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The first of the series of sales agency contracts with McKesson
appears to have been entered into on March 12, 1930, with Charles
Manning & Company, Limited. In view of the reliance placed by the
auditors upon these contracts as explaining the basis for the differ-
ences in the manner of handling all the fictitious foreign crude drug
transactions they must be considered in some detail. The first con-
tract with Charles Manning & Company, Limited was summarized in
one of Price, Waterhouse & Co.’s papers as follows:

«McKnssoN & RoBBINS, INCORPORATED (CONNECTICUT)—
ExTracTs FrRoM MANNING AGREEMENT
* k k k %

Dated: March 12, 1930.

Parties: Charles Manning & Company, Limited, 1396 St. Catherine St., West,
Montreal, Canada, 1st party. McIesson & Robbins, Incorporated, McKesson
& Robbins, Limited, 2nd parties.

Compensation: 2nd party to pay 1st party $12,000.00 for services during 1930.

Service: 1st party agrees to give 2nd party preference on all purchase inquiries
in their line, and whenever requested to handle shipping and forwarding.

Credits and guaranty. The acceptance or rejection of an order to be at dis-
cretion of 2nd party but lst party unconditionally guarantees the full payment
of all orders booked through them, in case of any default, upon 30 days notice
from 2nd party in writing of such default, said liability to be limited to $150,000.00.
This guaranty to remain in full force and effect at all times that any sales made
through 1st party remain outstanding and unpaid.

Term: One year from date.

Signed by Cras. MANNING, President.

NoTe.—Balance sheet of the Manning Co. certified by the president shows net
worth at Dec. 31, 1929 of $582,404.65.” 16

In a supplement to the memorandum on accounts of the Connecti-
cut Company for 1930, Thorn described the arrangement as follows:

“The orders covering the sales of bulk crude drugs are received from Manning
& Co., Ltd., Montreal. Manning is the purchasing agent for several hundred
retailers and jobbers throughout the British Empire. Manning’s clients place
all their foreign buying orders with him and he in turn places the order with a
seller with whom he has a contract. He does not charge either party any com-
mission. The buyer and seller each pay him a flat fee annually. In the case of
MecEKesson & Robbins, they pay a fee of $12,000.00 per year,”’ 166

On or about August 1, 1931, there was a shift in the reputed sales
agency arrangement from Manning to Smith and, in this connection,
there were three separate documents in the contract file at Bridgeport.'®

The first was an unsigned copy of an agreement dated August 1,1931,
between Manning & Company, a co-partnership of Montreal, Canada,
and McKesson & Robbins, Incorporated (of Connecticut) and Me-
Kesson & Robbins, Limited (of Canada) to which was attached an
unsigned copy of an agreement also dated August 1, 1931 between

W. W. Smith & Company, Inc., and McKesson & Robbins, Incor-

185 Ex. 89.

156 Ex. 83.

187 Ex. 206, 215, 216; R. 4348, 44504461,
205078—40——5
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porated (of Connecticut) and McKesson & Robbins, Limited (of
Canada).1®

The second was a separate copy of the agreement dated August 1,
1931, between W. W. Smith & Company, Inc., and McKesson &
Robbins, Incorporated (of Connecticut) and McKesson & Robbins,
Limited (of Canada) referred to above but signed by James Lamont
as president of W. W. Smith & Company, Ine.!? _

The third was a digest of an agreement also dated August 1, 1931,
which stated that—

“W. W. Smith & Co., a co-partnership of Liverpool, England unconditionally
guarantees the performance of the contract entered into on August 1, 1931, by
W. W. Smith & Co., Ine., * * * insofar as the performance of W. W. Smith
& Co., Ine., is concerned.”

The digest had been stamped “cancelled.” 17
The first document, the copy of the agreement with Manning &
Company dated August 1, 1931 first stated that—

“WaEREas, the Connecticut Company for the joint and several benefit of itself
and the Canadian Company did on March 12, 1930, enter into a eontract with
Charles Manning & Company, Limited, a Canadian corporation and whereby
the latter agreed for the considerations therein set forth to render certain services
in promoting the foreign trade of the Conneecticut and of the Canadian Company
and said contract has sinde been renewed for a period extending to March 12,
1932, and

“WHEREAS, the assets and business of the said Charles Manning & Company,
Limited, have been acquired by said Manning & Company, which has assumed
all of the liabilities of said Charles Manning & Company, Limited, and which
bhas caused all the foreign and domestic buying and selling offices and agencies
formerly owned and conducted by said Charles Manning & Company, Limited,
to be transferred to W. W. Smith & Company, Inc.,a New York corporation which
it has caused to be organized for the purpose of aequiring the same and the said
Manning & Company have requested the Connecticut Company and the Canadian
Company to execute a new agreement with said W. W. Smith & Company, Ine.,
in lieu of said contract of March 12, 1930, as renewed and extended, all being
in furtherance of the plans of said Manning & Company to conserve, for the
benefit of said W. W. Smith & Company, Inc. (one hundred per cent (1009;),
of the stock of which it owns), and indirectly for its own benefit the business and
good will of said Chacles Manning & Company, Limited;” 17!

and then provided in part that—

“3. Manning & Company expressly represent that it has acquired all of the
foreign exchange and banking business formerly conducted by said Charles
Manning & Company, Limited, and that hereafter such business will be conducted
by it under its own name.

“4. Manning & Company hereby unconditionally guarantees the complete and
prompt performance by W. W. Smith & Company, Inec., of all of the obligations

168 Ex, 216.

188 Ex. 206.

170 Ex, 215. The auditors were apparently unaware of the first of the three documents just mentioned but
assume-l the third to be in force during its term. See pages 63. 203-204 infra.

11 Bx. 216,
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and undertakings of the latter under and by virtue of the contract entered into
between W. W. Smith & Company, Inc., with the Connecticut Company and
the Canadian Company, a copy of which is hereto attached * * *,

5, The guarantee of Manning & Company of the said contract between the
McKesson Companies and W. W. Smith & Company, Inc., extends to and includes
the agreements of W. W. Smith & Company, Inc., with respect to the guaran-
teeing to the McKesson Companies the accounts of purchasers of goods under
said contract * ¥ %,

“6, Manning & Company hereby further agree that they will at the request
of the Mc¢Kesson Companies, or either of them, at any time during the period
of this contract, place at the disposal of the Connecticut Company, and/or the
Canadian Company, credit accommodations on commercial credits not to exceed
in the aggregate at any one time the sum of one million dollars ($1,000,000)
United States dollars, or the equivalent thereof in the currency of Great Britain,
France, Germany, Italy, Austria, Sweden or Norway, said commercial letters
and credits to be issued against shipments of merchandise and to be made
available by bills of exchange payable at sight, or with maturities not to exceed
one hundred eighty (180) days sight.

“The rates of commission to be charged by Manning & Company for the
granting of such credits to be as follows:

Sight Credits_...___..._.__ e Lo of 19,
30 days sight-____ . --- Ko of 19,
60 ¢ i meean % of 19,
90 ¢ e Y% of 19
120 e Y% of 19,
180 . % of 1%

“It is understood and agreed that the abcve rates shall be subject to change
from time to time to conform to the lowest schedule and prevailing market rates
established from time to time by recognized commercial banks and bankers, and
it is further understood and agreed that the proportion of said total of one million
dollars ($1,000,000) to be outstanding at one time shall be made available to the
two McKesson Companies in such proportions as to each as the Connecticut
Company may from time to time direct.

