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OVERVIEW

Executive Summary

U.S. legal services is a large, fragmented, owner-operated industry entering its

most significant structural change in decades.

KEY TAKEAWAYS

* A $425 billion, highly fragmented market of about 418,000 firms averaging 3.4 employees,
growing about 1.7% a year.

» AI adoption is widespread but uneven. 92% of legal professionals in a global survey report
using at least one Al tool, although implementation sophistication and measurable financial
returns vary substantially by firm size and practice area.

» The billable hour is under pressure for repeatable work; firms that move to fixed-fee and
subscription pricing keep the margin.

» MSOs have opened the door to private equity, led by plaintiffs' and insurance defense
platforms, while state rules diverge.

» Value rises with scale. Median SDE multiples climb from about 2x below $1M of revenue to
about 4.6x above $5M, with premiums for recurring revenue and low owner dependence.

+ Independent firms must choose whether to build, license, merge or do nothing, and the
timing of that choice drives value.

Three forces are converging. First, generative Al is compressing the hours required for document review, contract drafting,
legal research and due diligence, which puts direct pressure on the billable hour that still governs roughly 90% of legal
spend. Second, outside capital has found a route into a market that most states close to nonlawyer owners: the
management services organization (MS0), which separates a firm's nonlegal operations from its regulated legal practice.
Third, legal technology and information companies are acquiring Al-native tools at a record pace, while the largest AI
model developers have launched dedicated legal products.

Firm economics remain healthy. 2025 delivered the strongest demand growth in more than a decade, record billing rate
increases near 7%, and average profit growth of about 13% across larger firms. Corporate legal budgets are now
tightening, however, and clients increasingly expect Al efficiencies to show up on their invoices.

For independent firms, this forces a strategic choice: build technology in-house, license it at significant cost, merge with a
more technologically advanced firm or platform, or do nothing and risk losing staff and clients to better-equipped
competitors. Section 5 compares these paths. The result is a widening gap between firms that buyers will pay a premium
for and firms that will struggle to transfer. Recurring institutional clients, centralized intake, normalized partner
compensation, reliable financials and demonstrable technology-enabled efficiency now drive value more than headcount
or reputation alone. For a running view of the deal flow behind this report, see our analysis of how consolidation and AI are
reshaping legal services M&A in 2026.
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PERSPECTIVES

Northeastern Advisors

Investment Perspectives

Where we see the strongest acquisition opportunities in legal services, and what

separates the firms that will command premium valuations.

Where we see opportunity

Consumer practice Owner-led trusts and estates, elder law, family law and immigration firms with seven or more attorneys
platforms and $1 million to $3 million or more of normalized EBITDA. These practices combine recurring demand,
repeatable workflows and a fragmented seller base well suited to platform building.

Institutional defense Insurance defense, workers' compensation and employment defense firms with panel relationships and

practices recurring matter flow, which give investors the institutional revenue they underwrite most comfortably.

Intake-driven Personal injury and mass tort firms with centralized intake, measurable cost per signed case and

plaintiffs' firms diversified referral sources, where MSO capital is most active today. Contingency fee timing and state
rules require careful structuring.

Succession-driven Founder-led regional firms whose owners want liquidity and continuity, and where a combination or

regional firms MSO partnership solves a succession gap the firm cannot solve internally.

Technology-enabled Workflow software and tech-enabled service providers with proprietary operating data, which strategic

legal services acquirers continue to buy to deepen their Al capabilities.

Characteristics of premium firms

e Recurring or institutional clients, with no client above 10% to 15% of fees
* Normalized partner compensation and reliable monthly financials

* Leadership and client relationships that extend beyond the founder

¢ Centralized intake with tracked conversion and acquisition cost

* Fixed-fee or subscription revenue on repeatable work

* Documented workflows and measurable AI-enabled efficiency

e Clean claims history and a compliant ownership structure

Where we are cautious

* Sub-$1 million practices that depend on a single attorney

e Commoditized hourly work exposed to AI-driven price pressure

* Heavy reliance on one referral source or marketing channel

e Contingency pipelines without reliable case inventory data

e MSO structures in states that restrict fee arrangements, such as Colorado

* Valuations that assume AI savings rather than demonstrate them
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SECTION 1

Industry Landscape

1.1 Market Size & Structure

¢ NAICS 541110 / SIC 8111: Offices of lawyers

» Businesses: about 417,700 (about 427,800 establishments)

« Employment: about 1.4 million, an average of 3.4 employees per establishment
« Annual wages: about $156.6 billion

» Annual profit: about $45.2 billion

» Implied annual revenue: about $425 billion

» Global legal services market: about $1.1 trillion, compared with roughly $36 billion of global legal technology spend

The industry is defined by its long tail. The average establishment employs fewer than four people, and the vast majority of
firms are owned and run by the attorneys who founded them. At the other end, a small group of elite firms generates
billions in annual revenue. The largest U.S. plaintiffs' firm alone reports about $2.4 billion. This fragmentation is exactly
what attracts consolidators: thousands of profitable practices with uneven operations, limited succession plans and no
institutional capital.

Legal technology is about one-thirtieth the size of legal services. That ratio explains why software vendors, Al developers
and investors are all moving toward the delivery of legal work itself rather than selling tools alone.

1.2 Growth Outlook

Law firm revenue grew about 2.2% annually over the past five years, and long-term growth is projected at about 1.7%
annually. Those averages understate how unevenly growth is distributed. Demand in 2025 was the strongest since the
financial crisis, and smaller and midsize firms captured much of it as corporate clients moved work away from the most
expensive providers.

