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Service level agreements
SLA contents

An SLA typically sets out:

 •  A description of the service levels that the 

supplier commits to meet or exceed

 •  How those service levels will be measured and 

reported on

 •  Corresponding remedies if one or more of the 

service levels are not met

 •  A process for changing or removing service 

levels

Well-drafted service levels will define objective and 

measurable assessments of financial and non-

financial performance that the supplier must meet.  

It also sets out the responsibilities of the parties.  

Typical service levels include the percentage of time 

a service is available to use, or the time it takes the 

supplier to start remedying a fault from the time of 

first reporting. 

What is a service level?
A service level is a contractual mechanism 

that defines how well a party, normally  

the supplier, must perform the services.  

If the supplier fails to meet the required 

level of service the other party, normally the 

customer, may be entitled to claim a remedy.

Setting expectations

Service level expectations can be set in a number 

of ways such as by reference to the existing 

performance standards of the customer or the 

current incumbent service provider, to specific 

industry or market requirements, or to the 

customer’s requirements set out in a tender. 

A contract may state that if no service levels are 

specified for a particular service, the supplier 

must achieve levels of performance that a well-

managed, competent and experienced service 

provider would achieve when performing a  

similar service.

Introduction
Technology contracts often include a written service 

level agreement (SLA) as a schedule to the main 

contract. 

The supplier’s performance against the service level 

standards in the SLA is measured and reported on 

as part of the ongoing performance management. 

An SLA generally helps assess the success of service 

delivery and describes the financial consequences 

of service failure. From the customer’s perspective, 

an SLA aims to make the supplier accountable and 

encourage good performance.

Drafting Effective Service Level Agreements
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Sector specific service levels

More complex and strategic technology contracts 

tend to require more detailed SLAs. Service level 

requirements can also be sector specific. For 

example, the Central Bank of Ireland requires 

customers operating in the financial services 

industry to include clear quantitative and 

qualitative service levels in all material outsourcings.

Initial risk assessment
Standard-form SLAs

In the early stages of negotiations, a supplier will 

often propose its standard form of SLA. Indeed, a 

supplier may only be willing to offer its standard 

service levels for commoditised technology 

offerings, including many cloud-based products. 

The supplier will argue that its pricing is calibrated 

by offering this uniform level of service across all of 

its customers. 

Drafting tip

A customer should carefully review standard-

form SLAs. Are the service levels and 

consequences of service level failure adequate 

in the context of its business objectives?

Some suppliers may be willing to offer different 

service levels at various price ranges, which will 

require the customer to navigate a trade-off 

between the service levels and cost.

Customer’s risk assessment exercise

In larger transactions, a supplier may agree to 

negotiate a customised service level scheme. 

A good starting point when preparing a 

customised service level scheme is to ensure the 

service specification clearly articulates the scope 

and descriptions of the services. This in turn enables 

easier identification of appropriate service levels 

and remedies. 

Once this scoping exercise is complete the customer 

can perform an initial risk assessment that 

identifies key supplier obligations, considers what 

the appropriate service level metrics should be, 

estimates the likely risk of the supplier failing to meet 

its obligations, and assesses the possible losses it 

may suffer from that failure.

Defining effective service 
levels 
Service levels

An effective service level scheme requires careful 

planning to negotiate and implement. Ideally, the 

service levels:

 •  Are tailored to the particular requirements of the 

services in the context of the customer’s business 

objectives

 •  Can be reliably and objectively assessed in a 

way that has meaning for the customer

 •  Encourage desirable behaviours from the 

supplier

 •  Set realistic expectations and address matters 

that are within the supplier’s control

 •  Are contractually binding and not expressed as 

aspirational targets
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Targeted approach

SLAs can require significant resources and cost to 

execute and manage. 

Drafting tip

When negotiating service levels, focus on the 

most important elements of the service. Avoid 

an approach that tries to track and report on 

every contractual obligation.

When negotiating an SLA for a technology service, 

a customer’s attention should be on the most 

important elements of the service. A customer 

should not attempt to track and report on every 

contractual obligation or to seek service level data 

that is difficult to measure or obtain. 

