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Abstract 
In today’s competitive market there is a high pressure on companies to continuously improve 
and make their internal processes more efficient. There is a high demand from customer 
regarding receiving the products with shorter lead times, and pressure on reducing market 
price, and also to reduce the supply chain cost. In order to stay competitive, companies need to 
respond fast to changes in demand, keep good margins in order to be able to invest in product 
development and secure its position in the market. 
 
Company A is an OEM company that provides its customers with end-to-end customer unique solutions. 
Having a large product portfolio, the company not only produces its own products, but also buys 
products from third part companies which are later integrated in their solutions. Being a global company 
with subsidiaries, factories and customers around the world, result in a very complex supply chain.  
 
The purpose of this study is to look more closely to one of Company A’s customer’s order 
fulfilment process. The Customer is located in Northern Africa and has a customized order 
fulfilment process due to the contractual terms and conditions. The contract requires Letter of 
Credit as a payment term and inspection need to be performed before the material can be 
shipped to the customer. In order to identify the bottlenecks and areas of improvement a case study 
has been performed. 
 
The Case Study shows that there are several areas that can be improved. Analysis of four Customer 
Purchase Orders shows that the average lead time from signing the Customer Purchase Order to have 
the order placed and sent to the suppliers is 37 days. By improving the internal communication, 
proactively work on getting the CPO ready for ordering, and reducing the Early Start approval steps the 
lead time can be reduced significantly. 
 
The way the Letter of Credit is handled in this customer unique flow result in many stored finished 
goods days. The Company A has a strategy not to keep the material ready in the warehouse for more 
than 30 days. The analysis shows that material is stored in most of the cases for more than 30 days due 
to non-operative L/C and need to wait until the Letter of Credit is operative. Another bottleneck that the 
case study made visible is the days that the shipment cannot be shipped and need to wait for the 
insurance to be secured. By investigating the Incoterm and changing from existing CPT to DAT or CIP, the 
insurance can automatically be covered by Company A’s global insurance agreement. 
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Sammanfattning 
I dagens konkurrensutsatta marknad har företag stor press på sig att ständigt förbättra och effektivisera 
sina interna processer. Det finns en efterfrågan från kunden om att få produkterna levererade med 
kortare ledtider och även press på att minska priserna och minska kostnader. För att kunna behålla sin 
konkurrenskraft, behöver företaget kunna reagera snabbt på förändringar i efterfrågan och ha goda 
marginaler för att kunna investera i produktutveckling och säkra företagets position i marknaden. 
 
Företaget A är en OEM-tillverkare som förser sina kunder med kopletta och även kundunika lösningar. 
Företaget A har en bred produktportfölj, som inte enbart innehåller egna produkter, utan företaget 
säljer även tredjepartsprodukter som integreras i den egna lösningen. Att vara ett globalt företag med 
flera dotterbolag, fabriker och kunder runtom i världen resulterar i en mycket komplex flödeskedja. 
 
Syftet med detta arbete är att titta närmare på ett av Företaget A’s kundorderflöde. Kunden finns i 
Nordafrika och har ett kundanpassad orderflöde på grund av gällande avtalsvillkor. Enligt kontrakten ska 
betalning ske via remburs och materialen behöver inspekteras innan godset kan skeppas till kunden. En 
fallstudie har genomförts för att identifiera flaskhalsar och hitta förbättringsområden. 
 
Fallstudien visar att det finns flera områden som har potentiell till förbättring. Analys av fyra kundordrar 
visar att det tar i genomsnitt 37 dagar från att kundordern är signerad tills ordrarna processas i systemet 
och beställningen skickas till leverantörerna. Genom att förbättra interna kommunikationen, vara mer 
proaktiv för att få kundordern redo för beställning tidigare och förbättra godkännandet av tidig 
orderläggning kan ledtiden minskas betydligt. 
 
Sättet som Remburs hanteras för detta kundorderflöde resulterar i många dagar som färdig material 
ligger i lager. Företag A har som mål att inte ha material liggande i lager i mer än 30 dagar. Analysen 
visar att i de flesta fallen blir material liggande i lager i mer än 30 dagar och väntar på att rembursen ska 
vara operativ. En annan flaskhals som fallstudien påvisade är dagar som skeppnigen inte kan skeppas på 
grund av att godset inte är försäkrad av kunden. Genom att se över gällande Incoterm CPT och ändra till 
DAT eller CIP, täcks försäkringen av företagets globala försäkring och leder till att kunden inte behöver 
täckna försäkring för varje sändning. 
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Glossary of terms 
3PP – Third Party Products 
AM – Account Manager 
BoM – Bill of Material 
BoQ – Bill of Quantity 
CFR - Contract Fulfillment Responsible 
CPO – Customer Purchase Order 
CPT – Carriage Paid To 
CSR - Customer Solution Responsible 
D/C – Documentary Collection 
DAT – Delivered at Terminal 
DSP – Distribution Service Provider 
ERP – Enterprise Resource Planning 
KAM – Key Account Manager 
L/C – Letter of Credit 
OA – Order Acknowledgement 
OSR – Operational Supply Responsible 
PFR – Project Finance Responsible 
PM – Project Manager 
PO – Purchase Order 
PSR – Procurement Supply Responsible 
RfS – Ready for Shipment 
SA – Solution Architect 
SO – Sales Order 
TP – Transport Planner 
TSR – Tactical Supply Responsible 
VC – Value Contract 
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1 Introduction 
The background of the study will be presented in this chapter. The problem statement, 
objective, research question and delimitations will be presented. The last section will give the 
readers a brief description of the layout of the report. 
 

1.1 Background 
In today’s competitive market there is a high pressure on companies to continuously improve 
and make their internal processes more efficient. There is a high demand from customer 
regarding receiving the products with shorter lead times, and pressure on reducing market 
price. In order to stay competitive, companies need to respond fast to changes in demand, keep 
good margins in order to be able to invest in product development and secure its position in the 
market. According to Chopra and Meindl (2010), the objective of the Supply Chain should be to 
maximize the total value that is generated in each step of the chain. Furthermore, this can be 
highly correlated to the supply chain profitability. With that being said, having an effective 
Supply Chain result in gaining customers and improving customer service. Hence, Supply Chain 
Management can be seen as a foremost component of a company’s competitive strategy in 
order to increase the organizational productivity and profitability (Gunasekaran et al., 2004) 
 
Supply Chain Management includes all the activities/steps that are performed in fulfilling a 
customer request. Hence, the supply chain does not only include the manufacturer and the 
supplier, it also includes transporters, warehouses, and the end customers. (Chopra and 
Meindl, 2010) 
 
The Global Supply Chain Forum identifies eight key business processes that need to be 
implemented within and across companies in the supply chain, such as Customer Relationship 
Management, Customer Service Management, Demand Management, Order Fulfillment, 
Manufacturing Flow Management, Supplier Relationship Management, Product Development 
and Commercialization and Returns Management. The Order Fulfillment process includes all 
the activities that are performed from receiving the customer order to delivering the product 
(Croxton, 2003). This thesis will cover the Order Fulfillment Process for Company A for a specific 
customer located in Northern Africa. 
 

1.2 Company A’s background 
Company A is an Original Equipment Manufacturing (OEM) company and the customers are 
different companies rather than a single user. Company A can be considered as a global 
business-to-business company that not only produces customer specific solutions, but also buys 
products from its suppliers and integrates it in their own solutions. Company A is providing their 
customers with end-to-end solutions and can also help with installation, integration and 
maintaining the solution. Company A can provide its customers with tailored solutions 
depending on the customer’s requirement. In this way, Company A can create superior value 
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for the customer (Wit, B., & Meyer, Ron, 2004). The scope of the contract can either be new 
installation projects, expansion projects, renewal projects, or swap projects. 
 
Having a wide range of different types of products, such as pick from stock, make to order and 
buy to order, subsidiaries, several factories, suppliers and sub-suppliers located all over the 
world, the supply chain becomes very complex and dependent on several parameters. Having 
several stakeholders involved in the supply chain result in many interfaces and handovers. This 
in turn increases the lead-times between the different sections in the supply chain. 
 
Furthermore, Company A has many customers with different types of contractual terms and 
conditions. Some are located in high risk counties and requires payment guarantees, such as 
Letter of Credit. Despite the complexity of the supply chain, Company A continuously tries to 
make their Supply Chain more efficient, improving ways of working, and reducing the lead 
times and eliminating non-value added activities. This is also suggested by Modig and Åhlström 
(2013). Therefore having a Lean Supply chain is an advantage in today’s competitive market, it 
helps the organizations to respond faster to changes, in order to meet the customer’s demands 
and needs (Srinivasan, 2004). 
 