Projected U.S. law firm revenue, $ billions

NEA projection from the 2026 revenue base at about 1.7% annual growth

425 432 440 447 455 462

2026 2027 2028 2029 2030 2031

Key growth drivers include:

» Regulatory complexity, including sanctions, export controls, data privacy and Al governance
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Rising demand for cross-border transaction and international arbitration expertise
Consumer legal needs that remain largely unmet, particularly for lower- and middle-income households
Litigation volume in personal injury, mass torts and employment

Generational ownership transition, as founder-led firms seek succession and liquidity
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SECTION 2

Demand Drivers &

Client Segmentation

2.1 Practice Area Mix

U.S. law firm revenue by practice area

Share of industry revenue

Commercial law services - 43.0%
Other services I 25.3%
Criminal law, civil negligence &

y | 16.8%
personal injury
Real estate law I 8.8%
Labor & employment [ 6.1%

Commercial work remains the largest segment, but the practice areas drawing the most buyer attention are the volume-
driven ones: personal injury, insurance defense, workers' compensation, immigration, trusts and estates, and family law.
These practices combine repeatable workflows, centralized intake and marketing-driven client acquisition, which is where
an MSO or platform owner can add value.

2.2 Client Mix

U.S. law firm revenue by client type

Business & corporate clients . 69.8%
Households | 25.6%
Government & nonprofit [ | 4.6%

Corporate clients generate about seven of every ten dollars and are the most sophisticated buyers of Al-enabled services.
Household clients, about a quarter of revenue, are where AI-native consumer firms and technology-enabled platforms are
competing on price and convenience.

2.3 Current Demand Conditions

e 2025 was a peak year. Larger firms saw record worked-rate growth of about 7.3% and average profit growth of about
13%.

» Budgets are tightening. General counsel spending expectations have fallen to levels not seen since the pandemic, and
leading indicators point to softer demand through 2026.
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» Work is shifting down-market. Clients are moving matters from the highest-cost firms to midsize firms and alternative
legal service providers (ALSPs).

« Specialized demand is growing. Over 40% of legal professionals report higher demand for expertise in sanctions,
export controls, international arbitration and cross-border deals.
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SECTION 3

Cost Structure &

Margin Analysis

Law firms are people businesses. Compensation is the dominant cost, and the second-largest bucket, other costs, includes
professional liability insurance, technology, outside services and partner-related expenses.

Industry cost structure

Share of revenue

Wages | 36.7%
Other costs | 35.5%
Profit 10. 6%
Rent ] 9.6%
Purchases [ | 3.4%
Marketing [ 3.0%
Depreciation B 0.9%
Utilities | 0.3%
Operating Benchmarks
BENCHMARK INDUSTRY AVERAGE
Average profit margin 10.6%
Pretax profit, owner-operated practices (before owner compensation) ~30%
Revenue per employee $304,164
Average employees per establishment 3.4
Average wages per employee $111,644

The spread between reported profit margin and owner-level pretax profit reflects partner compensation. Normalizing that
compensation to market rates is the single most important adjustment in valuing a law firm. In many practices, what looks
like profit is really the owner's salary for doing legal work.

Marketing is a small line on average but a large one in consumer practices. Personal injury and immigration firms can spend
a meaningful share of revenue acquiring clients, which is why intake conversion and cost per signed case are central
metrics for MSO investors.
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SECTION 4

The Impact of Al

on Legal Services

Al adoption has become widespread across surveyed legal professionals in under three years, although implementation
sophistication and measurable financial returns vary substantially by firm size and practice area. The question for owners
and buyers is no longer whether a firm uses Al, but whether AI changes its economics in a way a buyer can measure and
keep.

4.1 Adoption

Al adoption indicators across the legal profession
Self-reported survey results; survey populations and periods differ. See About the Data.

Use at least one AI tool in daily work
| 92%
(global survey)
ror ok, 026 A 69%
for work, 2026 ©
Personally use general-purpose Al I o
/0

for work, prior year

Save 6% to 20% of weekly time with

R %
Al 62%
Report revenue gains after adopting

AT | ~51%

Adoption is uneven by size. Firms with more than 50 lawyers have adopted generative Al at roughly twice the rate of
smaller firms, and the largest firms are now building proprietary platforms. One elite firm has committed $500 million over
three to four years to an internal Al platform it will not license to competitors. Smaller firms largely rent the same tools as
their peers, which raises the floor for everyone but creates little competitive advantage.

Deployment is also moving from individual assistance toward connected workflows and agentic systems. Each stage raises
a different economic question for owners and buyers:

STAGE ILLUSTRATIVE APPLICATIONS ECONOMIC QUESTION

Assistance Summarization, research, first drafts Does professional time per matter decline?
Integrated workflows Case intake, matter updates, document processing Does throughput increase reliably?

Agentic execution Multistep tasks with approvals and audit trails Can work be completed safely at a lower unit cost?

The most durable advantages are likely to belong to firms and platforms that control distribution, proprietary data, client
relationships, workflow integrations and quality assurance, rather than any single software feature.
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4.2 Where AI Changes the Work

» Document review and eDiscovery: review time reduced by an estimated 60% to 70%
* M&A due diligence: up to 75% efficiency gains compared with manual review

» Contract drafting and generation: production costs per contract reduced by up to 60%
» Across legal use cases broadly: efficiency gains of 25% to 50%

» Legal research, intake triage, invoice review and matter reporting: increasingly handled by agentic workflows
connected to firm systems

Earlier surveys of corporate legal departments already showed high expectations: nearly eight in ten legal leaders expected
AI to have a moderate to significant long-term impact on how legal work is performed, and almost half expected some
legal tasks to become entirely obsolete. Adoption has since moved well past those early expectations.

Leverage varies by practice area:

PRACTICE AREA POTENTIAL AI APPLICATIONS STRATEGIC RELEVANCE

Trusts & estates Drafting, workflow organization, probate administration Specialty relationships with standardized
administration

Family law Intake, chronology preparation, case communications Local reputation supported by centralized operations

Immigration Forms, document review, deadlines, status tracking High process intensity

Personal injury Intake, records retrieval, case screening, case Scale and intake conversion economics
management

Corporate & Contract comparison, diligence, compliance Knowledge-driven delivery

commercial

Litigation Discovery, document analysis, research Human judgment remains central

Automation potential does not mean attorney replacement. Legal analysis, advice, advocacy and professional responsibility
remain matters of human judgment. Buyers should test actual adoption, exception rates, data rights and implementation
cost rather than rely on marketing claims about Al

4.3 The Billable Hour Under Pressure

A firm that adopts Al under hourly pricing spends its own money to shrink its

own invoice.

