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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2010

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 0-22081

EPIQ SYSTEMS, INC.

(Exact name of registrant as specified in its @rart

Missouri 48-105642¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiol Identification No.)
501 Kansas Avenue, Kansas City, Kans: 6610:-1300
(Address of principal executive office (Zip Code)

913-621-9500
(Registrant’s telephone number)

None
(Former name, former address and former fiscal, yeelhanged since last report)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the past@g@s. Yedx] No[O

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of thiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such filegs¥ NoO

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting
company. See the definitions of “large acceletditer,” “accelerated filer” and “smaller reportrcompany” in Rule 12b-2 of the Exchange
Act.

Large accelerated fileid Accelerated filer

Non-accelerated file[d Smaller reporting companyd
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Adtgsd  No

Indicate the number of shares outstanding of ehtiiedssue’s classes of common stock, as of the latest pedtédate



Class Outstanding at July 23, 2010
Common Stock, $0.01 par value per st 38,164,186 shar
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PART | - FINANCIAL INFORMATION
Iltem 1. Financial Statements

EPIQ SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)
(in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
REVENUE:
Case management servit $ 39,137 $ 3581 $ 74,048 $ 70,34¢
Case management bundled products and set 4,77¢ 3,47¢ 9,58¢ 6,80z
Document management servic 12,12¢ 17,85! 21,51¢ 32,60:
Operating revenue before reimbursed direct ¢ 56,03¢ 57,13¢ 105,15( 109,75:
Operating revenue from reimbursed direct ¢ 9,894 9,051 16,15¢ 17,26¢
Total Revenut 65,93! 66,19( 121,30 127,01¢
OPERATING EXPENSE:
Direct cost of services (exclusive of depreciatioa
amortization shown separately belc 16,44¢ 19,72 31,752 39,39
Direct cost of bundled products and services (esteguof
depreciation and amortization shown separatelyie 92¢ 85E 1,83¢ 1,71C
Reimbursed direct cos 9,62¢ 9,03t 15,83 17,08:
General and administratiy 23,90( 23,84« 44,11 42,15
Depreciation and software and leasehold amortiai 5,24¢ 4,55 10,44 9,06¢
Amortization of identifiable intangible asse 1,69¢ 1,81¢ 3,51¢ 3,75¢
Other operating expen: 25 13 69 484
Total Operating Expens 57,87 59,84( 107,56¢ 113,64(
INCOME FROM OPERATIONS 8,061 6,35( 13,73¢ 13,37¢
INTEREST EXPENSE (INCOME):
Interest expens 32¢ 365 724 73¢
Interest incom: (13 (16) (22) (51)
Net Interest Expens 31E 34¢ 702 687
INCOME BEFORE INCOME TAXES 7,74¢ 6,001 13,03¢ 12,69:
PROVISION FOR INCOME TAXES 3,831 3,11t 6,784 6,521
NET INCOME $ 391t $ 2,88t $ 6,25C $ 6,16¢<
NET INCOME PER SHARE INFORMATION:
Basic $ 0.11 $ 0.0¢ $ 0.17 $ 0.17
Diluted $ 0.1C $ 0.0¢ $ 0.1€ $ 0.1¢€
WEIGHTED AVERAGE COMMON SHARES
OUTSTANDING:
Basic 36,68¢ 35,77¢ 36,43¢ 35,73:
Diluted 41,10¢ 41,85 41,33¢ 41,89:
Cash dividends declared per common sl $ 0.03¢ — 3 0.03¢ —

See accompanying Notes to Condensed Consolidatedd&icial Statements.

1




Table of Contents

EPIQ SYSTEMS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(in thousands, except share data)

June 30, 201(

December 31, 200!

ASSETS
CURRENT ASSETS:
Cash and cash equivale $ 28,96: $ 48,98¢
Trade accounts receivable, less allowance for doudtcounts of $3,518 and $2,928,

respectively 55,61 43,47:
Prepaid expenst¢ 4,78¢ 4,861
Other current asse 6,93¢ 2,341

Total Current Asset 96,29¢ 99,66¢
LONG-TERM ASSETS:
Property and equipment, r 40,70: 40,00¢
Internally developed software costs, 15,55: 13,73
Goodwill 263,99¢ 264,23¢
Other intangibles, net of accumulated amortizatib52,62€and $49,188, respective 15,98¢ 19,52
Other 2,46¢ 77€
Total Lon¢-term Assets, ne 338,70° 338,27¢
Total Assets $ 435,000 $ 437,94:
LIABILITIES AND STOCKHOLDERS ' EQUITY
CURRENT LIABILITIES:
Accounts payabl $ 12,48 $ 8,26(
Accrued compensatic 6,404 4,42¢
Deposits 4,58¢ 2,99¢
Deferred revenu 1,09( 76C
Accrued income taxe 6,02: 314
Other accrued liabilitie 8,95¢ 3,824
Current maturities of lor-term obligations 1,79: 54,14
Total Current Liabilities 41,33¢ 74,720
LONG-TERM LIABILITIES:
Deferred income taxe 22,50¢ 22,26!
Other lon¢-term liabilities 6,15( 9,901
Long-term obligations (excluding current maturitir 4,09t 4,654
Total Lon¢-term Liabilities 32,75( 36,81¢
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY:
Preferred stoc- $1 par value; 2,000,000 shares authori:none issued and outstandi — —
Common stock - $0.01 par value; 100,000,000 stear#wrized; issued and outstanding —

39,060,381 and 36,237,562 she 391 362
Additional paic¢-in capital 279,74( 248,93
Accumulated other comprehensive |i (2,239 (1,815
Retained earning 84,675 79,772
Treasury stock, at co— 125,440 and 56,473 shai (1,655 (85¢)

Total Stockholdel' Equity 360,91¢ 326,39¢
Total Liabilities and Stockholders’ Equity $ 435,000 $ 437,94!

See accompanying Notes to Condensed Consolidateddicial Statements.
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EPIQ SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOC KHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME (UNAUDITED)
(in thousands)

Additional
Common Treasury Common Paid-In Retained Treasury
Stock Stock Stock Capital Earnings Stock AOCI (1) Total

Balance at December 31, 20 36,23¢ 56 $ 36z $ 248,937 $ 79,77:  $ (85¢) $ 1,815 $ 326,39¢
Comprehensive incom:

Net income — — 6,25( — — 6,25(

Foreign currency translation

adjustmen — — — — (41) (41)

Total comprehensive incon — — 6,25( — (419) 5,831
Tax benefit from share-based

compensatiol — — — 21 — — — 21
Common stock issued under

share-based compensatior

plans 494 56 5 (189 — 85¢ — 674
Share repurchases (Note — (125) — — (1,65%) — (1,65%)
Dividends declared (Note ! — — (1,345 — — (1,34
Conversion of convertible not 2,32¢ — 24 27,144 — — 27,16¢
Shar-based compensatic — — — 3,827 — — — 3,821
Balance at June 30, 20 39,06( (125) $ 391 $ 279,74C 3 84,677 $ (1,655 $ (2,239) $ 360,91¢

(1) AOCI — Accumulated Other Comprehensive Incdiress)
Additional
Common Treasury Common Paid-In Retained Treasury
Stock Stock Stock Capital Earnings Stock AOCI (1) Total

Balance at December 31, 20 35,65¢ — 8 357 % 237,64: % 65,177 $ — 3 (2,687 $ 300,49¢
Comprehensive incom:

Net income — — 6,16 — — 6,16

Foreign currency translation

adjustmen — — — — 1,121 1,121

Total comprehensive incon — — 6,164 — 1,121 7,28t
Tax benefit from share-based

compensatiol — — — 457 — — — 457
Common stock issued under

share-based compensatior

plans 49C — 4 1,557 — — — 1,561
Shar-based compensatic — — — 4,25¢ — — — 4,25¢
Balance at June 30, 20 36,14¢ — 8 361 $ 24391: $ 71,341 $ — 3 (1,562) $ 314,05¢

(1) AOCI — Accumulated Other Comprehensive Incdirness)

See accompanying Notes to Condensed Consolidatedd&icial Statements.
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EPIQ SYSTEMS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

(Benefit) expense for deferred income ta
Depreciation and software amortizati
Amortization of intangible asse
Benefit related to embedded opti
Shar+based compensation expel
Provision for bad debt
Other, ne

Changes in operating assets and liabilit
Trade accounts receivat
Prepaid expenses and other as
Accounts payable and other liabiliti
Excess tax benefit related to st-based compensatic
Other

Net cash provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipm
Internally developed software co:
Other investing activities, n
Net cash used in investing activit|

CASH FLOWS FROM FINANCING ACTIVITIES:
Payments under lo-term obligation:
Excess tax benefit related to st-based compensatic
Debt issuance cos

Proceeds from issuance of common stock under-based compensation pla

Net cash used in financing activiti

Effect of exchange rate changes on ¢

(In thousands)

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT S
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF PERIOD

See accompanying Notes to Condensed Consolidateddicial Statements.
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Six Months Ended June 30

2010 2009
$ 6,25 $ 6,164
(4,055) 51¢
10,44’ 9,06¢
3,51¢ 3,75¢
(739) (805)
3,827 4,25¢
977 931
122 102
(13,289 (6,296)
(679 (186)
9,65( 3,867
— (304)
244 (69)
16,27¢ 20,99(
(5,479) (6,509)
(4,366) (3,847)
7 57
(9,839) (10,299
(25,74 (3,319
— 304
(1,405) —
674 1,561
(26,479 (1,457)
16 (34)
(20,029 9,20¢
48,98¢ 19,00¢
$ 28,96. $ 28,21




Table of Contents

EPIQ SYSTEMS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND NATURE OF OPERATIONS

The accompanying Condensed Consolidated FinanEtdr8ents have been prepared in accordance wittuatieg principles generally
accepted in the United States of America, and thighrules and regulations for reporting on ForntQLfbr interim financial statements.
Accordingly, the financial statements do not inéwertain disclosures required for comprehensiveialfinancial statements.

The unaudited financial information reflects aljidments, which are, in the opinion of managemastessary to present fairly our results of
operations, financial position, and cash flowstfar periods presented. The adjustments considy sflaormal recurring adjustments. These
Condensed Consolidated Financial Statements sheuldad in conjunction with the Consolidated Fina8tatements and related Notes
included in the Epiq Systems, Inc. (“Epiq,” “wes,” or “our”) Annual Report on Form 10-K for thear ended December 31, 2009, filed
with the Securities and Exchange Commission on Mar@010.

In preparing these financial statements, we haetuated events and transactions for potential m@&tiog or disclosure through the date the
financial statements were issued.

The results of operations for any quarter or aigdiscal year period are not necessarily indigatf the results to be expected for other
periods or the entire year.

Principles of Consolidation

The Condensed Consolidated Financial Statemeritediathe accounts of Epig and its wholly-owned &libges. Intercompany transactions
and balances have been eliminated in consolidation.

Nature of Operations

We are a provider of integrated technology solgifor the legal profession. Our solutions streaethe administration of bankruptcy,
litigation, financial transactions and regulatoompliance matters. We offer innovative technolsgiutions for eDiscovery, document
review, legal notification, claims administrationdacontrolled disbursement of funds. Our clientdude law firms, corporate legal
departments, bankruptcy trustees, government agenoid other professional advisors who requireviatiee technology, responsive service
and deep subject-matter expertise.

