


IN THIS STUDY

Introduction

Checkpoint was founded in the U.S. in 1969 and is a multinational manufacturer and
marketer of integrated solutions for retail security, labeling, and merchandising.
Checkpoint solutions help retailers and consumer product manufacturers to brand,
track, and secure goods. One example of a Checkpoint offering is the tag shown in
Figure 1.

The company generated revenue of $688 million in 2006. Its 3,200 employees are
located in offices throughout North and South America, Europe, Asia, Australia, and
New Zealand. The principal manufacturing facilities are located in the Dominican
Republic, Germany, Japan, Malaysia, the Netherlands, Puerto Rico, the U.K., and the
U.S. Approximately 50% of the employees are located in Europe.

FIGURE 1

A Checkpoint Hard Tag For Clothing Retailers

Source: Checkpoint, 2007

Challenges

During the 1990s Checkpoint expanded operations in Europe through the acquisition
of Netherlands-based ID Systems International BV (1993), U.K.-based Actron Group
Limited (1995), and Germany-based Meto AG (1999). In 1999, Checkpoint's
European operations decided to implement a new common enterprise resource
planning (ERP) platform because the existing systems were not Y2K compliant and
did not support the new euro currency.
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More importantly, the fact that each country had its own distinct administrative
applications challenged Checkpoint in a number of ways:

Financial consolidation across European operations was time consuming and
prone to error. The consolidation process was essentially a manual process in
which local data extracts were consolidated in Microsoft Excel. Semantic
differences, such as, how an order was defined, created significant complexities.

Management reporting was time consuming and costly. Seemingly simple
questions, such as what is the current backlog or what is the sales pipeline by
country, required considerable effort both locally and centrally at the head office.
Consequently, Checkpoint management was unable to benchmark country
operations and divisions against each other.

Knowledge sharing across national borders was difficult because the local
administrative departments had different skill sets. Some were experts in
packaged solutions such as Baan, JD Edwards, and Exchequer, while others
maintained custom-built applications on PC and AS/400-based platforms. Back-
office personnel required significant retraining in case of a transfer to a different
subsidiary.

Duplication of efforts between countries. Because each country had its own
application, each country had to find its own solution to common IT challenges,
including integration with third-party logistics providers, integration to a common
ecommerce platform, and EDI connections to global customers. Since each
country had local IT operations, there was a general lack of critical mass in terms
of IT and application knowledge.

Checkpoint Europe was presented with another challenge in 2002 when the U.S.
congress passed the Sarbanes-Oxley Act. This legislation required all Checkpoint
subsidiaries to significantly review accounting practices and systems.

From the general business perspective, Checkpoint saw declining prices in its core
product areas, combined with low-cost competition from emerging Asian vendors.
The number 1 priority for the company overall was to lower costs through increased
efficiency of operations.

Solution

In 1999, Checkpoint decided to leverage existing investments in SAP and standardize
all European administrative processes on the SAP R/3 platform. Furthermore,
Checkpoint decided to centralize back-office operations in two European shared
service centers: 1) A finance shared service center in Bratislava, Slovak Republic,
and 2) an order management and customer service center in Barcelona, Spain.

The SAP solution covered:

Finance and accounting

B

Sales orders

B

Material and inventory management

B

Production planning, logistics, and manufacturing

N
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Human resources and payroll

Bl

Business intelligence

Bl

Customer relationship management

Bl

Franchises (based on the SAP Business One solution)

All European countries are running a single instance of SAP, which is hosted in
Heppenheim, Germany. Currently, almost 850 European users are on the system.

The SAP solution was integrated into the ecommerce platform of Checkpoint, Lotus
Notes collaborative application, logistics providers such as DHL and TNT, and most
importantly large customers via EDI. This is shown in Figure 2.

FIGURE 2

Checkpoint ERP Landscape
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Implementation

The pilot project and subsequent rollout were initiated in 1999. Checkpoint built up an
internal implementation team to manage the entire rollout. Only in Norway did an
external services provider (Lufthansa Systems) participate. The rollout initially
focused on Germany but later included France (live December 2002), Poland (live
May 2003), Benelux (live January 2004), Spain (live July 2004), the U.K. (live
February 2005), Norway (live May 2005), and Finland (live July 2005).

Implementation Challenges
During the rollout process, several issues arose:

It took some effort to match SAP terms and Checkpoint business terms. Initially,
Checkpoint experienced a skills gap in terms of grasping the opportunities and
limitations of the SAP ERP application.
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The international implementation team lacked local language skills. The team
realized that communicating and working with local business teams on
implementation and training required local language skills that the team often did
not possess. Consequently, Checkpoint hired local language SAP experts to
overcome the language barrier.

It proved more difficult than expected to clean-up existing master data. In
particular the customer master and the material master had to undergo
significant data cleansing efforts to eliminate duplicates and errors and
harmonize disparate data sources.

Benefits

After completing the SAP implementation, Checkpoint realized a number of strategic
benefits, which can be classified into five themes:

Efficiency

The move to shared service centers and one application platform has enabled
Checkpoint to decommission most local applications and reassign the IT staff that
maintained these. Additionally, local accounting and order management staff has
been reassigned due to the shared service centers. In Benelux, the U.K., Spain,
Norway, and Finland alone, IDC counted 15 local full-time positions eliminated with
employees reassigned to other jobs. The administrative consolidation is shown in
Figure 3.

