LL.C

Detroit, Michigan

We have audited the accompanying statements of financial position of
The Detroit Legal News Publishing, LL.C as of December 31, 2010 and
2009, and the related statements of operations, members’ equity, and cash
flows for the three years ended December 31, 2010, 2009 and 2008. These
financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements

based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting.
Accordingly we express no such opinion. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion. A

In our opinion, the financial statements referred to above present fairly,
in all material respects, the financial position of the Company as of

December 31, 2010 and 2009 and the results of its operations and its cash
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/s/ Baker Tilly Virchow Krause, LLP (navbar
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Southfield, Michigan
February 6, 2011
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CONSOLIDATED BALANCE SHEETS

December 31,

2010 2009

(In thousands, except

share data)

ASSETS
Current assets
Cash and cash equivalents $ 4862 $ 2,894
Accounts receivable, including unbilled services (net of

allowances for doubtful accounts of $1,578 and $1,113

as of December 31, 2010 and 2009, respectively) 59,801 57,205
Unbilled pass-through costs 7,140 13,087
Prepaid expenses and other current assets 4,186 2,948
Income tax receivable 4,183 —

Total current assets 80,172 76,134
Investments 13,808 15,479
Property and equipment, net 17,333 15,457
Finite-life intangible assets, net 195,959 193,687
Indefinite-lived intangible assets 225,373 222,580
Other assets 3,143 4,953

Total assets $535,788  $528,290

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities

Current portion of long-term debt $ 7,578 $ 22,005

Accounts payable 15,589 16,030

Accrued pass-through liabilities 18,271 25,929
199 of 335
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Accrued compensation 5,409 4,384
~=— Accrued liabilities 5,537 5,371
J (ut(ib st o1racdhifedipusinesses 3,943 4,685 —_—
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(| Deferred revenue 21,689 18,797
(-navbar
collapsy
Total current liabilities 78,016 97,201
Long-term debt, less current portion 131,568 137,960
Deferred income taxes 7,794 8,160
Deferred revenue and other liabilities 12,972 9,506
Total liabilities 230,350 252,827
Redeemable noncontrolling interest 26,580 26,600
Commitments and contingencies (Note 18)
Stockholders’ equity
Common stock, $0.001 par value; authorized:
70,000,000 shares; outstanding: 30,511,408 shares and
30,326,437 as of December 31, 2010 and 2009,
respectively 30 30
Preferred stock, $0.001 par value, authorized:
5,000,000 shares; designated: 5,000 shares of Series A
Junior Participating Preferred Stock; no shares
outstanding — —
Other comprehensive loss (net of tax) (1,298) —
Additional paid-in capital 286,148 287,210
Accumulated deficit (6,022)  (38,377)
Total stockholders’ equity 278,858 248,863
Total liabilities and stockholders’ equity $535,788  $528,290
e\

See Notes to Consolidated Financial Statements
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Years Ended December 31,
2010 2009 2008
(In thousands, except share and per share data)
Revenues
Professional Services $ 223069 $ 172,535 $ 99,496
Business Information 88,240 90,382 90,450
Total revenues 311,309 262,917 189,946
Operating expenses
Direct operating: Professional
Services 91,481 66,697 36,932
Direct operating: Business
Information 30,014 29,197 31,116
Selling, general and
administrative 105,717 89,722 74,257
Break-up fee — — 1,500
Amortization 15,954 17,085 11,793
Depreciation 9,842 9,439 5,777
Total operating expenses 253,008 212,140 161,375
Equity in earnings of affiliates 4,580 4,615 5,646
Operating income 62,881 55,392 34,217 A
Non-operating income (expense)
Interest expense, net of
interest income (7,543) (7,206) (7,085)
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—_ (expense) related to interest
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¢} Other income 197 3,847 33 (navbar
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Total non-operating expense (6,161) (2,225) (8,440)
Income before income taxes 56,720 53,167 25,777
Income tax expense (21,479) (18,570) (9,209)
Net income 35,241 34,597 16,568
Less: Net income attributable to
redeemable noncontrolling
interests 2,886 3,784 2,265
Net income attributable to
The Dolan Company $ 3235 $ 30813 $§ 14,303
Earnings per share — basic
and diluted :
Net income attributable to
The Dolan Company $ 1.07 $ 1.03 $ 0.53
(Increase) decrease in
redeemable noncontrolling
interest in NDeX 0.01 (0.31) —
Net income attributable to
The Dolan Company
common stockholders $ 1.08 $ 072 $ 0.53
Weighted average shares
outstanding:
Basic 30,150,837 29,831,660 26,985,345 A\
Diluted 30,314,174 29,916,351 27,112,683

See Notes to Consolidated Financial Statements
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Additional
Common Stock Paid-In  Accumulated Comprehensive
Shares Amount  Capital Deficit Total
(In thousands, except share data)
Balance (deficit) at
December 31,
2007 25,088,718 $ 25 $212,364 $ (83,493)$ — $128,896
Net income
attributable to
The Dolan
Company — — — 14,303 14,303
Private placement
of common
stock, net of
offering costs 4,000,000 4 60,483 — — 60,487
Issuance of
common stock
in a business
acquisition 825,528 1 16,460 — — 16,461
Issuance of
common stock
pursuant to the
exercise of
stock options 8,089 — 21 — — 21
e\
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r including
issuance of
restricted stock
(shares are net
of forfeitures) 32,683
Tax benefit on
stock options

exercised —

1,918
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— 1,918

Balance (deficit) at

December 31,

2008 29,955,018 $

30

$291,310 $ (69,190)$

— $222,150

Net income

attributable to

The Dolan

Company —
Increase in

redeemable

noncontrolling

interest in

NDeX, net of

tax —_

Net income
attributable to
The Dolan
Company
common

stockholders —
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(9,262)

30,813

30,813

— (9,262)

— 21,551
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NDeX 248,000 — 2,600
Issuance of
common stock
pursuant to the
exercise of
stock options 9,533 — 16
Share-based
compensation
expense,
including
issuance of
restricted stock
(shares are net
of forfeitures) 113,886 — 2,556

Other S — (10
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— 2,600

— 2,556
— (10)

Balance (deficit) at

December 31,

2009 30,326,437 $ 30 $287,210 $ (38,377)$

— $248,863

Net income

attributable to

The Dolan

Company — — —
Decrease in

redeemable

noncontrolling

interest in

NDeX, net of

tax — — 217
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common

stockholders 32,572

Unrealized loss on
interest rate

swap, net of tax — — — (1,298)  (1,298)

Total

comprehensive

income 31,274
Issuance of

common stock

pursuant to the

exercise of

stock options 13,848 — 26 — — 26
Share-based

compensation

expense,

including

issuance of

restricted stock

(shares are net

of forfeitures) 171,123 — 3,242 — — 3,242
Increase in

redeemable

noncontrolling

interest in

DiscoverReady, A

net of tax — —  (4,560) — —  (4,560)

Other — — 13 — — 13
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities

Net income

Distributions received from The Detroit Legal News
Publishing, LLC

Distributions paid to holders of noncontrolling interests

Gain on sale of investment

Non-cash operating activities:
Amortization
Depreciation
Equity in earnings of affiliates
Stock-based compensation expense
Deferred income taxes

Change in value of interest rate swap

Amortization of debt issuance costs

Change in accounting estimate related to self-insured
medical reserve

Non-cash fair value adjustment on earnout recorded in
connection with acquisition

Changes in operating assets and liabilities, net of effects
of business combinations:
Accounts receivable and unbilled pass-through costs
Prepaid expenses and other current assets
Other assets
Accounts payable and accrued liabilities

Deferred revenue and other liabilities

Net cash provided by operating activities

210 of 335

Years Ended December 31,

2010 2009 2008

(In thousands)

$ 35241 $34,597 $ 16,568

7,000 5,600 7,000
(1,662)  (3,240)  (1,351)

(197)  (2,359) —

15954 17,085 11,793
9,842 9,439 5,777
(4580) (4,615)  (5,646)
3,242 2,556 1,918
2913 2,306 735
(1,185)  (836) 1,593

868 257 218

— — (470)

1,070 — —

4595 (15951)  (2,313)
(5287) 2,089 (746)

398 (451) 226
(7,256) 9,195 (2,340)

3,467 5,577 1,489

64,423 61,249 34,451
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¢ | Capital expenditures

Proceeds on the sale of investment

Other
Net cash used in investing activities

Cash flows from financing activities

Net borrowings (payments) on senior revolving note

Proceeds from borrowings or conversions on senior term

notes
Payments on senior long-term debt

Payments of deferred acquisition costs and earnouts

Proceeds from private placement of common stock, net of

offering costs

Capital contribution from holder of noncontrolling
interest

Payment on unsecured notes payable

Payments of deferred financing costs

Other

Net cash (used in) provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures of cash flow information
Cash paid during the year for:

Interest

Income taxes

Supplemental disclosures of noncash investing and

financing information
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(17,808) (56,878) (182,423)
(9,156)  (3,050)  (6,601)
— 3558 —
197 108 100
(26,767) (56,262) (188,924)
(7,675) 8,000 (9,000)
— — 110,000
(9,775) (10,300)  (5,000)
(5,000) — —
— — 60,483

- - 1,179
(11,565)  (1,750)  (1,750)
(1,491) (466) (407)
(182) (33) 78
(35,688)  (4,549) 155,583
1,968 438 1,110
2,804 2,456 1,346
$ 4862 $ 2,894 $ 2,456
$ 6343 $ 6834 $ 7,340
23,021 13,658 10,607
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Due to or notes payable to sellers of acquired businesses $ 6,365 $ 2685 $ 75
~=—| Note payable to seller of noncontrolling interest 8,450 8,000 —
T ——
JJ 'Mgp ;JW(F))‘yﬁv(jfﬂrol ng inferest for acquisition — — 11,552 [r—
] a2 haasket Ll ——
¢ | Issuance of common stock for acquisition and purchase of
(-navbar
noncontrolling interest — 2,600 16,461
collapsy
Non-cash buildout allowances at leased facilities — 55 103
See Notes to Consolidated Financial Statements
72
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Note 1. Nature of Business and Significant Accounting Policies

Nature of Business: The Dolan Company and its subsidiaries (the
“Company”) is a leading provider of professional services and business
information to legal, financial and real estate sectors in the United States.
The Company operates in three reportable segments. Those segments are
Mortgage Default Processing Services, Litigation Support Services and
Business Information. The Mortgage Default Processing Services and
Litigation Support Services segments comprise the Company’s Professional
Services Division. The Company’s Mortgage Default Processing Services
segment (comprised of NDeX) provides mortgage default processing
services to eight law firm customers in seven states and directly to loan
servicers and lenders on California and Nevada foreclosure files. The
Company’s Litigation Support Services segment (comprised of
DiscoverReady and Counsel Press) provides discovery management and
document review services and appellate services to the legal community.
The Company’s Business Information segment supplies information to the
legal, financial, real estate and governmental affairs sectors through a
variety of subscription-based products and media, including court and
commercial newspapers, business journals, events, the Internet and other
electronic media offerings. Effective May 26, 2010, the Company changed

its name from Dolan Media Company to The Dolan Company.

Basis of Presentation: The Company operates its majority owned
subsidiary, American Processing Company, LLC, under the trade name
National Default Exchange, or NDeX. Therefore, when the Company refers
to “NDeX” in these notes, it means all of its mortgage default processing
operations in Michigan, Indiana, Minnesota, Florida and at Barrett-NDEX,
which serves the Texas, Nevada, California and Georgia markets, all of

which the Company formerly referred to as APC, as well as the mortgage
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~—Albertelli Sellers on October 1, 2009. When the Company refers to

JM ‘E{/)gff(u i ﬂﬂjﬂﬁ%ﬂﬂt efe potes, it means the entities that constitute the

r

ortgage default processing operations serving the Texas, California and
Georgia markets which NDeX acquired on September 2, 2008, as described
in Note 3 under “National Default Exchange L.P. and related entities.”
When the Company refers to the “Albertelli Sellers” in these notes, it means
James E. Albertelli, P.A., The Albertelli Firm, P.C., Albertelli Title, Inc. and
James E. Albertelli, as a group, from which NDeX acquired its Florida

operations on October 1, 2009.

Use of Estimates in the Preparation of Financial Statements: The
preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results may differ from these estimates.
The Company believes the critical accounting policies that require the most
significant assumptions and judgments in the preparation of its consolidated
financial statements include: acquisition accounting; revenue recognition;
accounting for and analysis of potential impairment of goodwill and other
finite-life intangible assets; fair value of DiscoverReady’s noncontrolling
interest; accounting for share-based compensation; income tax accounting;

and allowances for doubtful accounts.

Critical Accounting Policies: A summary of the Company’s significant

accounting policies follows:

Principles of Consolidation: The consolidated financial statements
include the accounts of the Company, all wholly-owned subsidiaries and its
majority ownership interests in NDeX and DiscoverReady. The Company
accounts for the percentage interest in NDeX and DiscoverReady that it
does not own as noncontrolling interest. All significant intercompany

accounts and transactions have been eliminated in consolidation.
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Revenue Recognition: The Company generates revenue f¥m its

~——Mortgage Default Processing Services segment, in part, by providing

J (N!jé (/'fii njff'{l[' I sthg services and recognizes this revenue on a
« ]
_J J .,.fﬂj,“j,.(.j) //JHP L]
_proportional performance basis over the period during which the services
(-navbar
are provided, the calculation of which requires management to make
collapsy
significant estimates as to the appropriate length of the revenue recognition
period and allocation of revenues within those periods. These estimates are
based primarily upon the Company’s historical experience and its
knowledge of processing cycles in each of the states in which it does
business, as well as recent
73
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legislative changes which impact the processing period. The Company’s
revenue recognition periods for mortgage default processing services
revenues ranges from one to 17 months. As discussed in Note 15, the
Company provides these services to its law firm customers pursuant to
long-term services agreements. In California and Nevada, the Company also
provides these services directly to mortgage lenders and loan servicers. The
Company also provides real estate title and related services to the Barrett
Law Firm, and recognizes revenue associated with these services over the

period in which those services are performed.

In connection with mortgage default processing services provided
directly to mortgage lender and loan servicers on loans secured by
properties located in California and Nevada, the Company incurs
pass-through costs such as trustee sale guarantees, title policies, and post
and publication charges. The Company has determined that such
pass-through items should be recorded at a net amount, rather than as
revenue in the Company’s consolidated financial statements at the gross
amount billed to the customer. The Company has separately shown the
unbilled amount of these pass-through costs and the amount accrued on the
face of the balance sheet. Billed pass-through costs are included in accounts

receivable, net.

The Company generates revenue from its Litigation Support Services
segment by providing discovery management and document review services
and recognizes revenues for these services as they are provided. It also
generates revenue in this segment by providing appellate services to
attorneys that are filing appeals in state or federal courts and recognizes
revenues for appellate services as it provides those services, which is when

the court filings are made.
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classified advertising and public notice revenue upon placement in one of its
publications or on one of its web sites. The Company recognizes display
and classified advertising revenues generated by sponsorships, advertising
and ticket sales, all related to local events, when those events are held.
Revenue from subscription-based products is recognized ratably over the
related subscription period. The Company recognizes other business
information revenues upon delivery of the printed or electronic product to
its customers. The Company records barter transactions at the fair value of

the goods and services received or provided, which amount is immaterial.

The Company records amounts billed to customers in both its Mortgage
Default Processing Services and Litigation Support Services segments but
not yet recognized as revenues as deferred revenue. The Company records a
liability for deferred revenue in the Business Information segment either
when it bills advertising in advance or customers prepay for subscriptions.
As of December 31, 2010, the Company recorded an aggregate

$23.2 million as deferred revenue.

The Company records revenues recognized for services performed but
not yet billed to its customers as unbilled services. As of December 31,
2010 and 2009, the Company recorded an aggregate $13.9 million and
$17.0 million, respectively, as unbilled services and included these amounts
in accounts receivable on its balance sheet. The majority of these unbilled
services are attributable to our Mortgage Default Processing Services

segment.