‘7. The term of this agreement shall be for a period of two years beginning
August 1, 1931 * * *27Im

The second document, & copy of which was attached to the Man-
ning agreement, was & contract between W. W. Smith & Company,
Inc. (New York), and McKesson & Robbins, Incorporated (Connect-
icut), and McKesson & Robbins, Limited (Canada), and was also
dated August 1, 1931.

First, it recited the same two “Wrurreas” clauses above quoted in
the Manning & Company agreement which referred to the prior con-
tract with Charles Manning & Company, Limited, the acquisition of
that firm by Manning & Compeany, and the formation by Manning &
Company of W. W. Smith & Company, Inc., the New York Company,

as @ wholly owned subsidiary, and then pr0v1dea. 173

“Now, THEREFORE, it is agreed between the parties hereto as follows:

“]1. The New York Company expressly represents that it has acquired and
now owns and controls all of the domestic and foreign buying and selling offices,

172 Ex. 216.
173 In view of the basic nature of this contract, its remaining provisions are set forth in full.
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agencies and facilities formerly owned by Charles Manning & Company, Limited,
and located in Canada, New York City, Australia, London (England), Hamburg
{Germany), Hong Kong (China), Ceylon (India), Yokohama (Japan), Genoa
(Italy), Bergen (Norway), and Marseilles (I'rance), and that it will continue to
conduct such offices and agencies under the corporate name of W. W. Smith &
Company, Ine.

2. All purchase inquiries received by the New York Company for drugs,
chemicals and any other commoditiss dealt in by the McKesson Companies, or
either of them, will be submitted to either or both of said McKesson Companies
to enable them to submit prices and quotations on the same and in the event
that the prices, quality, terms and conditions of sale quoted by the Connecticut
and/or Canadian Company are as favorable as others received by the New York
Company in the open market, the latter will grant a preference to the McKesson
Company which has quoted such price and will place all such business with it.

‘8. Whenever requested so to do by either of the McKesson Companies the
New York Company will as forwarding agents and at its own expense, attend to
and assume responsibility for the proper shipping, storing, forwarding, with-
drawal, weighing, handling and insuring of all such goods and the securing of
consular invoices or other documents convenient or necessary to expedite or
insure the delivery thereof, all expense thereby incurred by the New York Com-
pany to be for the account of and billed to the purchaser by the New York Com-
pany as forwarding agents’ charges, it being the intent hereof that delivery by
‘the McKesson Companies shall consist of delivery f. o. b. New York.

‘4. Neither the Connecticut Company nor the Canadian Company shall be
obligated hereby to submit bids or prices in response to inquiries of the New
York Company and either of them shall have the option to accept or reject, with
or without cause, any order which the New York Company may seek to place
swvith it.

5. In consideration of a premium of one-half of one per cent (in addition to
the service charge hereinafter provided for) of the total amount of any order
placed under the provisions hereof, the New York Company will, if requested so
to do in writing, unconditionally guaranty the full and prompt payment therefor
by the purchaser in dollars, it being understood that the liability under this
guaranty will become absolute thirty (30) days after written notice to the New
York Company that such purchaser has defaulted payment in whole or in part,
provided, however, that the total of accounts so guaranteed shall not at any time
exceed the sum of $350,000. The liability of the New York Company hereunder
shall not be affected by the fact that the guaranty premium shall not have been
actually paid in advance, it being the intention of the parties that such premium
items shall be billed monthly to the McKesson Companies. In the event the
New York Company is required to and does re-imburse either of the McKesson
‘Companies as herein provided, then it shall be entitled to an assignment in its
favor of the claim of such company against the defaulting purchaser.

“6. It is understood that the New York Company will transact business in
other commodities than those dealt in by the McKesson Companies and with
respect thereto may have occasion to make guaranties similar to those above
referred to, but the New York Company hereby agrees that at no time while this
contract is in effect will the total amount so guaranteed by it, under this contract
and otherwise, exceed the sum of $500,000.

“7. Inasmuch as the New York Company in its capacity as purchasing agent
for foreign principals is precluded from collecting directly or indirectly any
‘brokerage or commission from any seller, it hereby agrees that it will charge no
‘brokerage or commission to either of the McXesson Companies on orders placed




SECTION III 50

REPORT ON INVESTIGATION

by it with such companies but that the latter will bill to the purchaser at the
actual net price such orders as are acccpted.

«g The McKesson Companies in full consideration of the services to be rend-
ered by the New York Company hereunder (except the guaranty of accounts) will
jointly pay to the New York Company a service charge at the rate of $18,000. &
year, the same to he payable in equal monthly installments of $1,500. each, the
first of such installments to become due thirty days after the date hereof, it being
understood that the aforesaid service charge shall be payable regardless of the
amount of business that shall acerue to the McKesson Companies hereunder.
The McKesson Companies shall divide said total service charge of $1,500. a.
month between them in such manner as they deem proper.

«g. The MecKesson Companies will bill all purchasers in terms of dollars and
wherever herein the term ‘dollar’ or its symbol is used the United States dollar is.
thereby intended. ‘

«10. All sales made by the McKesson Companies hereunder shall be made
direct to the purchaser and in no case to the New York Company (unless this be
varied by written instructions to the contrary) and all documents representing the:
proceeds of such sales shall be in the name of either the Connecticut Company
or the Canadian Company, provided, however, that nothing contained in this
paragraph shall be construed to alter the liability assumed by the New York Com-
pany under Paragraph 3 hereof with respect to the forwarding, delivery and
insuring of the shipments.

11, The MecKesson Companies agree that they or neither of them will while:
this contract is in effect solicit orders from any other brokers or commission
merchants in any country where the New York Company maintains offices or
agencies except in the United States and that they or either of them will not accept
or execute orders from eustomers in any such country (other than the United States)
and whose orders have at any time been referred by the New York Company to
either of the McKesson Companies.

19, This agreement shall remain in force for a period of two years from the
date hereof, but the same may be cancelled by either party on ninety (90) days
notice in writing, provided, however, that the termination hereof, either by
expiration or cancellation, shall not alter the liability of the New York Company
for outstanding commitments.

13. The New York Company hereby assumes all of the outstanding lability
of Charles Manning & Company under said contract of March 12, 1930, as re-
newed and extended and agrees to hold the McKesson Companies harmless on
account of any future liability of the McKesson Companies or either of them
thereunder.”” 17

The third document, the digest of agreement with W. W. Smith &
Co. also dated August 1, 1931, read as follows:

“Digest oF CONTRACT

“1, W. W. Smith & Co., a co-partnership of Liverpool, England, uncondition-
ally guarantees the performance of contract entered into on August 1, 1931 by
W. W. Smith & Co., Inc., and McKesson & Robbins, Inc. (Conn.) and/or MecKesson
& Robbins, Limited, insofar as the performance of W. W. Smith & Co. Inec. is
concerned.

«“9 McKesson & Robbins, Inc. (Conn.) andfor McKesson & Robbins, Ltd.,
have the right to enforce guarantee by an action against the co-partnership,

174 Ex. 206.
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without first proceeding against or having execution returned unsatisfied against
said W. W. Smith & Co. Ine.” 175

In this connection, the minutes of a special meeting of the Board of
Directors of McKesson & Robbins, Incorporated (Connecticut) held
on September 3, 1931, recited that:

“The President stated to the meeting that the experience of the Company ip its
foreign business had demonstrated that it was inadvisable to maintain extensive
branch offices or selling organizations in such countries and that such business
could be more efficiently and cheaply handled by enlisting the services of reputable
foreign buying commissionnaires and brokers and that this was the practice with
& number of large American companies which had extensive foreign business. He
pointed out that the Company thereby obtained the best informed advice as to
foreign accounts and credits which it would be impossible for the Company to
obtain directly in view of the practice in foreign countries in this respect. He
added that this Company had used this method in the past with excellent results,
especially with respect to the avoidance of credit losses, and that the expense
represented by the commissions of such foreign commissionnaires, including their
charges for the guaranteeing of accounts was fully justified and a great bepefit to
the Company. He stated that the officers of this Company had, therefore, ne-
gotiated a contract with Manning & Co. a co-partnership of Montreal, Canada and
a subsidiary contract with W. W. Smith, Inc. a New York corporation, for the
purpose of obtaining foreign representation of the kind hereinabove described.
The President exhibited copies of sajd contracts to the meeting and explained that
the amount to be paid to Manning & Co. was somewhat higher than that formerly
paid but that in his opinion the charge was entirely reasonable and proper.

