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For the juniors — who paid the tuition
and arrived as the school was closing.



Everyone had told them, and told them repeatedly, that going public
would change the firm forever. They did it anyway.

—On every conversion in this book
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chapter one

The Vote

In the first week of June 1998, the partners of Goldman Sachs gathered to decide
whether to stop being partners. The firm was a hundred and twenty-nine years
old, founded in 1869, when the fastest way to move a message across New York
was still a boy on a bicycle.1 It was the last of the great private partnerships on
Wall Street.2 Every rival house of any size had already sold itself or floated its
shares. The question on the table was whether Goldman would follow, and turn
a private compact among a few hundred people into stock that anyone could
buy.

The debate was not new. Twice before, the firm had walked up to this
decision and turned around. In December 1986, the management committee
brought a plan to a weekend retreat; the argument ran long and hot, by the
accounts that survive, and ended with no vote at all.3 A second, detailed plan was
worked up in 1996 and quietly set aside.4 For more than a decade the partnership
had argued with its own economics and, each time, chosen to stay itself.

What the partners kept refusing to sell was, at bottom, a promise. In a part-
nership the people who made the decisions carried unlimited personal liability
for them, so a ruinous trade could reach past the firm and into a partner’s own
house. That exposure was the discipline. For more than a century it was also
why a client could trust a Goldman partner’s judgment over a stranger’s, because
the judgment was backed by the partner’s net worth. Turn the firm into a corpo-
ration and the liability stops at the balance sheet: the upside survives, and the
person who now bears the downside is a shareholder who was never in the room.

This time the room said yes. The partners and roughly two hundred man-
aging directors endorsed pursuing a public offering, and the co-chairmen, Jon
Corzine and Henry Paulson, put out a joint statement in the flat house voice of
men who had just won a long argument. It spoke of a strong consensus among
the partners and amission to pursue.5 The vote itself was the news. A partnership

1
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had agreed to become a corporation, and the only remaining questions were
price and timing.

Both turned out to be harder than the vote. Goldman filed to go public
in August, and then Russia defaulted, a hedge fund called Long-Term Capital
Management collapsed, and bank shares fell by roughly half. In late September
the firm withdrew the offering, citing “the volatile state of global financial mar-
kets.”6 The delay cost Corzine his job. In January 1999, in what one securities-law
professor called a “palace revolt,” he was eased out of the chief executive’s chair;
Paulson took sole command, and the man who had championed going public
was gone before it happened.7 The argument had a way of consuming the people
who tried to end it.

The payoff, when it came, was clean and enormous. In early May 1999
Goldman priced its shares at $53, raised $3.66 billion, and watched the stock close
its first day at $70 and three-eighths.8 When the accounting settled, 221 former
partners held 48.3 percent of a company the market valued near $29 billion.9
That was the real transaction. A hundred and thirty years of restraint, the salaries
junior bankers had forgone for a shot at the tournament’s prize, the capital every
prior generation had left in the firm rather than take home, all of it capitalized at
once and paid to the few hundred people who happened to hold the equity the
week the music stopped.

* * *

1.1 TheMeeting Before

That room was not rare. The same meeting had already happened, again and
again, up and down the same street, with different faces at the table and the
identical decision on it.

Wall Street ran the whole passage between 1970 and 1999. The first through
the door were three young partners: Donaldson, Lufkin, and Jenrette. They sold
their firm’s shares to the public in 1970, over the objection of an exchange that
until then had forbidden it. They had read the same numbers every other house
could see and drawn the conclusion first: the capital a modern securities business
needed had outgrown anything a partnership could raise from its own partners.
For a few years the defectors stood almost alone, condemned by the older houses
as menwho had broken faith with the idea of a partnership. Then the economics
that had pushed DLJ pushed everyone. Trading came to consume more capital
than any group of partners could supply, and computers and financial theory
turned what had been a craft of judgment into something closer to a production
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line.2 House by house, the holdouts converted. Goldman, the proudest of them,
was the last to admit that the argument was over.

The accountants ran it next, on a different clock and in a different key. Across
the late 1980s and 1990s the partners who ran the eight great audit firms collapsed
them inward into five, each merger justified as the price of serving clients who
had themselves gone global. The fall from five to four was not a merger. Arthur
Andersen, one of the eight, was destroyed within months of a single criminal
indictment in 2002, the first proof that these passages leave casualties andnot only
fortunes.10 Then, beginning around 2021, themiddle tier ofAmerican accounting
did whatWall Street had done a generation earlier: it sold itself to outside capital.
In August 2021 the audit-and-tax firm EisnerAmper took an investment from the
private-equity house TowerBrook, splitting itself into a licensed audit practice
and an investor-owned services company alongside it.11 The deals came steadily
after that. By January 2025 one such firm, Citrin Cooperman, was changing
private-equity owners in a transaction its own trade press called “monumental,”
its stake flipping from one fund to another as though it were any other portfolio
company.12 The bond between a firm and its name, which had once been the
whole of an accountant’s collateral, had a market price.

Two professions, thirty years apart, arriving at the same table and signing the
same paper. The details differ. A trading floor is not an audit practice, and 1970
is not 2021. What does not differ is the order of events: a rule that keeps outside
owners away, a shock that makes partner capital or partner skill insufficient, a
first defector, a wave, a last holdout, and a windfall for whoever holds the equity
when the wave arrives.

1.2 TheMeeting Now

The meeting is being scheduled again, and this time the room is a law firm.
In November 2025, a top-twenty American law firm, McDermott Will &

Schulte, confirms it is exploring outside investment through a structure that
walls its lawyers off from its money and lets a private-equity partner into the
second half.13 The firm has just booked revenue near $3 billion.14 Seven months
later, in June 2026, Morgan & Morgan, the largest personal-injury practice in
the country at some $2.4 billion in gross revenue, hires an investment bank to
explore selling a minority stake that could exceed a billion dollars; its founder,
John Morgan, calls the exercise “purely exploratory.”15 That spring, a Phoenix
firm has already closed the largest such deal yet disclosed, taking $125 million
into a newly separated back-office company while its lawyers keep the practice.16
The sellers are lining up behind a simple arithmetic: roughly two in five law-firm
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partners expect to retire within a decade, and a partnership share is worth far
more sold to capital than handed down to the next associate in line.17

Capital is only half of what is moving. The other half is the work itself. The
tasks that once filled a young lawyer’s first years, reading documents and drafting
first versions and running the diligence, are the tasks software has learned to do
fastest and cheapest, and the money has noticed. When a legal-software company
launches a lawyer-owned firm built around its own tools in late 2025, one of the
largest private-equity houses in theworld puts $50million behind the technology,
routed so that it never touches the firm.18 The same force ran through banking a
generation earlier, and it is a large part of why the third passage may move faster
than the first two.

None of it is reported as history. Each deal arrives as news, a novelty, a first. It
is the third time. When capital and technology break the economics of a human-
capital partnership, the partners sell the firm, and the generation in the room
keeps the money. Banking proved it. Accounting proved it again, faster. Law is
proving it now, in the present tense, one press release at a time.

This book follows all three passages: banking from 1970, accounting from
the late 1980s, and law from the vantage of a transition still under way. The
point of setting them side by side is not to insist that law is identical to the others.
It is to show that the three rhyme closely enough that the reader can learn the
tune. Each passage runs through the same handful of beats, and once you have
watched them fall twice, you can name each one as it lands.

Two of these stories are finished, which is why this book can tell them in the
past tense. Banking’s partners have been shareholders for a generation; account-
ing’s middle tier already answers to funds. The third story is still being written,
and the chapters that reach it shift into the present, because the vote has not yet
been counted.

There is a temptation, watching capital wash into one profession after an-
other, to read the story as decline, and another temptation, watching the wind-
falls, to read it as progress. Neither reading survives a close look at what the
partnership actually did for a living. It was a working institution with three
moving parts. Unlimited liability was a promise to clients written in the partners’
ownmoney; the low pay of a junior’s early years was tuition for a trade that could
only be taught by doing; the tournament that made associates work like that
held out a share of the firm as the prize. When the economics that supported
those arrangements move, the arrangements move too, and someone captures
what a century of restraint had accumulated. The winners are easy to see: the
partners who hold the equity at the moment of sale, and the capital that buys in.
The losers are harder. The junior whose tournament prize is quietly cancelled
once software does the work that used to win it; the client whose bond with
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1950

1960

1970

1980

1990

2000

2010

2020

Wall Street

1953 NYSE ownership ban

1969 DLJ defies NYSE

1970 DLJ goes public

1971 Merrill goes public

1975 May Day: rates freed

1981 Salomon sold (Phibro)

1984 Lehman sold (Shearson)

1985 Bear & Morgan St. IPOs

1986 London Big Bang

1995 Evercore founded

1999 Goldman Sachs IPO

2005 Lazard IPO ends era

2008 Bear, Lehman, Merrill

Audit & Tax

1987 KPMG merger

1989 Big Eight to Big Six

1998 PwC merger

2000 Accenture split

2001 Enron collapses

2002 Andersen guilty; SOX

2005 Advisory rebuilt

2021 First top-20 PE deal

2022 EY Project Everest

2023 Everest cancelled

2025 104 PE deals; Citrin

Legal

1991 D.C. relaxes Rule 5.4

2000 ABA rejects MDP

2007 UK Legal Services Act

2012 First UK ABS licences

2016 Slater & Gordon crisis

2020 Arizona ends Rule 5.4

2023 Axiom Ince collapses

2025 KPMG Law US licensed

2026 US MSO deals close

Figure 1.1: Three professions, one sequence. The conversions of investment
banking (from 1970), audit and tax (from the late 1980s), and legal services (under
way) laid on a common timeline. Read down each column and the beats line up:
a rule, a shock, a first defector, a wave, a last holdout, and a reckoning.
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a named partner becomes a line item owned by a fund. The open questions
are who captures the windfall, who pays to train the next generation once the
pyramid’s base is automated, and what replaces the bond between a firm and the
clients who once trusted it.

Goldman’s partners argued for thirteen years before they voted, and lost
the argument to their own numbers. The accountants took less time. The law
firms retaining bankers in 2026 are not holding weekend retreats to search their
souls; they are quietly hiring advisers and reading term sheets. The vote that took
Goldman a generation to reach is, in the third profession, already on the calendar.
What follows is the story of how the last two rooms decided, told closely enough
that when the third one votes, you will recognize every face at the table.



chapter two

The Partnership Bargain

The boy’s first assignment at Goldman Sachs was the partners’ overshoes. In
November 1907 a sixteen-year-old named Sidney Weinberg was hired at 43 Ex-
change Place, paid five dollars a week as an assistant to the building superin-
tendent. He brushed the mud off the partners’ hats and boots and ran their
errands.19 He was small, he had left school after the eighth grade, and he had
already been turned away from other Wall Street houses. What he had was
proximity.

Paul Sachs, a grandson of the founder, noticed the boy, moved him into
the mailroom, and paid out of his own pocket to send him to business college
at night.19 Weinberg reorganized the mail. Then he reorganized whatever they
handed him next. He made partner in 1927, senior partner in 1930, and ran
Goldman Sachs for the next thirty-nine years, until his death in 1969.20 Along the
way he led the syndicate— the group of banks that sold the shares— for the 1956
Ford Motor Company offering, then the largest public share sale in American
history. He advised five presidents, and the newspapers called him Mr. Wall
Street.21 In time he gave the government years of unpaid wartime service and
called it “the highest form of citizenship.” Franklin Roosevelt, who used him
and liked him, nicknamed him The Politician.21

He kept one souvenir of the climb. On display in his office, through a career
that put him on the boards of Ford, General Electric, and Sears, sat a brass
spittoon he had polished as a boy.21 The man who ran Goldman Sachs never let
a visitor forget that he had once cleaned its floors.

Weinberg’s rise gets told as an American fable, and it is one. It is also a precise
description of how a professional partnership worked. Skill in this business was
tacit: you learned it by standing next to someone who already had it, for years,
inside one firm. Weinberg was sponsored by a named partner, trained on the job,
and admitted to ownership only after two decades of watching. The spittoon on
the desk was the tuition receipt.

7
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2.1 What the Firm Owned

A professional firm owns almost nothing. No factory, no warehouse, little equip-
ment beyond desks and telephones. Its productive assets are its people, and every
evening those assets ride the elevator down to the street and go home. A steel
mill that loses its workers still owns the mill. A firm like Goldman that loses its
people owns the carpet. That sounds like a curiosity. It shaped everything about
how the work was owned.

Start with a problem the client cannot solve: quality. A brief, an audit
opinion, a fairness letter can each hide weeks of care or a single careless afternoon,
and the buyer often cannot tell which for years, if ever. Armen Alchian and
Harold Demsetz gave the classic account in 1972. When a team’s output cannot
be traced to any one pair of hands, someone has to monitor the work — and he
will watch closely only if he keeps the profit left over.22 In a firm of professionals,
the only people who can judge the work are other professionals, so the monitors
and the owners had to be the same people. That is the first reason the senior
practitioners owned the place.

A second reason explains the partnership’s snobbery, and any partner ruling
on a new admission felt it in his own pocket. Say yes to a candidate and every
partner already inside surrenders a slice of his profit to make room, so the only
admission worth the cost is one that lifts the average. An outside investor runs
the opposite reflex: because clients cannot judge quality before they buy, each
new body that bills is pure gain, and the temptation is to hire fast and let the
talent thin. Jonathan Levin and Steven Tadelis later showed formally what the
partners already knew from doing the arithmetic on their own draws.23 It was
the reflex behind Paul Sachs’s wager on the mailroom boy: the firm admitted
Weinberg to ownership only after two decades had proved he raised the average,
not merely the headcount. The form was a standing promise to be choosy, and
the partners’ own wallets enforced it.

None of this came free. Eugene Fama and Michael Jensen named the cost:
a firm whose owners must also be its expert decision-makers cannot sell shares
to strangers, because strangers cannot evaluate what it does.24 The partnership
bought quality assurance and choosiness at a fixed price — it could raise money
only from the people already in the room. Formost of the twentieth century that
looked like an obvious trade. This book is about the decades when it stopped
looking obvious.

Set out plainly, the bargain balanced four sets of hands. The partners got
rents, control of their own firm, and an exit, a stake they could one day sell to
the juniors coming up behind them. The juniors got below-market pay and real
training, plus a ticket into the tournament. Their low wage was the tuition, paid
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not in cash but in the gap between what they earned and what their hours billed.
Weinberg’s spittoon and a first-year salary were the same instrument, read from
opposite ends. The clients got quality they could not verify, underwritten by the
partners’ reputation and, in the last resort, their houses. And the public got a
gatekeeper, a professional with personal skin in the game standing between it
and the misconduct of others. Each side gave something to get something. The
weakness sat inside the strength: a firm owned only by its working seniors could
raise money only from them, and could move only when they agreed.

2.2 The Price of the Bond

The handicap had an upside the partners rarely mentioned and the clients rarely
saw, until something broke. It had also cut the other way once, and badly.

In December 1928 Goldman launched the Goldman Sachs Trading Corpora-
tion, an investment trust it sold to the public with fifty million dollars of capital.
It was the project of Waddill Catchings, the first man from outside the founding
families to lead the firm. Then the market broke. In the crash of 1929 the trust’s
shares fell from a peak near three hundred and twenty-six dollars to about a dollar
and seventy-five, a loss of more than ninety-eight percent. The Goldman vehicle
alone accounted for roughly seventy percent of the money that the fourteen
largest investment trusts destroyed.25 Catchings was out by May 1930. Into that
wreckage stepped Sidney Weinberg, as senior partner. The lesson stayed with
the firm. The partnership form concentrated risk on the partners, and when a
leader misjudged it, the partners paid.

Four decades later the same lesson arrived in a different form. In the winter
of 1970 something broke badly at Goldman Sachs.

For years the firm had brokered commercial paper: the short-term IOUs that
blue-chip companies issue to borrow for a few weeks at a time. Goldman placed
the paper with investors, took a fee, and stood implicitly behind the borrower.
One of those borrowers was the Penn Central Transportation Company, the
largest railroad in the country. By early February 1970 Goldman was holding
about ten million dollars of Penn Central’s paper on its own books, against a
firm-wide capital of roughly fifty million.26 One shaky railroad had come to sit
on a fifth of everything the partners owned.

On June 21, 1970, Penn Central filed for bankruptcy, then the largest cor-
porate failure in American history. It defaulted on something like eighty-seven
million dollars of commercial paper that Goldman had placedwith roughly three
hundred investors.26 The default sent a shock through the whole commercial
paper market, and the clients Goldman had vouched to began to sue. Goldman’s
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own corporate history, no friend of overstatement, describes the stakes in one
flat line: the potential losses were greater than the firm’s capital, “posing a threat
to its very existence.”26

Senior partner Gus Levy, a trader who had joined in 1933 at twenty-seven
dollars and fifty cents aweek, spent the next several years steering the firm through
the settlements.27

Here is what the partnership actually priced. Benjamin Klein and Keith
Leffler supplied the theory. When quality cannot be put into a contract, a seller
keeps its word only because breaking it would forfeit a stream of future profits
worth more than the one-time gain from cheating.28 Partner profits were exactly
that sort of bond, rents worth more kept than stolen. Behind the profits stood
something starker still. AGoldmanpartner in 1970was personally liable, without
limit, for the firm’s debts. Had Penn Central taken the firm down, the partners
would not have lost their shares. Theywould have lost their houses. That was the
promise the client bought and could not get any other way: the personal wealth
of the people vouching for the work, put on the table. No public shareholder
posts that bond. That bond would later soften: when these firms reorganized
as limited-liability partnerships in the 1990s, a partner still risked his capital and
career, but no longer, in the ordinary case, his house.

2.3 The Pyramid and the Tournament

Liability and choosiness explain who owned the firm. They do not explain how a
firm of ownersmakesmoney, and the answer to that is a shape. At the apex sit the
finders, the partners who bring in the work. Below them the minders, who run
it. At the base the grinders, the juniors who do it. A partner sells a junior’s hour
for several times the junior’s wage and keeps the spread, multiplied across every
junior in the pyramid. DavidMaister, who spent the 1980s studying professional
firms, drew the shape and called it “the modern embodiment of the medieval
craftsman’s shop, with its apprentices, journeymen, and master craftsmen.”29

Howwide the base runs depends on the profession, and the difference drives
much of what follows. Elite law firms stay narrow, fewer than three juniors for
each partner, because bespoke judgment does not break into steps a beginner can
follow. Audit and tax firms run ten or twenty times as many juniors as partners,
because much of that work decomposes into procedures that can be written
down, handed out, and checked.30 The wider the base, the more a partner earns
from other people’s hours, and the more the firm leans on a steady supply of
juniors willing to grind at the bottom. The pyramid does two jobs at once. It
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produces the work, and it sorts the workers, because the juniors grinding at the
base are the pool the next partners come from.

The juniors accepted the bargain because the pyramid paid them in more
than money. Alan Morrison and William Wilhelm modeled the old investment
bank as a machine for handing down skill no manual could hold. It passed by
proximity: a feel for markets, a read on clients, the judgment Weinberg absorbed
over twenty years in the room.31 A partner’s stake was illiquid. He could cash it
out only by selling to the juniors coming up behind him, at a price set by the
firm’s reputation. Training the next generation well was not generosity, then. It
was a partner protecting the value of his own retirement.

Noone engineered the apprenticeshipmoredeliberately than a lawyer. When
Paul Cravath became presiding partner of his New York firm in 1906, he built a
system distinctive enough to take his name.32 The Cravath System hired only
the top graduates of a handful of law schools, and only fresh ones, straight from
school or a clerkship, so that no habits formed elsewhere had to be unlearned.
It put them on a salary, an innovation around 1910 when most firms still let
young lawyers scrounge their own clients, and rotated each associate through
eighteen-month tours under one partner’s close watch.33,34 Then, after five to
seven years, the firm ruled on each associate without euphemism: promotion
to partner, or out. Most associates never made partner. They knew the odds
going in and spent their twenties inside the firm anyway, trading present pay for
the training and a chance at the prize. The hours were punishing, and the firm
wore them as a badge. Asked in 1958 about the workload, Cravath’s oldest active
partner, Hoyt Moore, answered for the whole institution: “There wasn’t a light
on when I left at two o’clock this morning.”35

Two law professors later found the engine inside the arrangement. Marc
Galanter and Thomas Palay pointed out that a real promotion tournament
forces a firm to grow. Every associate who wins the prize becomes a partner who
then needs his own associates beneath him, so the base must widen with each
generation.36 Ronald Gilson and Robert Mnookin supplied the logic under it.
The up-or-out tournament is a second-best fix for a two-sided problem of trust.
The firm cannot tell in advance which associate will be good, and the associate
cannot trust a bare promise that the firm will promote him fairly. A large prize,
awarded years later by public rule, is what lets both sides commit.37 Themachine
built to pass down judgment built size as its byproduct. Cravath’s own firm
grew from about eighteen partners before the war to some hundred and sixteen
lawyers by 1957, the second largest on Wall Street.35

The tournament was fair only to the people allowed to enter it, and for most
of the century that was a narrow set. Goldman Sachs named no woman partner
and no Black partner until October 1986, when Jeanette Loeb and Garland
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Wood were included in a class of thirty-seven.38 The apprenticeship that carried
Sidney Weinberg out of the mailroom was real. It was also, for most of a century,
a staircase open to some and shut to most. An honest account of what the
partnership was owes that fact the same ink as the spittoon.

2.4 The Firm That Tried to Quit

It would be easy to read all this as sentiment: mahogany and old money and
men who liked things the way they were. Goldman Sachs itself proves otherwise,
because for five years it tried to stop being a partnership.

In 1922 the firm reorganized into a joint-stock association, a kind of cor-
poration with common and preferred shares. The motive was arithmetic, not
romance. The new structure saved on taxes and cut about a hundred and ninety
thousand dollars a year in brokerage commissions. The partners were unsen-
timental enough to keep one feature of the old form: the shareholders stayed
personally liable, without limit, exactly as partners had been.39 They wanted the
tax treatment of a corporation and the client’s bond of a partnership at once.

Then the New York Stock Exchange settled the matter for them. The Ex-
change would not admit a corporation tomembership. Only a partnership could
hold a seat on the floor. So in 1927 Goldman Sachs reorganized itself back into a
partnership and swept the leftover corporate machinery into a shell company.39
The firm did not stay a partnership because the partners loved the form. It stayed
a partnership because an outside rule made the partnership the only way to keep
doing business on the Exchange.

That rule was one of three, and the other two ran through law and account-
ing. The bar forbade a nonlawyer from owning a law firm or sharing its fees
at all. State boards required that any firm doing audit work be owned mostly
by licensed accountants. Each was defended the same way, as a guarantee of
independence. A professional who answered to outside shareholders might trim
his judgment toward a return target, and in these trades the client was not the
only party who mattered. The auditor was, in the Supreme Court’s phrase, a
public watchdog. The lawyer was an officer of the court. Whatever else the rules
accomplished, they held outside capital off the property. Where the wall stood
absolute, pressure built behind it until capital found a crack. Where the wall
was only partial, capital seeped through. Where the wall came down, the water
moved fast.

That is the shape of the thing, and it is about to run three times. A profes-
sional partnership stood on four supports. Its work was hard for outsiders to
judge. Its skills passed by apprenticeship from one generation to the next. It
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needed little capital beyond the partners’ own. And a rule kept outside owners off
the property, whether the Exchange’s, the bar’s, or the accountancy board’s.23,24,31
Pull any one support and the form leans. Pull enough and the partners do the
arithmetic, and sell.

Two forces did most of the pulling, and they recur in every case ahead. One
was capital. The day the business needed more money than the partners could
put up, ownership had to open to people who could. The other was codification.
Every time a piece of tacit craft got written into a system, whether a tradingmodel,
an audit method, a review program, or a machine that reads, the apprenticeship
mattered a little less. The work grew a little easier to judge from outside, and the
base of the pyramid grew a little easier to automate. Weinberg’s spittoon sat on
that desk because skill in his world could be handed down only in person. The
next seventy years are the story of that stopping being true, one profession at a
time. Wall Street went first.



chapter three

The Dam

On Wednesday, June 12, 1968, the New York Stock Exchange did not open. Nei-
ther did the American Stock Exchange, nor the over-the-counter market. The
richest securities markets on earth went dark for a day. They would go dark every
Wednesday through the middle of December, on purpose, so that clerks could
claw back a little of the ground the other four trading days kept burying them
under40.

The trouble was not a panic. It was the opposite of a panic. Americans
were buying stock faster than Wall Street could record who owned what. Daily
volume had roughly doubled in three years, from about five million shares in
1965 to twelve million by 1968, and every one of those shares still moved as a
piece of paper41. A trade was not finished when the price was agreed on the floor.
Somebody then had to find the physical stock certificate, check the endorsement,
cancel the old name, issue the new one, and carry the document by hand to the
buyer’s broker. Messengers walked the certificates through the financial district
after the closing bell, satchels full of other people’s ownership.

Behind the messengers were the back offices, and the back offices had broken.
At McDonnell & Co., a mid-sized house, the staff had grown so fast that some
clerks worked standing up because there was no floor space left for their desks.
The firmhired anyone it could. Newarrivals often did not know, in the exchange’s
own later phrasing, simple arithmetic, spelling, or how to take a telephone call41.
Turnover among Wall Street clerks ran near 50 percent a year. People were
processing certificates worth more than they would earn in a lifetime, and they
were quitting in months41.

One of them told a reporter for The New York Times what the work felt like
from the inside.

I worked in a dress factory snipping loose threads, but we knew what
we were doing; we could see the dress. Down here, I just check numbers,
numbers, numbers. I don’t know what it’s all about, but it never ends.

14
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—A back-office clerk, 196841

It never ended because the paper kept arriving. Every trade was supposed to
settle in five business days: money one way, certificate the other. When a broker
took a customer’s money but could not produce the stock on time, the trade
became a “fail to deliver,” a broken promise sitting on the books waiting to be
made good41. By the end of 1968, the fails had piled to $4.13 billion, a sum larger
than the entire capital of every member firm of the exchange combined42. Each
of those dollars was a certificate lost in a drawer, or in a satchel, or in the memory
of a clerk who had quit two months before. The market had outgrown its own
plumbing. And the plumbing, it turned out, was the whole institution.

3.1 The Rule

To understand why the paperwork mattered so much, go back fifteen years, to a
vote that seemed at the time to settle almost nothing.

In March 1953, the members of the New York Stock Exchange voted, 594 to
538, to let member firms organize as corporations rather than as partnerships42.
The membership had rejected the same idea twice before, in 1947 and again in
1949. The fight had been bitter enough that the trade press described Wall Street
as having squabbled fiercely over it42. A study group had finally recommended
that the advantages of the corporate form should be available to member firms,
and the board agreed. The margin was 56 votes.

The vote changed how a firm could be built. It did not change who could
own one. The 1953 rule carried a condition that gutted it of any threat to the
existing order. Every share of voting stock in a member firm had to belong to
someone actively engaged in the business42. A partner could now incorporate
for tax reasons or liability reasons, but he still could not sell a piece of his firm
to the public. Outside money remained locked out, not by custom but by the
exchange’s constitution. That was the dam. It held back an ocean of capital, and
it did so by a single sentence about who was allowed to hold a share.

The dam protected something real. Wall Street’s partnerships rested on the
same three-legged structure as the great law firms and accounting firms of the era.
The first leg was unlimited personal liability: when a partner’s own house and
savings stood behind the firm’s obligations, a client had a bond that nomarketing
could counterfeit. The second was apprenticeship, the slow transfer of judgment
from senior to junior across years of underpaid work in exchange for a claim
on a future partnership. The third leg was capital, and here the 1953 rule did its
work. The firm’s money was the partners’ money. There was no other kind. A
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partnership could grow only as fast as its partners could plow their earnings back
in, and it could keep only the capital its living partners chose to leave in42.

Incorporating was never the same as going public, and for two decades
almost no one confused the two. A firm might take the corporate shell for its
tax treatment, or to cap a junior partner’s exposure, and still keep every share in
the hands of people who came to work each morning. The public could buy the
stock of the companies these brokers took public. It could not buy a share of
the brokers themselves. That was the whole point of the 1953 sentence, and the
membership had written it on purpose.

For a long time that arrangement was enough, because the business did not
ask formore than partners could supply. A brokerage needed a floor, a telephone,
a research department, and clerks with pens. The capital stakes were human,
not industrial. As late as 1960, fewer than 11 percent of member firms had even
bothered to incorporate; the partnership was still the natural shape of the trade42.
The dam did not need to be strong, because nothing was pushing very hard
against it.

Then the water rose.

3.2 Numbers, Numbers, Numbers

The bull market of the 1960s, the “go-go years,” did something the exchange’s
architecture had never contemplated: it made ordinary Americans trade in vol-
ume43. Performance funds churned their portfolios to chase the quarter’s hottest
names. Conglomerate stocks and speculative new issues changed hands again
and again in a single week. The buying was fast, and the settlement behind it
was not. Each transaction, no matter how small, demanded the same manual
choreography of certificate, endorsement, and transfer that had served a quieter
market for a century. The system did not bend under the load. It jammed.

The exchange tried to buy time by taking it off the clock. It shortened trading
hours first in August 1967, then started closing at two, and finally, in June 1968,
surrendered one full day a week. The second quarter of 1968 had set a record
nobody wanted: 845 million shares, more than a quarter above any prior quarter
in the exchange’s history40. Trading time was the one lever the exchange fully
controlled, so it kept pulling that lever while the backlog grew anyway.

The numbers tell the story of a machine seizing (Table 3.1). Back-office
headcount across the industry climbed from about 22,000 in late 1966 to roughly
28,000 by the spring of 1968. Even then, the exchange reckoned Wall Street
was nine thousand clerks short of what the volume required41. Firms threw
bodies at a problem that bodies made worse, because each new untrained clerk
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Figure 3.1: Average daily share volume on the New York Stock Exchange,
1965–1979. The shaded band marks the 1968–1970 paperwork crisis, when vol-
ume outran the industry’s ability to settle its own trades.

Table 3.1: The paperwork crisis by the numbers, 1965–1971.
Measure Figure

Average daily volume, 1965 to 1968 about 5M to 12M shares
Back-office clerks, 1966 to 1968 22,000 to 28,000 (about 9,000 short)
Clerk turnover, 1968 about 50 percent a year
Fails-to-deliver, year-end 1968 $4.13 billion
Member firms that vanished, 1969–70 100+ (about one-sixth)

generated errors that other clerks had to chase. The oldest houses drowned
alongside the newest. In the spring of 1968, Lehman Brothers discovered it could
not account for $473 million in securities it owed to others40. Industry-wide,
the most tangled “aged” fails, the ones nobody could resolve at all, peaked near
$837 million that July42. Certificates went missing. Some were never lost at all,
merely stolen. The exchange later estimated that organized crime siphoned off
as much as $400 million in securities during the chaos, walking out through the
same doors the paperwork could not close42,44.

The exchange understood the mechanical fix. In June 1968, it opened the
Central Certificate Service, a depository that held the certificates in one vault
and let brokers settle trades between themselves by ledger entry40. Instead of a
runner carrying paper across the district, a clerk changed a number in a book. It
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was the first real step toward a market where the certificates stopped traveling
at all. The fix was correct. It was also expensive, permanent, and computerized,
and that combination was exactly what the partnership form could not buy.

Here was the trap the 1953 rule had built. A mainframe and a depository
were not a bigger research department; they were fixed industrial plant, the kind
of investment that pays back over a decade and cannot be pulled out when a
partner retires. But partner capitalwas the opposite of permanent. Anewpartner
brought his money in; a retiring one took his out. When the market fell, the
securities a firm counted as capital fell with it. And the money could be pulled at
the worst possible moment, which on Wall Street was usually the only moment
that mattered41. The business had begun to demand capital that stayed, and the
partnership was a machine for capital that left.

The downturn of 1969 and 1970 pressed on exactly that weakness. As stock
prices fell, the securities a firm held as its own capital fell with them, and the
customer loans that had padded its balance sheet evaporated. Firms that had
looked solvent on paper were revealed to be holding paper that lied. Felix Ro-
hatyn, the Lazard partner drafted onto the exchange’s emergency committee, put
the auditing problem flatly: figures from firms with huge back-office problems,
he said, were meaningless41. Nobody could say with confidence which houses
were sound, because the machinery that was supposed to keep the books was the
very thing that had failed.

3.3 The Rescues

More than a hundred member firms disappeared in 1969 and 1970, about one
in six, absorbed into stronger houses or wound down before their customers’
accounts could be lost41,42. Some names that had meant something for decades
went out. Firms like First Devonshire and Plohn & Co. failed outright43. The
exchange, terrified of the headline that would follow the first customer wiped out
by a broker’s collapse, appointed a small crisis committee to manage the dying.
Its central figures were Robert Haack, the exchange’s president; Bernard Lasker,
its chairman and a well-connected Nixon fundraiser; and Rohatyn. To pay for
the rescues, the exchange raided its own accounts. Its trust fund for failing firms
swelled to $55 million, $30 million of it pulled from money the exchange had set
aside to put up a new building41,43.

They governed by triage, not by rule. The net-capital regulations that were
supposed toprotect customers hadbecome a loaded gunpointed at the exchange’s
own members, and Haack knew it. If the committee had enforced the rules to
the letter, he admitted, it probably would have put half of Wall Street out of
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business41. So it did not enforce them to the letter. It found capital wherever
capital could be found, on whatever terms, and apologized to no one. Beggars,
Haack said, can’t be choosers41.

The rescues showed what the crisis committee was really scrounging for:
outside money, the exact thing the 1953 rule forbade a firm to raise on its own.
Goodbody & Co. made the point most sharply. The exchange’s fourth-largest
broker, with 225,000 customer accounts, was ordered inOctober 1970 to produce
$15 million in fresh capital within ten days or face suspension41. It could not.
Only Merrill Lynch was large enough to swallow it, and Merrill agreed only after
the exchange guaranteed it against the losses buried in Goodbody’s books. The
precaution proved wise. Goodbody’s true hidden shortfall, some of it concealed
by the very computer systemmeant to control it, eventually reached $24.3million,
and every member firm was assessed to cover the gap41. The machine that was
supposed to save the back office had hidden the losses that killed the firm.

Hayden Stone, one of the oldest names on the Street, had to be taken apart
before it took its customers with it. By June 1970 the firm was about $12 million
short of the capital its own rules required. Much of the collateral holding it
up was a block of subordinated stock — shares ranking behind the firm’s other
creditors — pledged by a group of Oklahoma investors. The April crash had
cut that block from $17 million to $9 million41. The exchange put in several
million of its own money and split the survivable pieces off to a rising firm called
Cogan, Berlind, Weill & Levitt. The customers were made whole, again on the
exchange’s money rather than the partners’.

Where an established broker could not fill the hole, a stranger did. F.I.
duPont, Glore Forgan, one of the largest houses on the Street, was kept alive by
Ross Perot, the Texan who had built the data-processing company EDS and who
already held duPont’s computing contract. Perot put in $5 million in November
1970. As the firm’s deficit swelled toward $40 million, he committed that sum
too, taking control of a Wall Street partnership its own partners could no longer
fund41,45. At an emergency meeting of the firm’s investors in March 1971, Haack
told the room that something was better than nothing45. Perot framed it more
grandly. He had done it, he told Fortune, in the national interest45. He would
put duPont into bankruptcy three years later and never see his $40 million again.

Washington drew the obvious lesson. In December 1970, Congress cre-
ated the Securities Investor Protection Corporation. It started with a fund of
$77.6 million and guaranteed customers up to $50,000 in securities and $20,000
in cash if their broker failed46. The government had decided that a customer’s
account could no longer rest on a single partnership’s promise to stay solvent.
The bond that unlimited liability was supposed to provide, the first leg of the
tripod, had been quietly nationalized.
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Look at where the money came from. Merrill’s balance sheet caught Good-
body. Ross Perot’s Texas fortune caught duPont. The exchange emptied its
own building fund to catch the smaller firms, and Congress stood up a federal
corporation to catch the customers if all of that failed46. Every patch that held
Wall Street together in 1970 came from outside the partnership, because the
partnership had run out of money to hold itself together with. The form that
had organized the Street for a century could no longer meet the Street’s bill.

