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UNITED STATES BANKRUPTCY COURT 

CENTRAL DISTRICT OF CALIFORNIA 

LOS ANGELES DIVISION 

In re 

VERITY HEALTH SYSTEM OF 
CALIFORNIA, INC., et al., 

Debtors and Debtors In Possession. 

 Lead Case No. 2:18-bk-20151-ER 

Jointly Administered With: 
Case No. 2:18-bk-20162-ER  
Case No. 2:18-bk-20163-ER  
Case No. 2:18-bk-20164-ER  
Case No. 2:18-bk-20165-ER  
Case No. 2:18-bk-20167-ER  
Case No. 2:18-bk-20168-ER  
Case No. 2:18-bk-20169-ER  
Case No. 2:18-bk-20171-ER  
Case No. 2:18-bk-20172-ER  
Case No. 2:18-bk-20173-ER  
Case No. 2:18-bk-20175-ER  
Case No. 2:18-bk-20176-ER  
Case No. 2:18-bk-20178-ER  
Case No. 2:18-bk-20179-ER  
Case No. 2:18-bk-20180-ER  
Case No. 2:18-bk-20181-ER 
 
Chapter 11 Cases 
 
Hon. Ernest M. Robles 
 

MCKESSON CORPORATION’S 
OPPOSITION TO EMERGENCY 
MOTION OF DEBTORS FOR 
INTERIM AND FINAL ORDERS 

 Affects All Debtors1 
 Affects Verity Health System of California, 
Inc. 
 Affects O’Connor Hospital 
 Affects Saint Louise Regional Hospital 
 Affects St. Francis Medical Center 
 Affects St. Vincent Medical Center 
 Affects Seton Medical Center 
 Affects O’Connor Hospital Foundation 
 Affects Saint Louise Regional Hospital 
Foundation 
 Affects St. Francis Medical Center of 
Lynwood Foundation 
 Affects St. Vincent Foundation 
 Affects St. Vincent Dialysis Center, Inc. 
 Affects Seton Medical Center Foundation 
 Affects Verity Business Services 
 Affects Verity Medical Foundation 
 Affects Verity Holdings, LLC 
 Affects De Paul Ventures, LLC 
 Affects De Paul Ventures - San Jose 

 

                                                 
1 McKesson is the only pre-petition secured creditor against Verity Medical Foundation (Case No. 2:18-bk-20169) 
(the “VMF Case”).  McKesson does not have secured claims against the other Debtors.  Still, based upon provisions 
in the DIP Motion seeking to prime McKesson’s security interest and cross-collateralize all of the Debtors’ assets in 
favor of a DIP lender and certain pre-petition secured creditors (giving them adequate protection in McKesson’s 
unique and separate collateral), McKesson files this opposition as affecting “All Debtors.”   
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Dialysis, LLC (A) AUTHORIZING THE DEBTORS 
TO OBTAIN POST PETITION 
FINANCING (B) AUTHORIZING THE 
DEBTORS TO USE CASH 
COLLATERAL AND (C) GRANTING 
ADEQUATE PROTECTION TO 
PREPETITION SECURED 
CREDITORS PURSUANT TO 11 U.S.C. 
§§ 105, 363, 364, 1107 AND 1108; 
DECLARATION OF BRYAN 
THOMPSON IN SUPPORT THEREOF  

Date: October 3, 2018 
Time: 10:00 a.m. 
Place: Courtroom 1568 
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TO THE HONORABLE ERNEST M. ROBLES, UNITED STATES 

BANKRUPTCY JUDGE, AND ALL INTERESTED PARTIES: 

Secured Creditor McKesson Corporation (“McKesson”) hereby opposes the Emergency 

Motion of Debtors for Interim and Final Orders (A) Authorizing the Debtors to Obtain Post 

Petition Financing, (B) Authorizing the Debtors to Use Cash Collateral, and (C) Granting 

Adequate Protection to Prepetition Secured Creditors [Joint Docket No. 31] (the “DIP Motion”) 

and represents as follows: 

I. INTRODUCTION 

Debtors filed voluntary chapter 11 bankruptcy petitions on August 31, 2018, together with 

a list of consolidated creditors and several emergency/first-day motions, including the DIP 

Motion.  One of the Debtors is Verity Medical Foundation (“VMF”).  VMF is a medical 

foundation that manages approximately 100 physicians and other healthcare professionals 

throughout California.   

The bankruptcy petition for VMF lists approximately $26.95 million in total assets against 

almost $17.59 million in liabilities.  [VMF Docket No. 1.]  Meanwhile, the list of consolidated 

creditors shows “McKesson Corporation,” on a consolidated basis, with an “unsecured claim” of 

just over $2 million.  Unrevealed by any of the Debtors’ lists or pleadings is McKesson’s broad 

perfected security interest in VMF’s assets, which secures prepetition claims totaling over $3.045 

million. 