Revenue Recognition

We have agreements with clients pursuant to whieldeliver various services each month.

Following is a description of significant sourcédgsevenue:

*  Fees contingent upon the month-to-month deliveryase management services defined by client cdstmech as claims
processing, claims reconciliation, professionavieess, call center support, disbursement servipegect management, collections
and forensic services, document review servicesd canversion of data into an organized, searchelblgronic database. The amc
we earn varies based primarily on the size and &xitp of the engagement.

»  Hosting fees based on the amount of data stored.
» Deposit-based fees, earned primarily based oncepege of Chapter 7 total liquidated assets plaoadkposit with a designated
financial institution by our trustee clients, to evh we provide, at no charge, software licensestdurhardware and hardware

maintenance, and postcontract customer suppoticesnihe fees we earn are based
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on total liquidated assets placed on deposit bytrogtee clients and may vary based on fluctuatioshort-term interest rates.

» Legal noticing services to parties of interestamkruptcy and class action matters, including dinetification, media campaign,
advertising management in which we coordinate iwatifon through various media outlets, such astpragio and television, to
potential parties of interest for a particular stiengagement.

»  Reimbursement for costs incurred, primarily reladtegostage on mailing services.
Non-Software Arrangements

Services related to eDiscovery and settlement adtration are billed based on volume. For thesdractual arrangements, we have
identified each deliverable service element. Basedur evaluation of each element, we have detenihat each element delivered has
standalone value to our customers because we er wtndors sell such services separately from #mr services/deliverables. We have
also obtained objective and reliable evidence efftir value of each element based either on tice pre charge when we sell an element
standalone basis or based on third-party evidehtarosalue of such similar services. Lastly, @irangements do not include general rights
of return. Accordingly, each of the service eletseén our multiple element case and document managearrangements qualifies as a
separate unit of accounting. We allocate revendkewarious units of accounting in our arrangeméatsed on the fair value of each unit of
accounting, which is generally consistent with steted prices in our arrangements. As we have ee@ef an arrangement, revenue for each
separate unit of accounting is recognized eaclogerRevenue is recognized as the services aremeshdour fee becomes fixed and
determinable, and collectability is reasonably esdu Payments received in advance of satisfactiohe related revenue recognition criteria
are recognized as a customer deposit until allmegeecognition criteria have been satisfied.

Software Arrangements

For our Chapter 7 bankruptcy trustee arrangemexgqrovide our trustee clients with a softwarer®e, hardware lease, hardware
maintenance, and postcontract customer supporlitesnall at no charge to the trustee. The tragiace their liquidated estate deposits with
a financial institution with which we have an agament. We earn contingent monthly fees from ithenicial institutions based on the dollar
level of average monthly deposits held by the &estwith that financial institution related to #udtware license, hardware lease, hardware
maintenance, and postcontract customer suppolitesnsince we have not established vendor spetifective evidence (“WSOE”) of the
fair value of the software license, we do not retng any revenue on delivery of the software. 3tiéware element is deferred and included
with the remaining undelivered elements, whichgastcontract customer support services. This i@ewhen recognized, is included as a
component of “Case management services revenueVerRie related to postcontract customer supperttisely contingent on the placement
of liquidated estate deposits by the trustee wighfinancial institution. Accordingly, we recogeithis contingent usage based revenue as the
fee becomes fixed or determinable at the time &csege occurs and collectibility is probable. sTbccurs monthly as a result of the
computation, billing and collection of monthly dejitdees contractually agreed to. At that time,haee also satisfied the other applicable
revenue recognition criteria since we have perseasiidence that an arrangement exists, serviogslteen rendered, the price is fixed and
determinable, and collectability is reasonably eesgu

We also provide our trustee clients with certairdiaare, such as desktop computers, monitors, anteps; and hardware maintenance. We
retain ownership of all hardware provided and wepaot for this hardware as a lease. As the hamlweintenance arrangement is an
executory contract similar to an operating leasepge guidance related to contingent rentals inadipg lease arrangements for hardware
maintenance as well as for the hardware leasece$e payments under all of our arrangementsaréngent upon the level of trustee
deposits and the delivery of upgrades and othercgsy, and there remain important uncertaintieandigg the amount of unreimbursable
costs yet to be incurred by us, we account fohdreware lease as an operating lease. Therefblease payments, based on the estimated
fair value of hardware provided, were accountedafocontingent rentals; which requires that wegee rental income when the changes in
the factor on which the contingent lease paymebased actually occur. This occurs at the endol @eriod as we achieve our target when
deposits are held at the financial institutionadghat time, evidence of an arrangement existsjatg has occurred, the amount has become
fixed and determinable, and collection is reasonabsured. This revenue, which is less than tecepeof our total revenue for the three and
six months ended June 30, 2010 and 2009, is indlirdthe Condensed Consolidated Statements of la@ara component of “Case
management services” revenue.
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Reimbur sements

We have revenue related to the reimbursement tdinesosts, primarily postage. Reimbursed postagleosher reimbursable direct costs are
recorded gross in the Condensed Consolidated Statsrof Income as “Operating revenue from reimbigSeect costs” and as “Reimbursed

direct costs”, respectively.

Recently Adopted Accounting Pronouncements

In January 2010, the FASB issued updated guiddratedquires entities to disclose separately theuams of significant transfers in and out
of Level 1 and Level 2 fair value measurementsaastribe the reasons for the transfers. In additr@update requires entities to present
separately information about purchases, salesanie®s, and settlements in the reconciliation fonaue measurements using significant
unobservable inputs (Level 3). The disclosurededito Level 1 and Level 2 fair value measuremargseffective for us in 2010. The update
required new disclosures only, and had no impaauwrconsolidated financial position, results oémions, or cash flows as we have not
any transfers out of Level 1. The disclosures eeldab Level 3 fair value measurements are effedtivels in 2011. This update also only
requires new disclosures, and will have no impaobar consolidated financial position, results péations, or cash flows.

Recently Issued Accounting Pronouncements Not Yetdopted

In October 2009, the FASB issued new standardeef@nue recognition with multiple deliverables. $@@ew standards require entities to
allocate revenue in an arrangement using estinsst#idg prices of the delivered goods and serviizessed on a selling price hierarchy. The
amendments eliminate the residual method of revatiaeation and require revenue to be allocatedguie relative selling price method.
These new standards are effective for us beginnitige first quarter of fiscal year 2011, howevarlg adoption is permitted. We are
currently evaluating the impact of the pending awpof these standards on our consolidated firsrstatements.

In October 2009, the FASB issued new standardth&®accounting for certain revenue arrangementsriblude software elements. These
new standards amend the scope of pre-existing atdtrevenue guidance by removing from the guidaocesoftware components of
tangible products and certain software componemtsngible products. These new standards areteféefor us beginning in the first quarter
of fiscal year 2011, however early adoption is pégad. We are currently evaluating the impact & gending adoption of these standards on
our consolidated financial statements.

NOTE 2: GOODWILL AND INTANGIBLE ASSETS

The change in the carrying amount of goodwill foe first six months of 2010 was as follows (in thaods):

Settlement
eDiscovery Bankruptcy Administration Total
Balance as of December 31, 2( $ 79,95: $ 151,43¢ $ 32,847 $ 264,23¢
Foreign currency translatic (240 — — (240
Balance as of June 30, 20 $ 79,71 $ 151,43¢ $ 32,847 $ 263,99¢
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Amortizing identifiable intangible assets as of d@®, 2010 and December 31, 2009 consisted obtteving (in thousands):

June 30, 2010 December 31, 2009
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Customer relationshif $ 40,01 $ 27,73: % 40,057 $ 25,88(
Trade name 74% 74% 74% 74%
Non-compete agreemer 27,86( 24,15! 27,91( 22,56:
$ 68,61¢ $ 52,62¢ $ 68,71: $ 49,18¢

Customer relationships and non-compete agreemamnts& weighted average remaining life of eightrgesnd nine years, respectively.
Aggregate amortization expense related to idebtgiantangible assets was $1.7 million and $1.8ionilfor the three months ended June 30,
2010 and 2009, respectively, and $3.5 million aB@ $nillion for the six months ended June 30, 2846 2009, respectively. The following
table outlines the estimated future amortizatiopesse related to intangible assets held at Jun2030;

(in thousands)

Year Ending December 31

2010 (excluding the six months ended June 30, 2 $ 3,13¢
2011 4,844
2012 4,56¢
2013 3,041
2014 192
2015 192

NOTE 3: LONG-TERM OBLIGATIONS

The following is a summary of long-term obligatiomststanding (in thousands):

June 30, December 31
2010 2009

Contingent convertible subordinated notes, inclgdimbedded optic $ — 8 50,70¢
Capital lease 5,401 5,19(
Deferred acquisition pric 487 2,902
Total lon¢-term obligations, including current porti 5,88¢ 58,79¢
Current maturities of lor-term obligation:s (1,799 (54,14)
Long-term obligations $ 409 $ 4,65¢

Credit Facility

In the second quarter of 2010, we entered intonaenaed senior credit facility, with KeyBank NatibAssociation as administrative agent,
and a syndicate of banks as lenders. The credlityawhich continues to provide for a senior réxiag loan, increased the aggregate amount
of funds available from $100.0 million to $140.0lmh, and extended the maturity date from July 264 June 2014. During the term of the
credit facility, we have the right, subject to cdrapce with the covenants, to increase the borrga/io a maximum of $200.0 million, an
increase from the $175.0 million maximum in ouryioes facility. The credit facility is secured bgns on our land and buildings and a
significant portion of our furniture and equipmeitterest on the credit facility is generally béhem a spread, ranging between 225 and 325
basis points, over the LIBOR rate.

No amounts were borrowed under the senior revolldaag as of June 30, 2010 or as of December 319.260 June 30, 2010, the amot
available for borrowings under the credit faciigyreduced by $1.2 million in outstanding lettef€m@dit.

8
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The credit facility contains financial covenantkated to earnings before interest, provision faoime taxes, depreciation, amortization and
other adjustments as defined in the agreementadalddebt. In addition, the credit facility alsontains financial covenants related to senior
debt, fixed charges, and working capital. As afel80, 2010 and December 31, 2009, we were in ¢anga with all financial covenants.

Contingent Convertible Subordinated Notes

On June 15, 2010, the contingent convertible subateld notes (“convertible notes”) matured, reaglin a cash payment of $22.8 million,
plus accrued interest. On or about June 11, 20idY, to the maturity date, $27.2 million of notesns converted into 2.3 million shares of
common stock at a conversion price of $11.67. Tigeral $50.0 million of convertible notes werelss in June 2004 with a fixed 4% per
annum interest rate and an original maturity ofeJu, 2007. The holders of the convertible notasthe right to extend the maturity date by
up to three years. In April 2007, the holders ebsed this right and the maturity date of the cotibke notes was extended to June 15, 2010.