By early 1971, the immediate emergency was over. The Wednesday closures
were a memory, the depository was clearing trades, and the survivors were larger
and fewer. But the crisis had settled an argument that the 1953 vote had left
open. It had proved, on the hard evidence of a hundred failed firms, that the
modern securities business needed more capital than partners could raise and
more permanent capital than partners could promise. The dam had not been
breached by anyone’s principle. It had been undermined from below, by the
plain operational fact that the paper could not be moved and the machines that
could move it cost more than any partnership could keep.

None of the men bailing out Wall Street in 1970 would have called it a
template. But the shape was there to be seen: an operational shock, not anyone’s
change of principle, had proved the partnership too small for the business it now
had to carry. Outside money arrived to finish what the partners could not. The
same undermining would run again in accounting, and then in law. Wall Street
only got there first.

That left a single wall standing between Wall Street and the public’s money:
the rule that only people active in the business could own a share of a member
firm. It was the oldest part of the structure and now the only part still holding.
It was also cracking. In May 1969, in the middle of the wreckage, a small research
house named Donaldson, Lufkin & Jenrette announced its intention. It would
sell its shares to the public, the act the exchange’s constitution forbade outright42.
The clerk who checked numbers until they never ended never saw the headline.
The rents that rule had protected were real, and DLJ was about to put a price on
them.



chapter four

The Defector

4.1 No New Firms Since 1932

In December 1959, at 51 Broad Street, three young men opened a securities firm
with a staff of three. Their stated corporate objective, one of them said later, came
down to two words: to have fun.47 William Donaldson was 28. Dan Lufkin,
his Yale classmate, was also 28. Richard Jenrette, at 30 the elder, had come up
through New England Life, the North Carolina National Guard, and Brown
Brothers Harriman before deciding he would rather own a firm than work inside
someone else’s.48 All three carried Harvard MBAs. None of them carried much
else. “There wasn’t much downside risk since we were all bachelors,” Jenrette
recalled, “and we weren’t earning that much, no more than $7,000 or $8,000 a
year.”47 Even that was rounded up in the retelling. Jenrette once put his own
first-year pay at $6,500, and Lufkin corrected him on the spot. “No,” he said,
“it was $7,200.”47 Men who could argue about a $700 difference in a starting
salary were about to build a firm whose books would one day report a return
that made the argument look quaint.

What they had done was borrow money to buy the one thing Wall Street
had stopped selling: a new firm. About half a million dollars in start-up cash
and collateral went into the boutique, most of it raised from friends and family.
Its founders were younger than some of the analysts at the houses they meant
to unseat.49,50 When Jenrette told Brown Brothers Harriman he was leaving, a
partner there answered with the plain arithmetic of the era. “Dick, don’t you
know that there have been no new firms since 1932?”47

The partner was very nearly right. Wall Street in 1959 was a closed shop that
had been closed on purpose since the Depression. A seat on the New York Stock
Exchange was scarce and expensive, and mostly it was inherited. The houses
that held the good accounts had held them for generations. The money inside a
member firmwas the partners’ ownmoney and no one else’s, whichmeant a firm

21
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could grow only as fast as its partners could earn and plow back. A firm without
rich partners could barely grow at all. Into that arithmetic walked three men in
their twenties, with borrowed capital and no clients, and the sensible verdict of
the Street was that they would not last the decade. Getting onto the exchange
at all took nerve and the right introductions. Donaldson secured the seat that
made DLJ a member firm, a small rebuttal in itself to the man who swore there
had been no new firms since 1932.51

They lasted by selling something the comfortable houses did not bother
to make. The old firms chased the same blue-chip accounts and covered the
same large companies everyone already knew. Lufkin pointed DLJ at the far end
of the market instead: small, fast-growing companies that no analyst followed,
researched in depth andwritten up for a new kind of buyer.52 That buyer was the
institution. Pension funds, mutual funds, and insurance companies were taking
over the market in the 1960s, moving stock in blocks that dwarfed anything
an individual traded. They were hungry for research that told them where the
growth was before the crowd arrived. A boutique that answered that hunger
could charge for the answer. It did not need a century of pedigree. It needed to
be right early and often, and DLJ was. By the late 1960s the firm that supposedly
could not exist ranked among the more profitable names in institutional broker-
age. Its problem, when it came, was not failure. It was success. Success needed
capital the partnership could not raise, and that made it the more dangerous
condition.

The niche had stayed open because the old houses had a richer one. Their
money came from large, familiar companies traded in size, at commissions the
rule book set and no client could bargain down. Covering a small, unknown
company that traded in fits and starts was expensive research for a thin reward,
so the established firms left it alone. DLJ took the leavings and found they were
not leavings at all. The institutions paying for a first read on tomorrow’s large
companies were the same institutions whose block trades the old houses were
feasting on. They were glad to send their business to the firm that fed them the
ideas. The strategy was not that DLJ found a market no one wanted. It was that
DLJ found the fastest-growing corner of a market everyone wanted and got there
first.

4.2 Defied by aMember Firm

The wall DLJ hit is the one the previous chapter built. A member firm could
not sell shares to the public: every voting share had to sit with someone active
in the business, so partner capital was the only capital a firm could raise.42 For a
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research house that wanted to expand faster than three founders could reinvest
their earnings, the rule read as a ceiling, and the firm meant to climb through it.
The paperwork crisis that had just torn through the back offices of Wall Street
had already proved the point on the wreckage of the firms it killed. The modern
securities business needed more capital than partners could supply, and steadier
capital than partners could promise.42 DLJ read that evidence and drew the
conclusion its elders would not.

In May 1969 it said so in public. The firm announced that it intended to sell
shares to ordinary investors, the single act the exchange’s constitution forbade
outright. The next morning’s New York Times carried the news under a headline
that read like a charge sheet: “Big Board Defied by Member Firm.”53 The word
defied was fair. DLJ was not asking permission. It was announcing a plan to
break the rule and daring the exchange to stop it.

The defiance carried a particular sting, because the man behind it sat inside
the body he was defying. By 1969 Lufkin held a governor’s seat on the exchange,
one of the youngestmen ever to occupy one.54 The push to break the rule was not
coming from an outsider throwing rocks at the walls. It came from a governor of
the institution, a man who had read the economics before his colleagues would
admit them, done the arithmetic first, and said the answer out loud. That figure
recurs in every conversion this book follows, a partner who reads the numbers
before the room is ready to hear them, and the room resents him long before it
follows him.

The exchange faced a choice, and both answers hurt. It could expel DLJ,
a member in good standing and a profitable one, for the offense of wanting
outside money. Or it could change the rule that made the wanting an offense.
Donaldson, who had secured the firm’s seat in the first place, pushed to overturn
the prohibition rather than watch a sound firm be thrown out for reading its
own books correctly.51 The exchange chose to bend. In 1970 it amended its
constitution to permit public ownership of member firms. An institution that
had voted the idea down for forty years reversed itself the moment refusal meant
losing a firm that made money. Confronted with a defector it could not afford
to expel, the exchange did not expel him. It rewrote itself around him.

The rule had never been a principle. It was a habit, and it had held only
because no firm worth keeping had yet tried to break it.

4.3 The Rents Had a Price

The offering came in April 1970. DLJ sold 800,000 shares to the public at $15
each, raising about $12 million before the underwriters — the banks that bought
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and resold the shares — took their cut, and roughly $11 million after.49 By the
standards of the deals its own bankers would later run, the sumwas trivial. What
mattered was not the money raised but the firm that raised it. DLJ had become
the first publicly owned member firm in the history of the New York Stock
Exchange.55 The dam that had held back outside capital since the Depression
now had a hole in it, and the hole had a name on the ticker.

To sell shares, a firm has to open its books, and DLJ’s books held a number
the old partnerships had never once had to say aloud. The prospectus disclosed
that the partnership had been earning returns on equity above 50 percent.47
Returns like that, in good years and lean ones, are hard to explain without a
rent somewhere, some fee or franchise that competition has not been allowed to
erode. Partners had always known, in a private and unstated way, that a seat on
the old Wall Street was worth a great deal. Now anyone holding the prospectus
could read exactly how much, to the percentage point, printed and filed with a
federal agency.

The disclosure did more than embarrass the old partnerships. It set a prece-
dent none of them could escape. Any firm that wanted the same access to public
capital would have to open its own books the same way, and lay its own returns
beside DLJ’s for the market to judge. The economics of the whole Street, kept
for a century inside partners’ heads and private ledgers, were becoming a matter
of public record, one prospectus at a time. And what could be measured could
be compared. What could be compared could, in time, be competed away.

Much of that return traced back to a price the buyers were not allowed to
argue with. Brokerage commissions were fixed by rule, and DLJ’s disclosure
showed in a single line how richly a fixed price could reward the house collecting
it. The number stirred real anger among the institutions that had been paying
those commissions without knowing quite what they were funding.47 The fight
over that fixed price would reach its own reckoning a few years later, and it gets
its own chapter. What matters here is what the prospectus did to the argument
before it started. It turned a private fact into a public document.

That is the quiet revolution inside the DLJ offering. The rents that the
partnership form had collected and never had to name, the reward for holding a
scarce seat behind a protective rule, were now visible, audited, and for sale. The
partnership had not been abolished. It had been priced. And a thing that can be
priced can be bought, which changed the only question that mattered. It was no
longer whether the other houses would follow DLJ through the hole in the dam.
It was which of them would go first, and what that order would reveal about the
business.
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4.4 Merrill Lists on Itself

The answer came from the heavy end of the business. The next firms to convert
were not thewhite-shoe advisory houses that lived on judgment and relationships.
They were the retail brokers, the ones that moved the most paper across the most
desks, and the largest of them went first. Merrill Lynch had more customers and
a hotter back office than anyone on the Street. It had spent the postwar decades
carrying stock ownership to ordinary households, building a retail network that
reached cities the old partnerships never bothered with. Every one of those small
accounts threw off paper that had to be cleared, financed, and reconciled.56 In
1971 the firm went public under Donald Regan, who had joined it in 1946 as an
account-executive trainee and now ran it.57 The offering priced that June. On
July 27, 1971, Merrill’s own shares opened for trading on the floor of the New
York Stock Exchange, the first member firm ever to trade its own stock on its
own exchange.56,58

For the men who held the equity when the form was cashed in, the flotation
paid. Regan alone received 167,130 shares, roughly 4.2 percent of the issue, a
stake worth close to $7 million within a year.59 A man who had walked in as a
trainee a quarter century earlier walked out, on paper, wealthy. He had not built
a bigger firm to get there. He had converted the firm he already ran into shares
that other people would buy.

The order in which the houses converted was the telling part, because it
was not random. Merrill went first among the retail brokers because Merrill’s
business had already become the kind of work outside capital is good at financing.
Settlement was the heavy machinery of the trade: matching the orders, moving
the certificates, reconciling the accounts. It was repetitive, high-volume process-
ing that a computer could do and a partner’s savings could not fund at the scale
the volume now demanded. Roughly 16 retail-oriented firms followed DLJ and
Merrill through the opening in short order, converting for the same reason.2
Where the work had hardened from craft into process, the capital that the process
required went looking for public shareholders, and found them.

The houses that stayed private were the ones whose product had not hard-
ened. Where a firm still sold a senior banker’s judgment, priced at the range of
a long relationship rather than the cost of a transaction, there was nothing to
convert. No machine to buy, no reason to take a partner’s liability off the table.
The advisory and trading houses felt none of the pressure that pushed the retail
brokers public. Some would stay private for another thirty years, arguing the
whole time that what they sold could not be owned by strangers. That argument,
and how it finally lost, is the spine of the chapters ahead.
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DLJ itself learned quickly that the door swung both ways. A firm that sells
shares to the public also hands the public a verdict on its worth, delivered daily
and without mercy. The bear market of 1973 and 1974 crushed the stocks DLJ
traded and the small growth companies it had built its name on. It crushedDLJ’s
own shares along with them, driving a price that had opened at $15 down toward
$1.75. The research boutique that had pried open the exchange nearly went
through the floor it had joined. For a stretch, only an infusion from American
Express kept it alive. Jenrette, years later, did not soften it. “That was my lowest
day,” he said. “American Express made us feel like the end of the world to me.”49
The windfall and the exposure arrived in the same envelope. The founders had
captured the value of the old franchise the day they sold it. The risk of the new
one now belonged to whoever held the stock when the market turned.

The ledger of who gained reads plainly. The founders and the early partners
captured a windfall. It was the market value of a franchise that decades of a
closed exchange had built and guarded, paid out to whoever happened to hold
the equity the year the rule fell. The new shareholders bought that franchise at
full price and inherited its risks, as the plunge to $1.75 taught them within four
years. The clients who had leaned on a partner’s unlimited liability now held a
stock quote, and the juniors still grinding toward partnership found the prize
had changed shape while they worked for it.

None of this was theft. It was a sale, conducted in the open, of something
that had never been for sale before.

By the end of 1971 the rule that had stood since the 1930s was gone, and the
firm that broke it had turned its founders into the owners of a listed company.
Three men who a decade before could not clear $8,000 a year now held stock
worth a fortune the partnership form could never have paid them. The form
was not destroyed. It was sold, and whoever held the shares at the moment of
sale kept the value that generations of restraint had banked behind the old rule.
The retail houses, whose ledgers had turned into computer runs, took the offer
first. The judgment houses waited. And one piece of the old order still stood,
propping upDLJ’s returns even as the ownership rule fell away. The commission
was fixed by rule, and that floor had five years left.



chapter five

May Day and Big Bang

On the morning of Thursday, May 1, 1975, brokers along Wall Street kept an-
swering the same unfamiliar question. A client would call to place an order and,
before naming the stock, askwhat it would cost. What’s your rate? For a hundred
and eighty-three years the answer had been printed in a rule book, the same for
every house on the exchange. That morning, for the first time, the honest answer
was that it was negotiable, and a buyer with enough volume could push it down
by asking.60

The date already had a name. Traders had been calling it May Day for
months, and the pun was not affectionate. Fixed minimum commissions traced
back to the founding document of the New York market itself, the Buttonwood
Agreement of 1792, in which two dozen brokers promised one another not to
charge less than a set rate. The floor had held, in one form or another, ever since.
In the run-up to its removal the industry predicted catastrophe. Robert Bald-
win, chairman of Morgan Stanley, warned that somewhere between a hundred
and fifty and two hundred firms might not survive.61 Houses lobbied Congress,
commissioned studies, and forecast a collapse of the research and distribution
that fixed rates were said to support.

The day itself was an anticlimax. No firm failed on May 1. The floor opened
and closed on schedule. What changed was invisible from the gallery: the price
of a trade had come loose from the rule book and attached itself to the customer’s
bargaining power. The catastrophe the industry had forecast did not arrive that
day, or that year. What the lobbying had actually predicted, underneath the talk
of ruin, was that ending fixed rates would starve the research and the coverage the
commissions quietly paid for. On that narrow point the industry was right. The
bill took thirty years to come due, and it fell on the part of the business nobody
had been arguing about.

The price of a trade can seem a world away from who owns the firm. It
was not. The fixed commission was one of the props under the old partnership

27
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economics, and this is the story of the first prop to fall. It is also the story of how
the work that price had quietly paid for fared once it had to stand on its own.

5.1 The Price Floor

By 1975 the fixed rate was overcharging a very particular customer. The market
had institutionalized underneath it. Individuals had held more than half of New
York Stock Exchange volume through the 1960s; by 1975 their share had fallen
below thirty percent. The count of individual American shareholders dropped
from 30.8 million to 25.3 million between 1970 and 1975 alone.60 Trading had
passed to pension funds and mutual funds that moved shares by the hundred
thousand. A flat per-share commission charged those giants the same as it charged
a widow buying ten shares of a utility. The institutions paid the most and had
the most to gain from a discount, and they were the ones lobbying hardest to
pull the floor out.

A fixed commission is a simple thing with a complicated shadow. The simple
thing is a price the sellermay not go below. The complicated shadow is everything
that price quietly pays for. When every broker charges the same rate and none
may discount, the rate stops being a price for executing a trade and becomes a
subscription to the firm. Out of that guaranteed margin the firm paid for its
research departments, the salesmen who called portfolio managers with ideas,
the analysts who covered companies no one paid for directly. The firm gave the
research away because it had already collected the commission. It was a free good
resting on a price floor.

That shadowwas exactly what the exchange invoked to defend the floor, and
exactly what the government had stopped believing. The JusticeDepartment had
been calling the fixed commission what it was, a price-fixing agreement, since the
late 1960s. The pressure moved through the courts and the regulators for most
of a decade before it resolved.61 The Securities and Exchange Commission finally
knocked the floor out with Rule 19b-3, effective that May 1, under chairman Ray
Garrett Jr., who had presided over the last stretch of the fight. The exchange
had argued that without a guaranteed margin the research and the coverage
would starve. The regulators decided that was the exchange’s problem to solve,
not the public’s to subsidize. Once the rule took effect, the numbers moved in
one direction. Rates charged to big institutions, measured against the money
they moved, fell twenty-six percent within four months and close to half within
three years.60,62 A commission that ran above eighty cents a share in the early
1970s drifted toward four cents over the following three decades. About twenty
brokerage houses merged or failed inside the first year.60,62 One government
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Figure 5.1: One-way trading costs as a share of value traded across the twentieth
century. The dashed rule marks May Day 1975; the sourced anchors are sparse by
nature, and the line connects only what the record supports.

study later put the savings to investors at roughly seven hundred million dollars
in the first twenty months alone.61

The money saved by investors was money that used to belong to brokers. It
had been paying for a great deal, and now it would pay for less.

5.2 The Discount Door

Most of the established houses read the new freedom the way a monopolist reads
a court order: as a loss to bemanaged. They cut the rates they charged institutions,
whose traders had the volume to demand it, and quietly held retail rates near
where they had always been. The small investor, who could not negotiate, kept
paying something close to the old price for a service that now had no floor under
it.

Charles Schwab saw the gap between what the law now allowed and what
the incumbents actually did, and walked into it. He was thirty-seven, a former
investment-newsletter writer whose earlier venture had failed. In September 1975,
fourmonths afterMayDay, he opened aplain storefront brokerage in Sacramento
aimed at the customers everyone else was overcharging.63 No research, no advice,
no salesman calling with ideas. Schwab’s firm would take an order and execute it,
nothing more, at commissions that ran as much as half below what a full-service
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house charged. The unbundling that terrified Wall Street was his entire business
model.

He understood exactly what he was doing to the people who had held the
floor. “If you have a monopoly,” Schwab said, “you think the worst thing that
can happen is to have it overturned.”60 The discounters multiplied behind him.
By 1979 the country had ninety-seven registered discount brokers handling some-
thing like eight percent of retail trading volume, a business that had not existed
five years before.61 They sold execution and only execution, and they proved that
when a customer was allowed to pay for just the trade, that was very often all the
customer wanted to buy.

The lesson took a while to reach the top. The full-service houses spent the
next two decades defending the bundle, insisting that the research and the advice
were worth the higher rate, and for a class of client they were right. But the rate
could no longer hide inside a rule. Every year it had to justify itself against a
discounter’s price posted in plain view. Themoney that used to fund the research
departments as a matter of course now had to be argued for, line by line, against a
competitor who did not carry the cost at all. The subsidy had not been abolished
so much as made visible, and a subsidy that has to be defended in daylight tends
to shrink.

5.3 London, in a Single Day

New York had taken a decade to feel the full weight of May Day. London ran
the same experiment and compressed it into a morning.

The British market rested on a peculiar architecture called single capacity:
a firm could be a broker, taking orders from the public, or a jobber, making
markets in shares, but not both. The wall between them was old and defended.
A broker who could not also make a market had to deal a client through a jobber,
and the two-step kept the business small, partnered, and clubbable, with fixed
commissions of its own laid on top. It was, in its way, the same machine New
York had run: a rule that held the price up and let a genteel trade support more
people than an open market would have paid for.

In July 1983 the Thatcher government’s trade secretary, Cecil Parkinson,
struck a deal with Nicholas Goodison, the chairman of the London Stock Ex-
change. The government had brought a restrictive-practices case against the
exchange’s rule book, and rather than fight it in court, Goodison agreed to phase
out fixed commissions and dismantle single capacity.64 The cap on outside own-
ership of member firms came off in March 1986, and the banks moved in before
the ink dried. American and continental houses bought up the old London
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brokers and jobbers they had been barred from owning for generations. The
firms that had spent a century keeping the trade small sold themselves to the
institutions best placed to make it large.

The changes all took effect together on Monday, October 27, 1986, a day
the market itself named the Big Bang. Goodison walked a trading floor thick
with foreign television crews before the eight o’clock open, deflecting the cameras
with a line about the appeal of novelty. “If you put a new monkey or dodo in
the zoo,” he told them, “people will queue up to see it.”65 The zoo was the new
electronic quotation system, SEAQ, which was about to carry the whole market
off the floor and onto screens.

It nearly failed on contact. Page requests to the system ran past five million
against a design that had expected fewer than two, and by 8:29 in the morning it
buckled under the load. The exchange’s chief engineer, John Scannell, remem-
bered the moment as noise. “Eight o’clock comes and the systems all come up,”
he said. “Then it got to 5m, then everything is going berserk. Bells, and whistling,
and ringing.”65 The screens steadied within the week. What did not come back
was the floor. Once every quote lived on a screen in an office, there was no reason
to stand in a crowd to trade, and within days the physical floor stood nearly
empty. The jobbers had made their living reading a room, quoting a price from
the set of a rival’s jaw and the pitch of the noise, and that craft was now a database
lookup anyone could do from a desk. A skill that had taken a career to build
was worth what the screen charged for it, which was nothing. Of roughly two
hundred member firms, more than half were absorbed into larger groups, most
of them banks, inside a year.66 A market that had defended single capacity for
generations dissolved it, and itself, over a long weekend.

5.4 The Free Good

Twomarkets, eleven years apart, had run the same test and gotten the same result.
Take away the fixed price and the business survives; the free good it had been
paying for does not. In both cities the deliverable left dangling was research.

Cut loose from the commission, the analyst had to sell his research on its
own terms for the first time, and found that no one knew what it was worth.
The work had never carried a price of its own, and the answer the market kept
returning was: not much. For a while the analysts found a second patron. If
research could no longer be paid for by trading commissions, it could be paid
for by the investment-banking fees of the companies it covered, so long as the
coverage stayed flattering. A star analyst could win his firm an underwriting
mandate with a bullish rating, and a bullish rating on a client’s stock was worth
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more to the firm than any honest one. The research kept its premium pay by
quietly changing what it was for. It had stopped being advice to investors and
become marketing for issuers, dressed in the same suit. That arrangement held
through the internet boom, and it held until the emails surfaced.

In 2001 and 2002 the New York attorney general, Eliot Spitzer, subpoenaed
the internal correspondence ofMerrill Lynch’s analysts and found them privately
trashing the same stocks they were publicly recommending. The investigation
widened into a settlement with ten of the largest firms, announced on April 28,
2003. It ran to about $1.4 billion in penalties, disgorgement — the return of
ill-gotten gains — and mandated independent-research funding.67,68 Salomon
Smith Barney paid the largest single share, four hundred million dollars. The
settlement also ended two careers that had defined the boom. Jack Grubman,
the telecom analyst at Salomon Smith Barney and for a time the highest-paid
research analyst on the Street, was barred from the securities industry for life and
fined fifteenmillion dollars. Among the documents was an email inwhich he tied
his 1999 upgrade of AT&T, a stock the Citigroup chairman Sandy Weill wanted
upgraded, toWeill’s help getting his twins into the nursery school atManhattan’s
92nd Street Y; Citigroup then pledged a million dollars to the school, and the
twins were admitted.69 The rating and the preschool place had moved through
the same favor bank.

Henry Blodget hadmade his name inDecember 1998with a $400 price target
on Amazon, a call so aggressive it became the emblem of internet-era research,
and it moved him from an obscure analyst to a Merrill star almost overnight.
The subpoenaed emails showed him rating stocks a public buy while privately
holding them in contempt; of one he was recommending, he wrote that he could
not believe what a piece of garbage, in cruder words, the thing was.70,71 The case
did not need to prove the research was wrong. It only had to lay the public rating
next to the private verdict, and the gap between them was the whole indictment.
Blodget was barred for life and fined four million dollars.

The settlement severed the second subsidy the way May Day had severed
the first. What remained was research standing on its own, priced by a market
that had finally been forced to price it, and the number kept falling. Global
research budgets ran near $8.2 billion in 2008 and about $3.4 billion by 2017.72
Then Europe’s MiFID II rules took effect in January 2018 and required, in plain
terms, that asset managers pay for research separately rather than bundling it into
trading fees. Forced to write a check for research they had long received as part of
the package, manymanagers looked at the invoice and decided they neededmuch
less of it than they had been taking. A deliverable that had employed thousands
of people at premium pay turned out, once every subsidy under it was cut away,
to command almost no price of its own.
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* * *

The pricing story ran underneath the ownership story the whole time, and
it is the one that rhymes most exactly with what a professional firm sells. A fixed
commission was never really the price of a trade. It was a convention that let
a firm collect one fee and quietly fund several things with it, and the people
doing the funded work never had to prove their work could stand on its own in
a market. When the convention fell, the work had to. Some of it could not.

The money did not vanish so much as change hands. The London partners
who sold their firms to banks in 1986 sold at the top, cashing out the value of a
franchise the rules had protected before the rules could stopprotecting it. Schwab
built a fortune out of the gap the incumbents left open. The clients captured
the lower price. The people who paid were the ones who could not renegotiate
their claim: the small houses that closed, the retail customers who kept paying
the old rate until the discounters reached them, and the analysts whose whole
profession turned out to have been floating on a fee it never set. Every one of
them had been living on the same subsidy, and the subsidy paid out to whoever
held it when the floor came away.

Wall Street learned the lesson twice, in New York and in London, and then
watched its research analysts learn it a third time. The order was always the same.
A price is fixed by rule; a rule is removed; the price falls to what a customer
will actually pay; and the generation holding the fee when the floor gives way
discovers how much of it was subsidy. Any profession whose junior labor is
carried on a billing convention should read that sequence closely. The law firm
bills an associate’s hour at amultiple of that associate’s cost, and calls the difference
training. No regulator fixes that price the way the SEC once fixed a commission.
Custom does the work a rule used to, and custom has held only because nothing
has yet offered the client a cheaper way to buy the same hour. The lever differs:
May Day pulled a fixed price down by regulation, while the force now gathering
against the associate’s hour is a technology that makes the work itself cheaper. A
sheltered price, though, falls the same way whichever lever moves it. It is a fixed
price with a complicated shadow, and it has never been asked to prove what it
would fetch in the open.
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Selling the House

TheTarrytownConferenceCenter sat on a formerDuke estate above theHudson,
the kind of place Wall Street used when it wanted to decide something out of
earshot of the tape. On the last weekend of July 1981, the men who ran Salomon
Brothers drove up from the city to settle the largest question a partnership can
face. Whether to go on being one.

John Gutfreund had already answered it. Fifty-one years old, managing
partner since 1978, he had spent the spring negotiating in secret with Phibro.
The commodities house had grown rich on the oil and metals boom, and it
carried the kind of cash Salomon’s balance sheet did not have. The price was
$554 million.73 The buyer was getting a bond-trading firm that could no longer,
on partner capital alone, fund the positions its own traders wanted to carry.
Sixty-two general partners would divide the proceeds.74

Phibro had its own reasons. The commodities boom that had made it rich
was violent and cyclical. Its leadership wanted the steadier earnings and the
underwriting muscle a securities house could bring.74 For Salomon the logic
ran the other way. Its bond desks needed a bigger balance sheet than partners
could refill out of their own pockets each year, and Phibro had cash to spare. The
talks had been held so closely that most of the firm learned the terms only that
weekend.

The weekend’s real business was signatures. The men in the room were the
firm’s high command, the economists and arbitrageurs and syndicate heads who
had turned a second-rank bond shop into a first-rank one. They had come to be
told, not consulted. The negotiation was finished and the papers were drawn.
There was no vote. Partners had until Sunday to sign new employment contracts,
and by Sundaymorning every one of them had signed. Gutfreund got a standing
ovation. One partner remembered the reaction as shock, followed by a single
practical question that traveled desk to desk: what does it mean for me?74

34
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For one man it meant almost nothing. William Salomon, called Billy, was
the founder’s son, sixty-seven years old. He had hired Gutfreund as a trainee in
1953 and later handed him the whole firm. Years before, he had become a limited
partner, and limited partners collected their capital and no share of the gain. He
was told late, and he was angry. When the money was counted he drew out less
than ten million dollars, the book value of a name that had been over the door
since his father put it there. The men he had trained divided the premium that
name now commanded.74,75

For the rest it meant a great deal. Menwho had spent careers drawing salaries,
watching their wealth sit locked inside the firm, woke on Monday as some of the
richest people onWall Street. Their capital was suddenly liquid, with a premium
stacked on top.74 The question that had run desk to desk on Sunday, what does it
mean for me, had an answer, and for most of the sixty-two it was the best answer
of their working lives. That was the shape of every conversion still to come. The
people in the room did well. The argument was only ever about who else would
pay.

6.1 What the weekend was worth

Billy Salomon had spent his working life building the thing now being sold. He
had taken a scrappy bond house and made it a power on the Street. He had
done it partly by rule: partners drew modest salaries and left the rest of their
earnings inside the firm as capital, year after year.74,75 That discipline was why
Salomon could trade at the scale it did. It was also why there was a premium
to sell. The partnership he ran was a machine for deferral. Young men joined it
cheap, Gutfreund among them at forty-five dollars a week. They traded years
of undermarket pay for a claim on the firm’s future, one that vested only if
they survived the tournament long enough to make partner.76 Each generation
underpaid itself to leave capital in the house for the next.

So the sale posed a question of ownership that the balance sheet could not
answer. The capital inside Salomon in 1981 was the compounded restraint of
everyone who had ever been a partner, Billy’s father included. The sale did not
divide that sum among the generations that had laid it down. It went to the
sixty-two. They happened to hold the equity in July of that year. The ledger read
like a verdict on who was standing where when the music stopped. A general
partner’s average cash payout came to about $2.7 million, tax-free, on top of a
pool of convertible bonds — debt that could later be swapped for stock. The
men on the executive committee took roughly $11 million apiece.74 Gutfreund’s
own package, cash and securities together, ran to something near $32 million.76
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Set that beside Billy Salomon’s sub-ten-million and the arithmetic of a conversion
is complete in one line.

Why would a commodities house pay a premium for a bond firm at all?
Because Salomon’s trading floor was the most productive engine on the Street, a
room where the firm bet its own capital on interest rates all day and the culture
ran on nerve and volume.77 Michael Lewis sat on that floor as a young salesman.
He opened his book about the place with Gutfreund challenging his head trader
to a single hand of Liar’s Poker for a million dollars, no tears.77 That floor was
the asset. The mahogany and the client list came with it, but the thing Phibro
was buying was the appetite and the skill to carry enormous positions overnight.
Gutfreund understood what he was joining. Of the commodities men now on
the other side of the house he said flatly, “I’m a foreigner in that culture.”76 It
did not slow him down. Within three years he had pushed aside Phibro’s own
David Tendler and taken sole command of the merged firm, the foreigner who
ended up ruling the place that had bought him.76

What had changed under the wholesale houses was the size of the bets.
After 1979, when the Federal Reserve under Paul Volcker let interest rates swing,
the bond markets that Salomon dominated turned huge and violent at once.
Trading them was more profitable than ever. It was also hungrier for capital: a
firm had to carry vast inventories of bonds to make markets in them.77 Partner
accounts, refilled a slice at a time from retained earnings, could not keep pace
with a balance sheet that now moved in billions. The firm that resulted from
the sale grew into the biggest bond house on the Street. The business press soon
crowned Gutfreund the King of Wall Street. He had just presided over the end
of the partnership that made him.77

The order in which these houses sold is the part worth slowing down for.
The retail brokers had gone first, a decade earlier, Merrill Lynch public in 1971
with sixteen firms behind it. Their business was settlement, and settlement had
become a machine that swallowed capital and produced codified, repeatable
work.2 The wholesale houses came later. Their product was judgment and
relationships that no computer had yet learned to copy, and for a while that kept
them private. Then they sold anyway, and more of them by outright sale than
by public flotation.

A partnership, in the end, is a device for handing hard-won, tacit skill from
one generation to the next. The seniors teach, the juniors sweat, and ownership is
the prize that keeps everyone in the room long enough for the transfer to happen.2
It works best when the skill cannot be written down and the capital to run the
business is small enough for partners to supply it themselves. The codifying came
in two waves. Mainframe computers turned settlement into software, which is
why the retail firms that ran on settlement went first. Then financial economics,
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DLJ (IPO, 1970) first public NYSE member firm

Merrill Lynch (IPO, 1971)

Salomon Brothers (sale, 1981)

Lehman Brothers (sale, 1984)

Bear Stearns (IPO, 1985)

Morgan Stanley (IPO, 1986)

Goldman Sachs (IPO, 1999) last bulge-bracket partnership
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Figure 6.1: The conversions, 1970–2005: eight partnerships leave the form, by
public offering (filled circles) or by sale (open squares). Goldman Sachs, high-
lighted, went last among the bulge bracket, Wall Street’s top tier of underwriters.

the Black-Scholes formula and everything it spawned, moved skills that had been
learned over years on a trading floor into a textbook and a classroom.2 Each wave
made a piece of the work teachable without the firm, and each pushed another
kind of house toward the exit. The wholesale trading houses broke on the other
condition, the capital one, when the trading book outgrew what any group of
partners could personally fund.42

6.2 The house that tore itself apart

Salomon sold itself in a weekend, cleanly, for cash. Lehman Brothers took a
longer road to the same place and nearly burned the building down along the
way.

The firm had been trading since 1850, when the Lehman brothers ran a
cotton brokerage in Montgomery, Alabama, and by 1983 it ran along a fault line
as old as investment banking: bankers against traders.78 On one side stood Peter
Peterson, called Pete, former Nixon commerce secretary, chairman since 1973, a
statesman who brought advisory clients in over lunch. On the other stood Lewis
Glucksman, a rumpled trader who had built much of the firm’s profit on the
trading side and resented the patricians who looked down on him for it.79 The
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house Glucksman would seize was formally Lehman Brothers Kuhn Loeb, the
product of Peterson’s own 1977 merger of two of the oldest names in American
finance.80

Earlier in 1983 Peterson hadmadeGlucksman co-chief executive. Hemeant it
as a peace offering. Glucksman took it as a beachhead. The grievance underneath
was money and standing. Glucksman’s traders were throwing off a rising share of
Lehman’s profits, and Glucksman believed the bankers who ran the place treated
his people as hired help.79 Withinmonths of his elevation he had forced Peterson
toward the door; Peterson kept the chairman’s title in name until the firm was
sold, but the house was Glucksman’s.80 Hemoved to reward the trading side and
to settle scores, and the bankers who had lost, the men whose client relationships
were the firm’s other half, began to leave. A house that runs on relationships
cannot shed its relationship men and stay whole.

The victory did not last a year. Stephen Schwarzman, then runningLehman’s
merger committee, later put the place in one phrase: an extremely competitive
internal environment that had become dysfunctional.78 A partnership at war
with itself cannot raise capital, cannot keep its best people, and cannot wait. On
1984-04-10, American Express announced it would buy the firm for $360 million
and fold it into its Shearson brokerage.81 Lehman’s partners and principals split
the price in convertible debt and subordinated notes, roughly $180 million of
each.82 The Lehman name went dark inside Shearson for the better part of a
decade, a house trading since before the Civil War reduced to a division of a
division. The collapse became the subject of a book, Ken Auletta’s Greed and
Glory on Wall Street, because it was the rare conversion that looked less like a
windfall than a wreck.79 Peterson walked out and, the next year, started a small
advisory firm called Blackstone with Schwarzman, a private partnership built on
the ashes of the one that had thrown him out.80

Salomon’s partners had chosen their buyer. Lehman’s had run out of the
ability to choose. The same conversion, partner capital swapped for a corpora-
tion’s, arrived at Salomon as a windfall calmly pocketed and at Lehman as the
bill for a civil war.