The pricing gap between clients and firms

Survey responses; the 73% and 6% figures come from an earlier survey of corporate legal departments

In-house teams expecting lower
costs from firms' AI use

N 73%
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In-house teams expecting firms to

. 71%
change commercial models

Legal departments expecting less
reliance on the billable hour (global
survey)

62%

In-house teams reconsidering firms

0o/
that don't show Al value 32%

Firms that have changed pricing in

28%
response to Al 8%

Corporate legal teams reporting
direct savings from firms' AI

6%

Clients are already writing this into outside counsel guidelines. Several large corporate legal departments now prohibit
firms from passing AI-generated work product costs through to invoices. Only about 15% of in-house professionals expect
law firm fees to hold steady or rise as AI use grows.

We expect the billable hour to persist for bespoke, high-stakes matters. Repeatable work is moving to fixed-fee,
subscription, portfolio, budget-based and outcome-based pricing. Firms that make this shift capture Al efficiencies as
margin. Firms that do not will see those efficiencies handed to clients as lower bills.

4.4 Four Competitive Positions

POSITION WHO OUTLOOK

Elite incumbents with The largest firms, building and owning Al trained on Defend bet-the-company work and likely grow

proprietary platforms their own precedent and judgment stronger

Al-native law firms New entrants that employ lawyers and price per Win high-volume, bounded work such as
document or per outcome rather than per hour commercial contracts and consumer claims

Tools that become firms Legal AI vendors and vertical software platforms Growth requires moving into delivery, at the risk
acquiring regulated firms through ABS structures of competing with their own customers

The mid-market Thousands of midsize practices renting the same Squeezed from above and below; the most likely
tools as their competitors consolidation targets (see Section 5)

4.5 Big Tech and Model Developers Enter Legal

2026 is the year the largest AI companies entered legal directly. Leading model developers launched dedicated legal
products with practice-area agents and connectors to document management, eDiscovery and research platforms. A major
cloud provider launched an enterprise legal AI environment with several elite firms as launch customers. A leading AI lab
hired a legal tech founder to run its legal vertical. The largest legal AI vendor released its own post-trained model, and a
major legal information company invested $40 million in a proprietary large language model for professional work.

For buyers, this matters because general-purpose Al will be widely and cheaply available. The defensible assets are what
models cannot scrape: proprietary precedents, outcome data, documented workflows, client relationships and specialized
expertise.
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4.6 AI Economics: Who Keeps the Savings?

Productivity gains do not automatically become profit. Whether Al raises EBITDA depends on how the firm prices its work
and what it does with the capacity it frees up. The illustration below follows a hypothetical $10.0 million practice through
four outcomes.

Starting point: $10.0 million of revenue, $5.0 million of attorney and staff compensation, $2.5 million of other operating
costs (rent, insurance, marketing, technology and administration) and $2.5 million of EBITDA, a 25% margin. The AI
assumption: Al cuts the time required on half of the firm's work by 20%, freeing about 10% of total professional capacity,
at a cost of $200,000 a year for software, implementation and training.

SCENARIO REVENUE COMPENSATION OTHER COSTS AI COST EBITDA MARGIN VALUE AT 6.0X
Before AI $10.0M $5.0M $2.5M n/a $2.5M 259% $15.0M
A. Hourly billing, same matters, same $9.0M $5.0M $2.5M $0.2M  $1.3M 14% $7.8M
staff

B. Hourly billing, freed hours filled $10.0M $5.0M $2.5M $0.2M  $2.3M 23% $13.8M

with new matters

C. Fixed fees, same matters, leaner $10.06M $4.5M $2.5M $0.2M $2.8M 28% $16.8M
staffing
D. Fixed fees, same staff, 10% more $11.06M $5.0M $2.6M $0.2M $3.2M 29% $19.2M
matters

» A.Billable hours fall 10%, so revenue falls $1.0 million. Compensation and other costs are unchanged, and the $0.2 million
Al cost is added. Revenue of $9.0 million less $5.0 million of compensation, $2.5 million of other costs and $0.2 million of Al
cost leaves $1.3 million of EBITDA.

e B. The firm wins enough new matters to bill the freed hours, so revenue is unchanged. The only change is the $0.2 million AL
cost.

e C. Clients pay the same fixed fee per matter, so revenue is unchanged. Because 10% less professional time is needed,
compensation falls 10% ($0.5 million) through attrition and slower hiring. Net of the $0.2 million Al cost, EBITDA rises $0.3
million.

 D. Staffing stays at $5.0 million, and the freed 10% of professional time handles 10% more matters at the same fixed fees,
adding $1.0 million of revenue. The new matters require no additional attorney or support staff time, but the firm spends

$100,000 more on marketing and intake to win them. EBITDA rises $0.7 million after the AI cost.
Hypothetical NEA illustration, not a forecast. The 6.0x multiple is held constant for comparison

only. Results for any firm will depend on its pricing, demand, staffing and implementation costs.

* Who keeps the savings depends on pricing. Under hourly billing, efficiency flows to the client unless the firm fills the
freed hours. Under fixed or subscription fees, the firm keeps the margin.

« Fewer lawyers or more matters? In the near term, most firms will use Al to handle more matters per attorney rather
than cut headcount, which makes demand and intake capacity the binding constraint.

» Fixed-fee practices are positioned to outperform. Estate planning, immigration, consumer and many defense
practices already price by the matter, so Al efficiency converts directly into margin.

« What earns a higher multiple. Buyers pay for capabilities that are proprietary and transferable: owned precedent and
workflow libraries, outcome data, integrated intake and matter systems, and a track record of margin improvement.
Rented tools that every competitor can buy do not justify a premium.