“On motion duly made and seconded and by the affirmative vote of all present
the following resolution was adopted:

“ResoLvep, That the system of foreign representation as explained to the meet-
ing by the President has the entire approval of this Board of Directors and that
the action of the President and of the other executive officers of this Company
in negotiating, executing and delivering, in the name of this Company, a contract
with Manning Co., a co-partnership of Montreal, Canada, and of a subsidiary
contract with W. W. Smith, Inc., a New York corporation, dated as of the first
day of August, 1931 and in the form submitted to this meeting be, and the same
hereby is approved, ratified and confirmed.” 17

The minutes of a directors’ meeting of the Canadian Company,
also held on September 3, 1931, contained an identical recital.” These
resolutions would appear clearly to refer to the first and second
documents set forth above, the agreement with Manning & Company

173 Ex. 215,
16 Fx. 180.
T Ex. 179. Cf.

“You will probably recall that at the last meeting of the directors of McKesson & Robbins Ltd.,
which was preceded by a meeting of the directors of McKesson & Robbins Ine., the two meetings
overlapped in such a way that it was hard to tell when the first was over and the second had begun,
with the result that Mr. Coster did not know whether the directors of the Limited Company under-
stood that he intended the resolution having to do with foreign representation by foreign commission-
naires to be passed by the Boards of both companies. I am writing to see if you so understood, and
if you have any objection to the inclusion of the same resolution in the minutes of both companies. I
have reached the other directors by telephone and they have all agreed.” Ex. 204, letter of Jonathan
Grout to Rowley W. Phillips, Sept. 16, 1931. With one cxception at this time, the same men served
on the board of both companies. Pages 119-120 infra.
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and the agreement with W. W. Smith & Company, Inc.,“* * * a
New York corporation which it [Manning & Company] has caused
to be organized * * * one hundred percent (100%) of the stock
of whichitowns * * * and offer no explanation for the purported
guaranty by the Liverpool partnership of W. W. Smith & Co.!™®

A Bradstreet’s report, dated October 14, 1931, was obtained from
McKesson by Price, Waterhouse & Co. in connection with the 1931
audit.®™ This report was reputedly on W. W. Smith & Co. and
stated that this firm was “Established originally in 1857 * * * ‘at
London * * * and “* * * that inJuly 1931 this firm organ-
ized a corporation under the laws of the State of New York as
W. W. Smith & Co., Inc. * * *7 18 A reproduction of this report
is set forth on the following page.’™

In later years, succeeding credit reports were also obtained on
W. W.Smith & Co. These reports were similar to the first, reproduced
herein, except that no reference was made to W. W. Smith & Company,
Inc. and that the alleged financial resources of W. W. Smith & Co.

increased appreciably.
Alleged resources of

Report Date W. W. $mith & Co.

Ex. 207 Oct. 14, 1931 over $ 2,000, 000

Ex. 217 Jan. 30, 1934 between. $3-5, 000, 600
"Ex. 218 Jan. 31, 1935 over $ 5, 300, 000

Ex. 219 Jan. 30, 1936 over $ 5,000, 000

Ex. 52 Jan. 28, 1937 over $ 6, 000, 000

Ex. 51 Jan. 29, 1938 almost $ 7,000,000

The first two reports indicated an investigation at the W. W. Smith
& Co. branch office, 191 Montague Street, Brooklyn, N. Y. and later
reports indicated an investigation at the branch office at 1405 Bishop
Street, Montreal, Canada. The first report was headed “Brad-
street’s’”’, the next three “Consolidated Report, Foreign Departments,
Dun & Bradstreet, Inc. National Credit Office”, and the last two
“Dun & Bradstreet of Canada, Limited, Continuous Service.” All of
these reports were forgeries.'®

According to an abstract in the files of Price, Waterhouse & Co.,
the agreement “* * * between W. W. Smith & Co. Inc. (N. Y.)
and McKesson & Robbins, Inc. (Conn.) and McKesson & Robbins,
Ltd. (Canada)”’ was extended for 2 years from August 1, 1933 to
July 31, 1935, with the following changes: The guaranty premium
was fixed at % of 19, instead of % of 19,. “The total of accounts of
the McKesson Companies permitted to be guaranteed by the New
York Company shall be $700,000 instead of $350,000.” Provision

178 Ex. 216, 206.

17 R, 568.

180 Ex, 207.

181 Bx. 207,
182 R. 2081-2082, 4462,
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BRADSTREET"'S

296=- 9-=23--31

W. ¥, SMITHE & CO. COMMISSION MERCHANTS {Branch 0ffice)
William W.Smith PURCEASING , FORWARDING 191 Montague Street
Howard C.Smith STEAMSHIP AGENTS. Also Brooklyn N.Y.
George A, Smith Montreal ,Bamburg,Genoa,
James Lamont Liverlool,Marseilles,
Walter C.Brown PARTNERS Melbourne,Ceyion,Bombay
Oscar Smith { Special Partmer ) Honkong.

Established originally in 1857 as traders and guaranty brokers
i5 general merchandise at London,the Tirm are in an important way operati~
ng also at Lloyds as brokers in geméral Insurance,maintain a general fore
warding and shipping service for clients located at the principal cemnters
on the Contiment as well as the Orient South and Central America the
major part of their operations it is said by authorities consulted is
vith British Colonies and Possessions.

Their prineipal business dbeing to act as purehasing agents
and forwarders for a large number of important firms located in the vicin-
1%y or their dranch offtces, Employ at present a staff of about 900
which includes some 600 salesmen and speclal representatives,

While a defenite estimate of resourses is not obtained those
consulted in the trade express the opinicn that the financlal responsid-
111ty of this firm would run well over Two Million Dollars.Hothing 1s
being done involving commercial credit i a general sense,however the
ability %o successfully meet 1ts contracts and engagments is conceeded
without hesitation,

The individual partmers are favorably regarded,considered adle
and rellable intheir field and reputed to be individualy wealthy outside
of thelr business investment.The record shows that im July 1931 this
firm organized a corporation under the Laws of the State of New York as
WoW,Smith & Co.Inc, with a nominal capital of $10,000¢<L. CoWilson Chis?
Clerk stated to our reportér that this had been done as a matier of
convenience to facilatate important trade in the United States heretofore
handled through brokers,and special agents,that 1% was not the policy of
the firm %o issue financial statements and that no eredit accomodasions
were sought.In August 1931 the firm is kmown to have acquired the business
of Chas.Manning Ltd,c¥ Montreal engaged in a peneral merchandise broRerage
b tess no écta mﬂa‘%ﬁu ar¢ avallable.are authorized Lloyds
Agents,

FIRR RECORD No Fires Reported
TRADE OPINT @RS

Favorably,==-Regarded reliable and responsible for their
engagenents ncfff known to seek credit accomodations.

