SETTLEMENT AND RELEASE AGREEMENT
AND
ADMINISTRATIVE MEMORANDUM OF AGREEMENT

This Settlement and Release Agreement and Administrative Memorandum of Agreement
(“Agreement”) is entered into on this 2* day of May 2008, by and between the United States
Department of Justice, Drug Enforcement Administration (hereinafter “DEA ™) and McKesson
Corporation including facilities dotng business as McKesson Pharmaceutical and McKesson
Drug Company (hereinafter “McKesson™) (each 2 “Party”™ and collectively the “Parties™).

APPLICABILITY

This Agreement shall be applicable to McKesson and all McKesson DEA registered
facilities as identified in Appendix A.

BACKGROUND

WHEREAS, on August 4, 2006, DEA, by its Deputy Assistant Administrator, Joseph T.
Rannazzisi, issued an Order to Show Cause (“Order #1'") 10 McKesson, with respect to its
Lakeland distnbution center located at 1515 West Bella Vista Street, Lakeland, Flonda 33805
(the *Lakeland Facility™); and

WHEREAS, Order #1 alleged, among other things, that McKesson failed to maintain
effective controls at the Lakeland Facility against diversion of particular controlied substances
nto other than legitimate medical, scientific and industrial channels by sales to certain customers
of McKesson; and '

WHEREAS, after service of Order #1 on McKesson, representatives of DEA and
McKesson entered into discussions on how best to resolve the issues raised in the Order; and

WHEREAS, on November 1, 2007, DEA, by its Deputy Assistant Administrator, Joseph
T. Rannazzist, 1ssued a second Order to Show Cause to McKesson (“Order #2,” and “Orders”
when jointly referring to Order #1 and Order #2), with respect to its Landover distribution center
located at 7721 Polk Street, Landover, Maryland, 20785 (the “Landover Facility’™); and

WHEREAS, Order #2 alleged, among other things, that McKesson failed to maintain
effective controls at the Landover Facility against diversion of particular controlled substances
into other than Jegitimate medical, scientific and industrial charmels by sales to certain customers
of McKesson; and

WHEREAS, DEA alleges that McKesson failed to maintain effective controls at its
Conroe, Texas distribution center (the “Conroe Facility’”) against diversion of particular
controlled substances into other than legitimate medical, scientific and industrial channels by
sales to certain customers of McKesson; and



WHEREAS, DEA allcges that McKesson failed to maintain effective controls at its
Deaver, Cotorado distribution center (the “Denver Facility”) against diversion of particular
controlled substances into other than legitimate medical, scientific and industrial channels by
sales to certain customers of McKesson; and

WHEREAS, DEA alleges that McKesson has failed to report suspicious ordets of
controlled substances and 1o report thefls or significant losses of controlled substances as more
fully set forth in Appendix B, Paragraph 8 as required by 21 C.F.R. 1301.74(b); and

WHEREAS, McKesson is registered with DEA at 39 facilities as distributors of Schedule
[i-V controlled substances under the provisions of the Comprehensive Drug Abuse Prevention
Control Act of 1970, Title 21 U.S.C. § 801 gt seq., (“CSA” or “the Act”™); and

WHEREAS, McKesson denies the allegations set forth in the Orders and as otherwise
summarized above and also denies any allegations of improper conduct including but not limited
to allegations that it failed to maintain effective controls against diversion or failed to file
suspicious order reports; and

WHEREAS, the Parties believe that the continued cooperation between the Parties to
reduce the potential for diversion is in the public interest, including but not limited to sharing of
information related to the distribution of controlied substances; and

WHEREAS, the Parties believe that a settlement in this matter is in the public interest
and desire 1o settle and resolve all outstanding claims and/or issues with respect 1o the Orders
and allegations.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
contained herein, and for other good and valuable consideration, and intending to be legally
bound hereby, the Parties hereto agree as follows:

I. General

1. Intention of Parties to Effect Settlement. In order to avoid the uncertainty and expense
of litigation, the Parties agree to resolve this matter according to the Terms and Conditions

below.

2. No Admission or Concession. This Agreement is neither an admission by McKesson
of liability or of any allegations made by DEA in the Orders and investigations, nor a concassion
by DEA that its allegations in the Orders and investigations are not well-founded.

3. Covered Conduct. For purposes of this Agreement, “Covered Conduct” shall mean the
following:

()  the conduct alleged in the Orders;



(ii)  the alleged failure of McKesson to maintain adequate controls against the
diversion of controlled substances, on or priot t0 December 31, 2007, at all
distribution facilities opecated, owned, or controlled by it;

(it  the conduct described in Appendix B, Paragraph 8 to this Agreement; and

(iv)  the alleged failure of McKesson to detect and report suspicious orders of the
controlled substances as required by 21 C.F.R. § 1301.74(b) on or before
December 31, 2007.

