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Mergers, Acquisitions and Divestments and the Consequences for IT 
 

 

Introduction 

Mergers and Acquisitions (M&A) on the one hand and Divestments on the other, are 2 sides to the 

same coin. Both lead to complex programs covering all business functions and are characterized by a 

high risk of failure. Decisions made on the divestment side will inevitably impact the subsequent 

actions that will take place on the receiving M&A side. The interdependencies are complex and 

should be treated with great care.  

 

This white paper is based on the numerous M&A/Divestment programs that Purple Square had the 

pleasure to participate in. In this paper we will primarily take the view point of the divestor since this 

is where most M&A/Divestment programs start. That being said, we will look at the consequences of 

divestment decision for the receiving party who will be facing the task of integrating the divested 

business into a new operating environment (Post-Merger Integration). 

 

Although we will cover multiple business functions, our focus will be on the impact on Information 

Technology (IT). In many M&A/Divestment programs we saw that the complexity and risk associated 

with IT are such, that there is a profound impact on costs and the success of the program as a whole. 

Since most of the multinationals we worked for had an SAP-centric IT-landscape, we will put our 

emphasis on the impact in an SAP-landscape. 

 

 

Divesting part of the Business – where does the divestment go? 

There can be a multitude of reasons why a company would want to divest part of its business. We 

will not examine them here – we will merely take the desire to divest as a fact. The question then is, 

where will the divested business go? There are 3 main options that will greatly impact the 

subsequent actions needed to successfully spawn of the business. These are the 3 main destinies for 

the divestment: 

1. Initial Public Offering (IPO): the divested business will become a company of its own and it 

will be stock listed. 

2. Private Equity: the divested business will become a company of its own and it will be owned 

by a private equity firm. 

3. Strategic Buyer: the divestment will be acquired by a company that will have strategic 

benefits of the acquisition, for example by integrating the divestment into its current 

business to seek synergies, get access to markets or technologies or to obtain other 

advantages. 

 

Typically, when a company decides to divest, it is not known which one of the above destinies will 

become the actual one. Hence the actions that the divesting company will undertake to prepare for 

the investment must keep all 3 options open. To cater for this, companies typically take a phased 

approach for the divestment. This phased approach centers around a few dates typically named “Day 

1, Day 2 and Closing Date”. 

 

Day 1  

The first milestone the divesting company wants to reach is the moment in time where the 

divestment can be sold off or go public (IPO). To achieve this, the divested business must be able to 
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legally, financially and fiscally function by itself. This means it has legal entities everywhere on the 

globe where it is doing business and these legal entities can produce correct P&L’s and Balance 

Sheets that allow the business to pay its taxes and produce a financial result. 

Once this milestone has been reached, then the ownership of the divestment can be transferred to 

another party. This milestone is called Day 1. 

 

Before we go into more details of Day 1 and Day 2 we will take a look at what is being divested. 

 

What is being divested? 

In large diversified multinational companies, for example in manufacturing industries, the divestment 

would typically be spread across the corporation. For example it could consist of geographically 

dispersed: 

• Plants 

• Warehouses 

• R&D centers 

• Sales offices. 

The entities listed above could be dedicated to the divestment (which would make divesting easier) 

or they could be shared with parts of the business that will not be divested (which would require 

some form of disentanglement and hence would make the divestment more complex). Typically, 

Sales Offices tend to be shared between remaining and divested business whereas plants have a 

tendency to be more dedicated to one line of business. 

 

To achieve the defined Day 1 state (becoming legally, fiscally and financially independent), the first 

step is to create the global legal structure in each operating country that will allow for Day 1. 

Typically, in each country where there is a shared Sales Office, a new legal entity will need to be 

created to represent the Newco legally.  

 

Secondly, each new legal entity will need a basic set of books to record its business transactions and 

to produce a P&L and Balance Sheet. This requires adequate IT Applications to be ready at Day 1.  

 

Let’s have a look at a generalized IT Application Landscape for a multinational running SAP as an ERP 

backbone. 