56==ge==63 o A7 Gyha Octs 14,1981

22

5,00

ExHIBIT 207.—A purported Bradstreet’s Report on W. W. Smith & Co. (Size 737 x 934"")
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was also made that “W. W. Smith [were] to maintain such records in
Montreal as McKesson’s may request at a cost not to exceed $40
per weels for clerical hire. Any additional clerks or bookkeepers,
shall be authorized by McKesson’s and the expense thereof shall be
borne by them.” The abstract also noted that “No mention is made
with respect to the flat fee of $18,000 but Mr. G. Dietrich advises that
upon advice of counsel, they have continued to make same.” 1%

Attached to this abstract there was also an “Abstract of Guaranty
Agreement by W. W. Smith & Co. (co-partnership) to McKesson
Robbins, Inc. et al. Date July 31, 1933” which read:

“«W. W. Smith & Co. by its duly authorized partner James Lamont, uncondi-
tionally guarantees the complete and prompt performance of all of the obligations
and undertakings of W. W. Smith & Co. Inc. under and by virtue of an agreement
between it and the McKesson Co.’s dated 7/31/33. Nothing contained in guar-
anty agreement dated 8/1/31 shall be altered or effected by this new agreement.

W. W. Smiru & Co.
(Signed) (by) James LamonT
Resident Partner and Authorized Agent
“In the presence of—
Mag L. Eruanp (Jouxson) (Signed)
Witriam BrownN (Signed)
Signature Guaranteed:
The Cuaske NaTL. BANK
or tHE Crty oF N. Y.
Haminron Trust BRANCH
(Signed) By T.D.?
Vice President.’”’ 184

In connection with the absorption of the business of the Connecticut
Company by the Maryland Company in October 1934, Marsh, Stoddard
& Day, Bridgeport attorneys, whose name appeared on the covers of
the various Manning and Smith contracts referred to herein, advised
Sullivan & Cromwell, New York attorneys for the Maryland com-
pany, that, in their opinion, the “* * * agreement and guaranty
between the [Connecticut] company and W. W. Smith & Company,
Inc., and W. W. Smith & Co., and to which McKesson & Robbins,
Limited is a party” has “* * * been validly assigned and trans-
terred to McKesson & Robbins, Incorporated, a Maryland Cor-
poration.’” 18

Under date of August 1, 1935, a new agreemant was entered into
between W. W. Smith & Company, Inc. (New York), and McKesson
& Robbins, Incorporated (Maryland), and McKesson & Robbins,
Limited (Canada). First the agreement provided that:

“Wapreas, W. W. Smira & Co. a co-partnership of Liverpool, England has

a substantial Snancial interest in the New York Company and has requested
the McKesson Companies to enter into this agreement because said partnership
183 Ex. 56.

184 Ex. 56.
1% Ex. 173.
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will derive some share of the profits accruing to the New York Company there-
from; and

“WaEREAS, the McKesson Companies desire to secure the services of the
New York Company in promoting the foreign trade of the McKesson Companies
and the New York Company is willing to render such services upon the terms
and conditions and for the consideration hereinafter set forth;

“Now THTREFORE, it is mutually agreed as follows:

“l. The New York Company expressly represents that W. W. SvitH & Co.,
& co-partnership of Liverpool, England, by reason of a substantial interest in
the New York Company will directly benefit from any profits realized by the
New York Company under this agreement and the New York Company further
represents that it has acquired and now owns and controls all of the foreign and
domestic buying and selling offices and agencies formerly owned and controlled
by Charles Manning & Company, Limited, a Canadian corporation and that
it now owns, controls and operates the selling offices and facilities located in
Canada, New York City, Australia, London (England), Hamburg (Germany),
Hong Kong (China), Ceylon (India), Yokohama, (Japan), Genoa (Italy), Bergen
(Norway), and Marseilles (France).

“2. The New York Company agrees that it will continue to conduet the afore-
sail offices but that this agreement shall apply with like effect to offices and
facilities now or hereafter operated or provided by the New York Company in
other foreign countries,”” 186

Then followed provisions like those contained in the 1931 agreement
with W. W, Smith & Company, Inc., above quoted, as amended by
the 1933 extension above referred to, except that the Maryland
Company was substituted for the Connecticut Company, the limit
of accounts guaranteed at any time was raised to $900,000, the pro-
vision in respect to the limit of guaranties by the New York Com-
pany to other than the McKesson Companies was dropped, and it
was provided that the agreement was to remain in force for 5 years,
The agreement concluded:

“14. Tt is mutually agreed that the execution of this agreement shall in no
respect alter the rights of the parties hereto. under a previous agreement between
them dated August 1, 1931, and which has been extended and will expire at
midnight on July 31, 1935, at which time this present agreement shall become
effective.

“INn WiTnESS WHEREOF, the parties hereto have caused this agreement and
three counterparts hereof to be executed and their corporate geals affixed.

W. W. Smite & Company, Inc.
By (s) Jamms Lamont

Its President
McKEssoN & RoBBINS, INCORPORATED
By (8) F. D. CosTER

Its President
McKEssoNn & Rowsins, LiMrTep
By (s) F. D. Cosrer

Its Miee President’’ 187

~ Attached to this agreement there was a “Guaranty of Agreement”
by W. W. Smith & Co., which read as follows:

188 Ex, 50. 187 Ex, 50.
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“WuerBAs under date of August 1, 1935, a certain agreement, duplicate
original copy of which is attached hereto, was entered into between W. W. SmiTH
& Company, INc., a corporation organized under the laws of the State of New
York, (hereinafter sometimes referred to as the ‘New York Company’); Mc-
KussoN & ROBBINS, INCORPORATED, & corporation organized and existing under
the laws of the State of Maryland (hereinafter sometimes referred to as the
‘Maryland Company’) and McKessoN & RoBBiNs, LiMITED, a corporation
organized and existing under the laws of the Dominion of Canada, (hereinafter
sometimes referred to as the ‘Canadian Company’), (The said Maryland Com-
pany and the said Canadian Company being sometimes referred to jointly as
the ‘McKesson Companies’); and

“WaerEas, W. W. Smrta & Co. is a co-partnership having its principal office
at Liverpool, England and composed of GEORGE A. Sumrrr, Howarp C. SmiTH,
Wirniam W. SmitH, James Lamont and Warrer C. BRowN as General Partners,
and Oscar Smita as a Special Partner, and the said James LAMONT as such
General Partner is duly authorized on behalf of said partnership to execute this
agreement; and

“WHEREAS, said co-partnership of W. W. Smire & Co. has a substantial finan-
cial interest in the New York Company and will share directly or indirectly in
any profits derived by the New York Company- under said agreement and on
that account the said Guarantor has specially requested the McKesson Com-
panies to enter into such agreement, but the Jatter were unwilling to do so unless
such agreement was supported by the written guarantee of the sald co-partnership
of W. W. Smrre & Co.

“Now THEREFORE, in consideration of the execution by the McKesson Com-
panies of said contract of even date herewith between the McKesson Companies
and the New York Company, the undersigned partnership of W. W. Smrre & Co.
does hereby unconditionally guarantee the complete and prompt performance by
the said New York Company of all of its obligations and undertakings under
and by virtue of said contract hereto attached and in view of the close relation-
ship which exists between the New York Company and the undersigned co-
partnership, the undersigned hereby agrees that its Hability under this guarantee
shall not be altered or affected in any way by reason of any modification or waiver
of any of the provisions of said agreement without notice to the undersigned
Guarantor, or by reason of the fact that the MecKesson Companies or either of
them shall fail to promptly assert and notify. the undersigned Guarantor of any
breach of any of the provisions of said contract and the undersigned Guarantor
further agrees that this guarantee shall be deemed to be an absolute one so that
the McKesson Companies or either of them shall have the right to enforce the
same by an action or actions directed against such Guarantor and without the
necessity of any legal proceedings of any description against the said New York
Company, it being further agreed by the Cuarantor that this contract, both as
to its construction and legal remedies, shall be governed by the laws of the State
of Connecticut, and that nothing herein contained shall alter or affect in any way
the liability of the undersigned as Guarantor of a certain similar agreement
between the McKesson Companies and the New York Company dated August
1, 1933, and which by its terms terminates at midnight on the 31st day of July,
1935.