4. DEA Headquarters. For purposes of this Agreement, the DEA Representative shall be
the Chief, Pharmaceutical Investigations Section, Operations Division, DEA Headquarters.

5. McKesson Representative. For purposes of this Agreement, the McKesson
Representative shall be the Senior Vice President, Distribution Operations or the Vice President,
Regulatory Affairs.

II. Temms and Conditions

i. Cbligations of Mck.

{(a) McKesson agrees to maintain a compliance program desigped to detect and
prevent diversion of controlled substances as required under the CSA and applicable DEA
regulations. This program shall include procedures to review orders for controlled substances.
Orders that exceed established thresholds and criteria will be reviewed by a McKesson employee
trained to detect suspicious orders for the purposes of determining whether (i) such orders should
be not filled and reported to the DEA or (if) based on a detailed review, the order is for a
iegitimate purpose and the controlled substances are not likely to be diverted into other than
tegitimate medical, scientific, or industrial channels. Orders identified as suspicious will be
reported to the DEA as discussed in subsection I1.1(c). This compliance program shall apply to
all current and future McKesson distribution centers registered with the DEA in the United States
and iis territories and possessions. McKesson acknowiedges and agrees that the obligations
undertaken in this subparagraph do not fuifill the totality of its obligations to maintain effective
tontrols against the diversion of controlied substances or to detect and report to DEA suspicious
orders for controlled substances.

(b) Within five {5) business days foilowing the date of each controlled substance
transaction, McKesson shall provide DEA Headquarters with a report of all controlled substance
transactions through Electronic Data Interchange in a format mutually and reasonably agreed
upon by the Parties. This information will be based on raw sales data and will not be reconciled
in the manner that Automation of Reports and Consolidated Orders System (ARCOS) data is
reconciled, nor does this requirement suppiant the requirement 1o repori ARCOS data in the time
and manner required by DEA regulations. The Parties agree that the data provided in this repornt
shall be a true and correct copy of the raw transaction data at the time that the data is transmitted
to the DEA and thus does not contain any adjustments or corrections that would normatly be part
of McKesson's reconciliation of its business records. The Parties agree that the report does not



otherwise constitute the basis for McKesson’s compliance with recordkecping and reporting
requirements under the CSA or applicable DEA regulations. The Parties agree that such report is
not required under the CSA or DEA regulations and that the accuracy of the report or the failure
to file such a report is not a basis for a vielation of 21 U.S.C. § 842(a)X5). McKesson shall begin
transmitting this information no later than 120 days afier the Partics have mutually agreed upon a
format. The obligations contained in this paragraph shall remain in full force and cffect for a
period of five (5) years from the Effective Date of this Agreement unless DEA agrees in writing
to an earlier termination of the obligations contained in this paragraph.

(¢) McKesson shall inform DEA of suspicious orders as required by 21 C.FR. §
1301.74(b) in 2 format mutnally and reasonably agreed upon by the Parties, except that contrary
to DEA regulations, McKesson shall inform DEA Headquarters rather than the local DEA Field
Office of suspicious orders, unless and unti] advised otherwise in writing by DEA Headquarters.
DEA agrees to notify all of the DEA Field Offices within 30 days of the Effective Date of this
Agreement that McKesson will no longer be required to provide suspicious order reports or any
other type of reports regarding excessive purchases of controlled substances 10 the DEA Field
Offices and that this Agreement shall supersede any DEA regulatory requirements to report
suspicious orders to DEA. The obligations contained in this paragraph shall be and remain in
full force and effect from the Effective Date of this Agreement, and thereafter shall remain in full
force and effect uniess terminated and revoked by DEA with thirty (30) days written notice.

(d) McKesson agrees to a temporary suspension of its authority to distribute drugs
containing the drug codes for Schedule ITT hydrocodone combination products and alprazolam,
that is, DEA drug codes 9805, 9806 and 2882 with respect to the DEA registrations for its
Lakeland Facility and its Conroe Facility, except for sales to the accounts as listed in Appendix
C. The temporary suspension shall terminate in accordance with subsection I1.2(g) uniess sooner
terminated by the Parties in writing pursuant to the terms of this Agreement.

(¢) McKesson agrees that any express or implied approval by DEA of any previously
implemented system to detect and report suspicious orders, is hereby rescinded and is of no legal
effect with respect to McKesson’s obligations to detect and report suspicious orders in
accordance with 21 C.F.R. §1301.74(b).