A non-targeted approach that is too detailed or 

onerous to operate has a number of drawbacks. 

For example, including all minor failures of the 

supplier can make the service level scheme 

awkward to manage and less effective as a 

contractual management tool. It can also trivialise 

the overall SLA and frustrate the relationship 

between the parties. In a similar way, suppliers 

should be wary of very ambitious customer-set 

service level expectations particularly where the 

supplier is providing the service for the first time.

Structuring service levels

A service level scheme needs to address:

 •  Each service level metric

 •  How each service level will be measured

 •  The measurement period - weekly; monthly or 

another frequency. Different service levels may 

apply during business hours and outside of 

business hours

 •  Exclusions

 •  The help-desk reporting process such as whether 

the supplier’s staff will respond to customer fault 

reports by email or phone; whether the supplier’s 

staff should aim to resolve faults when the 

customer first calls or if fault reports are simply 

logged so that the supplier can meet the service 

level response time and solved at a later date

 •  Priority definitions that define the importance of 

the service function

 •  The escalation path for unresolved issues

 •  A list of any defined terms that are used (for 

example, “Fault”, “Downtime”, “Response Time” 

etc.)

Types of service levels

There are broadly three categories of service levels. 

A technology contract may contain some or all of 

the following:
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Definition Drafting ConsiderationsService Level Example

Service levels that 
are measured on 
a continuous basis 
and reported on 
at a set frequency.

Ongoing  
service levels

Period of availability

 •  Is there a clear description of the service level and how it is calculated? 

 •  Is the availability percentage measured over a month, a quarter or 
some other period?

 •  Does the service need to be available 24 hours a day, 7 days a week, or 
only during business hours?

 •  Is planned downtime permitted and excused from the availability 
calculation?

 •  In reality how many minutes of downtime is permitted?  
– a continuous (24/7) availability service level of 99% would allow the 
supplier to incur 3.65 days of downtime over the year. Counterintuitively, 
99% availability measured during working hours over a month would 
allow downtime of 1.75 hours but this increases to over 7 hours of allowed 
downtime during the month if the service level applies 24 hours a day,  
7 days a week. 

Measurement point and tools

 •  At what point is availability measured at? For example, end-to-end, 
at the supplier’s servers, at the interface between the supplier’s 
infrastructure and the customer’s infrastructure, or at the end-user 
terminals.

 •  Are there tools at that location to accurately measure the service level? 
How often do they take a measurement? 

 •  Does the availability measurement apply to each individual user or to all 
of the customer’s users collectively?  

Bundled services 

 •  If the supplier is providing a suite of products to the customer, does the 
service level clearly define if the availability applies to the service bundle 
as a whole or to individual products? 

 •  In other words, does a specified period of downtime for one individual 
product out of a suite of products cause the supplier to breach the 
service level?

The number of 
minutes a service is 
available, expressed 
as a percentage 
based on the 
number of minutes  
in a calendar month.

Service levels 
that measure if a 
specified event has 
occurred.

Service levels 
that measure if a 
random selection 
of objects from a 
larger pool meet 
the prescribed 
standards.

 • Is there a clear description of the service level and how it is measured? 

 •  Is there a clear objective description of the event itself?

 •  Is there a clear objective description of the completion criteria?

 •  Is there a verifiable tool in place that can accurately measure and report 
on the time taken to complete the event from the start point to the 
finish?

 •  Are there any linked service levels or dependencies that need to be taken 
into account?

 •  Does the service level contain clear language to ensure that certain 
service level obligations are not inadvertently missed by only including 
a single service level. The parties can address this by including 
a compound service level, for example, the supplier provides a 
workaround fix to 80% of reported faults within two working days and 
100% of reported faults within 5 working days.

 •  Which party is responsible for taking the sample and how do  
they select it?

 •  How often are samples taken and how is the size of the  
pool determined?

Situation  
service levels 

Sample  
service levels 

The number of calls 
the supplier’s help 
desk answers within 
20 seconds, or does 
the supplier provide 
a workaround fix 
to a reported fault 
within two working 
days.

