
How to divorce as friends

- successful Transitional Services Agreements 

in divestments

In order to reduce post-closing frictions, we 
recommend that you consider five key areas:

1. Define the service scope clearly 
Service schedules are the foundation of a 
TSA; the parties can avoid post-closing 
frustrations by thoroughly detailing the service 
scope of work. When determining the service 
scope, it is helpful to look at what services are 
currently provided as inter-company support 
to the divested entity. Any deviations should 
be clearly stated.

Business leaders involved in carve-out 
transactions are usually familiar with the 
concept of a Transitional Services Agreement 
(TSA), i.e. an interim service arrangement to 
the acquiring party covering operational 
support until they have had time to arrange 
stand-alone operations.

However, even if the concept of a TSA is 
well-known, our experience indicates that up 
to 40 percent of carve-out transactions 
end-up with TSA disagreements between the 
parties after closing. Many of these 
disagreements could have been avoided by 
effectively structuring and detailing the TSA 
upfront. 



2. Set a realistic time period
Balance is everything when it comes to 
determining the length of the service period - 
a too long period typically reduces the buyer’s 
incentive to start the separation work. 
Conversely, a too short service period puts 
undue pressure on the buyer to migrate to 
stand-alone operations. Equally important is 
the service period for the seller to allow for 
orderly termination of support and hence 
reduced stranded cost. 

A guiding principle is that a 12-month-period 
should be sufficient for most services, 
although in exceptional cases, for example a 
complex IT carve-out, an additional 6-12 
months may be required. In our experience, a 
TSA that stretches over 24 months is typically 
too long.

3. Price the services fairly 
Our view is that TSA services should follow a 
“cost coverage” principle potentially added 
with a small mark-up to cover any additional 
costs when providing the service to the buyer.

Yet, any unreasonably large mark-ups should 
be avoided. Similarly, the buyer ought to 
accept that the seller is not providing a 
discount as there is a real cost for providing 
the support. 

In addition, services provided on a “time & 
material” basis should be detailed to avoid 
surprises later on. If possible, it is helpful if the 
seller can provide the historical costs for 

services which will be based on "time & 
material" to give the buyer guidance on the 
costs of the services.

Finally - as a seller, do not forget to seek 
third-party consent for providing the TSA 
services to a buyer. The additional costs in 
this respect, for example acquiring interim 
software licenses, should be quantified and 
the seller and buyer need to agree who will 
carry such costs. 

4. Put in place a robust governance 
structure
A good governance model supports the 
separation effort. Constructively resolving 
disagreements are important to avoid matters 
escalating to legal disputes.

We advocate that the parties form a steering 
committee, which typically meets on a 
monthly basis. The steering committee 
focuses on issue resolution, resource 
allocation, accrued TSA cost and approve or 
reject changes to the services. 

In addition, separation managers should be 
appointed at closing; these individuals 

support the day-to-day separation effort and 
act as the first point of escalation.  

5. Plan for termination and hand-over 
support
Termination and hand-over support are often 
the most overlooked aspects of a TSA, and 
these aspects should be captured in the 
service agreement. 

It is reasonable to expect that the seller will 
support the acquirer to extract data and 
provide agreed hand-over documentation. 
However, it is equally reasonable for the buyer 
to expect to pay for this and to receive data 
and information in the format available to the 
seller and not expect any re-formatting. 

Furthermore, the migration to stand-alone 
operations typically takes longer than 
expected. We recommend that a buyer builds 
in a contingency in the migration plan and 
aims to go-live a month or two prior to the 
TSA end-date. This should reduce the risk of 
ending up in challenging TSA extension 
discussions with the seller. 

Conclusion

The TSA is often one of the last documents to 
be finalised in a transaction- and often with 
limited attention due to deal fatigue.

However, savvy business leaders see the value 
of ensuring a robust TSA in order to avoid 
business disruptions and support a cordial 
tone between the parties post-closing.

By investing time upfront in scoping 
services, determining the service term, 
agreeing fair pricing, defining effective 
governance, and ensuring an orderly 
termination process, the parties are able to 
solve potential issues before they become 
problems.
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