(f) McKesson agrees that within 120 days of the Effective Date of this Agreement it will
review distributions of hydrocodone and alprazolam for the 24-month period immediately
preceding the execution of this Agreement and identify any current customer whose purchases of
hydrocodone and alprazolam exceeded the thresholds established in its compliance program.
McKesson shall conduct an investigation and take appropriate action as required by this
Agreement, DEA regulations and other procedures established under McKesson's compliance
program including its Controlied Substance Monitoring Program (CSMP).

(g) McKesson’s policy and procedure is to cooperate with the government in any
investigation. McKesson agrees to reasonably cooperate with DEA, the United States
Attorneys’ Offices, and any other Federal, state, or local law enforcement agency investigating
or prosecuting McKesson's customers for alleged violations or activities related to the Covered
Conduct unless such matters would affect the rights or obligations of McKesson in regard to any



pending or threatened litigation. Such cooperation shall include, but is not limited to, producing
records and making employees available for interviews by the DEA or other law enforcement
authorities. However, nothing in this paragraph shall be construed as a waiver by McKesson or
its employees of any constitutional rights or rights that the company would have as a party to a
matter invoiving pending or threatened litigation with the government or a third party.

(b) McKesson agrees to pay civil penalties 10 the United States of America under 21
U.S.C. § 842(c) for violations of 21 U.S.C. § 842(aX5) in the amount of $13,250,000.00 in
settlement of claims or potential claims made by the United States of America for failing to
report suspicious ordees of controlied substances and for failing to report thefts or significant
losses of controlled substances. Payment of said civil penalties shall be made by McKesson in
the amouats indicated and as directed by the United States Attorneys’ Offices set forth in
Appendix B, Paragraph 13. McKesson agrees to execne the Settlernent Agreement at Appendix
B simultaneously with the execution of this Agreement and 1o execute any other documents
necessary 1o fully and finally settle all claims of the United States of America under this
subparagraph, and to fully pay said civil penalties within 30 days of the Effective Date of this
Agreement.

(i) Any material breach by any McKesson facility of subsections I1.1(a)-(h) of this
Agreement by McKesson after the Effective Date of this Agreement may be a basis upon which
DEA can issue an Order to Show Cause seeking the revocation of McKesson's DEA
centificate(s) of registration for that facility.

2. gjg'ga_tions of DEA.

(a) At McKesson’s request, DEA shall coatinue 1o provide diversion prevention and
awareness training, as practicable, to retail phapmacy industry members a1 McKesson trade
shows and through written materials. The frequency and content of such training shall be at
DEA’s sole discretion.

(b) DEA agrees 1o accept at DEA Headguarters the information regarding suspicious
orders as required under 21 C.F.R. §1301.74(b) and described in subsection If.1(c) of this
Agreement. DEA agrees that this procedure is consistent with DEA regulatory requirements and
hereby waives the regulatory requirement to report suspicious orders of controlled substances to
the DEA Field Division Offices.

(¢} DEA agrees and acknowledges that neither the CSA, DEA regulations, nor the terms
of this Agreement establish a requirement that reporting of a suspicious order means that a
customer be designated as a suspicious customer that would de facto require the suspension of all
orders or sales of other controlled substances to this customer.

(d) DEA agrees tha1 any request made by DEA or any of its employees that McKesson
continue to sell controlled substances to customers for an order that McKesson has determined to
be suspicious shall be made in writing to the designated McKesson Representative.



(¢) Within 150 days of the Effective Date of this Agreement, but not earlier than 90 days
afier the Effective Date of this Agreement, DEA shall conduct reviews of the functionality of
McKesson’s diversion comptiance program (*Compliance Reviews™) at up to eight distribution
centers of McKesson, consisting of the Lakeland Facility; the Landover Facility; the Conroe
Facility; and five other McKesson distribution centers selected by DEA. DEA shall also review
the investigatory files maintained by McKesson of the customers serviced by the distribution
centers subject to the Compliance Reviews. DEA shall notify McKesson no fess than 48 hours
prior to commencing a Compliance Review at a distribution center. DEA shall issue a Notice of
Inspection to McKesson upon commencement of 2 Compliance Review. During the course of a
Compliance Review, if requested, McKesson shall provide DEA with information related to the
sales of controlled substances, non-controlled drugs, and listed chemicals from Effective Date of
Agreement, o the date of the Compliance Review by the particular distribution center being
reviewed. At the conclusion of each Compliance Review, DEA shall conduct an exit interview
with an appropriate McKesson representative to provide DEA's preliminary conclusions
regarding the Compliance Review.