Cash and Cash Equivalents: Cash and cash equivalents may include
money market mutual funds and other highly liquid investments with A
original maturities of three months or less at the date of acquisition. The
Company maintains its cash in bank deposit accounts which, at times, may
exceed federally insured limits. The Company has not experienced any

losses in these accounts. The Company has presented $2.8 million of
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_JJJ {/l&j«l}.’ai[ !gaﬁh&gﬂélv(ll) The Company carries accounts receivable at the pr—
.
riginal invoice or unbilled services amount less an estimate made for (navbar
doubtful accounts. The Company reviews a customer’s credit history before Co]]aps}
extending credit and establishes an allowance for doubtful accounts based
on factors surrounding the credit risk of specific customers, historic trends
and other information.
74
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Activity in the allowance for doubtful accounts was as follows (in

thousands):

Provision
for
Balance Doubtful Net Written Balance

Beginning Acquisitions Accounts Off Ending

2010 $1,113 $190 $655 $(380) $1,578
2009 1,398 112 210 (607) 1,113
2008 1,283 349 718 (952) 1,398

Investments: The Company accounts for investments using the equity
method of accounting if the investment provides the Company the ability to
exercise significant influence, but not control, over an investor. Significant
influence is generally deemed to exist if the Company has an ownership
interest in the voting stock of an investor of between 20 percent and
50 percent, although other factors, such as representation on the investee’s
Board of Directors, are considered in determining whether the equity
method of accounting is appropriate. Under this method, the investment,
originally recorded at cost, is adjusted to recognize the Company’s share of
net income or losses of the affiliate as they occur, limited to the extent of the
Company’s investment in, advances to and commitments for the investee.
The Company considers whether the fair values of its equity method
investments have declined below their carrying value whenever adverse A
events or changes in circumstances indicate that recorded values may not be
recoverable. If the Company considered any such decline to be other than
temporary (based on various factors, including historical financial results,

product development activities and the overall health of the affiliate’s
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‘ Property and Equipment: Property and equipment are stated at cost less (navbar
accumulated depreciation. Depreciation is computed on property and Co]]aps}

equipment using the straight-line method over the estimated useful lives of
the assets. Leasehold improvements are depreciated over the lesser of their

estimated useful lives or the remaining lease terms.

Purchased software and capitalized costs related to internally developed
software for internal use are amortized over their useful lives of two to five
years. Costs are expensed as incurred during the preliminary project stage
and post implementation stage. Costs incurred during the application
development stage related to internally developed software are capitalized.
Once capitalization begins, internal payroll and payroll-related costs for
employees who are directly associated with the internal-use computer
software project (to the extent those employees devoted time directly to the
project), as well as external direct costs incurred for services used in
developing or obtaining internal-use computer software, are capitalized.
Amortization of capitalized costs begins when the software is ready for its

intended use.

Financial Instruments: The Company accounts for derivative
instruments and other hedging activities by recognizing all derivatives as
either assets or liabilities on the balance sheet and then measures those
instruments at fair value. The effect on earnings from recognizing the fair
values of these derivative financial instruments depends on their intended
use, their hedge designation, and their effectiveness in offsetting changes in
the fair values of the exposures they are hedging. For those instruments
designated as hedges, changes in the effective portions of the fair values of
instruments used to reduce or eliminate adverse fluctuations in cash flows of
anticipated or forecasted transactions are reported in equity as a component A
of other comprehensive loss. Amounts in other comprehensive loss are
reclassified to earnings when the related hedged items affect earnings or the
anticipated transactions are no longer probable. Changes in the fair values of

derivative instruments that are not designated as hedges or do not qualify for
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~—reported in earnings are classified consistent with the item being hedged.
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‘ For derivative financial instruments accounted for as hedging (navbar
instruments, the Company formally designates and documents, at inception, co]]aps}
the financial instrument as a hedge of a specific underlying exposure, the
risk management objective, and the manner in which effectiveness of the
hedge will be assessed. The Company formally assesses, both at inception
and at each reporting period thereafter, whether the derivative financial
instruments used
75
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in hedging transactions are effective in offsetting changes in fair value or
cash flows of the related underlying exposures. Any ineffective portion of
the change in fair value of the instruments is recognized immediately in

earnings.

The Company discontinues the use of hedge accounting prospectively
when (1) the derivative instrument is no longer effective in offsetting
changes in fair value or cash flows of the underlying hedged item; (2) the
derivative instrument expires, is sold, terminated, or exercised; or
(3) designating the derivative instrument as a hedge is no longer
appropriate. See Note 4 for further information on the Company’s derivative

instruments.

Finite-life Intangible Assets: Finite-life intangible assets include
mastheads, various customer lists, noncompeting agreements, service
agreements, customer relationships, trademarks, domain names and trade
names. These intangible assets are being amortized on a straight-line basis

over their estimated useful lives as described in Note 8.

Indefinite-lived Intangible Assets Impairment: The Company’s
indefinite-lived intangible assets (including goodwill and tradenames) arose
from acquisitions occurring since the Company’s formation on July 31,
2003. Trade names consist of trademarks and domain names associated with
the Barrett-NDEx and DataStream acquisitions. The Company reviews trade
names annually for impairment by comparing the fair value to the carrying N

amount.

Goodwill represents the acquired fair value of a business in excess of the
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four reporting units for purposes of testing its goodwill for impairment.
These reporting units are its Business Information segment, its Mortgage
Default Processing Services segment and the two subsidiaries in its

Litigation Support Services segment: Counsel Press and DiscoverReady.

The Company tests for impairment at the reporting unit level on
November 30 of each year. This test is a two-step process. The first step
used to identify potential impairment, compares the fair value of the
reporting unit with its carrying amount, including indefinite- lived
intangible assets. If the fair value exceeds the carrying amount, the goodwill
is not considered impaired. If the carrying amount exceeds the fair value,
the second step must be performed to measure the amount of the impairment
loss, if any. The second step compares the implied fair value of the reporting
unit’s indefinite-lived intangible assets with the carrying amount of those
assets. An impairment loss would be recognized in an amount equal to the
excess of the carrying amount of a reporting unit over its implied fair value.
The Company determined that no impairment to its indefinite-lived
intangible assets occurred during the years ended December 31, 2010, 2009
and 2008.

Other Long-Lived Assets Impairment: Other long-lived assets, such as
property and equipment and finite-life intangible assets, are evaluated for
impairment whenever events or changes in circumstances indicate the
carrying value of an asset may not be recoverable. In evaluating
recoverability, the following factors, among others, are considered: a
significant change in the circumstances used to determine the amortization
period, an adverse change in legal factors or in the business climate, a
transition to a new product or service strategy, a significant change in
customer base and a realization of failed marketing efforts. The
recoverability of an asset is measured by a comparison of the unamortized

balance of the asset to future undiscounted cash flows.
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~—pwould recognize an impairment charge necessary to reduce the unamortized
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alfifi le(itjtipult pf Juture discounted cash flows expected. The
o) peneiflinsenne p =
¢ _amount of such impairment would be charged to operations in the current
(navbar
eriod. The Company has not identified any indicators of impairment
P pany y P collapsy
associated with its other long-lived assets.
Fair Value of DiscoverReady’s Noncontrolling Interest: Because the
future redemption of DiscoverReady’s noncontrolling interest is outside of
the Company’s control, the Company is required to adjust it to fair value at
each
76
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reporting period. In 2010, the Company increased the value of the
noncontrolling interest in DiscoverReady by $7.4 million ($4.6 million net

of tax) as a result of this adjustment.

Income Taxes: Deferred taxes are provided on an asset and liability
method where deferred tax assets are recognized for deductible temporary
differences and operating loss and tax credit carry forwards, and deferred
tax liabilities are recognized for taxable temporary differences. Temporary
differences are the differences between the reported amounts of assets and
liabilities and their tax basis. Deferred tax assets would be reduced by a
valuation allowance when, in the opinion of management, it is more likely
than not that some portion or all of the deferred tax assets would not be
realized. Deferred tax assets and liabilities would be adjusted for the effects
of changes in tax laws and rates on the date of enactment. Realization of
deferred tax assets is dependent upon sufficient future taxable income
during the periods when deductible temporary differences are expected to be

available to reduce taxable income.

The extent of the Company’s operations involves dealing with
uncertainties and judgments in the application of complex tax regulations in
a multitude of jurisdictions. The Company reports a liability for
unrecognized tax benefits resulting from uncertain tax positions taken or
expected to be taken in a tax return based on its estimate of whether, and the
extent to which, additional taxes will be due. The Company recognizes
interest and penalties, if any, related to unrecognized tax benefits in income A

tax expense. See Note 13 for further information pertaining to income taxes.

Share-Based Compensation: The Company measures employee

share-based compensation awards using a fair value method and recognizes
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estimates. If factors change causing different forfeiture assumptions to be
made in future periods, compensation expense recorded may differ
significantly from that recorded in the current period. See Note 17 for more
information regarding the assumptions used in estimating the fair value of

stock options.

New Accounting Pronouncements: A summary of new accounting

pronouncements that may affect the Company follows:

In December 2007, the Financial Accounting Standards Board (“FASB”)
issued new accounting guidance which changes how the Company accounts
for business acquisitions occurring after January 1, 2009. The guidance
requires the acquiring entity in a business combination to recognize all the
assets acquired and liabilities assumed in the transaction and establishes the
acquisition-date fair value as the measurement objective for all assets
acquired and liabilities assumed in a business combination. Certain
provisions of this guidance have, among other things, impacted the
determination of acquisition-date fair value of consideration paid in a
business combination (including contingent consideration); required the
Company to exclude transaction costs from acquisition accounting for
acquisitions occurring after January 1, 2009; and changed accounting
practices for acquired contingencies, acquisition-related restructuring costs,
in-process research and development, indemnification assets, and tax
benefits. For the Company, this guidance was effective beginning January 1,

2009.

In December 2007, the FASB issued accounting guidance, which
establishes new standards governing the accounting for and reporting of A
noncontrolling interest (“NCI”) in partially owned consolidated subsidiaries
and the loss of control of subsidiaries. Certain provisions of this guidance
indicate, among other things, that NCI (previously referred to as minority

interest), in most cases, be treated as a separate component of equity, not as
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¢ ronsolidated subsidiary be allocated to the NCI even when such allocation
(-navbar
might result in a deficit balance. This standard also required the Company to
collapsy
change certain presentation and disclosures in its financial statements. For
the Company, this guidance was effective beginning January 1, 2009. At
December 31, 2010, the Company’s noncontrolling interest consists of a
6.2% aggregate equity interest in its subsidiary, NDeX, and a 14.7% equity
77
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interest in DiscoverReady LLC. Each of the holders of the Company’s
noncontrolling interest has the right, for a certain period of time, to require
either NDeX or DiscoverReady, as applicable, to repurchase all or a portion
of the equity interest held by such holder. To the extent any holder of an
equity interest in NDeX timely exercises this right, the purchase price of the
equity interest will be based on 6.25 times NDeX’s trailing twelve month
earnings before interest, taxes, depreciation and amortization less the
aggregate amount of any interest bearing indebtedness outstanding for
NDeX as of the date the repurchase occurs. To the extent DR Holdco, the
holder of the noncontrolling interest in DiscoverReady, exercises its right,
the purchase price of its equity interest in DiscoverReady will be based on
the fair market value of the equity interest. Because the NCIs in both NDeX
and DiscoverReady have redemption features outside of the control of the
Company, the Company will continue to show the NCIs in the mezzanine
section of the balance sheet between “Liabilities” and “Stockholders’
Equity,” rather than as a separate component of equity. The Company is also
required to adjust these NClIs to either their fair value or their redemption
amount at each reporting period. Because the redeemable feature of the
NDeX NCI is based upon a formula, the Company adjusts this NCI to its
redemption amount. The Company has chosen to record such adjustment
through “additional paid-in capital” rather than directly as a charge against
earnings, and has therefore employed the two-class method to calculate
earnings per share based on net income attributable to its common
stockholders. Because the redeemable feature of the DiscoverReady NCI is
based on its fair value, such adjustment is also recorded through “additional
paid-in capital”, but it is not an item affecting net income attributable to the
Company’s common stockholders. The Company has recorded an
adjustment of $(0.2) million (net of tax) to record the redeemable
noncontrolling interest in NDeX to its redemption value and $4.6 million

(net of tax) to record the redeemable noncontrolling interest in
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companies to provide enhanced disclosures regarding derivative instruments Co]]aps}

and hedging activities in order to better convey the purpose of derivative use
in terms of the risks that such companies are intending to manage.
Disclosures about (a) how and why an entity uses derivative instruments,

(b) how derivative instruments and related hedged items are accounted, and
(c) how derivative instruments and related hedged items affect a company’s
financial position, financial performance, and cash flows are required. This
guidance was effective beginning January 1, 2009, for the Company.
Accordingly, the Company has included the required disclosures in Note 4

below.

In June of 2009, the FASB updated its accounting guidance for variable
interests by requiring a company to perform an analysis to determine
whether the company’s variable interests give it a controlling financial
interest in a variable interest entity. This updated guidance is effective for
the Company beginning on January 1, 2010. This updated guidance did not
have a material effect on the Company’s consolidated results of operations

or financial condition.

In July, 2009 the FASB issued guidance on disclosures of supplementary
pro forma information for business combinations. This guidance requires
that comparative financial statements present and disclose revenue and
earnings of the combined entity as though the business combination(s) that
occurred during the current year had occurred as of the beginning of the
comparable prior annual reporting period only. The amendments also
expand the supplemental pro forma disclosures to include a description of
the nature and amount of material, nonrecurring pro forma adjustments
directly attributable to the business combination included in the reported pro A
forma revenue and earnings. This guidance was effective for the Company
beginning on January 1, 2010. The Company currently discloses pro forma

information in accordance with this guidance (see Note 3).
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¢ active market for the identical liability is not available, such as the use of an
(-navbar
identical or similar liability when traded as an asset. The guidance also
collapsy
further clarifies that a quoted price in an active market for the identical
liability at the measurement date and the quoted price for the identical
liability when traded as an asset in an active market when no adjustments to
the quoted price of the asset are required are both Level 1 fair value
measurements. If adjustments are
78
A
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required to be applied to the quoted price, it results in a level 2 or 3 fair
value measurement. This additional guidance was effective for the
Company beginning on January 1, 2010. This updated guidance did not
have a material effect on the Company’s consolidated results of operations

or financial condition.

In January 2010, the FASB amended guidance to improve disclosures
about fair value measurements. The amended guidance requires entities to
disclose the amounts of significant transfers between Level 1 and Level 2 of
the fair value hierarchy and the reasons for these transfers, the reasons for
any transfers in or out of Level 3, and information in the reconciliation of
recurring Level 3 measurements about purchases, sales, issuances and
settlements on a gross basis. The amended guidance also clarifies the
requirements for entities to disclose information about both the valuation
techniques and inputs used in estimating Level 2 and Level 3 fair value
measurements. This additional guidance is effective for the Company
beginning on January 1, 2011. The Company does not expect this updated
guidance to have a material effect on its financial statements, but will likely

require an increased level of disclosures.

Note 2. Basic and Diluted Income Per Share

Basic per share amounts are computed, generally, by dividing net income
by the weighted-average number of common shares outstanding. The
Company has employed the two-class method to calculate its earnings per
share, as it relates to the redeemable noncontrolling interest in NDeX, based
on net income attributable to its common stockholders. At December 31,

2010, 2009 and 2008, there were no shares of preferred stock issued and
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outstanding. Diluted per share amounts assume the conversiolY, exercise, or

~—issuance of all potential common stock instruments (see Note 17 for
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TIREREEEREL DA ti less their effect is anti-dilutive, thereb
JM n{/[fwfrptj{))og(jﬁpc ipns) unless their effect is anti-dilutive, thereby —
¢ reducing the loss per share or increasing the income per share.
& P & P (navbar
collapsy
The following table computes basic and diluted net income attributable
to The Dolan Company common stockholders per share (in thousands,
except per share amounts):
Years Ended December 31,
2010 2009 2008
Net income attributable to The Dolan
Company $32,355 $30,813 $14,303
(Increase) decrease in redeemable
noncontrolling interest, net of tax 217 (9,262) —
Net income attributable to The Dolan
Company common stockholders 32,572 21,551 14,303
Basic:
Weighted average common shares
outstanding 30,442 30,038 27,073
Weighted average common shares of
unvested restricted stock (291) (206) (88)
Shares used in the computation of basic net
income per share 30,151 29,832 26,985
Net income attributable to The Dolan
Company common stockholders per
share — basic $ 108 $ 072 $ 0.53 A
Diluted:
Shares used in the computation of basic net
income per share 30,151 29,832 26,985
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Net income attributable to The Dolan
Company common stockholders per
share — diluted $ 1.08 $ 072 $ 053
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For the years ended December 31, 2010, 2009 and 2008, options to
purchase approximately 1.7 million, 1.4 million and 1.1 million weighted
shares of common stock, respectively, were excluded from the computation

because their effect would have been anti-dilutive.