The right to extend the maturity of the convertibt#es was accounted for as an embedded optioactubjbifurcation. The embedded op
was initially valued at $1.2 million and the conele notes balance was reduced by the same ambudtpril 2007, the holders of the
convertible notes exercised their right to extend &e performed a final valuation to estimate thie falue of the embedded option as of the
approximate date of the extension. The estimagd/&lue of the embedded option at that dateuohedl as a component of the convertible
notes, was approximately $4.8 million. The $4.8liomil estimated fair value of the embedded optios wmortized as a credit to “Interest
expense” on the Condensed Consolidated Statemielmisoone over the period to the extended matuwityich was June 15, 2010. The
balance of this embedded option was included asrponent of “Current maturities of long-term obtigas” on the Condensed Consolida
Balance Sheet at December 31, 2009, and was fuldrtized at June 30, 2010.

Upon conversion of $27.2 million of the notes, weagnized a nominal gain related to the remainmgmortized embedded option value
associated with the converted notes in the six hwended June 30, 2010. There were no conversforaes in the six months ended
June 30, 2009. The above changes related to thgnzavalue of the convertible notes, the estirddtar value of the embedded option, the
amortization of the fair value of the embeddedaptand recognition of nominal gain upon converslwhnot affect our cash flow.

Capital Leases
We lease certain property and software under ddpaaes that expire during various years throu@fti2
NOTE 4: NET INCOME PER SHARE

Basic net income per share is computed on the b&sigighted average outstanding common sharekitedinet income per share is
computed on the basis of basic weighted averaggamaing common shares adjusted for the dilutifecebf stock options and convertible
debt, if dilutive. The numerator of the diluted nmatome per share calculation is increased by theuat of interest expense, net of tax, rel:
to outstanding convertible debt, and the allocatibnet income and dividends declared to nonvesiedes, if the net impact is dilutive.

We have determined that certain nonvested sharedaaso referred to as restricted stock awasssjed by the company are participating
securities because they have non-forfeitable rightividends. Accordingly, basic net income pearstis calculated under the two-class
method calculation. In determining the number &itdd shares outstanding, we are required to disdloe more dilutive earnings per share
result between the treasury stock method calculatial the two-class method calculation as it relaigoarticipating securities. For the three
and six months ended June 30, 2010 and 2009, thelags method calculation was more dilutive; tfaree diluted net income per share is
presented following the two-class method.

The computation of basic and diluted net incomespere for the three and six months ended Jun203@ and 2009 is as follows (in
thousands, except per share data):
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Three months ended June 30, 201

Three months ended June 30, 20C

Weighted Weighted
Average Average
Common Common
Shares Shares
Net Income Outstanding Per Share Net Income Outstanding Per Share
(Numerator)  (Denominator) Amount (Numerator)  (Denominator) Amount
Net income $ 3,91¢ $ 2,88¢
Less: amounts allocated to nonvested st® (16) (24)
Basic net income available to common stockholde 3,89¢ 36,68¢ $ 0.11 2,86: 35,77¢ $ 0.0¢
Effect of dilutive securities
Stock options — 1,01t — 1,792
Convertible deb 23¢ 3,40z 301 4,28¢
Add-back: amounts allocated to nonvested sh® 16 — 24 —
Less: amounts -allocated to nonvested sha (15) — (23) —
Diluted net income available to commor
stockholders $ 4,13¢ 41,10t $ 0.1C $ 3,16¢ 41,85 $ 0.0¢

@M Amounts allocated to holders of nonvested shamsalculated based upon a weighted average pegeeotaonvested shares that are

participating securities in relation to total slsoaitstanding.

Six months ended June 30, 2010

Six months ended June 30, 2009

Weighted Weighted
Average Average
Common Common
Shares Shares
Net Income Outstanding Per Share Net Income Outstanding Per Share
(Numerator)  (Denominator) Amount (Numerator)  (Denominator) Amount
Net income $ 6,25( $ 6,16¢
Less: amounts allocated to nonvested st® (21) (35
Basic net income available to common stockholde 6,22¢ 36,43¢ $ 0.17 6,12¢ 35,73: $ 0.17
Effect of dilutive securities
Stock options — 1,05¢ — 1,87¢
Convertible deb 537 3,84: 59¢ 4,28¢
Add-back: amounts allocated to nonvested sh® 21 — 35 —
Less: amounts -allocated to nonvested sha (21) — (33) —
Diluted net income available to commor
stockholders $ 6,76¢€ 41,33¢ $ 0.1¢ $ 6,73(C 41,89 $ 0.1¢€

@M Amounts allocated to holders of nonvested shamsalculated based upon a weighted average pegeeotaonvested shares that are

participating securities in relation to total slsoaitstanding.
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For the three months ended June 30, 2010 and 2@0§hted-average outstanding stock options totajmgroximately 3.2 million and 1.9
million were antidilutive, and therefore not incidlin the computation of diluted net income pershBor the six months ended June 30,
2010 and 2009, weighted-average outstanding stpotérs totaling approximately 3.2 million and 1.8lion were antidilutive, and therefore
not included in the computation of diluted net imzper share.

NOTE 5: SHARE-BASED COMPENSATION

The 2004 Equity Incentive Plan, as amended (th@428lan”), limits the combined grant of optionsatmuire shares of common stock, stock
appreciation rights, and restricted stock awardateuthe 2004 Plan to 7,500,000 shares. Any gnaai¢iuthe 2004 Plan that expires or
terminates unexercised, becomes unexercisabls forfeited will generally be available for futuyeants. At June 30, 2010, there were
approximately 805,000 shares of common stock aveiffor future equity-related grants under the 2BGsh.

During the six months ended June 30, 2010, we gda#80,000 nonvested share awards at a weightedegvgrant date price of $11.67 per
share; 230,000 of these awards vest six monthsthftedate of grant, and 200,000 of these awarsish@months after the date of grant upon
achievement of a performance condition for thercdde year ending December 31, 2010. As of Jun2@I) we have assessed the likelihood
that the performance condition will be met and haarded the related expense based on the edfimateome. We also granted 102,500
stock options with a weighted-average exerciseeofc11.81 per share, which vest over periodsingnigom five to seven years.

From time to time we have treasury stock from #gurchase of common stock. We use treasury stosétisfy option exercises. As of
June 30, 2010 we held 125,440 shares of treasoei.st

The weighted-average grant date fair value of stgtions granted during the six months ended JOn@@L0 and 2009 was $4.68 per option
and $8.00 per option, respectively. The weighteekaye assumptions used for the calculation of thakes, utilizing the Black-Scholes
methodology, were as follows:

Six Months Ended

June 30, 201( June 30, 200¢
Expected volatility (% 37.C 47.C
Risk-free interest rate (% 2.67 2.7¢
Dividend yield (%) 0.6% —
Expected life of stock option (yeau 6.5 6.2

The following table presents total share based emsgtion expense, which is a non-cash charge dedlin the Condensed Consolidated
Statements of Income (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Direct cost of service $ 61 $ 59 $ 165 $ 254
General and administrati\ 2,13( 2,724 3,662 4,002
Pre-tax shar-based compensation expel 2,191 2,78: 3,82 4,25¢
Income tax benef (583) (547 (1,087) (972
Total shar-based compensation expense, net o $ 1,60t $ 2,23t $ 2,74C $ 3,28¢

As of June 30, 2010, there was $8.6 million of angnized compensation cost, net of estimated tarfes, related to nonvested share-based
awards, which will be recognized over a weightedrage period of 2.3 years.

NOTE 6: SEGMENT REPORTING

We have three reporting segments: eDiscovery, gy, and settlement administration. Our eDiscpbeisiness provides collections and
forensics, processing, search and review, and decuraview services to companies and the litigatiepartments of law firms. Produced
documents are made available primarily throughsidtbenvironment, and our DocuMatrix™ softwarevadidor efficient attorney review
and data requests. Our bankruptcy business posginlations that address the needs of trusteedntnaster bankruptcy proceedings and of
debtor corporations that file a plan of reorganorat
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Our settlement administration business providesaped services including legal notification, claiateninistration, project administration
and controlled disbursement.

The segment performance measure is based on esbefmye interest, taxes, depreciation and amtidizaother operating expense, and
share-based compensation expense. In manageraealigtion of performance, certain costs, suctoagensation for administrative staff
and executive management, are not allocated byesgigend, accordingly, the following reporting segimesults do not include such
unallocated costs.

Assets reported within a segment are those assstedn be identified to a segment and primarilysest of trade receivables, property,
equipment and leasehold improvements, softwaretifi#ble intangible assets and goodwill. Cask;related assets, and certain prepaid
assets and other assets are not allocated to guneses. Although we can and do identify long-liassets such as property, equipment and
leasehold improvements, software, and identifisiiiengible assets to reporting segments, we dalfatate the related depreciation and
amortization to the segment as management evalsagesent performance exclusive of these non-castyes.

Following is a summary of segment information tee three months ended June 30, 2010. The intersggeenues in the three months
ended June 30, 2010 related primarily to call aesgevices performed by the settlement administnadsegment for the bankruptcy segment.

Three Months Ended June 30, 2010

Settlement
eDiscovery Bankruptcy Administration Eliminations Total
(in thousands)

Revenue
Operating revenue before reimbursed direct

costs $ 19,78¢ $ 24,41¢ $ 11,83F $ — $ 56,03¢
Intersegment revent 28 — 472 (500) —
Operating revenue before reimbursed direct

costs 19,81« 24,41¢ 12,307 (500 56,03¢
Operating revenue from reimbursed direct ¢ 67 2,63 7,194 — 9,89/

Total revenu 19,88: 27,05: 19,50: (500) 65,93
Direct costs, general and administrative ¢ 11,21: 13,83¢ 16,70( (500) 41,24¢
Segment performance meas $ 8,66¢ $ 13,21 $ 2,801 $ — $ 24,68¢

12




Table of Contents

Following is a summary of segment information tee three months ended June 30, 2009. The intersggeenues in the three months
ended June 30, 2009 related primarily to call aesgevices performed by the settlement administnadsegment for the bankruptcy segment.

Three Months Ended June 30, 2009

Settlement
eDiscovery Bankruptcy Administration Eliminations Total
(in thousands)

Revenue
Operating revenue before reimbursed direct

costs $ 14,33 $ 24,07¢ $ 18,72¢ $ — $ 57,13¢
Intersegment revent 1 607 (60€) —
Operating revenue before reimbursed direct

costs 14,33t 24,07¢ 19,33: (60¢) 57,13¢
Operating revenue from reimbursed direct ¢ 37 3,19¢ 5,81¢ — 9,051

Total revenue 14,37 27,27¢ 25,15! (60¢) 66,19(
Direct costs, general and administrative ¢ 9,981 14,77+ 19,95¢ (60€) 44,10(
Segment performance meas $ 4,391 $ 12,50. $ 519 $ — $ 22,09(

Following is a reconciliation of our segment pernfignce measure to income before income taxes (us#mals):

Three Months Ended June 30,

2010 2009
Segment performance meas $ 24,688 $ 22,09(
Corporate and unallocated expen (7,466 (6,579
Shar-based compensation expel (2,19)) (2,789
Depreciation and software and leasehold amortiai (5,24¢) (4,552
Amortization of intangible asse (1,696 (1,819
Other operating expen: (25) (13
Interest expense, n (315 (349)
Income before income tax $ 7,746 $ 6,001
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Following is a summary of segment information foe six months ended June 30, 2010. The intersegmesiues in the six months ended
June 30, 2010 related primarily to call center mexv performed by the settlement administratiomreag for the bankruptcy segment.