() The Compliance Reviews will be deemed satisfactory unless DEA determines that one
or more of the facilities being inspected has (i) failed to maintain effective controls against
diversion regarding the distribution of any controlled substance; (ii) failed to detect and report to
DEA suspicious orders of controlled substances; ot (iii) failed 1o meaningfully investigate new or
existing customers regarding the customer”s legitimate need to order or purchase controlled
substances. The Compliance Reviews shall be deemed “not satisfactory” if DEA provides
written notice with specificity to McKesson on or before 165 days from the Effective Date of
Agrecment, stating that McKesson failed to meet any of the requirements in either subsections
11.2(fX3), (i), or (iif) of this Agreement. DEA shall not find a Compliance Review “not
satisfactory” unless the failure(s) are sufficient to provide DEA with a factual and legal basis for
issuing an Order to Show Cause under 21 U.S.C. § 824(a) against one or more of the inspected
facilities. In the event that DEA provides such written notice of a Compliance Review
Failure(s), DEA shall meet and confer with McKesson within 48 hours regarding such a finding.
DEA shall consider remedial measures that McKesson has instituted in determining whether the
Compliance Reviews are satisfactory. A finding of “satisfactory” does not otherwise express
DEA’s approval of the compliance program implemented at any particular distribution center.

(2) Upon the completion of the Compliance Reviews and within 180 days cf the
Effective Date of this Agreement, DEA will restore the drug codes 9805, 9806 and 2882 1o the
DEA registrations for the Lakeland and Conroe Facilities. Ip the event that McKesson has not
satisfied DEA in regard to the Compliance Reviews within 180 days of the Effective Date of this
Agreement and DEA issues a Show Cause against either of the Lakeland or Conroe Facilities,
McKesson agrees to a new period of suspension of the drugs codes at such facility until the
matter is resolved by mutual agreement of the Parties or a final decision by the DEA Deputy
Administrator. Notwithstanding, nothing in this Agreement shall prevent the Parties from
agreeing to an extension or shortening of the suspension period for these drugs codes at the
Lakeland and Conroe Facilities at any time during the course of this Agreement. DEA shall not
be prevented from taking any action that would otherwise be available to the agency to pursuc a
new period of suspension of the drug codes at these facilities.



(h) DEA shall execute this Agreement only upon obtaining a fully executed copy of the
Settlement Agreement at Appendix B.

(1) In the event that DEA discovers information that may warrant administrative action,
and which is not otherwise included under the Covered Conduct, DEA shall favorably consider
McKesson’s entry into this Agreement; all actions taken by McKesson pursuant 1o this
Agreement; any remediai actions taken by McKesson to address the aileged or perceived
violative conduct; and the compliance history of McKesson at the particular facility and at other
McKesson facilities.

(i) DEA represents that it has reviewed its records for investigations or
inspections, initiated or conducted prior to December 31, 2007, which may allege that McKesson
failed to report suspicious orders as required by 21 C.F.R. 1301.74(b). DEA further represents
that it has reviewed reports and records submined by McKesson to DEA on or before December
31, 2007 for indications that McKesson may have failed to report suspicious orders as required
by 21 C.F.R. 1301.74(b). DEA has not referred and agrees to not refer any conduct (other than
conduct in Appendix B, Paragraph 8) occurring before December 31, 2007, for civil penalty
proceedings under to 21 U.S.C. § 842(a)(5) that would be based oa the Covered Conduct, to any
other agency within the Department of Justice.

3. Joint Obligations of the Paptics. McKesson and DEA agree that upon the execution of
this Agreement, DEA and McKesson shall file 2 joint motion with the DEA Administrative Law

Judge to terminate all pending administrative proceedings against the Lakeland Facility and
Landover Facility.

4. Release by DEA. (i) In consideration of the fulfillment of the obligations of
McKesson under this Agreement, DEA agrees to:

i) Reiease McKesson from any administrative claims within DEA’s enforcement
authority for the conduct alleged in the Orders; and

(i)  Refrain from filing any administrative claims against McKesson within DEA's
enforcement authority under21 U.S.C. §§ 823, 824 and 842, based on the Covered
Conduct, only to extent that such conduct was or could have been discovered by
DEA through the excrcise of due diligence through the examination of open
investigations and inspections in existence as of December 31, 2007, and the
review of the reports and records McKesson submitted to DEA prior to December
31,2007,

Notwithstanding the releases by DEA contained in this Paragraph, DEA reserves the
right to seek to admit evidence of the Covered Conduct in any other administrative proceedings.
Further, nothing in this Paragraph shall prohibit any other agency within the Department of
Justice, any State atiorney general, or any other law enforcement, administrative, or regulatory
agency of the United States or any State thereof (“law enforcement agency™), from initiating
administrative, civil, or criminal proceedings with respect to the Covered Conduct and DEA
shall, as obligated in fulfilling its statutory duties, assist and cooperate with any law enforcement



agency that initiates an investigation, action, or proceeding involving the Covered Conduct. At
McKesson's request, DEA agrees to disclose the terms of this Agreement to any other law
enforcement agency and will represemt that McKesson’s compliance with this Agreement
adequately addressed the administrative and civil allegations raised by DEA as defined in the
Covered Conduct. This release is applicable only to the Released Parties and is not applicable in
any manner 1o any other individual, partaership, corporation, or entity.