Note 3. Business Combinations/Acquisitions

Management is responsible for determining the fair value of the assets
acquired and liabilities assumed at the acquisition date. The fair values of
the assets acquired and liabilities assumed represent management’s estimate
of fair values. Management determines valuations through a combination of
methods which include internal rate of return calculations, discounted cash
flow models, outside valuations and appraisals and consideration of market
conditions. The results of the acquisitions are included in the accompanying
consolidated statement of operations from the respective acquisition dates

forward.

2010 Acquisitions/Equity Transactions:

Acquisition of DataStream Content Solutions, LLC: On December 1,
2010, the Company acquired DataStream Content Solutions, LLC
(“DataStream™). In connection with this acquisition, the Company paid the
sellers $15.0 million in cash at closing, held back $1.5 million payable
18 months after closing to secure indemnification claims, and is obligated to
pay up to an additional $4.0 million in earnouts in two annual installments.
The amount of the two annual earnout payments is based upon the acquired
business achieving certain EBITDA targets during the calendar years ended

December 31, 2011 and 2012. These assets are part of the Company’s
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Business Information segment. The Company paid approximaYtely

~=—$0.3 million in deal costs associated with this transaction.
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o) | et con (/ ) =
) Management estimated the fair value of assets acquired and liabilities (navbar
assumed and was assisted by a business valuation done by an independent Co]]aps}

third-party valuation firm. The fair value of acquired intangible assets is not
yet finalized as management is completing the fair value estimation due to
the timing of the acquisition. Fair value included: $0.2 million to fixed
assets; $0.3 million to various working capital items; $5.6 million to various
technology, including both existing technology and technology in process;
$9.2 million to customer relationships; $0.2 million to a license agreement;
$1.6 million to trademarks; and $2.6 million to goodwill. The amortization
periods for the finite-lived intangible assets will be determined in
accordance with the expected periods over which cash flows from these
various intangible assets will be received, and will be finalized upon
completion of the fair value estimation. In connection with this acquisition,
the Company was required to estimate the fair value of the earnout
payments and determined that the earnouts of $4.0 million, in the aggregate,
were likely to be achieved. As a result, the Company has therefore included
the present value of these payments, or $3.2 million, in its determination of
consideration transferred. The Company has determined that this earnout
liability is a Level 3 fair value measurement within the Financial
Accounting Standards Board’s (FASB) fair value hierarchy, and such
liability is adjusted to fair value at each reporting date, with the adjustment

reflected in selling, general and administrative expenses.

The Company paid a premium over the fair value of the net tangible and
identified intangible assets acquired in the acquisition (i.e., goodwill)
because the Company anticipates revenue synergies and operational
efficiencies through combined general and administrative and corporate
functions. Such goodwill is deductible for tax purposes, and has been

allocated to the Business Information segment.

Acquisition of Federal News Service, Inc.: On August 9, 2010, the
Company acquired certain assets of Federal News Service, Inc. (“Federal

News”) for $1.7 million in cash. Of the $1.7 million fair value purchase
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Acquisition of Noncontrolling Interest in NDeX: On January 4, 2010,
the Company, along with its wholly-owned subsidiary, Dolan APC, LLC,
entered into a common unit purchase agreement with the Trott Sellers,
including one of the Company’s executive officers, David A. Trott, under
the terms of which the Trott Sellers sold their remaining aggregate 2.4%
ownership interest in NDeX, for an aggregate $5.0 million. The Company
paid $2.4 million of the aggregate purchase price during 2010, with the
remaining $2.6 million payable in equal monthly installments through
December 1, 2012, with interest accruing at a rate of 4.25% per annum. The
Company accounted for this acquisition as an equity transaction by reducing
redeemable noncontrolling interest on the Company’s balance sheet by

$5.0 million. No deal costs were incurred with respect to this transaction.

Redemption of Noncontrolling Interest of Feiwell & Hannoy in
NDeX: On February 28, 2010, NDeX redeemed a 1.7% ownership interest
in NDeX from Feiwell & Hannoy, which exercised its put right pursuant to
the NDeX operating agreement. NDeX redeemed these common units for
$3.5 million, which is payable to Feiwell & Hannoy in equal quarterly
installments through December 3, 2012, with interest accruing at a rate of
5.25% per annum. The Company paid $1.1 million of this note in 2010. The
Company accounted for this acquisition as an equity transaction by reducing
redeemable noncontrolling interest on the Company’s balance sheet by

$3.5 million. No deal costs were incurred with respect to this transaction.

The following table provides information on the fair value of the assets A
acquired and liabilities assumed for the DataStream and Federal News
acquisitions. The allocations of the purchase price are as follows (in

thousands):
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C ) at their fair values: (navbar
Working capital $ 341 $ 404 $ 745 collaps}
Property and equipment 209 — 209
Technology 5,607 — 5,607
Trademark/domain names 1,643 — 1,643
Customer relationships 9,154 1,244 10,398
License agreements 226 — 226

Goodwill 2,601 — 2,601

Total consideration $ 19,781 $ 1,648 $21,429

2009 Acquisitions/Equity Transactions:

Albertelli: On October 1, 2009, NDeX acquired the mortgage default
processing services and certain title assets of the Albertelli Sellers for a total
maximum cash purchase price of $19.0 million as follows: $7.0 million paid
at closing; an additional $1.0 million held back for one year to secure the
Albertelli Sellers’ obligations under the asset purchase agreement, which
was paid in full on October 1, 2010; an additional $2.0 million in equal
installments of $1.0 million each, with $1.0 million paid on October 1,
2010, and $1.0 million to be paid on October 1, 2011; and earnouts payable
of up to an additional $9.0 million in three annual installments of up to
$3.0 million each. The amount of these three annual earnout payments is
based upon the adjusted EBITDA for the acquired mortgage default
processing services and related title business during the twelve calendar
months ending on each of September 30, 2010, 2011, and 2012. On
October 1, 2010, the Company paid $3.0 million for the first of the three
annual earnout payments. These assets are part of the Company’s Mortgage A

Default Processing Services segment.

In addition, NDeX also entered into a twenty-year services agreement
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The fair value of the acquired business was determined by management
through a business valuation done by management with the assistance of an
independent third-party valuation firm. The total fair value of $16.7 million
was estimated using a discounted cash flow analysis (income approach)
using a 16.5% discount rate estimated on October 1, 2009 and a 2.5%
long-term growth rate. The fair value was allocated as follows: $0.2 million
to fixed assets; $14.3 million to the long-term service agreement to be
amortized over 20 years, representing the initial term of the services
agreement and the expected life over which cash flows will be provided;
and $2.2 million to goodwill. In connection with this acquisition, the
Company was required to estimate the fair value of the earnout payments
and determined that the earnouts of $9.0 million, in the aggregate, were
likely to be achieved. As a result, the Company has therefore included the
present value of these payments in its determination of fair value. The
Company has determined that this earnout liability is a Level 3 fair value
measurement within the Financial Accounting Standards Board’s (FASB)
fair value hierarchy, and such liability is adjusted to fair value at each
reporting date, with the adjustment reflected in selling, general and
administrative expenses. See Note 5 for information pertaining to changes
in the fair value of this liability during the year ended December 31, 2010.

Deal costs associated with this acquisition were immaterial.

The Company paid a premium over the fair value of the net tangible and
identified intangible assets acquired in the acquisition (i.e., goodwill)
because the acquired business is a complement to NDeX and the Company
anticipates cost savings and revenue synergies through combined general
and administrative and corporate functions. Such goodwill is deductible for
tax purposes, and has been allocated to the Mortgage Default Processing

Services segment.
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~—| DiscoverReady: On November 2, 2009, the Company acquired an 85%
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¢ $28.9 million in cash at closing and placed an additional $3.0 million in (navbar

escrow. The total purchase price included a target for net working capital of
collapsy

$2.4 million. The actual amount for net working capital at the closing date

was $5.1 million, and, as such, the Company paid an additional $2.7 million

to the sellers during 2009. DiscoverReady is part of the Company’s

Litigation Support Services segment.

In accordance with the terms of the DiscoverReady operating agreement,
the Company repurchased a 0.3% equity interest in DiscoverReady from
DR Holdco in connection with the expiration of the employment agreement
of DiscoverReady’s former chief financial officer in April 2010. The
Company paid $0.1 million for this equity interest in DiscoverReady, and as
a result of this transaction, its interest in DiscoverReady was increased to

85.3%.

Due to a put feature exercisable at the discretion of the noncontrolling
interest holder, the Company records on its balance sheet an adjustment for
that portion of DiscoverReady which it does not own as redeemable
noncontrolling interest, which is adjusted to fair value at each balance sheet
date. The Company has determined that this redeemable noncontrolling
interest is a Level 3 fair value measurement within the FASB’s fair value
hierarchy. See Note 5 for information pertaining to changes in the fair value

of this noncontrolling interest during the year ended December 31, 2010.

Management determined the fair value of the acquired business and
related redeemable noncontrolling interest at the date of acquisition through
a business valuation done by management with the assistance of an
independent third-party valuation firm. The total fair value of $37.5 million
was estimated using a discounted cash flow analysis (income approach) A
using a discount rate of 23.6% for this acquisition. The fair value was
allocated as follows: $2.4 million to net working capital/capital lease
liability; $1.1 million to fixed assets; $1.3 million to non-compete

agreements, to be amortized over four years; $1.6 million to trademarks and
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domain names, to be amortized over ten years; $5.9 million t0#frade names,

~=—10 be amortized over 15 years; $9.3 million to customer lists (preliminary
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¢ Jo 12 years; and $15.8 million to goodwill (preliminary allocation at
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December 31, 2009 was $17.3 million). The December 31, 2009 balance
collapsy
sheet and statement of operations were not retroactively adjusted for this
measurement period adjustment as the amount of the change was not
material to the 2009 financial statements.
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The Company paid a premium over the fair value of the net tangible and
identified intangible assets acquired in the acquisition (i.e., goodwill)
because the Company anticipates revenue synergies and operational
efficiencies through combined general and administrative and corporate
functions. Such goodwill is deductible for tax purposes, and has been

allocated to the Litigation Support Services segment.

Acquisition of Noncontrolling Interest in NDeX. On December 31,
2009, the Company entered into a common unit purchase agreement with
the Trott Sellers, including one of the Company’s executive officers, David
A. Trott, under the terms of which the Trott Sellers sold an aggregate 5.1%
membership interest in NDeX to the Company, for a purchase price of
$10.6 million, consisting of $8.0 million paid in cash and 248,000 shares of
the Company’s common stock with a fair market value of $2.6 million. The
Company accounted for this acquisition as an equity transaction by reducing
noncontrolling interest on the Company’s balance sheet by $10.6 million.

Deal costs associated with this transaction were immaterial.

The following table provides information on the fair value of the assets
acquired and liabilities assumed for the Albertelli and DiscoverReady
acquisitions. The allocations of the purchase price are as follows (in

thousands):

Albertelli DiscoverReady Total A
Assets acquired and liabilities assumed
at their fair values:
Working capital $ — 5 2,400 $ 2,400
Property and equipment 198 955 1,153
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Trademark/domain names — 1,625 1,625
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Customer list — 9,302 9,302
Noncompete agreements — 1,354 1,354
Goodwill 2,215 15,806 18,021
Redeemable noncontrolling interest — (5,625) (5,625)

Total consideration $16,705 $ 31,875 $48,580

2008 Acquisitions:

Legal and Business Publishers, Inc.: On February 13, 2008, the
Company acquired the assets of Legal and Business Publishers, Inc., which
include The Mecklenburg Times, an 84-year old court and commercial
publication located in Charlotte, North Carolina, and electronic products,
including www.mecktimes.com and www.mecklenburgtimes.com. For these
assets, the Company paid $2.8 million, plus acquisition costs of $95,000, in
cash on the closing date and an additional $500,000 in the second quarter of
2008. During 2008, the Company paid an additional $497,500 in connection
with the business achieving the revenue targets set forth in the purchase
agreement. The Company has accounted for these payments as additional
purchase price. These assets are part of the Company’s Business

Information segment.

Of the $3.8 million of acquired intangibles, the Company allocated
$0.7 million to newspaper mastheads, which is being amortized over
30 years, and $3.1 million to advertising customer lists, which is being
amortized over 10 years. The Company engaged an independent third-party
valuation firm to assist it in estimating the fair value of the finite-life
intangible assets. The value of these intangibles was estimated using a
discounted cash flow analysis (income approach) assuming a 17% weighted

average cost of capital.
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In addition, the Company incurred acquisition costs of approximately

$0.2 million. Under the purchase agreement, NDeX was obligated to pay up
to an additional $2.0 million in purchase price depending upon the adjusted
EBITDA for this business during the twelve months ended March 31, 2009.
In connection with the partial achievement of this performance target,
NDeX paid an additional $1.3 million in purchase price to the sellers in
20009. In connection with the acquisition of the mortgage default processing
services business of Wilford & Geske, NDeX appointed the managing
attorneys of Wilford & Geske as executive vice presidents of NDeX. These
assets are part of the Company’s Mortgage Default Processing Services

segment.

In connection with this acquisition, NDeX entered into a services
agreement with Wilford & Geske that provides for the exclusive referral of
files from the law firm to NDeX for processing for an initial term of fifteen

years.

The Company allocated $14.8 million to the long-term service
agreement, which is being amortized over 15 years, representing its initial
contractual term. The Company engaged an independent third-party
valuation firm to assist it in estimating the fair value of the service
agreement. The value of the service agreement was estimated using a
discounted cash flow analysis (income approach) assuming a 3% revenue

growth and an 18% discount rate.

Minnesota Political Press: On March 14, 2008, the Company acquired
the assets of Minnesota Political Press, Inc. and Quadriga Communications,
LLC, which includes the publication, Politics in Minnesota, for a purchase

price of $285,000 plus acquisition costs of approximately $49,000. The
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Midwest Law Printing Co., Inc.: On June 30, 2008, the Company Co]]aps}
acquired the assets of Midwest Law Printing Co., Inc., which provides
printing and appellate services in Chicago, Illinois. The Company paid
$600,000 in cash for the assets at closing. Acquisition costs associated with
this purchase were immaterial. The Company paid an additional $75,000 in
2009, which was held back to secure indemnification claims. Under the
purchase agreement, the Company is also obligated to pay the seller up to an
additional $225,000 in three annual installments of up to $75,000 each
based upon the revenues it earns from the assets in each of the three years
following closing. In connection with the satisfaction of the first and second
revenue targets, the Company paid the seller $75,000 in additional purchase
price in both 2010 and 2009. The purchase price has been allocated to a
customer list, which is being amortized over seven years, and working

capital in the amount of $10,000. These assets are part of the Company’s

Litigation Support Services segment.