1.3 Problem statements 
The competitive market always put pressure to reduce lead times and reduce the cost. In order 
to keep market share Company A needs to continuously improve ways of working to be able to 
decrease the lead time. In order to do that Company A has started to focus on improving their 
Order Fulfillment Process. This means reviewing the order-to-cash cycle, understanding the 
supply capabilities, and defining the lead-time, (Croxton, 2003). 
 
The purpose of this study is to look more closely to one of Company A’s customer’s, order 
fulfilment process for HW part of the contract, hereby referred to as Customer X. The contracts 
with the Customer X are in general divided into three parts, i.e. hardware, software and 
services. The payment term for the HW part of the contract is under Letter of Credit (L/C) which 
means that ordering and delivering of the material is highly dependent on when the Letter of 
credit is operative. 
 
The current situation shows that there is a need to get a deeper understanding of the end-to-
end process. The author will therefore do a case study and go through the as-is situation which 
means mapping and determining the lead-time for all the activities that are performed from 
signing the contract and receiving a customer purchase order to creating a shipment, delivering 
the products to the customer and finally issuing the invoice in order to get payment from the 
bank. 
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1.4 Research question 
The objective of this study is to by doing a case study define the activities that are performed in 
the order fulfillment process and measure the lead-times. Analyzing and mapping the process 
will help to identify the bottlenecks in the order fulfillment process. Therefore the research 
question is: 
 

- How can the efficiency of the order fulfillment process with the obligation of Letter of 
Credit be improved? 

 
Following objectives will be investigated 

• Mapping the existing supply flow and listing the activities performed in each section of 
the supply flow, point where in the supply chain the handovers are taking place,  

• Point out if there any unnecessary handovers 
• Calculate the lead time for each part of the supply chain. 

 

1.5 Delimitation 
Due to the complexity of Company A’s supply flow and time limitations, some delimitations are 
necessary. The author will analyze the order fulfillment process of one customer in Northern 
Africa. The case study will include four customer purchase orders where the starting point is 
when the contract is signed and the ending point is when the material are shipped to 
customer’s country boarder and invoiced. In order to be able to focus on the customer specific 
order fulfillment process and taking into consideration the time limitation the manufacturing 
part will not be investigated. 
 
Some other areas that will not be investigated are: 

• Supply cost. However the only cost that will be mentioned is the warehousing cost in 
the distribution center and the cost for tide up capital. 

• Distribution, the author will not analyze ways of improving means of transportation with 
the Third part Distribution Service Provider (DSP), nor investigate the distribution cost. 
Instead the as-is solution will be taken into consideration when reporting the 
distribution lead time. 

 
The country that the customer is located in is considered as a Letter of credit (L/C) country. This 
means that the payment term is “According to L/C Conditions”. This report will not include 
activities that involves the Letter of Credit “negotiations” between the customer and the 
customer bank, Company A’s bank and Company A. However a brief explanation of L/C will be 
covered in the Literature Review Chapter. The report will nevertheless look in to when in the 
supply chain the L/C activity is initiated and how long it takes to have it operative. 
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1.6 Layout 
Chapter 1: Background information of the Company and the problem statement is defined. 
 
Chapter 2: The research method is described and the chosen method discussed.  
 
Chapter 3: In the Literature review, has been covered in order to give the study the theoretical 
foundation. 
 
Chapter 4: Empirical Study: A study of Company A’s current situation is presented. 
 
Chapter 5: Analysis presents the interpretations and reflections that are found from the 
empirical studies. 
 
Chapter 6: Discussion and Conclusion will present the final result and give the answer to the 
problem formulation. This chapter will also include future studies and proposal for further 
investigations. 
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2 Methodology 
This chapter will show the way that the study has been conducted. It will give an overview of 
the approach, the data collection methods. At the end of the chapter the reliability and validity 
will be discussed. Furthermore how the quality of the study was secured will be presented. 
Figure 1 gives an overview of how the thesis was conducted.  
 
 

 
Figure 1 – The progress of the study. 
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2.1 Research approach 
There are different types of approaches when doing research, such as change, evaluation 
theory and model-oriented research. (Collins & Hussey, 2009) 

 
2.1.1 Inductive and Deductive Methods 
There are two different methods that can be used when approaching a theoretical problem, i.e. 
Inductive and Deductive methods (Holme & Solvang, 1991). Inductive method is when 
information is collected through observations and from that find patterns and generalizations 
that supports the hypothesis. Hence it’s more about creating theories and discovering new 
areas based on the observations. Therefor the Inductive method can be described as following 
the path to discover (Patel & Davidsson, 2003). 
 
The Deductive method, on the other hand, can be described as the path to prove. In this 
method a solid theory is taken as a baseline and supporting the hypothesis. One of the 
disadvantages by using this method is that the researcher might be conducted and influenced 
to the extent that no new finding will be discovered (Patel & Davidsson, 2003). 

This thesis is based on literature study on Supply Chain Management and Lean therefor a 
deductive approach was chosen to tackle the theory. 

 
2.1.2 Qualitative and Quantitative Methods 
According to Olsson and Sörenson (2007) there are two different approaches that can be used 
when collecting data, the qualitative and quantitative method. The quantitative approach is 
when a large number of information is collected and analyzed and later on used to either verify 
or reject the hypothesis. There are several ways of collecting information. Data can be collected 
from interviews, surveys, or official statistics. It’s easy to collect the data, but on the other 
hand, it can be difficult to handle all of the information since it’s a large amount of data that 
needs to be analyzed. 
 
Qualitative approach is on the other hand used when trying to describe, analyze and 
understand a problem. This is achieved by finding answers to questions such as “what”, “how” 
and “why” (Holloway and Biley, 2011). 
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2.2 Data Collection 
A qualitative method was selected as a way to collect information for this thesis. The data can 
be gathered through literature studies, interviews, case studies and observations. 
 
2.2.1 Literature review 
Preparation for the thesis started with searching for information primarily in KTH Library 
database, Primo and also Google Scholar. The supervisors from KTH and the Company A have 
also referred to useful literature and articles. The author has also search for information in 
Company A’s Intranet to in order to get information about the background, learn about the 
processes and the functions in the order fulfillment process. 
 
The key words that were used when searching for information are Lean, Lean Management, 
Supply Chain Management, Just-in-Time, Case Study, Order fulfilment process and Letter of 
credit. 
 
Thereafter, once the needed information was found and collected, the books, articles and 
reports were reviewed. 
 
2.2.2 Interviews 
In order to get high quality and useful outcome on the interviews, several literatures have been 
studied. Mainly the book by Gillham (2008) was used when planning and conducting the 
interviews and also when preparing the questionnaires. The questions and the interviews 
conducted as follows: 

 
• The questions were “tested” on other to secure that the questions interpreted correctly. 
• The interviews were structured as semi-structured and unstructured interviews. 
• Before the interview started the interviewee was informed about the author and the scope 

of the thesis. 
• The author asked if the interviewee gave permission to record the conversation before 

starting the interview and informed that the recorded material will not be shared with 
anyone and that it will be deleted after being used for the thesis. 

• Due to long distance some of the interviews were conducted by telephone conference and 
some were face-to-face meetings. 

• Questions were sent to the interviewees ahead in order to give the person time to prepare 
and reflect over the questions. 
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2.2.3 Case Study as Research Method 
Using Case Study as an approach is useful when seeking questions to “How” and “Why”. The 
method is also used when the behavior of the involved in the study can’t be influenced. It also 
allows the researchers to study complex cases by using a wide range of data. This ensures that 
the subject is studied not only through a variety of lenses. Using a variety of information 
sources allows multiple aspects of the phenomenon to be discovered and understood (Baxter 
and Jack, 2008). 
 

2.3 Reliability and Validity 
Several steps have been taken in order to ensure high reliability and validity of the data that has 
been collected. 
 
2.3.1 Reliability and Validity 
Olsson and Sörenson (2007) believe that reliability is when the results of the measurements 
performed by the same instrument several times are consistent. A high degree of consistency 
indicates a high degree of reliability. Validity is the measuring instruments capacity to measure 
the right thing in other words, measuring what it should measure. 
 
Reliability of the interview can be secured if the respondents understand the questions in the 
same way. By pre-testing the questions and through training of the interviewer the reliability of 
the outcome of the interviews can be secured (Silverman, 2006). 

 
This thesis relies on the information that was received from interviews with employees at 
Company A, Other sources of information was the internal documentation and also the data 
that was collected from Company A’s ERP System. 
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3 Literature Review 
This chapter will cover the theories that the study is based on. The chapter starts by explaining 
the definition and principals of Supply Chain Management. Thereafter, continues to theories 
about Lean. The last part of this chapter will briefly cover facts about payment terms and 
Incoterms, in order to give the reader a better understanding of some of the parts of the 
customer flow. 

