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In the contemporary global economy, corporate growth is frequently driven by inorganic strategies such as 

mergers, acquisitions, and divestitures. However, the success of these transactions is rarely guaranteed by 

strategic intent alone. The chasm between a theoretical valuation and a successful deal execution is bridged by 

Transaction Services (TS). As a core pillar of Deal Advisory, Transaction Services provide the analytical rigor,

financial scrutiny, and risk assessment necessary to navigate the complexities of the deal lifecycle. This article

provides a technical deep-dive into the methodologies, frameworks, and strategic importance of transaction

services in modern finance.

The Architecture of Transaction Services

Transaction Services encompass a range of highly tailored advisory functions that span the entire lifecycle of a deal

—from pre-deal evaluation to post-deal integration or separation. Unlike traditional auditing, which focuses on 

historical compliance and statutory accuracy, Transaction Services are forward-looking and commercial in nature. 

They aim to answer a fundamental question: Does the target company’s financial reality support the

investment thesis?

Core Objectives of Transaction Advisory

•  Value Validation: Ensuring that the price paid (or received) reflects the true economic value of the business, 

adjusted for risks and synergies.

•  Risk Mitigation: Identifying "deal-breakers," such as undisclosed liabilities, tax exposures, or unsustainable 

earnings.

•  Deal Structuring: Advising on the financial aspects of the Sale and Purchase Agreement (SPA), including 

price adjustment mechanisms and working capital pegs.

•  Operational Readiness: Preparing a business for life as a standalone entity (divestiture) or integrating it into a 

parent organization (acquisition).

Financial Due Diligence: The Engine of Transaction Services

At the heart of Transaction Services lies Financial Due Diligence (FDD). FDD is a detailed investigation of a

company’s financial health, focusing on the sustainability of its earnings, the quality of its assets, and the reliability

of its cash flows. FDD is generally categorized into Buy-side and Sell-side engagements.

1. Quality of Earnings (QofE) Analysis

The QofE analysis is perhaps the most critical component of FDD. Its goal is to derive a Normalized EBITDA

(Earnings Before Interest, Taxes, Depreciation, and Amortization). EBITDA is a common proxy for operating cash

flow, but reported EBITDA often contains "noise" that must be stripped away to find the sustainable run-rate. The

formula for Adjusted EBITDA can be summarized as:

Adjusted EBITDA = Reported EBITDA ± Non-recurring Items ± Pro-forma Adjustments ± Accounting Policy



Alignments

Technical adjustments often include:

•  Non-recurring items: One-time legal settlements, restructuring costs, or gains from asset sales.

•  Run-rate adjustments: Annualizing the impact of a contract signed mid-year or a recent price increase.

•  Stand-alone costs: In carve-outs, adding the costs the business will incur when it no longer shares services 

(HR, IT, Finance) with the parent group.

•  Owner/Management Compensation: Adjusting salaries to market rates in private or family-owned businesses.

2. Net Debt and Debt-like Items

The bridge from Enterprise Value (EV) to Equity Valuedepends on the definition of Net Debt. In a "cash-free,

debt-free" transaction, the buyer pays the EV and the seller keeps the cash but clears the debt. However,

identifying what constitutes "debt-like" is a major point of negotiation.



Category Item Type Impact on Equity Value

Core Debt Bank loans, shareholder loans, bonds Reduction

Debt-like Items Unfunded pension liabilities, deferred 
tax liabilities, long-term lease 
obligations (IFRS 16)

Reduction

Off-Balance Sheet Contingent liabilities, pending 
litigation settlements

Potential Reduction

Cash Equivalents Trapped cash (restricted), surplus 
cash

Addition

3. Net Working Capital (NWC) Analysis

Working capital is the lifeblood of a business. In a transaction, the buyer expects the target to be delivered with a

"normal" level of working capital. If the seller has aggressively collected receivables or delayed paying suppliers

right before the deal, the buyer may find themselves needing an immediate cash infusion post-closing.

The NWC Pegis a negotiated target based on the average working capital over the last 12 months (LTM). Any

deviation from this peg at the closing date results in a dollar-for-dollar adjustment to the purchase price.

Comparison: Buy-Side vs. Sell-Side Transaction Services

While the technical tools are similar, the objectives of buy-side and sell-side advisory differ significantly. Sell-side 

advisory, often called Vendor Due Diligence (VDD), is designed to facilitate a smooth sale process by providing all

bidders with a single, credible financial report.



Feature Buy-Side Advisory Sell-Side (Vendor) Advisory

Primary Goal Identify risks and find reasons to 
negotiate price down.

Present the business in the best light 
and minimize deal friction.

Control The Buyer controls the scope and 
depth.

The Seller controls the flow of 
information.

Outcome Internal report for investment 
committee/banks.