Six Months Ended June 30, 2010

Settlement
eDiscovery Bankruptcy Administration Eliminations Total
(in thousands)
Revenue
Operating revenue before reimbursed direct
costs $ 36,58: $ 48,99 $ 19,57 % — 3 105,15(
Intersegment revent 30 — 86¢ (899) —

Operating revenue before reimbursed direct

costs 36,61: 48,99: 20,44 (899) 105,15(
Operating revenue from reimbursed direct ¢ 95 5,00( 11,05¢ — 16,15¢
Total revenue 36,707 53,99t 31,50 (899) 121,30
Direct costs, general and administrative ¢ 21,10( 27,10: 27,78 (899) 75,08¢
Segment performance meas $ 15,607 $ 26,89: $ 3,714 $ — $ 46,21t

Following is a summary of segment information foe six months ended June 30, 2009. The intersegmestues in the six months ended
June 30, 2009 related primarily to call center e performed by the settlement administrationresag for the bankruptcy segment.

Six Months Ended June 30, 200

Settlement
eDiscovery Bankruptcy Administration Eliminations Total
(in thousands)

Revenue
Operating revenue before reimbursed direct

costs $ 28,38: $ 41,40¢ $ 39,96: $ — $ 109,75:
Intersegment revent — 1 1,12C (1,127 —
Operating revenue before reimbursed direct

costs 28,38¢ 41,40 41,08: (1,127) 109,75:
Operating revenue from reimbursed direct ¢ 62 4,71¢ 12,48t — 17,26¢

Total revenug 28,44¢t 46,12¢ 53,56 (1,127 127,01¢
Direct costs, general and administrative ¢ 19,10} 25,20 41,567 (1,127 84,751
Segment performance meas $ 9,33¢ $ 20,92 $ 12,000 $ — $ 42,26
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Following is a reconciliation of our segment penfiance measure to income before income taxes (irsémals):

Six Months Ended June 30,

2010 2009
Segment performance meas $ 46,21t $ 42,26!
Corporate and unallocated expen (14,620 (11,329
Shar-based compensation expel (3,827) (4,25¢)
Depreciation and software and leasehold amortia: (10,447 (9,06¢€)
Amortization of intangible asse (3,516 (3,759
Other operating expen (69) (484
Interest expense, n (702) (687)
Income before income tax $ 13,03 $ 12,69:
Following are total assets by segment (in thougands
June 30, December 31
2010 2009
Assets
eDiscovery $ 144,06¢ $ 133,51!
Bankruptcy 191,93: 187,48«
Settlement Administratio 56,65¢ 54,21
Corporate and unallocat 42,34¢ 62,72¢
Total consolidated asse $ 435,00 $ 437,94!

NOTE 7: FAIR VALUES OF ASSETS AND LIABILITIES

Accounting standards establish a three-level falue hierarchy based upon the assumptions (inpaes) to price assets or liabilities. The
hierarchy requires us to maximize the use of olad#evinputs and minimize the use of unobservalgats The three levels of inputs used to
measure fair value are listed below.

Level 1 — Unadjusted quoted prices in active market identical assets or liabilities.

Level 2 — Observable inputs other than those iredlich Level 1, such as quoted market prices foilainassets and liabilities in
active markets or quoted prices for identical asseinactive markets.

Level 3 — Unobservable inputs reflecting our owawasptions and best estimate of what inputs markeicipants would use in
pricing an asset or liability.
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Assets

The carrying value and estimated fair value ofash equivalents, which consist of short-term manayket funds, are classified as Level 1
and are presented in the following table at Jun€800 and December 31, 2009. As of June 30, 20d®a&cember 31, 2009, the carrying

value of our trade accounts receivable approximigiedalue.

Estimated Fair Value Measurements

Quoted Significant
Prices in Other Significant
Active Observable Unobservable
Items Measured at Fair Value on ¢ Carrying Markets Inputs Inputs
Recurring Basis Value (Level 1) (Level 2) (Level 3)

(in thousands)
June 30, 2010
Financial Assets:
Money market fund $ 25,44¢ $ 25,44¢ $ — 3 —

December 31, 2009
Financial Assets:
Money market fund $ 44,42¢ $ 44,42¢ $ — $ —

Liabilities

As of June 30, 2010 and December 31, 2009, thgingrvalue of accounts payable, certain other litds, deferred acquisition price
payments and capital leases approximated fair value carrying value of the embedded option relédealir convertible notes approximated
fair value at December 31, 2009, and was fully dimed as of June 30, 2010.

At June 30, 2010 there was no convertible debtauwting. As of December 31, 2009, the carrying @aficonvertible debt was
approximately $50.0 million. The fair value of tbenvertible debt was estimated at $59.9 millioma®ecember 31, 2009. This amount was
estimated by taking the outstanding convertiblet ddikided by the conversion price of $11.67 parshto arrive at an estimated number of
shares that would be issued assuming conversiah of the notes. The estimated number of sharestien multiplied by the closing price
our common stock on the last day of the respecéperting period to arrive at an estimate of thievfalue of our convertible debt.

NOTE 8: SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow information is as followstfiousands):

Six months endec

June 30,
2010 2009

Cash paid for:

Interest $ 1,81¢ $ 1,57C

Income taxes paid, n 8,51¢ 4,121
Non-cash investing and financing transactions

Property, equipment, and leasehold improvementsiaddn accounts payable and other I¢

term liabilities 2,96¢ 1,045

Conversion of convertible notes into common st 27,16¢ —

Capitalized lease obligations incurt 32¢ —

Dividends declared but not yet pi 1,34¢ —

Common shares repurchased but not yet 1,65¢ —
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NOTE 9: STOCKHOLDERS' EQUITY
Share Repurchase Program

On June 23, 2010 our Board of Directors authori&&sl million for share repurchases (the “Share Reage Program”Repurchases may |
made pursuant to the Share Repurchase Prograntifrento time at prevailing market prices in the mpearket or in privately negotiated
purchases, or both. The company may utilize ormaare plans with its brokers or banks for pre-autteat purchases within defined limits
pursuant to SEC Rule 10b5-1 to effect all or aiporof the repurchases. Prior to June 30, 201G adepurchased 125,440 shares of common
stock for approximately $1.7 million, at an averagst of $13.19 per share. These shares haddedds on or before June 30, 2010, but did
not settle until after June 30, 2010. As we wdikgated to purchase these shares as of the tatdettley have been included in Treasury
Stock as of the trade date, and we have accruabikty for the settlement of the transactionsttbecurred prior to June 30, 2010. These
trades settled subsequent to quarter end.

Subsequent to quarter end we have purchased apt®ty 938,000 shares of common stock for approtatp&12.1 million, at an average
cost of $12.88 per share.

Dividend

On June 23, 2010 our Board of Directors declaredimt cash dividend of $0.035 per share, payablé\ugust 12, 2010 to shareholders of
record at the close of business on July 15, 20idénds payable of approximately $1.3 millionnsluded as a component of “Other
accrued liabilities” in the Condensed Consolidé@athnce Sheets at June 30, 2010.

NOTE 10: LEGAL PROCEEDINGS
Purported Derivative Shareholder Complaint

On July 29, 2008, the Alaska Electrical PensiondHiied a putative shareholder derivative actiorbehalf of Epiq Systems, Inc. in the U.S.
District Court for the District of Kansas (the “Ggél) (Civil Action No. 08-CV-2344 CM/JPO), allegin@mong other things, improper
conduct by each of our current directors and aetairent and former executive officers and directegarding stock option grants. The
company has stated consistently that the claimsnrathe action are meritless.

On April 27, 2010, on the determination of the camys Board of Directors, the company entered &tipulation of Settlement (the
“Settlement Agreement”) with plaintiff and defendarelating to the settlement of this litigatiordanutual release of claims. Upon the
Court’s final approval, this Settlement Agreemeiit kgsult in the dismissal with prejudice of thenlsuit and all claims contained therein.
There can be no assurance that the Court will ygpitte Settlement Agreement.

The company has determined that the settlementtiwibest interests of the company and its shitetmobecause, among other things, it
avoid the continuing expense and distraction inedlin further defending against the claims, ansl @xpected to terminate this litigation in a
more favorable time frame for Epig Systems andhireholders.

As set forth more fully in the Settlement Agreeméine agreement contains an express denial ofitigldenial of wrongdoing, and a denial
of any improper conduct by the defendants, andiregimo disgorgement, no payment of damages, nmetlation of stock options nor any
recovery from any of the defendants. The compautyis insurance carrier will pay plaintiff's cowat's fees and expenses, which plaintiff's
counsel will seek in an amount not to exceed $3lkom The Settlement Agreement requires dismis§she complaint with prejudice
following final Court approval of the settlementdgorovides for the implementation and/or mainteasfccertain corporate governance
measures by the company during a specified pefitiche.

In connection with the Settlement Agreement, thegany accrued a net provision for the litigatiompmsed of approximately $1.6 million
recorded in the first quarter of 2010, in addittorapproximately $0.5 million which was previoustcorded in the year ended December 31,
2009 and disclosed in the company’s Annual Repoarm 10-K. The provision for litigation includdse amounts expected to be paid to
the plaintiff for its counsel’'s fees and expenseset forth in the Settlement Agreement, along witter costs incurred in 2010 related to the
litigation, and is net of the amount that is expddb be paid by our insurance carrier. The lighi$ included in “Other accrued liabilities”
and the insurance
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recovery is included in “Other current assets” lom €ondensed Consolidated Balance Sheets. Bettansecan be no assurance that the
Court will provide final approval of the Settleméekreement, the ultimate resolution of this mattery materially differ from amounts
recorded as of June 30, 2010.

On June 22, 2010, the U.S. District Court for thetiict of Kansas entered an order preliminarilprying the Settlement Agreement. A fi
hearing is scheduled for August 24, 2010.

NOTE 11: INCOME TAXES

As previously disclosed, our 2003 — 2007 New Ydgtesincome tax returns have been under examinatidrin May 2010, we reached a
tentative settlement agreement with the state, winicludes extending the settlement to include2®@8 income tax return. The company
will also file New York City tax returns during thkird quarter of 2010 for the corresponding yeefkecting, among other things, the
outcome of the state examination. The company tesied for these uncertain tax positions in prienigrs and, as a result, the resolution of
these matters did not have a material effect optbeision for income taxes. Approximately $4.3lioin of previously unrecognized tax
benefits related to these matters, including actmigrest, will be paid during the second hal2810. This amount is included in the
Condensed Consolidated Balance Sheets as a contudri@acrued income taxesDuring the second quarter of 2010, the companyrded
the impact of the tentative settlement by accraidditional unrecognized tax benefits of $0.7 millisvhich after considering the related
interest accrual and offsetting federal and statere tax benefits, resulted in a $0.4 million @&se in the provision for income taxes.
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Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations

This discussion and analysis should be read irucatipn with the Condensed Consolidated Finanditieghents and the accompanying
Notes to the Condensed Consolidated Financial igttts included in this Form -Q.