5. Release by McKesson. McKesson fully and finally releases the United States of
America, its agencies, employees, servants, and agents from any claims (including attomey’s
fees, costs, and expenses of every kind and however denominated) which McKesson has
asserted, could have asserted, or may assert in the future against the United States of America, its
agencies, employees, servants, and agents, related to the Covered Conduct and the United States’
investigation and prosecution thereof,

6. Reservation of Claims. Notwithstanding any term of this Agreement, specifically
reserved and excluded from the scope and terms of this Agreement as 10 any entity o person
{including McKesson) are the following:

(8) Any civil, criminal or administrative Liability arising under Title 26, U.S. Code
(Internal Revenue Code);

(b) Any lability to the United States (or its agencies) for any conduct other than the
Covered Conduct subject to Paragraph 11.4 of this Agreement; or

() Any liability based upon such obligations as are created by this Agreement.

1. Misceltaneous

1. Binding on Successors. This Agreement is binding on McKesson, and its respective
successors, heirs, transferees, and assigns.

2. Costs. Each Party to this Agreement shafl bear its own legal and other costs incurred
in connection with this matier, including the preparation and performance of this Agreement.

3. No Additional Releases. This Agreement is intended to be for the benefit of the
Parties and the Released Parties only, and by this instrument the Parties do not release any claims
against any other person or entity other than the Released Partics.

4. Effect of Agreement. This Agreement constitutes the complete agreement between
the Parties. All material representations, understandings, and promises of the Parties are
contained in this Agreement, and each of the partics expressly agrees and acknowledges that,
other than those statements expressly sct forth in this Agreement, it is not relying on any
statement, whether oral or written, of any person or entity with respect to its entry into this
Agreement or to the consummation of the transactions contemplated by this Agreement. Any
modifications to this Agreement shall be set forth in writing and signed by all Parties.



McKesson represents that this Agreement is entered into with advice of counsel and knowledge
of the events described herein. McKesson further represents that this Agreement is voluntarily
entered into in order to avoid litigation, without any degree of duress or compulsion.

5. Execution of Agreement. This Agreement shall become effective (j.¢., final and
binding) five (3) business days after the date of signing by the last signatory (the “Effective
Date™). The government agrees to notify McKesson immediately when the final signatory has
executed this Agreement.

6. Disciosure. McKesson and DEA may each disclose the existence of this Agreement
and information about this Agreement to the public without restriction. However, the Parties
agree to provide each other with advance notice the day before or as soon as possible once a
decision has been made to issue any public statement or press release related to this Agreement.
The Parties shall provide copies of any press release no later than two hours before issuing the
press release. This paragraph does not apply o any press release or public statement issued by
the Department of Justice or any United States Attorney’s Office. This paragraph shall remain in
effect for sixty (60) days, commencing with the Effective Date of the Agreement.

7. Execution in Counterparts. This Agreement may be executed in counterpans, each of
which constitutes an original, and all of which shall constitute one and the same agreement.

8. Authonzations. The individuals signing this Agreement on behalf of McKesson
vepresent and warrant that they are authorized by McKesson to execute this Agreement. The
individuals signing this Agreement on behalf of DEA represent and warrant that they are signing
this Agreement in their official capacities and that they are authorized by DEA 10 execute this
Agreement.

9. Choice of Law and Venue. This Settlement Agreement and Release shall be
construed in accordance with the laws of the United States, and either Party may seek judicial
enforcement of this Agreement upon a material breach by the other Party. The Parties agree that
the jurisdiction and venue for any dispute arising between and among the Parties under
subsections [(2)(a-d) of this Agreement will be the United States District Court or, as
appropriate, in the Court of Federal Claims, in which the McKesson distribution facility(s) at
issue is located. This provision, however, shall not be construed as a waiver of the jurisdictional
provisions of the Controlled Substances Act.



N WITNESS WHEREOF, the Parties hereto have duly exccuted this Settlement and
Release Agreement as of the date writien above.