 

Generalized IT Application Landscape 

Diversified companies typically have an IT-landscape with following characteristics and components: 

• On the corporate level there will be standardized global IT solutions that are somewhat 

country independent. Examples are: corporate HR systems such as Workday or SAP 

SuccessFactors, Corporate procurement systems, Corporate Reporting systems (Business 

intelligence), Treasury systems etc.  

• To support daily transactions in the business, the company will have an ERP system such as 

SAP. In fact, there can be multiple physical instances of SAP systems (often called “kernels”), 

each supporting parts of the business and often historically grown to the state they are in 

today. To support the Day 1 objectives, this is where the core IT activities for Day 1 reside. 

• Finally, a company will have local IT Applications that support specific requirements on a 

country or site level. Examples are: local pay roll systems, local time & attendance systems 

and local legal and fiscal solutions specific to that country. 

 

Now lets have a look at some strategies available to IT to achieve the Day 1 objectives. 
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Day 1 IT strategies 

Let’s assume for the sake of discussion 

that the company uses one SAP instance 

with one SAP Client. Within the client 

there are multiple SAP Company Codes 

created each representing the various 

organizational and legal entities. We will 

see that there are 3 basic strategies 

towards SAP systems in Day 1. 

 

Company Code Copy 

The most simple option for IT for Day 1 is 

to modify the existing SAP system such that it will support the newly created legal entities by 

separate SAP company codes. This strategy can be labeled “Company Code Copy”. For example: The 

company has 1 sales office in the US. The associated SAP Company Code for this Sales Office is called 

“US01”. In the company’s Day 1 strategy a second legal entity will be created in the US. The SAP 

Company Code associated with this new sales office will be called “US02”. US02 in fact is a copy of 

US01 with some differences. First of all it will support the new legal entity whereas US01 still 

supports the old legal entity. Secondly there may be differences in the type of products that can be 

sold via US01 or US02. And different employees (users) will have different authorizations in US01 and 

US02.  

 

The ultimate result of the above Day 1 IT Strategy is that the existing SAP system and SAP client will 

have 2 sets of company codes: 1 set for the current/remaining business and 1 set for the to be 

divested business and its newly created legal entities.  

In addition, the IT applications on the corporate level need to be modified as well to reflect these 2 

sets of SAP Company Codes (like in Treasury and in Consolidation). 

 

The big advantage of the above strategy is that all business transactions stay within the same SAP 

instance and client. This has the advantage that all business logic created in this environment can still 

be used. In addition, within the IT landscape, we have not created a new system and hence we have 

not introduced new connectivity requirements between components within the IT landscape (for 

example need to 

connect to other 

systems like CRM, BI, 

etc.). As such we will 

have minimal impact in 

the IT infrastructure 

area where we would 

need to address data 

center connectivity, fire 

walls etc. 

 

Client Copy 

A more complex option 

would be to create a 
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client copy within the SAP 

instance. Once the client 

would be copied, both 

clients would need to be 

cleansed to yield a result 

where one client only holds 

the remaining business 

entities and the other client 

would hold all newly 

created legal entities and 

associated SAP Company 

Codes. The complexity in 

this scenario lies among 

others in the correct cleansing and testing of shared objects in the 2 clients. Examples can be found 

in entities that support, for example, fiscally optimized goods and invoice flows (Principal model or 

Entrepreneur model).  

 

System Copy 

While in the previous example both clients still reside within the same physical SAP instance, one 

could also chose to physically copy the SAP instance. This would result in 2 physical SAP instances 

each holding one client which would be cleansed as described in the previous step. This would a.o. 

introduce all the infra-connectivity issues we saw earlier and which we can avoid in the other 

scenarios. 

 

The above describes the 3 basic SAP Day 1 Strategies: 

• Company Code Copy 

• Client Copy 

• System Copy. 

 

 

Closing Date, Day 2 and TSA 

As a result of Day 1, the divested business is now capable of running legally, financially and fiscally as 

a stand-alone company. It can now change ownership in 1 of the 3 scenarios discussed earlier (IPO, 

Private Equity or via a Strategic Buyer).  

However, from an IT point of view, the divested company is still making use of the IT landscape of the 

mother company. The mother company acts as an IT service provider, providing the divested 

company with the IT landscape needed to run its business. 