Five letters are 
selected out of a 
total of 100 that the 
supplier’s software 
generates and 
analysed to confirm 
they are correct.
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Measuring and reporting 
Transition-in period

The parties may agree that service levels apply 

from a particular date. In long term projects or 

where the services are new, the customer may 

agree to a transition-in period during which it gives 

greater latitude to the supplier in achieving service 

levels and will not enforce its remedies for service 

level failures.

This transition-in period can also provide the parties 

with a period of time to assess the service delivery 

against the agreed service levels and to agree to 

any necessary adjustments post contract signing.

Measuring

Once the services are up and running, the actual 

performance of the service against the service levels 

is usually measured on a weekly or monthly basis. 

The SLA will usually include a provision that requires 

the supplier to:

 •  Implement and maintain measuring and 

monitoring tools capable of measuring its 

performance against the service levels

 •  Report on its service level performance by 

providing the customer with access to the data 

those tools gather

 •  Keep accurate service level records

 •  Record the basis on which the service level 

credits are calculated and ensure that the 

service level credits reflect the calculations in  

the SLA

The supplier should be able to demonstrate to 

the customer’s satisfaction the operation and 

accuracy of any tool used to measure service levels. 

Customers often include this as a contractual 

obligation.

Reporting

The supplier usually provides service level reports 

by email or by providing access through an online 

portal. 

A savvy customer will require the supplier, in 

addition to its other obligations, to investigate 

the cause of any failure to provide the services 

in accordance with the service levels, report 

its findings to the customer, and implement a 

remediation plan.

A customer may also choose to review service level 

performance through the governance processes in 

the contract. The supplier may be required to report 

on service level performance and any service level 

failures at periodic review meetings.

Drafting tip

Consider including an audit right that permits 

the customer to verify if the supplier has been 

keeping accurate records in relation to the 

measurement of service levels and calculation 

of service level credits.

Drafting Effective Service Level Agreements
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Change management
As the services evolve, the parties may wish to 

adjust the service performance standards or the 

customer’s remedies. This is an especially important 

option for longer term contracts. 

In this respect, a traditional change management 

provision is a useful reactive measure. 

As a pro-active measure, a customer can also 

choose to link service levels with a general 

continuous improvement obligation.  They should 

develop rules on how the supplier must improve the 

services performance and provide on-going price 

efficiencies over time.

Any improvement obligation must take into 

consideration the correct incentives - the 

supplier should not be holding back on superior 

performance in a year because it does not want to 

set the bar too high for improved targets during the 

following year.

Some customers will also request the contract 

contains a right to unilaterally introduce new 

service levels.

Service credits
Consequences of service level failure

The SLA should state the consequences if the 

supplier’s actual performance does not achieve the 

performance standards the service level requires. 

These consequences can include the supplier:

 •  Taking specific remedial actions

 •  Increasing for a specified period the resources it 

uses for the project

 •  Requiring its staff to undertake additional 

training

 •  Providing financial remedies, such as service 

credits, to the customer

The customer needs to weigh up if it requires an 

additional form of comfort, like a parent company 

guarantee or a specific insurance policy, in addition 

to these remedies. 

Calculating service credits

Service credits are typically calculated based on 

the importance of the service level and the period 

or severity of the service level failure. Some service 

credits may be drafted so that the customer can 

only claim them if the supplier misses the service 

level on multiple occasions.

The supplier may provide service credits in a 

number of ways, such as by providing a rebate that 

deducts from the customer’s next invoice either a 

fixed amount or a percentage of the charges.

A more sophisticated approach is for the parties to 

assign scaled ‘points’ for different types of service 

level failure; often services that are more important 

to the customer are apportioned more points. The 

parties use a formula in the SLA to translate the 

points accrued into equivalent service credits at the 

end of each month. 

Benefit of service credits

Practically, a service credits scheme provides an 

incentive for the supplier and focuses its mind on 

achieving the service levels to avoid invoking the 

payment of service credits. The customer does not 

need to prove any actual loss - the service credits 

are claimable if an applicable service level failure 

occurs.