The Court approved the DIP Motion on an interim basis on September 6, 2018 [Joint 

Docket No. 86] (the “Interim DIP Order”), which order specifically referenced and was expressly 

based upon:  (a) the Debtors’ representations in the DIP Motion, (b) the “record before this Court 

with respect to the DIP Motion,” and (c) “the consent of the Debtors, the Prepetition Secured 

Creditors [omitting McKesson] and the DIP Lender to the form and entry of this Interim Order.”  

(Interim DIP Order at 11:10-13 (emphasis added).)  The Court was never informed of the true 

nature and extent of McKesson’s security interest.  Such omissions make it impossible to satisfy 

the express condition precedent to any post-petition financing under 11 U.S.C. § 364(d)(1):  

requiring notice to all secured parties and authorizing a senior or equal lien on property of the 
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estate “only if…(B) there is adequate protection of the interest of the holder of the lien on the 

property of the estate on which such senior or equal lien is proposed to be granted.”   

McKesson has informally reviewed the substance of this Opposition with Debtors’ 

counsel and will continue to do so in hopes of reaching a resolution to allow Debtors’ operations 

and intended financing to continue uninterrupted, while also providing McKesson with the 

adequate protection required for post-petition financing under the Bankruptcy Code. 

II. FACTUAL SUMMARY 

McKesson Corporation (NYSE: MCK) is the largest health-care related company in the 

world, with numerous subsidiaries and affiliates that include McKesson Specialty Care 

Distribution Corporation (“McKesson Specialty”) and McKesson Medical-Surgical, Inc. (“Med-

Surg”).  McKesson Specialty provides specialty pharmaceutical products, which are typically 

high cost, high complexity, and/or high touch drugs, while Med-Surg provides medical-surgical 

products to a myriad of healthcare-related businesses, including VMF and the physician practices 

it manages.  Specialty pharmaceuticals include drugs requiring special handling and biologics and 

are used to treat complex or rare chronic conditions such as cancer, rheumatoid arthritis, and 

hemophilia.  (See Declaration of Bryan Thompson (“Thompson Decl.”) at ¶ 4.)  Here, VMF (f/k/a 

DHS Medical Foundation) entered into various agreements with McKesson Specialty and 

OnMark, Inc. (“OnMark”), a McKesson subsidiary, in early 2014 for certain hematology 

oncology drugs and other pharmaceuticals needed by certain of the physicians whose practices 

are managed by VMF.2  These agreements were all signed by Ernie Wallerstein, VMF’s then 

Chief Executive Officer.  (Id. at ¶ 5.)   

As confirmed by the Declaration of Richard G. Adcock in support of Debtors’ Emergency 

First-Day Motions [Joint Docket No. 8], VMF is “a medical foundation” that “contracts with 

                                                 
2 OnMark is a group purchasing organization (“GPO”) that helps healthcare providers—such as hospitals and 
physicians—realize savings and efficiencies by aggregating purchasing volume and using that leverage to negotiate 
discounts with manufacturers, distributors, and other product vendors.  In the US healthcare industry, GPOs do not 
purchase or buy any products.  Instead, they negotiate contracts that healthcare providers can use when making their 
own purchases.  Such is the case between OnMark/McKesson Specialty and the Debtors (through VMF).  In order to 
enjoy the savings and efficiencies underlying the OnMark/McKesson Specialty GPO, VMF is obligated to 
(1) purchase substantially all specialty pharmaceutical products from either McKesson Specialty or designated 
manufacturers (such as Amgen and Sanofi-Aventis) and (2) satisfy all of its payment obligations to McKesson 
Specialty and these designated manufacturers.  (Id., ¶ 6 .)    
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physicians and other healthcare professionals to provide high quality, compassionate, patient-

centered care to individuals and families throughout California.”  [Joint Docket No. 8 at 5:10-21; 

30-31.]  VMF has contracts with “more than 100 primary care and specialty physicians” to offer 

“medical, surgical and related healthcare services for people of all ages” and holds “long-term 

professional services agreements” with numerous medical groups.  (Id.)  VMF manages the 

following medical groups (with corresponding number of clinics):  San Jose Medical Group (8 

clinics); Breastlink (4 clinics), Verity Medical Group (15 clinics), Soar Medical Group (3 clinics), 

Hunt Medical Group (1 clinic), All Care Medical Group (1 clinic), and Center for Life Children’s 

Medical (1 clinic).  In short, VMF purchases pharmaceuticals from McKesson Specialty/OnMark 

and medical-surgical products from Med-Surg to support the many doctors and patients within 

VMF’s medical network.   

