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The Collapse

FoxMeyer Drugs was the fourth largest pharmaceutical distributor in the United States. In 1994 it
processed roughly five million orders per day and generated more than $5 billion in annual revenue.
That year FoxMeyer’s leadership committed to implementing SAP R/3 alongside a warehouse automation
system from Pinnacle. The combined investment was projected at $65 million. The expected outcome
was lower operating costs, faster fulfilment and the capacity to compete with the largest distributors in
the market.

By 1996 the implementation was already in serious trouble. By 1997 FoxMeyer had filed for bankruptcy.
Its assets were eventually sold to a competitor for approximately $80 million.

The bankruptcy trustee later filed a $500 million lawsuit against SAP and the implementation partner
Andersen Consulting, arguing that the system had not only failed but had actively contributed to the
company’s collapse.

FoxMeyer did not fail because ERP was the wrong technology. It failed because the organisation
treated a business transformation as a software installation.

The Fatal Flaw

The implementation was framed as a technology project. What it actually required was a fundamental
redesign of FoxMeyer’s operations, workforce processes, supplier relationships and distribution model.
No single leader had accountability for managing that level of organisational change, and no governance
structure existed to hold it together.

During the implementation FoxMeyer signed a major new distribution contract with the University of
Houston. The agreement significantly increased order volumes at exactly the moment the business had
the least capacity to absorb additional operational complexity.
The decision was made without fully accounting for the risk already sitting inside the transformation
program.

At the same time the warehouse automation system began falling behind schedule and performed well
below specification during testing.  Leadership pushed forward regardless.

When the system went live it could process only a fraction of the daily order volume required to keep the
business running. Shipment errors multiplied. Orders failed. Customer relationships deteriorated rapidly.
By the time the scale of the problem was undeniable FoxMeyer’s financial position had already become
unrecoverable.
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Structural and Cultural Breakdowns

Governance
There was no integrated governance structure overseeing the combined SAP and Pinnacle
implementations. The two programs largely progressed in parallel despite the fact they had to converge
operationally at go-live. Decisions affecting operational risk, including the University of Houston contract,
were made outside any formal program risk review.

This was not a single oversight. It reflected a governance model that treated the program as a vendor
implementation rather than an enterprise-wide transformation requiring centralised control.

Process
The system was configured largely around FoxMeyer’s existing operating model rather than the
transformed one the company was trying to reach. Testing was insufficient.Delivery timelines remained
fixed even as risks increased. Cutover planning did not include meaningful fallback controls if the
warehouse automation failed to perform. When the system went live there was no viable operational
safety net.

People and Culture
Warehouse staff recognised early that the automation system was not performing as expected.
Those warnings did not reach leadership in a way that changed decisions.
When the system finally went live the people working on the floor were managing failures they had
predicted months earlier.

The organisation had the operational knowledge needed to identify the risk. What it lacked was the
governance structure capable of acting on it.

The Leader’s Mandate

ERP implementations are not technology projects with change management attached.
They are business transformations that happen to use technology as the delivery mechanism.
Leaders responsible for programs of this scale must connect technology delivery, operational readiness,
workforce transition and commercial risk into a single accountable structure.

FoxMeyer never had that structure. Taking on a major new customer contract while a high-risk
operational transformation is already underway is not ambition. It is risk compounding without the
governance required to manage it.

Strategic Conclusion

FoxMeyer had the capital, market position and strategic intent to modernise its operations.
What it lacked was a delivery structure capable of coordinating technology implementation with
operational transformation. The $65 million investment intended to secure the company’s future
accelerated its collapse.

FoxMeyer was not undone by technology. It was undone by the absence of transformation leadership at
the moment it mattered most.
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