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T

he year was 2008. Foreclosures were on the rise. Growing unemployment and mortgage rate resets
were pushing owners to default on their home loans. The financial markets were collapsing as the
U.S. economy ground to a halt.

But while the country was sliding into its worst recession since the Great Depression, the mood in the Law
Offices of David J. Stern in Plantation was upbeat.
Foreclosure attorney David J. Stern was seeing his business boom like never before. It was on its way to
handling 70,328 foreclosure cases that year, up from 44,733 in 2007 and a modest 15,332 in 2006. His law
firm was cashing in on the housing crisis . Revenues jumped to $199 million including client's reim
filling fees in 2008, up from $40 million barely two years earlier.
In 2009, revenues rose 31 percent to $260.3 million.
But Stern envisioned a bigger upside. When he bumped into an opportunity to capitalize on his business' phenomenal growth rate, he
made an unprecedented move. He sold his law firm 's foreclosure processing operation, which produces the court documents needed to
foreclose on a home, to a publicly traded company .
Stern made $146 million on the deal, including $58.5 million in cash. He also received $87.5 million in promissory notes that DJSP must pay
him by 2015.
He remained in control of the law firm and the spin-off business.
"To me, it was very important that I found the right parties for the transaction because it was never my intent to look for an exit strategy ,"
said Stern, sitting in the conference room on the fourth floor of his suburban office building.
But while the economy remains on the skids, the foreclosure business has turned. Foreclosures have slowed thanks to government
programs and a stabilizing economy. While a double-dip in the market remains a possibility, Stern's businesses are no longer growing . DJSP
and Stern are facing a shareholder suit. And Florida's attorney general has launched an investigation into the law firm 's practices.
A Massive Firm
Wearing casual blue pants and an untucked shirt, Stern sat leaning forward during an interview, as he excitedly discussed his business.
Occasionally, he paused, closing his eyes to organize his thoughts.
Stern's law firm is one of the nation's largest foreclosure firms, processing foreclosures in Florida for major loan servicers such as Bank of
America, Wells Fargo and Citigroup.
When he founded his law firm in 1994, he had no idea that it would balloon into a massive business spanning U.S. domestic and
international borders, his success fueled by the repossessions of thousands of homes in the real estate meltdown that ravaged the global
economy.
He has grown the firm and DJSP to 160 attorneys and more than 1,000 support staff, becoming one of South Florida's largest employers.
Stern's plan to sell off his nonlegal operation took shape in January. He sold the business to DJSP Enterprises, which began trading on the
Nasdaq that month. He became the new company's chairman and CEO with his law firm as its sole client.
"Spinning off your company and taking it public is done all the time by all kinds of companies ," said Jonathan Broder, a South Florida lawyer,
legal headhunter and businessman. "It's frankly a brilliant business move. "
DJSP has operations in Coral Gables; Louisville, Kentucky ; and San Juan, Puerto Rico , plus data entry and document preparation support
operations in the Philippines.
'Challenging Time'
But what looked like a great idea in 2008 and 2009 when foreclosures were on the rise is turning into a challenge. Filings have dropped
significantly this year, and DJSP revenues are falling as well. Second-quarter revenue was off 6.5 percent, excluding fee reimbursements .
During the first half of the year, DJSP revenue, excluding client fee reimbursements of filing fees, fell 2.1 percent to $59.7 million, down from
$61 million in the first half of 2009. Including the reimbursements , revenues jumped 9.3 percent to $128 million from $117 million. The
reimbursements are up because filing fees for foreclosure cases were increased by the Legislature.

Foreclosure referrals to the Stern law firm fell 34 percent to 10,337 in the second quarter from 15,596 in the first quarter, DJSP president and
COO Richard Powers told investors in a conference call Sept. 8.
The challenges are making investors nervous, and the value of the company's shares has been plummeting . Shares peaked at $13 .65 in
April and have been trading below $4 since late July. Shares closed Friday at .
"To say the least, it has been a challenging time for DJSP ," Stern told analysts and investors on the Sept. 8 conference call. "Many of you
have the right to be disappointed , and so am I. "

Cutting Expenses
DJSP executives don't see much potential for near-term improvement in the volume of foreclosure filings . The federal government continues
to roll out programs to help distressed homeowners avoid foreclosure, "delaying the inevitable," Stern said .
So Stern will be focusing on cutting expenses.

Stern says success storv doesn't make him a bad guy

DJSP has imposed a hiring freeze ,
and Stern cut his base salary of
$431 ,500 set when DJSP went
public in January to $1 a year.