In March 2018, VMF granted “McKesson Corporation, for itself and as agent for its 

affiliates, a security interest in all of [VMF]’s personal property, whether now owned or hereafter 

acquired, including, without limitation, all Accounts, Cash, Chattel Paper, Deposit Accounts, 

Documents, Equipment, General Intangibles, Goods, Health Care Insurance Receivables, 

instruments, inventory, Investment Property, Letter-of-Credit Rights and promissory notes, 

together with all attachments, replacements, substitutions, additions and accessions, and all 

Proceeds and products thereof and all books and records relating to any of the foregoing 

(collectively, the ‘Collateral’).”3  (Thompson Decl.,  Ex. 1.)   

McKesson properly perfected its security interest in and to the Collateral via a UCC 

Financing Statement filed with the California Secretary of State against VMF.  (Id., Ex. 2.)  

Public records confirm that VMF is a California entity.  (Id., Ex. 3.)  Per a UCC search, excepting 

interests of lessors in specific leased property, McKesson is the first and only prepetition 

secured creditor in the Collateral or VMF’s assets.  (Id., Ex. 4.) 

 The Debtors’ consolidated list of creditors lists “McKesson Corporation” with unsecured 

trade claims of $2,094,790 [VMF Docket No. 1].  Following internal review, however, McKesson 
                                                 
3 While McKesson does not have a deposit account control agreement, the Collateral expressly covers all “Proceeds 
and products” for each of the categories listed.  In other words, all proceeds of the Collateral are included within the 
Collateral.    
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provided to Debtors’ counsel information and documents confirming McKesson’s security 

interest, perfection, and debt totaling over $3.045 million.4  (Thompson Decl., Exs. 1-6.)   

The DIP Motion does not address (or mention) McKesson’s security interest in VMF’s 

assets.  [Joint Docket No. 31.]  Consequently, the Interim DIP Order does not adequately protect 

McKesson’s security interest or comply with the required condition precedent to post-petition 

financing under 11 U.S.C. § 364(d)(1)(B).  Instead, the Interim DIP Order was premised upon the 

“record before this Court” and alleged “consent” from all affected secured parties.  But 

McKesson never gave any consent for the Interim Order.  (Thompson Decl.,  ¶ 11.)  Notably, the 

Interim DIP Order expressly (1) reserved rights “of all parties in interest to object to the terms of 

the Final Order, the DIP Credit Agreement and any other DIP Financing Agreements at the Final 

Hearing” and (2) clarified that the “Interim Order shall remain in full force and effect except as 

specifically amended or modified at such Final Hearing.”  (Interim DIP Order at 34:24-26 and 

36:24-25 (emphasis added).)  

III. ARGUMENT 

A. Debtors Neither Address Nor Protect McKesson’s Security Interest      

Section 364(d) of the Bankruptcy Code provides: 

(1) The court, after notice and a hearing, may authorize the 
obtaining of credit or the incurring of debt secured by a senior or 
equal lien on property of the estate that is the subject to a lien only 
if— 

  (A)  the trustee is unable to obtain such credit otherwise; 
and 

  (B)  there is adequate protection of the interest of the 
holder of the lien on the property of the estate on which such 
senior or equal lien is proposed to be granted. 

(2) In any hearing under this subsection, the trustee has the 
burden of proof on the issue of adequate protection. 

11 U.S.C. § 362(d) (emphasis added). 

                                                 
4 This amount does not include post-petition attorneys’ fees and costs, which McKesson, as an oversecured creditor, 
is entitled to recover.  As set forth in the Customer Application, “[VMF] agrees to pay all reasonable attorney fees 
and expenses or cost incurred by McKesson in enforcing its rights to collect accounts due from Customer.”  
(Thompson Decl., Ex. 1.) 
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Nonconsensual lien priming is considered extraordinary and allowed only as a “last 

resort.”  See, e.g., In re YL W. 87th Holdings I LLC, 423 B.R. 421, 441 (Bankr. S.D.N.Y. 2010) 

(“[G]ranting post-petition financing on a priming basis is extraordinary and is allowed only as a 

last resort”]; and In re Mosello, 195 B.R. 277, 289 (Bankr. S.D.N.Y. 1996) [“Given the fact that 

super priority financing displaces liens on which creditors have relied in extending credit, a court 

that is asked to authorize such financing must be particularly cautious when assessing whether the 

creditors so displaced are adequately protected”] citing In re First South Savings Assoc., 820 F.2d 

700, 710 (5th Cir. 1987).  As one bankruptcy court aptly noted concerning the rigidity of the 

Bankruptcy Code in this area: 

The language of § 364(d)(1)(B) of the Bankruptcy Code could not 
be any plainer:  there can be no ‘superpriority’ lien unless ‘there is 
adequate protection of the interest of the holder of the [prior] 
lien…’  11 U.S.C. § 364(d)(1)(B).  The legislative history for this 
section offers no elaboration or alternative interpretation of this 
clear and direct language.  
 