The services provided by the mother are contracted through a what is called a TSA (Transitional 

Service Agreement). The annual contract value can easily run into tens of millions of euro (e.g. take 

as a benchmark 2% of sales for IT costs and divest a business of 1,5BN euro – this would yield a TSA 

value of 30M euro). 

 

The TSA typically becomes effective at Closing Date. This is the date on which all assets of the 

divested company transfer to the new owner. Often this date coincides with Day 1, but it does not 

have to be. In any case, Closing Date will never be earlier than Day 1. 

 

Since the mother company is not in the business of providing IT services to third parties it will desire 

to terminate the TSA. Hence the new owner will be given a defined time frame in which it will need 
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to exit the TSA. This period is typically set to 12 months, starting at closing date, with a possible 

extension period of 6 months given it a total of 18 months. In this period the divested business will 

need to do all that is needed to terminate the IT service provision by the mother company and be 

able to support itself. 

The day that the divested company fully exits the TSA is called “Day 2”. 

 
We will now look at strategies available for the divested business to realize Day 2. 

 

 

Day 2 IT Strategies 

At closing date the divested company will be in one of 3 situations: 

1. It has gone through an IPO and is now a standalone company. 

2. It has been acquired by Private Equity who will run the company as a standalone company as 

part of its portfolio of companies. 

3. It has become part of another multinational as a result of a Strategic acquisition: the buyer 

will wish to obtain synergies or other strategic advantages and will seek to integrate the 

acquisition into its existing corporate structure. This often implies full or part integration of 

the acquired business into existing business processes, organization and IT landscape of the 

buyer. 

 

In situations 1 and 2 it is noted that the new owners do not have an existing IT landscape in which 

they would like to integrate the acquired business. This means that exiting the TSA with the seller 

company will mean that (a greenfield) creation of a new IT landscape is needed.  

 

In scenario 3 the new owner will need to determine which level of integration is needed to achieve 

the desired results of the acquisition. 

 

For each IT application in the TSA one of following strategies must be applied: 

1. Terminate: stop using the IT application system in the TSA as it is deemed to no longer be 

necessary in the new business environment. 

2. Copy: make a copy of the IT application system in the TSA and cleans it.  

3. Move to existing standard: move the IT application from the TSA to a standard already used 

by the new owner. 

4. Move to new standard: since an investment in IT must be done anyhow, the new owner 

might want to invest directly into a new standard rather than investing in outdated 
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technology currently still in use by the acquiring company. This could also trigger changes in 

the existing landscape of the buyer. 

 

 

Combining Day 1, Day 2 and Divestment Destiny 

As we saw at the beginning of this white paper, at the start of a divestment it is often unclear what 

the destiny of the divestment will be (IPO, Private Equity, Strategic Buyer). Hence the divestor should 

be careful to select a Day 1 Strategy upfront. In SAP terms there were these 3 options: 

• Company Code Copy 

• Client Copy 

• System Copy. 

As we saw, in case of an IPO of Private Equity, the new owner could benefit from the latter 2 (Client 

or System Copy). But in case of a Strategic Buyer, it is unclear if the buyer would benefit from these 

strategies since it would seek to integrate the acquired business in its existing IT landscape anyhow.  

In that case, a simple Company Code Copy would suffice to enable Day 1. The selling company then 

let the buying company worry about its preferred Day 2 strategies. Seller can then avoid any costs 

and risks associated with the more complex client and system copy scenarios. At the same time, 

buyer will calculate the costs of Day 2 into the price it is willing to pay to acquire the business. 

 

In the remainder of this white paper we will discuss some typical characteristics of Day 1 / Day 2 

programs.  

 

On IT TSA Costs 

Whenever part of a business is up for sale and the seller offers an IT TSA that seems to be relatively 

low cost, the buyer should be on alert. There are 2 things that could happen: first of all, the future IT 

costs will influence the perceived future P&L of the divested company. Low IT Costs will create a 

higher Profit line. When the price of the company is determined as a multiple of EBITDA, then the 

buyer can benefit from low IT costs (during 12-18 months of TSA), but this must be offset against the 

price of the acquisition where the fictious low IT costs are paid for by the deal multiple. 