W. W. 8Ssmre & Co.
By (s) James LAwmoONT

Its Resident Pariner and
Authorized Agent.”’'®

188 Bx. 50.
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The last agreement and guaranty above referred to had until July
31, 1939 to run and were believed to be in effect at the time of the
appointment of the receivers.

Despite the agreements with W. W. Smith & Company, Inc. referred
to above, whereby the latter was supposed to act as sales agent for
the McKesson Companies, the McKesson Companies also purportedly
continued to purchase goods from W. W. Smith & Co. at least through
1934.  Price, Waterhouse & Co.’s memorandum on accounts of the
Connecticut Company for 1932 stated that “Practically all of the
Company’s sales of crude drugs and heavy chemicals are made
* % * through the firm of W. W. Smith & Co. * #* #» and
also referred to W. W. Smith & Co. as the concern ‘¥ ¥ ¥ from
whom the bulk of their [Connecticut Company’s] crude stocks are
purchased * * #7710 A supplement to the 1933 memorandum on
the Canadian Company stated “N egotiations for the purchascs are
made principally through agents, one of which is Smith & Company
* % % Sales are negotiated through the same agents as arrange
for the purchases.”” ¥t  The Inventory price test schedules for 1934
showed W. W. Smith & Co. as the vendor on three of the invoices
included in the inventory at the vear end.??

Another vendor from whom fictitious purchases were made, both
immediately before and after the August 1, 1931 sales agency contract
with W. W. Smith & Company, Inc., was J. P. Meyer & Co., Inc.!3
Referring to the inventory of the Canadian Company on December
31, 1931, the memorandum on accounts stated:

“All the merchandise was purchased from J. P, Meyer & Co., Ine., of Brooklyn
whose address is the same as that of Smith & Co., mentioned above.’” 194
This would appear to be the same J. P. Meyer who appeared as an
account receivable on the books of Girard & Co., Inc.," and to whom,
in 1925, the Girard plant at Mt. Vernon was % # = finally
disposed of for $20,000 cash * * #7719

The August 1, 1931 contracts, previously quoted, referred to the
acquisition of Charles Manning & Company, Limited by Manning &
Company and to the transfer by the latter of “* * * g]] the foreign

159 R, 362. Although the auditors and others were unaware of its existenes (R. 844, 2072; Ex. 26), there
was introduced at the trial, U. S. of Americo v. George Musica, et al. (footnote 23 supra), a signed copy of an
agreement dated January 3, 1936 which stated that W. W. Smith & Company, Ltd. had assumed the con-
tract of W. W. Smith & Company, Ine. dated August 1, 1935 with the approval of W. W, Smith & Co.
which was staled to have a similar substantial financial interest in W. W. Smith & Company, Ltd. as it
had in W. W. Smith & Company, Inc., all of whose assets had been acquired by W, W, Smith & Company,
Ltd. At the trial there were also introduced signed copies of all of e agreements hereinabove referred to,
based on Ex. 89, 216, 206, 215, 56, 30.

1% Ex. 81, See also R, 1239,

0 By, 75,

192 Ex. 42 (D 34, D 37).

13 R, 4581.

19 Ex. 76. See also Ex. ¥,

185 Ex. 170.
19% Fx. 176,
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and domestic buying and selling offices and agencies formerly owned
and conducted by said Charles Manning & Company, Limited
% % % toW.W.Smith & Company, Inc., a New York corporation,
which it has caused to be organized for the purpose of acquiring the
same * * * (one hundred per cent (100%) of the stock of which
it owns) * * #7719 Price, Waterhouse & Co., in their memoran-
dum on accounts of the Connecticut Company for 1931, stated that
«t % %  Manning Co. during the year * * * went into the
private banking business exclusively and sold its export business to
W. W. Smith & Co., whose main office is in Liverpool * * *7 1%
Tt appears that it was at this time that the McKesson accounts with
the pretended bank of Manning & Company were established. Man-
ning & Company purported to effect payment for purchases and to
receive remittances for goods seld for the account of the respective Me-
Kesson Companies. After the establishment of Manning & Company-
in this capacity, the use of actual cash in payment for fictitious pur-
chases and in receipt of fictitious receivables steadily diminished untik
at the time of the receivership it had disappeared and all purchases
and sales of foreign crude drugs were being cleared through Manning
& Company.’

Concerning the nature of McKesson’s account with Manning &
Company, there is a note in the Price, Waterhouse & Co. work
papers in 1931, the year the account was opened, stating:

“We satisfied ourselves that this account is payable in U. 8. dollars. This is
a collection aceount rather than a deposit account. Bills and accounts payable
in U. 8. dollars as collected through Manning who remits in U. 8. dollar. Man-
ning does not remit as collected, but when requested to by the company. Checks
are not drawn on this account. We investigated a transfer of $50,000 to a New
York bank in November and found that Manning charged that amount to the
account.’” 200

In addition, the usual bank confirmation requested by the auditors
from Manning & Company on the Connecticut Company, as at De-
cember 31, 1931, recited a “Commercial Letter of Credit~B-2830-
$250,000. Revolving, dated August 5th, 1931 expiring August 5,
1932. No unpaid acceptances outstanding thereunder.” **  Thorn,
however, testified that this was a sight draft letter of credit.?®?
There was also a similar letter of credit for $150,000 confirmed to

1 Ex. 216, 206.

118 Fx. 82.

199 See pages 46 (1. supra.

20 <% % % and in December there was a cash transfer of $120,000 to a New York bank.” R. 691-692..
See also R. 951-952, 1176. There were also similar transfers to bank accounts of the Canadian Company..
R. 4404, 4423. In all $2,260,800 was deposited in McKesson bank accounts as comin: from' Manning &:
Company, the greatest part between December 1931 and December 1923, inclusive. The lasticash received
was in 1933 for the Connecticut Company and in 1936 for the Canadian Company. As to the seurce of’
these funds see footnote 407 infra.