6.3 Flotation, and the last man standing

Two of the four wholesale houses did not sell themselves to anyone. They sold to
the market instead, floating their shares — going public — rather than handing
the firm to a single buyer.

Bear Stearns went public in 1985, floating about a fifth of itself while its
partners kept the rest.83 Alan Greenberg, called Ace, was chairman. A serious
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bridge player, he ran the firm on terse one-page memos. He had watched Bear’s
capital climb from $46 million when he took over in 1978 to $517 million the
year of the offering.83 A firm that grows its capital elevenfold in seven years
does not need a rescuer. It needs a public currency to keep growing, and Bear
took one on its own terms, with the partners still in control. Greenberg had
built Bear as an outsider’s shop, hiring for hunger over pedigree and prizing
traders who could make money in a falling market.83 By 1989 the firm’s equity
had reached $1.4 billion, roughly triple its level at the offering, the outsiders’ shop
compounding on money the private form could never have raised.83

Morgan Stanley was the last of the cohort, and the proudest. The house
had been spun out of the Morgan bank in 1935, when the Glass-Steagall Act
split commercial banking from securities underwriting. For half a century it had
turned up its nose at trading and retail in favor of blue-chip corporate advice.84
That model finally needed a balance sheet of its own to compete. Rivals were
committing their own capital to win mandates, bridging deals and underwriting
risk that pure advice could notmatch. Nopartnership, however proud, could put
up money on that scale. In 1986, under chairman S. Parker Gilbert, the firm sold
shares to the public at $56.50 apiece.85,86 The offering raised $163.8 million, and
the stock jumped about a quarter on its first day of trading, the market pricing
in an afternoon the rents a private partnership had kept to itself for decades.87
Under Gilbert the firm’s equity would run from about $207 million toward
$2 billion, and its staff would swell from 2,600 to 6,800, a corporation’s scale
grafted onto a partnership’s name.86

Timing helped both of them. The mid-1980s bull market was hungry for
financial stocks, and a healthy firm could sell a slice of itself into it at a rich price
without giving up the wheel. Salomon and Lehman had no such luxury when
their moments came, one driven by a balance-sheet squeeze and the other by a
mutiny. Strength chose the market; need took the first serious buyer.

Selling to a buyer and selling to the market were not the same surrender.
Salomon and Lehman disappeared into a parent, their names surviving as brands
on someone else’s balance sheet. Bear and Morgan Stanley kept their names,
their managements, and for a time their control, and the public became a new
and patient partner. Both routes ended the partnership. Only one ended the
firm’s independence, and which route a house took came down to whether it
was selling from strength or from need.

Four houses, five years, and the sequence itself is the lesson. Salomon sold be-
cause its trading book had outgrown its partners’ pockets. Lehman sold because
it had made itself ungovernable. Bear and Morgan Stanley floated because they
were strong enough to name their own price. The retail brokers had converted
first, when their work became a machine. The wholesale houses converted next,
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when their capital needs outran the men who supplied it. In every case the order
tracked one variable: how much of a firm’s value still lived in people rather than
on the balance sheet.2

* * *

By the end of 1986 the roll of great private houses had thinned to almost
nothing. Salomon belonged to a commodities trader, Lehman to a credit-card
company, Bear and Morgan Stanley to their shareholders. In each case the part-
ners who happened to hold the equity in the year of the sale had turned the
accumulated restraint of everyone who came before them into money they could
keep. The clients whose bond had once been a partner’s personal fortune now
dealt across a desk answerable to a stock price. The juniors coming up behind
found the tournament changed under them: the prize at the end was no longer
ownership of the house, only a title inside a company someone else owned.

Banking was the first of the professions to run this passage end to end, from
private house to public company, and it left a template. Accountants would trace
the same figure a decade on, and lawyers a generation after that. A reader who
has watched the wholesale houses fall in order already knows the shape of what
comes next.

One house had not moved. Inside Goldman Sachs the same proposal was
already circulating, and the same partners were already saying no. They would
go on saying it, in one form or another, for thirteen more years.



chapter seven

Goldman's Long Argument

In December 1986, the nine men on Goldman Sachs’s management committee
brought the partners a recommendation they had argued over for months. Take
the firm public. Stephen Friedman and Robert Rubin, the committee’s driving
pair, had done the arithmetic. The business now neededmore permanent capital
than a rotating set of partner accounts could supply. Every rival worth naming
had already found that capital outside the partnership.2 The partners gathered
for a two-day weekend retreat and argued the question out. The debate ran long
and hot, by the accounts that survive.3,88

It endedwith nothing. Not a rejection anyone could point to, not a tally, just
a proposal that died in the room. John L. Weinberg, the sole senior partner and
the last word on any question that mattered at Goldman, was unenthusiastic,
and in 1986 the senior partner’s lack of enthusiasm was a verdict.1 Some of the
older men in the room were close enough to retirement to have cashed a public
valuation and walked away. They went home having quietly left tens of millions
of dollars on the table.3 They had decided the firm was worth more unsold.

It was a strange thing for a management committee to lose. Friedman and
Rubin were not junior agitators. They ran the place day to day, and they had car-
ried to the partners the considered recommendation of the firm’s most powerful
body. They lost anyway, to a man who never had to call for a vote, because the
thing they proposed to sell was still worth more to the room than the price on
offer. The clock that started that weekend would run for thirteen years.

The recommendation was not a leap into the dark. That same year Morgan
Stanley, the house Goldmanmeasured itself against, had sold shares to the public
and watched them jump about a quarter on the first day.87 Friedman and Rubin
were proposing that Goldman do what the firm across the street had just done,
at a moment when the doing looked easy and lucrative. The committee had read
the direction of the business correctly. It had misjudged only the room.

41
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What they were protecting had a history. The partnership dated to 1869,
and by the clock of Wall Street it was ancient, the last of the great houses still
owned entirely by the people who worked there.2 Weinberg was himself the
proof of how such a firm reproduced itself. His father, Sidney Weinberg, had
run Goldman for four decades from the 1930s, and the son had inherited not a
fortune but a seat and a trade learned from the inside.1 That was the machine
the partners declined to sell. Unlimited personal liability put each partner’s own
money behind the firm’s word. A long apprenticeship turned one generation’s
judgment into the next one’s raw material. To take it public was to put a price
on all of it. A price, once paid, does not reverse.

The partners who wanted to stay private made a cultural argument, not
a financial one, and that was the whole difficulty with it. Goldman’s product
was advice, and it had spent a century convincing chief executives that a firm
whose partners kept their own money at risk would tell them the truth. The
culture was the product. Charles Ellis would later give an entire book to how a
partnership turns a reputation for candor into a fortune.4 None of which made
the partnership a charity. It was a closed shop. It had concentrated great wealth
in a few hundred men, kept most of its own employees out of ownership, and
reinvested only what those men could personally spare. The holdouts were de-
fending something genuine and something exclusive in the same breath. Neither
one paid for a mainframe.

* * *

7.1 Arguing with the Arithmetic

The order in which the other houses had gone told a story, and it was not a
story about nerve. Donaldson, Lufkin & Jenrette had broken the New York
Stock Exchange’s ban on public ownership in 1970. Merrill Lynch followed in
1971. Through the 1980s the trading and retail houses sold themselves one after
another, by flotation or outright sale, until Goldman stood very nearly alone.2
The economists Alan Morrison and William Wilhelm later gave the sequence its
logic. A partnership exists to pass tacit skill from one generation to the next —
the kind of judgment that cannot be written down, only absorbed by working
beside someone who already has it. Such a firm converts to public ownership
when two things happen at once. Technology codifies the skill, so it no longer
has to travel through apprenticeship. Meanwhile the capital the business needs
outgrows what the partners can supply from their own pockets.2,31
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The distinction was easy to see onGoldman’s own floors. A currency trader’s
edge, by the late 1980s, increasingly lived inside a model that a bright graduate
could learn in a semester and a computer could run in a second. A senior banker’s
edge lived in twenty years of knowing which chief executive would actually pull
the trigger on a merger and which one only liked being courted. The first kind
of knowledge a public company could buy off the shelf. The second it had to
grow, slowly, inside a partnership.

Both had happened to the rest of the Street before they happened to Gold-
man. Mainframe computers had turned the settlement of trades into a codified,
capital-hungry industrial process. Financial economics had turned trading and
valuation into subjects taught in a classroom rather than skills learned only at a
senior man’s elbow. The houses whose work codified earliest sold earliest. Gold-
man’s core business, advising companies and their chief executives on the largest
decisions of their corporate lives, codified last, because it ran on relationships and
trust that no model captured. That was why the firm could hold out. It was also
why holding out had an expiration date, because the capital stakes were climbing
for everyone in the business. The ten largest American banks held roughly one
billion dollars of capital, adjusted for inflation, in 1960; by 2000 they held about
$194 billion.2 No partnership’s balance sheet could keep pace with a number
growing like that.

The word codification hides what it cost the people at the bottom. A young
banker at Goldman put in years of long hours at modest pay for a shot at part-
nership. The ones whomade it collected on the same promise the partners above
them had once collected on. That was how the tacit skill actually moved: not
through a manual but through a decade of sitting close to someone who had it
and watching the judgment get applied. Codification cut at that bargain from
both ends. It let the firm buy the skill instead of raising it. And it turned the
tournament prize, once a slice of a private partnership, into something a public
company could hand out in salary and stock.

The training system and the ownership system were the same system. You
could not sell the one without changing the other.

So the argument never really closed. It only paused. In 1996 the firm worked
up a detailed plan to go public and, once again, set it aside.2 The plan was thor-
ough, drawn up by the firm’s own bankers. It lost to the same objection that had
killed the 1986 proposal: a public Goldman would not be Goldman. Each time
the question came around, the partners who wanted to sell had the arithmetic
on their side. The partners who wanted to wait had the culture, the conviction
that a share price would dissolve the very thing that made Goldman valuable.
For ten years the culture won. By the end, the argument had not changed. The
men making it had, and so had the size of the check on the table.



44 bommarito

7.2 The Room Finally Says Yes

By the spring of 1998 the men making it were Jon Corzine and Henry Paulson.
They ran a firm that had grown too large and too hungry for capital to keep
pretending the question was still open. In early June the partners and roughly
two hundred managing directors gathered at a retreat and endorsed an initial
public offering, in the word the firm used afterward, overwhelmingly.5 Corzine
and Paulson put out a joint statement in the flat register of men announcing
something already decided.

This strong consensus among the partners and throughout the firm
will permit us to move confidently to adopt our structure to the mission
we are pursuing.

— Jon Corzine and Henry Paulson, June 1998

Thirteen years after the management committee first raised it, the room had
answered the question. The answer was the one the numbers had implied from
the start. The partners who had held out in 1986 and again in 1996 had not been
wrong about what a partnership was worth. They had only been early, and being
early carried a price of its own. The men who had run Goldman in 1986 were
mostly retired by 1998, their partnership stakes long since cashed out in private at
nothing close to a public valuation. The partners who voted yes in June were the
ones who would still be holding equity when a public market set the number.
The argument had not been won on the merits. It had been settled by turnover.

7.3 The Verdict Nobody Voted On

The market answered next, and it was less polite than the room. Goldman filed
its registration statement on August 24, 1998.6 Within weeks the ground gave
way beneath it. Russia had defaulted on its sovereign debt. Long-Term Capital
Management, a hedge fund that had borrowed tens of billions against a thin sliver
of its own capital, was failing, and had to be rescued by a consortium the Federal
Reserve convened. The timing could not have been worse for a firm trying to
sell shares in itself. Merrill Lynch, Morgan Stanley Dean Witter, and Lehman
Brothers watched their stocks fall by roughly half from their highs. Goldman’s
own pretax profit dropped about a fifth in a single quarter.6 A firm cannot sell a
piece of itself into a market that has just decided financial companies are worth
half what they were in July. On September 28 the executive committee pulled
the offering, citing the volatile state of global markets and its disproportionately
negative effect on financial firms.6 Corzine and Paulson left the door ajar.
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When markets and other conditions improve, our executive commit-
tee may propose a new plan of incorporation and public offering to the
partnership for approval.

—Goldman Sachs statement, September 1998

For the partners it was a fortune deferred by a year, and for a bad few weeks a
fortune that might not arrive at all. Men who had spent the summer quietly told
they were about to be rich went back to running a firm whose trading desks were
bleeding money. The June vote had promised them the end of the argument.
The market had reopened it on its own terms.

The door reopened for the firm, but not for the man who had pushed hard-
est to walk through it. Goldman’s fourth-quarter results were bad, weighed
down by bond-trading losses, and the failed offering carried a cost that landed on
Corzine personally.7,89 In January 1999 the partners received an email. Corzine
would give up the chief-executive title, Paulson would hold it alone, and two
lieutenants, John Thain and John Thornton, would become co-chief operat-
ing officers. Corzine was dropped from the new management committee. A
securities-law professor named Alan Bromberg called it what it was.

They’re moving him back for trying to do the IPO and then having
to pull it.

—Alan Bromberg, January 1999

Corzine’s own statement kept the firm’s composure. He believed the change
served Goldman’s long-term interest, he said, and he would now put his energy
into completing the public offering he had championed and would not lead.7
He kept the co-chairman’s title through the spring, then left later that year to run
for the United States Senate. The man who won the argument for going public
did not run the firm on the day it finally went.

7.4 May 4, 1999

The offering, when it finally came, priced on the evening of May 3, 1999 — the
day the Dow Jones Industrial Average first closed above 11,0008 — and it was
not a close call. Demand outran the available shares by more than ten to one.8
Goldman sold 69 million shares, 12.6 percent of itself, at $53 apiece, the top of
the range, raising $3.66 billion.8,90 The next morning the stock opened above the
offer price and closed at $70.375, up a third on the day. A partnership founded
in 1869 was now worth about $29 billion at the offer price, and more than $33
billion by the first day’s close.91 It was, at that moment, the second-largest public
offering an American company had ever brought to market.90 The number that
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counted inside the firm was not the total raised, though. It was the slice of what
remained that each partner still held, and that slice the market had just converted
into cash. An analyst watching the sale caught the mood on the buy side.

Everyone walks out happy. Portfolio managers know they didn’t buy
it at an outrageous price.

—Randall Roth, Renaissance Capital, May 1999

The people whowalked out happiest were not named in the coverage. When
the shares began trading, 221 former partners held 48.3 percent of Goldman
Sachs.9 That was the whole argument, resolved and priced. Every partner who
had ever declined to sell, in 1986, in 1996, in a hundred private conversations
in between, had been declining on behalf of people who would never see the
proceeds. The value they had preserved by not selling did not evaporate while
they waited. It compounded. And on the morning of May 4, 1999, it belonged
to whoever happened to hold a partner’s slice of the firm on the day the firm at
last sold.

There was a second transfer, quieter and harder to price. The bargain Gold-
man had always offered its young bankers was ownership deferred: bear the
cost of the apprenticeship now, hold a piece of the firm later. After May 4 that
piece was a share of common stock like any other, and the company it bought
into answered to a public market. The tournament kept running. Its prize had
changed shape. The bankers who came up after 1999 would spend their careers
building an outside shareholder’s firm rather than their own. The apprenticeship
survived the sale. What it trained people for did not. A young banker in 2000
still bore the cost of learning the trade, but the firm at the end of that climb now
belonged to strangers.

* * *

That is the transition’s mechanism at its cleanest. A partnership is a relay.
Each generation runs its leg carrying the accumulated restraint of the ones before
it: the capital they left in the firm, the clients they kept, the higher price they
declined. Then it hands the baton forward. Conversion breaks the relay. The
generation holding the baton when the firm sells does not pass it on. It cashes
it.4

What passed to the partners of 1999, precisely, was a hundred and thirty
years of declined offers. Every earlier partner had added a layer to that value.
One left profits in the firm instead of drawing them out. Another held a client
at a thin margin because the relationship outlasted the fee. Another voted the
firm’s independence over a personal payday. None of it could be banked until



the last partnership 47

somebody sold the whole thing at once. The 221 were not more able than the
generations whose work they sold. They were the ones in the room when the
music stopped.

Goldman’s partners had argued with their own economics for thirteen years,
on the honest ground that the firm was worth more as a partnership than as a
stock. They were probably right. They sold anyway, because the arithmetic that
made them right had also made the check too large for the people holding it to
refuse.

Six years later Lazard went public too, the most purely advisory of the great
houses and the most dependent on a handful of bankers’ personal relationships.
The era that Donaldson, Lufkin & Jenrette had opened in 1970 closed.2 Every
private partnership of any size on Wall Street had become a public company or a
memory. The completed experiment was on the record, its distributional ledger
legible to anyone who cared to read it. The converting partners took the windfall.
The bill, for the borrowing that outside capital invited and the crisis it would
produce, would arrive in 2008, addressed to shareholders and taxpayers who had
never sat in any of the rooms. The partners of 1999 had already been paid.



chapter eight

Aftermath and Counterwave

John Gutfreund had a proposition for the writer who had made him famous
and then, in his own telling, ended him: come to lunch. It was the autumn of
2008. The man once called the King of Wall Street was in his late seventies now,
running a small consultancy from an office few people needed to visit. Michael
Lewis accepted. Twenty years earlier, Lewis had been a young bond salesman
on Gutfreund’s trading floor at Salomon Brothers. He turned the seat into
Liar’s Poker, a book that taught a generation how the money got made. It made
its author rich for describing a world its subjects would rather have kept quiet.
Gutfreund had never quite forgiven him.

They met on the East Side. The small talk lasted about twenty minutes.
Then Gutfreund said the thing he had come to say. “Your... fucking... book,” he
told Lewis, “destroyed my career, and it made yours.”92 It was, from Gutfreund,
close to a blessing.

Lewis had come with a question of his own, and it was the right one for
the week. Of everything Gutfreund had done at Salomon, one decision had
changed Wall Street most. In 1981 he took the partnership public. He sold
it to the commodities firm Phibro and handed sixty-two partners a check for
the accumulated value of a firm they no longer owned. At the time the other
Wall Street chiefs had told him what an awful thing it was to do. Then, one
by one, over the next two decades, they had all done it too. Lewis asked what
going public had changed. Gutfreund answered without hesitation. Turning
a partnership into a corporation moved the financial risk off the partners and
onto the shareholders. “When things go wrong,” he said, “it’s their problem.”92

Itwas a confession, and it came from the firstman to jump. WhenGutfreund
sold Salomon in 1981, incorporation was still close to heresy on Wall Street. The
great houses were partnerships because they had always been partnerships, and
a partner’s name on the door meant his money stood behind it. He went first
anyway, and the others followed, in an order that turned out to mean something.

48
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The operationally heavy retail firms converted first and the pure advisory houses
last, andGoldman argued with itself for thirteen years before it went. Gutfreund
had read the arithmetic sooner than the rest.

Outside, the problem was arriving. Richard Fuld’s Lehman Brothers had
filed for bankruptcy a few weeks before. Merrill Lynch had sold itself over a
weekend. The two firms still standing on their own had just petitioned the
government to stop being investment banks at all. Gutfreund had started the
wave that produced all of it. He offered its epitaph as a joke. “It’s laissez-faire,”
he said, “until you get in deep shit.”92 Then the waiter came to ask whether they
would like a deviled egg, and the King of Wall Street ordered lunch.

8.1 Other People's Money

Gutfreund had named the mechanism in a sentence, and it was plain enough. A
partner who signs for the firm’s debts with his house and his savings prices risk
one way. A shareholder who can lose only what the stock cost prices it another.
Move the losses from the first person to the second, and the appetite for risk
goes up. That is not a moral claim about bankers. It is an arithmetic claim about
where the downside sits, and the agency theorists had written it down formally
decades before the trading desks proved it.

The old form policed itself, and that was much of the point of it. A partner’s
capital was locked inside the firm. He could not withdraw it, andwhen he retired
the firm paid him out over years, so the mistakes of his last desk could still find
him.4 Every partner therefore watched every other, because one man’s reckless
position was a claim on all their houses. Unlimited liability was not a motto
on the letterhead. It was a monitoring system, cheap and merciless, that no
compliance department has since matched. Selling the firm did not only cash
out the partners. It retired the monitors.

Lewis put the popular version plainly, in the same article that opened with
the lunch. No investment bank still owned by its employees, he wrote, would
have borrowed thirty-five dollars for every dollar of its own capital, orwarehoused
fifty billion dollars of mortgage bonds it did not understand.92 The partners of
the old firms had gone home at night owing what their firms owed. The men
who ran the new ones went home owing nothing.

By 2007 the borrowing had reached altitudes the partnerships would never
have tolerated. The five big independent banks carried debt of roughly twenty-
six to forty times their equity. The exact multiple depended on the firm, the
fiscal year, and whether you counted gross or netted the numbers down the way
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the banks preferred.93,94 Bear Stearns, the smallest, sat on about $11.8 billion of
equity beneath $383.6 billion of liabilities.93

Much of that debt was borrowed overnight and rolled again each morning,
in a market called repo where a firm pledges its bonds for cash and buys them
back a day later. The arrangement is cheap, and in calm weather it is invisible. It
also means the firm must persuade its lenders to stay every single day. A bank
financed that way does not need a recession to die. It needs one bad week in
which the lenders decline to roll, and no time to sell anything for what it is worth.
That is how a firm that looks solvent on Friday can be a corpse by Monday.

Why the banks were allowed to borrow so freely is still argued over. The
popular answer points to onemeeting. InApril 2004 the Securities and Exchange
Commission created a voluntary supervision program for the largest broker-
dealers and, the story goes, lifted a rule that had capped their borrowing at twelve
to one. The officials who ran the rule reject that reading. Erik Sirri, the SEC’s
markets director, said in 2009 that the old net capital rule had never governed
holding-company debt, and the twelve-to-one cap is hard to find in the rule
itself.95 What is not in dispute is the result. The commission’s own chairman,
Christopher Cox, called the program a failure and shut it in September 2008, and
the borrowing had climbed to its record heights whichever door it came through.

Whichever door it was, the result was a system in which the people making
the bets no longer owned the losses. In the partnership years a bad enough year
could take a partner’s home. In the corporate years it took a shareholder’s quarter,
a taxpayer’s guarantee, and a junior banker’s job, in that order. The men who
had set the risk kept the pay they had already booked against it. The incentive
had been turned inside out, quietly, one flotation at a time. In 2008 the invoice
came due.

8.2 Six Months

The independent investment bank, as a species, had lasted thirty-eight years from
the day Donaldson, Lufkin & Jenrette first sold its shares to the public. It took
six months in 2008 to disappear.

Bear went first. In the week before, its prime-brokerage clients — the hedge
funds whose cash and trades it held — had wired their balances out, and its
repo lenders had stopped rolling the loans. It was a bank run conducted by
institutions moving money by keystroke rather than by depositors standing in
a line.93 Over the weekend of March 15, its overnight funding vanished and its
cash drained by the hour. By Sunday, Bear Stearns had agreed to sell itself to
JPMorgan Chase for two dollars a share. The price was later raised to ten to buy
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off a shareholder revolt.96 A firm that had traded above $170 the year before was
gone in a weekend. Everyone on Wall Street did the same arithmetic. If Bear
could go, so could the next firm down the list.

The next firm was Lehman. On Friday, September 12, Timothy Geithner
summoned the heads of the major houses to the Federal Reserve Bank of New
York, where he ran the district. Find a private solution over the weekend, he told
them, because the government would not be putting up money.97 Barclays, the
likeliest buyer, worked the numbers into Sunday and then walked. Its British reg-
ulators refused to let it guarantee Lehman’s trading book without a shareholder
vote no one had time to hold.97

By Sunday night the outcome was plain to the people inside. Lehman em-
ployees came in to clear their desks, carrying out boxes and framed photographs
while the lawyers upstairs prepared the filing. Harvey Miller, the dean of Amer-
ican bankruptcy counsel, drafted the petition overnight. Lehman filed in the
small hours of Monday, September 15, listing about $639 billion in assets. It was
the largest bankruptcy in the history of the United States, by a margin nothing
since has approached.98 To keep the firm’s brokerage from seizing up, JPMorgan
advanced tens of billions of dollars over the next two days against the wreckage.98

The same weekend, on a parallel track, Merrill Lynch read the tape and sold
itself before it had to. John Thain agreed on Sunday to merge Merrill into Bank
of America for roughly fifty billion dollars in stock, about twenty-nine dollars a
share. Ken Lewis of Bank of America struck the deal in a matter of days.98 Three
of the five great houses were disposed of inside seventy-two hours. Bear had gone
in March. Two were left.

Goldman Sachs and Morgan Stanley did not fail. They surrendered. On
Sunday, September 21, the Federal Reserve Board approved their applications
to become bank holding companies. The next day it waived the customary five-
day antitrust wait so the change could “be consummated immediately.”99,100
The distinction mattered more than the paperwork suggested. A bank holding
company answers to the Federal Reserve, funds itself partly with insured deposits,
and lives inside borrowing limits it cannot vote away. The two survivors of the
independent model had asked to be folded back into the regulated, deposit-
taking species the whole conversion wave had been built to escape. Goldman’s
chief executive, Lloyd Blankfein, framed the retreat as a promotion. Under the
Fed’s supervision, he said, the firm “will be regarded as an even more secure
institution.”101 The publicly traded pure investment bank had lasted thirty-eight
years from DLJ’s offering, and nine fromGoldman’s own. Now there were none.

What the crisis did to the balance sheets, an insider’s memo did to the culture.
In March 2012 a Goldman vice president named Greg Smith resigned by op-ed,
publishing his last day in the newspaper. The firm’s environment was “as toxic
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and destructive as I have ever seen it,” hewrote. Senior people, he said, called their
own clients “muppets.”102 Smith’s account was quickly and plausibly attacked
as the score-settling of a man passed over for a bigger bonus, and the specific
charges were never proven.103 The piece was read more than three million times,
and Goldman’s shares fell about 3 percent the day it ran.104 But the direction
of travel matched the one Charles Ellis had traced in his history of the firm. A
partnership whose oldest rule put the client’s interest first had been refounded
as a public company whose first obligation ran to its share price.4 Gutfreund’s
shareholders had inherited the risk. Somewhere down the line, so had the clients.

8.3 The Counterwave

The theory that explained the conversions also predicted their limit. Partnerships
exist to pass tacit skill from one generation to the next. They give way to public
capital exactly where the skill has been codified and the capital stakes have risen.2
Turn that around and it says something hopeful for the human-capital firm.
Where the product stays tacit, senior, and relationship-bound, and the only
capital you need is a desk and a reputation, the partnership should survive. In
the years around the crisis, it did more than survive. It came back.

The pattern had begun before anyone needed it. In 1995 Roger Altman,
lately the deputy Treasury secretary, left Washington to found Evercore. His
premise was simple: a client is better served by an adviser with nothing to sell but
advice, free of the trading conflicts of the integrated banks. Robert Greenhill
built the same kind of firm in 1996; Centerview opened in 2006; Ken Moelis
walked out of the top of UBS in 2007 to hang his own name on the door. Each
was a senior banker who had decided his value lived in his own head, not in the
balance sheet he was leaving behind.

Then the wave arrived in earnest, and its timing was not an accident. Frank
Quattrone had built the technology franchise at Credit Suisse—Netscape, Cisco,
Amazon. A federal obstruction case, over an email telling colleagues to clean
up their files, then cost him three years before it collapsed. In the spring of
2008 he hung out his own shingle, Qatalyst, in the same weeks Bear Stearns
died.105 In 2015 Paul Taubman closed the set, merging his one-man shop into
Blackstone’s advisory arm and floating it as PJT Partners after three decades at
Morgan Stanley.106,107

The economics followed them out the door. By 2016 the independent ad-
visory firms had taken roughly thirteen percent of the global merger fee pool,
up from a rounding error, and the share kept climbing.108 Centerview, still pri-
vate, advised on some of the largest deals in the market with a few dozen senior
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partners and no trading desk at all.109 The boutiques that did go public reported
the tell in plain numbers. They paid out between sixty-three and eighty-four
percent of their revenue to the people who did the work.110,111 That was not a
modern pay scheme. It was the old partnership split, in which the firm was a
pipe through which the partners’ earnings flowed, rebuilt inside a corporate
shell. Where judgment beat capital, the corporation had learned to imitate the
partnership it replaced.

Two features made the model work, and both are the partnership’s oldest.
The boutiques raised almost no permanent capital, because advice needs none; a
mandate is won with a reputation and closed with a memo, not a balance sheet.
And their independence, once a mere preference, became a product in 2008,
when every integrated bank was found to be trading for its own account against
the clients it advised. What a boutique sold was one senior person’s judgment,
priced by nothing but reputation and owned by no one but the person who
carried it in his head. That is also a fair description of what a law firm sells, and a
first clue to why its partnerships have outlived Wall Street’s.

What was taking shape was a barbell. At one end stood the scaled, capital-
heavy platforms, the bank holding companies that clear and lend and warehouse
and answer to the Fed. At the other stood the talent partnerships, small, rich,
and owned by the people inside them. The middle had been the freestanding
public investment bank that tried to be both a balance sheet and a brain trust.
Themiddle was the thing that blew up. The two ends held because eachmatched
its form to its product: capital where the work was codified, partnership where it
was not.

The banking case was complete now, and it had left a ledger anyone could
read. The partners who converted kept the windfall. Gutfreund’s sixty-two in
1981 and Goldman’s partners in 1999 cashed the capitalized value of every prior
generation’s restraint. The shareholders who bought in absorbed the losses of
2008. The taxpayers behind them backstopped what the shareholders could
not. And the juniors inherited a bargain no one had asked them to approve.
The analyst program that had once been an apprenticeship toward partnership
became a production line, with high turnover and no partnership at the end of it.
The tournament had been cancelled for everyone who had not yet won it, and
no one put that to a vote. Every party to the old promise had been paid or billed,
except the one that made the promise. That one no longer existed.

It had run all the way through now, in one profession and in order, ending
where capital had never been the point: the boutiques that grew back. The
accountants were three states over and thirty years behind, running the same
sequence without knowing they were in it. Their version would move faster.
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And it would end somewhere the bankers never had to go — a courtroom in
Chicago, with the firm itself in the dock.



chapter nine

Eight into Five

Ray Groves and William Gladstone had been friends for years, and they wanted
the reporters to hear that part first. It was Friday, May 19, 1989, and the two
men stood together in New York to announce that their firms were becoming
one. Groves ran Ernst & Whinney, the fourth-largest accounting firm in the
country. Gladstone ran Arthur Young, the sixth. Combined, they would be
Ernst&Young, seventy thousand people with offices in a hundred countries, and
at a stroke the largest accounting and consulting firm on earth. The number that
made it so was the revenue: $4.3 billion a year.112 Half the revenue and a third of
the staff were American; the rest was the reason for the deal, spread across the
world in the places their clients had gone.112

A reporter wanted to know how a deal that size had come together. Groves
waved off the drama. It “wasn’t a bolt of lightning, it was an evolutionary thing,”
he said. He and Gladstone were old friends who met often; the serious talks
had started only the month before, in April, but the idea had been circling for
years.112 The two firms fit like puzzle pieces, Gladstone said. Ernst & Whinney
was strong in banking and the industrial Midwest; Arthur Young was strong on
the coasts and in the securities business. Put the two together and, in his words,
they made “a real powerhouse in financial services.”112,113 What he did not dwell
on was that the firms ran themselves differently, one centralized and one loose.
Puzzle pieces that fit on a map do not always fit in a partnership meeting.

Both men were careful, from the podium onward, to call it a combination
of equals. The phrase would matter later, when the arithmetic behind it leaked
out.

Then came the part that made it a partnership story and not a corporate one.
The deal was not final. It needed the approval of 2,105 partners across the two
firms, a vote Gladstone expected in the third week of June. He was not worried.
“We don’t anticipate any problems,” he said.112 The money and the ballots sat
on the table in the same breath: to become the biggest firm in the world, several
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thousand individual owners each had to raise a hand. They would raise them.
The partners ratified themerger that June, on schedule, and the new firm opened
for business in the fall.112,114

The people paid to interpret the announcement understood immediately
that it would not be the last. Scott Cowen, dean of the business school at Case
Western Reserve, told the room the obvious thing out loud. “Mergers have
been going on,” he said, “but I suspect this will escalate the trend so you may
see a Big Three or Big Four eventually.”112 A former Arthur Young man turned
industry commentator predicted the deal would force every rival left standing
to find a partner of its own.112 The one skeptic quoted was Rick Murray, an
executive at Touche Ross. He doubted more consolidation was inevitable, even
as he conceded “a kind of economic imperative to consolidate in accounting as
in other industries.”112 Seven weeks later his own firm would announce a merger.

What was not in the room mattered as much as what was. No investment
banker stood at the podium. No block of shares was being sold to the public, no
outside investor was buying a piece of the new firm, no exchange had to bless
anything. Two partnerships were folding into a larger partnership, owned start
to finish by the people doing the work. Wall Street, facing the same pressures a
generation earlier, had answered them by breaking its ownership rule and letting
outside capital in. The accountants had found a different door, and on that
Friday in May they were walking through it in plain sight.

9.1 The First to Move

The wave did not start in New York. It started two years earlier, in Amsterdam.
On January 1, 1987, Peat Marwick Mitchell, the American giant, completed its
merger with the multinational network KMG Main Hurdman to form KPMG.
The combined firm had roughly $2.7 billion in revenue and its international
headquarters in the Netherlands.115,116 It was the first of the Big Eight, the eight
firms that had audited nearly every large public company in America since the
war, to take a partner from among its own.

Getting there had taken years of circling. These firms did not merge the way
corporations do, with a board vote and a press release. They courted, balked, and
walked away. PeatMarwick andKMGhadopened talks once already, in early 1985,
and abandoned them that September over what the lawyers called structuring
problems and everyone else understood as cold feet.117 Others had tried the same
before them and been killed off by their own partners.117 A partnership has no
one who can sign for all of it. Every partner has a vote, a corner office, and a
reason to think the deal undervalues him.
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Growth by absorptionwas nothing new to these firms; growth by absorption
of each other was. Haskins & Sells alone had taken in nineteen local practices
between 1952 and 1960, opening offices from San Juan to Honolulu as it went.117
But swallowing a two-partner shop in a new city was a different act frommerging
two of the eight names that ran the profession, and the firms knew it. What
changed in the late 1980s was not their appetite for mergers. It was the size of the
meal.

The name on the new door carried more history than most of the people
walking through it knew. The “G” in KPMG was Reinhard Goerdeler, the
German accountant who had built the KMG network and served as its first
chief executive.118 He was the son of Carl Friedrich Goerdeler, the anti-Nazi
mayor of Leipzig who was executed for his part in the July 1944 plot to kill
Hitler. Reinhard himself had been imprisoned at Dachau and, in the last weeks
of the war, marched south to the Tyrol, where American troops freed him in
May 1945.118 Four decades later his initial rode on the letterhead of one of the
largest firms in the world. The men who built these partnerships had lived inside
the century, not above it.

The reasons to merge were the same list that would reappear in every case
in this book, and they had almost nothing to do with the back-office machinery
that had broken Wall Street. Multinational clients wanted a single firm that
could audit them in every country they operated in, and a firm that could not
follow the client abroad lost the account at home. Fee pressure had arrived when
the profession’s old bans on advertising and competitive bidding fell in the late
1970s, and audits that had once been priced by convention were now priced by
whoever bid lowest. Litigation exposure was climbing, and a bigger partnership
spread the risk of a single ruinous judgment across more shoulders. Above all,
the firms were racing to build the technology and consulting practices where the
growth now lived, and those were expensive.114,119 Scale answered all of it. And
scale, unlike the permanent industrial capital that Wall Street had needed for its
computers, could be assembled without ever asking an outsider for a dime. Two
partnerships became one.