3.1 Supply chain management 
To have a product available for customers, it’s necessary to have the product on the right place 
at the right time for the right price. In order to achieve availability for the customers, 
companies have to coordinate several activities and business processes along the entire supply 
chain. This coordination is called Supply Chain Management. Where the main purpose is to: 

• reduce (minimize) waste of resources, 
• reduce lead-times in every part of the flow, 
• increase the flexibility to better and faster meet changes in demand, and 
• reduce cost. 

(Lindh, 2001) 
 
In literature, it’s possible to find different definitions of SCM. One definition made by Herbert 
Kotzab is “a holistic form of integrative logistics management. SCM is on the level of managing 
the integrated flow of materials, goods, services and related information. SCM is a mean to gain 
competitive advantage and SCM could be defined as a critical success factor” (Lindh, 2001) 
 
Christopher (1998) defines Supply Chain as “the network of organisations that are involved, 
through upstream and downstream linkages, in the different processes and activities that 
produce value in the form of products and services in the hands of the ultimate consumer”. A 
visualization of the Supply chain is shown in Figure 2, the picture illustrates the movement of 
the material going forward and the flow of information throughout the Supply chain is going 
backward (Min. and Zhou, 2002). 
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Figure 2 – The Supply Chain Process. 
 
Both of the definitions advocate the same thing, that SCM is the result of a successful 
coordination and integration of all those activities associated with moving goods from the raw 
material stage through manufacturing and distribution chains to the end user. This includes 
activities, such as, systems management, collaboration strategies, sourcing and procurement, 
manufacturing, production scheduling, order processing, inventory management, distribution, 
transportation, warehousing, customer service, and global-IT architecture (Lindh, 2001; CSCMP, 
2015). Figure 3 illustrates an overview of the wide range that SCM covers (Lambert and Cooper, 
2000). 
 
According to CSCMP (2015) and Ha et al. (2010) one of the core factors for gaining competitive 
advantage is a good collaboration and coordination within all the parties in the Supply Chain. 
Ha et al. (2010) emphasizes that trust is one of the core fundamentals for having a good 
collaboration. The author’s further highlights that trust have big impact on the logistics 
efficiency. However, Mouzas et al. (2007) means that trust include emotional dimensions such 
as beliefs and feelings, which usually are gained through long-term relationship. The authors 
further state that trust is important to have and more applicable as an inter-personal 
relationship rather than the inter-organizational relationship due to the fact that trust 
constitutes an emotional aspect. 
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Figure 3 – Integrated Business Processes within a Supply Chain. 

 
3.1.1 Different Perspectives in SCM 
Supply Chain Management can be seen in different perspectives, e.g. from Process Analysis, 
System Dynamic, Integrated Flow Thinking, Marketing, Organization, and Strategy perspective. 
The purpose and the focus of improvement for each perspective can be viewed in Table 1 
below (Lindh, 2001). 
 

Perspective Purpose Focus on Improvement

Process Analysis To calculate optimal solutions
within given frames Improve network and flows

System Dynamic To make adjustments along
the whole flow chain Improve order processes controlling

Integrated Flow Thinking To integrate generic flow
processes Improve interaction of processes

Marketing To segment products and customers
in relation to the flow

Improve adjustment between
product, channel and customer

Organization To coordinate and control the relationships
to the customers and to the suppliers

Improve the communication structure
in the organization 

Strategy
To gather competence, assign resources
and focus on the most profitable
customer segment

Improve the collaboration ability
and positioning in the chain

 

Table 1 - Different perspectives of SCM 
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3.1.2 Order fulfillment Process 
As mentioned earlier, the Order fulfillment is one of the key processes in Supply Chain 
Management which involves producing, filling, delivering and servicing customer orders. For 
some companies this is the only channel that the customer interacts with the company and 
creating the experience for the customer. Having that in mind, it becomes of great importance 
to have an efficient fulfillment process that can meet the customer demand and expectations 
and at the same time minimize the total delivered cost. In order to achieve an efficient 
fulfillment process it’s necessary that areas such as logistics, marketing, finance, purchasing, 
research and development, and production within the firm are integrated and also that the 
interaction with key suppliers and customers are coordinated. Having an optimized order 
fulfillment process, both on operational and strategic level, result in improvements in all areas 
in the supply chain such as reduced lead times, product availability, reduction in total delivery 
costs, and sourcing cost. Hence an efficient order fulfillment process reduces the order-to-cash 
cycle (Croxton, 2003). 
 

3.2 Lean 
While Supply Chain Management focuses on all boundary conditions and strategic planning 
Lean concept on the other hand focuses on optimizing the existing flow within the company, 
(Manzouri and Rahman, 2013). The Lean concept originates from the Toyota Production 
System, Jones et al., 1997). And can be in one sentence described as “a system for the absolute 
elimination of waste”, (Shingo, 1989). 
 
Lean is the international common name that adopted and evolved the concept, principals, 
systems and methods that are developed in the Toyota Production system, (Rother and Shook, 
2004) It is a concept of identifying the problem and finding the solution in order to improve the 
flow efficiency. Modig and Åhlström, 2013, explain Lean as an operations strategy, and not only 
to be seen as methods and tools, or a set of principles. Instead, Lean should be adopted as a 
strategy with which to reach a goal. Therefore, instead of asking questions such as: 

• How to implement Lean tools and methods for a specific process? 

The proper questions should be formulated as:  

• How do we implement a lean operations strategy?  
• What kind of means can be used to achieve a lean operations strategy?  
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A central aspect of Lean thinking is continuous improvement. Therefore the Lean concept 
should not be seen as static state to reach. Instead, the objective is to achieve a dynamic state 
characterized by constant improvement. The two different goals are illustrated in Figure 4, 
(Modig and Åhlström, 2013). 
 

 
Figure 4 – Development of Static and Dynamic Goal. 
 
3.2.1 Waste 
One of the key elements in TPS and Lean is elimination of waste. Some activities that cause 
waste are easy to discover while others are very difficult. The difficulty lies in finding the waste 
that has been accepted as a natural part in every day work, (Shingo, 1989; Jones, et al 1999). 
 
The Toyota Production System identifies seven kinds of waste: 

1. Overproduction 
2. Delay 
3. Transport 
4. Processing 
5. Inventory 
6. Wasted motions 
7. The waste of making defective products 

In manufacturing, the movements of operators can either be classified as operation or as 
waste. Operations are divided into activities that add value and those that don’t. An activity 
that doesn’t add value, such as waiting, storing, reloading, is defined as waste. Value-adding 
operations transform materials and include activities that make changes either on the form or 
quality. Value added activities turn raw materials into parts or products and increase its value. 
Value-adding activities are for example assembling parts, forging raw materials, etc. Operations 
that don’t add value can’t be eliminated without work improvements, (Shingo, 1989). 
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By thinking that a process or an activity needs to be done in a certain way leads to accepting 
the waste and can later on be forgotten and accepted as a necessity. The first step in 
eliminating waste is by giving up the belief that there is “no other way” to perform a given task 
and instead say “there is always another way”, (Shingo, 1989).  
 
A way of finding the true cause of a problem or a waste can be found by asking questions 
starting with: 

• Who …  
• What … 
• When … 
• Where … 
• How ... 

And for every question ask WHY over and over again until the root cause of the problem is 
found. The reason for asking why several times is because in this way it prevents ending the 
investigation before the root cause of the problem is found and therefore won’t have to be 
content with an intermediate solution that doesn’t really eliminate the problem, (Shingo, 1989). 
 

3.4 JIT 
Just-in-time is when something happens exactly at the appointed time, just-on-time. In 
manufacturing, this means that correct material must be supplied to each process with the 
required quantity at the required time, (Shingo, 1989). Implementing Just-in-time means that 
nothing is to be produced unless there is a demand for it, this result in a pulled production 
system rather than push, where the order from the customer is the trigger point of starting the 
production. With that being said, JIT should not only be limited to production, it should be 
implemented and supported in every functional area within the company (Weele, 2010).  
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3.5 Incoterms and Means of Payment 
In order to give the reader an understanding about Incoterm and payment term that is 
currently applicable for the customer in the case study. While Payment term defines the way of 
making the payment, Incoterm is used when determining the delivery terms. There are several 
ways of collecting payment from the customer. Two types of payment terms will be presented, 
i.e. Letter of Credit and Documentary Collection.  
 
3.5.1 Incoterms 
Incoterms are pre-defined contractual terms related to transportation of goods and is used 
between seller and the buyer. Incoterms are official rules that are used globally. The different 
delivery terms are abbreviated in three letters and indicates when the risk is transferred, who 
takes the delivery cost, and by who the insurance is covered. Below Table 2, show the terms 
and conditions of some of the Incoterms, (ICC, 2015). 
 