201 Ex. O; R. 691.
202 R, 1138,



68 SECURITIES AND EXCHANGE COMMISSION

the Canadian Company.?® These are the only references to letters
of credit, all other transactions apparently being effected by Man-
ning & Company debiting the accounts of the respective McKesson
Companies on drafts drawn by the five Canadian vendors pursuant
to McKesson authorization.” No checks were drawn on Manning 26
and it was not included in the list of banks on the daily cash report.208
However, at a meeting of the Board of Directors of the Canadian
Company, held on April 4, 1935, it was resolved: '
“That Manning & Co. of Montreal, Canada and branch of Manning & Co. in
New York be and they hereby are appointed bank depositaries for McKesson &
Robbins, Limited, et cetera,” and “* * * that the foregoing resolution shall
from this day on supersede 80 much of the resolution adopted at the meeting of
the Board of Directors held September 3, 1931 with respect to the appointment
of Manning & Company in Montreal, Canada as a bank depositary for this
company ds ‘is inconsistent therewith.’ 207° T B
3. Purchases of Foreign Crude Drugs by the Connecticut Division at
the Time of the 1937 Audit, and How They Were Handled

The first document apparently involved in a purchase of foreign
crude drugs at the time of the 1937 audit was a letter requesting
quotations on five different products. Similar letters wero sup-
posedly sent to all five Canadian vendors, A. H. Raymond & Com-
pany, D. C. Reynolds & Company, P. Pierson & Company, B. Miller
& Company and H. Monroe & Company, and, upon receipt of replies
from them,?® the prices offered were scheduled, with underscoring to
indicate the lowest bid on -each product.?® A copy of a purported
request for quotations, a supposed reply thereto, and the applicable
schedule are reproduced herein; the request and reply on the following
pages and the schedule as an insert,2

The existence of this purported practice was apparently not gen-
erally known prior to the receivership, for MecGloon, the comptroller,
testified that he was not aware of it prior to December 10, 1938,
when the carbon copies of requests for quotations, original replies
and schedules were first discovered in the files of Robert Dietrich 2!t

03 Ex. P.

04 R 734-735, 1139.

208 R. 951, 4407,

28 R, 1642~1643; Ex. 228.

7 R. 695. For resolution of September 3, 1931, see page 60 supra.

%8 As previously stated, the five Canadian vendors, Smith, and Manning would now appear to be en-
tirely fictitious or to the extent that they had any reality were mere blinds used by Coster for his fictitious
transactions. After the 1937 audit was completed, three new fictitious Canadian vendors appeared: R. D.
Backer & Company, J. C. Conway & Company, and C. H. Williams & Company. Ex. 30. For the
manuper in which the documents referred to in this and in the following subsections which purportedly
emanated from these pretended concerns were prepared under the direction of George Vernard (in reality
Coster’s brother) see subsection D infra. :

¢ Ex: 238,

20 Ex. 238 A. The present record does not contain a complete set of documents pertaining to a single
transaction and, therefore, in this and succeeding subsections, the documents exhibited are to be taken as
typical of the kind used rather than as arising from the same transaction. For an illustration of the letter-
Deads of all five Canadian vendors, see pages 102-103 infra.

U R. 1687-1588, 1669-1670, 4406. Cf.: R. 1346.
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R.J. DIETRICH:BMP

April 26, 1938

B. Miller & Company,

Southam Bldg.,

Yontreal, Canada

Gentlemen:

Kindly quote on the following items:

320 Cases Proocein
Packed 25 - 1 lb., tins to a case

500 Kegs 8alol Powder U.S.P.
Packed 200 lbs. to a keg

400 Drums Amidopyrine
Packed 50 1bs. mnet to a drum

260 Cuses Santonine Crystals
Packed 17 lbs. to a case

460 Cases Antipyrine Crystals
Packed 100 1lbs. net to a case

Trusting in an early reply and with kindest re-
gerds, we remain,

Very truly yoursg,

McKESSON & ROBBINS, INCORPORATED

Purchasing sagent
ExHIBIT 23%A.—Copy of 8 purported request for quotations on foreign crude drugs, (Size 834" x 11”))
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B.MILLER & COMPANY

IMPORTERS AND BROKERS

(7:14/-&7" LANCASTER az08 SOUTHAM BUILDING, MONTREAL , CANADA

April 30, 1938

HeXegson & Robbing, Ine,
Bridgeport,

Conneeticut

Gsntlemens

Vo are glad to offer the Tollowing itemes

Proesin $ 12.60 iv.
Sslel Powder U,3.P, .87 1b,
Amldopyrine 3.40 1p,
Santonine Crystals 20.00 1b.
Antipyrine Crystals 1.91 1b.

in reply to your quotation of April 26th, 1938,

Hoping we will be favored with your orders,
we remsin,

Truly yours,

B. NILLER & COMPANY

) A2 .

EXHIBIT 2384 —A purported letter of quotations on foreign crude drags.  (Size 8467 x 117)
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The purported variation in the prices quoted, as summarized on
the schedules, presents an interesting comparison with the relative
stability of prices on purchases actually consummated, as indicated
by the inventory price test schedules.?? Also in view of such varia-
tion in the quotations, the length of time purportedly taken in con-
summating these purchases through this exchange of letters presents
an interesting comparison with the way Charles Hermann, of the
CUff Street office, did his business.

“He will call up four or five brokers {on the telephone] and get a bid on the
items that he is considering buying and he will make his purchase that afternoon
or he will give up the idea and wait until some other date.” 2

Supposedly upon the basis of the foregoing quotations, a McKesson
purchase order would be initialed and released by George Dietrich.**
Each purchase order would cover only one product and would be
addressed to one of the five Canadian vendors. The terms were
stated as “Cash against Documents Net No Discount U. S. Cy.
F. O. B. Bridgeport or New York, U. S. A.”” #® A reproduction of an
accounting department copy of such a purchase order follows: >

McKESSON & ROBBINS
ACCOUNYING DEPT. BRIDGEPORT . CONNECTICUT
YM e DECEMBER 27, 1957 N¢  5(34

M D.C.’ REYNOLDS & COHIPAMY,
192 BAMK STREET,
OTTAWA, CANADA roR DEPT.
Kindly enter our order for the following and ship to
Marked: Via

Mail lavoices, B/L and all Shipping Documente to McKesson & Robbine, Incorporated, Bridgeport, Coan.

QUANTITY DEACRIPTION PRICE UNIY

310 CADYS| MUSX PODS

20 oza. net to each cady ® [12.00 | per oze

Delivery on this order to be made as follows:

12, CASH AGAINST DOCIMENTS NET WO -
PY¥comiT 6.8, £F, PoOIE. EBUERORT
Remarks... oo ORNEW. YORK. b S

McKE S N & ROBBINS

rporutad
EXRIBIT 12B.—Accounting department copy of 2 purported purchase order for foreign crude drugs. (8ize
1 r/ X TV //)
212 See pages 104-105 infra.
23 Testimony of John H. MeGloon, R. 1672,
214 R, 1588, 1347. For part played by Coster in this connection see footnote 139 supra.

8 Ex. 12B.
u6 Ex. 12B.

205078—40——06
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Eugene A. Johnson, Jr., office manager for McKesson at Bridgeport,
testified, as follows, concerning the number of copies of McKesson
purchase orders prepared and their distribution:

“Q. [By Mr. GarpeEr.] Do you know how many copies of those purchase
orders were prepared?

A. Four.

Q. Do you know where they went?

A. The Accounting Division received one copy for the accounts payable; the
other three copies I would not know where they went. The original was to be
mailed. The third copy was to go to the receiving department. The fourth
copy should be retained by the man making out the purchase order.” 217

A covering letter was then supposedly dictated by George Dietrich
forwarding the original McKesson purchase order to the vendor and
authorizing draft on Manning & Company for the amount of the
charge.”® A’ copy of one of these purported letters is reproduced
on the opposite page.2*?

At the same time George Dietrich also supposedly dictated a letter
to Manning & Company instructing them to honor the draft.?® A
copy of one of these purported letters is reproduced on page 74.22!

Carbon copies of the foregoing letters were found in George Diet-
rich’s files.?? Johnson, the office manager, testified that he had
never seen or heard of them even after the receivership, when he
looked for all documents pertaining to the Manning account.?

A few days after the McKesson purchase order was purportedly
sent out the purchase invoice from the vendor was supposedly re-
ceived *** with other incoming mail all of which, as previously stated,
first went to the desk of George Dietrich.?® The terms were stated
the same as on the purchase order “Cash against documents Net No
Discount—U. 8. Cy. F. O. B.—Bridgeport or New York, U. S. A.” 2
A reproduction of one of these purchase invoices is inserted opposite
page 75.2%

Concerning the disposition of the invoice, Johnson testified:

“Q. [By Mr. Garpeer.] From where would the invoice come to the accounts
payable department?