9.2 Nineteen Eighty-Nine

The year the Big Eight became the Big Six ran on the calendar like a countdown.
Each survivor carried two old firms under one hyphenated name; the full lineage
reads more easily as a family tree than a paragraph (Figure 9.1). Ernst &Whinney
andArthur Young announced inMay. On July 7, DeloitteHaskins& Sells agreed
to merge with Touche Ross, the deal Murray had doubted was coming.117 It was
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the odd couple of the profession. Deloitte’s culture was described, not kindly, as
slow and steady, even creaky; ToucheRosswas the Big Eight’s self-styledmaverick,
its least stuffy member.120 J. Michael Cook, who had run Deloitte since 1986, and
Edward Kangas of Touche Ross put the two together into Deloitte & Touche,
and this pairing, at least, was honest about being equal. When the numbers
later came out, Touche Ross partners had earned about $245,000 the prior year
and Deloitte partners about $241,000, near enough to parity that neither side
could claim it had rescued the other.117 Touche Ross brought Chrysler, Sears, and
Macy’s to the table, along with a Japanese affiliation that gave the merged firm
the tail of its full name, Deloitte & Touche Tohmatsu.120

The Ernst & Young numbers told a different story, and someone made
sure the world saw them. For a year the merged firm’s executives had sold the
combination publicly as a combination of equals. Then, early in 1990, a copy of
the confidential merger prospectus arrived in a plain envelope at the trade paper
Accounting Today. Its reporter ran the figures. Ernst & Whinney partners had
cleared about $263,000 apiece the year of the merger; Arthur Young partners had
cleared $191,000.117 The gap said what the public relations campaign had worked
to hide. This was not a meeting of peers. It was the stronger firm absorbing the
weaker one, dressed in the language of partnership so that the losing side could
keep its dignity and its name on the wall.

The merged firms discovered fast that getting bigger meant giving things
up. Ernst & Whinney had audited Coca-Cola since 1924, an account worth
something like $14 million a year. Arthur Young had audited PepsiCo since 1965.
A single firm could not sign the books of both Coke and Pepsi; independence
rules and plain client politics made it impossible. So the new Ernst & Young
dropped PepsiCo and kept Coca-Cola.113 The whole chapter sat in that teacup.
Growth bymergermeant pruning the client list, andwhen two accounts collided,
the older and larger one won.

Some of these talks led nowhere. The same July day thatDeloitte andTouche
Ross agreed to merge, the Wall Street Journal reported that Price Waterhouse
andArthurAndersenwere in formal talks toward a firmof roughly $5 billion.117 It
would have been the largest of them all. It collapsed by late September, wrecked
on exactly the differences that scale could not paper over. Andersen sold audit
and consulting together with an aggressiveness that Price Waterhouse, which
cultivated an image as the conservative auditor of blue-chip companies, found
distasteful. The two firms also held conflicting work for rival clients that amerger
would have forced one of them to drop.114,117 Andersen would stay out of the
merger wave altogether and grow on its own, a choice that looked like discipline
for a decade and then like something else. When the eight had finished sorting
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themselves in the fall of 1989, six firms remained, and the twomergers that closed
both began operating under their new names on October 1.112,121

9.3 And Then There Were Five

For eight years the number held at six, and the profession told itself the consolida-
tion was over. It was not. It had only paused to let the audit business finish going
flat and the consulting business finish getting large. When the wave resumed in
1997 it moved with none of the earlier hesitation.

The pause is worth sitting with, because it exposes what the 1989 mergers
had and had not bought. Fewer firms should have meant more pricing power. It
did not. The economist Mary Sullivan, studying the effect of the 1989 mergers,
found that audit fees actually declined through the mid-1990s. The Government
Accountability Office later reached the same conclusion: consolidation left audit
prices flat or slightly lower, not higher.114,122 The firms had made themselves
enormous andnomore profitable at their corework. Auditwas settling intowhat
it would remain: a mature, regulated, price-competitive annuity, respectable
but slow. The growth the partners wanted was going to have to come from
somewhere else, and the merged firms knew where they were already looking.

On September 18, 1997, Price Waterhouse and Coopers & Lybrand an-
nounced, after a summer of tight secrecy, that theywouldmerge into a single firm,
PricewaterhouseCoopers, with combined fees near $12 billion.123,124 The number
was the point. It vaulted the new firm past Arthur Andersen, which stood at
about $9.5 billion, into first place worldwide.123 Nicholas Moore of Coopers
would chair the combined firm. He gave the reason in the flat vocabulary of the
era: together the two would have “the global reach, the global strength, and the
integrated management structure to meet the future challenges.”124 James Schiro
of Price Waterhouse would run it as chief executive. Between them the firms
counted around 8,500 partners and something like 130,000 people.125

The move forced a countermove within weeks. In October 1997, Ernst &
Young and KPMG announced their own plan to combine, an $18.1 billion firm
to be headquartered, like KPMG before it, in Amsterdam.114,126 Stephen Butler,
KPMG’s American chairman, was to run its United States operation and told
anyone who asked that the merged firm could grow 30 percent a year against
roughly 20 percent apart.126 This time the scale was too much for the regulators.
European Commissioner Karel Van Miert opened an extended antitrust review,
and authorities in the United States, Japan, Australia, Canada, and Switzerland
began circling the same deal.126,127
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On February 13 and 14, 1998, Ernst & Young and KPMG walked away from
each other. Butler stood down alongside KPMG’s worldwide chairman Colin
Sharman; on the other side, Ernst & Young’s chief executive Michael Henning
and its American head Philip Laskawy did the same.126 The joint statement was
drained of all feeling: the regulatory review “would have taken many months,
incurring considerable costs and potentially considerable disruption to client
service.”126 One Ernst & Young partner put it the way people talk when the
lawyers are not listening. The “regulatory thing,” he said, “was turning into a
complete nightmare ... a lot of time, a lot of money and a lot of blood, sweat and
tears.”126

It was the May 1989 press conference run backward. The same promise of
scale, the same careful pairing of named partners at the top, the sameAmsterdam
address— and this time the room emptied with nothing signed. What had
stopped the deal was worth noticing. It was not a partner revolt or a failure of
nerve. It was the state. In 1989 the only thing that could kill an accountingmerger
was the partners’ own hesitation. By 1998 the firms had grown large enough that
antitrust regulators on three continents had become the ceiling on how big a
partnership could get. Price Waterhouse and Coopers & Lybrand completed
their merger on July 1, 1998, and the profession settled at five.124,128 The Big Eight
of the war years were now the Big Five, and everyone in the business understood
the arithmetic had one more step in it, though nobody yet knew what would
force it.

* * *

Set the accounting story beside the banking one and the rhyme is exact
until the last beat, where it breaks. Both professions had built their firms as
partnerships on the same three legs, and both ran into the same wall of the
modern economy. Clients had gone global and national. The work demanded
more capital and more scale than any partnership could comfortably raise. And
a generation of owners could read the pressure on the balance sheet. Wall Street’s
answer had been to breach the oldest rule it had and sell the firm to the public.
Donaldson, Lufkin & Jenrette walked up to the exchange and put its shares on
the market, and within three decades every great partnership on the Street had
followed it out the door.

The accountants faced the identical squeeze and reached for a different han-
dle. They did not sell to outsiders. Theymarried one another. Eight partnerships
became five, and every one of the survivors was still a partnership, still owned
by the people signing the audits, the ownership wall that banking had knocked
down left standing untouched. The partners who happened to hold the equity
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Big Eight (mid-1980s) Big Four (2002)

Peat Marwick Mitchell

Arthur Young

Ernst & Whinney

Deloitte Haskins & Sells

Touche Ross

Price Waterhouse

Coopers & Lybrand

Arthur Andersen

KPMG

EY

Deloitte

PwC

1987

with KMG (Europe), 1987

1989

→ Big Six

1989

→ Big Six

1998

→ Big Five

2002: convicted,
surrendered licenses
(→ Big Four)

Figure 9.1: How eight firms became four: the merger lineage, 1987–1998, and the
one line that ends rather than merges.
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when the music slowed kept the firm in the old form, and took real pride in it. It
looked like themore principled path, and the firms said so. It wasmostly amatter
of timing. Merger bought scale without surrendering the form, which meant it
answered the symptom and deferred the disease. The hunger for growth that had
driven the whole consolidation did not go away when the letterheads combined.
Audit had gone slow and respectable and flat. The money the partners actually
wanted was made next door, in the consulting practice they had quietly built on
top of the audit franchise the entire time they were merging. The partners who
ran the merged firms would draw their careers to a close inside a partnership, the
way their mentors had. The ones coming up behind them would not be so sure
of the ground. The reckoning Wall Street had met at the ownership rule, the
accountants would meet somewhere else. It was waiting in the engine they kept
in the basement.



chapter ten

The Engine in the Basement

In August 2000, a single arbitrator dissolved one of the largest professional-
services organizations in the world. His name was Guillermo Gamba, a lawyer
appointed by the International Chamber of Commerce to settle a private war
inside a firm the public knew as Andersen. For eleven years the name had cov-
ered three different things. Andersen Worldwide was the umbrella: a holding
cooperative that bound the other two together and owned little else. Beneath it
sat two operating businesses. Arthur Andersen was the audit firm, the one that
signed the books of public companies. Andersen Consulting sold those same
companies computer systems and advice, and had grown into the biggest firm
of its kind on earth. The consultants wanted out. In December 1997 they had
filed for arbitration to be released from the agreements that bound them to the
auditors, and above all from a formula that could have cost them a fortune to
leave.

Gamba’s award was close to total. He found that Andersen Worldwide had
failed to run the two units as the 1989 agreements required, so the consultants
could walk. Arthur Andersen had claimed the formula entitled it to more than
$14 billion. It got roughly $1 billion, released from escrow, real money that read as
a rounding error against what it had sought.129 Joe Forehand, the chief executive
of Andersen Consulting, did not hedge. “This is a total win for Andersen Con-
sulting,” he said. “Wewon. It’s over.”129 JimWadia had runAndersenWorldwide
and built the losing side of the case. His whole aim, he said in the flat voice of a
man who had just lost, had been “to prove that Andersen Consulting shouldn’t
be allowed to go for free.”129

There was one more term, and it was the one that stung. The consultants
had won their freedom, but they had to surrender the name. By December 31,
2000, Andersen Consulting would have to stop calling itself Andersen at all.130

The case had taken almost three years to decide and a single document to
end. An eleven-year marriage between the world’s largest auditor and the world’s
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largest consultancy came apart on the ruling of one arbitrator, a man who had
never worked a day at either firm. The marriage had bound together a holding
company spread across scores of countries and tens of thousands of people. The
consultants had gone into the fight to escape a payment formula. They came out
of it forced to reprint every business card they owned.

The executive who had built the business worth fighting over was not at
Forehand’s side. George Shaheen had run Andersen Consulting since 1989 and
lifted its revenue from $1.1 billion to $8.3 billion, and it was Shaheen who autho-
rized the 1997 filing that started the whole case. He had left. In September 1999,
with the arbitration still unresolved, he quit to run an online grocery startup
calledWebvan. Hemissed the ruling, missed the new name, andmissed the stock-
market windfall that came after, while Webvan itself slid toward the bankruptcy
it reached in 2001.131 The man who read the economics first and said aloud that
the consultants should be free was gone before the freedom arrived.

10.1 The Engine in the Basement

To see why a consulting firm would spend three years in arbitration to escape a
group of auditors, you have to see what the auditors had become, and what had
grown up in their basement.

Audit is a strange business to own. A public company must, by law, hire an
outside firm to attest that its accounts are honest, which hands the auditors a
guaranteed client and a guaranteed fee. The same law caps them. It is a regulated
annuity, respectable and slow, and it does not growmuch faster than the economy
it measures. In 1977 audit and attest work was roughly 70 percent of a major
firm’s revenue.132 The rest was tax and a small line the firms called management
advisory services, which in 1975 averaged about 11 percent of Big Eight revenue.114
The paying engine sat upstairs. Downstairs was a workbench.

Audit did not merely grow slowly. It grew cheaper. Through the 1980s the
profession’s old bans on advertising and on bidding against one another fell away.
Firms that had once divided the great public companies by custom began to
compete for them on price. When two of the industry’s mergers collapsed the
Big Eight toward the Big Five at the end of the decade, the savings flowed to the
biggest clients, and fees drifted down through the mid-1990s.122 The core product
was turning into a commodity sold at a discount. A firm that wanted to grow
had to sell its clients something other than the audit.

Then computers arrived in the corporate back office, and the workbench
became a factory. The audit relationship was a standing invitation to sell. A
firm that already knew a client’s books and its clerks could offer that client a new
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Figure 10.1: The engine takes over: audit and consulting as shares of the large
firms’ fee revenue, 1975–2000, at the sourced anchor years. The lines cross in the
mid-1990s.

accounting system, and the small army of consultants who installed it. Inside
a decade the audit that had opened the door was the smaller business in the
room, and everyone at Andersen knew it. Arthur Andersen ran furthest with
the idea. In 1989 it formalized its consulting arm as a separate business unit,
Andersen Consulting, under Shaheen, and by the late 1990s the unit had no
equal in its field.114 The consultants paid up to 15 percent of their profits back to
the Worldwide organization every year, a tithe that would become the thing they
went to war to escape.

Then the numbers crossed. By 1998management consulting averaged 45 per-
cent of the Big Five’s revenue, and at some firms it reached 70.114 Audit, which
had been 70 percent of the business in 1977, was down to 34 percent by 1998
and about 30 by 2000.132 By 1999 the American consulting arms of the Big Five
reportedly booked more than $15 billion.133 The annuity still paid the rent, but
the ambition and the money had moved downstairs. A firm of auditors had
become a consulting business with an audit department attached.

The two halves had never much liked each other. The auditors thought
of themselves as a profession with a duty to the public and a signature that
was supposed to mean something. The consultants thought of themselves as a
business, and a larger one every year, resentful of a governance that let slower-
growing partners outvote them and take a cut of their profits. One side sold
trust; the other sold change. By the late 1990s they shared little beyond a name
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and a running argument over money, and the name was the only asset either side
truly could not divide.

That created a problem the firms preferred not to name. An auditor’s entire
value is independence, the willingness to tell a client its numbers are wrong. But
when the same firm earnsmore selling that client software and advice than it earns
checking the client’s books, the auditor acquires a reason not to make trouble.
The watchdog is on the payroll of the thing it is meant to watch. For most of the
1990s nobody with power said so in public.

The consultants had a mirror-image grievance, and they felt it every year.
Andersen Consulting owed its tithe to a parent whose principal asset was an
audit franchise, and that franchise kept telling the consultants where they could
not go. A firm cannot sell lucrative advisory work to a company it audits without
inviting exactly the suspicion Levitt would later name. So every corporation
Arthur Andersen audited was one its consultants had to keep at arm’s length.
They were paying 15 percent of their profits to a partner that also fenced off part
of their market. By the middle of the 1990s the fastest-growing consultancy on
earth had reached a private conclusion: its own name was holding it back.

10.2 Levitt Names It

Then someone did. On September 28, 1998, Arthur Levitt, chairman of the
Securities and Exchange Commission, stood up at New York University and
said it out loud. His speech was called “The Numbers Game,” and on its face it
was about earnings management, the tricks companies use to hit Wall Street’s
quarterly targets. Underneath was the auditors’ conflict.

Levitt opened with the disease. “Increasingly, I have become concerned
that the motivation to meet Wall Street earnings expectations may be overriding
common sense business practices,” he said. Too many managers and auditors,
he warned, were “participants in a game of nods and winks.” The result was
“an erosion in the quality of earnings, and therefore, the quality of financial
reporting.”134 Then the line the newspapers ran the next morning: “Managing
may be giving way to manipulation; integrity may be losing out to illusion.”134

He put the auditor’s dilemma in a single sentence. In the part of the speech
he headed “Accounting Hocus-Pocus,” Levitt described the pressure directly:
“Auditors, who want to retain their clients, are under pressure not to stand in
the way.”134 The watchdog now had a mortgage.

An audit exists for a person who will never meet the auditor: the outside
investor who buys a share on the strength of numbers he has no way to check
himself. The whole apparatus rests on his belief that someone independent has
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already looked. Levitt’s fear was plain. If the checker’s largest paycheck came
from keeping the client pleased, the belief was hollow, and the investor would be
the last to find out.

The speech opened a two-year campaign. With chief accountant Lynn
Turner and general counsel Harvey Goldschmid beside him, Levitt moved in
2000 to bar accounting firms from selling consulting and systems work to the
companies they audited.133 The aim was the one the speech implied: cut the
financial reason an auditor has to go quiet.

The profession fought as though its life were at stake, because a good part
of its income was. The consulting income the rule would police was the fastest-
growing money in the profession, and none of the firms meant to surrender it
on a chairman’s say-so. Three of the Big Five opposed the rule in public. The
firms and their allies worked Congress, which held hearings and let it be known
that the SEC’s own budget might suffer for the chairman’s ambition.133 What
emerged in November 2000, a rule numbered Release 33-7919, was a shadow of
what Levitt had asked for. It banned a handful of specific services, and mostly it
required companies to disclose in their proxy statements how much they paid
their auditor for the audit and how much for everything else.133 Levitt had asked
for a wall and been handed a line item.

The line item was worth more than it looked. He had lost the ban and won
the disclosure. From 2001 on, a public company’s annual proxy would carry two
numbers set side by side: the fee it paid its auditor to audit, and the fee it paid the
same firm for everything else. Where the second number towered over the first,
any shareholder could read the incentive in a glance. The conflict that nobody
with power had described for a decade was now a mandatory table in every filing,
and the tables were about to be read with unusual care.

10.3 FourWays Out

What regulation had only chipped at, the market finished. Within thirty months,
four of the Big Five got rid of their consulting arms. Regulation had not forced
the sales. The arms were worth more sold than kept, and the strain of auditing a
company while advising it had become a liability the partners could turn into
cash.

The timing was not an accident. For two years the stock market had paid ex-
traordinary prices for any business that wired a corporation for the new economy,
and a Big Five consulting arm was the biggest such prize a buyer could acquire
in one purchase. A partnership that sold or floated its consultants in 2000 or
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2001 was selling into the richest market those skills would ever see. The firms
that read the moment moved fast, because the moment was closing.

Andersen went first and hardest, through Gamba’s ruling. The new name
arrived on a deadline. The arbitrator had given the consultants until the last
day of 2000 to stop being Andersen, which left a firm operating in dozens of
countries only months to choose an identity and repaint itself across all of them.
On January 1, 2001, it relaunched as Accenture, a coined word the company said
pointed to “the accent on the future.”130 Six months later it went public. On
July 19, 2001, Accenture listed on the New York Stock Exchange at $14.50 a share
and raised about $1.7 billion. It was one of the larger offerings in a dismal year
for new listings, and it came almost exactly one year after the arbitrator had set it
loose.135,136

The others left by sale and by flotation. Ernst & Young sold its consulting
practice to the French firm Cap Gemini in 2000 for stock worth roughly $11 bil-
lion.137 The partners took their price in Cap Gemini shares rather than cash,
which tied their fortune to a technology stock at the very top of its value. KPMG
chose the publicmarket instead. It floated its consulting arm onNasdaq in Febru-
ary 2001 at $18 a share, raising about $2 billion.138 The business renamed itself
BearingPoint, listed its own partners for the public to buy, and then dissolved in
the next decade’s wreckage, filing for bankruptcy in 2009.

PwC told the sharpest story, and it was about price. In 2000, at the top of the
technology boom, PwCwas reported to have talked withHewlett-Packard about
selling PwC Consulting for something near $17 billion before the talks collapsed.
Two years later, in October 2002, PwC sold the same practice, around 30,000
consultants, to IBM for $3.47 billion.139 Four-fifths of the value had evaporated
in twenty-four months. The sellers whomoved first had sold at the top; the ones
who waited watched the number fall in real time.

One firm refused to sell. Deloitte announced a spin-off of its consulting
practice in 2002, then cancelled it in March 2003, citing market conditions, and
kept the engine in the basement running.114 Its partners had made the opposite
bet from everyone else: that a low-growth annuity and a high-growth consultancy
wereworthmore lashed together than eitherwas apart. Over the next twodecades
the one firm that never let its consultancy go rode it to the top of the industry.
That was proof, if the others needed any, that the asset they had cashed out was
the one worth holding.

* * *

By now the shape should be familiar. The consulting engine that had out-
grown its audit host was cut loose and sold near the top of the market, while one
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holdout, Deloitte, kept exactly what the others rushed to sell. Wall Street had
marked the same beats a generation earlier, in a different room, over a different
asset.

Accounting ran the ownership question differently from Wall Street. The
audit firms kept the partnership shell, and nomember firm listed its own partners
on an exchange the way Merrill Lynch had. The partners did not sell the firm
the way the banks’ had; they sold its fastest-growing limb and held on to the
regulated annuity that remained. Flotation and sale turned partnership stakes
into tradeable stock and cash, and the partners who happened to hold those
stakes when the music stopped pocketed a payout the partnership form could
never have handed them. George Shaheen, who had built the largest of those
engines, had walked out the year before the payday and into a bankrupt grocery
startup. The tournament kept score by timing, and the windfall went to whoever
was standing on the equity when the price was struck.

Levitt had asked the right question and lost the vote on it. He wanted to cut
the auditor’s financial stake in staying quiet, and the firms and Congress handed
him a disclosure table instead of a wall. The table would do more damage than
the wall might have, though not in any way its authors intended. Within a year
a company in Houston would file the largest bankruptcy in American history.
Among the first documents investigators pulled was a proxy statement showing
how much its auditor had earned from work that was not the audit.140 The
engine had been sold, or floated, or defended in every firm but one. Now the
audit itself was about to be tested, and the firm whose name the consultants had
been so eager to drop was about to learn why they had wanted it gone.



chapter eleven

Chicago, 2002

By the last week of October 2001, the audit team that Arthur Andersen kept
inside Enron’s downtown Houston campus had stopped auditing and started
shredding.

Working papers went into the machines. E-mail and computer files were
purged. Over the next two and a half weeks the Houston office destroyed more
than a ton of Enron-related paper, all of it under the cover of a firm rule with a
dull name: the document-retention policy.141

The partner running the account was David Duncan. He had joined Ander-
sen’s Houston office in 1981, made partner in 1995, and by 2001 earned more than
a million dollars a year as the lead engagement partner on Enron, with a seat on
the firm’s advisory council to prove it.142 On October 23 he gathered the Enron
audit managers and, by his own later testimony, directed them to bring the files
into line with the retention policy. Everyone understood what that meant. The
paper moved.

It moved in volume: boxes of working papers, deleted e-mail, purged com-
puter files. Staff who had no role on the Enron account were pulled in to help
feed themachines.141 What had been a dull housekeeping rule became, over those
weeks, a project with a deadline nobody would name out loud.

The timing was not innocent, and the government would build its case on it.
Enron had announced a $618 million third-quarter loss on October 16 and, with
it, a $1.2 billion cut to shareholders’ equity as the off-balance-sheet partnerships
its finance chief had built began to unwind.140 On October 22 the Securities and
Exchange Commission said publicly that it was looking into those partnerships.

The shredding started the next day.
Eleven days earlier, on October 12, an Andersen in-house lawyer in Chicago

named Nancy Temple had sent the Houston team a short e-mail. It reminded
them of the retention policy and suggested “it will be helpful to make sure that
we have complied with the policy.”143 She did not write shred. She did not write
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destroy. That distinction, between a reminder about a real policy and an order
to obstruct a federal inquiry, would take three and a half years and the Supreme
Court of the United States to settle. In Houston, in October, the paper went
into the machines regardless.

The date the prosecutors cared about was November 8. That was the day
the SEC served Andersen with a subpoena for its Enron records, and a subpoena
turns document destruction into a crime.141

Within a day, Temple left Duncan a voicemail telling him to stop, and a
November 10 memo confirmed the suspension. By then the shredders had run
for more than two weeks. The single count that would eventually kill the firm
covered exactly that window: the stretch between the moment Andersen knew
enough to worry and the moment it was formally told to stop cleaning house.

Enron did not survive the fall. It restated four years of earnings and, on
December 2, 2001, filed the largest corporate bankruptcy in American history to
that point.140 In January, Andersen disclosed the destruction and fired Duncan.

The firm’s defense, from the first day, was simple: shredding routine working
papers under a written policy is not a crime, and no one at Andersen destroyed
anything after the subpoena arrived. As a matter of law, it was a respectable
argument. As a matter of survival, it did not matter at all.

* * *

11.1 A Bond, and a Bond Can Be Called

To see why a memo about a shredder could end a global firm, you have to price
what that firm actually sold. Andersen owned very little a bankruptcy court
could auction. Its offices were leased, its inventory walked out the door every
evening, and its one real asset was a reputation: the market’s belief that when
Andersen signed an audit opinion, the numbers underneath could be trusted.
That kind of asset has a name in this book already. It is a bond in the old sense, a
hostage a firm posts against its own honesty, worth something precisely because it
is forfeited the moment the firm is caught cheating. Andersen had been posting
that hostage since before the federal securities laws existed. By 2001 roughly
85,000 people worked under its name worldwide, about 28,000 of them in the
United States.140

A bond has one terrible property. It can be called all at once. No manu-
facturer of comparable size could be destroyed by a single indictment; Boeing
under indictment is still Boeing, its factories and order book intact. A firmwhose
only asset is credibility is a different animal. The day a jury calls it a felon, every
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opinion it has ever signed falls under suspicion, every client with an SEC filing
must go find another auditor, and federal law bars the firm from doing the one
thing it exists to do. The charge did not have to be upheld to be fatal. It only
had to be filed.

None of it had been a surprise inside Enron. That August, a vice president
named Sherron Watkins had written the chief executive, Kenneth Lay, a memo
warning that the company might “implode in a wave of accounting scandals”
over exactly the partnerships now coming undone.144 Andersen had signed the
audits that let those partnerships stand. When investigators came asking, the
Enron files in Houston were not neutral paper. They were the record of what
the firm’s auditors had approved, and why they had approved it.

Andersen had earned about $52 million from Enron in 2000, and more of
that came from consulting and other work than from the audit itself.140 The
figure is the whole scandal in miniature. The firm paid to check Enron’s books
was being paid, more richly, to help build the things the books were hiding. The
conflict was not a secret Enron sprang on the world. Three years earlier Arthur
Levitt’s SEC hadwarned that audit firms selling rich advice to the companies they
audited were compromising the one service investors actually paid them for,134
and had forced those firms to disclose, in their proxy statements, how much of a
fee bought the audit and how much bought everything else.133 The rule changed
little behavior. It revealed a great deal, and it put the arithmetic of the conflict on
the public record just in time for someone to add up Andersen’s Enron numbers.

When the Justice Department moved in March 2002, it indicted the firm
itself, not Duncan, not Temple, not any single partner, but the partnership, on
one count of obstruction of justice.10 Prosecutors had made a bet they would
defend for years: to put 85,000 livelihoods behind the conduct of one office.

Andersen’s chief executive, Joseph Berardino, had held the top job for about
a year. He offered to resign the day after the indictment, and the firm’s partner
board turned him down. Three weeks later, on March 26, 2002, he went anyway,
saying he hoped to “clear the air” because “the innocent”were “being hurt” by the
collapse.145 The innocent were the point. In every conversion this book follows,
someone is holding the equity when the music stops. Here the people holding it
were clerks and junior auditors in Tokyo and Chicago and São Paulo, about to
lose everything, most of whom had never heard of the Enron partnerships.

Duncan ran a different calculation. On April 9, 2002, he pleaded guilty to
obstruction of justice and agreed to testify against the firm that had fired him.146
On the stand hewas the government’s bestwitness and, quietly, its worst problem.
He described calling the shredding off once the subpoena landed, telling his
people “they needed to not follow the policy anymore,” and he admitted that
until the government came for him in early 2002 he “did not believe [he] had



the last partnership 73

done anything wrong.”142 A man who did not think he was committing a crime
while he committed it is either lying or evidence that the crime was not obvious.
A jury would have to choose.

Before any of it reached a courtroom, it reached Congress. In January 2002
the House Energy and Commerce Committee called Andersen’s people to Wash-
ington to explain the shredding. Duncan invoked his Fifth Amendment right
and said nothing. So did Nancy Temple, whose October e-mail the members
read aloud and circled back to for hours.141 A firm that had spent the better part
of a century vouching for other people’s disclosures now sat in the witness chair
and declined, on advice of counsel, to disclose. It was a bad look, and everyone
present knew the audit business ran on how things looked.

11.2 Ten Days in Houston

The trial opened in May 2002 in the federal courthouse in Houston, before
U.S. District Judge Melinda Harmon. The government’s lead trial lawyer was
Andrew Weissmann of the newly formed Enron Task Force. Andersen’s defense
belonged toRustyHardin, aHouston litigatorwho held forth on the courthouse
steps each morning and clashed with Judge Harmon so often that she eventually
ordered him to make his objections at sidebar.147 No Andersen executive sat at
the defense table. The defendant was a partnership.

The case turned on a single phrase in the obstruction statute: whether An-
dersen had “corruptly persuade[d]” its people to destroy documents. Weissmann
won a jury instruction that allowed conviction even if Andersen’s employees
had not known they were breaking the law, even if they honestly believed the
retention policy was a legitimate business rule.148 The instruction is what made
the case winnable. It is also what, three years on, made the verdict reversible.
That was three years away, and no use to anyone in the courtroom.

Hardin’s case was the one the firm had made since January. Every company
keeps a document policy; following it is not a crime; and nothing was destroyed
once the subpoenamade destruction illegal. The trial ran six weeks. Weissmann’s
answer was that Andersen’s people had reached for the policy precisely because
they saw the subpoena coming, and that a lawful rule can be put to an unlawful
use. It was a real argument, and it might have persuaded twelve people on its
own. The instruction meant the prosecution never had to win it. The jurors
could convict without ever deciding that anyone at Andersen knew the shredding
was wrong.

The jury deliberated for seven days and told Judge Harmon they were dead-
locked. She read them an Allen charge, the instruction that asks a hung jury
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to keep trying, and they went back for three more days.148 On June 15, 2002,
after ten days in all, they returned a single word on a single count: guilty. The
verdict rested on a theory of the law under which a person could be convicted
for shredding paper he sincerely thought he was entitled to shred.

Because the SEC cannot accept an audit from a convicted felon, that one
word was a death sentence, carried out over ten weeks. On August 31, 2002,
Andersen surrendered its licenses and stopped auditing public companies.140 A
partnership older than the SEC itself came apart in pieces. Grant Thornton took
seven American offices, forty-three partners, and their staff; the consulting arm
went to a firm called BearingPoint, the risk specialists to a new one called Protiviti,
the tax partners intowhat is nowAndersenTax; the audit clients scattered among
the four firms that were left.149 Around the world, some 85,000 people lost the
firm they worked for. Almost none of them had done anything.

The number is easy to write and hard to feel. Eighty-five thousand is a city.
It was partners who had spent thirty years building a practice that was worthless
by August, and second-year associates who had joined a global firm in the spring
and were hunting for work by the fall, and clerks and schedulers and support
staff on three continents whose employer had been convicted of a crime none of
them had touched. The partnership’s oldest promise was that the people who
came up through it would one day inherit it. The people coming up inherited a
liquidation.

The law caught up three years too late. On May 31, 2005, the Supreme
Court reversed the conviction, nine votes to none, in an opinion by Chief Justice
William Rehnquist.148 The jury instructions, the Court held, had been drawn so
loosely that they “simply failed to convey the requisite consciousness of wrong-
doing.” A firm could not be a felon for following a document policy its people
believed was lawful.150 The ruling was total, and it was worthless. There was no
firm left to reinstate. The acquittal had arrived for a corpse.

11.3 The Reform

The reckoning produced a statute. On July 30, 2002, six weeks after the Houston
verdict, President George W. Bush signed the Sarbanes-Oxley Act and called it
“the most far-reaching reforms of American business practices since the time of
Franklin Delano Roosevelt.”151 For accounting the law did one thing above all: it
ended the profession’s self-regulation, which had run since the 1930s.

Title I created the Public Company Accounting Oversight Board, the
PCAOB, with authority to register audit firms, write the audit standards, inspect
the work, and punish failures.152 For seventy years the accountants had made
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and enforced their own rules through their professional institute. Now a federal
board did it. The profession that audited everyone else would itself be audited.

Section 201 went straight at the conflict the $52 million had exposed. It
barred an audit firm from selling nine kinds of other service to a company it
audited: bookkeeping, systems design, internal-audit work, and, in a clause this
book will return to, legal services.152 Congress had decided that a firm checking a
company’s numbers could not also be that company’s systems integrator or its
lawyer. Section 202 let tax work continue if the audit committee approved it in
advance. Section 404, whose internal-control audits would push audit fees up
sharply from 2004 on, made the yearly audit both costlier and harder to dislodge.

For the auditors who outlived Andersen, the new order was a mixed in-
heritance. The yearly audit grew more valuable and less pleasant: mandatory,
inspected, and priced at last like the compliance product it had become. The
work that made accounting glamorous in the 1990s, the consulting and the sys-
tems and the advice, was now walled off from the largest clients by federal law.
What the profession kept was the annuity. What it lost was the freedom to sell
anything more lucrative to the companies it audited, and one of the founding
firms whose names had defined the trade.

The reformmeant to save investors from a too-cozy audit industrymade that
industry smaller. Andersen’s death took the Big Five down to the Big Four, and
its clients had nowhere else to go. By 2003 the four survivors audited more than
78 percent of American public companies and 99 percent of public-company
sales.114 The government had destroyed the fifth firm and then found it could
not afford to lose a sixth. The four that remained were now too few to fail.

* * *

Set the Andersen years against the pattern. A profession built on a bondmet
a shock, a client’s fraud running into a shredder running into a subpoena, and
the bond was called. One firm forfeited the hostage it had posted, and because
that hostage was the only thing it truly owned, the firm did not survive the forfeit.
Wall Street’s partnerships had sold themselves for capital, on their own timetable
and at their own price. Andersen never got the chance to sell. It was seized.

The state that seized it wrote new rules, and the rules did what re-regulation
usually does: they hardened the survivors. Self-regulation ended, concentration
deepened, and the four firms left standing became load-bearing parts of the
financial system, watched now by a board of their own. Buried in Section 201 was
a line the third act of this book runs straight into. An auditor could no longer be
its client’s lawyer. The wall between accounting and law, which the accountants
had spent the 1990s trying to pull down, was suddenly federal statute, and the
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profession next door would spend the following twenty years looking for ways
around it.

Then the accountants did what a profession does after a reckoning. They
went back to the business the reckoning had punished. Sarbanes-Oxley barred
selling consulting to audit clients; it did not bar owning a consulting arm. As the
non-compete clocks from the spin-offs wound down around the middle of the
decade, the survivors began rebuilding, quietly, the very engines they had just
been forced to sell. The bond had been called once, in full view, and a firm of
85,000 people had vanished in a single season. The market had been shown, as
plainly as it is ever shown anything, what happens when the hostage is forfeited.
It turned out not to be a lesson anyone chose to keep.



chapter twelve

The Quiet Rebuild

On October 30, 2013, PwC announced that it was buying a consulting firm. The
target was Booz & Company: roughly three thousand strategists in fifty-seven
offices, the commercial half of the old Booz Allen Hamilton, cut loose in a 2008
Carlyle Group buyout. Eleven years earlier, PwC had sold its own consulting
arm to IBM for $3.47 billion, part of a stampede out of consulting that four of
the Big Five had joined between 2000 and 2002.139 Now it was buying consulting
back.

Dennis Nally, PwC’s international chairman, framed the purchase in the flat
register of the announcement. The combination, he said, would see PwC “lead
the way in changing the landscape of the global consulting business.”153 Cesare
Mainardi, who ran Booz & Company and would run what came next, matched
him: joining PwC gave Booz’s people “a bigger, broader, and better opportunity
to connect strategy to impact.”153 The Booz partners voted to approve onDecem-
ber 23, and the deal closed the following spring. Because the terms barred the
new entity from carrying the Booz name, the firm chose a different one. It called
itself Strategy&—a name that reads like a sentence somebody forgot to finish.

The symmetry was almost too neat. PwC had sold PwC Consulting to
IBM in October 2002. It announced the Booz purchase in October 2013, eleven
years to the month later. The same partnership that had shed thirty thousand
consultants to satisfy a post-Enron world was now paying to rebuild what it had
dismantled. That timing was not an accident, and it was not a change of heart.
It was the calendar doing what calendars do.