Overview

We are a provider of integrated technology solgifor the legal profession. Our solutions streaethe administration of bankruptcy,
litigation, financial transactions and regulatoompliance matters. We offer innovative technolsgiutions for eDiscovery, document
review, legal notification, claims administrationdacontrolled disbursement of funds. Our clientdude law firms, corporate legal
departments, bankruptcy trustees, government agenoid other professional advisors who requireviatiee technology, responsive service
and deep subject-matter expertise.

We have three reporting segments: eDiscovery, gy, and settlement administration.
eDiscovery

Our eDiscovery business provides collections anenfsics, processing, search and review, and doduew services to companies and
the litigation departments of law firms. Our eDM#drix™ software analyzes, filters, deduplicated anoduces documents for review.
Produced documents are made available primarigutiit a hosted environment, and our DocuMatrix ™vwemfe allows for efficient attorney
review and data requests. Our customers are typleagje corporations that use our products andiges cooperatively with their legal
counsel to manage the eDiscovery process fortitigand regulatory matters.

The substantial amount of electronic documentscaner data used by businesses has changed the idgnafrhow attorneys support
discovery in complex litigation matters. Due to ttmenplexity of cases, the volume of data that aaentained electronically, and the volume
of documents that are produced in all types afdition, law firms have become increasingly rel@melectronic evidence management
systems to organize and manage the litigation desgoprocess.

Following is a description of the significant soesf revenue in our eDiscovery business.
e Consulting, forensics and collection service fegselol on the number of hours services are provided.

» Fees related to the conversion and production t@f itiéo an organized, searchable electronic datalid®e amount earned varies
primarily on the number of documents.

*  Hosting fees based on the amount of data stored.

»  Document review fees based on the number of hgeanstseviewing documents, the number of pageswadeor the amount of
data reviewed.

In 2009 we opened new offices in Brussels and Homag, established global reach for our data ceritetise U.S., Europe and Asia, and
expanded our offerings to include data forensicsanllections services, as well as document redewices. In 2009 we also launched 1Q
Review™, a revolutionary combination of new intgdint technology and expert services which incotesraew prioritization technology ir
DocuMatrix™, our flagship document management ptatf Increased case activity levels and an uptékew service offerings launched in
2009 are expected to contribute to revenue growting 2010.

Bankruptcy

Our bankruptcy business provides solutions thatesddthe needs of Chapter 7, Chapter 11, and GHeptemnkruptcy trustees to administer
bankruptcy proceedings and of debtor corporatibasfile a plan of reorganization.

»  Chapter 7 is a liquidation bankruptcy for indivitkiar businesses that, as measured by the numbemotases filed in the twelve-
month period ended March 31, 2010, accounted fprasgimately 72% of all bankruptcy filings. In a &fter 7 case, the debtor’s
assets are liquidated and the resulting cash pdscae used by the Chapter 7 bankruptcy trustpayt@reditors. Chapter 7 cases
typically last several years.
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» Chapter 11 is a reorganization model of bankruficgorporations that, as measured by the numbeewfcases filed in the twelve-
month period ended March 31, 2010, accounted fprasgimately 1% of all bankruptcy filings. Chapter generally allows a
company, often referred to as the debtor-in-pogsest continue operating under a plan of reorgation to restructure its business
and to modify payment terms of both secured anéaurgd obligations. Chapter 11 cases generaligéa®ral years.

» Chapter 13 is a reorganization model of bankrufcyndividuals that, as measured by the numberest cases filed in the twelve-
month period ended March 31, 2010, accounted fpraggimately 27% of all bankruptcy filings. In a &fter 13 case, debtors make
periodic cash payments into a reorganization prahaaChapter 13 bankruptcy trustee uses thesepegshents to make monthly
distributions to creditors. Chapter 13 cases Bipjidast between three and five years.

As reported by the Administrative Office of the UCurts, bankruptcy filings for the twelve-monttripd ended March 31, 2010 increased
27% versus the twelve-month period ended Marct28@9. During this period, Chapter 7 filings insed 34%, Chapter 11 filings increased
30%, and Chapter 13 filings increased 12%.

The application of Chapter 7 bankruptcy regulatibas the practical effect of discouraging trustegt@mers from incurring direct
administrative costs for computer system expengssa result, we provide our Chapter 7 productsserdices to our trustee customers at no
direct charge, and they maintain deposit accoumtbdnkruptcy cases under their administrationdgsagnated banking institution. We have
arrangements with various banks under which weigeothe bankruptcy trustee case management sofamareelated services, and the bank
provides the bankruptcy trustee with deposit-reldtanking services.

Chapter 11 bankruptcy engagements are generallytknm, multi-year assignments that provide reverisibility into future periods. For the
Chapter 7 trustee services component of the batdyrigggment, the increase in filings is expecteaoslate into growth in client deposit
balances related to asset liquidations. Our trustedces deposit portfolio exceeded $2.0 billioming the second quarter of 2010, while
pricing continued at floor pricing levels under @agreements due to the low short-term interestenatéronment.

The key participants in a bankruptcy proceedinduithe the debtor-in-possession, the debtor’s legahsel, the creditors, the creditors’ legal
counsel, and the bankruptcy judge. Chapter 7 arap@h 13 cases also include a professional bardyrtiptstee, who is responsible for
administering the bankruptcy case. The esdr customers of our bankruptcy business are debitporations that file a plan of reorganiza
and professional bankruptcy trustees. The Exeeuiffice for United States Trustees, a divisiothef U.S. Department of Justice, appoints
all bankruptcy trustees. A United States Trussesppointed in most federal court districts andegelty has responsibility for overseeing the
integrity of the bankruptcy system. The bankruptogtee’s primary responsibilities include liguidg the debtor’'s assets or collecting funds
from the debtor, distributing the collected fundsteditors pursuant to the orders of the banksupteirt and preparing regular status reports
for the Executive Office for United States Trustaed for the bankruptcy court. Trustees managensire caseload of bankruptcy cases
simultaneously.

Following is a description of the significant soesf revenue in our bankruptcy business.
« Data hosting fees and volume-based fees.

« Case management professional service fees andsathport service fees related to the administraifarases, including data
conversion, claims processing, claims reconciligtirofessional services, and disbursement setvices

» Depositbased fees, earned primarily on a percentage gft€ha total liquidated assets placed on deposit designated financi
institution by our trustee clients, to whom we pdgy at no charge, software licenses, limited harévand hardware maintenance,
and postcontract customer support services. Téwevie earn based on total liquidated assets ptatdéposit by our trustee clients
may vary based on fluctuations in short-term irgerates.

» Legal noticing services to parties of interestamkruptcy matters, including direct notificationdamedia campaign and advertising
management in which we coordinate notificationpaiily through print media outlets, to potentiaftps of interest for a particular
client engagement.
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»  Reimbursement for costs incurred, primarily reladtegostage on mailing services.
Settlement Administration

Our settlement administration segment provides meaervices, including legal notification, claiediministration, project administration
and controlled disbursement.

The customers of our settlement administration srare companies that require the administrati@settlement, resolution of a class
action matter, or administration of a project. ¥éd our services directly to those customers ahdranterested parties, including legal
counsel, which often provide access to these cuamrburing the three and six months ended Jun2®®, approximately 4% and 15%
respectively, of our consolidated revenue was édrivom a large contract with IBM in support of fleeleral government’s analog to digital
conversion program. During the six months endee B 2010, approximately 0.1% of our consolidaige:nue was derived from this
contract. This revenue was recognized in our $eéfeg administration segment. The contract begaineiriourth quarter of 2007, and, as
expected, concluded in the second half of 2009rd s no revenue derived from this contract duittiegthree month period ended June 30,
2010.

Following is a description of significant sourcdg@venue in our settlement administration business

»  Fees contingent upon the month-to-month deliveryase management services such as claims procedsiings reconciliation,
project management, professional services, catecanpport, website development and administratod controlled
disbursements. The amount we earn varies primanilthe size and complexity of the engagement.

» Legal noticing services to parties of interestlass action matters; including media campaign avetidising management, in which
we coordinate notification through various medidlets, such as print, radio and television, to ptiéé parties of interest for a
particular client engagement.

» Reimbursement for costs incurred related to postagmailing services.

Key participants in this marketplace include lavmf$ that specialize in representing class acti@hnaass tort plaintiffs and other law firms
that specialize in representing defendants. Glassn and mass tort refers to litigation in whathss representatives bring a lawsuit against a
defendant company or other persons on behalf afge Igroup of similarly affected persons. Massrfigrs to class action cases that are
particularly large or prominent. Class action arabsmtort litigation is often complex and the caseduding administration of any settlement,
may last several years.

Results of Operations for the Three Months Ended Jue 30, 2010 Compared with the Three Months Ended &e 30, 2009
Consolidated Results
Revenue

Total revenue was $65.9 million for the three marghded June 30, 2010, a decrease of $0.3 mididess than 1%, as compared to the |
year. A portion of our total revenue consists afntaursement for direct costs we incur, such asguestelated to document managen
services. We reflect the operating revenue froeséhreimbursed direct costs as a separate lineoitemur accompanying Condensed
Consolidated Statements of Income. Revenue otiggnrom reimbursed direct costs was $9.9 millian,increase of $0.8 million, or 9%,
from $9.1 million in the prior year. Although opéray revenue from reimbursed direct costs may tlatg significantly from quarter to
quarter, these fluctuations have a minimal effecbor income from operations as we realize litle@ margin from this revenue.

Operating revenue exclusive of revenue originatiog reimbursed direct costs was $56.0 millionhia three months ended June 30, 2010, a
decrease of $1.1 million, or 2%, as compared t@th@ year. This decrease was driven by a $6.8anibecrease in the settlement
administration segment; partially offset by a $%ullion increase in the eDiscovery segment, an@.8 #illion increase in the bankruptcy
segment. Changes by segment are discussed below.
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Operating Expense

The direct cost of services, exclusive of deprémisand amortization, was $16.4 million for theetrmonths ended June 30, 2010, a decreas
of $3.3 million, or 17%, as compared to $19.7 roillin the prior year. Contributing to this decrease a $1.6 million decrease in the expt
related to outside services, primarily relatedetmporary help and mailing, a $1.2 million decregadegal noticing costs; and a $0.5 million
decrease in production supplies. Changes by seganenliscussed below.

The direct cost of bundled products and servicedusive of depreciation and amortization, remaifiatiat $0.9 million for the three months
ended June 30, 2010 and 2009. Changes by segreattisaussed below.

Reimbursed direct costs increased $0.6 milliory,%r to $9.6 million for the three months ended J8®e2010, compared with $9.0 million
during the prior year. This increase correspondbé increase in operating revenue from reimbudsett costs. Changes by segment are
discussed below.

General and administrative costs increased $0liomibor less than 1%, to $23.9 million for thegarmonths ended June 30, 2010. Travel
expense increased $0.4 million and expense refatiedises increased $0.8 million. These increases partially offset by a $0.6 million
decrease in share-based compensation expense Sl million decrease in outside services. Chabgesegment are discussed below.

Depreciation and software and leasehold amortizatasts for the three months ended June 30, 20®$%2 million, an increase of $0.7
million, or 15%, compared to the prior year. Thisrease was primarily the result of increased degitien on equipment related to
investments in our business segments.