Continued success depends on pJSP Enterprises reinventing itself

Going public let Stern iust "run my business"

During the conference call , Stern
told investors he would do anything
in his power to help DJSP succeed.

"When I had an opportunity to buy
stock, I stepped up and bought
stock," he said . "When I had an
~----------------------------------------------------------------------~
opportunity to save the company
money, I willingly gave in my salary for a dollar."
St Pete attorney doesn't want Bar 'caught with its pants down'

He also said he would consider "transferring or moving debt into equity" referring to the money DJSP owes him in two promissary notes.
DJSP will also consider layoffs if referrals don't improve soon .
"Existing staffing levels are not sustainable indefinitely," Powers said.
But Stern said his clients expect a surge of new filings in the near future and had asked him to be prepared.
"We kind of sit here with bated breath wondering 'when' it is going to come through , not 'if it is going to come through ," he said .

Trendsetter
It remains to be seen whether Stern will become a trendsetter in the legal community.
The American Bar Association's Commission on Ethics 20/20 is currently exploring future business models for law firms , including publicly
traded law firms. Australia is one of the first countries to allow that.
Stern said at least four law firms in the country have sold their back-end operations to a private or public company.
"1 can't say it was my idea," he said .
For example, Minneapolis-based Dolan Media and the law firm of Trott & Trott in Detroit created American Processing in 2006 . American
Processing in turn acquired the firm 's technology and default processing operations to provide mortgage default processing services to law
firms nationwide.
Law firm consultant William Brennan with Altman Weil in Philadelphia said foreclosure law firms may be the best application.
"Foreclosure law firms are more like a traditional business and much less like a law firm ," he said . "That is important because you can't
apply that model to other law firms ."
Broder, founder of Strategic Professional Staffing in Aventura , explains traditional law firms have a ratio of three attorneys to one support
staff. But in foreclosure firms , the ratio is inverted with easily 25 to 40 support staff per attorney , he said .
"The truth is only the lawyers must be employed by the law firm," he said . "Stern essentially is outsourcing certain law firm functions , [which
is] done all the time. Is that a conflict? Not really ."
Outsourcing can help a law firm lower fees and be more competitive, Brennan said .

"Pricing is a very key issue in that niche so it makes sense for a law firm to outsource its administrative practice and focus on its core legal
practice," he said.
Foreclosure firms often charge lenders a flat fee of $1 ,200 to $1 ,450 for an uncontested case. Stern said he did not know how much each
case costs his companies to process .
Some attorneys criticized Stern for breaking apart his law practice, saying it is a threat to the legal profession.
He "is trying to change the legal profession into an assembly line," said Hollywood community association attorney Jed Frankel with Eisinger
Brown Lewis & Frankel. "It is like putting together a car."

Profits over Ethics?
Some foreclosure defense lawyers fear DJSP will put profits ahead of ethics to the detriment of distressed homeowners.
Foreclosure defense attorney Thomas Ice talks about pJSP Enterprises
"We have to preserve, protect and defend the practice of law and the larger goals of the practice of law, and we cannot be beholden to
shareholders and outside influences," said Matt Weidner, a St. Petersburg foreclosure defense attorney , activist and blogger. "This is a
profession , not a fast-food joint. We have a larger responsibility not to be expedient [but] to do quality [work], to do good for society as a
whole. We cannot lose sight of that. "
Shareholders could pressure DJSP to process as many foreclosures as possible to generate revenue, and the public company could opt for
speed over fairness and accuracy, foreclosure defense attorney Thomas Ice said.
"That's what is at the root of the problem because the more you outsource, the more you commercialize the process , the more you are going
to be seeing these mistakes ... and I am putting mistakes in quotes there," said Ice of Ice Legal in West Palm Beach. "They are trying to do
it fast, trying to meet deadlines . ... It is becoming like a mill, like a manufacturing plant. "
Allowing a publicly traded company to produce court documents is dangerous because it doesn't have to "respond to The Florida Bar and
judges to a certain extent, but lawyers do," Ice said.
Frankel said DJSP may do whatever it takes to get a foreclosure because that's how it will collect fees .
And the more money DJSP makes, the more money Stern will make as a DJSP's minority owner.
"It is almost like incentivizing them to throw people out of their homes," Frankel said. "If they have a financial incentive to make sure people
lose their home, they will have less incentive to resolve any issue."