—_— By:
Dcnald G. Walker
Senior Vice President
McKesson Corporation
Dated: April 2§ , 2008 Dated: AprilZ®, 2008

THE UNITED STATES DEPARTMENT OF JUSTICE -

-

Wendy
Chief Counsel

Drug Enforcemem Administration Drug Enforcement Administration

Dated: May _£, 2008 Dated: May /2008
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Appendix A

McKesson Distribution Center DEA Regpistered Facilities
©)@)

Location

Carol Stream, IL
Methuen, MA

West Seneca, NY
Everett, WA
Anchorage, AK
Aurora, CO

Livonia, MI
Honolulu, Hl

Santa Fe Springs, CA
Duluth, GA
Memphis, TN
Washingtoa Cs. House, OH
Oklahoma City, OK
La Vista, NE
Tolleson, AZ
Wilsonville, OR

La Crosse, W]
Delran, NJ

Salt Lake City, UT
West Sacramento, CA
QO'Falloa, MO
Memphis, TN
Lakeland, FL

New Castle, PA
Landover, MD
Aberdeen, SD
Conroe, TX
McCalla, AL

Little Canada, MN
Cape Girardeau, MO
Rocky Hili, CT
Aurora, CO




Appendix B

SETTLEMENT AGREEMENT
This Setlement Agreement (-Agrsement”) is enteredintothis _30** day of Apri,
2008, by and between the United States Department of Justice, through the United States

Utahand Eastem Califorﬁia {(“UnHted States™) and McKesson Corporation including faciliies
doing business as McKesson Pharmaceuticals and McKesson Drug Company,
("McKesson") and collectively referred to as “the Parties.”

.. RECITALS

1. McKesson is a Delaware corporation and is headquariered in San Francisco,

Califomia. Among ofheér Things, McKesson 1§ in e business of disttbuting brardedand
generic prescription drugs, as well as over-the-counter medications, to retail pharmacies
throughout the United States. In furtherance of this business objective, McKesson
operates numerous distribution faciliies in the United States, including six facilties more
fully described in Attachment A to this Agreement (‘the Six Facilities™).

2. As more fully described in Attachment A, McKesson holds Certificates of
Registration issued by the Drug Enforcement Administration ("DEA”) authorizing it to
distribute controlled substances from these facilities including the Six Facilities.

3 McKesson is required to operate the Six Fadilities in accordance with the statutory
and regulatory provisions of the Controlied Substances Act, 21 U.5.C. § 801 ef seq. (‘the
CSA™).

4. Each of the Six Facllities supplies prescription medications, including controlied

substances, to retail pharmacies and other health care providers within the respective



jurisdictions as stated in Paragraph 8.

5. DEA is the Department of Justice component agency primarily responsible for
administering the CSA and is vested with the responsibility of investigating CSA violations.
6. The Attomey General, through the United States Attorneys, has primary authority
to bring civil actions to enforce the CSA in the Districts noted abdve. See 21 U.5.C. § 871
and 28 C.F R. § 0.55(c).

7. Methadone, Hydrocodone, Phentermine, Fentanyl and Oxycodone are medications
whose manufacture, distribution, sale and possession are regulated by DEA under the
CSA. Thisincludes a requirement to report customer orders for controfled substances that
are suspicious as the term is defined-under21 C.F.R. §1301.74(b).

8. The “Covered Conduct” shall mean the following alleged conduct:

A._Within the District of Maryland: From January 2005 through October 2006,
McKesson-Landover sold approximately 3 million dosage units of hydrocodone to
NewCare Pharmacy in Baltimore, and failed to report these sales as suspicious
orders to DEA when discovered, as required by and in violation of 21 CFR. §
1301.74(b)and 21 U.S.C.§ 842(a)5). Further, from August 2006 to February 2007,
McKesson-Landover sold large quantities of phentermine based products fo Smeeta
Pharmacy in Highland, Maryland and failed to report these sales as suspicious
orders to DEA when discovered, as required by and in violation of 21 CF.R. §
1301.74(b) and 21 U.S.C. § 842(a)(5);

B. Within the Middis District of Florida: In October 2005, McKesson-Lakeland sold
approximately 2.1 million dosage units of hydrocodone to seven pharmacies in the
Tampa area (Trelles Pharmacy, BiWise Drugs, Universal RX, United Prescription
Service, Accumed Rx Medipharmm RX and Avee Pharmacy) and failed to report
these sales as suspicious orders to DEA when discovered, as required by and in
violation of 21 C.F.R. § 1301.74(b) and 21 U.S5.C. § 842(a)X5);

C. Within the Southem District of Texas: From February to September 2007,
McKesson-Conroe sold approximately 2.6 million dosage units of hydrocodone to