Amortization of identifiable intangible assets fthe three months ended June 30, 2010 was $1.omili decrease of $0.1 million, or 7%,
compared to the prior year. This decrease wasethdtrof certain non-compete and customer conimngangible assets that were fully
amortized in the prior year.

I nterest Expense, Net

We recognized interest expense of approximatel§ 80llion for three months ended June 30, 2010%0hd million for the three months
ended June 30, 2009.

Income Taxes

Our effective tax rate for the three months endete B0, 2010 was 49.5% compared with 51.9% in tloe pear. The decrease was primarily
attributable to a larger portion of our income lgegenerated in lower tax jurisdictions. State taed nondeductible equity compensation .
the primary reasons our tax rate is higher tharsthtitory federal rate of 35%. We have significgmrations located in New York City that
are subject to state and local tax rates thatigreehthan the tax rates assessed by other jutisalicwhere we operate.

As previously disclosed, our 2003 — 2007 New Ydekesincome tax returns have been under examinatidrin May 2010, we reached a
tentative settlement agreement with the state, winicludes extending the settlement to include2®@8 income tax return. The company
will also file New York City tax returns during thkird quarter of 2010 for the corresponding yeefkecting, among other things, the
outcome of the state examination. The company basied for these uncertain tax positions in prigvigrls and, as a result, the resolution of
these matters did not have a material effect optbeision for income taxes. Approximately $4.3lioin of previously unrecognized tax
benefits related to these matters, including actmirest, will be paid during the second hal2810. This amount is included in the
Condensed Consolidated Balance Sheets as a contdri@acrued income taxesDuring the second quarter of 2010, the companyrded
the impact of the tentative settlement by accraidditional unrecognized tax benefits of $0.7 millivhich after considering the related
interest accrual and offsetting federal and staterne tax benefits, resulted in a $0.4 million @&se in the provision for income taxes.

In addition, Congress is currently consideringdégion that would extend the research and devedopieredit for 2010 which would result
a favorable impact on our 2010 effective tax rate.

Net Income
Our net income was $3.9 million for the three merghded June 30, 2010 compared to $2.9 millioth#iprior year, an increase of $1.0
million, or 36%. The change from the prior year wasarily driven by growth in our eDiscovery segmewhich was partially offset by a

decline in our settlement administration segmeumg, b the conclusion of the analog to digital casian contract.
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Results of Operations by Segment

The following segment discussion is presented basis consistent with our segment disclosure coediain Note 6 of our Notes to
Condensed Consolidated Financial Statements.

eDiscovery Segment

eDiscovery operating revenue before reimburseattaests for the three months ended June 30, 2@%0549.8 million, an increase of $5.5
million, or 38%, compared to the prior year. Tlmawge from the prior year is primarily related toimcrease in hosting and document review
services.

eDiscovery direct and administrative costs, inabgdieimbursed direct costs, were $11.2 milliontfa three months ended June 30, 2010, an
increase of $1.2 million, or 12%, compared to therp/ear. This change was a result of a net emedn direct and administrative costs wl
primarily were in support of expanded businessisesvcompared to the prior year.

Bankruptcy Segment

Bankruptcy operating revenue before reimbursedtioests for the three months ended June 30, 2@60524.4 million, an increase of $0.3
million, or 1%, compared to $24.1 million in thegryear. This increase was primarily attributatsien increase in bankruptcy trustee fees
associated with higher deposit levels than ther yéar.

Bankruptcy direct and administrative costs, inahgdieimbursed direct costs, decreased $1.0 milbo8%, to $13.8 million for the three
months ended June 30, 2010, compared to $14.&miliithe prior year. The decrease in these costs the result of a $0.6 million decrease
in outside services, a $0.2 million decrease iall@gtification costs, a $0.6 million decreasedimbursed direct costs, partially offset by a
$0.4 million increase in compensation expense.

Settlement Administration Segment

Settlement administration operating revenue befeirabursed direct costs was $11.8 million in the¢hmonths ended June 30, 2010, a
decrease of $6.9 million, or 37%, compared to tfiar year, primarily due to the expected conclusibthe major analog to digital convers
contract during 2009.

Settlement administration direct and administrativsts, including reimbursed direct costs, forttiree months ended June 30, 2010 were
$16.7 million, a decrease of $3.3 million, or 168%mpared to $20.0 million in the prior year, prithadue to the direct and administrative
costs associated with the major analog to digitaversion contract that concluded during 2009.

Results of Operations for the Six Months Ended Jun80, 2010 Compared with the Six Months Ended Jun€d32009
Consolidated Results
Revenue

Total revenue was $121.3 million for the six monghsled June 30, 2010, a decrease of $5.7 millio#%g as compared to the prior year. A
portion of our total revenue consists of reimbureetrfor direct costs we incur, such as postageei®m document management services.
reflect the operating revenue from these reimbudsestt costs as a separate line item on our acaowipg Condensed Consolidated
Statements of Income. Revenue originating frommbeirsed direct costs was $16.2 million, a decre&$d.1 million, or 6%, from $17.3
million in the prior year. Although operating rewenfrom reimbursed direct costs may fluctuate $icgmtly from quarter to quarter, these
fluctuations have a minimal effect on our inconaroperations as we realize little or no margimfrihis revenue.

Operating revenue exclusive of revenue originatiom reimbursed direct costs was $105.2 milliothia six months ended June 30, 2010, a
decrease of $4.6 million, or 4%, as compared tgthw year. This decrease was driven by a $20lHomidecrease in the settlement
administration segment; partially offset by an $ilion increase in the eDiscovery segment, afd.& million increase in the bankruptcy
segment. Changes by segment are discussed below.
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Operating Expense

The direct cost of services, exclusive of deprémieand amortization, was $31.8 million for the siwnths ended Jur89, 2010, a decrease
$7.6 million, or 19%, as compared to $39.4 millinrihe prior year. Contributing to this decrease wa5.1 million decrease in the expense
related to outside services, primarily relatedetmporary help and mailing, a $2.1 million decreaggroduction supplies, and a $1.3 million
decrease in legal notification costs. These deesagre partially offset by a $0.5 million increaseompensation related expense, due
primarily to increases in the bankruptcy segmesultang from the growth in corporate restructuramgagements; and a $0.4 million increase
in building and equipment expense. Changes by segane discussed below.

The direct cost of bundled products and servicedusive of depreciation and amortization, increg$@.1 million, or 7%, to $1.8 million for
the six months ended June 30, 2010 and 2009. Chédnygeegment are discussed below.

Reimbursed direct costs decreased $1.2 millio@%yrto $15.8 million for the six months ended J88e2010, compared with $17.1 million
during the prior year. This decrease directly esponds to the decrease in operating revenue &onbursed direct costs. Changes by
segment are discussed below.

General and administrative costs increased $2ldomilbr 5%, to $44.1 million for the six monthsded June 30, 2010. A litigation provision
for a shareholder derivative action of $1.6 millwas recorded for the six months ended June 3@, 2f4vel expense increased $1.0 million,
and lease expense increased $0.8 million. Theseases were partially offset by a $1.2 million éase in outside services and professional
fees. Changes by segment are discussed below.

Depreciation and software and leasehold amortiaaticsts for the six months ended June 30, 2010 $&9¢l million, an increase of $1.4
million, or 15%, compared to the prior year. Thisrease was primarily the result of increased digtion on equipment related to our
business segments.

Amortization of identifiable intangible assets the six months ended June 30, 2010 was $3.5 mikiaecrease of $0.2 million, or 6%,
compared to the prior year. This decrease wasethidtrof certain non-compete and customer conimgagible assets that were fully
amortized in the prior year.

Other operating expense for the six months ended 3Q, 2010 decreased by approximately $0.4 mitlios to a decrease in acquisition-
related expenses.

I nterest Expense, Net
We recognized interest expense of approximately #0llion for both the six months ended June 3@,@2and 2009.
Income Taxes

Our effective tax rate for the six months endedeJ8®, 2010 was 52.1% compared with 51.4% in thar gear. The increase was primarily
attributable to a larger portion of our income lgegenerated in higher tax jurisdictions, partiaffset by a decrease in non-deductible equity
compensation in 2010. State taxes and non-dede@tplity compensation are the primary reasonsaosurate is higher than the statutory
federal rate of 35%. We have significant operatiogated in New York City that are subject to state local tax rates that are higher thar
tax rates assessed by other jurisdictions wherepgeate.

As previously disclosed, our 2003 — 2007 New Ydgtesincome tax returns have been under examinatidrin May 2010, we reached a
tentative settlement agreement with the state, winicludes extending the settlement to include2®@8 income tax return. The company
will also file New York City tax returns during thkird quarter of 2010 for the corresponding yeefkecting, among other things, the
outcome of the state examination. The company tesied for these uncertain tax positions in prienigrs and, as a result, the resolution of
these matters did not have a material effect optbeision for income taxes. Approximately $4.3lioin of previously unrecognized tax
benefits related to these matters, including actmigrest, will be paid during the second hal2810. This amount is included in the
Condensed Consolidated Balance Sheets as a contudri@acrued income taxesDuring the second quarter of 2010, the companyrded
the impact of the tentative settlement by accraidditional unrecognized tax benefits of $0.7 milliavhich after considering the related
interest accrual and offsetting federal and statere tax benefits, resulted in a $0.4 million @&se in the provision for income taxes.

In addition, Congress is currently consideringségion that would extend the research and devetoperedit for 2010 which would result
a favorable impact on our 2010 effective tax rate.
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Net Income

Our net income was $6.3 million for the six mongmsled June 30, 2010 compared to $6.2 million ferpifior year, an increase of $0.1
million, or 1%. The change from the prior year e result of net costs related to the litigatioovision for a shareholder derivative action
of approximately $1.6 million offset by growth imobankruptcy and eDiscovery segments and a dedioar settlement administration
segment, due primarily to the conclusion of thel@méo digital conversion contract.

Results of Operations by Segment

The following segment discussion is presented basis consistent with our segment disclosure coediain Note 6 of our Notes to
Condensed Consolidated Financial Statements.

eDiscovery Segment

eDiscovery operating revenue before reimburseattaests for the six months ended June 30, 2010536$ million, an increase of $8.2
million, or 29%, compared to the prior year. Tlmamge from the prior year is primarily related toimcrease in hosting and document review
services.

eDiscovery direct and administrative costs, inabgdieimbursed direct costs, were $21.1 milliontfa six months ended June 30, 2010, an
increase of $2.0 million, or 10%, compared to therp/ear. This change was a result of a net emedn direct and administrative costs wl
primarily were in support of expanded businessisesvcompared to the prior year.

Bankruptcy Segment

Bankruptcy operating revenue before reimbursedtioests for the six months ended June 30, 20105489 million, an increase of $7.6
million, or 18%, compared to $41.4 million in thegs year. This increase was primarily attributatdlenew corporate restructuring
engagements during 2009 and 2010; as well as ageaise in bankruptcy trustee fees, associated vgtiehaverage deposit balances.