In re T.M. Sweeney & Sons LTL Servs., Inc., 131 B.R. 984, 990 (Bankr. N.D. Ill. 1991). 

Given such clear directives, the burden of proof on the issue of adequate protection falls 

squarely upon the trustee or debtor in possession.  See 11 U.S.C. § 364(d)(1)(B) [placing the 

burden of proof on the issue of adequate protection on the debtor/trustee] and Resolution Trust 

Corp. v. Swedeland Dev. Group, Inc. (In re Swedeland Dev. Group, Inc.), 16 F.3d 552, 564 (3d 

Cir. 1994) [“A debtor has the burden to establish that the holder of the lien to be subordinated has 

adequate protection”].  The purposes for requiring adequate protection include:  (1) “to insure that 

the creditor receives the value for which he bargained prebankruptcy” and (2) “to safeguard the 

creditor from diminution in value of its interest during the Chapter 11 reorganization.”  In re 

Mosello, 195 B.R. at 288.  “In other words, the proposal should provide the pre-petition secured 

creditor with the same level of protection it would have had if there had not been post-petition 

superpriority financing.”  Id. (internal citation omitted). 

Critically then, a finding of adequate protection requires accurate facts and a firm 

evidentiary record.  Id. at 292.  Speculative benefits are completely insufficient and illusory 

protections will not considered.  See, e.g., In re Den-Mark Constr., Inc., 406 B.R. 683, 702 
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(E.D.N.C. 2009) [vacating bankruptcy court’s approval of the debtor’s priming DIP loan for lack 

of adequate protection of the secured creditor’s interest where the equity cushion was small and 

“the enhancement of value is too speculative”]; and In re Chevy Devco, 78 B.R. 585, 589 (Bankr. 

C.D. Cal. 1987) [holding that existing mortgagee would not be adequately protected by a new 

construction loan and superpriority lien where the potential success of the renovation project was 

too speculative].  Speculative protections are particularly insufficient where the debtor has a 

history of losses, there is no showing as to how the proposed loan will change such 

circumstances, or it is likely the debtor will default on its obligations to its DIP lender.  See, e.g., 

In re Stoney Creek Techs., LLC, 364 B.R. 882, 891-93 (Bankr. E.D. Pa. 2007). 

Here, Debtors do not address—let alone mention—McKesson’s valid, unavoidable, and 

properly-perfected security interest against VMF’s assets.  Instead, Debtors unwittingly ask the 

Court to prime McKesson’s senior security interest in assets listed at roughly $27 million with 

$185 million in DIP financing and many more millions in claims by “Prepetition Secured 

Creditors”—none of which had any prepetition security interests in VMF’s assets.  As 

explained above, however, Debtors cannot meet their burden for providing McKesson with 

adequate protection (as completely unaddressed in the DIP Motion), nor may the Court authorize 

post-petition financing that violates the express condition precedent required under section 364(d) 

for ensuring adequate protection for all security interests.  Barring McKesson’s consent or a 

finding of adequate protection, as to VMF, the DIP Motion must be denied and the Interim DIP 

Order must be revised consistent with the facts and a complete evidentiary record.    

B. McKesson Has Not Waived—and Cannot Waive—Its Right to Oppose 

To the extent Debtors attempt to prejudice McKesson’s rights under the Interim DIP 

Order, such efforts are unfounded and unavailing.  For starters, a court may void any order that is 

inconsistent with due process of law.  See, e.g., In re Center Wholesale, Inc., 759 F.2d 1440, 1450 

(9th Cir. 1985) [modifying cash collateral order for failing to give notice to secured party].   A 

debtor’s failure to give a secured party sufficient notice when altering that secured party’s rights 

in property is such a violation of due process.  See Id. at 1448-50 and In re Blumer, 66 B.R. 109, 

113-14 (9th Cir. BAP 1986) [failure to provide notice to lienholder is an unconstitutional 
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violation of due process and the Fifth Amendment] aff’d without opinion, 826 F.2d 1069 (9th Cir. 

1987).  Specifically, a debtor must inform all secured parties that a motion or stipulation may 

affect such lienholders’ rights.  Id.  And even in cases where a lienholder fails to object, debtors 

and the courts are not relieved of their independent duties under section 364(d) of the Bankruptcy 

Code, which specifically requires as a condition precedent that debtors establish adequate 

protection.  See, e.g., In re T.M. Sweeney & Sons LTL Servs., Inc., 131 B.R. at 984, 990-91. 