Section 7.4 shows how a sustained margin gain translates into enterprise value.
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4.7 The Talent Pyramid

AI removes much of the routine work traditionally assigned to junior associates and paralegals. That improves short-term
margins but creates a long-term risk. Firms that cut junior hiring without redesigning how lawyers are trained may weaken
their future partner pipeline. Legal operations, data and technology roles are growing as a share of headcount, and

corporate legal departments expect their own composition, seniority mix and use of outside counsel to change materially.
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SECTION 5

The Independent Firm's

Choice: Build, License,
Merge or Do Nothing

For independent small and midsize firms, Al and consolidation have turned
technology strategy into an ownership decision.
Clients expect Al-driven efficiency, competitors are investing, and talented lawyers and staff can see which firms are

keeping up. Every independent firm now faces four broad paths. Doing nothing is also a choice, with its own consequences
for pricing, recruiting and the value of the firm when the owners eventually step back.

PATH 1

Build it yourself

Develop proprietary tools, data and workflows in-house, typically by hiring technologists and building on top of commercial
AI models.

COST High and ongoing. Engineering talent, data preparation, security and maintenance. At the top of the market, one
firm committed $500 million to its platform.

UPSIDE Real differentiation and an owned asset built from the firm's own precedent and judgment.

RISK Execution risk, scarce technical talent, and current partners funding an asset whose value they may not capture at
retirement.

BEST FIT The largest firms, or specialists with unique data and a narrow, repeatable workflow.

PATH 2
License the technology
Subscribe to legal Al intake, practice management and workflow platforms, or acquire a small technology business outright.

COST Often more than expected. Per-seat licenses rise as vendors price on value, plus integration, data cleanup, training
and change management.

UPSIDE Speed to capability with proven tools.

RISK Little differentiation when competitors rent the same tools, vendor dependence, weak adoption, and savings
passed straight to clients under hourly billing.

BEST FIT Firms with standardized work, management capacity to implement, and a willingness to change pricing.
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PATH 3
Merge with a larger platform

Merge with a more technologically advanced firm, join an MSO-backed platform, or sell to a consolidator.
COST Shared control and economics, earnouts or rollover equity, and integration effort.

UPSIDE Immediate access to technology, capital, intake, recruiting and back-office support, plus liquidity and a succession
path.

RISK Cultural fit, loss of autonomy, services agreement terms, integration disruption and state regulatory limits.

BEST FIT Owner-led firms with solid earnings, a succession need, or growth limited by capital and infrastructure.

PATH 4

Do nothing

Continue the current model with selective, low-cost upgrades, relying on reputation and relationships.
COST Lowest in the near term, and highest if the market moves faster than the firm.

UPSIDE Full control, culture and client relationships preserved.

RISK Price pressure on repeatable work, staff attrition to better-equipped firms, client guidelines the firm cannot meet,
and a shrinking pool of buyers at exit.

BEST FIT Bespoke, relationship-driven or niche practices with a clear internal succession plan.

5.1 The Talent Question

Technology strategy is increasingly a retention strategy. Associates, paralegals and operations staff can see the difference
between a firm where Al handles first drafts, intake and document review and a firm where they still do that work by hand.
Better-equipped firms and platforms can offer less administrative work, faster skill development, higher capacity per
lawyer and, in some MSO structures, equity participation. Firms that fall behind risk losing the people they most need, and
lateral departures can take client relationships with them.

Clients are applying the same test. Outside counsel guidelines and RFPs increasingly ask how firms use AI, and about a
third of in-house teams say they are reconsidering firms that cannot show Al-enabled value. A firm can lose both its people
and its clients to the same competitor.

5.2 Most Firms Will Blend Paths

In practice, few independent firms will follow a single path. A common sequence is to license proven tools now, document
workflows and organize the firm's own data, then evaluate a combination or platform partnership from a position of
strength. The key is timing. A firm that partners while its financials, staff and client base are healthy negotiates from
leverage. A firm that waits until attrition or pricing pressure shows up in its results negotiates from weakness, and buyers
price that in.
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5.3 Questions Owners Should Answer

1 What share of revenue comes from repeatable work 2 Can the firm fund a multi-year technology investment
exposed to Al-driven price pressure? from partner distributions, and will the partners
paying for it be there to benefit?

3 Does the firm have the management capacity to 4 Which attorneys and staff would be hardest to
implement and drive adoption, not just buy licenses? replace, and what would it take for a competitor to
recruit them?

5 What is the owners' timeline, and does the succession 6 What would a partner or platform provide that the firm
plan depend on someone who could leave? cannot build or buy in time?

Northeastern Advisors helps independent firms weigh these options objectively, including MSO partnerships, combinations
with technology-enabled platforms, and outright sales. Owners can start with a confidential valuation and exit planning
assessment, explore our legal services M&A advisory, or read how MSO partnerships are structured.
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SECTION 6

Private Equity, MSOs

& Consolidation

Most U.S. jurisdictions follow some version of ABA Model Rule 5.4, which bars nonlawyers from owning a law firm, sharing

legal fees or directing a lawyer's professional judgment. Outside capital has therefore entered through structures that keep
the regulated practice in lawyers' hands. For a full treatment of how these structures work, see our guide to law firm MSOs

and how private equity is investing in law firms.

6.1 How the MSO Model Works

REGULATED UNREGULATED

Law Flrm Fair-value fees MSO

o Owned by lawyers ) Nonlegal o Marketing and intake

o Legal judgment and strategy services * Technology and Al

o Client relationships, conflicts, governed by an e Finance, billing, HR, recruiting
privilege MSA * Facilities and procurement

e Trust accounts and supervision

i INVESTORS |
Hold equity in the MSO. Founders may
! receive cash, roll equity and share in :
| platform growth.

An MSO is not a loophole. Regulators look at actual economics and governance, not labels. Fees must reflect fair value for
defined services, and in a growing number of states they cannot be tied to the firm's revenue, profits or case outcomes.
Owners should understand which decisions and economics they will control after closing, and how the structure complies
in every jurisdiction where the firm practices.