National Default Exchange, L.P. and related entities: On September 2,
2008, NDeX acquired all of the outstanding equity interests in
Barrett-NDEX for a total of $167.5 million in cash, of which $151.0 million
was paid to or on behalf of the sellers of Barrett-NDEX, or their designees,
$15.0 million was placed in escrow to secure payment of indemnification
claims and an additional $1.5 million was held back pending working
capital adjustments. In addition to the cash payments, NDeX also issued to
the sellers of Barrett-NDEX an aggregate 6.1% interest in NDeX, which had
an estimated fair market value of approximately $11.6 million on July 28,
2008, the date the parties signed the equity purchase agreement. The
Company also issued to the sellers of Barrett-NDEX, or their designees,
825,528 shares of its common stock, which had a fair market value of
$16.5 million based upon the average of the daily last reported closing price
for a share of the Company’s common stock on the five consecutive trading
days beginning on and including July 24, 2008, two trading days prior to the
date the Company announced this acquisition. The Company incurred

transaction costs of approximately $1.3 million in connection with the
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forth in the equity purchase agreement as there was an actual working
capital (deficit) of $(1.4) million as of the measurement date. As a result, the
Company recovered the $3.4 million shortfall by having the sellers of
Barrett-NDEX release the
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$1.5 million holdback payable to them and by taking receipt of $1.9 million
out of the escrow. Barrett-NDEX is included in the Company’s Mortgage

Default Processing Services segment.

The table below (amounts in thousands) shows the Company’s
preliminary allocation of purchase price, along with the final purchase price
allocation completed in the third quarter of 2009. The final allocation also
includes adjustments to goodwill for the achievement of the earnout
($13.0 million) as well as the adjustment to deferred income taxes recorded
as a result of the adjustments to the fair value of the intangible assets
acquired in this acquisition. See Note 13 for additional information relating

to the deferred income taxes adjustment.

Amortization Preliminary Final

Period Allocation  Allocation

Long-term service agreement 25years $ 154,000 $ 59,728
Customer list 15 years — 19,565
Non-compete agreements 5 years 5,000 3,198
Finite-life intangible assets 159,000 82,491
Trade names — — 6,537
Goodwill — 37,827 116,927
Indefinite-lived intangible asset 37,827 123,464
Software 2 years 6,949 5,542
Total $ 203,776 $211,497
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v

~—| The Company’s preliminary purchase price allocation combined the
L]

JJ eNﬂf (“II,N{ [;)"effjff;t i e Barrett Law Firm and customer list related to —
_J 'fJ/’ A J.(-j 44 4 —
¢ [alifornia foreclosure files as a single intangible asset. In completing the
(navbar

collapsy

final allocation, the Company determined that the California customer list is
a separate identifiable asset from the services agreement because the
services agreement requires NDeX to provide mortgage default processing
services only to the Barrett Law Firm whereas NDeX provides these
services directly to lenders and mortgage servicers on loans secured by
properties in California under no specific services agreement. The
Company’s initial assumptions regarding Barrett-NDEx’s California
operations also included obtaining new customers in the California market,
the value of which the Company preliminarily allocated to the services

agreement and later determined was goodwill.

The values of the intangible assets and software acquired were estimated
by management with the assistance of an independent third-party valuation
firm. The primary assets acquired were the services agreement and the
customer list. To estimate the fair value of these assets, the Company used a
discounted cash flow analysis (income approach) using an average annual
growth rate of approximately 3% and a discount rate of 15.4%, all of which

were estimated on September 2, 2008.

The Company paid a premium over the fair value of the net tangible and
identified intangible assets acquired in connection with this acquisition (i.e.
goodwill) because the acquired business is a complement to NDeX and the
Company anticipated cost savings and revenue synergies through combined
general and administrative functions. This goodwill is deductible for tax

purposes.

The Company recorded working capital for cash ($3.1 million), accounts
receivable, net and unbilled pass-through costs ($22.9 million), accounts A
payable and accrued pass-through liabilities ($24.3 million) and other items
of working capital that existed on September 2, 2008 (the closing date of the

acquisition) in accordance with the terms of the equity purchase agreement.
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The following table provides information on the Company’s purchase

price allocations for the aforementioned 2008 acquisitions. The allocations

of the purchase price are as follows (in thousands):

Midwest
Legal and MN Law
Business  Wilford & Political Printing Barrett-

Publishers Geske Press Co., Inc. NDEx

Total

Assets acquired
and liabilities
assumed at their

fair values:

Working capital

(deficit) $ —%$ — % —$ 10 % (1,395 $ (1,385)
Property and

equipment 50 122 — — 3,090 3,262
Software — — — — 6,217 6,217
Long-term

service

contract — 14,829 — — 59,728 74,557
Customer list 3,125 — 334 725 19,565 23,749
Other finite-life

intangible

assets 667 — — — 9,735 10,402
Goodwill — — — — 116,927 116,927
Deferred tax

liability — — — — (7,216)  (7,216)
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Total v
~=—| consideration,

J || medfbinmgosy
_J .'fJ/’ s JJ 44 4
r | expenses 3,842 $14,951 $ 334 $ 735 $206,651 $226,513

Break-up fee: Pursuant to its agreement with the sellers of a business
that the Company intended to acquire in 2008, the Company paid
$1.5 million to the sellers because the Company was unable to obtain debt
financing on terms and timing satisfactory to the Company to close the

acquisition.

Pro Forma Information (unaudited): Actual results of operations of the
equity interests and assets acquired in 2010, 2009 and 2008 are included in
the consolidated financial statements from the dates of acquisition. The
unaudited pro forma condensed consolidated statement of operations of the
Company, set forth below, gives effect to these acquisitions using the
purchase method as if the acquisitions occurred on January 1, 2008. These
amounts are not necessarily indicative of the consolidated results of
operations for future years or actual results that would have been realized
had the acquisitions occurred as of the beginning of each such year (in

thousands, except per share data):

Pro Forma

Years Ended December 31,

2010 2009 2008

Total revenues $319,082 $299,523 $220,525
Net income (loss) attributable to The

Dolan Company 31,541 35,625 16,827
Net income (loss) attributable to The

Dolan Company per share:

Basic $ 105 $ 118 $ 0.61

Diluted $ 104 $ 118 $ 0.60
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Pro forma weighted average shares v
~—| outstanding:
J wakfillnen) oo / 30,151 30,079 27,786 —
o) | ek, o , : : —
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Note 4. Derivative Instruments

On January 4, 2010, the Company entered into an interest rate swap
agreement to manage the risk associated with a portion of its floating-rate
long-term debt, and to replace and expand that portion of the current swap
agreement that matured on February 22, 2010. The Company does not
utilize derivative instruments for speculative purposes. The interest rate
swap involves the exchange of fixed-rate and variable-rate payments
without the exchange of the underlying notional amount on which the
interest payments are calculated. The notional amount of the new swap
agreement is $50 million through December 30, 2012, $35 million from
December 31, 2012 through December 30, 2013, and $25 million from
December 31, 2013 through June 30, 2014. The Company has designated
this swap as a cash flow hedge and has determined that it qualifies for hedge
accounting treatment. Changes in fair value of the cash flow hedge are
recorded in other comprehensive loss (net of tax) until income or loss from

the cash flows of the hedged item is realized.

As December 31, 2010, the Company had $1.3 million in other
comprehensive loss related to unrealized losses (net of tax) on the cash flow
hedge. There was no other comprehensive loss as of December 31, 2009.
Unrealized gains and losses are reflected in net income attributable to The
Dolan Company when the related cash flows or hedged transactions occur

and offset the related performance of the hedged item.

This cash flow hedge was highly effective for the year ended
December 31, 2010. The Company does not expect to reclassify any
amounts from other comprehensive income to net income attributable to

The Dolan Company during 2011. The occurrence of these related cash
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flows and hedged transaction remains probable.

—

1
_JM (}ﬁﬂm%éﬁﬂ l’ha( Lllities of $2.4 million and $1.5 million resulting

r

rom interest rate swaps at December 31, 2010 and 2009, respectively,
which are included in accrued liabilities or other liabilities on the balance
sheet, depending upon the timing of the expiration of the swap agreement.
As of December 31, 2010, the aggregate notional amount of the swap
agreements was $75 million, of which $25 million will mature on March 31,
2011, and the balance of the $50 million notional swap will mature on
various dates through June 30, 2014, as discussed above. The swap
agreement maturing on March 31, 2011, does not qualify for hedge
accounting. Total floating-rate borrowings not offset by the swap

agreements at December 31, 2010, totaled $59.0 million.

By their nature, derivative instruments are subject to market risk.
Derivative instruments are also subject to credit risk associated with
counterparties to the derivative contracts. Credit risk associated with
derivatives is measured based on the replacement cost should the
counterparty with a contract in a gain position to the Company fail to
perform under the terms of the contract. The Company does not anticipate

nonperformance by the counterparty.

Note 5. Fair Value of Financial Instruments

The Company’s financial assets and liabilities are measured at fair value
as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the
measurement date (exit price). The Company classifies the inputs used to

measure fair value into the following hierarchy:

Level 1 Quoted prices in active markets for identical assets or liabilities.
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Level 2 Quoted prices in active markets for similar assets df liabilities,

—_ or quoted prices for identical or similar assets or liabilities in
J ol il t acti inputs other th ted pri —
HS e not active, or inputs other than quoted prices —
m _,/J,J,,J,,jaujff, P quoted p —
( that are observable or can be corroborated by observable market
(navbar
data for the asset or liability.
collapsy
Level 3 Unobservable inputs for the asset or liability that are supported
by little or no market activity. These fair values are determined
using pricing models for which the assumptions utilize
management’s estimates or market participant assumptions.
Assets and Liabilities Measured at Fair Value on a Recurring
Basis. The fair value hierarchy requires the use of observable market data
when available. In instances where inputs used to measure fair value fall
into different
87
A\
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levels of the fair value hierarchy, the fair value measurement has been
determined based on the lowest level input that is significant to the fair
value measurement in its entirety. The Company’s assessment of the
significance of a particular item to the fair value measurement in its entirety
requires judgment, including the consideration of inputs specific to the asset

or liability.

The fair value of interest rate swaps is determined by the respective
counterparties based on interest rate changes. Interest rate swaps are valued
based on observable interest rate yield curves for similar instruments. The
fair value of the earnout liability recorded in connection with the NDeX
Florida operations acquired from the Albertelli Sellers and the earnout
liability recorded in connection with the DataStream acquisition are
determined by management based on projected financial performance and
an estimated discount rate. The fair value of the redeemable noncontrolling
interest in DiscoverReady is determined by management using a market

approach.

The following table summarizes the balances of liabilities measured at
fair value on a recurring basis as of December 31, 2010 and 2009 (in

thousands):

Level 1 Level 2 Level 3 Total

December 31, 2010
Interest rate swaps $ — $2,400 $ — $ 2,400
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Earnout liability recorded in v
~—| connection with the NDeX Florida
L1 et i e e =
r | Albertelli Sellers — — 5,069 5,069 (.navbar
Earnout liability recorded in collaps}
connection with the DataStream
acquisition — — 3,171 3,171
Redeemable noncontrolling interest
in DiscoverReady — — 13,652 13,652
Total $ — $2,400 $21,892 $24,292
December 31, 2009
Interest rate swaps $ — $1471 $ — $ 1,471
Earnout liability recorded in
connection with the NDeX Florida
operations acquired from the
Albertelli Sellers — — 6,999 6,999
Redeemable noncontrolling interest
in DiscoverReady — — 5,902 5,902
Total $ — $1,471 $12,901 $14,372
The following table summarizes the changes in fair value for all
liabilities measured at fair value on a recurring basis using significant
unobservable inputs (Level 3) for the year ended December 31, 2010 (in
thousands):
Fair Value
Fair Value Adjustment A
Adjustment Distributions Included in
Included in to Minority ~ Additional
NetIncome Minority Partners/  Paid-in

Beginning Attributable Partners’ Redemptions/ Capitaland End of
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of Period to the Dolan Share of Earnout Dé¥rred Period

= Balance Company Earnings Payments Taxes Balance

109 | 2
o) sl ” ' —
recorded in (navbar

connection collaps}
with the NDeX

Florida

operations

acquired from

the Albertelli

Sellers $6999 $ 10708 — $ (3,000)% — $ 5,069
Earnout liability

recorded in

connection

with the

DataStream

acquisition — 3,171 — — — 3,171
Redeemable

noncontrolling

interest in

DiscoverReady 5,902 — 1,457 (1,135) 7,428 13,652

Total $12,901 $ 4,241 $1,457 $ (4,135)$ 7,418 $21,892

88
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The changes in fair value for all liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) table is not
included for the year ended December 31, 2009 as the earnout liability
recorded in connection with the NDeX Florida operations acquired from the
Albertelli Sellers and the redeemable noncontrolling interest in
DiscoverReady were both acquired in the fourth quarter of 2009 and their
respective balances as of January 1, 2010, represent the amounts recorded

when they were initially recorded.

As mentioned in Note 3 above, the Company repurchased a 0.3% equity
interest in DiscoverReady from DR Holdco in connection with the
expiration of the employment agreement of DiscoverReady’s former chief
financial officer in April 2010. The Company paid $0.1 million for this
equity interest in DiscoverReady, which is included in Distributions to
Minority Partners/Redemptions in the table above along with $1.0 million

in distributions to minority partners.

Non-Financial Assets and Liabilities Measured at Fair Value on a
Non-Recurring Basis. Certain assets and liabilities are measured at fair
value on a nonrecurring basis and are subject to fair value adjustments in
certain circumstances (e.g., when there is evidence of impairment). No such
fair value adjustments were required during the years ended December 31,

2010, 2009 or 2008.

Fair Value of Financial Instruments: The carrying value of cash
equivalents, accounts receivable, accounts payable and accrued expenses
approximate fair value because of the short-term nature of these
instruments. The carrying value of the Company’s debt is the remaining

amount due to its debtors under borrowing arrangements. On December 6,
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2010, the Company refinanced its debt. The Company noted 16 significant
~—rhanges in interest rates between December 6, 2010 and December 31,
1
CrlobfikalER) <ty the falkying value of variable-rate debt under the
o) ey fhngnstsny g
¢ Company’s senior credit facility of $134.0 million approximates its

estimated fair value.

Note 6. Investments

Investments consisted of the following at December 31, 2010 and 2009

(in thousands):

Accounting Percent December 31,
Method Ownership 2010 2009
The Detroit Legal News
Publishing, LL.C Equity 35 $13,154 $15,479
Other Equity 19.5 654 —
Total $13,808 $15,479

For the years ended December 31, 2010 and 2009, the equity in earnings

(loss) is as follows (in thousands):

Year Ended

December 31,

2010 2009 2008
The Detroit Legal News Publishing, LL.C $4,676 $4,853 $5,646
Other 96) (238)  —
Total $4,580 $4,615 $5,646
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The Detroit Legal News Publishing, LLC: The Company*wns a 35%

~—membership interest in The Detroit Legal News Publishing, LLC

(14 L]
“TIUPFTELNEADTEL 1 pRbJislles ten weekly legal newspapers, along with one
il WL e p( y legal newspapers, along —
r puarterly magazine, all located in southern Michigan. The Compan
ymas & pany (navbar
accounts for this investment using the equity method. The membership
collapsy
operating agreement provides for the Company to receive quarterly
distributions based on its ownership percentage.
The difference between the Company’s carrying value and its 35% share
of the members equity of DLNP relates principally to an underlying
customer list at DLNP that is being amortized over its estimated economic
life through 2015.
89
A
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The following table summarizes certain key information relative to the

Company’s investment in DLNP as of December 31, 2010 and 2009, and for
the years ended December 31, 2010, 2009 and 2008 (in thousands):

Carrying value of investment
Underlying finite-life customer list, net of

amortization

Equity in earnings of DLNP, net of
amortization of customer list
Distributions received

Amortization expense

As of December 31,

2010 2009

$13,154 $15,479

7,413 8,921
Years Ended December 31,
2010 2009 2008

$4,676  $4,853  $5,646

7,000 5,600 7,000
1,508 1,508 1,508

According to the terms of the membership operating agreement, any

DLNP member may, at any time after November 30, 2011, exercise a

“buy-sell” provision, as defined, by declaring a value for DLNP as a whole.

If this were to occur, each of the remaining members must decide whether it

is a buyer of that member’s interest or a seller of its own interest at the

declared stated value.