Here, Debtors never alerted the Court or McKesson that the DIP Motion sought to impact 

McKesson’s secured rights in VMF’s assets.  Instead, Debtors listed McKesson’s claims as 

“unsecured” in their consolidated list of creditors and failed to mention McKesson at all in their 

DIP Motion.  Ultimately, the DIP Motion impermissibly attempts to prime McKesson’s first (and 

only) prepetition security interest in VMF’s assets (valued by VMF at roughly $27 million) with 

hundreds of millions in senior secured financing and without any adequate protection to 

McKesson.  This cannot be.   

IV. CONCLUSION  

Debtors overlooked McKesson’s security interest in filing these cases and cannot now 

force McKesson to accept something far less than what the Bankruptcy Code requires.  Barring 

McKesson’s consent or a finding of adequate protection, the DIP Motion must be denied and the 

Interim DIP Order must be revised consistent with the facts and a complete evidentiary record.  

Again, McKesson is committed to exploring a consensual resolution of all these matters before 

the Final Hearing.   

DATED:  September 24, 2018 BUCHALTER, PC 

By: /s/ Jeffrey K. Garfinkle  
JEFFREY K. GARFINKLE 

Attorneys for McKesson Corporation  
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United States Bankruptcy Court 
Edward R. Roybal Federal Building and Courthouse 
255 E. Temple Street, Suite 1560 / Courtroom 1568 
Los Angeles, CA 90012 

 

  Service information continued on attached page 
 
I declare under penalty of perjury under the laws of the United States that the foregoing is true and correct. 
 
September 24, 2018    Danielle Cyrankowski   /s/ Danielle Cyrankowski 
Date           Printed Name  Signature 
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• Simon Aron     saron@wrslawyers.com 
• James Cornell Behrens     jbehrens@milbank.com, 

gbray@milbank.com;mshinderman@milbank.com;hmaghakian@milbank.com;dodonnell@milbank.com;jbrewster
@milbank.com;JWeber@milbank.com 

• Peter J Benvenutti     pbenvenutti@kellerbenvenutti.com, pjbenven74@yahoo.com 
• Alicia K Berry     Alicia.Berry@doj.ca.gov 
• Scott E Blakeley     seb@blakeleyllp.com, ecf@blakeleyllp.com 
• Dustin P Branch     branchd@ballardspahr.com, 

carolod@ballardspahr.com;hubenb@ballardspahr.com;Pollack@ballardspahr.com 
• Michael D Breslauer     mbreslauer@swsslaw.com, 

wyones@swsslaw.com;mbreslauer@ecf.courtdrive.com;wyones@ecf.courtdrive.com 
• Damarr M Butler     butler.damarr@pbgc.gov, efile@pbgc.gov 
• Lori A Butler     butler.lori@pbgc.gov, efile@pbgc.gov 
• Aaron Davis     aaron.davis@bryancave.com, kat.flaherty@bryancave.com 
• M Douglas Flahaut     flahaut.douglas@arentfox.com 
• Jeffrey K Garfinkle     jgarfinkle@buchalter.com, docket@buchalter.com;dcyrankowski@buchalter.com 
• Lawrence B Gill     lgill@nelsonhardiman.com, rrange@nelsonhardiman.com 
• Steven T Gubner     sgubner@bg.law, ecf@bg.law 
• Mary H Haas     maryhaas@dwt.com, melissastrobel@dwt.com;laxdocket@dwt.com;rosabeltran@dwt.com 
• Darryl S Laddin     bkrfilings@agg.com 
• Richard A Lapping     richard@lappinglegal.com 
• Elan S Levey     elan.levey@usdoj.gov, louisa.lin@usdoj.gov 
• Samuel R Maizel     samuel.maizel@dentons.com, 

alicia.aguilar@dentons.com;docket.general.lit.LOS@dentons.com;tania.moyron@dentons.com;kathryn.howard@
dentons.com 

• Alvin Mar     alvin.mar@usdoj.gov 
• Craig G Margulies     Craig@MarguliesFaithlaw.com, 

Victoria@MarguliesFaithlaw.com;Helen@MarguliesFaithlaw.com 
• Hutchison B Meltzer     hutchison.meltzer@doj.ca.gov, Alicia.Berry@doj.ca.gov 
• John A Moe     john.moe@dentons.com, 

glenda.spratt@dentons.com,derry.kalve@dentons.com,jennifer.wall@dentons.com,andy.jinnah@dentons.com,br
yan.bates@dentons.com 