Investors value the cash flows legitimately available to the MSO under the services agreement, not the entire earnings of
the affiliated law firm. A firm earning $5 million may support a much smaller stream of MSO fees, and that fee stream is
what the investor prices.
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6.2 Notable 2026 Law Firm Investment Activity

FIRM /
PLATFORM

Orion Legal (MSO
for plaintiffs'
firms)

Rafi Law Group
(AZ, personal
injury)

Wood Smith
Henning &
Berman
(insurance
defense, 550+
lawyers)

Morgan & Morgan
(plaintiffs, ~$2.4B
revenue)

Massumi +
Consoli (Los
Angeles)

Rimon PC

Market-wide

INVESTOR /
STRUCTURE

Uplift Investors

Private equity

investment in Rafi Law

Services MSO

Private equity sponsor

(reported to be
Charlesbank), MSO
structure

Exploring a minority

stake sale

Trive Capital; launched
ElevenHundred+ MSO

Back office (Briefly)
sold to AlpineX

MSO transactions

DETAIL

Platform formed January 2026; five partner-firm
deals announced; partner firms include Dudley
DeBosier (LA), Hughes & Coleman (KY), John
Foy & Associates (GA), Bottaro Injury Lawyers
(RI) and Rainwater, Holt & Sexton (AR); sponsor
closed a $670M debut fund in July

$125M investment at a reported ~$450M MSO
valuation, among the largest disclosed deals of
its kind

Letter of intent signed in August 2026 after an
auction of the nonlegal business; reported
enterprise value of about $700M, roughly 18x
2025 adjusted EBITDA of $38.2M

Reported potential raise above $1B, with a
possible future public listing

Investment focused on AI, workflow automation
and data science; sponsor does not own the firm

Nonlegal operations separated and sold to
private equity

About 25 MSO transactions closed by a single
leading law firm advisor, with roughly 100 more
in progress and conversations with half of the
Am Law 100

STATUS

Completed

Announced

LOI signed, not closed

Exploring

Announced

Completed

Advisor-reported

Interest now extends to the largest firms. Several Am Law 100 firms have met with investors or formed internal groups to
evaluate outside capital, though no top-tier firm has completed an MSO transaction. Completed deals remain concentrated
in the mid-market, particularly plaintiffs' and insurance defense practices.
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6.3 Legal Technology & Al Acquisitions

ACQUIRER TARGET VALUE RATIONALE STATUS

Clio vLex (2025) ~$1B Practice management software combined Completed
with legal research and AI capabilities

RELX Doctrine (French legal AI, Undisclosed Content and European distribution Completed
(LexisNexis) 27,000 daily users)

Wolters Brightflag (2025); Libra ~$500M; ~$105M Legal spend management and an Al Completed
Kluwer (2025) workspace for legal professionals
Mitratech BotDojo Undisclosed AI agent orchestration for intake triage, Announced

invoice review and contract turnaround

Epiq Canopy Undisclosed Agentic Al for data-breach document Completed
review
Elevate Lupl Undisclosed Al-native legal project management Completed
supporting fixed-fee and subscription
pricing
Carta Avantia (UK law firm) Undisclosed A vertical software platform buying a Completed
regulated firm, now operating as Carta
Law
Legora Walter, Qura, Graceview, Undisclosed Capability acquisitions by a legal AI Completed
Cadastral and others vendor valued at about $5.5B
Harvey Multiple 2026 Undisclosed Capability build-out; raised $550M at a Completed
acquisitions $15.5B valuation in September 2026

Legal tech venture funding reached a record $4.6 billion in 2025 and exceeded $2.2 billion in the first part of 2026. The
two largest legal AI vendors completed about eight acquisitions between them in 2026. Valuations of roughly 40x to 55x
revenue are pricing in a move from software into the delivery of legal work. For more on this convergence, see Al
acquisitions, MSO expansion and new ownership models and why legal services M&A is converging around scale, workflow
and control.
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6.4 The Regulatory Map

JURISDICTION

POSITION ON OUTSIDE OWNERSHIP AND MSOS

Most states (ABA Model
Rule 5.4)

Arizona

Utah
District of Columbia

Puerto Rico (2025)

California (AB 931)

Colorado (HB 26-1421,
effective Aug. 12, 2026)

Illinois (Public Act 104-
0801, effective Aug. 7,
2026)

Texas

England & Wales

Nonlawyer ownership and fee sharing generally prohibited; MSOs used for nonlegal services

Licensed alternative business structures permitted since 2021; 151 licensed entities as of early
2026, including a Big Four accounting firm's law affiliate

Regulatory sandbox for nontraditional legal providers, narrower than Arizona
Limited nonlawyer partners permitted; passive private equity ownership not allowed

Up to 49% nonlawyer ownership; firms must be run by lawyers licensed in Puerto Rico,
nonlawyers may not interfere with professional judgment, and the rule will be reviewed after
three years

Restricts fee sharing with out-of-state ABS firms until 2030

Signed June 2026. Effectively bars ABS entities and fee sharing through them; MSOs may not be
paid based on profits, recoveries or settlements; flat-fee and hourly MSO compensation remains
permitted. Scheduled to sunset September 1, 2029

Permits MSOs but bars nonlawyer-controlled entities from charging fees tied to firm fees, revenue
or profits, controlling client records, or hiring and firing attorneys; MSO agreements must be
disclosed in client contracts. Applies to firms under $300M of annual revenue and to
contingency-fee-focused firms; statutory damages of $10,000 per violation

Ethics guidance permits MSO equity where the MSO is not paid a share of legal fee revenue

Outside ownership permitted since 2007, subject to regulatory approval

Summarized from public reports as of October 2026 and not legal advice. Several of these rules
took effect in 2026 and are still being interpreted; confirm current status with professional
responsibility counsel. Rules are changing quickly. State-by-state analysis of ownership, fee
sharing, independence, client consent and data ownership should begin before a sale or

recapitalization is marketed.

6.5 Where Capital Is Going

» Personal injury and mass torts: high-volume, marketing-driven intake with large contingency fee pipelines

» Insurance defense and workers' compensation: institutional clients, recurring matters and centralized billing

« Immigration, trusts and estates, and family law: repeatable consumer workflows suited to technology-enabled

delivery

« Employment defense, real estate and compliance: likely next as structures mature

» Legal workflow and AI software: embedded tools with proprietary operating data

The consumer practices are not interchangeable. Estate planning often depends on referrals from wealth managers. Family
law requires careful handling of intensely personal matters. Immigration is sensitive to regulatory and processing changes.
Platform underwriting should focus on recurring demand, lawyer retention, brand reputation, sustainable client acquisition
costs, cash conversion and the economics of the services agreement. A national footprint does not by itself produce
national economies of scale.
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Northeastern Advisors advises acquirers, investors and law firm owners across legal services, including consumer practices
such as family law, immigration and trusts and estates, defense practices and technology-enabled legal businesses. Learn
more about our legal services M&A advisory and our retained acquisition search services.

