


Dennis Bagley | IT Consulting Practice | Partner

Dennis has more than 20 years of experience in management consulting for commercial,
private equity, public sector, and healthcare client organizations. His experience includes
assisting clients in information technology and operations improvement initiatives involving
business and process transformation. He has served in project director and manager roles for
major technology and transformation initiatives including: enterprise systems evaluation,
selection, contract negotiations and implementation; process redesign; information
technology strategic planning and strategic sourcing evaluation (such as business process
outsourcing, IT outsourcing and shared services) and technology due diligence. Dennis has
expertise in contract negotiations, technology strategy, project management, IT governance,
enterprise resource planning (ERP), enterprise content management (ECM) and customer
relationship management (CRM). He holds a BS degree in Computer Science from the
University of Michigan-Dearborn and an MBA from the University of Michigan. As part of his
MBA, Dennis completed courses at the Rotterdam School of Management in The Netherlands.
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Audit, tax, consulting, & wealth management leaders

Plante Moran is one of the nation’s largest accounting, tax, and
management consulting firms with alliances throughout the
world, with more than 2,200 professionals in 22 offices. We have a
team of experts assisting private equity clients and their portfolio
companies in building value throughout the lifecycle of the deal.
We have built a strong reputation working with private equity
groups and their portfolio companies and in the last year alone
completed over 200 deals nationwide.

For more information visit, plantemoran.com
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Craig Zampa | IT Consulting Practice | Principal

Craig has over 20 years of experience in Enterprise Resource Planning (ERP) operations
including assessment, integration, enhancement, and implementation. Prior to entering the
Professional Services industry, he spent 17 years managing corporate technology and
operations in mid-market and large enterprise organizations reaching the role of Chief
Information Officer (CIO) for a mid-market distributor. Craig specializes in operational
technology, business intelligence, data structure, and other enterprise tools such as SQL
database, VMware, and Warehouse Management Solutions. Over the past four years, Craig has
managed or supported more than 75 ERP selection, assessment and/or implementation
projects. In addition, he’s led or participated in an additional 30 IT due diligence, transition and
IT assessment projects with acquisition targets that ranged from $5M - $110M in EBITDA.
Craig’s educational background includes a BBA from the Detroit College of Business.
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Craig:

17 years in industry running IT for a mid-market distributor up to level of CIO

Joined Plante Moran 4 ½ years ago to manage team focused on Manufacturing / Distribution business application projects as well as IT Due Diligence, Transition Planning and Implementation for Private Equity firms

Since joining Plante Moran, I’ve managed or supported over 75 ERP related projects and 30 Private Equity focused projects including IT due diligence, technology transition planning and transition implementation




e |T due diligence

* The first 100 days

e Special carve-out considerations

e Case studies
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Identify discussion points and move to next slide


Precursor:
IT Due Diligence
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Getting to the first 100 days following an acquisition is important but understanding technology status of what was purchased will be critical to plan effectively.  This is accomplished by conducting an IT Due Diligence on the potential target firm.  Let’s discuss the questions and scope of a typical IT Due Diligence.


{IT Due Diligence Questions.}
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GAPS (Dennis)
What technology gaps exist that will likely need solutions if business is acquired?  Examples include
Key business activities and reporting requirements that are resolved with spreadsheets instead of enterprise solutions
Expired software maintenance on critical business solutions eliminating opportunity for support, expansion or upgrade
Staffing gaps for administering IT environment effectively.

RISKS (Craig)
What are the technology risks that may impact a purchase decision?  Examples include:
Dependence on applications that are no longer supported by vendor (or vendor is no longer viable) removing opportunity to modernize the solution as well as risks of financial impact due to critical failure.
Inadequate infrastructure or security tools.  Common scenario of using consumer grade equipment.
Lack of preparedness for system interruption 
How is compliance defined and administered (e.g., PCI, HIPAA, HACCP)?   Pronounced hassip.  Fraud and privacy are among the greatest concerns to organizations and understanding vulnerability is critical.
Example – Conducted diligence on a target company in the conference management industry.  Diligence activities uncovered that they were hand-writing credit card information on notepads and storing the data in a file drawer.  Once per quarter, they would pull out the files and rebill customers automatically.  While there was no harm intended, if this information was compromised, the company could suffer incredible fines, loss of customer trust and be at risk of no longer accepting credit card transactions altogether.