Secondly, for IT management: after it has completed Day 2 and terminated the cheap TSA, it must 

report that IT costs will go up substantially after the TSA.  

The above underlines the importance of a correct due diligence on IT landscape and associated costs. 

 

 

SAP Tooling 

When choosing strategies for Company Code Copy, Client Copy or System Copy, there are multiple 

organizations that provide tools to support these strategies. Purple Square has seen 3 parties/tools 

that were successful in this. They are: SAP AG who provide SLT (SAP Landscape Transformation) 

services. SNP, a Germany based system integrator, provides similar services as SAP AG does. Finally 

we have good experiences using the tools from EPI-USE. 

The transformation services discussed here are often very complex and have a high risk of corrupting 

the existing SAP Landscape. Hence it must be executed by the right people. The investments for 

these services are costly. On the one hand because they require extensive copies of the existing SAP 

Landscape (think servers, data storage, backups etc). On the other hand because of their high value 

added nature. Prices of 1M euro for complex transformations are not uncommon. 

 

 

Stranded Costs 
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Any mother company that wishes to divest part of its business will be faced by the fact that the 

current IT costs for the company as a whole are being absorbed by the company as a whole. If part of 

the company will depart of the mother ship, the question is what will happen to the IT costs. As an 

example: the mother company uses application X for 50.000 users for 5M euro per annum. After the 

divestment, 40.000 users remain and the costs remain at 5M. The means the cost per users goes up 

from 100 euro per annum to 125 euro per annum. Hence the mother company will have a desire to 

push the costs of X to the divested company. In other words: it would prefer the divested business to 

use the Day 2 Strategy “Copy” for this application. On the other hand the divested company may 

want to “move to new standard” to find cheaper solutions for the future. Hence it will seek to leave 

the stranded costs associated with less users for application X with the mother company. 

Stranded costs are therefor a typical topic between mother and divestee while the mother still is in 

control. 

 

 

Software Asset Management and Software Licenses 

Large multinationals have been investing in IT since the 80’s (at least). This means that the existing IT 

landscape has been created over a period of 40 years. It also means that IT/Software contracts have 

been created over a large period often by a small group of Purchasers and IT managers. During a 

divestments all contracts may be needed to be revised in a relatively short time frame (Day 1 

throughput time is often around 12 months or less depending on size and complexity). Secondly, it is 

assumed that a clear inventory of IT Assets is available. This is often not the case. Finally, software 

vendors may want to use the divestment scenario as an opportunity to increase their revenues by 

applying less beneficial terms and conditions given the changed size of both mother company and 

divested company.  

The effect of the above is that Software Asset Management and Software License renegotiation are 

major topics in any divestment and require substantially more effort than most current procurement 

departments are geared up for. 

 

 

2020: The S/4HANA era 

Many companies are currently still on an SAP ECC based IT Landscape. Like all users they are urged by 

SAP AG to move to the new standard S/4HANA. Many companies struggle with a) creating a solid 

business case for the move from ECC to S/4 and b) have no clearly defined path to move from ECC to 

S/4. So imagine you are a strategic buyer who is on ECC and who has acquired a business that is also 

on an ECC instance. Yet that second ECC instance is in a TSA you will need to exit. Ideally you would 

put any euros you invest in SAP into a path where you would go to S/4 directly (assuming you will 

keep on using SAP AG’s software). This puts you in difficult choices with following options: 

1. Move SAP ECC from the acquired business to SAP S/4HANA as part of your Day 2 Strategy. 

Leave your current ECC as is. 

2. Move SAP ECC from the acquired business to your current ECC as part of your Day 2 Strategy. 

Move your current ECC to S/4HANA at a later stage. 

3. Copy the SAP ECC from the acquired business to a stand-alone version as part of your Day 2 

Strategy and let is coexist next to your current ECC system. Move both ECC’s to S/4HANA at a 

later stage. 

There are no easy choices except that it is probably true that it is unattractive to go for scenario 2 as 

it would require substantial investments in your current ECC system which should be at end of life 

anyhow (given the arrival of S/4HANA). 
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VAT, Bank Accounts, GLN and DUNS numbers 

It is important to note that the creation of new legal entities by definition leads to new VAT-

numbers, Bank Accounts and GLN and DUNS numbers. During Day 1 programs this leads to 

complexity during program execution. 