Delivery 
Terms Transfer of Risk Transport Insurance General 
CPT 
(Carriage 
Paid To) 

When the goods have 
been handed over to a 
carrier nominated by 
the buyer, at the 
named place. 

Paid by the seller to the 
named place and 
thereafter by the buyer. 

Paid by the 
buyer. 

Can be used 
irrespective of 
the mode of 
transport. 

CIP 
(Carriage and 
Insurance 
and To) 

When the goods have 
been handed over to a 
carrier nominated by 
the buyer, at the 
named place. 

Paid by the seller to the 
named place and 
thereafter by the buyer. 

Paid by the 
seller. 

Can be used 
irrespective of 
the mode of 
transport. 

DAT 
(Delivered at 
terminal) 

When seller has 
unloaded the goods 
and placed the goods 
for the buyer's 
disposal at the named 
terminal of 
destination. 

Paid by the seller to the 
named terminal of 
destination.  

Paid by the 
seller to the 
named 
terminal of 
destination. 

Can be used 
irrespective of 
the mode of 
transport. 

Table 2 – Incoterms 
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3.5.2 Letter of Credit 
Letter of Credit (L/C) is a written promise of a bank that payment will be issued when the terms 
and conditions stated in the Letter of Credit are fulfilled. There are four parties involved in the 
L/C process, the seller, the seller’s bank (advising bank), the buyer, and the buyer’s bank 
(issuing bank). Letter of Credit is an agreement between the buyer and seller and in addition 
the parties banks. The request of having L/C as a payment term in the contract can be initiated 
either by the seller or the buyer. In some cases it could be initiated by the buyer in order to 
make sure that contractual terms are fulfilled by the seller and that the products are delivered 
and are in good quality. While in some other cases it could be requested by the seller if the 
buyer is considered to be located in a high risk country. In this way the seller can secure 
payment when fulfilling the terms that are stated in the L/C (Hinkelman, 2008). The steps in the 
Letter of Credit process can be seen below, Figure 5. 
 

 
Figure 5 – Procedure of the Letter of Credit Process. 
 
The main advantages for the seller of a confirmed L/C are: 

• No need to follow up if the customer has issued the payment, since payments will be 
made upon presenting the required document to the Advising Bank on a set maturity 
date x days after shipment. 

• Foreign currency is a very scarce resource in many economies. By applying for issuance 
of an L/C the customer will receive central bank’s approval for transfer of foreign 
currency abroad. 

• Confirmed L/C provides a credit with low interest cost (compared to local financing cost) 



17 
 

 
The customer advantages of using a L/C are as follows: 

• Using a L/C as payment will guarantee Central Bank approval for transfer of foreign 
currency in most countries. 

• An L/C requires only 20% capital allocation by the bank, since goods are used as 
collateral, with corresponding less risk for bank and lower fees compared to a loan 
(100% capital allocation). 

• An L/C facility is an off balance sheet item for customer, whereas a loan is on balance.  
• The seller have to provide the correct shipping documents for customs clearance as per 

L/C terms, guaranteeing quick customs clearance without any risk of demurrage 
charges. 
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3.5.3 Documentary Collection 
Documentary Collection (DC) is another type of payment method. The difference between L/C 
and DC is that the banks act as an intermediate between the seller and the buyer and handles 
the payment transaction; a basic flow of the D/C process is presented in Figure 6. The bank 
notifies the customer once they receive the requested documentation from the seller. These 
documents are needed when the buyer will claim the shipped material. In order for the buyer 
to collect the documents the Issuing bank requires payment. Once the payment is done, the 
documents are handed over to the buyer, and can thereafter pick up the material from the 
delivery location, (Hinkelman, 2008). 

Handling Documentary Collection is easier than the Letter of Credit procedure. In cases when 
D/C is used, the banks don’ have any obligation to pay to the seller in case the customer 
decides not to collect the material. The Collecting Bank don’t give any credit to the customer 
and payment to the seller is issued as soon as the terms and conditions are fulfilled in the D/C. 
When having a Documentary Collection, the seller is dependent that the customer is going to 
the bank and collecting the documents. This action need to be done in order for the customer 
to receive the documents which are needed to get out the material from custom, (Hinkelman, 
2008). 

 

Figure 6 – Procedure of the Documentary Collection process. 
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4 Empirical Studies 
In this chapter the information that was gathered from the case study will be presented. The 
empirical study will give the reader an overview of Company A and their order fulfillment 
process. Presenting the current state together with the analysis in this chapter will be the 
foundation for the solution and result that will be presented in the following chapters, Solution 
Proposal and Analysis and Discussion and Conclusion.  
 

4.1 Company A 
As mentioned in Chapter 1.2 Company A is a global company that has employees all over the 
world and is presented in many countries. The parent company is located in Sweden and the 
subsidiaries outside Sweden are functioning under different legal entities, hereby referred as 
the Local Company. There are three contractual supply models present, i.e. Supply Flow 1, 
Supply Flow 2 and Supply Flow Split. The decision on which Supply Flow that should be used is 
based on the legal ownership of the customer contract. In the Supply Flow 1 scenario, the 
customer contract is owned by the Local Company and in this case the parent company is more 
or less acting as a first tier supplier to the Local Company. In Supply Flow 2 on the other hand, 
the customer contract is legally owned by Company A. The third flow, Supply Flow Split, is a 
combination of the previous two flows, where the hardware part of the contract is owned by 
Company A and the service part of the contract is legally owned by the Local Company. The 
different supply models are shown in Figure 7. The decision whether a specific country should 
use the Flow 1, 2 or Split is taken by the Finance department where the objective is to choose 
the model that supports the business in the best way. 
 

 
Figure 7 – Different Supply Models. 
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4.2 Company A’s Order fulfillment process – a general description 
As mentioned above, Company A has Local Companies all over the world and is operating in 
many countries. Regardless of the three different Supply Models the setup of some areas are 
the same, such as the sales process, the local distribution, and the management of the projects. 
The main difference for the Supply Flows is whether the contract is legally owned by Company 
A or the Local Company. For Supply Flow 1, since the Local Company is the legal owner of the 
contract, the responsibility of fulfilling the contract lies on the Local Company.  
 
For Supply Flow 2 the responsibility of following the contractual terms and conditions are 
monitored by Company A and in the and Supply Flow Split it is divided since one part of the 
contract is owned by Company A and the other service part is owned by the Local Company. 
Regardless the three different flows, the local distribution and managing the projects are 
however under Local Company’s accountability. Another area that is common in the three 
different flows is the sales process. Since the Local Company is sitting closer to the customer, 
they are the main interface towards the customers. In the case where Company A is the 
contract owner, the sales process is handled by the Local Company on behalf of Company A. 
The sales process starts with an appointed Sales team that consists of three different roles. 
They are the key persons working on the customer deal. While working on the deal, the content 
of the contract is determined. Once the customer contract is signed the Customer Purchase 
Order is handed over to local Supply team and thereafter handed over to Supply team at 
Company A. The Sales orders are created in the next step and sent to the suppliers. The 
Company uses an ERP system as an ordering tool. A more detailed description of the order 
fulfillment process is described in following Chapter 4.2.1. The high level description of the 
development of the Customer Purchase Order from start to material ready to be shipped is 
presented in Figure 8. 
 

 
Figure 8 – The development of the Customer Purchase Order.  
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4.2.1 Order fulfillment process 
The initial step in the process is to get the deal from the customer. The Key Account Manager 
(KAM) is accountable for the sales and business results towards his/her customer(s) and also 
accountable for customer relations, including customer satisfaction and loyalty. The KAM also 
has the ultimate ownership for the contract fulfillment. The initial step to get a Customer 
Contract is to assign a Sales Team. The KAM is responsible for gathering the Sales Team who 
works on the customer contract deal. As mentioned in previous chapter the Sales Team consists 
of three roles, i.e. Account Manager (AM), Contract Fulfillment Responsible (CFR) and Customer 
Solution Responsible (CSR).  
 
The Account Manager is responsible for the sales opportunity and therefore also responsible 
for the business outcome of the sales opportunity. This means that the AM has the main 
responsibility for turning the sales opportunity into a successful deal and secure signing of 
contract. The AM heads the Sales Team in the sales process and is the main interface to the 
KAM. Furthermore, the AM is responsible for securing to have beneficial terms and conditions 
in the contract. The AM creates the opportunity in a sales tool that generates an assignment id 
which connects the specific deal to this unique number. The second role on the Sales Team is 
the CFR and is accountable for the execution of the contract. This includes the execution 
strategy starting from the opportunity, closing the deal and later on fulfillment of the contract. 
The third member of the Sales Team is the CSR who is responsible for the overall solution in the 
deal. The CSR is not a specialist within a narrow product area. The focus and competence lies 
on the total customer solution and the balance between the products listed in the product 
portfolio. The CSR is furthermore responsible for dimensioning and, configuration of the total 
customer solution, this includes listing the bill of material (BoM) and bill of quantity (BoQ).  
 