Mercury Drive Pharmacy and Maswoswe's Altemnative Pharmacy and failed to report
these sales as suspicious orders to DEA when discovered, as required by and in
violation of 21 C.F.R. § 1301.74(b) and 21 U.S.C. § 842(a){(5);



D. Within the District of Colorado; From September 2005 through November 2007,
McKesson-Aurora sold large quantiies of hydrocodone to three Colorado

pharmacies (Brighton Pharmacy in Brighton, Colorado; Westem States Pharmacy
in Brighton, Colorado; and St. Vrain's Pharmacy in Lyons, Colorado), and failed to
report these sales as suspicious orders to DEA when discovered, as required by and
in violation of 21 C.F.R. § 1301.74(b) and 21 U.S.C. § 842(a){5);
E. Within the District of Utah: From January 2005 through October 2007,
McKesson-Salt Lake City sold approximately 824,000 dosage units of hydrocodone,
Oxycodone, Fentanyl and Methadone to the Blackfeet Clinic in Browning, Montana,
and failed to report these sales as suspicious orders to DEA when discovered, as
required by and in violation of 21 C.F.R. § 1301.74{b) and 21 U.S.C. § B42(a)}(5);
F. Within the Eastern District of California: From October 2007 through June 2007,
McKesson-West Sacramento suffered the theft or significant loss of controiied
substances on twenty-eight separate occasions; and failed to timely submit
required theft and loss reports to DEA , in violation of 21 C.F.R. §§ 1301.74(c) and
1301.76(b), and 21 U.S.C. § 842(a}5).
9. By entering into this Agreement, McKesson does not admit to the violations afleged
as a result of any DEA investigation, of to any violation of law, liability, fault, misconduct,
orwrongdoing. McKesson expiicitly denies any allegations of violations of the CSA or DEA
reguiations and represents that the company has defenses to the violations alleged by the
govemment.
50. At all imes relevant to the activity alleged in these Recitals and Attachments, the
CSA (21 U.S.C. § 842(cK1)), authorized the imposition of a civil penalty of up to $25.000
for aach violation of the Section, except that violations of § 842(a)(5) (record keeping and
reporting viclations) are subject to a civil penalty of up to $10,000 for each violation.
11. To avoid the delay, expense, inconvenience and uncertainty of Itigation of these
daims, the Parties agree to settle, compromise, and resolve all exisling or potential claims
for civil penalties the United States may have against McKesson under § 842 of the CSA

based on the Covered Conduct as further described in Paragraphs 13 and 14 below.



12.  This Agreement is neither an admission of Hability by McKesson nor a concession
by the United States that its dlaims are not well founded. In consideration of the mutual
promisas, covenants, and obligations set forth in this Agreement, the Parties agree as
foliows:

TERMS AND CONDITIONS
13.  McKesson shall pay to the United States the sum of Thirtesn Million, Two Hundred
Fifty Thousand Dollars ($13,250,000) {the “Settlerment Amount”) within thirty (30) days of

the effective date of this Agreement, payable as follows:

McKesson shall pay the sum of Two Milion Dollars(SZ 000,000). Payment shall be
- -by electronic funds transfer-to the United States Aftormney’s Office, District of
Maryland, pursuant to instructions provided by the United States.

McKesson shail pay the sum of Seven Mi!hon Four Hundred Flfty-S!x Thousand
Dollars ($7.456,000). Payment shall be by electronic funds transfer to the United
States Attomey’s Office, Middle District of Florida, pursuant to instructions provided
by the Uniteg States.

Md(esson shall pay the sum of Two Miﬁon Doﬂars ($2 000.000) Payment sh-aH be
by electronic funds transfer to the United States Atomey’s Office, Southem District
of Texas, pursuant to instructions provided by the United States.

shail pay the sum of One Mllhon Doﬁars ($1, 000 000) Payment shall be by
electronic funds transfer to the United States Attorney’s Office, District of Colorado,
pursuant o instructions provided by the United States.

shall pay the sum of Five Hundred Fmty—Four Thousand Dollars (§544,000).
Payment shall be by electronic funds transfer to the United States Attomey’s Office,
District of Utah, pursuant to instructions provided by the United States.

Mcl(esson shall pay the sum of Two Hundred Frﬂy Thousand Dollars (3250 000)‘
Payment shall be by electronic funds transfer to the United States Attomey’s Office,
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Eastern District of California, pursuant to instructions provided by the United States.

14. In consideration of the undertakings by McKesson, the United States agrees o
settle and relinquish all claims for civil penalties it may have under 21 U.S.C. § 842(c)(1)
againstiMcKesson, its officers, directors, and employees forpossible violations of the C3A,
and the regulations promuigated thereunder, based on the Covered Conduct.