Summarized financial information for DLNP for the years ended

December 31, 2010, 2009 and 2008 is as follows (in thousands):
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v
IF_
J ([//{' (Hi 11 ol / For the Years Ended
) -
m 7/,,,],,‘],7/0,,}]], —
r December 31,
(navbar
2010 2009 2008
collapsy

Revenues $38,016 $39,258 $42,504
Cost of revenues 12,193 13,082 13,849

Gross profit 25,823 26,176 28,655
Selling, general and administrative expenses 6,713 6,504 6,482

Operating income 19,110 19,672 22,173
Interest income, net — 1 24
Local income tax (1,442) (1,500) (1,756)

Net income $17,668 $18,173 $20,441
Company’s 35% share of net income $ 6184 $ 6361 $ 7,154
Less amortization of intangible assets 1,508 1,508 1,508
Equity in earnings of DLNP, LLC $ 4676 $ 4,853 §$ 5,646

Estimated future intangible asset amortization expense in connection
with the DLNP membership interest as of December 31, 2010, is as follows
(in thousands):
For the year ending December 31,
2011 1,508
2012 1,508
2013 1,508 A
2014 1,508
2015 1,381
Thereafter -
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Property and equipment consisted of the following (in thousands):

Land

Buildings

Computers

Machinery and equipment
Leasehold improvements
Furniture and fixtures
Vehicles

Software

Construction in process

Accumulated depreciation and

amortization

Note 8. Intangible Assets

Estimated
Useful December 31,
Lives (Years) 2010 2009
N/A $ 305 305

10 2,604 2,601
2-5 12,742 9,624
3-10 2,164 2,088
3-11 4,791 4,548
3-5 7,007 5,779

3 110 43
2-5 11,812 10,205
N/A 2,812 220

44,347 35,413

(27,014)  (19,956)

$17,333 $ 15,457

Indefinite-Lived Intangible Assets: Indefinite-lived intangible assets

267 of 335

http://www.getfilings.com/sec-filings/110311/Dol...

(navbar
collapsy

05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

consist of trade names and goodwill. The Company has deter™ined that

~—these assets have an indefinite list and therefore will not be amortized. The

_JM ({/{%ﬁﬁﬂ fjf;)fﬁ((jﬁ; irfigfirfte-lived intangible assets annually on November —
¢ B0 for impairment.
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The following table represents the balances of indefinite-lived intangible
assets as of December 31, 2010, 2009, and 2008, and changes in goodwill
by segment for the years ended December 31, 2010 and 2009 (in

thousands):

Mortgage

Default  Litigation

Processing  Support Business
Services Services  Information Total
Total indefinite-lived
intangible assets as of
December 31, 2008 (all
goodwill) $ 51,906 $ 7,845 $ 59,232 $118,983
Changes in goodwill during
2009:
Barrett-NDEx 77,588 — — 77,588
NDeX Florida 2,215 — — 2,215
DiscoverReady — 17,257 — 17,257
Total goodwill as of
December 31, 2009 131,709 25,102 59,232 216,043
Trade names as of
December 31, 2009 6,537 — — 6,537
Total indefinite-lived
intangible assets as of
December 31, 2009 $138,246 $25,102 $ 59,232 $222,580
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Goodwill as of December 31, v

~— 2009 $131,709 $25,102 $ 59,232 $216,043

J atitHensnogid il/d rin
m ,ff,,},;!ff,j!%ﬂ/m 8 —
r 2010:
DiscoverReady —  (1,451) — (1,451)

(navbar

collapsy
DataStream — — 2,601 2,601

Total goodwill as of
December 31, 2010 131,709 23,651 61,833 217,193
Total trade names as of

December 31, 2010 6,537 — 1,643 8,180

Total indefinite-lived

intangible assets as of
December 31, 2010 $138,246 $23,651 $ 63,476 $225,373

The change in goodwill in the Litigation Support Services segment
resulted from the completion, in 2010, of the valuation of the assets
acquired in the 2009 DiscoverReady acquisition. The change in goodwill in
the Business Information segment resulted from the preliminary valuation
of the assets acquired through the purchase of DataStream. See Note 3 for

more information about these acquisitions.

The Company tests its indefinite-lived intangible assets for impairment
on an annual basis using a November 30 measurement date. For purposes of
this testing, the Company has four reporting units: its Business Information
segment, its Mortgage Default Processing Services segment, and the two
subsidiaries in its Litigation Support Services segment: Counsel Press and
DiscoverReady. The Company tests all finite-life intangible assets and other
long-lived assets, such as fixed assets, for impairment only if circumstances
indicate that possible impairment exists. It conducts interim impairment
tests of its indefinite-lived intangible assets whenever circumstances or
events indicate that it is more likely than not that the fair value of one of its
reporting units is below its carrying value. Circumstances that could

represent triggering events and therefore require an interim impairment test
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of indefinite-lived intangible assets or evaluation of our finiteMife intangible

~—assets or other long lived assets include the following: loss of key personnel,

1 L]
né[HENELERIER €6 itforg, higher or earlier than expected customer
JJJ fey Ef!fﬁ,jﬂﬁ Eopp 8 P —
( pttrition, deterioration of operating performance, significant adverse
(navbar
industry, economic or regulatory changes or a significant decline in market
Y g y chang & collapsy
capitalization. The Company has completed its annual test for impairment
of goodwill and has determined that there is no impairment of its goodwill
for the year ended December 31, 2010.
92
A
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Finite-Life Intangible Assets: The following table summarizes the
components of finite-life intangible assets as of December 31, 20010 and

2009 (in thousands except amortization periods):

As of December 31, 2010 As of December 31, 2009
Amortization Gross  Accumulated Gross Accumulated
Period Amount Amortization  Net Amount Amortization  Net
Mastheads 30 $ 11,95 $ (2,599 % 9,371 $ 11,965 $ (2,196) $ 9,769
Customer lists/relationships 2-15 91,799 (27,968) 63,831 79,206 (20,826) 58,380
Noncompete agreements 4-5 5,302 (3,317) 1,985 5,302 (2,488) 2,814
Long-term service
contracts 15-25 135,146 (26,899) 108,247 135,146  (19,872) 115,274

Trademark/domain names 10 1,651 (191) 1,460 1,625 27) 1,598
Trade names 15 5,918 (460) 5,458 5,918 (66) 5,852
Technology 5-20 5,607 — 5,607 — — —
Total intangibles $257,388 $ (61,429)$195,959 $239,162 $ (45,475)$193,687

Total amortization expense for finite-life intangible assets for the years
ended December 31, 2010, 2009 and 2008 was approximately $16.0 million,

$17.1 million and $11.8 million, respectively.

Estimated annual future intangible asset amortization expense as of

December 31, 2010, is as follows (in thousands):
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2011 v 17,110
~2012 15,912
J cutgl il (o / 15,677 —_—
1)) eeyedfiing, o ’ =
r 2014 14,222
(navbar
2015 13,528
collapsy
Thereafter 119,510
Total $195,959
Note 9. Long-Term Debt, Capital Lease Obligation
At December 31, 2010 and 2009, long-term debt consisted of the
following (in thousands):
December 31,
2010 2009
Senior secured debt (see below):
Senior variable-rate term note $ 50,000 $143,450
Senior variable-rate revolving note 84,000 8,000
Total senior secured debt 134,000 151,450
Unsecured notes payable 4,886 8,000
Capital lease obligations 260 515
139,146 159,965
Less current portion 7,578 22,005
Long-term debt, less current portion $131,568 $137,960
N\

Senior Secured Debt: The Company and its consolidated subsidiaries
have a credit agreement with a syndicate of banks for a $205.0 million

senior secured credit facility comprised of a term loan facility in an initial
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~—with a final maturity date of
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December 6, 2015, and a revolving credit facility in an aggregate amount of
up to $155.0 million, which may be increased pursuant to an “accordion”
feature to up to $200.0 million, with a final maturity date of December 6,
2015. At any time after December 6, 2012, if the outstanding principal
balance of revolving loans under the revolving credit facility exceeds

$50.0 million, $50.0 million of such revolving loans shall convert to an
amortizing term loan due and payable in quarterly installments with a final
maturity date of December 6, 2015. The credit facility is governed by the
terms and conditions of a Third Amended and Restated Credit Agreement
dated December 6, 2010. Prior to December 6, 2010, the Company and its
consolidated subsidiaries had a credit facility with a syndicate of lenders for
$200.0 million that consisted of a term loan facility and a revolving credit

facility.

At December 31, 2010, the Company had net unused available capacity
of approximately $71.0 million on its revolving credit facility, after taking
into account the senior leverage ratio requirements under the credit facility.
The Company expects to use the remaining availability under this credit
facility, if needed, for working capital, potential acquisitions, and other

general corporate purposes.

The existing credit facility is secured by a first priority security interest
in substantially all of the properties and assets of the Company and its
subsidiaries, including a pledge of all of the stock of such subsidiaries
except for the noncontrolling interest in NDeX and DiscoverReady. A
Borrowings under the credit facility accrue interest, at the Company’s
option, based on a base prime rate or a Eurocurrency rate, specifically
LIBOR, plus a margin that fluctuates on the basis of the ratio of the

Company’s total liabilities to the Company’s pro forma EBITDA. The
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margin on the base rate loans may fluctuate between 0.5% and2.0% and the
~—margin on the LIBOR loans may fluctuate between 2.0% and 3.5%. If the
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JM (:{/Uft I)Lrju‘jl;ﬁ(/(jfﬂ e ve interest accrue (i) based on the base rate, then —
¢ juch interest is due and payable on the first business day of each month and
(navbar

(ii) based on LIBOR, then such interest is due and payable at the end of the
collapsy

applicable interest period that the Company elected, provided that if the
applicable interest period is longer than three months interest will be due
and payable in three month intervals. At December 31, 2010, the combined
weighted-average interest rate on the senior term note and revolver was
2.5%. The Company is also required to pay customary fees with respect to
the credit facility, including an up-front arrangement fee, annual
administrative agency fees and commitment fees on the unused portion of
the revolving portion of its credit facility. The arrangement fee of

$1.7 million was paid in 2010, of which $1.3 million was recorded as
deferred financing fees to be expensed over the term of the credit facility,

and the balance of which was expensed in 2010.

The credit facility includes negative covenants, including restrictions on
the Company’s and its consolidated subsidiaries’ ability to incur debt, grant
liens, consummate certain acquisitions, mergers, consolidations and sales of
all or substantially all of its assets. The credit facility permits the Company
to pay dividends to its common shareholders as well as establish a stock
repurchase program pursuant to which the Company may repurchase shares
of its stock, subject to a debt leverage ratio requirement. The credit facility
contains customary events of default, including nonpayment,
misrepresentation, breach of covenants and bankruptcy. The credit facility
also requires that, as of the last day of any fiscal quarter, the Company and
its consolidated subsidiaries not permit: their total cash flow leverage ratio
to be more than 3.00 to 1.00 (or 3.50 to 1.00 following an acquisition
triggering event); fixed charge coverage ratio to be less than 2.00 to 1.00;
and adjusted EBITDA for the previous two fiscal quarters to be less than
$27.5 million, which amount may increase up to $35 million upon increase

of the Revolving Credit Facility pursuant to the accordion feature. AN

Unsecured Notes Payable: Under the terms of common unit purchase
agreements with the Trott Sellers dated December 31, 2009 and January 4,

2010, the Company agreed to pay an aggregate $13.0 million in installments
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for the purchase of an aggregate 7.6% ownership interest in NPeX. Of this
~—amount, $10.4 million was paid in 2010, with the balance payable in equal
1 (14
Gruffplrekalsrnty throigh December 1, 2012, at an interest rate of 4.25%
MR U :
¢ per annum. The aggregate balance on these notes at December 31, 2010 was

$2.6 million.

Under the terms of a redemption agreement with Feiwell & Hannoy, the
Company agreed to pay $3.5 million in installments for the redemption of a
1.7% ownership interest in NDeX from Feiwell & Hannoy. The $3.5 million
note is payable in 12 quarterly installments through December 3, 2012, with

interest accruing at a rate of 5.25% per

94
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annum. The Company paid $1.1 million on this note in 2010. The balance

on this note at December 31, 2010 was $2.3 million.

See Note 3 for further information related to these three transactions.

Approximate future maturities of total debt are as follows (in thousands):

2011 $ 7,578
2012 7,568
2013 10,000
2014 10,000
2015 and thereafter 104,000

Total $139,146

Note 10. Common and Preferred Stock

Common Stock. At December 31, 2010, the Company had
70,000,000 shares of common stock authorized and 30,511,408 shares of

common stock outstanding.

In December 2010, the Company’s board of directors approved a stock
buy-back plan effective upon the closing of its New Credit Agreement. This
plan allows the Company to repurchase shares of issued and outstanding

common stock at prevailing market prices or negotiated prices at any time
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through December 31, 2013. The number of shares and the tiffing of the
~—purchases will be determined at the discretion of management. Between
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b MY h 9, 2011, the C hased
JM Ef}ﬂf”m”}b%ﬂ‘ a rc e Company repurchase —
¢ 137,500 shares under this plan.
(navbar

collapsy
Preferred Stock. The Company has 5,000,000 shares of preferred stock

authorized and no shares outstanding. On January 29, 2009, the Company’s
board of directors designated 5,000 shares of Series A Junior Participating
Preferred Stock, which are issuable upon the exercise of rights as described
in the Stockholder Rights Plan adopted by the Company on the same date.
The rights to purchase 1/10,000 of a share of the Series A Junior
Participating Preferred Stock were issued to the Company’s stockholders of

record as of February 9, 2009.

Note 11. Employee Benefit Plans

The Company sponsors a defined contribution plan for substantially all
employees. Company contributions to the plan are based on a percentage of
employee contributions. The Company’s cost of the plan was approximately
$1.9 million, $1.5 million and $1.1 million, in each of 2010, 2009 and 2008,

respectively.

Note 12. Leases

The Company leases office space and equipment under certain
noncancelable operating leases that expire in various years through 2027.
Rent expense under operating leases in 2010, 2009 and 2008 was
approximately $7.6 million, $6.5 million and $5.2 million, respectively.
NDeX subleases office space from Trott & Trott, in a building owned by a
partnership, NW13 LLC, a majority of which is owned by David A. Trott,
one of our executive officers (See Note 15 for a description of other A

relationships between David A. Trott and the Company).

95
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Approximate future minimum lease payments under noncancelable

operating leases are as follows (in thousands):

Nw13 Other Total

Year ending December 31:

2011 $295 $ 5,876 $ 6,171
2012 49 4,420 4,469
2013 — 3,612 3,612
2014 — 2,429 2,429
2015 — 2,201 2,201
Thereafter — 7,562 7,562

$344 $26,100 $26,444

Note 13. Income Taxes

Components of the provision for income taxes at December 31, 2010,

2009 and 2008 are as follows (in thousands):

December 31,

2010 2009 2008
Current federal income tax expense $15,055 $14,795 $6,859
Current state and local income tax expense 3,494 1,469 1,615
Deferred income tax 2,930 2,306 735
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The total income tax expense differs from the expected tax expense collaps}
(benefit) from continuing operations, computed by applying the federal
statutory rate to the Company’s income before income taxes, as follows (in
thousands):
Years Ended December 31,
2010 2009 2008
Tax benefit at statutory federal income tax
rate $19,889 $18,608 $9,022
State income tax benefit, net of federal effect 2,391 1,556 799
Nontaxable life insurance proceeds — (590) —
Other permanent items 231 251 181
Noncontrolling interest not subject to federal
tax (1,032)  (1,255)  (793)
$21,479 $18,570 $9,209
96
A
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Deferred income taxes reflect the expected future tax consequences of

temporary differences between the financial statement carrying amount of

the Company’s assets and liabilities. The significant components of deferred

income taxes are as follows (in thousands):

Amortization and depreciation

Partnership interests

Redeemable noncontrolling interests

Stock compensation

Interest rate swap qualifying for hedge accounting

Other, net

Net deferred tax liability

December 31,

2010 2009

$ (3,139) $ (3,362)
(11,753)  (10,276)
2,694 2,557
1,793 1,042
927 561
1,684 1,318

$ (7,794) $ (8,160

The Company recognizes the tax effects of an uncertain tax position only

if it is more-likely-than-not to be sustained based solely upon its technical

merits at the reporting date. The Company refers to the difference between

the tax benefit recognized in its financial statements and the tax benefit

claimed in the income tax return as an “unrecognized tax benefit.” The

change in gross unrecognized tax benefits for the years ended December 31,

2010 and 2009 are as follows: (in thousands)
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“ears Ended
— December 31,
Hill —
_jh flelf zhugs,wm ( / ) 2010 2009 =
¢ nrecognized tax benefits balance at January 1 $ 657 $277 (.navbar
Increase for tax positions taken in a prior year 531 440 C ollaps}
Increase for tax positions taken in the current year 238 52

Settlements with taxing authorities — —

Lapse of the statue of limitations (1149 (112

Unrecognized tax benefits balance at December 31 $1,312  $ 657

The total amount of unrecognized tax benefits that would affect the
Company’s effective tax rate, if recognized, is $1.1 million as of

December 31, 2010.