In pre-sales phase, while working on the customer deal, there are supporting roles that gives 
input to the Sales Team. Since CSR is not a specialist within a specific product area, a supporting 
role to the CSR is the Solution Architect (SA). The SA is responsible for analyzing, designing and 
developing an end-to-end technical solution based on the customer’s specifications and 
requirements. Another supporting role to the Sales Team is the Tactical Supply Responsible 
(TSR), who is providing the Sales team with supply related information, such as lead times, 
input for contractual terms (e.g. incoterm, invoicing and payment terms), distribution 
alternatives (creating a delivery plan), if the product is orderable or has any restrictions (such as 
old material that are being phased, and no longer produced). The Bill of Quantity can 
sometimes include third part products (3PP), in such cases the Tactical Supply Responsible need 
to secure that the 3PP supplier and the products are registered in the system. 
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After the contract is signed the content of the contract is determined and the Solution Architect 
creates a scenario in the Order Creation Tool which reflects the scope of the contract in. In 
parallel the Project Finance Responsible (PFR) creates Project setup in excel based on the 
information provided from, the sales system, Project Manager and Sales Team. The PFR is 
responsible for securing correct financial reporting and supports Project Manager in financial 
matters. When the supporting document are ready a Handover meeting takes place between 
Local Company supply team (Tactical Supply Responsible and Operational Supply Responsible) 
and Company A supply team (Tactical Supply Responsible and Operational Supply Responsible). 
 
When the Customer Purchase Order and all necessary documents are submitted by the Local 
Supply team in a web based archive and if it’s 100% clarified the Operational Supply 
Responsible (OSR) at Company A transfers the information in the CPO into the ERP system of 
the Company A and creates a so called Value Contract and returns the Value Contract number 
to the Local Operational Supply Responsible. 
 
In parallel the purchase order scenario that was created in the Order Creation Tool is handed 
over from Solution Architect to the Local Company Operational Supply Responsible. The LC OSR 
has control check points and secures that the values are correct, enters the requested delivery 
date and releases the orders from Order Creation Tool to the VC nr in the ERP system and the 
Company A Operational Supply Responsible receives the sales orders. 
 
The Company A Operational Supply Responsible makes a check and secures that all the 
information entered are in line with the contract, such as total value of the SO’s, and thereafter 
releases the sales orders to Procurement Supply Responsible (PSR). The Procurement Supply 
Responsible in turn, removes the final block in the sales orders which allows the system to 
create Purchase Orders (PO’s) and the PO’s are sent to the suppliers via EDI signal. An 
additional handover from PSR is done for 3PP products. Since there is no EDI connection 
between Company A and the 3PP suppliers, the PSR hands over the PO to 3PP Logistician who is 
handling the communication with the 3PP suppliers and sends the PO by e-mail to 3PP 
supplier’s order desk. 
 
After the release, a monitoring period begins. Procurement Supply Responsible is responsible 
for following up the PO’s until the material arrives at the warehouse, and Goods Issue (GI) is 
done. This triggers the creation of delivery number in the system. PSR is the main interface 
towards the suppliers with EDI connection while 3PP Logistician is for the 3PP suppliers. They 
secure that order acknowledgement (OA) is received from the suppliers. If however the OA 
dates are not satisfactory, the PPSR respectively 3PP Logistician asks for improvement to the 
suppliers. 
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When the materials are Ready for Shipment (RfS) at the warehouse the Transport Planner (TP) 
creates the shipment in the system, and calls-off the shipment to the Distribution Service 
Provider. For those customers that have Inspection, L/C and Incoterm CPT: the inspection need 
to be performed, L/C need to be operative and insurance secured by the customer before the 
call off can be done. Depending on the terms on the contract, the invoicing is done by Company 
A Operational Supply Responsible either in connection with the call off or when the shipment 
arrives at destination. 
 

4.3 Case Study 
In previous chapter a description of the order fulfillment flow was described in general. A case 
study was performed for a specific customer in northern Africa, hereby referred as the 
Customer X. In the case study, the author will look at the hardware part of four Customer 
Purchase Orders (CPO) and monitor the flow from contract signature until the material is ready, 
shipped and the invoiced is issued. There will be an analysis of the order fulfillment flow and 
point out the handovers, the trigger points and clarify what activities that can be done in 
parallel and what needs to be finished before the next activity can start. 
 
4.3.1 Customer X and the Contractual Terms and Conditions 
The government made a statement in 2009 that all companies that are importing would require 
a Letter of Credit. However, to make the trade easier for importation, from 1st of January 2014, 
the government lightened the demand for payment terms and allowed second means of 
payment such as Documentary Collection.  
 
Customer X is a governmental owned company. In some cases this result in a longer and more 
complex decision process. The payment terms stated in the contract it by Letter of Credit. 
Another requirement from Customer X, which also is stated in the Letter of Credit, is that 
before the shipment is called off an inspection need to be performed and have a Certificate of 
Quality issued by the inspection company. The Incoterm is CPT port of destination, which 
means that Customer X always need to secure insurance before the material can be picked up 
by the Distribution Service Provider. 
 
4.3.2 Order fulfillment process for Customer X 
The KAM appoints the Sales Team consisting of AM, CFR and CSR. The Sales team prepares the 
deal and together with the customer decides the scope of the contract. The Tactical Supply 
Responsible from Local Company and Company A are supporting the Sales team during the pre-
sales phase until the contract is signed. 
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As mentioned earlier, L/C used to be a requirement from the government. Even though this 
requirement is no longer mandatory, the customer wants to continue to have L/C as a condition 
in the Customer Purchase Orders. In the Customer X specific flow, the L/C is not operative at 
the time the contract is signed. This means that once the contract is signed an Early Start 
request needs to be approved before the execution phase of the contract can start. Once the 
approval is secured and all necessary documents are in place a handover meeting takes place 
between the local supply and company A supply team. Figure 9 describes the order flow of 
Customer X.  
 
 

 

Figure 9 – The Order flow of Customer X. 
 
After the handover meeting, the Company A Operational Supply Responsible creates the Value 
Contract (VC) in the ERP system. The terms and conditions of the CPO are translated in the VC, 
containing information such as, currency, value of the CPO, Incoterm, payment and billing 
terms, and assignment id (and connect in this way the VC to the opportunity in the sales tool). 
Once the VC is created, an e-mail is sent to LC Operational Supply Responsible and provides the 
VC number. In the next step, LC Operational Supply Responsible releases the scenario created 
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in the Order Creation Tool to the ERP system and uses the VC number as the reference. Now, 
the Sales Orders (SO’s) are created in the ERP system and Company A does a check that the 
values are aligned with the contract and that the requested delivery dates are realistic. If 
everything is ok, Company A Operational Supply Responsible informs the Procurement Supply 
Responsible to release the SO’s by sending an e-mail. Thereafter the PSR removes the blocks 
and makes sure that PO’s are created towards the suppliers. Once the orders have been 
releases the PSR starts monitoring the PO’s and makes sure that the suppliers confirms the 
orders and OA’s are visible in the system. Once the delivery dates from the suppliers are 
known, the PSR continues to monitor the PO’s until the material are delivered to the 
warehouse and goods issue (GI) is done. As soon as the material is scanned and GI is done, 
delivery number is created in the ERP system. Depending on the emergency of the material and 
the OA dates, the Company A Operational Supply Responsible together with the input from LC 
Operational Supply Responsible starts preparing the shipment of the material that are RFS. 
Figure 10 shows the days the materials have been stored in the warehouse. 
 

 

Figure 10 – Days in Warehouse for each Value Contract. 

 
The Company A Operational Supply Responsible contacts the inspection company and the 
warehouse staff and arranges a date for inspection. Meanwhile the Letter of Credit process 
goes in parallel. The common way of working with this customer is to start the L/C process later 
in the order fulfillment process, when the OA’s have been received and the dates when 
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materials are ready at the warehouse are known. Once the L/C is operative, it’s valid for three 
months. Meaning that all material needs to be shipped and documents presented to the bank 
within the dates specified in the L/C. If however all the material couldn’t be shipped within the 
expiry date, the Letter of Credit needs to be amended and be valid before the remaining 
material can be shipped. 
 