• Kevin H Morse     kevin.morse@saul.com, rmarcus@AttorneyMM.com;sean.williams@saul.com 
• Marianne S Mortimer     mmortimer@sycr.com 
• Tania M Moyron     tania.moyron@dentons.com, chris.omeara@dentons.com 
• Jennifer L Nassiri     jennifernassiri@quinnemanuel.com 
• Mark A Neubauer     mneubauer@carltonfields.com, 

mlrodriguez@carltonfields.com;smcloughlin@carltonfields.com;schau@carltonfields.com 
• Melissa T Ngo     ngo.melissa@pbgc.gov, efile@pbgc.gov 
• Abigail V O'Brient     avobrient@mintz.com, docketing@mintz.com;DEHashimoto@mintz.com;nleali@mintz.com 
• Aram Ordubegian     ordubegian.aram@arentfox.com 
• Lori L Purkey     bareham@purkeyandassociates.com 
• Michael B Reynolds     mreynolds@swlaw.com, kcollins@swlaw.com 
• Emily P Rich     erich@unioncounsel.net, bankruptcycourtnotices@unioncounsel.net 
• Julie H Rome-Banks     julie@bindermalter.com 
• Mary H Rose     mrose@buchalter.com, salarcon@buchalter.com 
• Nathan A Schultz     nschultz@foxrothschild.com 
• Mark A Serlin     ms@swllplaw.com, mor@swllplaw.com 
• Rosa A Shirley     rshirley@nelsonhardiman.com, rrange@nelsonhardiman.com;lgill@nelsonhardiman.com 
• Kyrsten Skogstad     kskogstad@calnurses.org, rcraven@calnurses.org 
• Jason D Strabo     jstrabo@mwe.com, ahoneycutt@mwe.com 
• Ralph J Swanson     ralph.swanson@berliner.com, sabina.hall@berliner.com 
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• Gary F Torrell     gft@vrmlaw.com 
• United States Trustee (LA)     ustpregion16.la.ecf@usdoj.gov 
• Matthew S Walker     matthew.walker@pillsburylaw.com, candy.kleiner@pillsburylaw.com 
• Jason Wallach     jwallach@ghplaw.com, g33404@notify.cincompass.com 
• Kenneth K Wang     kenneth.wang@doj.ca.gov, 

Jennifer.Kim@doj.ca.gov;susan.lincoln@doj.ca.gov;yesenia.caro@doj.ca.gov 
• Latonia Williams     lwilliams@goodwin.com, bankruptcy@goodwin.com 
• Hatty K Yip     hatty.yip@usdoj.gov 

SERVED BY UNITED STATES MAIL: 

Sam J Alberts 
DENTONS US LLP 
1900 K Street NW  
Washington, DC 𠀆 

 
Alicia Berry 
California Attorney General 
300 South Spring St Ste 1702  
Los Angeles, CA 90013 
 
Daniel S Bleck 
Mintz, Levin, et al 
One Financial Center  
Boston, MA 02111 
 
Nathan F Coco 
McDermott Will & Emery 
444 West Lake Street  
Chicago, IL 60606-0029 
 
Ian A Hammel 
Mintz Levin Cohn Ferris Glovsky & Popeo 
One Financial Center  
Boston, MA 02111 
 
Donald R Kirk 
Carlton Fields 
4221 W Boy Scout Blvd Ste 1000  
Tampa, FL 33607 
 
Donald R Kirk 
Carlton Fields Jorden Burt, P.A. 
4221 W. Boy Scout Blvd., Suite 1000  
Tampa, FL 33607-5780 
 
Claude D Montgomery 
Dentons US LLP 
1221 Avenue of the Americas  
New York, NY 10020-1001 
 
Megan Preusker 
McDermott Will & Emery 
444 West Lake Street  
Chicago, IL 60606-0029 
 
 

Case 2:18-bk-20151-ER    Doc 279    Filed 09/24/18    Entered 09/24/18 17:17:12    Desc
 Main Document      Page 12 of 13



 

This form is mandatory.  It has been approved for use by the United States Bankruptcy Court for the Central District of California. 
 

June 2012 F 9013-3.1.PROOF.SERVICE 
BN 34148592v1 

 
Jason Reed 
Maslon LLP 
3300 Wells Fargo Center  
90 S Seventh St 
Minneapolis, MN 55402 
 
Paul J Ricotta 
Mintz Levin Cohn Ferris Glovsky and Pope 
Chrysler Center  
666 Third Ave 
New York, NY 10017 
 
Ryan Schultz 
Fox Swibel Levin & Carroll LLP 
200 W. Madison Street  
Suite 3000 
Chicago, IL 60606 
 
Clark Whitmore 
Maslon LLP 
3300 Wells Fargo Center  
90 S 7th St 
Minneapolis, MN 55402 
 
John Ryan Yant 
Carlton Fields Jorden Burt, P.A. 
4221 W Boy Scout Blvd Ste 1000  
Tampa, FL  
 
