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tomer satisfaction in an effort to
retain existing customers. As com-
panies drill down into their cus-
tomer satisfaction, they are dis-
covering that they lack sound
operational measures to gauge
customer satisfaction. Many com-
panies use customer satisfaction
surveys – often done annually or,
at best, quarterly. However, they
lack a true connection to hard,
quantifiable, operational measures
that more accurately reflect cus-
tomer satisfaction. Worse, many
companies have fallen into the fill
rate trap and may find themselves
erring in linking operational mea-
sures to customer satisfaction.
Below are just a few of the real
examples of how some compa-
nies have looked at their perfor-
mance only to discover a bleake r
reality than thought. 

On Time to in Stock  

Company A receives an order on
M o n d a y. They do not have the
ordered product in stock. They
d o n‘t drop the order to their distri-
bution center unless they have
product in stock. Company A gets
product in stock on Thursday and
they drop the order to be filled on

Fr i d a y. Company A has a
100% fill rate because they
measure fill rate by when the
order drops to their distribu-
tion center – not by when they
got the order. However, the
customer had to wait five
additional days due to stock-

ing issues. It is hard to believe,
but we have seen more than one
company define their fill rate met-
ric by whether or not they have
product in stock to ship. How can
a company not achieve 99% plus
fill rates when they only measure
when they know they have prod-
uct in stock? We found that mea-
suring fill rate by in stock is espe-
cially true when companies
involve outsource providers to do
their distribution or fulfillment. 

On Time to Commit vs.
Request  

Company B gets an order for a
product on Monday. Their normal
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Your company is achieving a
99% fill rate from its distribution
c e n t e r. Is this good? Leading com-
panies like Intuit are starting to
ask themselves this question and
are learning the answer more
often than not is “no.“ Distribution
centers have worked hard to get
their fill rates up - often into the
high 90th percentile – only to find
that customers are still not happy.
How can this be? 

The answer is simple: Just
because a distribution center
shipped product on time does not
mean that it got to the customer
on time to their expectations. Nor
does it necessarily mean the 
customer got the product they
ordered, in the quantity they
ordered. In addition, it does not
t a ke into consideration the softer
aspects of customer satisfaction
such as damage free or being cor-
rectly invoiced. As companies dig
deeper in their efforts to increase 
customer satisfaction, more are
learning that pleasing the 
customer requires much more
than simply having high fill rates. 

What really matters in today ‘ s
customer driven economy is, “Did
the customer get what they want,
when they wanted it, how they
wanted it?“ In essence, fill rate is
just one part of the overall cus-
tomer satisfaction equation.
Companies now have a new,
superior option, adopting a,
“ Perfect Order“ philosophy. This
article seeks to describe the per-
fect order, define its components,

and suggest improvements to an
already powerful metric. A look to
the past – and the emphasis
placed on fill rate – will help set
the foundation for the genesis of
the perfect order.

What Is a Perfect Order?

A perfect order has typically
been defined as on time, com-
plete, damage free, and having
the correct invoice. While there
are certainly variations on this
theme, one of the benefits of this
definition is its simplicity and the
intuitive approach of measuring
what is important to the customer. 

The perfect order is calculated

by multiplying the metrics. Fo r
example, if a firm were experienc-
ing 95% on time delivery, fill rate,
correct invoice and damage free
shipments, the resulting perfect
order index would be 81.4% (95%
x 95% x 95% x 95%). Had each of
the measures been 90%, the per-
fect order index would drop signif-
icantly – to 65.6%. 

Have You Fallen Into the
Fill Rate Trap? 

Successful businesses, by defin-
ition, continually strive to meet the
needs of customers. This fact will
not change and has led many
companies to try to increase cus-
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cycle time is three days from order
to shipment and the customer has
a s ked for the standard delivery of
We d n e s d a y.  However, Company B
is experiencing high end-o f -q u a r t e r
orders and does not have capacity
to meet their usual three day service
level so they quote the customer a
five day order cycle time with
expected shipment on Fr i d a y. Thus,
when they ship the product, they
report a 100% fill rate because the
shipment took place when the com-
pany said it would but not when the
customer wanted or needed it.  