A. Well, it would be in the mail rack; in the accounts payable [box], which

was in George Dietrich’s office.
Q. Theseinvoices, weré they marked ‘hold, do not pay’?

U R. 1347,

48 Ex, 230.

a9 Ex. 230.

10 Ex. 231.

221 Ex. 231.

22 R. 4469-4471.

223 R, 1351-1353, 1402-1403,
24 R. 1588.

225 See footnote 140 supra,
28 Ex, 124,

27 Ex, 12A.
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December 27, 1937

Messrs. D. C. Reynolds & Coampany,
192 Bank Street,
Ottawa, Canada

Gentlement

Enclosed you will find purchase
order for 310 cadys of llusk Peds, 20 ozs.
net to each cady at %12.00 per oz.

We hareby authorize you to draw
a sight draft on Manning & Company, Montreal,
Canada for the full amount of your charge.

Yonrs truly,

McKESSON % ROBBINS, INC.

GED'ck
‘ENC.

ExmBiT 230.—Copy of a purported letter of authority to draw on Manning & Company. (Size 814 x 117.)
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December 27, 1937

flessrs. Mapning & Company
Montreal, Canada

Gentlemens:

We have instructed Hessrs.D.C.Reymolds
& Company to draw against our a/c sight draft im
amount of #74,400.00.

®ill you please honor same and charge
our current account with you, under adviece to
our Bridgeport Office,

Yours truly,

McKESSON & ROBBINS, IHC.

GEDYck

ExuiBiT 231.—Copy of a purported letter authorizing payment of a vendor’s draft. (Size 845 x 11}
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A. No, the accounts payable clerk would put that on when they matched
them with the purchase order.

The ExaMINeER. Would it be customary for the accounts payable clerk to
mark all invoices that were against documents, ‘hold, do not pay’?

A. Yes.

* ® * * ® ® *

Q. [By Mr. Gavrrser.] You just said that the invoice recited, ‘cash against
document’; did your department ever see the documents referred to in such an
invoice?

A. No.

Q. Do you know what those documents were supposed to be?

A. No.

* * * ® * *

Q. What would the next step be in connection with those purchases?

A. Well, the invoices would go to accounts payable; they would register it
and it would be posted to the accounts payable ledger.” 28

In this connection an accounts payable voucher also was prepared.®®
A reproduction of one of these vouchers follows.*®

VOUCHER NO.

crecx no. Bank Charge

f
/

DATE PAID
cornEcT . /
D. C. Reynolds & Co. L 3 )
AppROVED Q‘
voucwHerED nY
K

DISTRIBUTIO?\\{ }

DISCOUNT ACCOUNT NO. AROUNT

DATE INVOICE AM

»
12-29-37 74,400.0

74,400,00

RIMITTANCE

ExuiBiT 12C.—Accounts payable voucher. (Size 84" x 634"".)

It will be noted that nothing on any of these three dccuments,
the McKesson purchase order, the purchase invoice, or the voucher
s R, 1348-1350.

20 Ex. 12C.
%0 By, 12C,
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gives any indication that the goods were not to be shipped to Me-
Kesson but were to be held by the suppliers.?!

However, in connection with each purported purchase, there was
prepared a receiving ticket.?? A reproduction of one of these is
inserted facing page 77.23

The receiving tickets which were stamped “Held at Suppliers, No
Other Charges,” were prepared in Robert Dietrich’s department and
were then sent to the accounting office.?* The initials like ‘J. W.” 23
were put on merely to make the tickets conform with those covering
non-foreign crude drug transactions.®®® The tickets themselves
could have been prepared from copies of the McKesson purchase
orders which were sent regularly to the receiving department on all
goods. %7

About the same time as the purported receipt of the purchase
invoice from the vendor, an “Advice of Debit” was also supposedly
received from Manning & Company informing MecKesson that its
account had been charged for a draft drawn by the vendor under
McKesson’s letter of authority.»s A reproduction of one of these is
inserted facing this page.2®

The advice of debit would purportedly be received with other mail
in George Dietrich’s office 20 and would be routed by him to the
cashier’s office where, before being entered as a cash disbursement,
1t would be checked with the previous record in the sccounts payable
department.?* At the end of the month the main accounting office
would receive from the cashier’s office the cash disbursement book,
which would furnish the basis of canceling the liability set up on the
accounts payable ledger. The advice of debit itself would apparently
be retained by the cashier’s department.2:

Apparently, no documents came with or were attached to the advice
of debit.”® Thorn thought that the word “documents” referred to
in the phrase “cash against documents” as used in the McKesson
purchase order and purchase invoice meant the purchase order itself
which the vendor upon receipt from McKesson would attach to the
draft drawn on Manning & Company .2

21 R, 159,

22 Fx. 20.

43 Ex. 20,

34 R. 1348, 1710.

#25 Ex. 20. John White, who testified in this proceeding. R. 1471-1564. See also pages 108-113 infra.

20 R, 1561 ff.

27 Ex. 17, p. 10, item 4; R. 1241. Apparently each purchase order was filled as a single transaction. Of.
Ex. 20 and Ex. 265.

“ Ex. 33,

¢ Ex. 33.

0 R, 1589,

“1 R, 696, 722-723, 12,

#1R. 1350-1351. See also Ex. M-27.

R, 457, 739,
# R, 1187,
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In connection with the foreign crude drug items, two sets of per-
petual inventory cards were maintained; one in Robert Dietrich’s
office and the other in the cost department in the general accounting
office.2® The receiving ticket was the source for the entry of acquisi-
tions on the cost department cards ?® and, presumably, either the
receiving ticket or the source of the receiving ticket 2 furnished the
basis of the entry on Robert Dietrich’s set.

4. Sales of Foreign Crude Drugs by the Connecticut Division at the
Time of the 1937 Audit, and How They Were Handled

The first document apparently involved in a sale of foreign crude
drugs at the time of the 1937 audit was a “Purchase Order” headed
“W., W. Smith & Co., * * * Liverpool, 3, England,” reading,
“Kindly enter the order listed below sold by us for your account.” *#
One of these is reproduced on the following page.®

McKesson next purportedly received a ‘“Notice of Shipment” also
headed “W. W. Smith & Co., * * * Liverpool, 3, England,”
dated 3 days later than the purchase order, reading: “We beg to
advise having shipped for your account and risk and in accordance
with your instructions * * * the merchandise listed below for
which enclosed please find Documents as noted.” 2 One of these is
reproduced on the second page following.?!

The notice of shipment, like the purchase order from W. W. Smith &
Co., was supposed to have been received through the mail and routed
by George Dietrich in the regular way.?? No evidence was developed
however, showing any tangible means by which the price quoted or
the sale itself purported to be made by W. W. Smith & Co. for
McKesson was accepted or approved by the latter, nor how the former
knew or was advised from which of the various Canadian vendors,
who were thought to be holding the inventories in question, the goods
were supposed to have been shipped. Neither the W. W. Smith & Co.
notice of shipment nor any of the subsequent documents prepared by
McKesson as set forth herein indicated from which vendor the goods
were supposed to have been taken or from what point they were
supposed to have been shipped.