12.1 The DoorWas Never Locked

Sarbanes-Oxley had not banned the Big Four from owning a consulting business.
Section 201 barred them from selling nine categories of non-audit service to their
own audit clients.152 A firm could still build the largest advisory practice on earth.
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It could not sell that advice to the companies whose books it also signed. The
wall ran between audit and consulting inside the client relationship, not around
consulting itself.

The statute even drew the line finely within the firm. Section 202 left tax
services permissible for audit clients, so long as the audit committee pre-approved
them.152 Consulting for an audit client was barred; tax for that same client was
allowed with a signature. That distinction split the rebuild in two. Advisory had
to be built back from outside the client base, loudly, by acquisition. Tax had
never left it, and it commoditized quietly instead. Both were the same business
at bottom, professional judgment sold by the hour, and both were about to be
reshaped by forces the partners did not control.

So the exits of 2000 to 2002 were never the clean amputation they looked
like. They were sales made under two pressures at once: a regulator asking hard
questions about independence, and a consulting-valuation bubble that made the
arms worth more outside the firm than in. Both pressures faded. The bubble
popped, which is why PwC’s consulting armwent to IBM in 2002139 for a fraction
of the $17 billion Hewlett-Packard had reportedly discussed two years earlier.
And the divestiture deals had come with non-compete clauses that ran a fixed
number of years. Around 2005 to 2007, those clauses began to expire.154 The
firms that had sold their consultancies were free to build new ones. So they did.

They rebuilt the fastway, by acquisition, and they shopped in thewreckage of
the 2008 crisis. The starkest purchase belonged to Deloitte. On January 11, 2013,
in a court-supervised sale in Wilmington, Deloitte bought the global strategy
business of Monitor Group out of Chapter 11 bankruptcy. Monitor had been
founded in 1983 by six people connected to Harvard Business School, among
them Michael Porter, the man who had turned competitive strategy into an
academic discipline. The 2008 crisis cut roughly a fifth of Monitor’s staff and
left it unable to carry its debt. Its US arm filed for Chapter 11 protection on
November 7, 2012, andDeloitte carried thewinningbid tenweeks later. Themost
credentialed strategy shop of its generation could not survive as an independent
partnership, and it ended up inside an accounting network.155 Jim Moffatt, who
ran Deloitte Consulting, offered the acquirer’s line: “Our ability to implement
the advice we provide has always been a differentiator.”155 Bansi Nagji, Monitor’s
president, gave the seller’s: the two firms were “an effective force with distinctive
capabilities.”155 The combined practice, roughly eight thousand people across
thirty countries, took the name Monitor Deloitte.155 Porter’s firm now sold its
frameworks under an audit brand.

EYmoved eighteenmonths later. On July 21, 2014, it announced the purchase
of The ParthenonGroup, a strategy boutique that two former Bain directors, Bill
Achtmeyer and JohnRutherford, had founded in 1991. Parthenon brought about
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350 consultants and some $80 million in revenue into EY’s transaction-advisory
arm, run globally by Pip McCrostie. By 2018 the rebranded EY-Parthenon had
grownpast 1,400 consultants.156 Thedetail worth keeping is not the price. It is the
retention terms. All thirty-three Parthenon partners agreed to stay at least four
years, on management-fee guarantees pitched above what a standard EY advisory
partner earned.156 EY was not buying headcount. It was buying the partners’
willingness to remain partners of someone else, and it paid a premium to lock
them in. “The merger with EY,” Achtmeyer said, “gives us a really interesting
opportunity that we couldn’t have dreamed of doing by ourselves.”156

Booz became Strategy& at PwC. Monitor became Monitor Deloitte.
Parthenon became EY-Parthenon. Three of the profession’s proudest indepen-
dent strategy names, absorbed inside three years into the audit firms that a decade
earlier had sworn off exactly this business.

The numbers behind the shopping spree are the chapter’s spine, and they
belong to one man’s speech. In November 2014, Steven Harris of the Public
Company Accounting Oversight Board stood up to warn his own profession
about what it was rebuilding. Big Four non-audit revenue worldwide, advisory
and tax together, had grown from $51 billion in 2009 to $65 billion in 2013.132
That was $14 billion of growth in four years, and by the end of it non-audit
work brought in 57 percent of the four firms’ global revenue.132 The growth
was lopsided by design: advisory expanded at roughly 10 percent a year while
audit crawled at about 4.132 Harris put the comparison in terms no auditor could
misread. Inside the American firms, he noted, advisory revenue had already
passed audit’s—39 percent of the US total against 36.132 The franchise built on
signing books was now the smaller half of the house.

Harris was not celebrating. He was raising the alarm that Arthur Levitt
had raised in 1998, restated for a profession that had promised, on oath and
in statute, to have learned its lesson. The conflict he described was the one
that had entangled Andersen and Enron. An audit practice was tethered to a
consulting practice that grew faster, paid better, and pulled the firm’s center of
gravity away from the signature that justified its license. The rules had changed.
The economics had not.

12.2 The Quiet Commoditization

The audit-and-advisory story ran loud, in press releases and PCAOB speeches.
Alongside it, in the same firms, ran a quieter version of the same machine. Tax
had commoditized decades before advisory rebuilt, at retail scale, and it showed
what commoditization does and does not destroy.
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Begin in Kansas City, in 1955. Two brothers ran a small bookkeeping shop
called United Business Company, started years earlier on a $5,000 loan. Henry
Bloch had come home a decorated Army Air Forces navigator with thirty-two
combat missions behind him; his younger brother Richard Bloch had run his
own printing business as a boy. That year the Internal Revenue Service stopped
preparing free tax returns for individuals in the city. Thebrothers saw theopening
and placed a newspaper advertisement offering to do a return for five dollars.
The office booked out within a day, and inside a few weeks the tax work grossed
more than $20,000, close to a third of what the bookkeeping business had earned
in years.157 They respelled the family name so no one would mangle it, andH&R
Block was born. A two-man storefront became a franchise system that now runs
on the order of twelve thousand US offices and books more than $3.6 billion
a year.157 The volume business in individual tax had found its owner, and the
owner was not a partnership of professionals. It was a brand over a strip-mall
door.

Software commoditized the next layer up. In 1984, a San Diego programmer
named Michael Chipman bought an IBM PC to file his own Form 1040 and
disliked the experience enough to fix it. He wrote a program that asked the
taxpayer questions and filled the boxes for them, so the user never had to read the
form. The program became TurboTax. Chipman built his company, Chipsoft,
from a one-man kitchen-table operation into a public firm of several hundred
people, and ran it as chief executive until 1990. In September 1993, Intuit bought
it for $225 million.158 He left the industry at forty-five, the volume return already
an app. TurboTax now processes tens of millions of American returns a year. Its
maker spent two decades lobbying to keep the IRS from offering a free filing
alternative, defending a compliance market that software had made cheap to
serve and lucrative to own.159

Then the professionals’ own tools got bought out from under them. Tax
research was the library of rulings, regulations, and worked examples that a prac-
titioner oncemastered as craft, and it too consolidated into vendor infrastructure.
Wolters Kluwer agreed in November 1995 to acquire Commerce Clearing House,
a publisher with some $600 million in sales and more than five thousand em-
ployees, for roughly $1.9 billion.160 CCH and Thomson Reuters became the two
houses that sold nearly every large firm its tax-research engine. What a partner
had once carried in his head, and charged for, now arrived as a subscription.

The commoditization did not stop at knowledge. It reached the calculation
itself, and it lowered the cost of research to near zero for anyone with a license
and a login. A younger accountant no longer earned a place by memorizing the
code. The code sat on the same screen as everyone else’s, updated nightly by a
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vendor, and the work that had justified the apprenticeship began to thin from
the bottom up.

12.3 The Floor Moves Offshore

The last layer to commoditize was the labor itself. It happened not in a headline
deal but in a spreadsheet of return counts crossing an ocean.

In 2002, a certified public accountant founded a company called SurePrep
in Irvine, California, built to move the grunt work of tax preparation offshore.
A US firm would scan a client’s documents. Staff in India would key the data,
draft the return, and send it back for a domestic professional to review and
sign. In the 2003 season SurePrep processed about six thousand US returns and
projected as many as thirty thousand for the next April; a competitor, Outsource
Partners International, reported preparing roughly ten thousand.161 They were
not alone. By 2006, the research firm ValueNotes estimated that Indian vendors
prepared roughly 360,000 US tax returns for about $40 million in revenue, at
cost savings of 40 to 60 percent against domestic preparation.161 The names
in the trade coverage were back-office contractors most taxpayers would never
hear of: SurePrep, Xpitax, Datamatics, working alongside the Big Four’s own
fast-growing offshore centers.

The workflow ran on the clock and the wage gap at once. AUS firm scanned
a client’s shoebox of forms at the close of business. A preparer half a world
east keyed the data and drafted the return overnight. A domestic professional
reviewed and signed it the next morning. The signer’s hours narrowed to the
parts that carried legal weight, and everything mechanical had crossed an ocean
and come back cheaper by more than half.

The professional societies fretted about ethics and disclosure. The economics
did not wait for them. Preparing a straightforward return is a codifiable task, and
a codifiable task migrates to whoever can perform it cheapest under adequate
supervision. By the 2020s, offshore delivery had stopped being a scandal and
become plumbing; the trade press wrote about it as routine infrastructure, a set
of considerations to manage rather than a line to hold.162 SurePrep’s own arc
closed the loop. It had run twenty years on almost no outside money, taking
its first minority investment, from the private-equity firm Bregal Sagemount,
only in 2019. Three years later, in 2022, Thomson Reuters bought the company
for $500 million and folded it into the same tools duopoly that already sold
firms their research.163 The offshoring pioneer became a feature of the vendor’s
platform.
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Here is the part the alarmists missed. None of it killed professional tax prac-
tice. The storefront took the simple returns, the software took the do-it-yourself
filer, the vendors took the research, and the offshore centers took the keystrokes.
What the firms keptwas thework that resisted a script: planning, controversy, the
structuring of a transaction, the judgment call under an ambiguous rule. Com-
moditizing the base of the pyramid did not eliminate the profession. It re-sorted
who owned the volume business, and the owners of the volume business were
rarely the incumbent partnerships. Tax stayed a quiet giant inside the Big Four,
on the order of $45 billion in global revenue, carrying annuity economics and
the steepest staffing pyramid in professional services.164 The value had moved up
the stack, out of reach of the storefront and the server and the offshore desk.

12.4 Bigger Than Before

The tax story is the advisory story with the clock run forward. Both begin with
a partnership performing skilled work for a fee. Both meet a force that makes
some large share of that work codifiable or cheaply reproducible. Both end with
the codifiable share owned by someone other than the partnership, and the
partnership’s value claim pushed toward the judgment that resists the machine.
Tax reached that end state in the 1990s. Advisory reached it in the 2010s. The
direction was identical.

By the middle of the 2020s, the rebuild is complete, and it overshot the thing
it rebuilt. In their 2024 fiscal years the Big Four booked more than $212 billion
in combined global revenue.164,165 Consulting and advisory, the business the
firms had sworn off in 2002, again dwarfs the audit franchise that gave every
one of them its name and its license. The US advisory line alone had climbed
from about $11 billion in 2000 to roughly $40 billion by 2022.166 Academics who
studied the pattern concluded that the four firms had recreated, almost feature
for feature, the conflicted structure that Enron and Andersen were supposed to
have discredited for good.154

At the head of the pack stood the firm that never left. Deloitte’s decision to
cancel its own 2002 spin-off had looked, at the time, like a firm that missed its
window while the others cashed out near the top. It aged into the shrewdest call
in the profession. Deloitte rode the retained practice to the top of the industry,
and in FY2024 it led the Big Four at $67.2 billion.165 The lesson its rivals drew
was not that consulting was dangerous. It was that consulting was the prize,
and that shedding it under pressure had been the mistake to undo as fast as the
non-competes allowed.
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Figure 12.1: The rebuild, measured: shares of the Big Four’s combined global
revenue by service line, 2014–2025. Advisory and consulting passed audit within
a decade of the divestitures’ non-competes expiring.

The profession had now watched the sequence run twice: a rule imposed, a
shock absorbed, a business rebuilt under different ownership than before. Tax
had gone through it first, at retail scale, in the 1950s and after. Advisory went
through it a generation later, at the level of the whole firm. Each time, the
commoditized work found a cheaper owner and the partnership climbed toward
the judgment a machine could not yet do. Each time, the regulator warned that
the conflict had returned, and each time the money answered first.

So the cycle did not merely restart. It rebuilt bigger than before, inside the
same partnerships, on the same audit franchise, against the same independence
warnings, and the regulator’s alarm from 2014 went unanswered because the
revenue was too good to refuse. Which left one question the rebuild could not
settle. A firm can buy a consultancy back when a non-compete lapses. It cannot
list one on a public exchange, or sell half of itself to raise capital, so long as it stays
a partnership. The four firms had proven they could rebuild the engine. They
had not yet proven they could ever cash it out. That test was coming, and it had
a name.



chapter thirteen

Everest

The note went out on a Tuesday. On April 11, 2023, EY’s global executive com-
mittee sent every partner in the firm a message about the project that two years
of work, and one chairman’s whole legacy, had been staked on. Roughly thirteen
thousand people opened it.167 The important part ran two sentences.

We have been informed that the US executive committee has decided
not tomove forwardwith the design of Project Everest. Given the strategic
importance of the US member firm to Project Everest, we are stopping
work on the project.

—EY global executive committee, April 11, 2023

There had been no vote. That was the strange thing about the death of a plan
whose entire premise was that the partners would vote. For half a year the firm
had promised its owners a ballot on the largest restructuring in its history, and
the ballot never came. What killed Everest was not thirteen thousand partners
saying no. It was one committee, inside one member firm, declining to proceed.
The global leadership could only report the decision and stop.

Two years of work reached the partners as news rather than as a question.
Bankers had been hired, structures drawn, a new company named and a prospec-
tive chief executive chosen for it. Somewhere in the firm were partners who had
already run the arithmetic on their own payout, because the whole point of the
plan had been to turn the value of a partnership into a check. On the morning
of April 11 the check was cancelled by people most of them would never meet.
There was no floor motion to make, no count to demand, nothing to be for or
against. A partnership had promised its members a decision and then discovered
it did not have one to give.

The language around the two sentences was the language of a firm insisting
it had not lost. Leadership called Everest a “challenging journey,” said it had
“listened to the views of the partners globally,” andmaintained that “the rationale
behind the carve-out plan remains strong.”168 None of that was a retraction, and
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none of it was a plan. EY had spent about $600 million on the attempt, a figure
the firm’s own UK financial-services head, Anna Anthony, later confirmed to
the Financial Times.169 Six hundred million dollars, and the deliverable was a
memo announcing that there would be no deal.

The next day the partner who had done the declining stepped forward with
a consolation. Julie Boland, the head of EY’s American member firm, had been
slated to run the surviving audit partnership. Now she told US staff the firm
would instead pursue an internal savings program aimed at roughly $500 mil-
lion.170 A firm that had been six months from a public offering worth tens of
billions was now counting the coffee budget. The mountain had a name because
someone had chosen a name that promised a summit. What EY reached instead
was the point where a private partnership discovers it cannot make its largest
constituent do anything at all.

* * *

13.1 TheMountain They Named

Six months earlier the plan had looked unstoppable. In September 2022 EY an-
nounced to partners across the world that they would vote on splitting the firm
in two.171 The audit practice would stay a partnership, provisionally called As-
sureCo. Everything else, the enormous consulting and advisory business, would
become a public company, provisionally NewCo, with Carmine Di Sibio, the
global chairman who had championed the split, positioned to run it. Leadership
green-lit the design work within days. For a few weeks in the autumn of 2022,
the largest carve-out in the history of professional services was a going concern.

The arithmetic was the seduction. The split was structured to raise about $30
billion in total: an initial public offering of roughly 15 percent of the consulting
company, plus some $17 billion of new borrowing.171 Audit partners would take
their share as a cash multiple of annual income. Consulting partners would take
stock in a newly listed corporation and wait for the market to price their work. It
was the Goldman offer in a different profession, the same trade the bankers had
made a generation before. Convert the accumulated value of a partnership into
a number, and hand the number to whoever holds a seat on the day it clears.

A reader of the banking chapters will recognize the shape of it. Goldman’s
partners spent thirteen years arguing whether their firm was worth more owned
or sold. When they finally sold in 1999, the value a century of restraint had
compounded landed on the roughly two hundred people who held a partner’s
slice that morning. Everest offered EY’s partners the same conversion, faster and
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by design: not a slow drift toward the public market but a single engineered leap
onto it. The difference was the part that mattered. The bankers’ trade had a
buyer and a mechanism that worked. EY’s had neither.

The reason for the trade was written into the law. Sarbanes-Oxley’s Section
201 had barred an auditor from selling most consulting services to its own audit
clients, and by the 2020s that rule had become a wall across EY’s growth. The
firm audited a large share of the world’s biggest companies, and independence
rules increasingly blocked its consultants from selling anything to those same
companies. Splitting the firm would free the consultants to chase every client
the auditors could not touch.171 On paper the logic was clean. The consulting
arm was the growth and the audit arm was the constraint, so separating them
would let both run.

The firm that had to say yes, though, was not a firm. It was a federation. EY
is a network of member firms, legally separate partnerships bound by a common
brand and a shared governance, and each one guards its own interest. The cracks
showed early. In September 2022 EY’s Greater China firms announced they
would not take part in the global break-up.172 In October the Israeli member
firm rejected the plan outright.173 A public company can overrule a dissenting
division: a board votes and the division complies. A network of partnerships
has no such lever. Every member firm that walked away took a piece of the deal’s
coherence with it, and the leadership in London had no authority to stop them.

The rivals watched Everest go forward and confirmed the choice they had
already made. When it collapsed, KPMG’s global chairman, Bill Thomas, an-
swered by planting a flag: the firm remained committed to its structure, and “we
will not be changing our business model.”174 Across the Big Four, the multidisci-
plinary partnership that Everest proposed to take apart was the asset the others
were most determined to keep.168 EY’s attempt did not read to its competitors as
a warning against splitting. It read as a reminder of why they had declined to try.

13.2 The Arithmetic in the Basement

The wall Everest hit was not strategy. Its strategy was sound enough that every
rival studied it. The real wall was the partnership’s own capital structure. To see it
you have to go down into the basement of the balance sheet, where a partnership
keeps the promises it has made to the people who already left.

The economists Eugene Fama and Michael Jensen had named the constraint
forty years earlier. A firm owned by the people who work in it, they argued,
cannot easily raise outside equity, because the residual claim and the labor are
bound together in the same partners.24 The residual claim is the right towhatever



the last partnership 87

profit is left once everyone else has been paid. Sell the claim to outsiders and the
firm stops being that kind of firm. Di Sibio wanted to do exactly that with half
the firm while keeping the other half a partnership. The arithmetic of how to
pay for it ran straight into the wall Fama and Jensen had described.

A partner’s claim on the firm outlives the career. At a firm like EY, retired
partners are owed money for years, and those obligations are largely unfunded,
paid out of the earnings of the partners still working. By early 2023 EY’s retired
American partners were owed something on the order of $7 billion, a sum the
reporting described as, in effect, an unfunded pension plan.175 That was the
hidden debt nobody had put on a slide. The audit partnership thatwould survive
the split, AssureCo, would have to carry a large piece of it, and its retired creditors
noticed. As one of them put it, the retired partners were the largest creditors of
the firm and meant to make sure their rights were protected.175 A corporation
finances a transformation by issuing equity to strangers. A partnership finances it
against the incomes and the retirements of its ownmembers, and those members
get a say.

The retired partners could not even vote on Everest. Had the ballot come, it
would have gone only to the working partners, not to the ones already drawing
their pensions from the firm’s future earnings.175 Yet the people with no vote
held the firmest grip on the outcome, because their claims sat ahead of everyone’s,
and a plan that could not satisfy them could not be financed. That is the strange
geometry of a partnership. The creditors and the owners and the workforce are
the same people at different stations of one career, and Everest had to pay all
three at once out of a single pool of money.

Then there was the tax practice, and the tax practice was where the deal
quietly came apart. Tax is the quiet giant inside the Big Four, an annuity-like
business worth tens of billions and woven through both audit and consulting
work. Dividing it meant deciding how much of the most valuable book each
successor firmwould keep, and the two sides could not agree. In earlyMarch 2023
Boland used a partner webcast to call for a pause, citing unresolved disagreement
over the fate of the tax experts.176 The pause was the tell. Months of infighting
over how the tax practice would be split, and how much debt the audit firm
could safely carry, had already hollowed the plan out from inside.171 The fight
was not academic. Tax partners were among the most profitable people in either
successor firm, and both sides wanted them. AssureCo, stripped of consulting,
needed a generous slice of the tax annuity to look solvent to the retirees and
lenders who would be counting. The consulting company wanted the same
partners to help sell the growth story to public investors. There was no neutral
referee to divide the spoils, because in a partnership every referee is also a claimant.
Julie Boland was the clearest example. She would run AssureCo, the very half
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that needed a fat slice of the tax book to survive, and she chaired the American
committee that could stop the split cold.

What turned the impasse fatal was where the votes actually lived. EY’s Amer-
ican member firm produced about 40 percent of the network’s global revenue,
and no split could proceed without it.168 Di Sibio understood the arithmetic
and tried to route around it. In late March he met Boland in Palo Alto to break
the deadlock. Then he emailed the firm’s roughly thirteen thousand partners to
remind them of their formal right to vote, appealing over the American commit-
tee’s head to the broader partnership.175 It was a shrewd move and a doomed one.
The right to vote meant nothing if the American committee declined to bring
the design forward, and on April 11 it did. The partnership’s great democratic
instrument, the ballot the whole plan had been built around, was never printed.

The last piece of the trap was timing, and timing is where partnerships and
markets keep different clocks. The whole deal penciled out only at the rich
consulting valuations of 2021 and early 2022. When central banks began raising
rates through 2022 and 2023, those valuations fell, and the number the consulting
company could fetch in an offering fell with them. The firm had seen this movie
before without recognizing the rerun. Two decades earlier, when the Big Five
first shed their consulting arms, PwC hadwatched the price of its own consulting
practice collapse mid-sale as the 2000–2002 market turned. Everest was the same
failure of timing, arriving in a partnership that could not move fast enough to
beat it. Had the deal gone forward, one estimate put the cost of executing it at
around $2.5 billion, before bankers’ fees.169 The partnership would have had to
raise that against itself, in a market that was closing, with a retirement debt it
could not shed and a tax fight it could not settle. The plan did not fail because
the partners lacked nerve. It failed because the structure had no way to finance
its own escape.

13.3 What $600Million Bought

The bill came due in the ordinary currency of large organizations: departures,
a new slogan, and interest. Di Sibio, who had staked his chairmanship on the
split, announced his retirement in June 2023, a year ahead of his extended term
and timed to the firm’s mandatory retirement age of 60. EY insisted the exit had
nothing to do with Everest’s collapse.177 Few outside the firm believed the timing
was a coincidence. The mergers-and-acquisitions lawyer Mathieu Shapiro read
the retirement as a signal that the real conversation had moved on. What was
happening behind the scenes, he guessed, was “extensive conversation about
what they’re doing instead of Everest.”178
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What they did instead was reverse the argument entirely. In November
2023 EY named Janet Truncale, a three-decade veteran of the firm, as Di Sibio’s
successor, the first woman to lead a Big Four firm.179 Her strategy carried a name
as pointed as Everest’s had been: “All in.” Where the split had proposed to pull
the consultants and the auditors apart, Truncale’s slogan promised to keep the
firm’s several hundred thousand people combining their disciplines under one
roof. The plan that had been the firm’s future in September 2022 was, by late
2023, the thing the firm defined itself against.

Down in the ranks the failure arrived as thrift. Within weeks the American
firm was preaching billable discipline. Steve Payne, an EY Americas leader, told
partners the firm needed “to do a much better job ... in billing every hour we
can get our hands on.”180 The global network arranged to borrow around $300
million to reimburse the US and UK member firms for what the abandoned
project had cost them.180 Accountability found a face as well: Andy Baldwin,
the global managing partner most associated with the effort, was passed over in
the succession that chose Truncale.179 The partners who had climbed toward the
summit came down carrying the weight of it, while the draws of the partnership
as a whole were kept whole.

The money left a longer shadow than the strategy. To protect partner dis-
tributions through the wind-down, EY arranged a credit facility of about $700
million, borrowing to pay its own members for a deal it had abandoned. The
debt outlasted the promises made about it. At the close of the 2024 financial year,
some $270 million was still outstanding, and the firm did not clear the balance
until October 2024.181 The carrying cost showed up in a single line that told the
story better than any strategy memo: interest on the Everest-related borrowing
came to about $74 million, more than double the prior year.181 That was the
price of a plan that produced nothing. Not the $600 million of advisers and
diverted partner hours only, but the slow drip of interest on money borrowed so
the partners would not have to feel the loss in their own draws.

* * *

Set Everest beside the other exits in this book and its shape becomes plain.
The Wall Street partnerships converted because they were capital-hungry and
someone would buy them. The accounting mid-market, as the next chapter
shows, sold because it was small enough for private equity to swallow whole. EY
could do neither. It was too large for any buyer, and too bound to the partnership
form to list itself the way a corporation would. So it tried to engineer its own
conversion from the inside, and the structure refused. A partnership cannot issue
equity to strangers, so it must finance change against its own partners’ incomes
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and retirements. Its members hold vetoes no corporate board would grant a
division. Its hidden debts to the departed sit in the basement, waiting. Everest
is the control case for everything the rest of these chapters describe. Apply the
same capital pressure that converted the banks and sold the accountants to a
firm that could not be bought and could not be floated, and the result is not a
transformation. It is a memo, a slogan, and $74 million of interest on a loan the
partners took out to spare themselves the news.

The firms that could be bought were already being bought. While EY spent
its $600 million learning that a partnership cannot self-fund its own escape,
the capital it could not reach sat three tiers down the profession. It was already
writing checks to the firms small enough to say yes.



chapter fourteen

The Private-Equity Wave

On 7 January 2025, a New York accounting firm changes hands from one private
equity owner to another, and for the first time in the profession’s history the seller
is not a partner. Citrin Cooperman Advisors announces a definitive agreement:
funds managed by Blackstone will buy the firm’s stake from New Mountain
Capital, which had held it for barely three years.182 Accounting Today reaches for
the word the deal has lacked. It calls this the first “turn” in American accounting:
a firm passing from one financial sponsor to the next, the way any portfolio
company does.183 The partners at Citrin Cooperman are along for the ride. They
no longer own the thing being sold.

The dealmaker in the middle has been here before. Allan Koltin, a Chicago
consultant, advised New Mountain when it bought into Citrin Cooperman in
2021. Now he advises both New Mountain and Citrin Cooperman on the sale to
Blackstone, standing on both ends of the same handshake.183 His verdict runs
in the trade press the day the agreement is signed. “For many in the profession,
the biggest question was whether something like this could ever happen,” he
says. “Kudos to Citrin Cooperman, New Mountain Capital and Blackstone on
making history today.”183

What the history is worth, no one on the record will say. The Blackstone
release and Accounting Today’s account of it both note that terms were not
disclosed. That is the rule of this wave. The partners cash out, and the price
is the one thing no announcement names. Trade estimates fill the silence. Re-
porting around the deal puts the firm near $2 billion, about fifteen times earn-
ings— fifteen dollars of price for every dollar of yearly profit. Revenue had
grown from something like $350 million to $850 million in three years under
New Mountain.12 None of those figures appears in a company document. All of
them describe the same fact. A mid-market accounting firm, bought and sold
like inventory, had roughly doubled in size and value in thirty-six months. The
people who built it were not the ones collecting the difference. By the time of the
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flip, Citrin Cooperman hasmore than 450 partners and some 2,800 professionals,
and has just been ranked the eighteenth-largest firm in the country.182 It is a
serious accounting business. It has become a tradable asset.

The secondarymarket Blackstone bought into did not exist four years earlier.

14.1 The Split

It began with a structure, and the structure began at EisnerAmper. On 2 August
2021, the firm announced an investment from TowerBrook Capital Partners, the
first private equity stake in a top-twenty American accounting firm.11 Every prior
suitor had run into the same rule. State accountancy law requires that a firm
performing attest work, the audits and reviews that certify a company’s numbers,
be majority-owned by licensed CPAs. Outside capital could not simply buy an
audit firm. So EisnerAmper did not sell one. It split in two.

The mechanism was spelled out in the announcement, before anyone could
spin it. In the plainest terms, EisnerAmper LLP, a licensed CPA firm, would
provide attest services, while Eisner Advisory Group LLC would provide busi-
ness advisory and non-attest services.11 The CPAs kept the audit shell and its
majority ownership; TowerBrook bought the advisory company, which held
everything else and leased staff back to the attest side. Both entities shared a
name, a headquarters, and most of the same people; what they no longer shared
was an owner. The arrangement was the alternative practice structure, and every
deal that followed, and eventually the first law firms to try the same trick, would
copy it line for line. Charly Weinstein, EisnerAmper’s chief executive, described
the move as a break from habit rather than a sale. “Rather than conforming to
traditional frameworks,” he said, “adopting a newmodel of ownership facilitates
the best structure for the Firm to drive growth.”11 Days later he took the news to
television, talking up the deal on CNBC’s Worldwide Exchange. The anchors
called it a red-hotmarket for dealmaking, the SPACboomof 2021— the frenzy of
blank-check shell companies raising public money— still cresting behind him.184

TowerBrook’s own partners were plainer about what they were buying.
Jonathan Bilzin, the firm’s co-president, pointed to EisnerAmper’s “large, long-
term client base” and “a significant opportunity for the business to increase the
pace of that growth.” Walter Weil, a managing director, said TowerBrook would
help grow the platform “through strategicM&A and further investments in tech-
nology.”11 Deutsche Bank arranged the debt. The dollar amount TowerBrook
paid was not disclosed. It set the tone for everything after. The partners of a firm
built over decades had found a buyer. The price was a private matter between
the new owners.
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14.2 Up-Market

The wave moved up-market fast, and it moved on a problem every aging partner-
ship carried in its books. A firm funds its growth out of its partners’ own capital
and owes its retiring partners a stream of payments it never set aside the cash for.
The economists Eugene Fama and Michael Jensen had written the flaw down
in 1983: that unfunded overhang is a debt the next generation inherits, and it
starves the firm ofmoney for technology and acquisitions exactly when both turn
expensive.24 Private equity offered to retire the overhang and fund the buying
spree. It would take its return by rolling up small firms bought at four to eight
times earnings into platforms sold at twelve to fifteen. Each cohort of partners
had drawn its pay and left the next to cover the retirees; the buyout simply cashed
that chain out. What it bought, underneath the advisory-company paperwork,
was the right to replace the partnership’s bargain between generations with a
capital market.

Not every buyer understood what it was buying. Koltin, who had by early
2023 canvassed most of the field, warned that a professional-services firm was
a peculiar asset, one whose value walked out the door every evening. “Having
talked to close to 100 private-equity groups, there’s one-third that don’t have
demonstrated track records of understanding businesses where the assets go
home every night,” he said. “That group, they would not be successful.”185 The
other two-thirds were busy. Of the top twenty firms, Koltin reckoned, more
than half were already deep in conversations about selling or restructuring, most
of them involving private equity.185 The wave was not coming. It was here.

New Mountain went first at scale. Its majority investment in Citrin Cooper-
man closed quietly aroundOctober 2021. A press release confirmed it six months
later, terms again undisclosed; trade estimates put the firm near $500 million.186
Koltin, advising the deal, predicted Citrin Cooperman would break a billion
dollars in revenue within five years.187 The buying began at once. By the time
the deal was announced, the two sides were already reporting a significant acqui-
sition program six months underway.186 The firm’s founder, Joel Cooperman,
was already fielding the calls the deal generated. “I am thrilled about the number
of accounting firms across the United States and abroad that have reached out
to us,” he said, “and I expect the next several years to be exciting.”186 Then Hell-
man & Friedman, with Valeas Capital Partners, took a majority of Baker Tilly in
February 2024. The firm called it the largest private equity investment in the US
CPA sector to date; the press valued it near a billion dollars for just over half the
firm. Baker Tilly split on the EisnerAmper pattern, into an advisory partnership
under Jeff Ferro and an attest firm under Jere Shawver.188 The firm being carved
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up had itself been built by acquisition, tripling under AlanWhitman from about
$500 million in revenue to roughly $1.5 billion across more than twenty mergers.

A month later the wave reached the top ten. In March 2024, New Moun-
tain announced a growth investment in Grant Thornton’s American firm, a
$2.4 billion business. The trade press reported a majority stake of about 60 per-
cent, though the release itself named no percentage.189 Andre Moura, the New
Mountain managing director, had led the Citrin investment and now led this
one. He described the target in the language of a value buyer. Grant Thornton,
he said, ranked “at the highest levels in the U.S. as measured by the quality of
its work product and the satisfaction of its clients, even at a much lower price
to clients.”189 The profession’s establishment had already made its peace with
the money. Barry Melancon, the longtime head of the American Institute of
CPAs, offered the benediction the sellers wanted: “The fact that private equity is
interested in the profession is a statement about the importance of the profession.
That’s a good third-party validation.”185 A regulated, low-growth audit annuity
sat next to an advisory business that capital wanted badly. The partners who
held the equity when the buyers arrived were the ones who got to sell it.

14.3 Counting theWave

How big the wave actually is turns out to be a question the people counting it
cannot answer the same way twice. The series the profession first quoted, from
the CPA Trendlines deal tracker, recorded 22 private-equity-backed accounting
transactions in 2023, 65 in 2024, and 104 in 2025.190 A later, more comprehensive
tracker from the same research house, reaching back to 2016, counts 94 deals in
2024 and 190 in 2025.191 The two series run roughly double one another, for the
same years, from the same publisher. The gap is not an error but a definition:
the later count folds platform launches, sponsor-to-sponsor flips, and adjacent
capital raises into the same ledger as outright acquisitions.191

Both counts are real, and both come from the same house, and even the
analysts paid to tally the deals cannot fix the boundary of what a deal is. The
market kept inventing new kinds of transaction faster than anyone could name
them. By whichever count, the direction held. By late 2025, more than half of the
thirty largest American firms had taken private equity capital or were negotiating
for it. The comprehensive tracker totals the whole decade: roughly 466 deals,
some $49 billion of transacted value on $24 billion of revenue, close to 96,000
working accountants and staff carried along with them.191 Ten platforms account
for more than half of every tracked deal, and the top six alone for more than
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Figure 14.1: Private-equity transactions in United States accounting firms per
year, on the narrower of the two published counts. Thewave accelerated through
2025.

a third. An entire tier of the profession had been re-owned, and a handful of
funds owned most of it.

The biggest single combination came in April 2025, and the parties described
it in revenue rather than price. Baker Tilly andMoss Adams announced amerger
to form the sixth-largest advisory CPA firm in the country, reporting a combined
network revenue of $5.62 billion.192 Eric Miles, Moss Adams’s chief executive,
was named to run the combined firm from the start of 2026.192 Trade estimates of
the enterprise value—what the whole business was worth— ran near $7 billion,
a different and larger number that the companies never confirmed and never tied
to the revenue figure they did release. Old habits held. The firms said how big
they were and left the market to guess what they were worth.