6.6 What This Means for Buyers and Sellers

FOR SELLERS AND FIRM OWNERS

Prepare before you market: normalize partner compensation, separate practice-level profitability and clean up work in
process

Know which structure your state allows before choosing between a sale, merger or MSO partnership
Understand that rollover equity is not cash and that earnouts tied to retention shift risk back to you
Document how AI and workflow tools improve margin, turnaround or capacity; buyers pay for proof

Move while results are strong; attrition and pricing pressure reduce leverage quickly

FOR BUYERS AND INVESTORS

Underwrite the cash flow available to the MSO, not the law firm's total earnings

Test client and referral concentration, attorney retention and contingency pipeline quality
Diligence services agreements, termination rights and data ownership as closely as financials
Discount AI savings that are assumed rather than measured

Plan integration practice by practice; standardization that damages client service destroys value
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SECTION 7

Valuation Environment

& M&A Multiples

7.1 Rules of Thumb
METHOD TYPICAL VALUE NOTES
Percent of annual fee revenue 90% to 100% Estate planning work approaches 100%; often paid partly through an
earnout
Seller's discretionary earnings ~4.0x Includes work in process
(SDE)
EBIT ~3.5x
EBITDA ~3.5x Rises with size, recurring revenue and reduced owner dependence

Rules of thumb describe typical owner-dependent practices. The 6.0x EBITDA multiple used in
the illustrations in sections 4.6 and 7.4 reflects larger firms with normalized compensation and
institutional clients, in line with the medians for firms above $1 million of revenue in section 7.2.

7.2 Median Transaction Multiples by Firm Size

REVENUE PRICE / REVENUE PRICE / GROSS PROFIT PRICE / SDE PRICE / EBITDA EBITDA, PRIOR DATA

BAND

Under 0.62x 0.62x 1.95x 2.43x 2.23x
$1M
$1M to 0.37x 0.73x 3.31x 6.49x 6.01x
$5M
Over 1.19x 1.19x 4.64x 5.14x 5.89x
$5M

Medians of U.S. private law firm transactions. Price reflects invested capital. Prior data reflects
the 2023 transaction update. The EBITDA medians do not rise with size because owner
compensation depresses reported EBITDA in $1M to $5M practices, few transactions exceed
$5M, and recorded prices often exclude earnouts. SDE is the more reliable size comparison for
owner-led practices.
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Median price multiples by revenue band

SDE multiples rise steadily with firm size. EBITDA medians are distorted by how owner compensation is
reported in smaller firms.

B Price /SDE M Price/EBITDA M Price / Revenue

Under $1M $1Mto $5M Over $5M

7.3 Key Valuation Insights

» Value rises with scale. Median SDE multiples climb from 1.95x below $1M of revenue to 3.31x at $1M to $5M and
4.64x above $5M. Sub-$1M practices trade low because value is tied to one attorney.

» Read EBITDA medians with care. The EBITDA medians appear to fall from 6.49x to 5.14x as firms grow, which runs
against normal market logic. In $1M to $5M practices, owners often take earnings as compensation, which shrinks
reported EBITDA and inflates the multiple. Deals above $5M are few, and their recorded prices often exclude earnouts
and deferred consideration. Larger firms with institutional clients, normalized compensation and professional
management generally command higher multiples, not lower ones.

» Revenue multiples mislead. Revenue multiples vary widely because margins vary widely. Earnings-based multiples,
after normalizing partner compensation, are the most reliable predictor of value.

» Buyers underwrite integration, not history. In one 2026 UK transaction, a consolidator paid about 0.9x revenue for
operations earning a roughly 4% margin, on the expectation that integration would lift margin toward 18%. That
equates to about 5x pro forma profit and shows how much buyers pay for synergy they can control.

» Platform equity is priced differently. MSO equity in a scaled, multi-office platform with centralized intake and recurring
revenue is valued more like a services business than a professional practice. In August 2026, a 550-lawyer insurance
defense firm signed a letter of intent for its nonlegal operations at a reported enterprise value of about $700 million,
roughly 18x its 2025 adjusted EBITDA. That is far above small-firm medians, although the deal has not closed and MSO
economics differ from firm-level earnings.

e Alis a premium only when it shows up in the numbers. Higher margins, faster turnaround, better intake conversion or
fixed-fee revenue earn a premium. Al use alone does not.

» Law firm EBITDA is not MSO cash flow. In an MSO structure, investors value the earnings legally and contractually
available to the MSO under the services agreement, not the full profit of the law firm.

7.4 Illustration: What a Margin Gain Is Worth

Consider a practice with $10 million in revenue and a 25% adjusted EBITDA margin. If Al-enabled efficiency sustainably
lifts the margin to 30%, adjusted EBITDA rises by $500,000. At an unchanged 6.0x multiple, that adds $3.0 million of
enterprise value.
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METRIC BASE CASE IMPROVED CASE
Revenue $10.0M $10.0M
Adjusted EBITDA margin 25% 30%
Adjusted EBITDA $2.5M $3.0M
Illustrative value at 6.0x $15.0M $18.0M

Hypothetical scenario only. A 5-point margin gain or a 6.0x multiple is not representative of or
achievable for every firm. Implementation costs, realization, attorney compensation, pricing
pressure and regulatory limits on MSO economics can offset the gains.