John Ryan Yant 
Carlton Fields Jorden Burt, P.A. 
4221 W. Boy Scout Blvd., Suite 1000  
Tampa, FL 33607-5780 
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JEFFREY K. GARFINKLE (SBN:  153496) 
JOSEPH M. WELCH (SBN:  259308) 
BUCHALTER 
A Professional Corporation 
18400 Von Karman Avenue, Suite 800 
Irvine, CA  92612-0514 
Telephone: 949.760.1121 
Fax: 949.720.0182 
Email: jgarfinkle@buchalter.com 
 jwelch@buchalter.com 
Attorneys for McKesson Corporation 

UNITED STATES BANKRUPTCY COURT 

CENTRAL DISTRICT OF CALIFORNIA 

LOS ANGELES DIVISION 

In re 

VERITY HEALTH SYSTEM OF 
CALIFORNIA, INC., et al., 

Debtors and Debtors In Possession. 

 Lead Case No. 2:18-bk-20151-ER 

Jointly Administered With: 
Case No. 2:18-bk-20162-ER  
Case No. 2:18-bk-20163-ER  
Case No. 2:18-bk-20164-ER  
Case No. 2:18-bk-20165-ER  
Case No. 2:18-bk-20167-ER  
Case No. 2:18-bk-20168-ER  
Case No. 2:18-bk-20169-ER  
Case No. 2:18-bk-20171-ER  
Case No. 2:18-bk-20172-ER  
Case No. 2:18-bk-20173-ER  
Case No. 2:18-bk-20175-ER  
Case No. 2:18-bk-20176-ER  
Case No. 2:18-bk-20178-ER  
Case No. 2:18-bk-20179-ER  
Case No. 2:18-bk-20180-ER  
Case No. 2:18-bk-20181-ER 
 
Chapter 11 Cases 
 
Hon. Ernest M. Robles 
 

DECLARATION OF BRYAN 
THOMPSON IN SUPPORT OF 
MCKESSON CORPORATION’S 
OPPOSITION TO EMERGENCY 
MOTION OF DEBTORS FOR 
INTERIM AND FINAL ORDERS 
(A) AUTHORIZING THE DEBTORS 
TO OBTAIN POST PETITION 
FINANCING (B) AUTHORIZING THE 
DEBTORS TO USE CASH 

 Affects All Debtors 
 Affects Verity Health System of California, 
Inc. 
 Affects O’Connor Hospital 
 Affects Saint Louise Regional Hospital 
 Affects St. Francis Medical Center 
 Affects St. Vincent Medical Center 
 Affects Seton Medical Center 
 Affects O’Connor Hospital Foundation 
 Affects Saint Louise Regional Hospital 
Foundation 
 Affects St. Francis Medical Center of 
Lynwood Foundation 
 Affects St. Vincent Foundation 
 Affects St. Vincent Dialysis Center, Inc. 
 Affects Seton Medical Center Foundation 
 Affects Verity Business Services 
 Affects Verity Medical Foundation 
 Affects Verity Holdings, LLC 
 Affects De Paul Ventures, LLC 
 Affects De Paul Ventures - San Jose 
Dialysis, LLC 
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COLLATERAL AND (C) GRANTING 
ADEQUATE PROTECTION TO 
PREPETITION SECURED 
CREDITORS PURSUANT TO 11 U.S.C. 
§§ 105, 363, 364, 1107 AND 1108 

Date: October 3, 2018 
Time: 10:00 a.m. 
Place: Courtroom 1568 
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I, Bryan B. Thompson, declare and state as follows: 

1. As to the following facts, I know them to be true of my own knowledge or I have 

gained knowledge of such facts from my review of books, files, and records of McKesson 

Corporation (together with its affiliates and subsidiaries, “McKesson”) and, if sworn as a witness, 

I could and would testify competently to the truth thereof. 

2. I am the FSG-Finance Operations Manager for McKesson Specialty Care 

Distribution Corporation (d/b/a McKesson Specialty Health) (“McKesson Specialty”) and am 

part of McKesson’s global team that supervises credit relationships across all of McKesson’s 

business units, including McKesson Specialty and McKesson Medical-Surgical, Inc. (“McKesson 

Med-Surg”).  In my capacity as FSG-Finance Operations Manager, I am one of the custodians of 

records for the documents attached to this Declaration.  I state that the writings contained in 

McKesson’s books, records, files and accounting ledgers are made at or near the time that an act, 

condition or event occurs and that such records are maintained in the ordinary course of 

McKesson’s business. 