COSTS (Dennis)
What are the IT recurring and nonrecurring costs that will exist over the next 3-5 years?  Examples include:
Capital projects that are planned 
Transfer costs for contracts that have expired or non-transferrable
Budgets for resolution of identified gaps and risks





ORGANIZATION ADMINISTRATION TECHNOLOGY
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During the diligence, it is important to take a comprehensive view of IT.

Organization (Craig)
Staffing
How is IT organized and what is the reporting structure.  
Comparison of staffing resources to similar organizations and best practices
Is overall IT payroll comparable with similar sized / industry organizations? Are distinct roles defined?
Recommendations for staff gaps and assistance with identification of short- and long-term resources
Identification of potential operating budget’s impact based on current staffing and recommendations

Administration (Dennis)
General Administration
How is  end user support administered by IT?  Help desk tools in use?  Is there a feedback program?
Does an IT strategic plan exist and are the critical projects reasonably prioritized?
Contracts
Identification of contractual obligations that may affect operating budget 
Introduction to potential service outsourcing to reduce organizational risk
Identification and transition impact for software and hardware license transfer

Technology (Craig)

Potential impact from aging infrastructure and affects on capital budget
Risk and vulnerability due to security and technology assets currently deployed
Project planning for transition of any new technologies required
Identification of applications and tools that underserve the organization
Example – Another recent project uncovered a pretty big concern that spanned technology and administration.  During the evaluation, we were researching the disaster recovery model that a target currently had in place.  In the interview, we were informed that the offsite disaster recovery facility was a different company location.  Since there was only a single location identified, we dug further.  We eventually found out that the offsite disaster recovery center was a rack of servers and storage that was setup in the IT Managers dining room and contained current copies of all the client data.  




The First 200 Days:
Establish Strateqy
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v Align IT with NewCo strategy

v Leadership gaps
v Evaluate diligence gaps
v Prioritize Projects

v Governance
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Define how NewCo future plan is different from current state and align IT strategy to support.  Establishing an IT strategy that complements the corporate strategy is important to avoid overinvesting in IT or having an inadequate technical foundation for a new organization that is forecasting significant growth or diversification.

Start with leadership.  If new management resources are required, get in place prior to establish IT strategy.

Evaluate due diligence resulting gaps that needs to be resolved.
Licensing gaps, expired contracts, domain transfer, inadequate tools
If acquisition is by a Private Equity firm, what needs to be implemented to support PE reporting requirements? 

Prioritize list of projects and resource acquisition either in cumulative order or High / Medium / Low priority

Establish Project Management Office (PMO) or other external governing body to monitor progress, approve funding and evaluate success


v~ External service providers
v~ Identify new staff

v~ Modernize existing staff
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Are there IT staff members that should be removed or existing resource gaps that should be replaced with external service providers?  Examples include application hosting / managed services, remote location helpdesk.

Establish job descriptions as needed and fill IT staffing gaps where required.  Always start with the job description to ensure all IT requirements are addressed and communication is clear.

Is there a need to modernize and replace team members based on key upcoming projects (e.g. selection and implementation of new ERP, increased requirements for security and controls)?



Gaps larger for NewCo carve-outs:

v~ Enterprise software
v Central staff

v Central infrastructure

v Central contracts

v~ Transition Services Agreement (TSA) -
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NewCo carve-outs typically start with some major gaps:

Enterprise software reside with prior ownership requiring selection and implementation of replacement tools 

IT staffing mostly reside with prior ownership with the exception of a division or location helpdesk person

Core infrastructure resources (firewalls, wide area network technology (VPN / MPLS), email and other communications) rarely transfer to NewCo

Contracts rarely transfer requiring new agreements and likely costs to provide independence

All items must be documented on Transition Services Agreement (TSA) with selling entity during negotiation phase



The First 200 Days:
Case Studies
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Add some color commentary on this slide to transition Craig from speaking through the 100 Day Carve-Out slide to Case Studies.