The Company’s policy for recording interest and penalties associated
with uncertain tax positions is to record such items as a component of
income tax expense in its consolidated statement of operations. As of
December 31, 2010 the Company had $0.2 million of accrued interest
related to uncertain tax positions. The Company does not anticipate any
significant increases or decreases in unrecognized tax benefits within the

next twelve months.

The Company is subject to U.S. federal income tax, as well as income
tax in multiple state jurisdictions. With limited exceptions, tax years prior to
2007 are no longer open to federal, state and local examination by taxing
authorities. The Company is currently under examination by New York and
New York City for years 2006 through 2008. The company does not
anticipate any adjustments related to these audits that would result in a

material change to our financial position.

Note 14. Other Income

Other income in 2010 relates to the receipt of escrow funds related to the
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2009 sale of our investment in GovDelivery, which had been ¥counted for
~—nnder the equity method of accounting. Included in other income in 2009 is
_JM g{}‘gfjuivﬂ(j[g)@xjﬂ;p s Bale of its investment in GovDelivery in the
¢ _amount of $2.4 million, as well as a net gain of $1.4 million on a
company-owned life insurance policy on the life of Michael Barrett, a senior

officer of

97
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Barrett-NDEx, who passed away in January 2009. This net gain includes a
reduction for a $0.5 million contribution the Company made to Southern
Methodist University Dedman School of Law from the life insurance

proceeds, to establish a scholarship fund in Mr. Barrett’s name.

Note 15. Major Customers and Related Parties

NDeX. NDeX has eight law firm customers and, of those customers,
Trott & Trott and the Barrett Law Firm together comprised 70.5%, 73.4%
and 70.4% of NDeX'’s total revenues and 37.2%, 41.7% and 31.3% of the
Company’s total revenues in each of 2010, 2009 and 2008, respectively.
NDeX has entered into long term services agreements with its law firm
customers that provide for the exclusive referral of mortgage default and
other files for processing. NDeX’s services agreement with Trott & Trott
expires in 2021, but automatically renews for up to two successive ten year
periods unless either party elects to terminate the term then-in-effect upon
prior written notice. NDeX’s services agreements with the Barrett Law Firm
expire in 2033, but automatically renew for successive five year periods
unless either party elects to terminate the term then-in-effect upon prior
notice. Both Trott & Trott and the Barrett Law Firm, along with NDeX’s

other law firm customers, pay NDeX monthly for its services.

Revenues and accounts receivables from services provided to Trott &

Trott and the Barrett Law Firm were as follows (in thousands):

Barrett Law

Firm
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Revenues $42,808 $72,966
Accounts receivable* $ 3,327 $ 9,867

As of and for the year ended December 31,

2009
Revenues $43,534 $66,101
Accounts receivable* $ 4,380 $13,373

Revenues for the year ended December 31,

2008 $41,266 $18,269

* Includes billed and unbilled services

David A. Trott, chairman and chief executive officer of NDeX, is also
the managing attorney and majority shareholder of Trott & Trott. Until
February 2008, Trott & Trott also owned a 9.1% interest in NDeX, when it
assigned its interest in NDeX to APC Investments, LLC, a limited liability
company owned by the shareholders of Trott & Trott, including Mr. Trott
and NDeX’s two executive vice presidents in Michigan. Together, these
three individuals owned approximately 98.0% of APC Investments. APC
Investments’ interest in NDeX was diluted to 7.6% in connection with the
acquisition of Barrett-NDEx on September 2, 2008. On December 1, 2009,
APC Investments distributed all of its ownership interest in NDeX to each
of its members, which resulted in Mr. Trott having an aggregate 5.1% direct
ownership interest in NDeX and NDeX’s two vice presidents in Michigan,
having an aggregate 2.3% ownership interest in NDeX, together. On
December 31, 2009, the Company acquired a portion of the NDeX
ownership interest that was formerly held by APC Investments from its
members, including Mr. Trott, for an aggregate $8.0 million and
248,000 shares of the Company’s common stock. As a result of this
transaction, Mr. Trott sold the Company 48,348 common units in NDeX,
representing a 3.5% ownership interest and the Company issued to Mr. Trott
168,644 shares of its common stock, having an aggregate fair market value

of $1.8 million on December 31, 2009, using the reported closing sales price
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on that date. On January 4, 2010, the Company acquired the r¥mnaining
~—nggregate 2.4% ownership interest in NDeX that was formerly held by APC

JJ n'meb (Héf;(;))f'((gﬂ ;itsJ ers, including Mr. Trott for an aggregate —
_J .l'fJ/’flId J.{-j 44 4 O
¢ $5.0 million. As a result of this transaction, Mr. Trott sold the Company his (navbar
remaining ownership in NDeX. In connection with these two common unit
collapsy
purchase agreements, the Company has paid Mr. Trott an aggregate
$7.1 million (net of interest) in 2010 pursuant to the terms of the two
common unit purchase agreements.
98
A
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NDeX also pays Net Director, LLC and American Servicing Corporation
for services provided to NDeX. Mr. Trott has an 11.1% ownership interest in
Net Director and, until June 1, 2010, had a 50% ownership interest in
American Servicing Corporation. In 2010, NDeX paid Net Director and
American Servicing Corporation approximately $0.1 million and
$0.4 million, respectively. Mr. Trott and his family members own 80.0% of
Legal Press, LLC, which owns 10.0% of the outstanding membership
interests of DLNP, in which the Company owns a 35.0% interest. In
addition, Mr. Trott serves as a consultant to DLNP under a consulting
agreement and Trott & Trott has an agreement with DLNP to publish its

foreclosure notices in DLNP’s publications.

The sellers of Barrett-NDEX or their designees, a number of who are key
attorneys or shareholders of the Barrett Law Firm and also employees of
NDeX, hold, together, an aggregate 6.2% noncontrolling interest in NDeX.

The Barrett Law Firm owns a 5.0% interest in Net Director.

During 2010, the Company paid distributions to the Sellers of
Barrett-NDeX of $0.5 million pursuant to the terms of the operating

agreement.

DiscoverReady LLC. The 14.7% noncontrolling interest in
DiscoverReady is held by DR Holdco LLC, which is owned by key
employees, including its Chief Executive Officer and President, of
DiscoverReady. During 2010, the Company paid distributions to DR Holdco N

of $1.0 million pursuant to the terms of the operating agreement.

During the second quarter of 2010, the Company repurchased a 0.3%
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DiscoverReady’s top two customers, both of whom are financial services
companies, accounted for 78%, in the aggregate, of DiscoverReady’s total

revenues for 2010.

Note 16. Reportable Segments

The Company has two operating divisions: Professional Services and
Business Information and three reportable segments: (1) Mortgage Default
Processing Services; (2) Litigation Support Services; and (3) Business
Information. The Mortgage Default Processing Services and Litigation
Support Services segments are part of the Professional Services Division as
these segments provide professional services supporting, primarily,
attorneys and/or their clients. The Business Information segment is part of
the Business Information Division. The Company determined its reportable
segments based on the types of products sold and services performed. The
Mortgage Default Processing Services segment generates revenue from
NDeX, which provides mortgage default processing and related services to
its customers. The Litigation Support Services segment generates revenue
by providing discovery management and document review services through
DiscoverReady LLC and appellate services through Counsel Press, LLC.
Both of these operating segments generate revenues through fee-based
arrangements. The Business Information segment provides products, data
and certain services through subscription-based products and a variety of
media, including court and commercial newspapers, weekly business
journals and the Internet. The Business Information segment generates
revenues primarily from display and classified advertising (including

events), public notices, and subscriptions and other. AN

Information as to the operations of the Company’s three segments as
presented to and reviewed by the chief operating decision maker, who is its

chief executive officer, is set forth below. Segment assets or other balance
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sheet information is not presented to the Company’s chief opéYating

—~—fecision maker. Accordingly, the Company has not presented information

NN ‘ s —
JJ elilbi 9/ HflE)et e tq Furthermore, all of the Company’s revenues are [e—
_J 'fJ/’ s J.(-j i 4 O
¢ penerated in the United States. Unallocated corporate level expenses, which
(navbar
include costs related to the administrative functions performed in a
collapsy
centralized manner and not attributable to particular segments (e.g.,
executive compensation expense, accounting, human resources and
information technology support), are reported in the reconciliation of the
segment totals to related consolidated totals as “Corporate” items. There
have been no significant intersegment transactions for the periods reported.
99
A
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These segments reflect the manner in which the Company sells its
products and services to the marketplace and the manner in which it
manages its operations and makes business decisions. The tables below
reflect summarized financial information concerning the Company’s

reportable segments for the years ended December 31, 2010, 2009 and

2008.
Reportable Segments
Professional Services
Mortgage Litigation
Default Support Business
Processing Services Information Corporate Total
(In thousands)
2010
Revenues $164,276 $58,793 $ 88,240 $ — $311,309

Direct operating

expenses 68,208 23,273 30,014 — 121,495
Selling, general and
administrative
expenses 40,225 17,913 37,016 10,563 105,717
Amortization and
depreciation 16,564 3,481 5,048 703 25,796
Equity in earnings of e\
affiliates — — 4,580 — 4,580

Operating income
(loss) $ 39,279 $14,126 $ 20,742 $(11,266) $ 62,881
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(_Direct operating (.navbar
expenses 60,349 6,348 29,197 — 95,894 collaps}
Selling, general and
administrative
expenses 34,866 8,323 34,594 11,939 89,722
Amortization and
depreciation 18,790 1,605 5,265 864 26,524
Equity in earnings of
affiliates — — 4,615 — 4,615
Operating income
(loss) $ 37,474 $ 4,780 $ 25,941 $(12,803) $ 55,392
2008
Revenues $ 84,553 $14,943 $ 90,450 $ — $189,946
Direct operating
expenses 33,360 3,572 31,116 — 68,048
Selling, general and
administrative
expenses 19,535 7,036 38,372 9,314 74,257
Break-up fee — — — 1,500 1,500
Amortization and
depreciation 10,527 1,225 4,965 853 17,570
Equity in earnings of
affiliates — — 5,646 — 5,646
Operating income
(loss) $ 21,131 $ 3,110 $ 21,643 $(11,667) $ 34,217
A\

Note 17. Share-Based Compensation

The Company currently has in place the 2007 Incentive Compensation

293 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

Plan, adopted by the Board of Directors on June 22, 2007. In May 2010, the

~—Company amended and restated its 2007 Incentive Compensation Plan,

JJ nm[ﬂé (ll"“flﬁl’;)\e(’ﬂjﬂnb r pf fhares reserved for issuance from 2.7 million —
_J 'fJ/’ s J.(-j 44 4 O
¢ jhares to 4.8 million shares. Of the 4.8 million shares reserved for issuance
(navbar
under this plan, there were 2.3 million shares available for issuance at
collapsy
December 31, 2010. Under this plan, the Company may grant incentive
stock options, nonqualified stock options, restricted stock, restricted stock
units, stock appreciation rights, performance units, substitute awards and
dividend awards to employees of the Company, non-employee directors of
the Company or consultants engaged by the Company.
100
A
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Also on June 22, 2007, the Board adopted The Dolan Company
Employee Stock Purchase Plan, which was approved by the stockholders
holding the required number of shares of the Company’s capital stock
entitled to vote on July 9, 2007. The Employee Stock Purchase Plan allows
the employees of the Company and its subsidiary corporations to purchase
shares of the Company’s common stock through payroll deductions. The
Company has not yet determined when it will make the benefits under this
plan available to employees. The Company has reserved 900,000 shares of
its common stock for issuance under this plan and there are no shares issued

and outstanding under this plan.

The Company recognizes compensation cost relating to share-based
payment transactions in the financial statements based on the estimated fair
value of the equity or liability instrument issued. The Company uses the
Black-Scholes option pricing model in deriving the fair value estimates of
share-based awards. All inputs into the Black-Scholes model are estimates
made at the time of grant. The Company estimates the expected life of
options based on the expected holding period of the option holder to
determine the expected life of options it had granted. The risk-free interest
rate is based on the U.S. Treasury yield for a term equal to the expected life
of the options at the time of grant. The Company also makes assumptions
with respect to expected stock price volatility based upon a mix of the
volatility of the price of its own common stock and the average historical
volatility of a select peer group of similar companies. Stock-based
compensation expense related to restricted stock is based on the grant date
price and is amortized over the vesting period. Forfeitures of share-based
awards are estimated at time of grant and revised in subsequent periods if
actual forfeitures differ from initial estimates. Forfeitures are estimated

based on the percentage of awards expected to vest, taking into

295 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

consideration the seniority level of the award recipients. For stbck options
~—ijssued, the Company has assumed a six percent forfeiture rate for all awards
L]

JM s@)gtﬂ“ ffﬂjﬂjlﬁéjfﬁﬂe t ing other employees and non-employee directors, —

L]
¢ _pand a zero percent forfeiture rate for all awards issued to executive (navbar

collapsy

management employees. For restricted stock issued, the Company has
assumed a seven percent forfeiture rate on all restricted stock awards issued
to non-management employees, a six percent forfeiture rate on all restricted
stock awards issued to non-executive management employees, and a zero
percent forfeiture rate on restricted stock awards issued to a limited number

of executive employees.

Total share-based compensation expense for years ended December 31,
2010, 2009 and 2008, was approximately $3.2 million, $2.6 million and

$1.9 million, respectively, before income taxes.

Stock Options. The Company issued incentive stock options in 2006
which are all fully vested and expire ten years from the date of grant. At
December 31, 2010, there were 81,455 incentive stock options vested. The
non-qualified stock options issued in 2010, 2009 and 2008 were issued to
executive management, non-executive management and other employees
and non-employee directors under the 2007 Incentive Compensation Plan.
The options issued under this plan vest in four equal annual installments
commencing on the first anniversary of the grant date. The options expire
seven years after the grant date. At December 31, 2010, there were 799,129

non-qualified stock options vested.

The Company receives a tax deduction for certain stock option exercises
and disqualifying stock dispositions during the period the options are
exercised or the stock is sold, generally for the excess of the price at which

the options are sold over the exercise prices of the options.

For the year ended December 31, 2010, net cash proceeds from the AN

exercise of stock options was immaterial.

The following weighted average assumptions were used to estimate the

fair value of stock options granted during the years ended December 31,
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: 2010 2009 2008 (navbar
Dividend yield 0.0% 0.0% 0.0% collapsk
Expected volatility 47.0 - 48.0% 48.0% 28.0%

Risk free interest rate 1.5-2.3% 2.0% 3.0-3.3%
Expected term of
options 4.75 years 4.75 years 4.75 years
Weighted average
grant date fair value  $3.95 - $5.15 $5.35 $4.89 - $5.42
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The following table represents stock option activity for the year ended

December 31, 2010:

Weighted Average
Weighted Average Remaining
Number of Grant Date Fair Weighted Average Contractual Life

Shares Value Exercise Price (in Years)

Outstanding

options at

December 31,

2009 1,629,760 $ 473 $ 13.81 5.37
Granted 456,860 5.10 12.12 —
Exercised (14,420) 1.35 2.22 —
Canceled or

forfeited (126,430) 4.87 13.91 —

Outstanding
options at

December 31,
2010 1,945,770 4.83 13.50 4.82

Options
exercisable at
December 31,
2010 880,584 $ 454 $ 13.63 417

Share-based compensation expense related to grants of stock options for
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respectively. At December 31, 2010, there was approximately $3.8 million
of unrecognized compensation cost related to outstanding options, which is

expected to be recognized over a weighted-average period of 2.5 years.