To estimate where your firm falls in these ranges, start with our business valuation calculator or a full valuation and exit
planning assessment.
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SECTION 8

Strategic & Operational

Value Drivers

8.1 Client Durability
* Repeat and institutional clients, with no single client above 10% to 15% of fees
» Referral sources that belong to the firm rather than one partner
» Evidence that clients have transitioned successfully between attorneys in the past

e Matter backlog and pipeline visibility

8.2 Partner Alignment & Owner Dependence
* Normalized, documented partner compensation and origination credit
« Second-generation leadership capable of running the firm
» Retention of rainmakers and key attorneys through closing and beyond

» Firms heavily dependent on one founder typically see discounts or larger earnouts

8.3 Practice Economics
» Realization and collection rates, with clean work-in-process and receivables
» Practice-level profitability, so profitable and weak practices can be separated

« Cash cycle by practice area, particularly for contingency fee pipelines

8.4 Technology, Workflow & Data
» Centralized intake with tracked conversion and cost per signed matter
» Documented workflows and precedent libraries that do not live in one lawyer's head
e Measurable Al-enabled gains in capacity, turnaround or margin

« Clear ownership of client data, phone numbers, domains and marketing accounts

8.5 Regulatory Structure & Risk

e Clean malpractice and disciplinary history, with adequate tail coverage
« Compliance with ownership and fee-sharing rules in every state of practice

e Sound trust account practices and conflicts systems
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SECTION 9

M&A Financing

& Deal Structures

9.1 Sub-$10M Transactions

» Cash at closing: often 50% or less of the purchase price for small and midsize practices
« Earnouts: commonly tied to client retention or collected fees over two to three years
« Seller financing: widely used, particularly in attorney-to-attorney succession sales

» SBA 7(a) financing: available to qualified buyers, typically structured around 10% buyer equity, up to 10% seller
financing and a 10-year term. Recent rule changes affect eligibility; see our guides to the new SBA acquisition rules for
October 2026 and SBA citizenship rules.

« Transition period: sellers typically remain for 12 to 36 months to transfer client relationships

9.2 Institutional and MSO Transactions

» MSO recapitalization: investor acquires majority or minority equity in the MSO, with founders rolling a meaningful stake

» Rollover equity: founders share in platform growth and a future exit; stated equity value is not cash at closing

« Deferred consideration: one 2026 transaction paid two-thirds at closing and one-third over three anniversaries, partly
tied to retention

« Carve-outs: buyers increasingly acquire selected practices and leave others for separate sale

+ Management services agreement terms: fee basis, term, termination rights, data and IP ownership, and reserved
lawyer decisions determine much of the real economics

Alternatives include a traditional merger, an internal partner buyout, combination with a larger firm, a licensed ABS where
permitted, growth capital or debt, or employee ownership, which several UK consolidators now use. Each offers a different
mix of cash, control and autonomy. Our M&A process timeline outlines what to expect from preparation through closing.
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SECTION 10

Buyer Due Diligence

Focus Areas

2026 LEGAL SERVICES INDUSTRY REPORT

Law firm diligence blends financial, operational and professional responsibility review. For how buyers weigh each side, see

legal vs. financial due diligence: what buyers scrutinize most.

OPERATIONAL
« Transition timeline and key personnel

» Intake process, conversion rates and
marketing efficiency

» Practice management, billing and document
systems

« Attorney and staff retention

REGULATORY & ETHICS

» Claims and disciplinary history

o Trust account compliance

« Conflicts systems and legacy matters

e Ownership and fee-sharing compliance by
state
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FINANCIAL

Normalized partner compensation and
adjusted EBITDA

Realization, collections and work in process
Client and referral concentration

Contingency fee pipeline and case inventory
valuation

Earnings available to the MSO under the
services agreement

STRATEGIC & TECHNOLOGY

Repeat client base and ability to transition
key clients

Measurable results from AI and automation
Ownership of data, workflows and precedent

Exposure of revenue to Al-driven price
pressure

Confidentiality, data security and Al
governance controls

Whether operations can be standardized
without damaging client service


https://northeasternadvisors.com/legal-vs-financial-due-diligence-what-buyers-scrut/
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SECTION 11

Key Risks

» Regulatory: ethics, ownership and fee-sharing rules vary by jurisdiction and are changing quickly.

» Professional liability: AI hallucinations, confidentiality breaches and supervision failures create malpractice exposure.
Insurers are adding Al exclusions to some policies.

» Valuation: prices can reflect synergy or growth assumptions that operating results do not support.
» People: attorney retention and client relationships can erode during integration.

» Technology: undifferentiated Al products may be displaced by incumbent software providers and the large model
developers.

» Macro: political, regulatory and economic shifts affect practice areas differently, particularly immigration and corporate
transactional work.
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SECTION 12

Future Outlook

» MSO activity will accelerate, led by plaintiffs' and insurance defense platforms, with the first top-tier firm transaction
likely to prompt a regulatory response.

« State rules will diverge further. More states may follow Arizona, while others follow Colorado in restricting MSO
economics. Multistate platforms will need jurisdiction-specific structures.

* Pricing will move away from pure hourly billing for repeatable work, and firms that own their workflows will capture
the margin.

« Legal AI vendors and vertical software platforms will move into delivery, likely through ABS structures and
acquisitions of regulated firms.

« The mid-market will consolidate. Firms without the scale to build proprietary technology will increasingly join

platforms, merge or sell.

» Partner economics will shift from annual profit shares and book-value capital accounts toward equity tied to long-term
platform value.

Underwriting quality will matter more than headline deal volume. The durable winners will combine professional expertise
and judgment with scalable delivery infrastructure. Buyers should look for proven rather than theoretical efficiencies.
Owners should prepare by improving financial reporting, reducing founder dependence and documenting how the firm
actually works.
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CONCLUSION

Conclusion

Legal services is moving from a partnership model built on hours to a platform model built on workflow, data and capital.
The window is favorable for well-prepared owners: buyer interest is broad, capital is available, and 2025 earnings provide a
strong base. That window is also narrowing as Al resets client expectations and states tighten rules on outside investment.

Owners who prepare now, with clean financials, normalized compensation, transferable client relationships and a
compliant structure, will have the most options. Northeastern Advisors advises law firm owners, legal services businesses
and acquirers on sales, MSO partnerships and acquisitions. Learn more about our legal services M&A advisory, our sell-side
process and our strategic acquisition advisory, or schedule a confidential consultation.

Evaluating a Legal Services Acquisition or Strategic Partnership?