On Time “Shipped“ vs. “Left
the Dock“  

Company C is an outsourced
manufacturer that runs 24 hours a
d a y. They use a variety of LTL and
TL carriers to ship product to major
regional distribution centers nation-
wide. Cutoff for trucks leaving is
usually between 6pm and 9pm.
Production is behind and does not
m a ke the cutoff for the truck to
leave. Howe ver, they continue their
efforts to make product for ship-
ment and it gets down to the ship-
ping department. Shipping fills the
manifests and the product goes on
a truck or on the dock only to sit
until the next day because the
truck already left the dock. The
flaw? Company C‘s computer sys-
tem shows the product as
“shipped“ e ven though the product
never left the dock and they give
themselves a 100% fill rate.
L i kewise, this same thing happens

when a company loads a truck
but suffers driver issues. We
have found many such instances
where companies show that they
have shipped the product, yet the
product has not left the dock.

On Time Shipment vs.  
Delivered?  

Company D was reporting great
fill rates of their distribution center
to their major retail customers.
H o w e v e r, customers were con-
stantly complaining to upper man-
agement about the bad service
they were getting.  The
Distribution Center kept saying, “It
c a n‘t be – we have a 98.5% fill rate
of product to the retail cus-
t o m e r s“.  The problem? Even
though the product left the distrib-
ution center on time, it often did
not get to the customer on their
expected delivery date to meet
their delivery window. When this
happened they had to reschedule
their delivery appointment, pushing
out product delivery one to three
days. Company D later began mea-
suring on time by expected deliv-
ery date and customer satisfaction
went up significantly.

On Time 
(with expedited costs)  

Company E has fill rates up from
the low 70th percentile.
Warehouse personnel were
charged with a “99% fill rate goal.“
Bonuses would be given for the
achievement of this miraculous
feat. The problem? Expedited ship-
ments went up – costing the com-
pany over $1 million.  

The above are only a few exam-
ples of how companies can easily
fall into the fill rate trap. That is,
thinking they are performing well
when in fact they are failing to
meet customer expectations.  We
propose companies expand their
t h i n k i n g, focusing more on cus-
tomer and process when selecting
their measurements. The Pe r f e c t
Order Index philosophy represents
the ideal means to achieve this
e n d .

Measuring Fill Rate vs. the
Perfect Order

Fill rate has typically been
defined as a percentage of orders
or lines filled relative to the total
ordered. While this reflects a distri-
bution center‘s effectiveness, it
does not capture the complete
perspective of customer satisfac-
tion with the order. The Pe r f e c t
Order Index strives to close this
gap. A perfect order expands the
view of the order to include such
things as on time delivery, com-
plete orders, arriving damage free,
and having the correct invoice
associated with the shipment. 

As a metric, the Perfect Order
Index boasts several benefits: Fi r s t
and foremost, it strives to capture
the feelings of the customer –
from their perspective. Misjudging
even one aspect of the customer
experience can cause significant
losses. Second, it is easy to under-
stand; executives can see if the
order was perfect or not. Third, it
is based on metrics that most
companies should already be 
m e a s u r i n g.

The Supply Chain Council
defines perfect order fulfillment
as: “The performance of the sup-
ply chain in delivering: the correct
product, to the correct place, at
the correct time, in the correct
condition and packaging, in the
correct quantity, with the correct
documentation, to the correct cus-
t o m e r.“ While there are certainly
variations on this theme, the cen-
tral tenet is that satisfaction of the
customer comes before all else.
While expansive, the Supply Chain
Council‘s definition does contain
some overlapping metrics. Fo r
example, if a product was shipped
to the wrong customer, it is con-
ceivable (and probable) that it will
not be in the correct place or at
the correct time, or with the cor-
rect documentation. 