14.4 The Regulator's Question

The regulator had already stood up to say what the dealmakers were careful
not to. In August 2022, eleven months after TowerBrook and EisnerAmper,
the SEC’s acting chief accountant Paul Munter published a statement on audit
firm restructurings. Complex transactions with investors that are not traditional



96 bommarito

accounting firms, he warned, and that “have not previously been subject to the
same independence and ethical responsibilities, elevate the risk to an auditor’s
independence.”193 He named the hazard directly. Private equity investments, he
wrote, “are often not held on a long-termbasis and generally focus onmaximizing
return on investment.” That strategy “could create incentives that conflict with
the auditor independence rules.”193

He returned to it in May 2024, now confirmed as chief accountant, in a
broaderwarning about the culture of the firms. Audit firms are private businesses
with the same interest in profit as any other, he wrote. But they “have also been
entrusted to be essential gatekeepers in maintaining the integrity of our capital
markets.” Firm leaders taking outside money, he warned, “need to be sensitive to
the message such arrangements could send.”194 He quoted the Supreme Court’s
old formula, that the auditor’s “public watchdog function” demands “complete
fidelity to the public trust.”194 It was the argument Arthur Levitt had made
against the consulting arms in 1998, aimed now at a new kind of owner. The
question was whether a business that answers to outside capital could still serve
the public interest it is licensed to protect.134

Munter could warn but not block; the SEC had no rule reaching the trans-
actions themselves. The rulebook caught up slowly. On 19 December 2025, the
AICPA’s Professional Ethics Executive Committee voted to issue an exposure
draft of new independence rules for alternative practice structures. It was the
most substantial revision of those rules since 2000, with a comment period run-
ning into the spring of 2026.195 The draft’s own language is careful to the point
of blandness: the changes “aim to uphold the integrity of the profession while
offering practical guidance for firms operating in alternative organizational struc-
tures.”195 The task force that produced it had been convened in January 2023,
when the deal count was first breaking into double digits.196 Regulation arrived
roughly three and a half years after the practice it governs, which is to say after
the wave had already crested.

* * *

The wave is maturing now in the way capital markets do, by slowing rather
thanbreaking. January 2026 alonebringsmore than twodozen transactions, close
to a quarter of the prior full year’s total in one month. Then the pace decelerates
visibly through the spring. Venture capital arrives alongside the buyout funds,
with Thrive Capital and Bessemer backing one of the newer platforms.191 The
names atop the tally are their own kind of evidence: Alpine Investors with 39
deals, Ares with 25, TowerBrook with 23, a roster of buyout and growth funds
that a decade earlier had never owned an accounting firm.191 Then the count
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thins. The year-to-date total through April 2026 runs 78 deals against 44 in
the same stretch a year before, but April alone brings only nine, and no private-
equity-backed accounting platform has failed. The trailing-twelve-month count
crested at 226 deals in March 2026 before easing.191 Deceleration, not distress,
is the first stress signal the market has produced. In March 2026, TowerBrook
and EisnerAmper mark five years together with a continuation-vehicle deal. It
hands TowerBrook’s original investors their cash while keeping the firm in hand.
EisnerAmper is now the thirteenth-largest firm in the country, past $1.2 billion
in revenue, with twenty-seven acquisitions since the day it split in two.197

The operators who built the old firms have not left; they have changed sides.
Whitman ran Baker Tilly’s tripling, then departed in 2023 after he and the board
“differed on aspects of execution.” In January 2026 he surfaces at the head of
a platform backed by Madison Dearborn. He stitches a Georgia CPA firm, an
insurance brokerage, and a transaction-advisory shop into a company built from
parts rather than bought whole.198 “It’s kind of a new category in the space,” he
says of it.198 A man who spent his career growing a partnership now grows a
portfolio company, and the work looks much the same from the inside. Only
the owner has changed, and with it the answer to the question of who collects
when the platform is sold.

The accountants have now run thewhole sequence, and its closing turn came
faster than the bankers’. They merged, eight firms into four across a decade of
consolidation. They scandalized, one of the four destroyed by a single indictment
in a Houston courtroom. They were re-regulated, a century of self-governance
ended by an act of Congress. And then, the annuity secured and the reputation
rebuilt, the middle of the profession sold anyway, to the one kind of buyer the
partnership form had been built to keep out. The rule that kept capital away
from the audit was still standing; the firms had simply moved everything of
value to the other side of it. Private equity had not bought the accountants’
judgment. It bought their client lists and their growth, and paid with the money
the partnership could never raise on its own.

The lawyers are watching. What worked for the accountants is about to be
photographed and carried across a professional line that has held even longer.
The advisory company beside the regulated shell can be rebuilt in a business
governed by an older rule than any accountancy board’s: the oldest wall in
American professional life. Accounting has shown the move can be done. The
only question left is who does it first in the law.



chapter fifteen

TheWall

In July 2000, the American Bar Association held its annual meeting inNew York,
and on one afternoon its House of Delegates took up a measure numbered 10F.
The House was the profession’s parliament: delegates sent by state and local
bars, whose votes became the model rules that nearly every state copied into its
own law. The question in front of them had a plain shape under the legislative
wrapping. Should a lawyer be allowed to share fees, or a firm’s ownership, with
someone who was not a lawyer?

Two years earlier the ABA had created a commission to study exactly that,
and it had come back twice saying yes, cautiously, with safeguards. The House
had already sent it away once. Now it finished the job. After what the record
called vigorous debate, the delegates voted 314 to 106. They kept the ban, and
declared nonlawyer ownership “inconsistent with the core values of the legal
profession.”199 In the same resolution, they thanked the commission for its two
years of labor and disbanded it. Nearly three to one, and the commission was
commended and buried in a single breath.

The bars that sponsored the winningmotion read like the institutional spine
of the profession clearing its throat: Illinois, New Jersey, New York, Florida,
Ohio, and, from the county level, Erie and Cuyahoga. They had come to take
the floor back from their own study group.

This book keeps returning to rooms like this one. A partnership settling its
own future by a show of hands is the recurring scene of the whole story, from the
New York Stock Exchange in 1953 to Goldman Sachs arguing with itself across
the 1990s. Every other time, sooner or later, the hands went up for the money.

In New York in July 2000, they went up for the wall. In the arc this book
traces, it was the strangest vote of all, because it was the one that held.

98
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15.1 The Highest Dam

By 2000 the shape of the storywas familiar. Banking’s ownership rule had broken
in 1970, when the New York Stock Exchange let its members sell shares to the
public and the old partnerships began, one after another, to incorporate and cash
out. Accounting’s rule had never been a wall so much as a fence. The audit firms
kept the partnership at their core but spun consulting arms into corporations,
took outside money through side structures, and let capital in at the edges for
decades. Law had the strictest rule of the three, and it enforced it the hardest.

Each of those conversions had run the same script—a rule, a shock thatmade
partner money too small or partner skill too easy to copy, a first defector, a wave,
and a windfall to whoever held the equity when the music stopped. Anyone
who had watched the first two passages knew the tune. Law was the profession
that heard it and refused to dance.

The rule had a number. American Bar Association Model Rule 5.4, titled
“Professional Independence of a Lawyer,” forbade a lawyer from sharing legal
fees with a nonlawyer and forbade a nonlawyer from owning any part of a firm
that practiced law.200 No passive investors. No corporate parent. No public
shares. A firm could borrow from a bank, but it could not sell the bank a piece
of itself. Every state but one had adopted a version of it, and the single exception,
it turned out, proved the rule almost to the letter.

The wall had a rationale beyond protecting lawyers’ incomes. A lawyer’s
duty ran to the client and to the court, and the fear behind the rule was old and
specific. An owner with no bar card and no professional duty would answer to
the return on capital instead. The partnership form carried that logic in its bones.
Partners were jointly on the hook, their own houses standing behind their advice,
and no outside shareholder sat between the person giving counsel and the person
who paid if the counsel was wrong. Whether the rule mostly protected clients or
mostly protected lawyers’ incomes was the argument that would not die. That it
was the highest of the three professions’ dams was not in dispute.

There was a cost to a wall that high, and the profession rarely said it aloud.
The same rule that kept capital out also kept the value of a firm locked inside the
people who happened to be partners when they retired. A partnership had no
stock to sell. A partner’s stake was worth a great deal on the day he made partner
and nothing on the day he left, redeemed only by the juniors climbing the ladder
behind him. The wall protected a real bargain, and it sheltered a comfortable
monopoly, and both were mortared into the same bricks.
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Table 15.1: The accountants’ law networks near their peak, around 2001, and how
each one ended.
Network (parent) Lawyers Countries Fate

KLegal (KPMG) 3,000 60 Dissolved 2003
EY Law (Ernst & Young) 2,700 70 Spun off 2004
Landwell (PwC) 2,800 ∼40 Rebranded PwC Legal, 2006
Andersen Legal (Arthur Andersen) 2,800+ 36 Gone with parent, 2002

15.2 The Assault

The first serious attack on Rule 5.4 came from the accountants, not from Wall
Street. At the height of their 1990s confidence, having swallowed one another
down to a Big Five, the audit firms decided that law was simply one more pro-
fessional service to fold into the one-stop shop. Arthur Andersen moved first.
In 1993 it established an allied English law firm, Garretts, as the opening move
in what it meant to make a globally dominant multidisciplinary practice.130 Its
rivals followed, and within a few years the accountants had built, in plain sight,
some of the largest legal networks on earth.

Garretts did not spring up complete. Andersen built the network by accre-
tion, adding the Scottish firm Dundas & Wilson in 1997 and drawing in the
Spanish firm Garrigues, until the English arm alone stood among the largest
firms in the country. Julia Chain, who ran Garretts before its later chief arrived,
would call the whole venture “ahead of its time.”201

They did not build any of it quietly. Andersen Legal hired the former world-
wide managing partner of Clifford Chance to run its practice, and the firms were
explicit that the point was law under the same roof as audit and tax.202 By 2001
the four networks had reached a scale that put them alongside Baker&McKenzie
and Clifford Chance, the largest conventional firms of the day.203

The assault reached inside the United States too, in a quieter register. Rule
5.4 barred shared ownership, so the accountants built alliances that stopped
just short of it. They were contract arrangements between an audit firm and a
nominally separate law firm, close enough to sell as one service, far enough apart
to survive a bar inquiry. By late 1999 Ernst & Young had launched a Washington
law-and-accounting venture, McKee Nelson, and KPMG and PwC had struck
their own linkups with established firms.204 The wall still stood, but the water
was already testing every seam in it.

TheAmerican barmet the assault at the gate. InAugust 1998, ABApresident
Philip S. Anderson created a Commission onMultidisciplinary Practice and gave
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it a two-year clock. Its chair, Sherwin P. Simmons, was a Miami tax partner. Its
reporter, the Fordham legal-ethics scholar Mary C. Daly, drafted the analytical
framework. And among its members sat Geoffrey C. Hazard Jr., who happened
tobe the principal author of theModelRules the commissionwas nowproposing
to amend.199

The commission’s case was not reckless. Daly’s framework moved in three
steps: start from the public interest, weigh any change against the profession’s
core values, and let a rule pass only if safeguards protected client confidences and
a lawyer’s independent judgment. The commissionmapped fivemodels of how a
mixed firm might work, from a loose referral network at one end to a single firm
owned and run by lawyers and accountants together at the other.199 It was that
last model the accountants most wanted, and that last model the House could
not swallow. The commission did the work. After hearings in Washington and
Los Angeles, it recommended in June 1999 that Rule 5.4 be loosened. Lawyers
could share fees and form partnerships with other regulated professionals, up
to fully integrated firms, hedged with safeguards and closed to passive investors.
The sitting ABA president, William G. Paul, called multidisciplinary practice
“the most important issue the legal profession has faced in many, many years.”204
He was not overstating the stakes. He was, it turned out, standing on the losing
side of them.

The House rejected the recommendation in Atlanta in August 1999 by 304
to 98, instructing that no rule change should come “unless and until” further
study proved a public benefit.199 The commission trimmed its proposal to four
lean paragraphs and brought it back the next summer. That was the New York
vote.

Not everyone inside the establishment liked the manner of the win. Weeks
before the final ballot, Michael A. Cooper, the departing president of the Asso-
ciation of the Bar of the City of New York, spent his farewell address scolding
his own side. “There has been, in my view, too much circling of the wagons,
too many protestations of professional virtue that happily coincides with the
protesters’ economic self-interest, and too little dispassionate consideration of
the complexities of the subject,” he told the room.205 It was a rare admission,
from the podium, that the wall might be guarding incomes as much as clients.

The defense held anyway, and it held by weight. The New York State Bar
produced a report against the idea that ran to roughly four hundred pages, and
more than forty-five state and local bars opened studies of their own. When the
counting stopped in April 2001, nine bars had pro-reform recommendations
pending and fifteen had rejected the idea outright. Not one state amended Rule
5.4.199 Simmons, whose commission had just been dissolved out from under
him, kept the long view. “My guess,” he had said that winter, “is that the MDP
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will exist in some form in the United States in the 21st century.”204 He was right
about the century and wrong about the vehicle.

For all the paper it generated, the fight was at bottom about money and who
would keep it. The law reviews of 2000 filled with careful arguments over client
confidences and conflicts of interest, and the arguments were serious ones.206
The accountants, for their part, already employed thousands of lawyers around
the world and wanted only the right to call the arrangement what it plainly was.
Set against the prospect of the Big Five owning the profession’s high-volume
work, the House found a firm attachment to the wall. Cooper had said as much
from the podium.

The delegates voted anyway.

15.3 What Enron Finished

The vote had declared the accountants’ law networks unwelcome. It had not
touched them. They were built in London and Madrid and Sydney, under other
countries’ rules, and an ABA resolution reached none of them. What the House
of Delegates only said, a scandal in Houston went and did. The profession had
won its vote and would be rescued, within two years, by a catastrophe it had no
hand in.

The wall took the credit. Houston did the work.
InDecember 2001, Enron filed for bankruptcy, and its auditor, ArthurAnder-

sen, did not survive the year that followed; the firm was convicted of obstruction
the next June and surrendered its licenses that August. Congress answered with
the Sarbanes-Oxley Act, and folded into it was Section 201, which barred an audit
firm from selling non-audit services, legal work among them, to the companies it
audited.152 No single blow felled the networks; several landed at once. Andersen’s
own destruction took the largest of them off the board outright. The scandal
made every surviving accountant flee anything that looked like an audit-side
conflict. And Section 201 put the audit-client tie — the joint that made the
one-stop shop worth building — beyond argument. What the bar had only
declared unwelcome, the wreckage in Houston made untenable.

They came apart in sequence. Andersen Legal evaporated with its parent in
2002, and Garretts was carved up that spring, its offices divided among Pinsent
Curtis Biddle, DLA, Addleshaws, and Beachcrofts as the rest of the profession
picked the network clean. KPMG shut down KLegal in November 2003. Ernst
& Young spun off its London legal arm in 2004. Only PwC’s network, Landwell,
survived, camouflaged as an independent correspondent operation until it was
quietly rebranded PwC Legal in 2006.201 The verdict that lasted came from the
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legal scholar Bryant Garth, writing while the dust was still settling: Sarbanes-
Oxley “eliminated a competitor but not the competition.”207,208

For one man the collapse had an address. Tony Williams had left the top
job at Clifford Chance in 2000 to run Andersen Legal, and for two years he had
built the network out across dozens of countries. Then Enron happened, and
the parent firm dissolved around him. Williams remembered the end in physical
terms. He was, he said, “the last lawyer left at Andersen’s glittering headquarters
on the Strand.” He watched the parent firm’s British audit business absorbed by
Deloitte while the legal arm was carved up among the rival firms. “It was very
unpleasant.”202 The empire that set out in 1993 to dominate the law had come
down to one lawyer alone in an emptying office.

15.4 The One Crack

There was exactly one place in the United States where the wall had a gap, and
its story is the wall’s own logic in miniature. On January 1, 1991, the District of
Columbia became the only American jurisdiction to let a nonlawyer hold an
equity partnership in a law firm, on one condition: the firm’s sole purpose had to
bepracticing law.200 That clausewas no accident. It foreclosed, by design, the very
thing the accountants wanted, a law arm bolted onto an audit-and-consulting
business.

TheWashington firmHowrey & Simon used the new rule almost at once. It
made its chief financial officer, Abe Isenberg, a partner, reportedly the first non-
lawyer partner at anAmerican law firm, and brought several in-house economists
into the partnership beside him.209 The experiment did not outlast the decade.
WhenHowrey planned to open in Los Angeles, the California bar signaled that it
would not tolerate a firm with nonlawyer partners, and the firm reversed course.
Isenberg kept his job and lost his partnership. Even the one crack in the wall had
sealed over by the time the House of Delegates cast its final vote.

Uptake was thin from the start. A handful of Washington firms used the
rule over the years, and no wave followed it. The District’s exception stayed
a District curiosity, held inside its own borders by ethics opinions that kept a
firm from carrying a nonlawyer partner across a state line.200 The one gap in the
American wall was narrow by design, local by law, and, at exactly the moment
the accountants tested it, closing.

So the ledger stood like this. Banking’s owners had sold their firms outright
a generation earlier. The accountants had let capital in at the edges, and would
soon let private equity in at the center. The lawyers had been asked the same
question, in the same kind of room, by a commission of their own making, and
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had answered no, three to one, and meant it. Law built the highest dam of the
three professions, defended it head-on, and, alone among them, watched it hold.

Holding the wall bought the profession real things. The lawyer a client hired
still owned the firm that employed her, still carried the duty the rule was built to
defend, still had no shareholder in the next room asking about quarterly returns.
It also bought time, which is what the wall was really for. Nothing about the
underlying economics had changed. The accountants had wanted in because
law’s volume work was a large and profitable business, and it stayed a large and
profitable business after the vote. A rule can hold a price up. It cannot hold it up
forever.

The water did not recede. It went looking for the seams. Within a decade
the Big Four would rebuild their legal networks from the ground up, this time as
managed services and volume work rather than head-on rivals for the premium
clients. By 2018 they fielded more than ten thousand legal professionals across
eighty-five countries.203,210 They had learned the lesson the hard way and kept
the ambition; the second time, they came in through the loading dock instead of
the front door.211 Britain would stop defending its own dam and demolish it by
statute. And the question the House of Delegates thought it had settled in New
York would return, a quarter century on, in Arizona, wearing the name of the
very firm whose predecessor had died on the Strand. The wall was still standing.
The river had simply learned to go around it.
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The British Experiment

On the morning of 1 March 2016, trading in Slater & Gordon reopened on the
Australian Securities Exchange, and the market spent one session telling the
firm what it was worth. The shares closed at A$0.31, about sixteen pence, down
46 percent on the day.212 Eleven months earlier, before the firm agreed to spend
£637 million on a British insurance-claims business it barely understood, the
same stock had traded above A$8. A company that had sold itself to Australian
and British savers as living proof that a law firm could be a public company had
handed back almost everything it was worth. It had done it in under a year.

The savers on the other side of that fall were not institutions. Slater &
Gordon had built its float on ordinary Australian shareholders, the retail buyers
who purchase a name they recognise and then trust it to behave, and it had
gone looking for British ones too. They had been sold a simple story: that a law
firm’s shares were an ordinary, ownable thing, as sound as any other blue chip.
On 1 March that story met the tape, and the tape won. The trading halt of the
previous days had only delayed the reckoning.

The number that mattered was the arc, not the close: A$8 to sixteen pence.
Slater & Gordon had listed in 2007 as, by its own marketing, the first publicly
traded law firm in the world, and for most of a decade the pitch worked. It
bought Russell Jones &Walker to enter England in 2012, then kept buying, until
by revenue it ranked among the seven largest firms in England and Wales. The
engine of all that growth was acquisition. The one that broke it was Quindell’s
professional-services division — a book of British road-traffic and hearing-loss
claims bought at the top of the market on 30 March 2015. Within a year the
goodwill was gone.

Andrew Grech had run the firm for seventeen years. He had championed
the British expansion, and he had signed off on Quindell. On the day the shares
collapsed, he offered the board his resignation. The board refused it, a decision
the market read, correctly, as the admission that there was no one else ready to
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take the chair.212 Andrew Watson, who ran the class-actions practice at the rival
firmMaurice Blackburn, said the sheer scale of the comingwritedownwas reason
to doubt the accounts Slater & Gordon had been publishing all along. He was
not wrong. That August the firm reported a full-year loss of A$1,017.6 million—
a shade over a billion Australian dollars, most of it theQuindell goodwill written
back to nothing.213

For the American and Australian bars, the story wrote its own moral: let
outsiders own a law firm and this is what you get. It was the wrong moral, and
this chapter is about why. Slater &Gordon did not fail because the public owned
it. It failed the way over-leveraged public companies fail in every industry —
one bad acquisition, growth priced in before it arrived, no one minding the
succession. To see what outside ownership actually does to a legal market, you
need the whole British experiment, and Britain had been running it, in the open,
since long before Slater & Gordon arrived.

16.1 The Dam Removed by Statute

The experiment began with a review nobody expected tomatter. In July 2003 the
LordChancellor asked SirDavidClementi, a former deputy governor of the Bank
of England and not a lawyer, to look at how legal services in England and Wales
were regulated. His report landed inDecember 2004.214 Most of it was plumbing:
one oversight regulator, one complaints body, a tidier structure. Buried in the
technical language was a single permissive idea— that a firm practising lawmight
one day have owners who were not lawyers. The press found its shorthand at
once. If the rule changed, a supermarket could own a law firm. The supermarket
everyone named was Tesco. “Tesco law” outlived the report that spawned it, and
the profession understood immediately that the coming legislation would reach
further than Clementi himself had proposed.215

It did. The Legal Services Act 2007 created the alternative business structure:
a licensed law firm that could have nonlawyer managers and nonlawyer owners,
up to and including full outside ownership.216 Clementi had recommended a
cautious, limited version; Parliament wrote the expansive one. The profession
noticed the gap at the time. Reformers called it modernisation; the Law Society
warned of capture. Theywere arguing over the same decision: Britain had chosen,
more or less on purpose, to find out what happens when you let money own
law.215

The licence changed one thing, and everything else followed from it. A
traditional firmwas a partnership: the people who did the work owned it, carried
its liabilities personally, and could not sell a share to anyone who did not also



the last partnership 107

practise law. That rule was a promise to clients and a cage around capital. The
alternative business structure cut the cage away. Now an outside investor could
put money into a law firm and take profit out of it, the way a shareholder does
with any company. A partner who wanted to grow no longer had to wait for the
firm to save the money up, one year at a time. Out of that single change to who
was allowed to own the work came all the rest: the consolidation, the private
equity, the disasters, and the quiet successes.

Standing up the machinery took years. Sir David Edmonds, another non-
lawyer, a former NatWest managing director and telecoms regulator, was named
the first chair of the newLegal Services Board in 2008. TheBoardbeganoperating
on 1 January 2010, and the first alternative business structures were licensed in
2011.217 The dam that American law still holds shut had been taken down by
statute. The clock the rest of this chapter measures started running.

16.2 What Fifteen Years Actually Show

The first thing the record shows is scale, and it arrived where the economics of
scale bind hardest. By 2014 the licensed firms had already captured about a third
of the personal-injury market by turnover.218 The licences themselves piled up
more gradually than the alarm implied. The Solicitors Regulation Authority
had granted about four hundred by 2014. The count did not pass a thousand
— roughly one SRA-regulated firm in eight — until the early 2020s, reaching
1,257 by 2024 (Figure 16.1). Personal injury led because contingency work is the
part of law that most resembles an investable cash flow: predictable volume,
poolable risk, a marketing problem more than a lawyering one. Capital went
where it could be priced. (One caution both sides skip: the clean series counts
only firms the SRA regulates. Other bodies license alternative structures too,
so the true national total runs higher — but the SRA stock is the consistently
reported number, and it is the one the figure tracks.)219

What the capital bought, on the regulator’s own evidence, was investment.
The Legal Services Board’s innovation surveys found outside-owned firms in-
vesting at more than twice the rate of traditional ones: 28 percent against 12 in
new or improved services, 72 percent against 31 in technology.220 Private equity
poured about £1.2 billion into British law firms over the five years to 2024, with
£534 million of it in 2024 alone.221 Even the Big Four took ABS licences from
2014 and built British legal practices worth £45 to 100 million each in revenue
within five years.203

None of this fell evenly across law. The money gathered in the consumer
end of the market: personal injury, conveyancing, wills, family work. It stayed
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Figure 16.1: Licensed alternative business structures regulated by the Solicitors
Regulation Authority, 2012–2024. The dashed markers place the two failures
that test the model against its growth.

away from the corporate practices that depend on scarce, senior judgment and
cannot be run off a process line. That split is the tell that runs through the whole
story. Capital buys the parts of law that behave like a factory and leaves alone the
parts that behave like a craft. Britain did not so much open its legal profession to
outside owners as reveal which half of it had been a manufacturing business all
along.

The second thing the record shows is what did not happen. The bar had
predicted a collapse in quality once profit and lay ownership got inside the firm.
The regulator’s evaluations found no such collapse at the market level; the gains
they did find were “emerging slowly.” Nor did the other side get its revolution.
Reformers had promised that competition and capital would widen access to
law; an estimated 3.6 million people in England and Wales still went without
legal help each year. Outside ownership reorganised the supply of legal services.
It did not, by itself, put a lawyer within reach of the people who had never had
one. That is the honest verdict on the reform: it changed how legal services were
sold and owned, not whether ordinary people could afford to buy them.

16.3 The Failures, Read Closely

The catastrophes are the load-bearing evidence, because each one, examined,
turns out to be a governance failure wearing an ownership costume.
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Slater &Gordon is the first, and its ending is the tell. After the 2016 crash the
firm limped on. Grech finally stepped down in June 2017, as the senior lenders
took roughly 95 percent of the equity in a recapitalisation that split the British
and Australian businesses apart.222 In 2023 the Australian remnant was taken
private by Allegro Funds and left the exchange, closing a fifteen-year arc from
flotation to buy-out.223 A public listing had let the firm raise money to grow too
fast and had punished it in public when the growth turned out to be bought,
not built. The stock market did what stock markets do. Ownership was the
accelerant, not the cause.

Axiom Ince is the sharper case, because there the regulator saw it coming and
stood still. On 3 October 2023 the Solicitors Regulation Authority intervened in
Axiom Ince and closed it outright, fourteen offices going dark in a single day.224
Two years earlier the firmhad employed about eighty people; by then it employed
roughly 1,400, all of it built by acquisition.225 Its sole owner and chief executive,
Pragnesh Modhwadia, was not there to answer for it. The SRA had suspended
his practising certificate that August, on suspicion of dishonesty, together with
two fellow directors— a partial intervention that had left the firm still trading.226
By the day the doors finally closed, the shortfall in the client account was put at
roughly £64 million.224

The regulator had every warning it needed. A forensic visit that July had
already turned up the hole, running into the tens of millions. Back in January
the SRA had flagged the firm internally as a high-risk “accumulator,”227 three
months before it let Axiom Ince complete its largest deal, the Ince Group’s legal
business, on 28 April 2023.225 It watched the accumulator accumulate and did
nothing until the money was gone. The Serious Fraud Office opened a criminal
investigation the next month.

What followed made the failure institutional. An independent review of
the SRA’s handling appeared in October 2024, and the Legal Services Board
activated enforcement powers against a regulator for the first time in its exis-
tence.228 By March 2025 the Board’s report was openly damning. The SRA’s
long-serving chief executive Paul Philip had announced his retirement, and the
government had begun stripping the regulator of authority — moving its anti-
money-laundering supervision to the Financial Conduct Authority.225,229 The
money went missing inside an alternative business structure. But it went missing
because the custodian of client funds was dishonest and the regulator watched
an “accumulator” accumulate without looking in the safe. Neither of those is a
property of who owned the equity.

SSB Law made the same point from the other direction. It entered adminis-
tration in January 2024 owing about £200 million, most of it borrowed to fund
no-win-no-fee cavity-wall-insulation claims that went bad in bulk.230 Between
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2019 and 2024 the SRA had received more than a hundred complaints about the
firm. It had filed them as service quibbles for the Legal Ombudsman rather than
signs of a business coming apart. Behind the headline collapses ran a quieter at-
trition. Parabis, the private-equity-backed pioneer that Duke Street had funded
with some £70 million, failed outright in November 2015 and was broken up in a
seven-way pre-pack, the whole investment written off.231 The AA and Saga, two
of the most trusted consumer brands in Britain, each launched a branded legal
venture with a partner firm, and each quietly abandoned it inside two years. Saga
later put the cost of its failed experiment at £4.7 million.232,233 The lesson repeats:
the firms that died were the ones that grew faster than they could govern, or bet
a trusted name on a business they never learned to run.

16.4 The Successes, andWhat the Record Proves

The survivors share a governance signature as clear as the failures’. Keystone
Law listed in 2017 on a capital-light model: a platform of self-employed senior
lawyers, little office overhead, no acquisition binge. It compounded revenue and
profit quietly enough to return several times its flotation price to early backers.234
Knights, which listed in 2018 and consolidated regional firms, took a bruising
profit warning in 2022 and still reached £162 million of revenue by 2025 — op-
erationally durable, if humbled by the equity market.235 Stowe Family Law ran
the clean private-equity cycle the textbooks describe: bought by Livingbridge in
2017 at around £10 million of turnover, grown close to fourfold, and sold on to
Investcorp in 2024.236

Notice what the survivors have in common with each other and not with
the dead. Keystone listed but stayed capital-light in how it ran, its edge a model
that let self-employed senior lawyers keep more of what they billed while the
firm carried almost no overhead. Where the failures raised money to grow faster
than judgment could follow, the survivors either kept capital at arm’s length or
spent it slowly enough to stay in control of it.

Lawfront is the case that sits directly opposite Axiom Ince. Backed by the
investor Blixt and founded in 2021, it hired Neil Lloyd, a buyer of dental and
medical-staffing groups before he ever touched law, as chief executive in 2022.
Under him it grew from under £10 million to more than £130 million in group
fee income across sixteen acquisitions.237,238 The method was the opposite of
Axiom Ince’s. Lawfront bought healthy firms, left the local managing partners
running the law, and centralised only the plumbing: finance, technology, back
office. Pace matched to integration; professional authority left where it was; the
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governance built before the scale, not after. Same regime, same capital, opposite
outcome.

That contrast is the whole finding. Fifteen years of the richest data any
legal market has produced supports neither the people who predicted ruin nor
the ones who promised transformation. Outside capital changed the structure
of the market, consolidating the consumer segments and pouring money into
services and technology, without the quality collapse the bar forecast or the access
revolution reformers sold. The disasters clustered in one place and one place
only. They came where growth velocity outran the firm’s ability to govern itself,
and where a regulator supervised a new kind of business with tools built for
the old one. In every failure the fatal exposure was the same, custody of client
money, and in none of themwas lay ownership the mechanism of the harm. Any
country that copies the British reform imports that risk with it, because the client
account sits in the same place whoever owns the firm.

The British experiment is the natural experiment American law keeps insist-
ing it cannot run. Britain ran it, and it neither vindicated the prohibition nor
made the case for abolishing it without adult supervision. It priced the thing
exactly: outside capital is an accelerant. It makes good firms bigger and bad firms
fatal, faster, and it rewards whoever built the brakes before they needed them.

Locate the beat. A country took the ownership rule off its largest professional
market and watched capital do what capital does. It rushed to the parts that scale,
rewarded the disciplined, and wrecked the reckless faster than any partnership
could on its own. The partners who sold got paid. The savers and the clients
caught in the failures paid instead. And the regulator, built for a profession
of self-owned partners, spent fifteen years learning that it was now supervising
ordinary businesses, some of which would empty the client account the moment
it looked away.

The pattern is still spreading, and its newest edge is a reminder that statutes,
not markets, set the boundary. Scotland passed its own ownership reform in
2010 and has spent the better part of two decades failing to implement it; in 2025
its Law Society pushed the timetable back again.239 By 2026 a campaign group
of twenty-eight Scottish firms was still waiting on a reform its own Parliament
had passed sixteen years before.239 So English firms with outside money now
cross the border to buy Scottish practices that Scottish capital is still barred from
touching. “English law firms, backed by PE, can enter and compete in Scotland,”
the Glasgow solicitor Brian Inkster put it in 2026, “but our own homegrown law
firms cannot easily access the same PE.”239 Britain had shown that the dam, once
down, does not go back up — and that the only real question left is who gets to
stand in the current. Every argument the profession was having in London was
about to be had again, from scratch, in Phoenix.
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The Arizona Opening

On 27 August 2020, in Phoenix, the Arizona Supreme Court unmade a rule
that had governed American law for a professional lifetime. It did so without
a hearing, a floor fight, or a roll call. Robert Brutinel, the chief justice, signed
Order R-20-0034. The order ran to a few pages of court language and amended
two procedural rules, and buried in the middle of it deleted Ethical Rule 5.4 of
the Arizona Rules of Professional Conduct outright.240

Rule 5.4 is the ownership rule. In its standard form it forbids a nonlawyer
from owning any part of a law firm or sharing in its fees. It is the wall that kept
outside capital out of American law while banking and accounting sold them-
selves off. The American Bar Association wrote it into its Model Rules in 1983.
For thirty-seven years afterward, dozens of state bars studied whether to relax
it and every one of them declined. The profession had killed multidisciplinary
practice in 2000 by aHouse of Delegates vote of 314 to 106, resolving that outside
ownership was inconsistent with the core values of the law. Arizona needed no
vote. Thirty-seven years of the rule went out in two pages, and the pages carried
one signature.

What the rule protected was never only the client. It also protected the
lawyers who owned the firm, by keeping the price of a partnership share out of
reach of anyone holding capital and no bar card. The accountants had tested that
wall once before. In the 1990s the Big Four assembled sprawling legal networks,
thousands of lawyers across dozens of countries, and moved to fold law into the
one-stop professional shop. The American bar met them at the 2000 vote, and
the Enron scandal finished what the vote had begun. The profession believed it
had closed the question for good. Arizona reopened it on a Thursday morning,
and this time there was no one on the other side of the table to argue.

There had been one earlier crack, and its shape is worth noting. Since 1991
the District of Columbia had allowed nonlawyers to hold partnership shares,
but only in firms whose sole purpose was practicing law, a clause that foreclosed
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exactly the accountants’ one-stop model and drew almost no takers. Arizona
wrote no such limit. Its order lifted the ownership bar altogether and left it to
a licensing committee, rather than a sole-purpose clause, to decide who could
come in.

The signature was the point. Where the bar had always defended the rule
as a shield for clients, Arizona’s own study had concluded the opposite. A Task
Force on the Delivery of Legal Services, chaired by then–Vice Chief Justice Ann
Scott Timmer, had reported in October 2019 that the ownership ban rested on
“economic protectionism” rather than public protection. Nonlawyers, it found,
“are instrumental in helping lawyers deliver legal services.”241 Brutinel framed the
change the samewaywhen the order came down: “TheCourt’s goal is to improve
access to justice and to encourage innovation in the delivery of legal services.”
Two weeks earlier, the Utah Supreme Court had approved a cautious regulatory
sandbox, a supervised pen in which nonlawyer-owned ventures could operate
under close watch. Arizona did not build a pen. It removed the fence. Licensing
of the new alternative business structures, firms with nonlawyer owners, would
open on 1 January 2021.

There was no gallery and no roll call. The largest change to the ownership
of American law in a generation arrived as a docket entry, effective on a date four
months away, and the whole of its drama lay in what the signature let happen
next.

17.1 Two Roads Out of One Summer

The two states walked out of the summer of 2020 in the same direction and
ended up in opposite places, and the gap between them is the cleanest measure
of what happens when a rule falls rather than bends.

Arizona compounded. Nineteen alternative business structures held licenses
in 2022; more than 136 did by April 2025; the count passes 151 in early 2026 and
keeps moving week to week.242243 The composition matters as much as the total.
Of the entities licensed in 2024, fifty-nine percent were wholly owned by non-
lawyers. These were businesses in which no lawyer held the equity at all, a long
way past the lawyer-led firm that merely takes on a passive backer.242 LegalZoom
and Rocket Lawyer took licenses. So did private-equity platforms, personal-
injury shops restructuring their back offices, and, before long, the accountants.

Behind the count sits an administrative machine that did not exist in 2020.
Arizona now sorts applicants into three license categories, nonprofit, equity, and
conventional firms, and runs each through a multi-step review by a standing
Committee on Alternative Business Structures before a license issues.244 The
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investors moving through that machine are no longer novelties. Benefit Street
Partners, a credit manager overseeing tens of billions of dollars, stands behind a
licensed firm called Copper State Legal Services. Mustang Litigation Funding,
which has bankrolled more than three thousand cases, backs another. Lake
Whillans and Nera Capital, litigation funders both, have each put their name
behind a firm of their own.245 The pipeline has thickened from a trickle of
curiosities into routine deal flow.