If the letter of credit is operative and the outcome of the inspection is ok, The Company A 
Operational Supply Responsible issues the invoice and sends it to the LC Operational Supply 
Responsible who in turn contacts the customer and asks the customer to secure the insurance 
for that specific shipment. Once all the requirements are fulfilled The Company A OSR send a 
call off mail to the L/C team at Company A. The L/C team forwards the mail to the distribution 
provider together with an L/C instruction, informing the required documents that later will be 
sent to the advising bank. When the mail is forwarded to the distribution provider the Company 
A OSR plans the shipment in the system. Hence an EDI signal is sent to the Distribution Service 
Provider with the information of the specific shipment. The DSP sends the documents specified 
in the L/C instruction to the L/C team which in turn are sent to the advising bank. The DSP 
collects the material from the warehouse and delivers the material to the customer.  
 

4.4 Areas of improvement 
The case study of the order fulfillment process made it possible to pinpoint areas of 
improvement. The analysis of the four Value Contracts shows that the lead time between 
signing the CPO’s and that the orders are actually ordered is in average 30 days. Second 
bottleneck that the case study made visible is the days that the materials that are ready for 
shipment need to wait in the warehouse and cannot be shipped due to non-operative L/C. The 
third bottleneck is the Incoterm that is used in the contract. This result in losing 2-10 days 
waiting for the customer to insure the shipment before it’s possible to make call off to the LSP. 
Figure 11 gives an overview of the areas that can be improved. 
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Figure 11 – An overview of the flow and where the bottlenecks are located. 
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5 Solution Proposals and Analysis 
In this chapter the outcome of the interviews is crossed referenced with theory. 
 

5.1 Order fulfillment 
The initial step in the order fulfillment process is to close the deal with the customer. In pre-
sales at Company A the Sales team is the interface to the customer.  
 
The Key Account Manager is owner of the sales opportunity and handles the relationship with 
the customer. The response from the interview was that the relationship with the customer is 
always good since it’s based on a trustful partnership relation, however it was also added that 
there is always room for improvement. This mindset of continuing to find areas of 
improvement is encouraged by Modig and Åhlström (2013).  
 
Account Manager is also responsible of the end-to-end relationship during the pre-sales 
activities. Securing both short and long-term profitable business for Company A and responsible 
for the commercial strategy including pricing and terms and conditions for proposals and 
contracts including associated risk exposure. In accordance with Croxton (2003) the scope of 
the opportunity is evaluated and decision is taken if the order should be accepted or not.  
 
During the pre-sales phase Solution Architect who has the function Technical Sales Responsible 
is responsible for the scope of the contract, this means to provide a list of material (Bill of 
Quantity) that will be sold to the customer and creating the scenario in the Order Creation Tool. 
It was mentioned during the interviews that in some cases the scenario is not ready for 
ordering by the time the Customer Purchase Order is signed. The reason could be due to the 
complexity of the CPO, not enough staff, but also that in some cases the customer can wait a 
long period before signing the CPO. This result in, by the time the orders are released, the 
general supply situation is different and that the BoQ-analysis is no longer up to date. Resulting 
in longer lead times and that some material are no longer orderable. This on the other hand 
generates delays in ordering and increased handovers between the stakeholders. Increased 
lead time will affect the company’s responsiveness. Longer response time, will in turn effect the 
customer satisfaction. As a consequence the customer can search for other alternatives, 
(Kritchanchai and MacCarthy, 1999). 
 
The third member of the Sales team is the Customer Fulfillment Responsible (CFR). The 
interviews showed that the Project Manager most often has the function as the CFR in the pre-
sales phase and continues to be accountable for planning and execution of the contract. Having 
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the same person for both of the roles reduces one handover and secures that the Project 
Manager is fully up to date regarding the scope of the contract right from the start. 
 
Apart from the Sales, there are supporting roles that are involved in the pre-sales activities and 
provides information to the Sales-team. One of them is the Tactical Supply Responsible who is 
early involved and gives feedback on all supply related questions to the Sales team during the 
pre-sales phase. As mentioned in earlier, there are two TSR involved in the Supply Chain, where 
one is located in the Local Company and the other is located in Company A (that is the LC TSR 
and Company A TSR). Both of the Tactical Supply Responsible are following up the opportunity 
in the system and can see the progress of the ongoing opportunities. LC TSR has knowledge in 
country specific Trade and Customs related activities and gives input on such questions. Once 
the BoQ is ready the Solution Architect provides this information to the LC TSR who forwards it 
to Company A TSR, who in turn forwards the mail to the TSR Back-office support. The support 
gathers information from the suppliers about the lead time, if the material is orderable or not, 
if it’s a standard or non-standard material, and if there are any restrictions. According to the 
interviewees, getting all the information can, depending on the scope of the contract, take up 
to 1-4 days. The result of the BoQ-analysis is provided back to the LC Tactical Supply 
Responsible who in turn forwards it to the Solution Architect. In some occasion if the time from 
BoQ-analysis to actual ordering in the system is long, then there is a risk that the information 
provided is not up-to-date. An indication from the interviews was that the feedback from the 
BoQ-analysis is not taken into consideration. For example, there can be material that requires 
exemption and the order is released without an approved exemption request. Another matter 
is that old material that is no longer produced is ordered, instead of using the replacement 
material. All this extra work can be considered as non-value added activities and the aim should 
be to do it right from the start (Jones, et al 1999). 
 
Another supporting role is the Project Finance Responsible who prepares the structure of the 
financial set-up of the contract in an excel file and gathers information about the assignment 
mainly from the Project Manager and the Sales Tool. The PFR can also receive input from the 
Sales Team. The information that is collected in the file reflects the milestones in the project, 
billing plan and when the revenue recognition is planned to be performed. The quality of the 
financial set-up is highly important. Therefore a request from the PFR was to have a closer 
collaboration with the project team and have the delivery plan aligned financial mile stones. It 
was also mentioned by the interviewees that a financial set-up with poor quality generates 
extra admin work further down in the process, such as re-entering and updating information in 
the system. 
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Once the contract is signed and all the mandatory information is gatherer, it’s handed over to 
Local Company Tactical Supply Responsible. The way of working with this customer deals is that 
the L/C is not operative when contract is ready and will be entered in the ERP system. 
Therefore Local Company always needs to have an Early Start approval in order to have the 
permission to start ordering the material. The LC TSR has a checklist that helps to keep track of 
all needed information in order to have a 100% clarified contract during the handover to 
Operational Supply Responsible. Once all of the approvals and documents are in place, the 
Local Company Tactical Supply Responsible arranges the handover meeting and invites Project 
Finance Responsible (PFR), Company A Tactical Supply Responsible and Company A Operational 
Supply Responsible where the information is shared and contract is handed over to Company A 
Operational Supply Responsible who can start with executing the contract. AS shown in 
previous chapter, it takes approximately 37 days to have the contract ready for ordering. 
Common view of the quality of the handover meetings is that they most often are very 
productive and a lot of information is shared between the different organizations. However a 
topic that was brought up during the interviews was the accuracy of the initial delivery plan. 
The Company A Operational Supply Responsible feels that the requested delivery dates entered 
by the Local Operational Supply Responsible is with short time resulting in a wide range of OA 
dates from suppliers. 
 
Based on the provided information from the handover meeting, Company A Operational Supply 
Responsible creates the contract in the ERP system. In some cases the assignment id number 
that is entered in the system is not released and transferred to the ERP system, this leads to 
delays in the activity of creating the Value Contract. The following step is that the Company A 
Operational Supply Responsible informs the LC Operational Supply Responsible, who in turn 
contacts the Account Manager, creating a chain of e-mails being sent back and forth. Once the 
VC is created, Company A Operational Supply Responsible sends the system generated contract 
number to the LC Operational Supply Responsible who in turn releases the scenario created in 
the Order Creation Tool to the ERP system with the contract number as the reference. It can 
take up to couple of hours to have the sales orders created in the ERP system. Once the LC 
Operational Supply Responsible is finished with the release, an e-mail is sent to notify the 
Company A Operational Supply Responsible.  
 
The next step is to check that the requested delivery dates and prices on the received orders 
are correct and in accordance with the value that is stated on the contract. An obstacle is that 
the values that are stated in the contract are on different level than all the items that are in the 
system. Therefore it’s difficult for the Company A Operational Supply Responsible to check that 
the prices on each item are correct. Therefore a check is performed on a higher level and 
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Company A Operational Supply Responsible makes sure that the total amount of the received 
orders does not exceed the value that is stated on the contract. 
 