IT Due Diligence Part 3

Case Study




US based—
Six international

Multibillion dollar parent

Diligence to include
initial steps of
software selection

Carve Out

Multi-phase approach

Phase One—
Conduct IT diligence

Phase Two—
Conduct ERP selection

SOLUTION

e Four week diligence

e Adjusted offer based on
updated EBITDA

e Ten week ERP selection
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Situation
US based organization  with 6 international locations, 120 employees, engineering and assembly of explosion protection solutions in the industrial manufacturing space
Organization unit being carved out from $50B parent
Required IT due diligence and five-year IT forecast activities followed by technology selection for expedited transition to independence


Approach
Two phased approach for independence migration:
Phase 1 – Perform IT due diligence project to identify costs, risks and opportunities for private equity firm.  Project was beneficial to gain insight to critical requirements for operational software.
Phase 2 – Complete ERP  selection project to migrate new standalone organization onto a new ERP solution that is independent from its prior parent company


Results
Initial due diligence for offer completed in 4 weeks yielding IT gaps and risks in target company as well as estimated costs to rectify
Buyer was able to adjust its offer based on the resulting new EBITDA from findings and provide competitive offer
Facilitation of expedited ERP selection completed in 10 weeks to allow for shorter window TSA 


IT Due Diligence Part 3

Case Study




 Five billion dollar
parent company

e Two week diligence

e Leverage existing tools

Carve Out

Conducted IT diligence

Generated TSA
recommendations

Evaluated existing
strategy

Expedited software
evaluation

SOLUTION

Negotiated TSA

Five year comparison of
enterprise software costs

Increased capabilities

Transitioned NewCo
to independence
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Situation
Existing owner $3B consumer goods organization.  Target company managed as business unit of $500M consumer goods manufacturer with centralized support of finance, technology and HR
IT due diligence time-line of 2 weeks with focus on high level budgetary estimates and identification of critical risks.	
NewCo planning to re-implement existing enterprise software based on assumed fit

Approach
Conducted phone interviews and review of provided IT documentation
Evaluated time allowance for transition and renegotiated time to be more realistic for support, infrastructure and software applications
Conducted expedited ERP diligence with NewCo to generate a comprehensive budget and trade-offs to retain current tools in comparison to a manufacturing solution geared towards middle market organizations
Upon completed diligence, assisted NewCo in managing implementation of ERP solution as well as transition of new infrastructure allowing move to independent framework


Results
Negotiated TSA to extend time frame allowed for transition to reduce risk of interruption to NewCo and new equity parent
Identified $2.5M in cost savings for implementation of new ERP compared to retention of existing solution
Gained visibility to Work in Process on factory floor and reporting capabilities to new Equity parent




IT Due Diligence Part 3

Case Study




Canadian based

Acquisitions not
assimilated

Identify gas, risks and
costs to assimilate

Total Acquisition

Request content
Phone interviews
Site visits
Compile analysis

Provide report

SOLUTION

Five week project
Unsupported software
with licensing gaps
Consumer level
infrastructure

Adjusted offer and
required licensing
resolution
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Situation

Potential acquisition of  Canadian based entity with two locations in Canada and one in the US
Locations were prior acquisitions by the parent organization and never fully assimilated
Buying firm wanted to identify existing technology gaps and risks as well as costs to centralize the business units to optimize resources

Approach
Provided information request to gain preliminary understanding of IT environment
Conducted phone interviews to identify content gaps for better information
Perform site visits to conduct diligence on IT resources
Reviewed provided content including contracts, invoices, budgets and asset lists as well as information captured during site visits
Provide report to equity firm with detailed review of findings from due diligence


Results
Due diligence for offer completed in 5 weeks
Identified major licensing gap on enterprise software as well as operation of software version that was 8 years behind
Recognition of consumer grade infrastructure operating within the enterprise causing increased risk of security breach
Acquiring firm was able to rectify numerous technology gaps in advance of submitting final bid and inheriting unnecessary liability
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Closing comments


IT Consulting Practice | Partner

Dennis Bagley

248-223-3348
Dennis.Bagley@plantemoran.com

IT Consulting Practice | Principal
Craig Zampa

248-223-3703
Craig.Zampa@plantemoran.com
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