Bankruptcy direct and administrative costs, inahgdieimbursed direct costs, increased $1.9 millawr8%, to $27.1 million for the six
months ended June 30, 2010, compared to $25.2milithe prior year. The increases in these apete primarily related to an increase of
$1.6 million in compensation related expense and §dllion in technology costs related to the besisgrowth and a $0.3 million increase in
reimbursed direct costs, which directly correspahtethe increase in operating revenue from reisddidirect costs.

Settlement Administration Segment

Settlement administration operating revenue befeirabursed direct costs was $19.6 million in thersonths ended June 30, 2010, a
decrease of $20.4 million, or 51%, compared toptfier year, primarily due to the expected conclogidthe major analog to digital
conversion contract.

Settlement administration direct and administratgsts, including reimbursed direct costs, fordtxemonths ended June 30, 2010 were $
million, a decrease of $13.8 million, or 33%, comgehto $41.6 million in the prior year, primarilye to the direct and administrative costs
associated with the conclusion of the major ana&badjgital conversion contract.

Liquidity and Capital Resources

Cash flows from operating activities

During the six months ended June 30, 2010, ourabipgr activities provided net cash of $16.3 milli@ontributing to net cash provided by
operating activities was net income of $6.3 milleomd non-cash expenses, such as depreciation artization and share-based
compensation expense, of $14.1 million. These itere partially offset by a $4.1 million net usecakh resulting from changes in operating
assets and liabilities. The most significant charigeoperating assets and liabilities were a $9.7
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million increase in accounts payable and otheilita@s and a $13.3 million increase in trade acusueceivable. Trade accounts receivable
will fluctuate from period to period depending dw timing of sales and collections. Accounts payabll fluctuate from period to period
depending on timing of purchases and payments.

Cash flows from investing activities

During the six months ended June 30, 2010, we casl of $5.5 million for the purchase of propertg @quipment, including computer
hardware, purchased software licenses primarilpéwreDiscovery business, and purchased computdwhee primarily for our bankruptcy
trustee business. Enhancements to our existingaadtand the development of new software is esddatour continued growth, and, during
the six months ended June 30, 2010, we used ca&hdmillion to fund internal costs related to thevelopment of software for which
technological feasibility had been established.Bleve that cash generated from operations wilideguate to fund our anticipated
property, equipment, and software spending ovenéx year.

Cash flows from financing activities

During the six months ended June 30, 2010, we casgl of $22.8 million upon maturity of our contingeonvertible subordinated notes
(“convertible notes”), approximately $2.9 millioarfthe payment of long-term obligations, includoapital lease payments, and $1.4 million
for debt issuance costs related to the amendmemiraevolving credit facility; these uses of cagtre partially offset by $0.7 million of net
proceeds from stock issued in connection with tter@se of employee stock options. We also recaghi& portion of the tax benefit relate:
the exercise of stock options as a financing soaf@ash.

Recent financing activities

Contingent Convertible Subordinated Note®n June 15, 2010, the remaining convertible notatired, resulting in a cash payment of $22.8
million, plus accrued interest. On or about Jung2010, prior to the maturity date, $27.2 milliohnotes were converted into 2.3 million
shares of common stock at a conversion price oféf1The original $50.0 million of contingent comtilele notes were issued in June 2004
with a fixed 4% per annum interest rate and animsigmaturity of June 15, 2007. The holders of¢bavertible notes had the right to extend
the maturity date by up to three years. In Apdi0?2, the holders exercised this right and the nitgtdate of the convertible notes was
extended to June 15, 2010.

Revolving Credit AgreementWe amended our credit facility during the secquodrter of 2010 to increase the aggregate amounhds
available from $100.0 million to $140.0 million aegtending the maturity date to June 2014. Duriregterm of the credit facility, we have
the right, subject to compliance with our covenatdsncrease the borrowings to $200.0 million.eTnedit facility is secured by liens on our
land and buildings and a significant portion of éumniture and equipment. Interest on the creatitlity is generally based on a spread,
ranging between 225 and 325 basis points, ovelIB®R rate. There were no amounts borrowed unaeisenior revolving loan as of

June 30, 2010 or December 31, 2009.

As of June 30, 2010, significant financial covesaatl as defined within our credit facility agreemt, include a leverage ratio not to exceed
3.00 to 1.00, a fixed charge coverage ratio ofilesd than 1.25 to 1.00, and a current ratio ofexs than 1.50 to 1.00. As of June 30, 2010,
we were in compliance with all financial covenants.

Other restrictive covenants contained in our crisdiility include limitations on incurring additiahindebtedness and completing acquisiti
We generally cannot incur indebtedness outsiderdit facility, with the exceptions of capital &5, with a limit of $15.0 million, and
subordinated debt, with a limit of $100.0 milliohaggregate subordinated debt. Generally, for aitipis we must be able to demonstrate
that, on a pro forma basis, we would be in comgkawith our covenants during the four quartersrgnahe acquisition, and bank permission
must be obtained for acquisitions in which cashsateration exceeds $80.0 million or total consitlereexceeds $125.0 million.

Share Repurchase Progran@n June 23, 2010 our Board of Directors authdriZ@5 million for share repurchases (the “ShareuRgmse
Program”). Repurchases may be made pursuant ®hhe Repurchase Program from time to time at pieyanarket prices in the open
market or in privately negotiated purchases, ohbbhe company may utilize one or more plans vigtbrokers or banks for pre-authorized
purchases within defined limits pursuant to SECeRlilb5-1 to effect all or a portion of the repusg® Prior to June 30, 2010, we purchased
125,440 shares of common stock for approximately #iillion, at an average cost of $13.19 per shateese shares had trade dates on or
prior to June 30, 2010, but did not
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settle until after June 30, 2010. As we were @iéd to purchase these shares as of the tradehiatdhave been included in Treasury Stock
as of the trade date, and we have accrued a tiafuli the settlement of the transactions that aszliprior to June 30, 2010. These trades
settled subsequent to quarter end.

Subsequent to quarter end we have purchased apmt@ty 938,000 shares of common stock for approvaty&12.1 million, at an average
cost of $12.88 per share.

Dividends: On June 23, 2010, our Board of Directors declatedirst cash dividend of $0.035 per share, plyah August 12, 2010 to
shareholders of record at the close of busineskilynl5, 2010. Dividends payable of approximagly3 million is included as a component
of “Other accrued liabilities” on the Condensed Sdlidated Balance Sheets at June 30, 2010.

We believe that funds generated from operationss pur existing cash resources and amounts availedoler our credit facility, will be
sufficient to meet our currently anticipated workicapital requirements, internal software developrmegpenditures, property, equipment
third party software expenditures, deferred actjoisiprice agreements, capital leases, interegnpays due on our outstanding borrowings,
and other contractual obligations.

In addition, we believe we could fund any futurguaisitions, dividend payments, or common stock refpases with our internally available
cash, cash generated from operations, our exiatingable debt capacity, or from the issuance ditamhal securities.

Off-balance Sheet Arrangements

We generally do not utilize off-balance sheet ageaments in our operations; however, we enter ipgrating leases in the normal course of
business. Our operating lease obligations ardodisd in Note 6 of the Notes to Consolidated Fira@rtatements contained in our Annual
Report on Form 10-K for the year ended DecembeRGQ9.

Critical Accounting Policies

In our Annual Report on Form 10-K for the year eh@=cember 31, 2009, we disclose accounting pslicaferred to as critical accounting
policies, that require management to use signifigadgment or that require significant estimatd$anagement regularly reviews the selec
and application of our critical accounting policieBhere have been no updates to the critical adoaupolicies contained in our Annual
Report on Form 10-K for the year ended DecembeRGQ9.

Recently Adopted Accounting Pronouncements

In January 2010, the FASB issued updated guiddratedquires entities to disclose separately theuamts of significant transfers in and out
of Level 1 and Level 2 fair value measurementsaastribe the reasons for the transfers. In additr@mupdate requires entities to present
separately information about purchases, salesane®s, and settlements in the reconciliation fonue measurements using significant
unobservable inputs (Level 3). The disclosuregedl#o Level 1 and Level 2 fair value measuremargseffective for us in 2010, and are
included in Note 8. The update required new disoles only, and had no impact on our consolidateahitial position, results of operations,
or cash flows. The disclosures related to LevaiBvalue measurements are effective for us in 20his update also only requires new
disclosures, and will have no impact on our cowstéd financial position, results of operationscash flows.

Recently Issued Accounting Pronouncements Not Yetdopted

In October 2009, the FASB issued new standardeef@nue recognition with multiple deliverables. $@aew standards require entities to
allocate revenue in an arrangement using estinsst#idg prices of the delivered goods and serviizesed on a selling price hierarchy. The
amendments eliminate the residual method of revatioeation and require revenue to be allocatedgugie relative selling price method.
These new standards are effective for us beginnitige first quarter of fiscal year 2011, howevarlg adoption is permitted. We are
currently evaluating both the timing and the impafcthe pending adoption of these standards orousolidated financial statements.

In October 2009, the FASB issued new standardthéoaccounting for certain revenue arrangementsriblude software elements. These
new standards amend the scope of pre-existing aaftvevenue guidance by removing from the guidaoncesoftware components of
tangible products and certain software componetsngible products. These new standards
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are effective for us beginning in the first quaxéfiscal year 2011, however early adoption isyged. We are currently evaluating both the
timing and the impact of the pending adoption efsthstandards on our consolidated financial statesne

Forward-Looking Statements

In this report, in other filings with the SEC amdgress releases and other public statements byfficers throughout the year, Epiq
Systems, Inc. makes or will make statements tlaat far or anticipate the future. These forwardking statements include statements about
our future business plans and strategies, and staments that are not historical in nature. s€ferward-looking statements are based on
our current expectations. In this Quarterly Reporform 10-Q, we make statements that plan fanticipate the future. Many of these
statements are found in the “Management’s Discasaiml Analysis of Financial Condition and Resuft®perations” section of this report.

Forward-looking statements may be identified bydgoor phrases such as “believe,” “expect,” “antitdy” “should,” “planned,” “may,”
“estimated,” “goal,” “objective” and “potential. Section 27A of the Securities Act of 1933, as anedndnd Section 21E of the Securities
Exchange Act of 1934, as amended, provide a “safledn” for forward-looking statements. Becauseviimd-looking statements involve
future risks and uncertainties, listed below avaety of factors that could cause actual resari experience to differ materially from the
anticipated results or other expectations expressedr forward-looking statements. These factoctude (1) any material changes in our
total number of client engagements and the volusse@ated with each engagement, (2) any materaadgds in our client’s deposit portfolio
or the services required or selected by our clienehgagements, (3) material changes in the nuofdeankruptcy filings, class action filings
or mass tort actions each year, (4) risks assatiaidtn handling of confidential data and compliamdéh information privacy laws,

(5) changes in or the effects of pricing structured arrangements, (6) risks associated with tiegjiiation of acquisitions into our existing
business operations, (7) risks associated withbtedimess, (8) risks associated with foreign cugrdluctuations, (9) risks associated with
developing and providing software and internet-dasehnology solutions to our clients, and (10kottisks detailed from time to time in our
SEC filings, including our annual report on FormKLOIn addition, there may be other factors notuded in our SEC filings that may cause
actual results to differ materially from any forwldooking statements. We undertake no obligationpgdate publicly or revise any forward-
looking statements contained herein to reflectriutevents or developments.
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ltem 3. Quantitative and Qualitative Disclosures About Market Risk

The principal market risks to which we are exposetlide interest rates under our senior revolvirgglit facility, foreign exchange rates
giving rise to translation, and fluctuations in ghterm interest rates on a portion of our bankzytustee revenue.