The next step in the process is to release the orders to the Procurement Supply Responsible. 
The Company A Operational Supply Responsible removes the OSR block and instead puts PSR 
block on the orders. Once that is done, the Procurement Supply Responsible does his/her check 
and releases the orders to the suppliers. There is an EDI connection to the first tier suppliers 
that goes automatically once the Procurement Supply Responsible removes the block on the 
orders and PO’s are created. Before releasing the orders the PSR checks that each material is 
assigned to correct supplier and that the requested delivery date towards the supplier are 
realistic. Once the orders are released the Procurement Supply Responsible monitors the PO’s 
are created and we receive order acknowledgement from the vendors that can take up to 48 
hours. When all the OA’s have been received then a monitoring period begins. Information 
regarding the delivery dates is sent to the LC Operational Supply Responsible and if some 
improvements need to be done on the existing dates, the PSR contacts the suppliers and asked 
for improvement. An overall impression by the PSR is that the qualities of the incoming orders 
are good. But from time to time, it occurs that prices on some materials in the sales orders are 
missing. It can also happen that the material is not assigned to a specific supplier. It can also 
happen that the supplier rejects the Purchase Order, due to that the material is obsolete. It was 
also discovered during the interviews that the system handover between the Company A 
Operational Supply Responsible and Procurement Supply Responsible is unnecessary. The PSR 
can directly release the orders from OSR block to the suppliers.  
 
Several handovers, information sharing between Company A Operational Supply Responsible 
and Procurement Supply Responsible, and Company A OSR sends information to LC OSR. In 
some cases mutual agreement has been made between all the parties that instead of sending 
mail to Company A OSR, the Procurement Supply Responsible sends directly to LC Operational 
Supply Responsible and has Company A Operational Supply Responsible in cc, so that Company 
A OSR is also aware of the status/progress. The importance of building a good collaboration 
coordination of ways of working is highlighted by Ha et al. (2010) and CSCMP (2012). Ha et al. 
(2010) further brings up trust as a key element in good collaboration and believes that 
collaboration has a positive influence on efficiency. (Mouzas et al., 2007) mentions that trust is 
an important cornerstone for good collaboration, and that it is usually gained through long-
term relationship and face-to-face interaction. 
 
When the material is ready at the warehouse, Company A Operational Supply Responsible gets 
in contact with the inspection company and arranges a date for the inspection. In the meantime 
Company A OSR creates the shipment in the system and creates the packing list which 



32 
 

thereafter is sent to the inspection company. In parallel Company A OSR also informs the 
warehouse about the upcoming inspection and secures that the boxes will be ready for 
inspection by the time the inspector arrives. If the Letter of Credit is operative and result of the 
inspection is satisfied the Company A OSR informs and provides the shipping documents to the 
Local Company Operational Supply Responsible, who in turn prepares the layout for the invoice 
and sends it to the Company A OSR. A check is performed so that the prices in the system are 
correct and issues the invoice and sends back the invoice to the LC Operational Supply 
Responsible. The next step is for the Local Company to contact the customer and provide them 
with the invoice number so that they can have the shipment insured. Having the insurance in 
place can approximately take 1-2 days, but in the agreement with the customer it’s stated that 
it can take up to 10 working days. Once the insurance is in place, the shipment can be called off 
to the L/C team. The Letter of Credit team secures that the L/C is operative and that the value 
on the invoice is not exceeding the L/C amount. An L/C instruction is also prepared and 
forwarded to the distribution provider in the initial call off mail that was sent from Company A 
Operational Supply Responsible. Once the mail from L/C team is sent, the Company A OSR plans 
the shipment in the system and a signal is sent to the distribution provider. Along with an e-
mail providing all needed documentation, such as packing list, customs invoice, commercial 
invoice. The order fulfillment process together with the average lead time between the steps in 
the flow is presented in below picture, Figure 12. 
 

 

Figure 12 – Customer X Order Fulfilment Process and Lead times. 
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5.2 Identified Problem Areas 
This part will bring up the outcome of the interviews and highlight the areas that can be 
improved in the Order fulfillment process. The chapter has been divided in three subchapters  

5.2.1 Flexibility and visibility / Information 
Flexibility and transparency are other factors that are important in Supply Chain Management. 
Being a customer oriented company it’s highly important to be able to quickly respond to 
demands from customer. A common respond to the question “How do you define flexibility?” 
was the mind set of “going the extra mile”. When changes do happen, accept it and adapt to 
circumstances.  
 
Another topic that was brought up during the interviews when mentioning “flexibility” was the 
importance of transparency throughout the supply chain. In a flow, where there are many 
handovers and different functions that are working together (sales, finance, and supply), it’s 
important that information reaches all the stakeholders. The feeling from some in the Sales 
Team is that they lack visibility in what happens in Company A Supply side since their only 
direct contact is with local Supply. Therefore a common answer to improvement areas was the 
need of enhancing information flow.  
 
Company A is a business-to-business organization that is selling end-to-end solutions to 
companies rather than to a single user. When asked about the processes and SCM the common 
reply from the employees matches with the definitions by Lindh (2001) and CSCMP (2015). The 
general understanding was also that in order for the Company A to continue to be successful, 
all parts that are involved in the SC need to be coordinated, information flow transparent and 
flexible so that it could be possible to quickly respond to changes in demand (Lindh, 2001).  
 
The local Operational Supply Responsible is also doing some translation from English to French. 
So this is something that takes a lot of extra time.  

 

5.2.2 Letter of Credit 
The L/C process is a process that goes in parallel with the ordering flow. As mentioned earlier, 
for customer X, the L/C is not operative at the time the contract is signed. The L/C process starts 
when CPO is signed and Company A issues a warranty bond. Once the warranty bond is ready, 
the LC prepares a Proforma invoice, this takes 1 day. These two documents are sent to the 
customer with the L/C opening request. Once the L/C opening request reaches the customer, 
then it’s not much Company A can do to influence or speed up their internal process. A general 
view is that the customer internal process is working slowly and therefore it can take from 2 
weeks to 2 months for the customer to go to their bank and request to have the L/C. Once the 
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bank has the documents and the request to open the L/C the process takes approximately 1 
week to have it operative, the L/C process can be seen in Figure 5, pic X in chapter 3.5.2. By 
implementing JIT approach and have the L/C ready on time the waste of having finished goods 
waiting to be shipped can be reduced. (Shingo, 1989; Weele, 2010) 

 

It’s always easier to influence the content of the L/C before sending it to the bank. Once the 
issuing and advising banks are involved making a smallest change can cause days of delays and 
also additional fees. Since the collaboration with the customer is based on a trustful 
partnership relationship that has been ongoing for couple of years, opening an L/C is more of a 
using an existing template.  

 

5.2.3 Incoterm/Insurance 
The Incoterm in the Contract is CPT, this means that the shipping cost is paid by the seller while 
the insurance is covered by the buying company. Company A is a large company that has a 
global Insurance agreement, which means that if the Contract would be changed to DAT or CIP, 
there wouldn’t be a need for an additional insurance arranged by the customer, (ICC, 2015).  
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6 Discussion and Conclusion 
The analysis shows that the days from contract signature to placing the orders in the system 
takes in average 37 days. Considering the Order to Cash aspect, this means getting payment 37 
days later. If the list of material to be ordered was perfomred in parallel with the ongoing deal 
and could be finalized by the time the Customer Purchase Order is signed, the ordering could 
start earlier. Another topic that takes place before the ordering process can start is the securing 
the Early Start approvals from management. The approvals are necessary due to the fact that 
the Letter of Credit is not operative and Company A doesn’t have the financial security from the 
bank. In some cases the approvals from the management have been delayed. The interviews 
showed that there is an information gap between the stakeholders and that there is a need to 
enhance the communication within the organization. 
 
The Letter of Credit process is a process that is independent of the sales process and therefore 
can be initiated independently of the order fulfillment process. In this customer specific case 
it’s always initiated after the orders have been processed. Getting the L/C operative takes a 
long time. The charts in Figure X shows that large volume of the material lays ready in the 
warehouse for more than the allowed 30 days waiting to be shipped. There should be clear 
milestones stated in the process to trigger the start of the L/C activities. Considering the fact 
that other parties, such as the customer, opening bank, and advising bank are involved makes it 
difficult for Company A to affect their internal processes. Nevertheless, the parts that Company 
A are involved in can be optimized, by having a clear terms and conditions in the L/C, starting 
with the L/C process earlier, or considering the fact to have the L/C open at the same time the 
contract is signed and have it opened for more than 3 months. 
 
Another alternative to Letter of Credit is instead using Documentary Collection. It’s easier to 
open a D/C, and the cost is less, but the downside is that in this case there is no bank guarantee 
that the seller receives payment. Company A will be dependent that the customer will go to the 
bank to collect the document to release the material from Customs. It that sense Documentary 
Collection can’t provide the security that Letter of Credit provides.  
 