In the lower left-hand corner of the notice of shipment there is
printed “Documents enclosed,” underneath which there is a box in

u5 R, 1368, 1421-1422, The cards in Robert Dietrich’s office would, in form, appear to be like Ex. 107
and Ex. A. R. 724, 1478, 1509. For a deseription of the cost department cards, in relation to Ex. 107and Ex.
A, see R. 45314533,

20 R, 1423. The initials “A. U. G.” also appearing on Ex. 20 would appear to be those of the cost clerk
who did the posting. R. 4530.

%7 The documents in evidence would indicate either the purchase order or the purchase invoice.

8 Ex. 7, 8B, 11C. -

0 Ex, 11C.

# Ex. §C, 11B.

%1 Ex, 11B.
#1 R, 1588-1580.
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EXHIBIT 11B.—W. W. Smith & Co. notice of shipment. (Size 734" x 10}4".)
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front of each of the following: “Bill of Lading,” “Consular Invoice,”
“Invoice,” “Warehouse Receipt,” and ‘“Insurance Certificate.” All
the boxes except the one in front of “Warehouse Receipt” were
checked.” Neither the comptroller, office manager, assistant head
of the billing department, or anyone else who testified in the Present
hearings remembered ever having seen any of the documents checked
as enclosed.?*

The next step in the purported transaction apparently rested on g
regular McKesson “Factory Order.” 25 A reproduction of one of
these is inserted facing page 83.2% ‘

This factory order was the source of the preparation of a regular
McKesson sales invoice. As typed, the terms on the sales invoice
would be stated as 180 or 120 days from date,®” but the “F. O. B.”
and “VIA” spaces would be left blank. The designations “FROM”’
and “SALESMAN" would be filled in “BPT” (Bridgeport) and
“WWS” (W. W. Smith), respectively.”® A copy of one of these
invoices is reproduced on the opposite page.2®

In addition to the notations appearing on the copy of the invoice
reproduced, the original was stamped by a checker in the billing
department, “Payment for this invoice must be made in U, S.
currency.”’ 260

Helen Freer, assistant to the head of the billing department, gave
the following comparison between the handling of factory orders and
invoices .on regular orders and on foreign crude drug orders:

“Q. [By Mr. Gavrerr.] Now, will vou pleage tell me in detail, * * *

what the routine of the billing department was in handling regular bills on ship-
ments made?

A. Well, when an original customer’s order would come into the department,
Mr. Bonsby would note the terms, the f. o. b. points, the salesman, and the price
on the order. He would then give it to me, and I in turn would type it, on an
order form, which consisted of three copies.

Q. Was that a factory order form?

A. Yes, that was a pink, a blue, and a white. The pink, blue, and white
would be numbered and then they would be separated. The pink and blue would
go out to Mr. Robert Dietrich’s department for shipping. The customer’s order
would be attached to the white copy, and then filed in the billing department.

After the order was shipped, the pink copy [of the factory order] would come
back into the billing department, and * * * the corresponding white copy
would be pulled out of the file, and then it would be put through for billing,

The weights and the quantities shipped and everything would [already] he
noted [on the pink copy of the factory order] * * * and then an invoice

23 Ex. 8C, 11B.

34 R. 1354, 1411-1413, 1696-1697, 4360, 4372,
25 Bx. 7, 84, 9, 10, 11A.

250 Bx, 11A,

7 R. 1589,

%% Ex. 7, 8D, 11D.

20 Ex, 11D.

#0 Ex. 229; R. 4361, 4469,
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CHECKED BY

Conmsaicns Divivion of feeee—ee—————— e
FOR CUSTOMERS USE omLY

McKESSON & ROBBINS

BRIDGEPORT, CONN,, U. S. A.

Eueblihed 1343

VOUR ORDER wvoica no. § 31259
DATE 1-3¢-38
1 r I
SiLVERTON TAWERY LYO.
' Sold To .
PRETONEA, SO, AFRICA
L -
SHIPPED TO
PREPAID OR COLLECT
TERMS 180 DAYS
F.0.B. FROM DATE
viA FROM BPY SALESMAN
QUANTITY DEACAIPTION PRICE GRO3S AMOUNT DISCOUNT NET TOTAL
OUR ORDER 2993
33t CASES QUM CaEPNOR, SLABS
100 488 VO A CASE
33,100 LBS NEV 44 (14564 00 14{564 00
3 DMPORTANT :—Bills not pald wbeo due wil] bo subject to drafe with exchange on Now York. After obtalning n recelpt
for msarchandiss, as "smpp.d in Good Order,” we are not rew) ble for ny d-unnne or loss that may occur in transpor-

- -Ho-. All claims must o made witbin 8ve dayo aiter secelpt of m-chm
THE MIRCHANOHL DITERAD HERKIN. HANLFACTURKD BY MGIESSON & ro:oun.v WITH TME FEOLRAL FOOD AKD DAUSS ACT
v . Rm THERETO, AD TMAT THIY WERE PRODUCED GA AT v AT PURED: W ACCORDANCE WITH ThE FEDERAL CHILD LABOR ACT OF SEPT. 1

Examit 11D.—Duplicate copy of an invoice for a purported sale of foreign crude drugs. (Size 8%4" x 11".)
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number would be put on. That would be given to the billing clerk, and she in
turn would bill the order.

* * * the invoice form consisted of three whites, a pink, a blue, and a
yellow. They would be separated. [The proper number of white copies together
with the bill of lading if the bill of lading was attached to the factory order when
it came back from Robert Dietrich’s department would be mailed to the customer-
by the checking girl.] The pinks would be totaled and handed to the inventory
department. The blues would be made up into ledgers, and they would he given
to the bookkeeping department and the yellows we used to keep for posting:
records.

* * ® *® ® * *

* % % g% the end of the day all the orders that were billed would be given
to me * * * and I would take out the orders that applied on contract,.
making the withdrawals against the different contraets, and then I in turn would
give all the orders to another girl, who used to put the invoice number opposite-
the order number in the order register book, and she in turn would send them out
to file.

Q. Now, when you prepared the factory orders, in pink, blue and white, you
said that you put & number on that, or that a number was put on in your de--
partment. Would that be the order number, so-called?

A. That is right, yes sir. )

Q. Now, when the pink copy of the factory order came back to you, from what
department did that come back? T think you stated that you sent it out to
Robert Dietrich’s department originally?

A. Yes.

Q. Did it come back from that department?

A. No, I think it came in to Mr. Osterhout. He was in charge of the inventory:
department. He used to separate the orders. I meant to tell you that.

He used to separate the orders, separate [regular] crude drug orders from
health belps. The health helps used to be sent in to Mr. Borchers, who used to:
enter them, and the [regular] erude drugs used to be entered in our own depart-
ment, and then Mr. Borchers, after he reviewed them, would send them in to our
department to be billed.

Q. I'see. So that they would come through Mrs. Osterhout, and through Mr.
Borchers from Robert Dietrich?

A. That is right.

Q. Now, when the pink factory orders came back to you, were they in the
same form, with the same notations as when you originally sent them out?

A. No, we sent them out typed up, with all the necessary information on:
them, and just the order number on them. .

Q. When they came back, what additional appeared on them?

A. The weights, and the bill of lading was attached, and if the quantity was
changed or inereased or decreased, they would always make that notation.

Q. Would there be a stamp of the shipping department on it?

A. Oh, yes.

Q. What sort of a stomp would that be?

A. Tt was just a square stamp put on the order in the upper right hand corner.
1t said, ‘Shipped,” and the date, and ‘per R. J. D]

Q. Then, these factory orders already contained the order number, and it was
after the factory order came back, when the bill was prepared, that you would
give it additionally an invoice number?

A. Yes.
* * * * * * *
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ExumiBit 11A.—TFactory order for a purported shipment of foreign crude drugs. (Size 814" x 117.)