Interest on our senior revolving credit facilitygenerally based on a spread, not to exceed 325 haiats over the LIBOR rate. There were
no amounts due under our senior revolving creditifa as of June 30, 2010; therefore, we had noketarisk exposure.

We have limited operations outside of the Uniteat&, therefore, a portion of our revenues andresgseare incurred in a currency other than
U.S. dollars. We do not utilize hedge instrumeatsninage the exposures associated with fluctuatimgncy exchange rates. The
company’s operating results are exposed to changeshange rates between the U.S. dollar anduthetibnal currency of the countries
where we have operations. When the U.S. dollar ereakgainst foreign currencies, the dollar valuewénues and expenses denominated in
foreign currencies increases. When the U.S. dsttengthens, the opposite situation occurs.

We currently do not hold any interest rate flootiaps or other derivatives.
Item 4. Controls and Procedures

An evaluation was carried out by the Epiq Systdms,s Chief Executive Officer and Chief Financiafficer of the effectiveness of the
design and operations of the company’s disclosonérals and procedures as defined in Exchange Akt R3a-15(e). Based on this
evaluation, our management, including the CEO aR@,&oncluded that our disclosure controls andgutaces are effective. Disclosure
controls and procedures are designed to ensuranfbanation required to be disclosed by the conyparits periodic filings with the SEC is
recorded, processed, summarized and reported pvtfthitime periods specified in the SEC’s rules fanohs. Disclosure controls and
procedures include, without limitation, controlgigsrocedures designed to ensure that informatiguired to be disclosed by the company in
the reports that it files or submits to the SE@dsumulated and communicated to company’s managdeimeluding its principal executive
and principal financial officers, or persons penfiagrg similar functions, as appropriate to alloweigndecisions regarding required disclosure.

There have been no changes in our internal cortkas financial reporting during the quarter coeby this report that have materially
affected, or are reasonably likely to materiallfeef, our internal controls over financial repogtin
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PART Il - OTHER INFORMATION.
ltem 1. Legal Proceedings
Purported Derivative Shareholder Complaint

As previously reported, on July 29, 2008, the AtaElectrical Pension Fund filed a putative shamotierivative action on behalf of Epiq
Systems, Inc. in the U.S. District Court for thesfiict of Kansas (the “Court”) (Civil Action No. 88V-2344 CM/JPO), alleging, among otl
things, improper conduct by each of our currergatiors and certain current and former executivieef and directors regarding stock option
grants. The company has stated consistently teatltims made in the action are meritless.

As previously reported, on April 27, 2010, on tleeatmination of the compars/Board of Directors, the company entered intoipugition of
Settlement (previously filed as Exhibit 99.1 to empany’s Current Report on Form 8-K dated April 2010) (the “Settlement
Agreement”) with plaintiff and defendants relatitogthe settlement of this litigation and mutuakese of claims. Upon the Court’s final
approval, this Settlement Agreement will resulthia dismissal with prejudice of the lawsuit andcédims contained therein. There can be no
assurance that the Court will approve the SettlérAgreement.

The company has determined that the settlementtieibest interests of the company and its shitefsobecause, among other things, it
avoid the continuing expense and distraction ingdlin further defending against the claims, ansl @xpected to terminate this litigation in a
more favorable time frame for Epig Systems andhireholders.

As set forth more fully in the Settlement Agreemdim¢ agreement contains an express denial ofitiglienial of wrongdoing, and a denial
of any improper conduct by the defendants, andiregimo disgorgement, no payment of damages, nmetlation of stock options nor any
recovery from any of the defendants. The compautyis insurance carrier will pay plaintiff's cowat's fees and expenses, which plaintiff's
counsel will seek in an amount not to exceed $3lkom The Settlement Agreement requires dismis$ghe complaint with prejudice
following final Court approval of the settlementdgorovides for the implementation and/or mainteasfccertain corporate governance
measures by the company during a specified pefitiche.

On June 22, 2010, the U.S. District Court for thstiict of Kansas entered an order preliminarilprgying the Settlement Agreement. A fil
hearing is scheduled for August 24, 2010.

ltem 1A . Risk Factors

There have been no material changes in our Ristofsatom those disclosed in our Annual Report om#10-K for the year ended
December 31, 2009.
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Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

The following table presents the total number @freb purchased during the quarter ended June B0, & average price paid per share, the
number of shares that were purchased as partwablecly announced repurchase program, and the maximumber (or approximate dollar
value) of shares that may yet be purchased unslear@ repurchase program.

We have a share repurchase program that authaiszisspurchase shares of common stock in orderctease shareholder value. We also
have a policy that requires shares to be repurdiag¢he company to satisfy tax withholding obligas upon the vesting of restricted stock
awards.

Maximum Number (or

Total Number of Approximate Dollar
Shares Purchased as Value) of Shares that
Part of Publicly May Yet Be Purchased
Total Number of Average Price Paid pet Announced Plans or Under the Plans or
Period Shares Purchased Share(2) Programs Programs(1)(2)
April — — — —
May — — — —
June 12544( $ 13.190° 12544( $ 33,345,35
Total Activity for the Quarter Ended
June 30, 201 125,44C ¢ 13.190° 125,44C ¢ 33,345,35

(1) On June 23, 2010 our Board of Directors atitled $35 million for share repurchases, which weaanced on June 23, 2010.
(2) Includes brokerage commissions paid by then@amy.
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ltem 6.

Exhibits

10.1

10.2

10.3

311

31.2

32.1

99.1

1995 Stock Option Plan, as amended and restatddran2, 2010 (incorporated by reference to exhibit to the Current
Report on Form -K filed with the Securities and Exchange Commisg“SEC”) on June 4, 2010

2004 Equity Incentive Plan, as amended and restateldine 2, 2010 (incorporated by reference tobixhd.2 to the
Current Report on Formr-K filed with the SEC on June 4, 201

Third Amended and Restated Credit and Security &ment dated as of June 9, 2010, among Epiq Systemsnd the
domestic subsidiary borrowers named therein, KekB¥attional Association, as Lead Arranger, Sole BRokiner and
Administrative Agent, Silicon Valley Bank as Syrafion Agent, Compass Bank and PNC Bank Nationabgistion as
Co-Documentation Agents, and the lenders nameeithéncorporated by reference to exhibit 10.1h® €urrent Report
on Form &K filed with the SEC on June 15, 201

Certifications of Chief Executive Officer of the @pany under Rule 13a-14(a), as adopted pursu@gdtion 302 of the
Sarbane-Oxley Act of 2002

Certifications of Chief Financial Officer of the @pany under Rule 13a-14(a), as adopted pursus&gdton 302 of the
Sarbane-Oxley Act of 2002

Certifications of CEO and CFO pursuant to 18 U.&é&ction 1350

Stipulation of Settlement (Alaska Electrical Penstaund v. Tom W. Olofson, et al., Case No.: 08-G342 CM/JPO)
incorporated by reference and previously filedrmgxhibit to the Current Report on Form 8-K filedtwthe SEC on
April 27, 2010.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant hasedathis report to be signed on
its behalf by the undersigned, thereunto duly atgkd.

Epig Systems, Inc.

Date: July 28, 2010 /sl Tom W. Olofsor
Tom W. Olofsor
Chairman of the Boar
Chief Executive Office
Director
(Principal Executive Officer

Date: July 28, 2010 /sl Elizabeth M. Brahar
Elizabeth M. Brahar
Executive Vice President, Chief Financial Offii
(Principal Financial & Accounting Office
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Exhibit 31.1

CERTIFICATIONS

I, Tom W. Olofson, certify that:

1.

2.

Date:

| have reviewed this quarterly report on Form 10f@piq Systems, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsgitéde a material fact necessar
make the statements made, in light of the circuntgtsunder which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirgg @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

(a) designed such disclosure controls and proceduresiused such disclosure controls and procedures ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) designed such internal control over financial répgr or caused such internal control over finahi@aorting to be designed unt
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’sloésire controls and procedures and presentedsimgport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tias materially affected, or is
reasonably likely to materially affect, the regastt's internal control over financial reporting;dan

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

(a) all significant deficiencies and material weaknedsehe design or operation of internal contraéiofinancial reporting which are
reasonably likely to adversely affect the regisgfeaability to record, process, summarize and refiwancial information; and

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significémin the registrant’s
internal control over financial reporting.

July 28, 2010

/s/ Tom W. Olofsor

Tom W. Olofsor
Chairman of the Boar
Chief Executive Office




Exhibit 31.2
CERTIFICATIONS
I, Elizabeth M. Braham, certify that:
1. | have reviewed this quarterly report on Form 10f@piq Systems, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtade a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

(a) designed such disclosure controls and proceduresiused such disclosure controls and procedures ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) designed such internal control over financial répgr or caused such internal control over finahi@aorting to be designed unt
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) evaluated the effectiveness of the registrant’sloésire controls and procedures and presentedsimeport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tias materially affected, or is
reasonably likely to materially affect, the regastt's internal control over financial reporting;dan

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarnteyhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

(a) all significant deficiencies and material weaknedsehe design or operation of internal contraéiofinancial reporting which are
reasonably likely to adversely affect the regisgfeaability to record, process, summarize and refiwancial information; and

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significémin the registrant’s
internal control over financial reporting.

Date: July 28, 2010

/sl Elizabeth M. Brahar
Elizabeth M. Brahar
Executive Vice President, Chief Financial Offi




Exhibit 32.1
CERTIFICATIONS OF CEO AND CFO PURSUANT TO 18 U.SS8ECTION 1350.

I, Tom W. Olofson, Chief Executive Officer of Ep8ystems, Inc. (the “Company”), hereby certify parsito Section 1350, of chapter 63 of
titte 18, United States Code, and Section 906 ®@f3arbanes — Oxley Act of 2002, that, to the bEstyoknowledge, (1) the quarterly report
on Form 10-Q of the Company to which this Exhibiattached (the “Report”) fully complies with theuirements of section 15(d) of the
Securities Exchange Act of 1934, and (2) the inftion contained in the Report fairly presents,limeaterial respects, the financial condit
and results of operations of the Company.

/sl Tom W. Olofsor
Tom W. Olofsor

Dated: July 28, 201

I, Elizabeth M. Braham, Chief Financial OfficerBpiq Systems, Inc. (the “Company”), hereby centifysuant to Section 1350, of chapter 63
of title 18, United States Code, and Section 90thefSarbanes — Oxley Act of 2002, that, to the bEmy knowledge, (1) the quarterly
report on Form 10-Q of the Company to which thisiBi is attached (the “Report”) fully complies Wwithe requirements of section 15(d) of
the Securities Exchange Act of 1934, and (2) tfierination contained in the Report fairly preseimsll material respects, the financial
condition and results of operations of the Company.

/sl Elizabeth M. Brahar
Elizabeth M. Brahar

Dated: July 28, 201