The advantage of having Letter of Credit as payment term is that the bank guarantees that the 
seller will receive payment as long as the terms and conditions stated in the L/C are fulfilled and 
the payment will be on time. Shortening the days to receive payment, reducing the time 
between receiving the signed Customer Purchase Order, having the material ready in the 
warehouse around the same dates, and reducing the days that materials is stored in the 
warehouse will improve the Order-to-cash flow.  
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It’s also important to have in mind the customer aspect that impacts the L/C process. Once the 
documents are handed to the customer then it’s difficult to influence the customer to speed 
up. Therefore it’s of great importance that the account has good relation to the customer. The 
Customer may delay this process on purpose because they don’t have enough credit at that 
moment at the bank because they have other orders ongoing. Another reason can be that they 
don’t need the material right at that time and in that way uses Company A’s warehouse as 
storage. It is therefore of great importance that the Project Manager is well aware of the 
project rollout plan and that the requested delivery dates are set according to the roll out plan. 
 
Inaccurate delivery plan result in a wide range of OA dates from suppliers. This in turn, results 
in having material ready at the warehouse and waiting for the remaining material to complete 
the Customer Purchase Order. However, depending on the urgency of the material or scope of 
the contract, the Local Company can request to have shipments in batches. This, on the other 
hand generates additional distribution cost. 
 
The CPT Incoterm requires the customer insures the shipment before it’s called off to the third 
party distribution provider. It can take 2-10 days to have the insurance in place. Company A is a 
large company and has a valid global insurance that covers the shipped material. Therefore, by 
changing the Incoterm from CPT, to DAT or CIP, there would not be a need to go to the 
customer and ask for insurance and save 2-10 days. Another benefit is that there will not be any 
extra cost for the customer since Company A already has an agreement and have a global 
insurance covered. 
 
Having a good information flow, communication and transparency is important to have a good 
collaboration. A common view was that there is a need to enhance the transparency and 
collaboration within the organization. The communication and information flow throughout all 
the parts that are involved in the order fulfilment process need to be improved. The Local 
Tactical Supply Responsible and Operational Supply Responsible are physically sitting close to 
the Sales Team and the Project team. This means that when questions arise it’s easy to contact 
relevant person and collect needed information. Apart from this, there are weekly meetings 
booked with the project in order to follow up in ongoing projects. However, the study showed 
that there is a gap in the information flow between the Company A Supply Team and Local 
Company. One of the reasons could be the long distance. Company A Operational Supply 
Responsible has booked weekly meetings with Local Supply team in order to bring up 
operational issues and discuss current situation. These meetings need to be used in an effective 
way and secure that the communication and information flow is good in both ways. Local 
Supply team need to later secure that relevant information is forwarded to all the stakeholders 
in the Local Company. 
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A small, but nonetheless an improvement that was exposed during the interviews and 
implemented right after, was the non-value added activity in the order releasing phase 
performed by the Operational Supply Responsible. It was discovered that the activity to release 
the orders in the system to the Procurement Supply Responsible didn’t actually add any value. 
However, the Operational Supply Responsible needs to secure that the quality of the orders 
and the values are ok before the orders are released to the suppliers. Therefore after the check 
an e-mail is sent to the Procurement Supply Responsible and informing that it’s ok to release 
the orders. In this way the lead time in this activity has been reduced with 1-4 hours depending 
on the scope of the orders. 
 

6.1 Future studies 
The study has showed that the order fulfillment process of Company A is very complex and has 
a lot of parameters that needs to be taken into consideration. One customer requirement is the 
inspection that is performed by an inspection company. A recommendation for future study is 
investigating the inspection process and also checking with the Sales Team to revise if it’s a 
necessity or if it can be removed. 
 
The case study showed that material is waiting a long time in the warehouse before it’s shipped 
to the customer. A suggestion for further investigation is to check the cost to have the material 
in the warehouse and compare to the cost to have the Letter of Credit opened for three 
respectively six months. 
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8 Appendix 
 

8.1 Appendix 1 – Questionaire 
 

General questions 

• Can you please describe your background at the company? 

o How long have you worked at the company? 

o How long have you worked at your current position?  

• How would you describe your role as …?  

o Are you doing other activities than the official job description? If yes, please give 
examples. 

• List all the activities that you are performing. 

o Describe each activity. 

• Are you using any tools to complement your daily task, such as reports? If yes, please specify. 

• What do you consider as your biggest "time thief?" (For example “issues” that prevents you 
from doing your job.)  

• Who are your main interfaces? 

• Do you see any areas that could be improved? 

• Do you see any areas that don’t add any value? 

• How do you feel that the information flow is transparent through the whole order fulfillment 
flow?  

o How can it be improved? 

o What would be the impact of the improvement? 

• Do you have any closure activities? If yes, can you please describe? 

• Which KPI’s do you have? 

• How do you define flexibility? 

• Do think that the process is flexible? 

 

KAM – Key Account Manager / AM – Account Manager 

• Describe the process of working on a deal and agreeing on the terms and conditions. 

• How would you describe the relationship to the customer? 

• Can you please describe the L/C process? 

o When does the activities to open the L/C start? (What is the trigger point?) 
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o Who initiates this activity? (Who informs when to start the L/C process) 

o How long does it take to have the L/C operative? 

o What can cause delays in this process? 

 

SA – Solution Architect 

• How often do you receive questions regarding changing of a product? 

• When in the sales process is the BoQ ready? 

 

PM – Project Manager 

• In which phase of the sales process do you get involved? 

• Are you involved when creating the Ordering Tool scenario? 

• When do you give input about the rollout plan? Does supply organization know  

• What do you feel about the information flow once the orders are processed? Do you feel that 
you have all necessary information to plan the rollout of the project? Can you please give an 
example how a rollout plan can look like? 

o Would it be better to have everything delivered and then start the rollout? Or if the 
contract was delivered in batches? 

 

PFR – Project Finance Responsible 

See general questions 

 

TSR – Tactical Supply Responsible 

• In what way are you involved in Early Involvement? Would you say that it’s more on your 
initiative or someone from the account?  

• Are you early involved in all contracts or Customer purchase orders? 

• What kind of checks are you doing in pre-sales stage? And how long does it take? 

• Do you feel that you are involved in an early stage and working proactive? 

•  Are you in contact with the solution team? 

• What happens after the contract is signed?  

• When do you handover to OSP? 

• How do you secure a proper handover? That the contract is 100% clarified? 

• How do you follow-up the ongoing project? 
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• How do you communicate the progress of the project to the stakeholders? 

• Are you involved in escalations? What are your responsibilities and what are OSP 
responsibilities?  

• Do you feel that you sometimes need to prioritize? If yes, how do you know what to prioritize? 

• Do you feel that you are doing some OSP tasks?  

o If yes, please give example and why? 

OSR – Operational Supply Responsible 

• How would you describe your collaboration with: 

o TSR? 

o OSP (Local Company/Company A)? 

o PSR? 

• What are the activities that are done before the customer places an order? How involved are 
you in presales activities? 

• Do you have insight in future opportunities? 

• After the contract is signed, when do you take over from TSR? 

• How do you secure that the sales orders are 100% clarified? 

• What is your general view of the quality of the contract and sales orders? (for local OSP, the 
quality in Ordering Tool) 

o What is the reason for the poor quality and do you have any suggestions how it can be 
improved? 

o How often are the orders rejected? What are the reasons? 

• How do you monitor the ongoing contracts? 

• How do you prioritize between the orders? 

• Are you involved in legal issues as insurance, taxes, and customs? How much of your time do 
you spend on these activities? 

• Do you perform any activities after that everything in the contract has been shipped?  

• Once the project is finalized do you have any closing activities? 

o Who initiates this activity? 

• How would you describe the escalation process? 

• How do you get input to define the business case and impact? 

• Please describe the interface to the Customer Project Manager (CPM), how do you 
communicate? How it is different compared to the TSR? 
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PSR – Procurement Supply Responsible 

• How many customers are you working with? Is it common that PSR’s are working with that 
amount of customers? 

• How involved are you in pre-sales activities? 

• Do you feel that you are involved and have good insight in each contract? If no, would you like 
to have and can you give examples on activities. 

• How do you prioritize between the orders? 

• What do you do when you receive a SO? What kind of checks do you have? 

• What is your general view of the quality of the SO’s? Do you feel that you often need additional 
information? How long does it normally take to have all necessary information? 

• How is the collaboration with the suppliers? Do you feel that you often receive delays? Any 
particular supplier you feel you have more issues with? 

• How do you monitor the ongoing orders? 

• Are you using any tools to complement your daily task, such as reports? If yes, please specify. 

• Do you see any difference between QTC-M and PSF-M orders? 

• Are you involved in TP activities? If yes, please describe. 

 

TP – Transport Planner 

• What responsibilities do you have as a TP? 

• Do you feel that you have a clear picture of the distribution plan when the orders are placed? 

o If yes, how often do you actual do the call offs as planned? 

• In some markets the TP role is done by the PSR. What would you say are the pros and cons for 
that? 

• What is the process for express shipment? 

o Do you keep track of the extra shipping costs? 
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