Shared report for multiple potential 
bidders.

Benefit Protection against overpayment. Increases deal speed and certainty of 
closing.

The Technical Workflow of a Transaction Engagement

A typical Transaction Services engagement follows a rigorous, high-speed procedural workflow. Given the

sensitivity of M&A, these projects often operate under strict confidentiality and tight deadlines.

Step 1: Scoping and Data Gathering

The advisor defines the scope based on the buyer’s investment thesis. Data is usually extracted from a Virtual 

Data Room (VDR). Initial steps involve assessing the quality of the data—if the financial records are messy, the

advisor must first "clean" the data to make it analyzable.

Step 2: Trend Analysis and Bridge Building

Advisors look at monthly data over a 2-3 year period to identify seasonality and cyclicality. A bridge is constructed 

from the statutory accounts to the management accounts, and finally to the "Deal Adjusted" accounts. This allows 

for a comparison of Like-for-Like (LFL) performance.

Step 3: Management Question & Answer (Q&A)

Data only tells half the story. Advisors conduct interviews with the target's CFO and management team to

understand the "why" behind the numbers—why did margins drop in Q3? Is the recent increase in revenue

sustainable or a one-time event?

Step 4: Report Synthesis and SPA Input

The findings are distilled into a report that highlights key financial findings. More importantly, these findings are 

translated into legal language for the Sale and Purchase Agreement (SPA). This includes defining the "Leakage"

clauses in a Locked Box deal or the "Completion Accounts" mechanisms.

Strategic Mechanisms: Locked Box vs. Completion Accounts

A critical technical area for Transaction Services is advising on the price adjustment mechanism. These

mechanisms determine how the final price is calculated relative to the balance sheet on the day of the transfer.

The Locked Box Mechanism

In a Locked Box deal, the price is agreed upon based on a historical balance sheet (the "Locked Box Date"). From

that date until closing, the economic risk and reward pass to the buyer. To protect the buyer, the SPA includes strict

non-leakage covenants, ensuring the seller doesn't extract value through dividends or excessive management fees

before the keys are handed over.



Completion Accounts

This is a "post-closing" adjustment mechanism. A preliminary price is paid at closing, and then a set of accounts is

prepared as of the closing date. The final price is adjusted based on the actual cash, debt, and working capital on

that day. This is more common in complex deals or where the business is volatile.

Emerging Trends: ESG Due Diligence

Modern Transaction Services have expanded beyond pure financials. ESG (Environmental, Social, and 

Governance) Due Diligenceis now a fundamental component of deal advisory. Private equity firms and

institutional investors are increasingly scrutinizing targets for carbon footprints, labor practices, and board diversity.

A failure in ESG can lead to significant "valuation haircuts" or future regulatory fines, making it as much a financial

risk as an operational one.

Practical Field Guide: Red Flags in Transaction Services

Experienced transaction advisors look for specific patterns that indicate potential trouble. Identifying these early

can save millions in lost capital.

•  The "Hockey Stick" Forecast: A sudden, unexplained spike in projected revenue right before a sale, following 

years of stagnant growth.

•  Working Capital Manipulation: Stretching payables to boost cash flow or failing to write off obsolete inventory 

to inflate assets.

•  Capital Expenditure (CapEx) Under-investment: Reducing maintenance spending to artificially inflate short-

term EBITDA. This leaves the buyer with a "maintenance backlog" cost post-deal.

•  Customer Concentration: If 50% of revenue comes from one client, the loss of that contract post-acquisition 

could destroy the deal's value.

Case Study: The Carve-Out Challenge

Consider a multinational corporation selling a non-core division. The division doesn't have its own HR, IT, or Legal 

department; it uses the parent company’s shared services. A Transaction Services team must perform a Stand-

alone Cost Assessment.

If the parent company allocated $1M in costs to this division, but building an independent HR and IT infrastructure

will cost $3M, the division’s pro-forma EBITDA must be reduced by $2M. This "value leak" is a critical insight that

transaction services provide to ensure the buyer doesn't overpay for a business that cannot function on its own

without heavy investment.

The Strategic Impact of Deal Advisory

Transaction Services do not merely provide reports; they provide the convictionrequired to execute a deal. In a

high-stakes environment where information is asymmetric—the seller always knows more than the buyer—TS

specialists act as the objective lens. They convert raw data into actionable intelligence, allowing organizations to

focus on the key questions at every critical stage of the transaction lifecycle.

Whether it is a mid-market acquisition or a multi-billion dollar divestiture, the integration of financial due diligence,

tax structuring, and SPA advice ensures that the transaction creates long-term value rather than destroying it. In

the fast-paced world of M&A, Transaction Services are the difference between a strategic masterstroke and a

costly failure.
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