Restricted Stock Grants. The restricted shares issued to non-executive
employees, as well as a limited number of executive management
employees, typically vest in four equal annual installments commencing on
the first anniversary of the grant date. The restricted shares issued to
non-management employees on August 1, 2007, vest in five equal
installments commencing on the date of grant and each of the four
anniversaries of the grant date. Stock-based compensation expense related
to restricted stock is based on the grant date price and is amortized over the

vesting period.

A summary of the Company’s nonvested restricted stock as of

December 31, 2010, is as follows:

Weighted
Average Grant
Number of Date Fair

Shares Value

Nonvested, December 31, 2009 219,504 $13.74
Granted 208,028 12.05
Vested (65,721) 13.97
Canceled or forfeited (36,905) 13.69

Nonvested, December 31, 2010 324,906 $12.62 N

Share-based compensation expense related to grants of restricted stock
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$2.9 million, which is expected to be recognized over a weighted average

period of 2.8 years.

Note 18. Contingencies and Commitments

Litigation. From time to time, the Company is subject to certain claims
and lawsuits that have been filed in the ordinary course of business.
Although the outcome of these matters cannot presently be determined, it is
management’s opinion that the ultimate resolution of these matters will not
have a material adverse effect on the results of operations or the financial

position of the Company.

NDeX. The sellers of Barrett-NDEX, as noncontrolling interest holders
in NDeX, or their transferees, each as members of NDeX, has the right to
require NDeX to repurchase all or any portion of the NDeX equity interest
held

102
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by them. This right is exercisable for a period of six months following
September 2, 2012. To the extent the sellers of Barrett-NDEx timely
exercise this right, the purchase price would be based upon 6.25 times
NDeX’s trailing twelve month earnings before interest, taxes, depreciation
and amortization less the aggregate amount of any interest bearing
indebtedness outstanding for NDeX as of the date the repurchase occurs.
The aggregate purchase price would be payable by NDeX in the form of a
three-year unsecured note bearing interest at a rate equal to prime plus

2.0%.

DiscoverReady. Under the terms of the DiscoverReady limited liability
agreement, DR Holdco has the right, for a period of ninety days following
November 2, 2012, to require DiscoverReady to repurchase all or any
portion of its equity interest in DiscoverReady. To the extent that DR
Holdco timely exercises this right, the purchase price of such equity interest
will be based on the fair market value of such interest. During that same
period, the Company also has the right to require DR Holdco to sell its
entire equity interest in DiscoverReady to it. If the Company timely
exercises its right, it would pay DR Holdco an amount based on the fair
market value of the equity interest. These rights generally may be exercised
by an individual holder of DR Holdco interests upon termination. If either
of these rights are exercised, the aggregate purchase price would be paid by
DiscoverReady in cash, to the extent allowable by the terms and conditions

of the Company’s then-existing bank credit agreement.

Note 19. Selected Quarterly Financial Data (unaudited)

The following table sets forth selected unaudited quarterly financial data
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Quarterly Financial Data
First Second Third Fourth
Quarter  Quarter Quarter Quarter  Full Year
(Unaudited)
(In thousands)
2010
Revenues $76,978 $79,209 $78,459 $76,663 $311,309
Operating income 17,383 16,473 16,430 12,595 62,881
Net income
attributable to The
Dolan Company 9,157 8,632 9,040 5,526 32,355
Net income
attributable to The
Dolan Company
per share — Basic
and diluted 0.30 0.29 0.30 0.18 1.07
2009
Revenues $63,936 $67,040 $62,344 $69,597 $262,917
Operating income 14,442 16,317 11,472 13,161 55,392
Net income
attributable to The
Dolan Company 8,647 8,206 5,870 8,090 30,813
Net income
attributable to The
Dolan Company A
per share — Basic
and diluted 0.29 0.27 0.20 0.27 1.03

A summary of significant events occurring in 2010 and 2009 that may
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assist in reviewing the information provided above follows:
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_JJJ %ﬂ!’f&(f’ﬁ)égﬁéstglzalo, the Company acquired certain assets of —
.
ederal News. On December 1, 2010, the Company acquired the equity (navbar
interests of DataStream. collapsy
2009. On October 1, 2009, the Company acquired the mortgage default
processing and related services business of the Albertelli Sellers. On
November 2, 2009, the Company acquired a majority interest in
DiscoverReady LLC, a provider of discovery management and document
review services. On December 31, 2009, the Company recorded a gain of
$2.4 million related to the sale of its interest in GovDelivery.
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Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the
participation of our management, including our chief executive officer and
chief financial officer, of the effectiveness of our disclosure controls and
procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended) as of the end of the
period covered by this report. Based on such evaluation, our chief executive
officer and chief financial officer have concluded that, as of the end of such
period, our disclosure controls and procedures were effective and provided
reasonable assurance that information required to be disclosed by us in the
reports that we file or submit under the Exchange Act is recorded,
processed, summarized and reported accurately and within the time frames
specified in the Securities and Exchange Commission’s rules and forms and
accumulated and communicated to our management, including our chief
executive officer and chief financial officer, as appropriate to allow timely

decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were not any changes in our internal control over financial
reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under
the Exchange Act) during the fourth quarter ended December 31, 2010 that
have materially affected, or are reasonably likely to materially affect, our

internal control over financial reporting.
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Our management is responsible for establishing and maintaining (navbar

adequate internal control over financial reporting. Under the supervision and Co]]aps}
with the participation of our management, including our chief executive

officer and chief financial officer, we evaluated the effectiveness of our

internal control over financial reporting as of December 31, 2010 using the

criteria described in the Internal Control-Integrated Framework, issued by

the Committee of Sponsoring Organizations (“COSO”) of the Treadway

Commission. Based on this evaluation and those criteria, our management

concluded that our internal control over financial reporting was effective as

of December 31, 2010.

In making this assessment as of December 31, 2010, we have excluded
the operations of Federal News, acquired on August 9, 2010, and the
operations of DataStream, acquired on December 1, 2010. The financial
statements of Federal News Service reflect total assets and total revenues of
less than 1% of our consolidated financial amounts as of and for the year
ended December 31, 2010. The financial statements of DataStream reflect
total assets of 4% and total revenues of less than 1% of our consolidated
financial amounts as of and for the year ended December 31, 2010. We have
excluded these businesses because we have not had sufficient time to make
an assessment of their respective internal controls using the COSO criteria
in accordance with Section 404 of the Sarbanes-Oxley Act of 2002. In
excluding these businesses from our assessment, we have considered the
“Frequently Asked Questions™ as set forth by the office of the Chief
Accountant and the Division of Corporate Finance on June 24, 2004, as
revised on September 24, 2007, which acknowledges that it may not be
possible to conduct an assessment of an acquired business’s internal control
over financial reporting in the period between the consummation date and
the date of management’s assessment and contemplates that such business
would be excluded from management’s assessment in the year of

acquisition.

McGladrey & Pullen, LLP, the independent registered accounting firm
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We have audited The Dolan Company and Subsidiaries’ (the
“Company”) internal control over financial reporting as of December 31,
2010, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSQO). The Dolan Company’s management is
responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over
financial reporting included in Management’s Annual Report on Internal
Control over Financial Reporting in this Annual Report on Form 10-K of
The Dolan Company for the year ended December 31, 2010. Our
responsibility is to express an opinion on the Company’s internal control

over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk. Our
audit also included performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a

reasonable basis for our opinion.

As described in the accompanying Management’s Annual Report on
Internal Control over Financial Reporting, management has excluded the
operations of Federal News Service and DataStream Content Solutions from
its assessment of internal control over financial reporting as of
December 31, 2010, because these businesses were acquired by the

Company on August 9, 2010, and December 1, 2010, respectively. We have
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A company’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies
and procedures that (a) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (b) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the
company; and (c) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial

statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that

the degree of compliance with the policies or procedures may deteriorate.

In our opinion, The Dolan Company and Subsidiaries maintained, in all
material respects, effective internal control over financial reporting as of
December 31, 2010, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission. A

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States), the consolidated

financial statements of The Dolan Company and Subsidiaries as of
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PART III

We have incorporated by reference information required by Part III into
this Annual Report on Form 10-K from our definitive Proxy Statement for
our 2011 Annual Meeting of Stockholders. We expect to file our proxy
statement with the SEC pursuant to Regulation 14A in early April 2011, but
will file it, in no event later than 120 days after December 31, 2010. Except
for those portions specifically incorporated in this Annual Report on
Form 10-K by reference to our proxy statement, no other portions of the

proxy statement are deemed to be filed as part of this Form 10-K.

Item 10. Directors, Executive Officers and Corporate Governance

We have incorporated into this item by reference the information
provided under “Proposal 1 — Election of Directors,” “Executive Officers,”
“Directors Continuing in Office,” “Section 16(a) Beneficial Ownership
Reporting Compliance,” “Our Code of Ethics and Business Conduct

Policies” and “Audit Committee” in our proxy statement.

Item 11. Executive Compensation

We have incorporated into this item by reference the information
provided under “Compensation Discussion and Analysis,” “Executive
Compensation,” “Director Compensation,” “Compensation Committee
Interlocks and Insider Participation” and “Compensation Committee

Report” in our proxy statement.

We anticipate that Renee Jackson, our General Counsel, will be a named
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Item 12. Security Ownership of Certain Beneficial Owners and

Management and Related Stockholder Matters

We have incorporated into this item by reference the information
provided under “Principal Stockholders and Beneficial Ownership of

Directors and Executive Officers” in our proxy statement.

Securities Authorized for Issuance under Equity Compensation Plans

The table below sets forth information regarding securities authorized for
issuance under our equity compensation plans as of December 31, 2010. On
December 31, 2010, we had one active equity compensation plan, the 2007
Incentive Compensation Plan, which was amended and restated in 2010 to
increase the number of shares reserved for issuance from 2.7 million shares
to 4.8 million shares. Our board of directors and stockholders have also
approved an Employee Stock Purchase Plan, having an effective date after
December 31, 2007. We have not yet determined when or if we will

implement the Employee Stock Purchase Plan.

Number of securities
Number of Weighted- remaining available
securities to be  average exercise for future issuance
issued upon price of under equity
exercise of outstanding compensation plans
outstanding options, (excluding securities
options, warrants  warrants and reflected in first

Plan Category and rights rights column)

Equity compensation N\
plans approved by
security holders
2007 Incentive
Compensation Plan 1,945,770 $ 13.50 2,332,591(1)
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Item 13. Certain Relationships and Related Party Transactions and

Director Independence

We have incorporated into this item by reference the information
provided under “Related Party Transactions and Policies” and “Director
Independence” in our proxy statement. Please also refer to the independence
discussions in our proxy statement as they relate to each of our committees

under “Corporate Governance.”

Item 14. Principal Accountant Fees and Services

We have incorporated into this item by reference the information
provided under “Fees of Independent Registered Public Accounting Firm”
and “Audit Committee Policy on Pre-Approval of Audit and Permissible

Non-Audit Services” in our proxy statement.

107

313 of 335 05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011 http://www.getfilings.com/sec-filings/110311/Dol...

v
J_ ol fillnen, oo (/) —_—
| j{ yl,,j,,‘fl,ja,,ﬂl,’ PART IV —_—
(navbar
collapsy
Item 15. Exhibits and Financial Statements Schedule
a. Financial Statements and Schedules.
1. Financial Statements. The consolidated financial statements filed
as part of this report are listed in the index to financial statements in
Item 8 of this Annual Report on Form 10-K as follows and incorporated
in this Item 15 by reference:
Title Page
Report of McGladrey & Pullen, LLP, the independent registered public
accounting firm of The Dolan Company 67
Report of Baker Tilly Virchow Krause, LLP, the independent
registered public accounting firm of The Detroit Legal News
Publishing, LLC 68
Consolidated Balance Sheets as of December 31, 2010 and 2009 69
Consolidated Statements of Operations for years ended December 31,
2010, 2009 and 2008 70
Consolidated Statements of Stockholders’ Equity for years ended
December 31, 2010, 2009 and 2008 71
Consolidated Statements of Cash Flows for years ended December 31,
2010, 2009 and 2008 72
Notes to Consolidated Financial Statements 73
2. Financial Statement Schedules. Financial statement schedules are A

omitted because of the absence of the conditions under which they are
required or because the required information is included in the

consolidated financial statements or the related notes.
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Title

Membership Interests Purchase

Agreement by and among

DiscoverReady LL.C, DR Holdco

LLC, Steven R. Harber, David
Shub, James K. Wagner, Paul
Yerkes, C. Parkhill Mays and
The Dolan Company (f/k/a
Dolan Media Company) dated
November 2, 2009

Amended and Restated

Certificate of Incorporation

Second Amended and Restated

Bylaws

Certificate of Designation of

Series A Junior Participating

Preferred Stock of The Dolan
Company (f/k/a Dolan Media
Company)

Specimen Stock Certificate

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 2.1 of our quarterly
report on Form 10-Q filed with
the SEC on November 6, 2009.
The schedules and exhibit to the
Membership Interest Purchase
Agreement have been omitted
pursuant to Item 601(b)(2) of
Regulation S-K. We have agreed
to furnish supplementally to the
SEC, upon request, a copy of the
omitted schedules and exhibits.
Incorporated by reference to
Exhibit 3 of our current report on
Form 8-K filed with the SEC on
May 26, 2010.

Incorporated by reference to
Exhibit 3.2 of our current report
on Form 8-K filed with the SEC
on December 18, 2008.
Incorporated by reference to
Exhibit 3.1 of our current report
on Form 8-K filed with the SEC
on February 3, 2009.

Incorporated by reference to
Exhibit 4 of our amendment to
registration statement on

Form S-1/A filed with the SEC
on July 16, 2007 (Registration
No. 333-142372).
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Title

Rights Agreement, dated as of
January 29, 2009, by and
between The Dolan Company
(f/k/a Dolan Media Company)
and Mellon Investor Services
LLC, as Rights Agent
Amendment No. 1 to Rights

Agreement, dated as of

March 17, 2010, by and between

The Dolan Company (f/k/a
Dolan Media Company) and
Mellon Investor Services LLC,
as Rights Agent

Amended and Restated
Employment Agreement of
James P. Dolan dated effective

April 1, 2007

First Amendment to the
Amended and Restated
Employment Agreement of
James P. Dolan dated
December 29, 2008
Amended and Restated
Employment Agreement
between The Dolan Company
(f/k/a Dolan Media Company)
and Scott J. Pollei dated
August 1, 2009

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 4.1 of our current report
on Form 8-K filed with the SEC
on February 3, 2009.

Incorporated by reference to
Exhibit 4 of our current report on
Form 8-K filed with the SEC on
March 22, 2010.

Incorporated by reference to
Exhibit 10.1 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 6, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.5 of our annual report
on Form 10-K filed with the
SEC on March 12, 2009.

Incorporated by reference to
Exhibit 10.1 of our current report
on Form 8-K filed with the SEC
on August 4, 2009.
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Employment Agreement
between The Dolan Company
[ipsspa) iefia Company)
and Vicki J. Duncomb dated
effective August 1, 2009
Employment Agreement of
Mark W.C. Stodder dated
effective April 1, 2007

First Amendment to the
Employment Agreement of
Mark W.C. Stodder dated
December 29, 2008
Second Amendment to the
Employment Agreement of
Mark W.C. Stodder dated
August 1, 2009
Employment Agreement of
David A. Trott dated as of
March 14, 2006

First Amendment to the
Employment Agreement of
David A. Trott dated
December 29, 2008
Separation Agreement and
General Release between The
Dolan Company (f/k/a Dolan
Media Company) and Mark E.
Baumbach dated July 28, 2009

http://www.getfilings.com/sec-filings/110311/Dol...

Incorporated by reference to
Exhibit 10.2 of our current report
on Form 8-K filed with the SEC
on August 4, 2009.