Utah went the other way. Its sandbox opened wide and then narrowed. In
2023 the state tightened the rules, demanding that participants prove they were
reaching underserved Utahns with substantial impact, and the entities that had
come for the market rather than the mission began to leave. The participant
roll fell from thirty-nine to eleven. By early 2025 the ABA Journal counted
nearly thirty ventures that had left or were leaving.246 Rocket Lawyer was among
them; it redirected its effort to Arizona, where the license came without the
underserved-reach test attached. The same company Utah’s mission test pushed
out, Arizona’s open market welcomed in. Utah had tried to keep the reform
pointed at the roughly three-in-five Americans who cannot afford a lawyer. The
capital preferred the state that asked no such question, and it voted with its
filings.

The divergence answers the reformers’ central promise, and the answer is
uncomfortable. Arizona shows that dropping the ownership rule reliably pulls
in capital and new firms. Utah shows that steering that capital toward the people
who cannot afford a lawyer is a second and harder problem, one deregulation
alone does not solve. Its ventures chased the market and left the mission behind.
What Arizona proves first is that the money will come. It comes for the volume
work at the bottom of the pyramid, the routine, repeatable filings and reviews
that a firm’s junior lawyers have always ground out, and it comes fast. That
layer is where a partnership makes its margin, by billing a young associate’s hour
at a multiple of what the hour costs. It is also the first layer that capital and
software know how to buy. Once it is bought, the old bargain frays where it was
paid. The underpriced junior years a firm once traded for a claim on tomorrow’s
partnership buy less and less.

17.2 The Big FourWalks Back Through the Side Door

Themost consequential license Arizona grants does not go to a legal-tech startup.
On 27 February 2025 the state licenses KPMG Law US, the first arm of a Big
Four accounting network authorized to practice law in the United States.247 The
date is worth holding against another one. Twenty-five years earlier, the bar had
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voted 314 to 106 to keep firms exactly like KPMG out of American law, and the
accountants’ legal networks had collapsed when Sarbanes-Oxley barred auditors
from serving the legal clients they also audited. The same firm-type now walks
back in through a door that had not existed five years before. It came the first
time as a frontal assault. It comes now as a licensed applicant filling out the state’s
forms. KPMG already runs legal practices across dozens of countries abroad.
Arizona is its way in at home.

Institutional memory rides along in the paperwork. KPMG Law’s license
carries a single hard condition: it may not serve KPMG’s own audit clients.247
TheAndersen lesson, the reason auditor independence and legal advocacy cannot
sit inside one client relationship, is written directly into the grant, twenty-two
years after the statute that taught it. The wall between audit and law does not
come down in Arizona. It shrinks to a clause of a license, which is a very different
thing from a wall.

KPMG is not treating the license as a trophy. On its first anniversary, in
February 2026, the firm names Christian Athanasoulas, a veteran tax leader, to
head its US legal services. The plan he describes is deliberately unglamorous:
high-volume, repeatable legal work first, litigation finance later.248 Clients, he
argues, “are looking for a more integrated way to manage legal work.” The
one-stop shop is the sell. He calls the pairing of advisory scale and legal capacity
“unique in themarket.” This is the 1970move that bankingmade and the private-
equitymove that accountingmade. It arrives in law through the volume segment,
exactly where the economics are friendliest to industrial capital.

Unglamorous is the whole strategy, not a hedge. The prestige work at the top
of the profession, the bet-the-company trial and the marquee deal, still turns on
a named partner’s judgment that no platform can replicate or resell. The margin
capital can actually capture sits lower down, in the standardized work that can
be systematized, staffed cheaply, and sold by the thousand. KPMG plans to start
there and add litigation finance later, funding cases in exchange for a share of the
recovery, which is the same volume logic pointed at a different revenue line.

Behind the marquee names, the market has turned routine. Crispin Pass-
more, a British regulatory consultant who cut his teeth on England’s own liberal-
ization and now advises on these deals, reports fielding roughly ten inquiries a
week from institutional investors weighing new Arizona ventures.245 Ten a week
is not a novelty rush; it is a deal pipeline. The technology arrives on the same
current. In February 2026, Justpoint Law launches under an Arizona license as,
by its own account, the first AI-native mass-tort firm in the country. It is fed
by a detection pipeline its sibling company spent seven years building, at a cost
of roughly $105 million. The software scans medical records and adverse-event
reports for dangerous products.249 The firm’s founder, Victor Bornstein, puts
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it plainly: “For years, we’ve built technology to help law firms pursue complex
litigation more effectively. With the launch of Justpoint Law, we’re applying
that same approach directly.” A firm built this way could not have opened as
a licensed practice in any other state in the country. The intermediary is gone.
The software now finds the case, signs the client, and files the suit.

17.3 The Counterattack

The answer to Arizona comes not from the corporate bar but from the plaintiffs’
side, and it comes as a blockade. On 10October 2025, California’s governor, Gavin
Newsom, signs Assembly Bill 931, sponsored by the Consumer Attorneys of
California.250 The bill does not touch Arizona’s rules. It reaches inside California,
barring lawyers licensed there from sharing fees with the nonlawyer-owned firms
that Arizona and its imitators license.251 The penalty is $10,000 per violation or
treble damages, effective 1 January 2026 and set to expire in 2030.250 Reuters read
the statute plainly on signing day: a roadblock thrown up to keep out-of-state
ownership structures from using California lawyers as a bridge into the largest
legal market in the country.252 The firmmost obviously in its path is KPMGLaw,
headquartered in a state where it cannot yet practice and expanding through
arrangements with lawyers who can.

The venue of the counterattack is itself a tell. In most states the profession is
governed by the supreme court, not the legislature, which is why Arizona could
remake the rule with a single order and no bill at all. The backlash cannot use
that door. The courts that would have to reverse course are the same courts
now weighing whether to follow Arizona. So the plaintiff bar has gone to the
legislatures instead, writing ownership policy into statute where a sympathetic
judge cannot quietly undo it. A profession that spent a century insisting it alone
was fit to regulate itself is now asking elected bodies to do the regulating for it.

AB 931 is the opening shot, not the whole barrage, and the shots rhyme.
Across the first half of 2026 the plaintiff bar’s resistance hardens into statute in
one state after another, and it hardens in the same words. Three states, three bills,
and the identical $10,000-or-treble penalty recurring almost verbatim from one
to the next: the backlash is drafting from a shared template, and each legislature
is signing its own copy. The ABA had set the national line first, reaffirming its
opposition to nonlawyer ownership in 2022, in Resolution 402.253 Then the
statehouses filled in the form. Colorado’s governor, Jared Polis, signs House Bill
26-1421 on 3 June 2026. The ban reaches past ownership to the management fees
an outside company charges a firm when they are tied “directly or indirectly”
to legal revenue, and it arms private plaintiffs to enforce it.254 Illinois moves in
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parallel, its bill clearingboth chambers and landing onGovernor JBPritzker’s desk
on 26 June 2026, still unsigned, carrying the same curbs on management-services
structures and the same $10,000 penalty California wrote.255–257 California’s own
plaintiff bar is not finished either: in February 2026 it returns with a follow-on,
AB 2305, still working its way through the legislature by midyear.258

Two forces cut across the fight from outside it. In December 2024 the Euro-
pean Court of Justice, ruling in the Halmer case, upheld Germany’s restrictions
on nonlawyer ownership. That closed off the parallel European route and denied
the American reformers a foreign precedent to point at.259 Pulling the opposite
way, the federal antitrust agencies line up behind reform. Tennessee’s supreme
court has opened a docket of its own on whether to loosen legal-services regula-
tion. In April 2026 the staff of the Federal Trade Commission and the Justice
Department file a joint letter. It urges the court, on competition grounds, to end
the profession’s reliance on theAmerican BarAssociation’smonopoly over which
law schools may train new lawyers.260 The comment file reads like the whole
fight in miniature: Stanford’s access-to-justice researchers and reform institutes
writing in support, the defense bar and tort-reform groups writing against, and
no ruling from the court.261 Federal competition authorities and the restrictive
states are now pulling openly in opposite directions.

* * *

The Americanmap is not converging. It is splitting into three. A liberalizing
pole holds at one end: Arizona with its roughly 150 licensed firms, Utah, and
the District of Columbia. Puerto Rico joins them in January 2026, opening its
door partway to nonlawyer owners up to a 49-percent stake. A hardening pole
forms at the other, California and Colorado and Illinois and the Model Rule
majority. Between them lies a wide middle where the real action needs no rule
change at all, because capital reaches the firm through management companies
and licensing fees that the ownership rule was never written to catch.

The shape is familiar by now, and the familiarity is the unsettling part. The
book has watched this sequence twice— a rule falls, a defectormoves, the waiting
capital rushes in, the holdouts mount a defense. Both times the partners holding
the equity when the rule moved kept the proceeds; the juniors promised a share
of the old firm did not. This time the cast is inverted. Arizona is the small
jurisdiction. KPMG, once the profession’s enemy at the gate, is the defector. The
statutes stacking up in Sacramento, Denver, and Springfield are the defense.

Watch the sunset clauses, because they give the game away. California’s bar
expires in 2030; Colorado’s in 2029. The lawyers who wrote the counterattack
drafted it to lapse, as though even they expect the wall they are rebuilding to be
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temporary. A defense written to expire is a defense already braced for the day the
ban lifts. Arizona proved themoney would come themoment the fence dropped,
and it has not stopped coming. The profession that spent thirty-seven years
refusing to hold a vote is now holding them constantly, in one statehouse after
another, and losing ground between each one. In banking it took a lunch-hour
meeting on a trading floor; in accounting, a wave of quiet mergers. In law it took
a chief justice, a pen, and two pages of an order signed on an August morning in
Phoenix, and the paperwork has been filing ever since.
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Workarounds

On the morning of April 6, 2026, a press release crosses the wire with a Phoenix
dateline. Its subject is a company that did not exist a year before: Rafi Law
Services, the freshly separated back office of the Rafi Law Group. The release
announces a $125 million minority investment at a valuation near $450 million,
advised by the boutique banks KBW and Stifel.16,262 The deal had actually closed
the month before, inMarch; the April notice only made it public. It is the largest
disclosed outside investment in an American law firm’s operations on record.

Read the announcement again, because the trick lives in the last word. Not
an investment in a law firm. An investment in a law firm’s operations. Brandon
Rafi keeps majority control of both the practice and the new company. The
lawyers still own the law. What the investors bought is everything wrapped
around it: the technology, the marketing, the finance department, the leases, the
people who answer the phones. The practice went untouched. The plumbing
got sold.

The presence of KBW and Stifel is its own tell. These are the banks that sell
companies and take thempublic, the ordinarymachinery of corporateM&A, and
theyhadbeenpointed at the back office of a personal-injury firm. Thatmachinery
had never been allowed near a law firm before. It still was not, technically. It had
simply been aimed at the one part of the firm that is not, in the eyes of the rule, a
law firm at all.

That is the shape of every deal in this chapter. American law still runs, in
almost every state, on a rule the country has refused for a century to relax: no
nonlawyer may own any piece of a law firm or share in its fees. The rule was
never repealed. It was stepped around. And the whole 2026 wave turns on a
single narrow question. How do you sell a firm you are forbidden to sell? You
sell everything except the law.
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18.1 Not the Practice of Law

The answer was rehearsed a decade early, in a courtroom, by a man who was
not trying to change anything. In 2015, a contract document reviewer named
David Lola won a small, strange victory in the Second Circuit. A staffing agency,
Tower Legal Staffing, had paid him $25 an hour to review documents for a matter
run out of Skadden, Arps. He sued for unpaid overtime. Skadden’s defense was
elegant in a way that would outlive the case. Lola could not collect overtime, it
argued, because he had been practicing law, and lawyers are exempt from the Fair
Labor Standards Act.

So a firm at the summit of the profession found itself insisting that the
temporary workers it paid $25 an hour to read documents were, in law, practicing
attorneys. Tooprofessional to earn overtime, too fungible to keep past thematter.
The Second Circuit did not buy it. Work that “a machine could have provided,”
the court held, is not the practice of law.263 Lola’s overtime claim was revived.

Notice who did the stripping. Not a bar committee, not a legislature, but a
federal court, and for the plainest reason on offer: the work had become automat-
able. Three years earlier a Manhattan magistrate judge, Andrew Peck, had given
predictive coding its first judicial blessing in Da Silva Moore v. Publicis Groupe.
A machine could read the documents in place of a room full of associates.264
Lola drew the conclusion that ruling implied. If a machine can do the work, it
was never lawyers’ work to begin with.

By then document review was already an industry of its own. Warehouses
of contract attorneys, hired by the matter and paid by the hour, sorted other
firms’ documents by the millions. The software that ran them served a discovery
market approaching $17 billion worldwide by 2024.265 The reclassification the
court described had a long commercial life behind it, and a longer one ahead.

Through the 2000s and 2010s the bottom of law’s pyramid was disassembled
and sold off, piece by piece, and none of the sales touched Rule 5.4, because
none of the work was still called law. Document review turned into software;
Relativity, the review platform, served 198 of the Am Law 200 and drew a Silver
Lake investment near $3.6 billion in 2021.266 Around that automated core grew
an alternative legal services industry that outside money was free to buy. Axiom
went to Permira, UnitedLex to the buyout firm CVC, the offshore outsourcer
Pangea3 from Thomson Reuters to Ernst & Young — a Big Four accountant
now owning the review floor another firm’s associates once stood on.267–270 On
the consumer side, LegalZoom listed on Nasdaq in 2021 above $7 billion.271
Each of those was a single piece. Together they moved a whole segment: the
Thomson Reuters series caught alternative legal services climbing from $8.4
billion in revenue in the mid-2010s to $28.5 billion by 2023.272,273 Capital had
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already bought law’s grinder layer, top to bottom. It relabeled the work first, and
the rule never noticed.

Two firms tried the same trade in the open, with the label still on, and both
died of it. Clearspire ran a two-entity structure in 2011: a lawyer-owned practice
beside an investor-funded service company, a management organization years
before anyone used the phrase. It dissolved in 2014.274 Atrium, Justin Kan’s
law-firm-plus-software venture, raised $75 million from Andreessen Horowitz
and shut down inside two years.275 They had the idea and not themachinery. The
software that could finally do the grinder work cheaply had not been built yet,
so their platforms cost more than the labor they replaced. Their graves marked
the threshold. The 2026 wave was not the first attempt on law’s economics, only
the first to arrive after the tools did.

The interlude is thewhole argument inminiature. Everything outside capital
was supposed to do to a profession happened to law’s volume work between
2000 and 2021: consolidation, industrialization, offshoring, an outright buyout
round financed by Permira and CVC. The one difference was semantic. The
work got relabeled “not law” instead of the rule getting changed. The wave now
cresting is not new. It is the same process reaching the layers that cannot be
relabeled, the parts of a firm where a client still looks a lawyer in the eye.

18.2 The Side Door

The structure Rafi used has a name and a pedigree. A management services
organization keeps the law firm lawyer-owned, holding the clients and the pro-
fessional judgment. An outside-owned company owns everything else and rents
it back under a management agreement at a flat or cost-plus fee. The money
attaches to the operations and never to the practice or its fees. Rule 5.4 stays
intact on the page. It just no longer reaches the part of the firm that got sold.

The whole game turns on how that management fee is written. A flat fee,
or cost plus a fixed margin, reads as rent: the firm pays a set price for services
rendered. A fee pegged to a share of the firm’s revenue reads as something else, a
silent partner drawing profits, and that is fee-sharing, the precise thing Rule 5.4
forbids. Every state that has blessed the structure has drawn its line in the same
place. In February 2025 Texas becomes the first state ethics body to bless the
legal management organization, and in the same breath forbids any fee set as a
percentage of revenue.276 California exempts flat-fee organizations while walling
off other routes. Colorado’s 2026 statute bans fees tied to revenue “directly or
indirectly.”250,254 The permitted shape is narrow and getting narrower. Capital
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keeps fitting through it. By late 2025 one advisory firm counts more than a dozen
legal management deals already closed.277

None of this would be necessary in Arizona. There the ownership rule is
simply gone, and an investor can buy a law firm outright. But Arizona is one
state, and the reform stalled almost everywhere it was tried next. In the rest of
the country the front door stays bolted, so the capital uses the side one. The
management organization is what outside money does in a nation that mostly
refused to change the rule.

It takes the rule at its word, owns everything the word does not protect, and
waits.

The design is borrowed, not invented. Corporate-practice-of-medicine rules
bar outsiders from owning a clinical practice, so American dentistry built the
dental service organization. The dentist owns the practice. A separate company
owns the chairs, the software, the billing, and the brand. Heartland Dental
and Aspen Dental grew into national chains on exactly that split, most of it
financed by private equity. Accounting reached the same answer through its
own arm’s-length practice structures. Law is now tracing the diagram one firm at
a time.

The deals cluster where Britain’s experiment said they would, in personal
injury. Contingency fees behave more like an investable stream of cash than any
other kind of legal work, and the personal-injury segment led Britain into outside
ownership for the same reason. In January 2026 a private-equity vehicle called
Orion Legal buys the non-legal platform of Louisiana’s Dudley DeBosier Injury
Lawyers outright. The attorneys keep the practice and take a minority stake in
the management company that now runs their office.278 They sold the building
and kept the practice, then bought back a room in the building. Two months
later Rafi does the same thing in Phoenix at ten times the size.

Something is exchanged in each of these deals beyond the money. The
partner who sells keeps the law and the personal liability that rides with it, and
hands the machine that runs the firm to an owner whose clock is the fund’s,
not the next partner’s. For a founder near retirement that is the whole point.
The operations were the only part of a partnership that could ever be turned
into cash, and now they can be. The junior who might once have inherited the
firm inherits a management contract instead. The firm survives the sale. The
partnership as a way of owning it does not.

By late 2025 the money reaches the profession’s core. McDermott Will &
Schulte is a top-twenty global firm whose combined revenue neared $3 billion
in 2025. It confirms that it is exploring private-equity investment through a
management organization, the first firm of its size to say so aloud.13,14 A firm of
that scale even looking tells you the workaround has left the volume segment and
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reached the top of the market. The exploration is still unresolved by mid-2026,
and in the meantime the firm supplies its own irony. In July 2026 it hires Robert
Rizzo, a dealmaker from Weil, to co-head the practice group that advises private-
equity buyers. The chairman, Ira Coleman, calls that practice a “power alley”
and says the firm is “all in” on private-equity work.279 McDermott counsels the
buyers by day and studies becoming a seller by night.

The largest name to test the structure belongs to the largest firm in the seg-
ment. Morgan & Morgan is John Morgan’s personal-injury operation, roughly
$2.4 billion in revenue across all fifty states. In June 2026 it retains J.P. Morgan to
explore aminority-stake sale that could top $1 billion, with a public listing floated
as a long-shot someday. John Morgan calls the exercise “purely exploratory.”15 A
Morgan had hired a Morgan to put a price on the firm that carries his name.

18.3 The Other Doors

Themanagement organization is the busiest of the doors, not the only one. There
are three in all, and they share a logic. One sells the operations and rents them
back. One buys equity throughBritain’s open regime and carries the arrangement
home. One routes the capital into the software, so the money never has to enter
the firm at all. Each takes Rule 5.4 at its word, and each ends the same way: an
outside investor earning a return on a law firm it is not allowed to own.

Litigation finance cut the second. Funders already bankroll commercial law-
suits in exchange for a slice of the eventual award, a real industry the Government
Accountability Office mapped in 2023.280 The next step was to own the firm
itself, not just the case. In 2020 Burford Capital took a 32 percent equity stake in
a London litigation boutique called PCB, the first time a funder owned part of a
law firm, allowed under Britain’s alternative business structure regime.281 In 2025
Burford begins pitching the same move in the United States: minority stakes
in American firms, routed through management organizations.282 The largest
firms answer coolly. They have no succession gap and no shortage of cash, and
they do not want their litigation funder owning a piece of the house. A year on,
Burford can describe a pipeline but no closed American deal.

The third door needs no law firm to take the money at all. When Norm Ai
launched its affiliated practice, Norm Law, in November 2025, Blackstone’s $50
million went into the technology company, not the lawyer-owned firm. The
firm licenses the software and pays for the use of it.18 The capital never touches
the practice, so the structure is legal in all fifty states at once. By July 2026 Norm
Ai has raised a $120 million round that pushes its total past $260 million.283 The
firm attached to it stays, on paper, an ordinary partnership of lawyers.
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That is the door the machines walk through. The capital funds the software,
the software does the grinder work, and the firm licenses the result. Norm even
supplies the chapter’s last irony. In April 2026 Norm Law hires Bill Mone, a
private-equity partner from Ropes & Gray, to build a group serving private-
equity clients.284 A firm that by design takes no outside capital into itself now
runs a practice built to advise the people who deploy it. The workaround has
become a specialty a firm can staff for.

* * *

By the summer of 2026 the side door has its own dedicated fund. On July 16,
three former Gridiron Capital dealmakers close Uplift Investors’ debut fund at a
$670million hard cap inDarien, Connecticut. Will Hausberg, DougRosenstein,
and Brad Skaf are 42, 39, and 38, mid-career buyout men rather than gray emi-
nences. Legal services is one of five “microsectors” the fund is built to buy into.
Its legal platform is Orion Legal, the same vehicle that bought Dudley DeBosier,
now managing two more plaintiff firms as well, Hughes & Coleman and John
Foy & Associates.285 What started as a structuring trick for one Phoenix firm
now has a fund and a thesis behind it.

The sellers are lining up for a structural reason. About 40 percent of law-firm
partners expect to retire within a decade, and a partnership, unlike a company,
has no stock to hand its founders on the way out.17 A retiring partner is normally
paid off out of the firm’s current profits, which means the next generation funds
his exit out of its own future earnings. The management organization breaks
that arithmetic. It lets the founder cash out the value of a firm he could never
take public, and it lets the buyer keep the returns without ever owning a share of
the law.

The pattern is one the reader has watched twice already, in other rooms.
Banking’s rule gave on the floor of an exchange, accounting’s in a decade of
mergers; law’s is giving through a management agreement drafted to keep the
rule technically intact. Each conversionmoves the same thing— the accumulated
restraint of a partnership, the earlier generations’ habit of taking less so the firm
would outlast them. The generation holding the equity when the capital arrives
prices that restraint and sells it, and the buyer books a return on restraint it never
had to practice.

Rule 5.4 still stands, word for word, in almost every state. Nobody repealed
it. Capital found the seams the rule does not cover: the operations, the software,
the offshore review floor, the technology license. It poured in through those.
Banking’s dam broke in 1970 in a single stroke, a year everyone could name. Law’s
is not breaking so much as leaking, through a dozen doors at once, while the
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rule stays nailed to the wall above them. The volume end of American law has
stopped debating its version of 1970. It is papering the deals. And in Darien, the
fund to finance the next round has already closed.



chapter nineteen

TheMachines Arrive

On 27 February 2025, a scoreboard goes up, and for the first time the lawyers are
on it too. The company that builds it is Vals AI, working with the analysts at
Legaltech Hub and a bench of practicing attorneys recruited through Cognia
Law. The project lead is Tara Waters. Nicola Shaver and Jeroen Plink design the
study around her. The premise is simple enough to fit on a napkin and awkward
enough that no vendor has ever run it in public. Take seven tasks that junior
lawyers actually do. Give them to the four leading legal-AI products and to a
panel of lawyers sourced from Am Law 100 firms. Score both, blind, against the
same answer key.286 The four products are the ones every general counsel is being
pitched that winter: Harvey’s assistant, Thomson Reuters’s CoCounsel, vLex’s
Vincent, and Vecflow’s Oliver. LexisNexis enters and then withdraws from most
of the tasks before the scoring is done.

The headline number lands like a slap. On document question-answering,
Harvey’s assistant scores 94.8 percent against a lawyer baseline of 70.1 percent.286
Not a photo finish. A rout, on the kind of work a second-year associate bills at
several hundred dollars an hour. The machines sweep four of the seven tasks
outright — the document question-answering just described, plus extraction,
summarization, and transcript analysis — and tie a fifth, a chronology exercise,
dead even. For the first time, an independent referee rather than a marketing
department has put a number on a sentence the profession has spent two years
half-believing.

Then look at the two tasks the lawyers win. On redlining a contract, the best
AI tool, Harvey, manages 65.0 percent; the humans score 79.7 percent.286 On
finding the right filing in EDGAR, the securities database, the lawyers take it 70.1
to 55.2. The pattern in the losses is sharper than the pattern in thewins. Redlining
is not reading a document; it is guessing what a specific counterparty will sign.
EDGAR research is not retrieval; it is knowing which drawer the answer lives in
before you open it. The machines take the work that is really pattern-matching
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against a corpus. They lose the work that is judgment about a particular human
being on the other side of a deal.

That split is the whole chapter in miniature. The tasks the machines win are
the grinder layer: the first drafts, the diligence memos, the document review that
a partnership pyramid buys cheap from associates and sells dear to clients. The
tasks they lose are the reason the partners sit at the top of the pyramid at all.

A benchmark meant to measure software has, without meaning to, drawn a
line straight through the economics of a law firm.

The February result is not a fluke of one hard test. Eight months later, in
October 2025, the same team runs a second benchmark narrowed to legal research,
the task lawyers thought safest, and the tools average 80 percent against a human
71.287 The scorecard keeps landing on the same side. What it measures is narrow,
and the people who built the benchmark say so. What the money does with it is
not narrow at all.

19.1 Entry Prices

The most important number in the spring of 2026 is not on any scorecard. It
is a valuation. On 25 March, Harvey announces $200 million in fresh funding
at an $11 billion valuation, co-led by GIC, Singapore’s sovereign wealth fund,
and Sequoia.288,289 Six weeks earlier the company had been worth $8 billion; a
year before that, $3 billion.290,291 The firm has re-priced itself nearly fourfold in
thirteen months, without selling a thing anyone can point to.

Winston Weinberg is thirty-one. He was a securities and antitrust associate
at O’Melveny & Myers before he co-founded Harvey in 2022. That makes him
precisely the defector the pattern keeps producing: the person inside the firm
who reads the economics first, then leaves to build the thing that eats it. He
tells an interviewer that Harvey “hasn’t touched the majority” of the money it
has raised.292 Read that slowly. A company valued in eleven figures is sitting on
more committed capital than it has found uses for. Its valuation rests entirely on
where investors expect the business to go, not on any dollar anyone has taken off
the table.

Behind the valuation is a revenue line that did not exist three years ago. Har-
vey crosses $100million in annual recurring revenue around August 2025 and, by
one close estimate, approaches $300 million by the following May, with roughly
half the AmLaw 100 now on its customer list.293 The incumbents are moving on
the same board. In November 2025, Clio, a practice-management company, buys
the legal-research firm vLex for $1 billion and raises $500 million of its own at a
$5 billion valuation.294 The research database and the case-management system,
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the two pieces of plumbing every firm already rents, are being bought up and
wired to the same models.

Hold onto that beat, because the reader has met it twice before. Every figure
in this section is an entry price. Nobody has cashed out. When DLJ went public
in 1970 and when Goldman finally voted in 1998, the partners in the room were
selling something they had spent careers building. Here the money is arriving
before the exit, betting on a liquidity event that has not happened and may be
years away.

The capital is early on purpose.
And it is not betting on one horse. In March 2026, Legora, a Stockholm

startup barely two years old, raises its way to a $5.55 billion valuation.295 Its co-
founder, Max Junestrand, is twenty-five. He gives the competitor’s line the wave
needs: Legora is gaining on Harvey, he says, “with fewer employees and less
spend.”296 Behind him the same money is buying practices, not just software.
Eudia, the first AI-native firm to take anArizona license, raised up to $105million
from General Catalyst, roughly $75 million of it earmarked to buy traditional
firms outright.297,298

The escalation does not slow, and the aggregate is the number to hold. The
first quarter of 2026 alone absorbs $2.34 billion of legal-technology funding
across 103 deals.299 Eve crossed a billion-dollar valuation; one contract-review
startup raised on a billion dollars of contracts run in nine months; the rest was
a blur of smaller rounds.300,301 And on 7 July 2026, ten days before the present
tense of this book, Norm Ai raises $120 million at a $1.2 billion valuation, past
$260 million raised in under three years.283,302

Its founder, John Nay, frames the work as building “the interface between
AI and the most legitimate encapsulation of human values: law.” The structure
underneath the sentence matters more than the sentence. Norm’s affiliated law
firm, launched the previous November, prices legal work on outcomes instead
of hours, and it is chaired by Mike Schmidtberger, until recently the executive-
committee chair of Sidley Austin.18,302 A senior partner from one of the largest
firms in the country now lends his name to the machine that is coming for the
billable hour.

Two theories of the money run through the wave, and they are the two
conversion routes this book has watched run twice already. One says: replace
the pyramid’s labor with software. The other says: recapitalize the labor you
have and make it faster. New-entrant displacement on one side, incumbent
recapitalization on the other. Banking ran the first withDLJ and the second with
everyone who followed. Accounting ran both across thirty years. Law is running
them at the same time, in the same quarter, with the same investors’ names on
both sides of the ledger.
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Figure 19.1: The entry prices: disclosed legal-technology funding rounds,
2023–2026, on a logarithmic scale. Labeled points are the marquee rounds
discussed in this chapter; open circles are the rest of the wave.

19.2 The Stack

By the surface numbers, the American law firm has never been healthier. The
Am Law 100 posts $158.3 billion in gross revenue for 2025, up 13.3 percent in a
single year, and average profits per equity partner reach $3.15 million, up 12.3 per-
cent.303 A record year, by the only scoreboard the partners keep. If the machines
are coming for the business, the profit line has not heard about it. Headcount
tells the same cheerful story: the hundred firms employ 123,953 lawyers, 7.7 per-
cent more than a year before.303 The spread inside the average is its own tell.
Revenue per lawyer runs from $4.47 million at Wachtell, which keeps a thin
roster and sells judgment, down to $464,000 at Dentons, the sprawling network
built for volume.303

The strain shows one level down, in who counts as a partner at all. In 2025,
salaried “non-equity” partners cross 50.9 percent of all Am Law 100 partners:
an outright majority, for the first time.303 In the early 1990s they were under five
percent of the count. The title that once meant ownership now mostly means
a bigger salary and a business card, and the equity tier it sits above is not just
growing more slowly. It is shrinking. Equity-partner headcount, which crept
up about 0.7 percent a year through the late 2010s, fell 0.5 percent in 2025.303
The record profits are being split among fewer real owners, and the number of
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Figure 19.2: The quiet restructuring inside the Am Law 100: salaried partners’
share of all partners crossed half between fiscal 2009 and fiscal 2024.

salaried lawyers stacked beneath each of them keeps rising: 4.01 in 2019, 4.57 by
2024.303

Picture the two shapes side by side (Figure 19.3). The old one is the pyramid
every associate learns on the first day. A narrow band of partners sits at the top,
a wider band of senior associates below them, and a broad base of juniors does
the document review and first drafts. The base pays for itself twice. The juniors
accept a discounted salary in exchange for training and a shot at the top, and
their billed hours, marked up over their cost, are the profit the partners divide.
The pyramid is a machine for turning cheap junior time into partner income,
and a tournament for deciding who climbs it.

The machines attack the base directly, and the base is exactly where the
evidence says software bites hardest. Across randomized and field experiments
in writing, consulting, support, and legal drafting, generative AI produces its
largest gains among junior and lower-skilled workers. Speed improves by 25 to
130 percent on the tasks it can do.304–308 The tasks it does best are the grinder
layer: the first drafts, the review, the diligence summaries the VLAIR scorecard
already showed it winning. A partnership monetizes that work at a multiple of
its cost. When the cost falls toward zero, so does the multiple, and the base of
the pyramid stops funding the top. The compressed stack in the figure is what
remains. A thin associate tier sits over a layer of AI systems that is owned rather
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Figure 19.3: The partnership pyramid and the stack that replaces its base. Junior
associates once funded their own training and the partners’ margin; when soft-
ware absorbs the grinder layer, the margin depends on owned capital and the
training pipeline loses its floor.

than salaried, and the partners’ margin now depends on capital instead of cheap
labor. The training pipeline that the base used to pay for loses its floor, and the
tournament loses the prize it was selling.

There is a second casualty in that sentence, quieter than the profit math.
The grinder work was never only a profit center. It was school. A young lawyer
learned the shape of a merger by reviewing ten thousand documents, learned
what a covenant did by drafting a bad one and watching a partner fix it. Hand
that work to a machine and the associate bills fewer wasted hours, which the
client likes. The associate also stops serving the apprenticeship that made the
next partner. Nobody has decided to close the school. It is being defunded task
by task, by the same tools that make the quarter look good.

19.3 Two Clocks

Before declaring the machines the winners, read the counter-evidence, and read
it from the company with the most to gain by hiding it. In May 2026, Harvey
open-sources its own Legal Agent Benchmark and, weeks later, publishes the
results.309,310 Under a strict standard that a complex, multi-step legal task counts
only if the system completes every step correctly, the best frontier models finish
fewer than 10 percent of the work end to end. Anthropic’s ClaudeOpus 4.7 leads
at 7.1 percent. Its smaller sibling manages 5.4, and one competing model just
2.1.310 The same software that routs a lawyer on a single extraction task falls apart
across a whole matter, where the steps compound and one wrong turn ruins the
file. The grinder tasks are falling. The assembled work product is not, yet. That
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jagged frontier is what the productivity studies keep describing: brilliant at the
piece, unreliable at the whole.

The pieces are enough to sell, though. On 11 June 2026, Eve, the plaintiffs’-
firm platform, ships an operating system with a large promise attached. It says a
single attorney can carry three times the caseload, settle for roughly a third more,
and close cases about half as fast.311 Whether those numbers survive an audit is
beside the point for the argument here. A firm that believes them will hire one
lawyer where it used to hire three, and the two it does not hire are the base of the
pyramid.

The economists have not seen displacement either. The cleanest economy-
wide study, built on Danish administrative records across eleven occupations
most exposed to AI, finds effects on earnings and hours that round to nothing
two years after the tools arrived.312 That null is the genuine hostage of this whole
story. If it holds through the late 2020s while adoption saturates, the timing is
wrong and the partners have years, not quarters. The transition thesis does not
need mass unemployment. It needs only that the marginal associate hour stop
being the profit engine, and the capital in the last section is already priced as if it
has.

Which is why the last number in the chapter is the one that gives the game
away. On 1 July 2026, Milbank raises the starting salary for a first-year associate
from $225,000 to $235,000, with the scale rising to $455,000 by the eighth year.313
It is the first movement in the industry pay scale in three years, flat since 2023,
and within days McDermott, Quinn Emanuel, and Hueston Hennigan match
it.313,314 The tournament prize is still going up, on schedule, exactly as it has for
decades.

Ask who is meant to collect the windfall if the bet pays. Not the first-years
chasing the raised scale, whose prize is a salary, and salaries do not compound into
ownership. Not the salaried partners, now a majority who hold a title and no
equity. The gain, if it comes, accrues to whoever owns the machine and whoever
owns the shrinking equity tier when the work finally reprices. That is a small
room, and it is the same small room the last two passages emptied money into.
Norm Ai already fields lawyers who bill on outcomes rather than hours, for
clients that between them manage more than thirty trillion dollars in assets.302
The billable hour, the unit the whole pyramid was built to sell, is being quoted
out of existence by a three-year-old firm.

So two clocks run in the same building, and they no longer keep the same
time. One is the salary scale: the human tournament, its prize escalating by ten
thousand dollars a rung, promising every first-year that the base of the pyramid
still leads somewhere. The other is the capital, compounding at a speed no salary
scale has ever matched, pricing the base of the pyramid as a cost to be engineered
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away. The same firm that just raised a first-year’s salary by ten thousand dollars
is, in the same quarter, paying a subscription to the company building that
first-year’s replacement.