Investigations
Foreclosure activists have been increasingly turning up the heat on foreclosure firms, including Stern's. They claim lawyers for lenders have
falsified documents to hide the fact that their clients may not have standing to foreclose on a home.
The Florida attorney general's office is investigating Stern's law practice - as well as three other Florida foreclosure firms - over whether
court documents were fabricated and signatures forged to obtain summary judgments. Stern and the other firms have denied wrongdoing .
Listen to pJSP's Sept 8 conference call with investors
Stern said his firm has processed more than 140,000 cases in more than two years. Yet, an internal investigation in early 2009 found that
only 21 files had "issues" with the affidavits due to an oversight by a paralegal.
Paralegals used to sign affidavits on behalf of lenders through a power of attorney . But he stopped that practice in May 2009. Now, his firm
sends the documents to its clients for their signature, he said . The switch came after a circuit judge questioned the practice, he said .
"While we thought it was properly done, it was a business risk we were not willing to take," he added .
A lawyer who formerly worked at the Stern firm for three years and spoke on condition of anonymity said the volume of work there was
"daunting ," but he was never asked to cut corners or do anything unethical.
"I was never ever put in a position where someone asked me to do something questionable," he said.

Class Action Suits
Stern and DJSP's legal battles keep mounting .
In July, DJSP investors Stan Cooper and Neeraj Methi sued the company and Stern for allegedly violating federal securities law. The suit
filed in Fort Lauderdale federal court claims Stern misled investors in March when he said federal programs created to prevent foreclosures
wouldn't hurt the volume of foreclosure filings - and consequently the company's bottom line.
But in May, Stern announced the foreclosure volume was decreasing substantially , in part because one of the loan servicers doing business

with his firm had temporarily stopped foreclosure filings in April to upgrade its electronic system.
Cooper and Methi claim Stern failed to disclose that information on time, and both investors went ahead and bought a total of 1,000 shares
April 6 and April 21 when shares were trading at about $11 and $13, respectively.
Once Stern announced the drop in foreclosure referrals, the stock headed downhill.
The lawsuit is seeking class action status to include investors who bought DJSP shares from March 16 to May 27 when the share value fell
from $11 .79 to $8.87.
"We believed those comments to be true when we made them ," Stern told the DBR.
DJSP and Stern are also named in a lawsuit claiming they violated the Racketeer Influenced and Corrupt Organizations Act as they pressed
foreclosures against distressed homeowners. The suit filed on behalf of homeowner Ignacio Figueroa in Miami federal court in July alleges
Stern employees and attorneys filed fraudulent court pleadings, filed suits on behalf of lenders that didn't own debt on homes targeted for
foreclosure and concealed lenders' lack of standing to foreclose on properties.
"DJSP will vigorously defend our company and our reputation against those allegations," Stern told investors on Sept. 8.
While the suits are pending , the bad publicity could hurt DJSP's reputation and cost it clients , law firm consultant Brennan said.
That could be particularly true for large banks - especially those sensitive to potential controversy - that are among the most important
clients at Stern's firm and DJSP.
"It puts a cloud over the entire company and creates uncertainty," Brennan said . "American businesses don't want to invest their resources in
businesses that have legal issues that may preclude them from providing the services that they were hired to do. "
Growth Potential
DJSP's long-term success depends on how fast and effectively the company is able to diversify its services and sources of revenue.
In the short-term, its success depends on more homeowners going into foreclosure.
DJSP president Powers told investors during the Sept. 8 conference call that foreclosure filings had recently begun to improve after declines
in the first half of 2010.
"The combined file volume for July and August was 7,989, up 12 percent from the comparable time frame in Q2 ," Powers said.
DJSP is creating new services to help boost revenue, recently offering deed-in-lieu and mediation services to loan servicers.
DJSP also plans to expand into other states to offer foreclosure services. It is also increasingly handling the closing and sale of homes
repossessed by lenders. Homes owned by banks are known as REO properties. REO closings and sales generated $3.5 million in secondquarter revenues, up from $2.1 million in the same period last year. DJSP is currently providing REO services to PNC Bank and is about to
bring in a second client, Stern said.
That is good news since revenue from foreclosure services - the company's main source of revenue - dropped 8 percent to $16.6 million
in the second quarter from $18.1 million in the second quarter of 2009.
Eventually, DJSP hopes to grow by providing other foreclosure-related services like lien searches , document retrieval and publication. In
some states, including Florida, foreclosure rules require public notices to appear in general circulation publications. The company could
potentially boost profits by creating its own publications where it processes a large volume of foreclosures and save some of the money now
paid to third parties such as the Daily Business Review in South Florida.
"Becoming countercyclical is very important," Stern said. "As the foreclosures filter through over the next two to three years ... the loss
mitigation and REO services won't be enough."
Paola luspa-Abbott can be reached at (305) 347-6657.
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