FIGURE 3

Administrative Consolidation at Checkpoint
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Note: Countries with local Checkpoint office are colored in dark gray. Light gray countries are
served via distributors. A pin signifies an administrative center.

Source: IDC, 2007
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Some of these eliminated positions have instead been added to the shared service
centers. However, because the shared service centers have much better resource
utilization and knowledge sharing, the end result is higher efficiency.

Another source of efficiency gains is automation of business processes. All
employees now work off the same set of master data and process flows. Therefore,
the number of tasks processed by the individual employees has increased. For
example, in the U.K. the same number of staff serves customers although the local
business activity has increased by more than 10%.

Transparency

Managers can now benchmark countries easily and compare costs because one
common chart of account is used across Europe. European Controller at Checkpoint,
Richel Kleiweg, explained, "It is all about a common set of standards, processes, and
applications. Previously, we tried to knit together different systems to automate
processes but we couldn't make it work. It was too complex. Now, with one common
platform we have much better insight."

European Applications Manager, Paul van der Mark, added, "We can now pull out
meaningful reports at the European level. Reporting has really been a major
advantage of SAP and the feedback from users has been excellent. We cannot
quantify the value of timely and high-quality management information, but we know it
has been of paramount importance to us."

Speed

Moving to a common SAP platform enabled Checkpoint to greatly speed up internal
processes such as periodic consolidation and close of books. Van der Mark related
that consolidation of local accounts is now carried out in less than 10 minutes.

External processes have also seen improvements. European SCM Operations
Manager, Sieghard Nuss, stated, "Previously, customer shipments were executed
from 15 local warehouses around Europe. These have now been consolidated into
two central warehouses as a result of the SAP implementation. This has enabled us
to ship more orders directly to the customer and achieve faster delivery times. In our
business, the ability to deliver rapidly is a key competitive differentiator.”

Agility

According to Van der Mark, "The fact that we have centralized IT and greater scale
has enabled us to become much more ambitious in terms of establishing automated
EDI-based links to customers and suppliers. Because one EDI connection now
serves all of Europe instead of an individual country, the set-up cost per transaction
has been reduced enormously. Therefore, we can establish EDI connections to many
more customers and partners."

Similarly, Checkpoint has found it less complex to connect all European operations
with the MPC-based ecommerce system, again because it was done once centrally
instead of multiple times in different countries.
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Compliance

Last, but not least, the SAP implementation enabled Checkpoint to become
Sarbanes-Oxley compliant. Since Checkpoint moved to one centralized
administration platform with consistent processes and standards, the task of
achieving Sarbanes-Oxley compliance has eased significantly. Without SAP,
Checkpoint would have had to initiative Sarbanes-Oxley compliance programs in
each subsidiary, which would have burdened the corporation in terms of costs and
efforts.

Lessons Learned

Looking back at the SAP implementation with the benefit of hindsight, Checkpoint
came to several important conclusions.

The effort required to harmonize and cleanse data in order to populate the new
systems is often underestimated. In fact, kicking off an ERP implementation with a
dedicated master data management project is a wise initial investment as chances of
project success increase significantly if master data is in good shape.

Van der Mark elaborated, "Older systems are typically quite permissive in terms of
data entry and each system has its own interpretation of how a customer, a material,
or an order is defined. Establishing a coherent data set for the new SAP system
based on our legacy patchwork really took time and effort, but it was worth the effort."

Another lesson learned is to not underestimate the change management process
when implementing an ERP application. Many employees fear and resist change and
end-user resistance can slow down and potentially derail entire projects. In
Checkpoint's experience, upfront investments in end-user training proved money well
spent. Furthermore, hiring local implementation team members was another key
investment to overcome cultural barriers and get local buy-in for the new system.

Future Plans

Today, Checkpoint has completed the European SAP ERP rollout and the Barcelona
and Bratislava shared service centers are in full operation. Checkpoint is currently
planning a number of new initiatives on the back of the SAP platform.

One of the initiatives is for further centralization. Checkpoint CIO, Sal Dona,
explained, "We have gotten our IT costs down and streamlined our European
operations. Still, we believe we have further centralization potential in Europe. The
shared service centers still follow a country-centric approach, but eventually all
European operations should follow the same blueprint for standards and processes.
Over time we will also look to consolidate the various shared service centers into
one."

Another key priority is to support new supply chain management initiatives.
Checkpoint is seeking to automate the management of expected as well as
unexpected events and automate instant notifications and workflows. Furthermore,
Checkpoint plans to offer automatic replenishment at customer sites as part of the
extended service offered to larger customers. Finally, Checkpoint plans to leverage
SAP to plan supply chain activities at the enterprise as opposed to plant level.
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Checkpoint is implementing new customer relationship management capabilities
around mobile sales by giving sales people access to SAP though handheld devices.
Additionally, Checkpoint is implementing a customer interaction center to streamline
and improve customer service processes.

In the human resources area, Checkpoint plans to use SAP to better manage its
human capital. Checkpoint HR Manager, Anette Jackson said, "We have modernized
our core HR processes using SAP. Now we are planning to use SAP to implement
erecruitment because talent acquisition is increasingly important to us. We would also
like to establish an employee skills database using SAP, because of the large
potential gains from better utilization of employee knowledge."

Dona concluded, "We have come far in terms of streamlining processes in Europe.
But eventually, we need to streamline processes and consolidate resources globally
as opposed to just in Europe. Global customers require support from one global
platform and this is the direction that we are taking."
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