Northeastern Advisors advises law firm owners, strategic acquirers, private equity firms and family offices on
acquisitions, business sales and investment partnerships throughout the United States.

Whether evaluating a potential sale, an MSO partnership, an acquisition strategy or a succession plan, our team

combines three decades of M&A experience with AI-native transaction sourcing and execution capabilities.

For a confidential discussion about acquisition opportunities, law firm valuations or strategic alternatives, contact
Northeastern Advisors at (646) 461-6630 or visit northeasternadvisors.com.

SCHEDULE A CONFIDENTIAL CONSULTATION
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METHODOLOGY

About the Data

This report combines national industry benchmark data, published transaction data, survey research, public deal
announcements and Northeastern Advisors analysis. The figures use different definitions and populations and should not
be treated as directly comparable.

Market size and benchmarks

Business and establishment counts, wages, profit, margins, cost structure and revenue per employee come from the
Business Reference Guide (Business Valuation Resources, LLC), 2026 edition, for offices of lawyers (NAICS 541110). The
roughly $425 billion revenue figure is an NEA estimate, calculated by dividing total wages by average wages per employee
and multiplying by revenue per employee. It covers law firms only and excludes corporate legal departments, alternative
legal service providers and legal technology.

Profit measures

The 10.6% average profit margin is measured after owner compensation across all firms, per the Business Reference
Guide. The roughly 30% pretax figure applies to owner-operated practices before owner compensation. The two
measures answer different questions.

Growth and projections

Historical and projected annual growth rates come from the Business Reference Guide. The 2027 to 2031 revenue
projection is an NEA projection that applies the 1.7% projected growth rate to the 2026 estimate.

Transaction multiples

Median multiples come from DealStats (Business Valuation Resources, LLC), a national database of U.S. private company
transactions, as reported in the Business Reference Guide, last updated October 2025. Price reflects market value of
invested capital. Sample sizes in the larger revenue bands are small, and the treatment of earnouts varies by transaction.

Al adoption and pricing

The 92% Al tool use, weekly time savings, revenue impact and billable-hour expectation (62%) figures come from the
Wolters Kluwer Future Ready Lawyer 2026 survey, an online survey of 810 lawyers in the United States, China and eight
European countries conducted August 8 to 25, 2025. Corporate legal department expectations (79%, 73% and 6%) come
from Deloitte Legal's The Future of Legal Work? The Use of Generative AI by Legal Departments (June 2024), a survey of
senior legal leaders at 43 corporate legal departments. Adoption by firm size and pricing/client-behavior figures are
drawn from published 2025-2026 legal-industry survey research; productivity estimates for specific tasks come from
published case studies.

Transactions

Deal information was compiled from public announcements and press reports through October 2026. Each transaction is
labeled completed, announced, letter of intent, exploring or reported. Deal values, completion status, company valuations
and 2026 regulatory developments were rechecked against public announcements and statutory text in October 2026.
Reported terms have not been confirmed by the parties, and most consideration is undisclosed.

Regulation

Regulatory summaries reflect public information as of October 2026 and are not legal advice.
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Illustrations

Scenario tables in sections 4.6 and 7.4 are hypothetical NEA illustrations, not forecasts.
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FAQ

Frequently

Asked Questions

Can private equity own a U.S. law firm?

In most states, no. ABA Model Rule 5.4 and its state versions generally bar nonlawyers from
owning a law firm or sharing legal fees. Arizona licenses alternative business structures, Utah
runs a regulatory sandbox, and the District of Columbia and Puerto Rico allow limited nonlawyer
ownership. Elsewhere, investors typically invest in an MSO that provides nonlegal services to a
lawyer-owned firm.

What multiple do law firms sell for?

Rules of thumb place small and midsize practices at roughly 90% to 100% of annual fee
revenue, about 4.0x SDE, or about 3.5x EBITDA. Median SDE multiples rise with size, from about
2x for firms under $1 million in revenue to about 3.3x for $1 million to $5 million and about 4.6x
above $5 million. Scaled platforms with recurring, institutional revenue can command more.

What is a law firm MSO?

A management services organization handles a firm's nonlegal functions, such as marketing,
intake, technology, finance, HR and facilities, under a long-term management services
agreement. Lawyers keep ownership and control of the legal practice, while investors can own
equity in the MSO.

How is AI affecting law firm valuations?

Al compresses the time required for repeatable work, which pressures hourly revenue. Buyers
reward firms that convert those efficiencies into fixed-fee or subscription revenue, own
proprietary workflow data, and can show measurable gains in margin, capacity or intake
conversion.

Which practice areas attract the most buyer interest?

Personal injury and mass torts, insurance defense, workers' compensation, immigration, trusts
and estates, family law and employment defense, because they combine volume, repeatable
workflows, centralized intake and recurring or institutional clients.
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Should an independent law firm build, buy or partner for AI?

It depends on the firm's size, work mix and timeline. Building proprietary technology suits the
largest firms or specialists with unique data. Licensing tools is faster but offers little
differentiation and can be costly to implement. Combining with a technology-enabled firm or
MSO platform provides capability, capital and succession at the cost of some control. Staying
independent preserves autonomy but risks price pressure, staff attrition and a smaller buyer
pool at exit. Many firms blend these paths.

How are smaller law firm acquisitions financed?

Usually with a mix of buyer cash, seller notes and earnouts tied to client retention, often with no
more than about half the price paid at closing. SBA 7(a) loans are available to qualified buyers.
Larger transactions use institutional equity, rollover equity and deferred consideration.
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RELATED

Related Legal Services M&A Guidance

Law Firm MSOs: How Private Equity Is Investing in Law Firms Guide
Legal Services M&A in 2026: How Consolidation and Al Are Reshaping the Industry Analysis
Legal Services M&A: AI Acquisitions, MSO Expansion and New Ownership Models Update
Legal Services M&A Is Converging Around Scale, Workflow and Control Update
Legal vs. Financial Due Diligence: What Buyers Scrutinize Most Guide
Subscribe to the Legal Services M&A Weekly Update Newsletter
All Northeastern Advisors M&A Industry Reports Reports
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