Incorporated by reference to
Exhibit 10.4 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 6, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.5 of our annual report
on Form 10-K filed with the
SEC on March 12, 2009.
Incorporated by reference to
Exhibit 10.5 of our quarterly
report on Form 10-Q filed with
the SEC on August 7, 2009.
Incorporated by reference to
Exhibit 10.2 of our registration
statement on Form S-1 filed with
the SEC on April 26, 2007
(Registration NO. 333-142372).
Incorporated by reference to
Exhibit 10.5 of our annual report
on Form 10-K filed with the
SEC on March 12, 2009.
Incorporated by reference to
Exhibit 10.1 of our current report
on Form 8-K filed with the SEC
on July 28, 2009.
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September 28, 2009

10.12* 2007 Incentive Compensation
Plan (Amended and Restated in
2010)
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Incorporated by reference to
Exhibit 10.8 of our quarterly
report on Form 10-Q filed with
the SEC on November 6, 2009.

Incorporated by reference to
Exhibit 10 of our current report
on Form 8-K filed with the SEC
on May 26, 2010.
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Form of Non-Qualified Stock

Option Award Agreement

Form of Incentive Stock Option

Award Agreement

Form of Restricted Stock Award

Agreement

Amended and Restated
Executive Change in Control
Plan

Form of Indemnification

Agreement

2007 Employee Stock Purchase
Plan

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 10.6 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on July 11, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.8 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on July 11, 2007 (Registration
No. 333-142372).
Incorporated by reference to
Exhibit 10.7 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on July 11, 2007 (Registration
No. 333-142372).

Filed herewith.

Incorporated by reference to
Exhibit 10.18 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 29, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.18 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on July 11, 2007 (Registration
No. 333-142372).
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10.19  Services Agreement between Incorporated by reférence to
= American Processing Company, Exhibit 10.8 of our amendment
JM {/l g{ﬁ / i ) ajb; [ Uf] ptt tt, P.C. and to registration statement on E
David A. Trott Form S-1/A filed with the SEC (navbar
on June 6, 2007 (Registration collaps}
No. 333-142372). Portions of
this exhibit were omitted and
have been filed separately with
the Secretary of the SEC
pursuant to an application for
confidential treatment under
Rule 406 of the Securities Act.
10.20  Services Agreement between Incorporated by reference to
American Processing Company, Exhibit 10.9 of our amendment
LLC, Feiwell & Hannoy to registration statement on
Professional Corporation, Form S-1/A filed with the SEC
Michael Feiwell and Douglas on June 6, 2007 (Registration
Hannoy No. 333-142372). Portions of
this exhibit were omitted and
have been filed separately with
the Secretary of the SEC
pursuant to an application for
confidential treatment under
Rule 406 of the Securities Act.
10.21  Services Agreement between Incorporated by reference to
American Processing Company, Exhibit 10.2 of our current report
LLC and Wilford & Geske, on Form 8-K filed with the SEC
Professional Association on February 25, 2008. Portions
of this exhibit were omitted and
have been filed separately with
the Secretary of the SEC
pursuant to an application for
confidential treatment under A

Rule 406 of the Securities Act.
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10.22  First Amendment to the Services Incorporated by reféerence to

—_ Agreement between American  Exhibit 10.4 of our quarterly
J (1Yl (ll/l (194190 any, LLC and report on Form 10-Q filed with
f = ]
m _,.IJ,J LINRsESre y p -_—
r Wilford & Geske, P.A. dated the SEC on May 5, 2009.
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Title

Second Amendment to the
Services Agreement between
American Processing Company,
LLC and Wilford & Geske, P.A.
dated June 4, 2009

Amended and Restated Services
Agreement between National
Default Exchange, LP and
Barrett Daffin Frappier Turner &
Engel, LLP dated September 2,
2008

Letter Agreement amending
Amended and Restated Services
Agreement between National
Default Exchange, LP and
Barrett Daffin Frappier Turner &
Engel, LLP dated January 13,
2009

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 10.1 of our quarterly
report on Form 10-Q filed with
the SEC on August 7, 2009.
Portions of this exhibit were
omitted and have been filed
separately with the Secretary of
the SEC pursuant to an
application for confidential
treatment under Rule 406 of the
Securities Act.

Incorporated by reference to
Exhibit 10.1 of our current report
on Form 8-K filed with the SEC
on September 2, 2008. Portions
of this exhibit were omitted and
have been filed separately with
the Secretary of the SEC
pursuant to an application for
confidential treatment under
Rule 406 of the Securities Act.
Incorporated by reference to
Exhibit 10.35 of our annual
report on Form 10-K filed with
the SEC on March 9, 2009.
Portions of this exhibit were
omitted and have been filed
separately with the Secretary of
the SEC pursuant to an
application for confidential
treatment under Rule 406 of the

Securities Act.
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Services Agreement between
American Processing Company,
/i};(j[ﬁ}”wm/a eK) and James E.
Albertelli, P.A. (and, for certain
purposes, James E. Albertelli,
individually) dated October 1,

2009

First Amendment to Services
Agreement among American
Processing Company, LLC (d/b/a
NDeX), James E. Albertelli, P.A.
and James E. Albertelli,
individually, dated as of July 12,
2010

Amended and Restated
Operating Agreement of The
Detroit Legal News Publishing,
LLC

Amended and Restated
Operating Agreement of
American Processing Company,

LLC

http://www.getfilings.com/sec-filings/110311/Dol...

Incorporated by re¥rence to
Exhibit 10.1 of our current report
on Form 8-K filed with the SEC
on October 5, 2009. Portions of
this exhibit were omitted and
have been filed separately with
the Secretary of the SEC
pursuant to an application for
confidential treatment under
Rule 406 of the Securities Act.
Incorporated by reference to
Exhibit 10.2 of our quarterly
report on Form 10-Q filed with
the SEC on August 5, 2010.

Incorporated by reference to
Exhibit 10.10 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 6, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.11 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 6, 2007 (Registration
No. 333-142372). This

Exhibit 10.11 also included
Amendment No. 1 to the
Amended and Restated
Operating Agreement of
American Processing Company,
LLC, identified in this exhibit list
as Exhibit 10.30.

(navbar
collapsy

05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011

10.30 Amendment No. 1 to Amended

—_— and Restated Operating
1 0]
OITILRIEmR Bttt fﬁ erican
o) | eflingssenne
r Processing Company, LLC

10.31 Amendment No. 2 to Amended
and Restated Operating
Agreement of American
Processing Company, LLC
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Incorporated by re¥rence to
Exhibit 10.11 of our amendment
to registration statement on
Form S-1/A filed with the SEC
on June 6, 2007 (Registration
No. 333-142372).

Incorporated by reference to
Exhibit 10.3 of our current report
on Form 8-K filed with the SEC
on December 3, 2007.
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10.34

10.35

10.36

10.37
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Title

Amendment No. 3 to Amended
and Restated Operating
Agreement of American
Processing Company, LLC
Amendment No. 4 to the
Amended and Restated
Operating Agreement of
American Processing Company,
LLC

Amendment No. 5 to the
American Processing Company,
LLC Operating Agreement dated
July 1, 2009

Amendment No. 6 to the
Amended and Restated
Operating Agreement of
American Processing Company,
LLC

Amendment No. 7 to the
Amended and Restated
Operating Agreement of
American Processing Company,
LLC

Amendment No. 8 to the
Amended and Restated
Operating Agreement of
American Processing Company,
LLC

Third Amended and Restated
Limited Liability Company
Agreement of DiscoverReady
LLC dated as of November 2,
2009

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 10.3 of our current report
on Form 8-K filed with the SEC
on February 25, 2008.
Incorporated by reference to
Exhibit 10.2 of our current report
on Form 8-K filed with the SEC
on September 2, 2008.

Incorporated by reference to
Exhibit 10.2 of our quarterly
report on Form 10-Q filed with
the SEC on August 7, 2009.
Incorporated by reference to
Exhibit 10.3 to our current report
on Form 8-K filed with the SEC
on January 5, 2010.

Incorporated by reference to
Exhibit 10.4 to our current report
on Form 8-K filed with the SEC
on January 5, 2010.

Incorporated by reference to
Exhibit 10.37 of our annual
report on Form 10-K filed with
the SEC on March 8, 2010.

Incorporated by reference to
Exhibit 10.9 of our quarterly
report on Form 10-Q filed with
the SEC on November 6, 2009.
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Amendment No. 1 to Third
Amended and Restated Limited
lispitsycppa)y Agreement of
DiscoverReady LLC dated as of

April 30, 2010

Third Amended and Restated
Credit Agreement, dated as of
December 6, 2010, among The
Dolan Company, the subsidiaries
of The Dolan Company, the
lenders from time to time party
thereto, U.S. Bank National
Association, as administrative
agent, lead arranger and sole
bookrunner, and Wells Fargo
Bank, National Association, as
syndication agent

Asset Purchase Agreement
among The Dolan Company
(f/k/a Dolan Media Company),
American Processing Company,
LLC (d/b/a NDeX), James E.
Albertelli, P.A., The Albertelli
Firm, P.C., Albertelli Title, Inc.
and James E. Albertelli dated
October 1, 2009

http://www.getfilings.com/sec-filings/110311/Dol...

Incorporated by reférence to
Exhibit 10.5 of our quarterly
report on Form 10-Q filed with
the SEC on May 6, 2010.

Incorporated by reference to
Exhibit 10.1 of our current report
on Form 8-K filed with the SEC
on December 7, 2010.

Incorporated by reference to
Exhibit 10.2 of our current report
on Form 8-K filed with the SEC
on October 5, 2009. The
schedules and exhibits to the
Asset Purchase Agreement have
been omitted pursuant to Item
601(b)(2) of Regulation S-K. We
have agreed to furnish
supplementally to the SEC, upon
request, a copy of the omitted

schedules and exhibits.
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10.42  First Amendment to Asset Incorporated by reférence to
—_ Purchase Agreement among Exhibit 10.3 of our quarterly
J (]/i (Hi thefig ofegping Company, report on Form 10-Q filed with
1] ,fa,,j,,;fﬁ,/f,,/ff,ﬂ g Company, - rep —
( LLC (d/b/a NDeX), The Dolan  the SEC on August 5, 2010.
(navbar
Company (f/k/a Dolan Media
pany ( collapsy
Company), James E. Albertelli,
P.A., The Albertelli Firm, P.C.,
Albertelli Title, Inc. and James
E. Albertelli, individually, dated
as of July 12, 2010
112
A\
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Title

Common Unit Purchase
Agreement by and between
David A. Trott, Ellen Coon,
Trustee of the Ellen Coon Living
Trust u/a/d 9/9/98, Marcy J.
Ford, Trustee of the Marcy Ford
Revocable Trust u/a/d 7/12/04,
William D. Meagher, Trustee of
the William D. Meagher Trust
u/a/d 8/24/07, and Jeanne M.
Kivi, Trustee of the Jeanne M.
Kivi Trust u/a/d 8/24/07, Dolan
APC, LLC, The Dolan Company
(f/k/a Dolan Media Company)
and Trott & Trott P.C. dated
December 31, 2009

Common Unit Purchase
Agreement by and between
David A. Trott, Ellen Coon,
Trustee of the Ellen Coon Living
Trust u/a/d 9/9/98, Marcy J.
Ford, Trustee of the Marcy Ford
Revocable Trust u/a/d 7/12/04,
William D. Meagher, Trustee of
the William D. Meagher Trust
u/a/d 8/24/07, and Jeanne M.
Kivi, Trustee of the Jeanne M.
Kivi Trust u/a/d 8/24/07, Dolan
APC, LLC, The Dolan Company
(f/k/a Dolan Media Company)
and Trott & Trott P.C. dated
January 4, 2010

http://www.getfilings.com/sec-filings/110311/Dol...

Method of Filing

Incorporated by reference to
Exhibit 10.1 to our current report
on Form 8-K filed with the SEC
on January 5, 2010. The exhibits
to the Common Unit Purchase
Agreement have been omitted
pursuant to Item 601(b)(2) of
Regulation S-K. We have agreed
to furnish supplementally to the
SEC, upon request, a copy of the

omitted exhibits.

Incorporated by reference to
Exhibit 10.2 to our current report
on Form 8-K filed with the SEC
on January 5, 2010. The exhibits
to the Common Unit Purchase
Agreement have been omitted
pursuant to Item 601(b)(2) of
Regulation S-K. We have agreed
to furnish supplementally to the
SEC, upon request, a copy of the

omitted exhibits.
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23.1

23.2
31.1
31.2
32.1

32.2

Employment Agreement of

Renee Jackson dated as of

L, 45PN

Subsidiaries of tle Registrant Filed herewith.
Consent of McGladrey & Pullen, Filed herewith.

LLP

Consent of Baker Tilly Virchow Filed herewith.

Krause, LLP

Section 302 Certification of
James P. Dolan

Section 302 Certification of
Vicki J. Duncomb

Section 906 Certification of
James P. Dolan

Section 906 Certification of

Vicki J. Duncomb

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.
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required to be filed as exhibit to this annual report on Form 10-K.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this Annual Report on
Form 10-K to be signed on its behalf by the undersigned, thereunto duly
authorized.
THE DOLAN COMPANY
Dated: March 11, 2011
By: /s/ JAMES P. DOLAN
James P. Dolan
Chairman, Chief Executive Officer and
President
(Principal Executive Officer)
By: /s/ VICKI J. DUNCOMB
Vicki J. Duncomb
Vice President and Chief Financial Officer
(Principal Financial Officer and Principal
Accounting Officer)
Pursuant to the requirements of the Securities Act of 1934, this report has
been signed below by the following persons on behalf of the registrant and
in the capacities and on the dates indicated.
Signature Title Date
/s/ JAMES P. DOLAN Chairman, Chief Executive Officer, March 11, 2011
James P. Dolan President and Director (Principal N

Executive Officer)
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/s/ VICKI J. DUNCOMB Vice President and Chief Financial MMarch 11, 2011

— Vicki J. Duncomb Officer (Principal Financial Officer
1]
(1911 / I (ol and Principal Accounting Officer)
o) | el con
”
/s/ JOHN C. BERGSTROM Director March 11, 2011

John C. Bergstrom

/s/ ANTON J. CHRISTIANSON Director March 11, 2011

Anton J. Christianson

/s/ ARTHUR F. KINGSBURY Director March 11, 2011

Arthur F. Kingsbury

/s/ BILL L. FAIRFIELD Director March 11, 2011

Bill L. Fairfield

/s/ LAUREN RICH FINE Director March 11, 2011

Lauren Rich Fine

/s/ GEORGE ROSSI Director March 11, 2011

George Rossi

/s/ GARY H. STERN Director March 11, 2011

Gary H. Stern

114

332 of 335

(navbar
collapsy

05/08/2018 07:08 PM



Dolan Co. - FORM 10-K - March 11, 2011

PR
[¢]

1) 1 el
er J'j

Exhibit

No.

10.16
10.45
21
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23.2
31.1
31.2

32.1

32.2
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Title
Amended and Restated Filed herewith.
Executive Change in Control
Plan
Employment Agreement of Filed herewith.
Renee Jackson dated as of
July 12, 2010
Subsidiaries of the Registrant Filed herewith.
Consent of McGladrey & Pullen, Filed herewith.
LLP
Consent of Baker Tilly Virchow Filed herewith.
Krause, LLP
Section 302 Certification of Filed herewith.
James P. Dolan
Section 302 Certification of Filed herewith.
Vicki J. Duncomb
Section 906 Certification of Filed herewith.
James P. Dolan
Section 906 Certification of Filed herewith.
Vicki J. Duncomb

Newest Annual

e, L (/)
WI,L0I!
J Exhibit Index
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Method of Filing

Newest 8-K & 10-Q
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> Quest Solution, Inc.
(/sec-filings/180508
/Quest-Solution-
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> Novelis Inc. (/sec-
filings/180508/Novelis-
Inc_10-K/)

> Atlas Growth
Partners, L.P. (/sec-
filings/180508/Atlas-
Growth-Partners-
LP_10-K/)

> Atlas Energy Group,
LLC (/sec-filings
/180508/Atlas-Energy-
Group-LLC_10-K/)

> Arizona Gold & Onyx
Mining Co (/sec-filings
/180508/Arizona-
Gold-and-
Onyx-Mining-Co_10-K/)

> ARION GROUP
CORP. (/sec-filings
/180508/ARION-
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