Other drafting considerations

The parties should expressly state in the contract if:

 •  The service credits claimable in a specified 

period are capped at a certain percentage of 

the charges. This type of provision can provide 

commercial certainty for the supplier as to its 

exposure

 •  Service credits are the customer’s sole and 

exclusive remedy for service level failure. 

Alternatively, it should state if the payment of 

service credits is in addition and does not limit 

any other remedies the customer may have 

under the contract (including right to claim 

damages).
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Beyond traditional service 
level models
Early warning mechanisms

As well as including SLAs, it is good practice for a 

customer to include an obligation on the supplier to 

implement an early warning mechanism to pro-

actively identify to the customer and correct any 

performance issue that could affect time, quality 

or cost. These early warning processes can help 

manage the issue in order to reduce or remove its 

effect on the services.

Balanced scorecards

As a strategic management performance tool, 

the customer may require measurement, tracking 

and evaluation of the supplier’s operational 

and financial performance against a balanced 

scorecard (BSC). The scorecard is balanced as the 

framework attributes different values to the various 

individual scores based on their overall importance. 

The key indicators from the scorecard can inform 

the parties as to whether they are meeting 

objectives and priorities and on track to meet future 

objectives and priorities. The customer may be able 

to claim a service credit if a score does not meet a 

prescribed threshold.

Incentive payments / earn back

An increasing trend is for customers to use a variety 

of contractual mechanisms to incentivise the 

supplier’s performance. 

These can include allowing the supplier the chance 

to ‘earn back’ service credits by overachieving. In 

this situation the customer could credit back to the 

supplier the value of a service credit or a service 

credit will no longer apply if, for example, over a 

stated number of consecutive months the supplier 

exceeds the standard required by the service level it 

previously missed. 

Consideration should also be given to whether 

the value of the service credits that the supplier 

provides to the customer count towards the 

supplier’s overall financial cap on liability.

Drafting tip

Does the contract state if the value of service 

credits claimable is capped at a certain 

percentage of the charges? Are service credits 

the customer’s sole and exclusive remedy for 

service level failure, or does the customer have 

an additional right to claim damages? 

Termination

The contract may provide the customer with 

specific termination rights for service level failure. 

This helps avoid arguments over whether specific 

service level failures amount to a ‘material breach’.

Examples of common termination rights include if 

the supplier fails to meet a particular service level 

three times or more in any consecutive two month 

period, if the supplier fails to meet a critical service 

level twice in any quarter, if a specific service level 

falls below a stated threshold, or if the amount 

of service credits the supplier provides reaches a 

certain ceiling during a specified period.

Penalty clauses

A court will not enforce a contractual provision that 

it holds to be a penalty. 

A customer that wants to claim service credits must 

therefore ensure the service credit scheme is crafted 

in way that it is not deemed to be punitive on the 

supplier. 

Customers will often include a statement that 

service credits represent a reduction in the 

charges to reflect the provision by the supplier 

of a lower level of service than is required under 

the agreement and do not constitute a penalty. 

Whether a court considers a service credit to be a 

penalty will, of course, depend upon the individual 

facts of each contract.

Drafting Effective Service Level Agreements
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The customer may also agree to pay bonus 

payments if the supplier exceeds particularly 

important service levels or if feedback on the 

supplier from customer satisfaction surveys sent to 

key customer representatives or a sample of end-

users meets a certain threshold. 

Another option is for the customer to link the 

supplier’s compensation to achieving a percentage 

increase in the customer’s revenue or achieving 

another customer business outcome. 

Getting the balance right
There is no ‘one size fits all’ approach to drafting a 

service level and service credit scheme. 

As with all contractual drafting, the parties must 

draft the SLA clearly so that it aligns with the 

contractual and business objectives. In many cases 

a customer will have to balance the promise of 

better service levels with an increase in the charges. 

Service levels agreements are a useful tool to 

encourage good performance, gauge the quality 

of service delivery and address service failures. But 

truly effective SLAs require careful planning, suitable 

drafting and significant commitment from all 

stakeholders if they are to deliver optimum value.
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