15. McK&éson fully and finally releases the United States, its agencies, employees,
servants, and agents from any claims (including attomey’s fees, costs, and expenses of
&very kind and however denominated} which it has asserted, could have asserted, or may

assert in the future against the United States, its agencies, employees, servants, and

agents, related to the investigation, prosecution and éetﬂement 6( this maftter.
16.  Notwithstanding any term of this Agreement, specifically resarved and excluded from
its scope and terms as to any entity or person are the following:

A. Any potential criminal liability;

8. Any criminal, civil or administrative claims arising under Title 26, U.S. Code
(Internal Revenue Service);

C. Any administrative liability, including mandatory exclusion from any federal
programs,

D. Any liability to the United States for any conduct other than that covered by the
release in Paragraph 14; and

E. Any claims based on such obligations as are created by this agreement.

17, McKesson acknowledges that each of its DEA registered facilities is required to
comply with the controfied substance record keeping and reporting requirements of the

CSA. McKesson represents that it has taken good-faith actions to detect and prevent



diversion including agreeing to implement the policies and procedures that are the subject
of an administrative settlement agreement between it and DEA dated May 2 _, 2008.
18. McKesson agrees that any and all costs it has or will incur in connection with this
matter~including payment of the Settlement Amount under this Agreement, attomey’s fees,
costs of investigation, negotiation, and remedial action—-shall be unallowable costs for
govemment contract accounting and for Medicare, Medicaid, TriCare, and FEHBP
reimbursement purposes.

18.  This Agreement is not intended by the Parties to be, and shall not be interpreted to
@smte. a release of any person or entity not identified or referred to herein.

20. This Agreement shall be govemed by the laws of the United States. If a dispute
arises under this Agreemant between McKesson and an Office of the United States
Aftomney signing this Agreement, exclusive jurisdiction and venue shall lie in the federal
judicial district of the Office with whom the dispute arose, and to the extent that state law
applies to the dispute, the [aw of the State within the jurisdictional district shall apply. ifa

dispute arises under this Agreement bstween McKesson and more than one of the United

States Attomey’s Office signing this Agreement, exclusive jurisdiction and venue shall lie
in the District of Maryland and to the extent that state law applies to the dispute, the law of
Maryiand shall apply.

21.  TheParties agree that this Agreement does not constitute gvidence or an admission
by any person or entity, and shall not be construed as an admission by any person or
entity, with respect {o any issue of law or fact.

22. This Agreementi constitutes the entire agreement between the Parties and cannot

be amended excepi in writing and whan signed by all the Parties {o this Agreement.



23. McKesson acknowledges that'its authorized representatives have read this
AgmmandwﬂmﬂﬂMasoﬁseﬂectmdaﬁkwilbeamuerofpublbwd.
24, Ea&mmnﬁwaigm&hAgmﬂhampmﬁﬁvemmmm
or she ig fully authorized to- do-90.

25, ThEsAgrmﬂshalbeeﬁecﬁveonmdateofsigdngbyaﬂmeParﬂes.Hmaybe
axecuted in counterparts, each of which shall constituts an original and alt of which shall
constitute one and the same agreement.

On Behalf of McKesson Corporation

One Post Street
San Y
B oy { gt
n H. Hammergren Donald G. Walker
President Senior Vice President
Dated: Asz 28 L2008 Dated: /2o _, 2008

Hyman, Phelps&McNmra PC.

Cou to McKesson Coporation
Dated: 2008






ATTACHMENT A

(Six McKesson Facilities Referenced in Paragraph 1 of this Agreement)

1. 7721 Polk Street in Landover Maryland ("McKesson-Landover”), located within the
District of Marytand and operating under DEA registration number PD0O029567;

2. 1545 West Bella Vista Street in Lakeland Florida (*McKesson-Lakeland”), located
within the Middie District of Florida and operating under DEA registration number PM
0000771;

3. 3301 Pollock Drive in Conroe Texas (“McKesson-Conroe®), located within the
Southern District of Texas and operating under DEA registration number RM 0328408,

4. 14500 East 39" Avenue inAurora Colorado ("McKesson-Aurora®), located within the
District of Colorado and operating under DEA registration number PM 0018425;

5. 1900 South 4490 West in Salt Lake City Utah ("McKesson-Salt Lake City"), located
within District of Utah and operating under DEA registration number PM0023046; and

8. 3775 Seaport Boulevard in West Sacramento California ("McKesson-West
Sacramento”), located within the Eastem District of Califomia and operating under DEA
registration number PM 0021535.
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