Our experience shows that com-
panies that have successfully
adopted the Perfect Order philoso-
phy have chosen to customize
their perfect order index to align
with their thinking of how they can
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best maximize customer satisfac-
tion. We suggest that a company
not necessarily adopt all elements
of the perfect order, but rather
only those most germane to their
business. While some firms have
reported having over fifty compo-
nents in their perfect order, we
recommend keeping the compo-
nents relatively simple.

A Closer Look at Ty p i c a l
Components of the
Perfect                       O r d e r

At first glance, using the Pe r f e c t
Order would seem straight for-
ward. And, for the most part, it is.
Yet, before implementing this met-
ric, it would be wise to fully define
each of the components to avoid
confusion. As “on time delivery “
contains the greatest potential for
improvement, we will define it
last. 

Delivered Damage Fr e e

Defects or damage can happen
in various areas including manu-
f a c t u r i n g, the distribution center,
or the carrier. Often each area
focuses only on quality within their
walls and does not extend its view
of defective or damaged product
to include what happens once it
has left the dock. The customer
does not care if the product was
damaged by the distribution cen-
ter or the carrier – it is damaged
and it causes them an inconve-
nience or worse, an out-o f -s t o c k
situation. 

By extending the measurements
of damage free product through
the carrier, it helps the company
see damage from their customer‘s
vantage point. Tracking damage
throughout the process helps
companies work with the different
areas where quality can be affect-
ed – be it in manufacturing, distrib-
ution or the carrier. It also helps a
company coordinate its various
limbs to achieve a higher overall
quality level from a broad, cus-
tomer point of view. The various
departments can analyze root
causes of error and work internally
to remedy them, increasing overall
q u a l i t y. Tracking down the root

cause of the damage is imperative
to making actionable improve-
ments. 

Delivered Complete

Orders should be shipped com-
plete. This represents 100% fill
rate for all products and all lines;
no items shall be left behind.
While a complete order may at
first glance appear to be straight-
forward, substitutions should be
addressed. 

For instance, a customer may
order an item, only to find that it is
out of stock. Instead of back
ordering the item, they request a
substitute. The order could be
defined as being complete, since
the shipment includes all of the
products that the customer
ordered. Yet, it doesn‘t capture the
original intent and desire of the
c u s t o m e r. Nor does it capture the
lost sale for the original item. This
tends to skew the demand pattern
for the substituted item, potential-
ly leading to more inventory being
held for this product, further com-
pounding the problem. For these
reasons, we believe that ship-
ments containing substituted
products should not be consid-
ered “complete.“ 

U n f o r t u n a t e l y, not all situations
are as clear cut as the one above.
All of us have had customers who
will call to inquire what is on hand,
and then order accordingly.
Inquiries about what is in stock are
different than placing an order. If
customers can access inventory
levels over the Internet, it may
become impossible to efficiently
ascertain their initial intent and
desire. Managers will have to
determine how to define an
inquiry about inventory levels, and
whether these inquires lead to a
substitution. 

Accurate Invoice

Defining this metric is fairly
straightforward. Either the invoice
accurately reflects the shipment or
it does not. The invoice should
reflect the items ordered, the cor-
rect quantity, correct terms, and

the correct price. If substitutions
were made and agreed to by the
c u s t o m e r, the invoice should show
the substituted products, not the
originally requested items. If an
invoice is correct and accurate in
all details, it can be easily
processed and paid. 

The ambiguity in defining an
“accurate invoice“ arises in defin-
ing “shipment.“ If a product has to
be back-ordered, does the invoice
reflect this? It is our contention
that the invoice should reflect the
actual shipment. That is, an accu-
rate invoice should not bill the cus-
tomer for the back ordered units
on that invoice.

On Time Delivery to
Requested Date Without
E x p e d i t e s

One of the hardest measures on
which to gain agreement is “on-
time delivery.“ The reason is clear:
there are too many variations on
how we define “on time.“ We rec-
ommend that companies track
their on time delivery to the date
requested by the customer with-
out expedited processes (pick and
pack or shipment).