Here is the beat, then, laid on the sequence the book has traced from 1970.
The grinder layer is being bought, not by a rival firm but by capital that means to
own the work instead of renting it from juniors. The machines have arrived, and
they have taken the tasks the pyramid was built to sell, while the tasks that make
a partner a partner remain, for now, on the human side of the line. Nobody
has cashed out. Every valuation is an entry price, and the equity tier the grinder
used to fund is already thinning from the top. The vote has not been called. But
the associates in the room, drafting the memos a machine now writes for a few
cents, are funding a tournament whose prize is being quietly repriced while they
compete for it.



chapter twenty

TheMechanism

In the summer of 2008, the partners of Booz Allen Hamilton did the one thing
a professional firm is not supposed to do on purpose. They cut their own firm
in half.

The cut was clean and deliberate. On one side went the scaled business:
technology and management services sold to the United States government at
volume, the kind of work that grows with headcount and systems and capital.
That half was sold to the private-equity house Carlyle. On the other side stayed
the partners themselves and the work only they could do, the strategy advice a
chief executive buys from a particular person whose judgment he trusts. The
partners kept that half for themselves.

Then the twohalves lived out their futures in public, and the futureswere not
the same. Carlyle’s government business listed on the New York Stock Exchange
in 2010 and prospered as a public company. The partner-owned strategy half
struggled to reach scale, cast around for a home, and sold itself to the accounting
firm PwCwithin six years.315 One firm, one century of accumulated name, split in
a single boardroom into the two shapes this book has followed through banking
and accounting and now law.

What makes Booz Allen the cleanest possible illustration is what it lacked.
Consulting never had an ownership rule. No statute kept outside capital out, no
equivalent of the old exchange bylaw or Rule 5.4 stood between the partners and
a buyer. So when the firm sorted itself, it sorted on the economics and nothing
else. It split exactly where the economics said it should: capital and technology
took the volume end, and human judgment kept the other. The firm drew, by
hand and in one summer, the line that every profession in this book has been
redrawn along. This chapter is about that line, and about why it falls where it
does.

134
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20.1 The Same Sequence

Lay the three industries side by side and they run through the same six stages.
Put yourself in the room while they run: if you had been a partner, at which
stage would you have known the firmwas going to be sold? The honest answer is
later than you would want, because the stages that decide the outcome look least
like a crisis while they happen. They are analytical, not a calendar; they interleave
and double back. What repeats is the repertoire, and so does the order in which
it takes a partner’s choices away.

It begins with a dam. A rule, written or merely customary, holds outside cap-
ital out: the stock exchange’s member rule, the accountants’ majority-ownership
statutes, the lawyers’ ban on outside owners (Chapter 3). Behind the dam the
partnership’s economics run quietly, and the returns are high and invisible. Don-
aldson, Lufkin & Jenrette earned better than fifty cents on every dollar of partner
capital in the 1960s, and that number had no public price until the day a prospec-
tus disclosed it (Chapter 4). A closed firm keeps its own scorecard.

Then something moves the dials. Call the first dial capital intensity: how
much money the work needs behind each partner. Call the second codification:
howmuch of the value comes from procedures and systems and data rather than
from a person’s tacit skill. In banking both moved at once: the paperwork crisis
made the back office ravenous for capital while Black-Scholes turned trading into
mathematics a computer could run. In accounting the shock was the consulting
opportunity, which demanded technology the audit annuity could not fund.
Later came a plainer fact: a generation of partners wanted to retire, with no
one inside able to buy them out. In law the two shocks arrive together, artificial
intelligence and the same retirement overhang, and that coincidence is most of
what this book is about.

With the dials moving, capital probes the dam for cracks, and it probes
where the rules are thinnest. A firm announces a public offering in defiance of
the exchange. An accounting network charters a law firm in the one country
whose rules allow it. Litigation funders buy quiet stakes in London practices,
and investors assemble ownership one careful ethics opinion at a time. The
experiments cluster in the most permissive jurisdiction available, which is why a
small state can matter far beyond its size. Arizona and its open door (Chapter 17),
England and Wales and their licensed firms (Chapter 16): these are where the
industry runs its pilots before it commits.

When a first mover survives, the wave follows, and among the firms free
to sell it runs in order. It starts with the most capital-hungry, most codified
work and ends with the least. Banking is the clean case. After 1970 every firm
could float or sell, and the order held: the settlement-choked retail houses went



136 bommarito

first, the traders next, and the pure advisers last. Goldman Sachs held out until
1999 (Chapter 7), in a sequence the economists later modeled almost exactly.2
Accounting is the qualified case. Its mid-market sold first while the Big Four, the
most codified and capital-hungry firms of all, stayed unconverted. For them no
clean sale existed: too large to buy, and unable to separate the regulated audit
franchise from the salable rest, as EY discovered when it tried (Chapter 13). Law,
on the same logic, should convert its volume work first and its bet-the-company
advice last, and the 2025movers, personal-injury shops and contracting platforms,
are consistent with it.

Incumbents and regulators react, sometimes by accommodating and some-
times by fighting. The exchange amended its own constitution once the shift
was plainly irreversible. Texas blessed the management-services structure. Where
a coalition could still hold the dam, it blockaded: the American Bar Association
voted 314 to 106 against multidisciplinary practice in 2000, and California killed
its own reform bill in 2025. The blockades are real, and they set the transition’s
map and its pace. In neither completed case did they hold the economics back for
good. They only redirected the capital into engineered structures and friendlier
jurisdictions.

What settles at the end is not the partnership’s extinction. It is a barbell.
At one end sit scaled, capital-backed, technology-heavy platforms owning the
volume work. At the other end, small partnerships where judgment still beats
capital persist and command premium pay, the way elite advisory boutiques run
on compensation ratios north of sixty percent of revenue.110,111 The casualties
gather in the middle, in the firms too big to live on judgment alone and too small
to buy the platform.

Which answers the question the section opened with. A partner watching
for the crisis would have caught it at the wave, stage four, when the rivals began
to sell. By then the dam had already cracked and the dials had already moved.
The firm’s fate was set two stages earlier, before anyone in the room would have
used the word.

20.2 The Threshold

Thewhole sequence turns on those two dials, and the turn has a threshold. Below
it the partnership pays. Above it, outside capital wins. Push capital intensity
and codification far enough, together, and the form that ran the profession for a
century stops making sense to the people who own it.

To see why, ask what the partnership was ever for, since a corporation can
raise money and hire talent perfectly well. It does four jobs a balance sheet
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cannot. Partners who share unlimited liability are careful whom they let sign the
firm’s name, and a client who cannot judge the work directly reads that care as a
signal.23 They teach the young the part of the craft that lives in no manual, by
binding them to the old for years. They watch each other the way only peers can,
because only another partner knows whether the job was done right.22,24 And
each one posts a bond: a partner’s own wealth and future rents stand behind
the work, which is what makes the promise to a client credible.28 That bond
was already partial by the 1990s, when the move to limited-liability partnerships
capped what a partner could lose to capital and career rather than the family
home. Each of those jobs loses value as the dials move. When quality becomes
observable and skill becomes codified, the first two jobs are worth less. The
financing advantage of outside ownership, which grows with the capital the
work needs, finally outweighs what the partnership uniquely provides.

Figure 20.1 draws the line that results. Plot every kind of practice on two axes,
codification along the bottom and capital intensity up the side, and a frontier cuts
across the plane. Work above and to the right of it has converted or is converting.
Work in the low corner has not.

The low corner is where the partnership survives, and it survives for a rea-
son the figure only half shows. Add a third condition to low capital and low
codification: clients who cannot verify the work even with all the procurement
machinery in the world. Wachtell, Lipton sits there. Nobody mounts a takeover
of Wachtell, because there is nothing to buy but the partners’ judgment, and
judgment does not transferwith a stock purchase. Themerger boutiques sit there.
So does the tax-controversy practice that lives a rung above the commoditized
compliance work. This is the barbell’s judgment end, and on present evidence it
holds indefinitely.

So what does the current shock actually move? Mostly one dial, hard. Artifi-
cial intelligence raises codification directly by taking over drafting, review, and
research. The experimental record is consistent: the productivity gains land
heaviest on junior and lower-skilled work, the exact layer the pyramid was built
to sell.304–306 That is the pattern the organizational economists predicted a gen-
eration ago, when they argued that machines answering the routine questions
leave an organization needing fewer layers and fewer juniors per senior.316 The
client’s ability to verify quality, the last and stickiest dial, has begun to move
too. Since early 2025, public benchmarks have scored commercial legal software
and human lawyers against the same rubrics, which makes professional work
product comparable across providers for the first time. Vendors now advertise
their measured results.286,287 No corporate client has yet started machine-grading
its own firms’ deliverables in a systematic way. Until one does, verifiability stays
the least-moved dial.
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Figure 20.1: The conversion frontier. A practice crosses over when codifica-
tion and capital intensity carry it past the line. The regulatory toll shifts the
line outward, which is why law’s volume work sat below it until Arizona, the
management-services structure, and cheap machine drafting arrived together.
Positions are illustrative, not measured.
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20.3 The Ledger and the Casualties

When a profession crosses the threshold, the accounts settle the same way every
time. It pays to read the ledger in advance, because every party now bargaining
over law’s future has a counterpart who already lived it.

The converting generation of seniors captures the windfall. They do not sell
one year’s profit. They sell the capitalized rents of every generation that built
the firm before them, released all at once to whoever holds the equity when
the music stops. The sellers line up across the three trades: Goldman’s partners
in 1999, the accounting partners who cashed out from 2021 on, the law-firm
founders now quietly hiring investment banks. Clients gain, on price and on
choice, and take on something they did not have before, an agency exposure,
because someone else’s return target now sits inside the advisory relationship.
The client was never passive in this, either. Over a generation the buyer built its
own power. In banking, institutions’ share of American equity climbed from
under a tenth in 1950 to about two-thirds by the late 2000s; in law, the corporate
client grew the same way.317 The buyer that could benchmark and unbundle was
the quiet engine under all three stories, and the epilogue counts what it cost in
full (Chapter 22).

The juniors lose. The tournament financed their training: they accepted
discounted pay for apprenticeship and a shot at the top, and clients paid for the
learning through billed hours.36,37 It comes apart when those hours vanish. The
tool and platform vendors, meanwhile, take a cut nobody budgets for at the start.
An information layer has captured durable rents in every prior transition, and
the software layer will do the same. The public gains access and efficiency, and
pays for the gap between the new form and the old rules.

That gap is where the casualties gather, and they rhyme across the three
industries because they share one missing part. Sort them by mechanism rather
than by trade and three families appear, each of them a story about risk appetite
cut loose from personal liability.

The first family died of speed. Firms used outside capital to grow faster
than their own governance could digest. Slater & Gordon, the first law firm to
sell shares to the public, destroyed close to a billion Australian dollars of value
chasing acquisitions its systems could not absorb.212 Axiom Ince swelled from
eighty staff to fourteen hundred in two years and then imploded, leaving a hole
in client money put at roughly £64 million.224 The pattern had a forgotten an-
cestor: the physician practice-management roll-ups of the 1990s, publicly funded
consolidations of a licensed profession that collapsed together at the decade’s
end when acquisition accounting outran the work of actually integrating the
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practices.318 The signature is the growth rate, and outside capital is the accelerant
that makes the fatal speed reachable.

The second family died when the bond stopped being posted. These are the
firms whose quality-assuring rents were competed or regulated away while their
exposure to risk stayed exactly where it was. Arthur Andersen is the type case:
by the end its partners’ incentives had migrated to consulting revenue while the
audit signature still carried the old liability. When the failure came it was total,
because the asset that failed was credibility itself (Chapter 11).130 The investment
banks that broke in 2008 tell the same story from the other side of the conversion:
Bear Stearns and Lehman Brothers took risks with shareholders’ money that
partners had once priced against their own. When the rents that fund honesty
shrink, the bond quietly lapses, and no one notices until the day it is called.

The third family was watched by the wrong regulator. Supervisors kept
their eyes on the old form while the risk had already moved into the new one.
Britain’s solicitors’ regulator had tagged Axiom Ince high-risk andmoved too late
anyway. The Securities and ExchangeCommission ran a programof consolidated
supervision over the investment banks and abandoned it as broken in the very
week the banks collapsed. In case after case the transition outran the supervisor’s
tooling by roughly a decade, and that lag, more than outside ownership itself, is
what the record most consistently convicts.

20.4 What Is Different This Time

Everything so far is the completed pattern, run twice and readable. Three things
about the present are genuinely new, and they are why law’s volume work looks
likely to convert on the clock of accounting’s five-year sale phase rather than
banking’s thirty-year arc.

The earlier shocks worked from the top. They made a firm’s work capital-
hungry ormade a senior’s skill codifiable, and the partnership adjusted around the
edges. This shock works from the bottom. Machine drafting substitutes for the
base of the pyramid directly, the grinder layer of first drafts and document review
the tournament existed to sell. It does so cheapest exactly where the pyramid was
widest.306 A profession can survive the commoditization of its junior work. Tax
did. It survives only by rebuilding training on some other footing, and this is
the second new thing: the financing of professional formation breaks. Juniors
bought tomorrow’s partnership with today’s discounted hours, and clients paid
for the learning inside those hours. Automate the hours and both sides of that
contract default at once. Who pays to train the next generation, when clients
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will not and the tournament cannot, is the least-solved problem of the whole
transition.

The third difference is speed. Capital now moves faster than any prior gener-
ation of it, priced and deployed on a clock the old partnerships never faced. The
honest hostage here is the labor data: the most careful economy-wide study, on
Danish records across the most exposed occupations, finds effects on pay and
hours that round to nothing two years in.312 If that null holds while adoption
saturates, the partners have years rather than quarters. The thesis does not need
mass unemployment, though. It needs only the junior hour to stop carrying the
margin, and the money is already priced as if it has.

So place the beat where it belongs. Banking faced no ownership rule after
1970 and still took three decades to finish. Accounting’s mid-market sale phase
took about five years. Law’s volume segments are on the shorter clock now, its
judgment segments holding in the low corner where clients still cannot check
the work and capital still cannot buy the skill. The mechanism is the one that cut
Booz Allen in half in a single summer, drawn slower and against more resistance
but along the identical line. The partnership’s genius was to make a person’s
judgment worth more than a balance sheet. The machine’s argument is that, for
most of the work, it no longer is. Where that argument is wrong, in Wachtell’s
corner and the boutique’s, the partnership will keep its price. Everywhere else,
the sellers are choosing their bankers.



chapter twenty-one

What Happens Next

On 16 July 2026, in Darien, Connecticut, three men who used to work together
at a middle-market buyout shop close a fund. Will Hausberg is forty-two, Doug
Rosenstein thirty-nine, Brad Skaf thirty-eight. Their new firm, Uplift Investors,
has spent a year raising money against a thesis. The thesis has just cleared its
hard cap: $670 million, the most anyone has committed to buying pieces of
American professional-services firms in a single dedicated pool.285 These are
not gray eminences cashing in a lifetime of relationships. They are mid-career
dealmakers who looked at a fragmented industry, saw the same arbitrage twice,
and built a machine to run it a third time.

The flagship platform inside the fund is called Orion Legal. It began in
January, when Orion took the back office of Dudley DeBosier, a Louisiana
personal-injury firm, and left the lawyers holding their practice and a minority
stake in the management company.278 By the fund’s close it holds two more
plaintiff shops the sameway: Hughes&Coleman acrossKentucky andTennessee,
and John Foy & Associates in Atlanta.285 Three law firms, one owner for the
plumbing underneath them, and now a dedicated fund whose investors expect
the roster to keep growing. Uplift pitches legal services as one of five fragmented
industries worth rolling up, the language of an asset class rather than a favor.285
The side door that a handful of firms had been quietly building through 2025
and 2026 has its own capital now. The lawyers who walk through it take the
money for the back office and keep the practice, the cleanest version of the trade
this book keeps describing.

It happens one day before this book’s present tense. That is the useful thing
about the date: it lets the reader watch a prediction turn into a fact in real time,
which is what the rest of this chapter is about. Everything so far in these pages
has been history, some of it thirty years finished. Now the book has to do the
harder thing and say what comes next, in a way concrete enough to be wrong.
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The method is the one the whole book has been building toward. Law is
running a passage that banking and accounting have already run to the end, and
the finished runs are calibrated clocks. Lay law’s 2026 over the banking timeline
and it reads one hour; lay it over the accounting timeline and it reads another.
Where the two agree, the forecast is firm. Where they disagree, the disagreement
is itself information. So before the bets, the two clocks.

21.1 1975 and 2021

Start with banking, which took about thirty years from first defection to finished
conversion. Dan Lufkin took DLJ public in 1970; Goldman, the last holdout
that mattered, voted to convert in 1998 and went public the next year. The
turning point in the middle was May Day, 1 May 1975, the morning the fixed
commission died and the price of a trade began its long fall toward zero. Placed
on that clock, legal services in 2026 sits at roughly 1975. Law’s 1970 was 2020, the
year Arizona became the first state to scrap the rule against nonlawyer ownership
of a firm.240,241 And law’s May Day is arriving now, in the form of software that
does to the billable associate hour what deregulation did to the fixed commission:
turns a protected price into a falling one. The largest firms remain unconverted
and insist they alwayswill be, which is exactly what the bulge bracket, the handful
of top-tier underwriting banks, said in 1975.

Now lay law over accounting. That passage took about thirty-five years end
to end, from the merger wave that made the Big Eight into the Big Six in 1989 to
the private-equity rollups of the mid-2020s. But its capital phase, once outside
money finally arrived, ran in roughly five. On that clock, law sits at about 2021,
the year outside capital first arrived at platform scale. The tell is the structure.
Accounting’s investors did not get in by repealing the rule that auditorsmust own
audit firms. They got in through the alternative practice structure: a split that
put the regulated work in a licensed shell and the capital in the company beside
it. That is close enough to take the profit and far enough to satisfy the rulebook.
Law has imported the same device and given it a new name, the management-
services organization. By the summer of 2025 a single advisory firm could count
more than a dozen law-firm MSO deals already done.277 The count is doubling
off a small base, which is where the accounting curve sat the year before its own
wave broke.

The structure spreads the way accounting’s did, by accumulation rather than
by any single repeal. Texas blessed the law-firm MSO in a 2025 ethics opinion,
while barring the management fee from running on a percentage of revenue.276
California wrote the workaround into statute the same year, exempting the flat-



144 bommarito

fee MSO even as it blockaded other routes.250 Each opinion, each carve-out, each
closed deal makes the next one routine. That is how the legal barrier falls: not by
fifty states striking Rule 5.4 at once, but by the slow manufacture of precedent
that turns a prohibited thing into a structured one. Read together, the two clocks
put law in the same place from both directions, mid-pricing-shock on one and
first-capital-wave on the other.

Where the clocks disagree, they disagree about speed, and the disagreement
runs one way. Banking’s shock in 1975 was a price: the fixed commission fell,
and the firms that lived on it had to find a new model. Accounting’s shock was
structural: mergers and outside capital reshaped who owned the work. Law
is taking both at once, and it is taking a third thing neither predecessor faced
at its moment of conversion. The billable hour is losing its protected price to
deregulation. At the same time the task underneath it is becoming codifiable,
done by software that can be owned rather than by juniors who must be paid.
Capital and codification arrive in the same decade. So do not average the two
clocks. Expect law to run its passage faster than either banking or accounting did,
and to cut deeper into the pyramid before it is done. The following expectations
run from 2026 to about 2035, and they are calibrated to that compression.

21.2 Five Bets

A forecast that cannot lose is worthless, so each of these carries the condition
that would break it. Five predictions, each stamped with a date it comes due and
a fact that would prove it wrong; read them as bets, not as forecasts dressed up as
certainty. You can start scoring them now. The first half of 2026 is in, and the
early returns run with the model without proving it.

The first bet: the volume end of law converts first and fast. Personal injury,
immigration, consumer work, high-volume contracting, the retail brokerages of
the profession, should reach majority outside ownership or MSO capitalization
within five to seven years, by roughly 2032. The engine is succession. About forty
percent of American law-firm partners expect to retire within a decade, and in
most states theMSO is the only liquidity event on the table.17 The 2026 evidence
is the personal-injury wave itself: the Phoenix MSO deal, Morgan & Morgan’s
billion-dollar stake exploration, and Uplift’s own fund all landed in the months
before this book’s present tense (Chapter 18). On track. Personal injury is playing
the part that banking’s retail brokerages played in 1970 and 1971. They converted
first because they held the least judgment premium to protect and the most
routine volume to industrialize. This bet fails if the volume segments are still
majority lawyer-owned at the end of the decade.
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The second bet: the middle gets squeezed and the top splits into a barbell.
Mid-market full-service firms have too little judgment premium to run as bou-
tiques and too little capital to build platforms, which is the fate the middle of
the banking market met in the 1980s. Expect rising merger activity and the first
distressed consolidations. At the top, expect a handful of the largest firms to take
platform capital through MSOs. The true bet-the-company advisory shops stay
private on premium partnership economics, the way Goldman’s advisory fran-
chise converted last and Wachtell has not converted at all. The logic is the same
one that spared banking’s boutiques. Where the product is genuine judgment
about a particular deal, capital cannot buy the margin: it lives in a handful of
partners’ heads and walks out the door if you squeeze it. Everything below that
line is a platform business waiting for a balance sheet. So far, partial. McDer-
mott Will & Schulte, at nearly $3 billion in 2025 revenue, is openly exploring a
private-equity structure, the first firm of its size to do so.13,14 But it has not closed,
merger activity among mid-sized firms is climbing rather than surging, and no
distressed consolidation has yet arrived. The squeeze is on schedule; the crack has
not come. The bet fails if the decade ends with no elite-firm MSO deal and no
capital-driven collapse among the mid-market firms caught between boutique
economics and platform scale.

The third bet: the regulatory map splits in two, then re-converges through
structure. Expect five to ten more states to liberalize in some form by 2030,
and a comparable wave of blockades, with the capital redirected rather than
stopped. Both sides are moving on schedule. Colorado enacted a fee-sharing ban
aimed squarely at private equity in June 2026. Illinois sent its own restrictions
on law-firm investors to the governor’s desk that June, after both chambers
passed them over the spring. California advanced a follow-on bill through its
Assembly.254,255,258 On the other side, Arizona’s alternative-business-structure
regime keeps issuing licenses, and KPMG has stood up a growing United States
legal practice under one. The antitrust staff of the Federal Trade Commission
and the Justice Department formally urged Tennessee to open its market on
competition grounds.243,248,260 The blockades redirect the money toward the
flat-fee MSO, which is why that structure, not the licensed outside-ownership
firm, is becoming the American default. This bet fails if the liberalizing count
stalls below five, or if a blockade actually stops the capital instead of rerouting it.

The fourth bet is the grim one, and it is not yet due. If the British record
generalizes, the American market should see its first serious failure of a capital-
backed firm within about five years of the wave’s start, by roughly 2030. The
cause will be one of two: an accumulator that grew past its own governance,
or a breach of the client money a firm holds in trust. Whether it becomes law’s
Axiom Ince, a scandal that tightens supervision, or law’s Andersen, a collapse
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that remakes the rules, depends on whether state supervision has been rebuilt for
entity-level risk by then. On present evidence it has not. A state bar is built to
answer a complaint about one lawyer: to suspend a license, to sanction a filing,
to police the conduct of a person. It is not built to read a platform’s balance
sheet, to watch a management company’s growth velocity, or to notice that client
funds pooled across forty acquired offices are thinner than they should be. Both
finished transitions failed at exactly this seam. The regulator held the tools to
discipline individuals andwatched an institution outrun them. Across the record
assembled from these three histories, velocity rather than ownership is the best
single predictor of collapse. Nothing has failed yet. Not yet due. This bet cannot
be scored until the horizon arrives; if 2030 passes with no failure at all, the claim
that the British pattern travels is simply wrong.

The fifth bet: the training problem surfaces by mid-decade. Entry-level legal
hiring should follow the trajectory of the bank analyst class with a lag of two or
three years, visible compression now and a structural redesign of the first-year
role by 2028 to 2030. Banking is the leading indicator, and banking is already
moving. Major banks are cutting junior cohorts and thinning staffing ratios on
explicit artificial-intelligence grounds. One large firm plans to move from six
juniors per senior toward four, and some entry-level classes are cut by as much as
two thirds.319 Legal compression lags, exactly as the lag predicts. When it arrives
in force, some institution will have to pay for the professional formation the
pyramid used to fund out of cheap junior hours. No firm, school, or platform
has yet stepped forward to do it. Not one. The bet fails if entry-level legal hiring
holds its shape through the decade and the first-year associate job looks in 2030
the way it looks today.

21.3 Weather and Climate

Six months is weather, not climate. Five bets scored across a single half-year
prove direction, not destination. The whole forecast rests on one premise the
evidence has not yet settled: that the marginal associate hour is ceasing to be the
profit engine of a law firm. If that premise is wrong, the timing is wrong, and
the partners have years instead of quarters.

The premise has a genuine hostage. The Danish null from Chapter 19 has
not moved: in the occupations most exposed, the measured effect of the tools on
earnings and hours still rounds to zero.312 If it stays at zero through the late 2020s
while adoption saturates, the capital now priced for a fast transition is priced
wrong. The counter-evidence runs the same direction, and it comes from an
awkward source. Harvey, the most richly valued firm in legal software, publishes
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a benchmark showing that the best frontier models complete fewer than ten
percent of complex, multi-step legal matters end to end under a strict standard.310
The machines take the grinder tasks and still fail the assembled work product.
The transition thesis does not need them to succeed at everything. It needs only
that cheap junior time stop paying for the top of the pyramid, and the capital in
the Uplift fund is already betting that it has.

There is a first crack, and it is worth reading carefully because it could be
either thing. The private-equity deal pace in accounting, which had doubled
year on year since 2021, decelerated in the spring of 2026 for the first time.191
Read one way, that is a market maturing on schedule, the early multiple arbitrage
used up and the buyers turning selective. Read another way, it is the first sign of
indigestion in the profession furthest along the passage, the one whose clock law
is trying to read. A deceleration is not a failure. But the fourth bet says a failure
is coming, and decelerations are where failures start.

One caveat belongs in every version of this forecast, and it is the same one the
investors keep stepping around. Every valuation marked on an AI-native legal
firm is an entry price. As of this writing, no such firm has exited at anything close
to the numbers on its own cap table. The money has arrived before the proof,
which is the defining feature of a wave still cresting and the reason the fourth
bet, the one about failure, is the one to watch. The returns booked so far are
the returns of succession liquidity and multiple arbitrage, real but front-loaded.
The durable returns, if the banking precedent holds, will go to whoever actually
rebuilds how the work gets done, not to whoever finances the old pyramid at
a markup. No one yet knows which of the funded firms that will be. And the
British record, which ran this experiment a decade early, supplies the risk memo
the American enthusiasm keeps skipping. Governance capacity, integration pace,
and control over client money separated the platforms that survived there from
the ones that became a scandal.

So place the beat where it belongs on the sequence this book has traced since
1970. Banking ran the passage in thirty years and finished; the partners in that last
Goldman room kept the money. Accounting ran it in thirty-five and finished;
Andersen is the headstone and the Big Four are the survivors. Law is somewhere
around its own 1975, or its own 2021, depending on which finished clock you
trust. Themachine that both ran is visible now in a Connecticut fund, a Phoenix
back office, and a Danish payroll file that has not yet moved. These are bets, not
prophecy, each one stamped with the date it comes due and the fact that would
prove it false. The reader who wants to know whether the book was right does
not have to wait for the end of the story. The clock is running while the page is
being read, and the next domino leans a little further with each quarter’s deals.
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Who Pays

On 7 June 2026, Fortune and Bloomberg report that the banks have begun laying
the groundwork. JPMorgan plans to staff its deals with four junior analysts
instead of six, and to offshore roughly half of what remains. Across Wall Street,
entry cohorts are being cut by as much as two-thirds, and the reason given on the
record is artificial intelligence.319 The number that gives the moment its shape
sits one line down in the same reporting. Junior staff make up about 62 percent
of the banks’ own AI talent. The people being cut are the people building the
thing that cuts them.

The tournament had a prize. For a century it was the organizing promise of
every professional pyramid. Grind through your twenties at wages below what
your hours were worth, and buy a lottery ticket on a partner’s share of the rents.
Juniors bore the cost today for a claim on tomorrow, and the firm’s clients paid for
the juniors’ learning through the markup on their billed hours.36,37 Automating
the base of the pyramid breaks both sides of that bargain in one stroke. The firm
no longer needs the hours; the juniors no longer get the apprenticeship the hours
paid for. What is being cancelled in the Fortune report is not a class of jobs. It is
the prize.

The juniors are the one constituency the sources barely name. Goldman’s
selling partners have biographies; the founders now taking outside money sit
for interviews; the investors issue press releases. The analyst whose cohort is
two-thirds smaller appears in the record as a ratio. Never a name. The reckoning
the rest of the book was building toward starts with them, because in all three
transitions they paid the most and were counted the least.

22.1 The Ledger

Across banking, accounting, and now law, the accounts settle the same way.
Somebody captures awindfall, somebody trades a bond for aprice, and somebody
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pays to train the next generation or nobody does. Set the constituencies side by
side and the transfer becomes legible.

The generation of seniors who sell leave with the windfall: the capitalized
value of every generation of restraint before them, released all at once to whoever
happens to hold the equity when the music stops. Goldman’s partners voted
their private franchise onto the public market in 1998; when it listed, 221 former
partners held 48.3 percent of the firm.9 Accounting’s mid-market partners sold
to private equity from 2021 on, and in 2026 the law-firm founders took their turn
(Chapter 18). The timing is not an accident. Roughly 40percent ofAmerican law-
firm partners expect to retire within a decade, and for most of them the outside
investor is the only buyer their equity will ever have.17 Each seller monetizes rents
that took decades and predecessors to build.

Clients gained price and choice, and traded away a bond they had not priced.
The old partnership sold to a person: a chief executive with a trusted adviser, a
board that took the audit on faith, an investor who took the broker’s quoted
price. Over two generations that buyer acquired staff, procurement machinery,
and data, until it stopped being a person at all. Ben Heineman had shown the
way. He pulled sitting partners in-house at General Electric and made the legal
department the seat of judgment, the model he later named the inside-counsel
revolution.320 The American in-house bar roughly tripled in a generation, until
the corporate legal department rivaled the Am Law 200’s own domestic lawyer
headcount.321 The institutional buyer benchmarked price and competed the
relationship down to its parts. What it accepted in exchange was a new exposure:
somebody else’s return target now sits inside the advisory relationship, where a
partner’s own wealth used to sit. The adviser answered to an owner.

The public gained access and efficiency and inherited the supervisory gap.
Audit shows the cleanest version. In late 2024 the accounting regulator finally
adopted firm-by-firm quality metrics, over the profession’s long objection that
audit quality could not be reduced to numbers.322 Months later it withdrew
them, unapproved, afterWashington’s leadership changed.323 Legal quality is now
measured the same contested way: since February 2025 independent benchmarks
have scored commercial legal AI and human lawyers on the same rubrics, making
professional work commensurable for the first time.286 Access to justice runs the
other direction and lands in the same place. The 2025–26 blockade wave that
began in California and Colorado was written to keep outside capital out of law
firms. It mostly redirected the capital into engineered structures.254 The dam
leaked. In every completed case the new form ran for about a decade under rules
built for the old one, and the public carried the difference.
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22.2 What Replaces the Bond

Under all of this sits the thing the book has called the partnership bargain, and
it did three jobs at once. It posted a bond, it paid for tuition, and it enforced a
restraint. A conversion settles the first two in cash and leaves the third to whoever
comes next. The third is the hard one. Take them in turn, because the professions
are answering them at very different speeds.

The bond was a promise to the client, secured by the partners’ own wealth
and the rents thatwealth protected. When the streamof quality rents that funded
honesty shrank, the bond quietly stopped being posted, and the failure, when
it came, was total, because the asset was credibility.28 Arthur Andersen is the
epitaph. By 2001 its partners were paid on consulting while the signature on the
audit still carried the liability. Eighty-five thousand people lost their firm over a
document-shredding conviction the Supreme Court later reversed.148 The bond
was never perfect, and it had already been softened from within. The move to
limited-liability partnerships in the 1990s capped what a partner could lose to
capital and career rather than the family house. The new firms know the vacancy
is there, and they market a replacement: compounding proprietary data and a
human verification layer, institutional memory that does not walk out the door
at night. Whether accumulated data can bond quality the way a partner’s house
once did is the transition’s largest untested claim. The first capital-backed failure
will price it.

Tuition, the second job, has no replacement at all. The apprenticeship the
pyramid financed ran on a simple exchange: the client overpaid for junior hours,
and the overpayment trained the juniors. Strip the junior hours out and the
training loses the money that paid for it, which is precisely what the staffing cuts
in the opening scene describe. Whenmachines answer the routine questions, the
efficient firm needs fewer layers and fewer juniors per senior, and the productivity
gains land hardest on exactly the bottom rung the pyramid used tomonetize.2,306
Tax already proved a profession can outlast the automation of its junior work.
It survives only by rebuilding formation on some other basis, and no industry
has found the basis yet. Goldman’s trading floor already ran the experiment to
its end. The analyst class that once learned the business by doing the execution
work machines now perform has been shrunk and re-tasked, its apprenticeship
gone with the hours that paid for it.324 Which institution will pay to make a
senior professional when clients will not is the least- solved problem in all three
of these histories.

The restraint is the subtlest of the three, and the one the reader should watch.
Partners policed one another because each carried the others’ liability, and that
mutual exposure compounded across generations into a culture of not doing
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the profitable, dangerous thing. The exposure was the discipline. Conversion
hands that accumulated restraint to shareholders who own the stock but not
the clients, and to regulators whose tools lag the new form by about a decade.
The honest counterweight belongs here: when advertising ran this experiment,
outside ownership left the quality of large agencies and their creative product
measurably unchanged.325 Public capital did not automatically destroy the work.
What it removed was the particular discipline of people whose own fortunes
were the bond, and nothing has been proven to sit in its place except supervision
that has never once arrived on time. The last time publicly funded roll-ups
consolidated a licensed profession at speed was the 1990s, in physician practice
management. Those companies collapsed almost together at the decade’s end,
when acquisition accounting outran the integration it was paying for.318 The
accelerant was capital; the fuse was velocity; and the discipline that might have
caught it in time lived in a form that no longer existed.

* * *

So the accounts are not balanced; they are transferred. The seniors who
converted carried the money out. Clients hold a stock price where a promise
used to be. The juniors lost the tournament and its financed apprenticeship and
were offered nothing yet in return. A cheaper, wider, faster profession went to
the public, along with a decade-long window in which the new machine runs
on the old rules. That is what it costs to sell a partnership, and the bill does not
come due to the people who signed the deal. Someone else pays it. Not every
practice sells; the judgment boutiques that survived banking’s conversion still
command premium economics at the narrow end of the barbell, and law’s will
too.110,111 What does not survive is the pyramid that stood in the middle, and the
tournament it ran.

The book has watched this happen twice with the outcome known and is
watching it a third time with the outcome still open. Which returns the question
to the only profession that matters to the person holding this book: your own.
The thesis was never really about Goldman or Andersen or the founders now
hiring bankers in Phoenix. It was that when capital and technology break the
economics of a human-capital partnership, the partners sell the firm and the
generation in the room keeps the money. The question is not whether your
profession restructures. It is who will be sitting in the room when it does, and
whose name lands on the windfall. It is who pays to train the people who come
after, and what will stand in for the promise the old form made to the people it
served.
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Somewhere tonight the room is booked and the chairs are set. The partners
file in. The vote is on the agenda, and the paperwork is already filed.



Author's Note onMethod

This is a desk study, not reportage. I did not interview the principals; I read what
they left behind — published histories, academic papers, regulatory and court
records, the financial press, and the firms’ own numbers. No scene in this book is
invented. Where a room, a vote, or a quotation appears, an identified source put
it there, and the Sources section says which one. Where credible sources disagree,
and on market sizes, deal values, and private-company valuations they usually
do, the text says so and gives the range rather than picking the flattering end.

* * *

Portions of this book were drafted and edited with the assistance of AI tools.
All facts, citations, and final language were reviewed and verified by the author.

* * *

The research report this book grew from, its data files, and the scripts be-
hind every chart are preserved alongside the manuscript; each chart’s sources are
identified in the data inventory. If you find an error, I want to know about it,
and future printings will carry the fix.
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