First of all, in some countries it is hard to plan for exact availability dates of VAT numbers and new 

bank account numbers. Examples are India and Philippines.  

In some Latin American countries, companies are required to interface with governmental systems. 

Examples are Maquiladoras in Mexico, and in other countries: Ecomex, Pagos Efficientes, Pagos 

Proveedores, Syncro. Obtaining new legal entity-ids can take an undefined throughput time. 

Finally, new legal entities may obtain new GLN or new DUNS numbers. These are the unique 

identifiers for organizational entities in EDI traffic. These codes steer all of your EDI traffic and 

changes require thorough testing with all connected parties. While you may have some influence on 

your suppliers, it may be harder to get customers to march to your planning and to test the changes 

following your plans. 

 

 

Changes in Organization 

So far we have to a large extent looked at the consequences of Divestments for IT. But IT applications 

can rarely be analyzed in splendid isolation. IT Applications are part of an integrated set of 

organizational roles, procedures and people’s way of working. Just as with Software Asset 

Management, these ways of working have been grown into the organization over many years. When 

selling off part of the company it is clear that some individuals will remain with the mother company 

and others will leave to the new company. This may disrupt the current way of working without this 

being seen very clearly upfront. Suddenly, roles that were available in the old situation may no longer 

be available. Either because the person has left and no replacement was identified and trained. Or 

the person has no longer the authorization in the system to do certain tasks for certain Company 

Codes. Examples of such roles that are typically affected in Divestments are: 

• Staff that is able to register new users and that can initiate authorization requests for new 

users (in SAP environments via SAP GRC). Once that person is gone, for example in a sales 

office in some country, then no one else has any knowledge left how to enable new hires to 

get authorized so they can do their work. 

• Creating new roles can lead to Segregation of Duty issues that need to be resolved by the 

right people (often local controllers). If these are no longer present the process of creating 

new roles halts. 

• In procurement often one group of people can issue a purchase requisition and others can 

approve them. If one of the roles is no longer there then the process halts. 

• In case of business process outsourcing (BPO) to third parties there is often a small group of 

knowledgeable staff that has remained with the company. Where will the knowledge and 

ownership w.r.t. the BPO for the divested company be? We have seen situations where 

accounting operations were outsourced to a globally dispersed third party with no overview 

at the divested business as to where and how processes were outsourced. This can lead to 

complex challenges. 

 

 

IT Infrastructure  
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A big area of concern in any divestment is in IT Infrastructure. This area is huge and covers topics 

such as: 

• Data centers 

• Wide area networks 

• Laptops 

• Security / firewalls 

• Printing solutions 

• Identity and Access Management (active directories) 

• Office tools like email, skype, Microsoft Teams etc 

• Domain names. 

As the divested company will change its identity by getting a new name, so will domain names and 

user-id’s need to change. 

The domain name will change from www.oldco.com to www.newco.com. For cloud solutions, like 

Microsoft Office 365, a tenant with the new name must be created. Again this will require a check on 

connectivity across the IT landscape.  

Users typically use a number of identities to identify themselves in different environments. Examples 

are: 

• The User Principle Name (UPN) is used to logon to the Microsoft run laptop. The value for 

UPN is often firstname.lastname@oldco.com. 

• The primary mail address which is often firstname.lastname@oldco.com. 

• The id by which users can be found in Skype (SIP) is often firstname.lastname@oldco.com.. 

When we also take into account that mail addresses are also used by IT applications (for example to 

mail out order confirmations or commercial proposals or to steer workflows) then we can see that 

changing mail addresses from firstname.lastname@oldco.com to firstname.lastname@newco.com 

can become a task that must be planned and tested thoroughly. Also, it will require extensive 

communication to the outside world explaining the new id’s. Also consider that business partners 

may have stored the oldco.com mail-addresses in their respective IT applications. 

http://www.oldco.com/
http://www.newco.com/
mailto:firstname.lastname@oldco.com
mailto:firstname.lastname@newco.com
mailto:firstname.lastname@newco.com
mailto:firstname.lastname@newco.com
mailto:firstname.lastname@newco.com