This measures that product
shipped when the customer aske d
– not when a company can ship.
For companies that do not have
sophisticated systems or links into
the carriers, it may prove quite dif-
ficult for them to measure on time
d e l i v e r y. For many customers, the
gap between on time shipment
and delivery is very important. This
holds true especially in the retail
sector where retailers schedule
delivery appointments to ease
their backend operations. Carriers
– especially the larger and more
sophisticated ones – are offering
delivery time information making
this more feasible. And parcel
shipment carriers such as Fe d E x
and UPS have been offering proof
of on time delivery for years. 

As with complete orders, a com-
pany faces the dilemma of its defi-
nition differing from the cus-
tomer‘s understanding. Fo r
instance, what does “on time“
really mean? Each customer may
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have its own way it measures on time delivery. 
For one customer being on time for a 9 am delivery
appointment may mean plus or minus fifteen min-
utes. For another customer it could mean plus or
minus two hours. For a third it could mean you can
deliver early and up to 1 hour late.  As a general
rule, the greater the flexibility as defined by the 
c u s t o m e r, the more flexibility the supplier has to
meet customer expectations.

Second, the metric should take into account the
original delivery date requested by the customer.
This takes place prior to any discussion or negotia-
tion with the customer service representatives. In
some instances, this date may be different than the
agreed delivery date, but hopefully not the actual
delivery date. 

As with complete orders, some customers may
“ s h o p“ to find various possibilities with respect to 
a delivery date. Unfortunately, these are sometimes
our largest customers seeking preferential 
treatment. Again, the requested date set by the 
customer should be the benchmark used by the
firm. Some might argue that customers will be
unreasonable, and continually request an unrealistic
date. We disagree. Customers often know a firm‘ s
process capability and the process capability of
competitors in terms of expected order cycle time.
Their insistence on what we would view as an
unreasonable request may not be viewed that 
way by a competitor. This should lead us to further
analysis of our fulfillment process, and not a 
defining down of the metric.

Fi n a l l y, this metric must take into account whether
or not the order was expedited. Failure to do so
could lead to an exponential rise in expedited ship-
ping and have a negative impact on profitability. 

The topic of expedited shipments leads to a dis-
cussion of how firms should handle shipments that
are expedited at the request of the customer. That
is, the customer knows the lead time may be four
days, but is requesting a two day delivery. Should
the supplier (and the metrics) be negatively impact-
ed by meeting the needs of the customer? Clearly,
this type of situation is an anomaly, and should be
treated as such. If the customer is willing to pay for
the expedited shipment, then the shipment should
be considered on time if indeed it is delivered in
two days, since the need for an expedited shipment
originated with the customer, and not with the 
s u p p l i e r. 

Perfecting Your Company‘s Pe r f e c t
Order 

There is good news and bad news associated
with perfecting your perfect order. The good news is
that many of the components are already being col-
lected. The bad news is that the components may
not have been well defined across the company. 

To start, we recommend five steps:

• Find out what metrics are currently being employed
• Define the metrics and communicate this definition

across the organization
• Determine how often the metric will be calculated;

that is, by week, month, customer, etc.
• Put someone in charge – and responsible – for the

m e a s u r e
• Set a realistic goal

Summary 

The satisfaction of the customer is the paramount
goal of any successful business.  Traditional metrics
for gauging this satisfaction often prove inadequate
and misleading. Many operational metrics such as 
traditional fill rate simply are not aimed at linking 
customer requirements to quantifiable operational
measures. Companies have fallen into the fill rate trap
and often believe they are achieving high service levels
when, in fact, they have missed the bigger picture or
are sub-optimizing performance through actions like
expedites. 

As companies dig deeper in their efforts to 
increase customer satisfaction, more are learning 
that customer satisfaction has far more nuance than a
simple fill rate number might have one believes. W h a t
really matters in today‘s customer driven economy is
“Did the customer get what they wanted, when they
wanted it, how they wanted it“ and not how well a
d i s t r i b ut ion center ships.
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