3. In the ordinary course of its business, McKesson maintains written records of all 

services and product given to customers, payments made by customers on account, interest and 

charges of the balance owing.  This information is maintained and retrieved from computers that 

are programmed for the above purposes.  From my review of McKesson’s books and records 

relating to agreements between Verified Medical Foundation (“VMF”) and McKesson, I state that 

on or about the dates any services and/or product were given to VMF, employees of McKesson 

who act under McKesson’s normal operating procedures made a written record of the amount of 

those services and/or products.  In the normal course of McKesson’s business, employees also 

make a computerized record on or near the date any payment is received from a customer and 

credits the same amount against the amounts due and owing under the particular agreement with 

that customer.  I have reviewed McKesson’s customer file with respect to the matters contained 

herein.  I make this declaration in support of McKesson’s  Opposition to Emergency Motion of 

Debtors for Interim and Final Orders (A) Authorizing the Debtors to Obtain Post Petition 

Financing, (B) Authorizing the Debtors to Use Cash Collateral and (C) Granting Adequate 
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Protection to Prepetition Secured Creditors Pursuant to 11 U.S.C. §§ 105, 363, 364, 1107 and 

1108 (the “Opposition”).1 

4. McKesson Specialty provides specialty pharmaceutical products, which are 

typically high cost, high complexity, and/or high touch drugs, while Med-Surg provides medical-

surgical products to a myriad of healthcare-related businesses, including VMF and the physician 

practices it manages.  Specialty pharmaceuticals include drugs requiring special handling and 

biologics and are used to treat complex or rare chronic conditions such as cancer, rheumatoid 

arthritis, and hemophilia.   

5. Here, VMF (f/k/a DHS Medical Foundation) entered into various agreements with 

McKesson Specialty and OnMark, Inc. (“OnMark”), a McKesson subsidiary, in early 2014 for 

certain hematology oncology drugs and other pharmaceuticals needed by certain of the physicians 

whose practices are managed by VMF.  These agreements were all signed by Ernie Wallerstein, 

VMF’s then Chief Executive Officer. 

6. OnMark is a group purchasing organization (“GPO”) that helps healthcare 

providers—such as hospitals and physicians—realize savings and efficiencies by aggregating 

purchasing volume and using that leverage to negotiate discounts with manufacturers, 

distributors, and other product vendors.  In the US healthcare industry, GPOs do not purchase or 

buy any products.  Instead, they negotiate contracts that healthcare providers can use when 

making their own purchases.  Such is the case between OnMark/McKesson Specialty and VMF 

and the physician practices managed by VMF.  In order to enjoy the savings and efficiencies 

underlying the OnMark/McKesson Specialty GPO, VMF and the physician practices managed by 

VMF are obligated to (1) purchase substantially all specialty pharmaceutical products from either 

McKesson Specialty or designated manufacturers (such as Amgen and Sanofi-Aventis) and 

(2) satisfy all of payment obligations to McKesson Specialty and these designated manufacturers. 

7. In March 2018, VMF granted “McKesson Corporation, for itself and as agent for 

its affiliates, a security interest in all of [VMF]’s personal property, whether now owned or 

hereafter acquired, including, without limitation, all Accounts, Cash, Chattel Paper, Deposit 
                                                 
1 Any capitalized terms that are used but not defined herein have the meaning given them in the Opposition. 
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Accounts, Documents, Equipment, General Intangibles, Goods, Health Care Insurance 

Receivables, instruments, inventory, Investment Property, Letter-of-Credit Rights and promissory 

notes, together with all attachments, replacements, substitutions, additions and accessions, and all 

Proceeds and products thereof and all books and records relating to any of the foregoing 

(collectively, the ‘Collateral’).”  Attached hereto as Exhibit 1 is a true and correct copy of VMF’s 

application and security grant to McKesson. 

8. McKesson perfected its security interest in and to the Collateral via UCC 

Financing Statements filed with the California Secretary of State against VMF.  Attached hereto 

as Exhibit 2 is a true and correct copy of the filed UCC Financing Statements obtained from 

McKesson’s books and records. 

9. At McKesson’s direction, its counsel obtained both (a) public records showing that 

VMF is a California entity and (b) a UCC search confirming that, excepting interests of lessors in 

specific leased property, McKesson is the first and only prepetition secured creditor in the 

Collateral or VMF’s assets.  Attached hereto as Exhibits 3 and 4, respectively, are each of these 

documents obtained through counsel. 

10. McKesson provided the Debtors and its counsel with information and documents 

confirming McKesson’s security interest, perfection, and debt totaling over $3.045 million 

spreadsheets.  Attached hereto as Exhibits 5 and 6 are excel spreadsheets confirming amounts 

owed by VMF to McKesson Specialty and McKesson Med-Surg, respectively.  I understand 

Debtors have independent access to this information (through shared computer systems) and do 

not contest these amounts.   

11. Prior the filing of these bankruptcy cases, VMF and the other Debtors did not 

contact McKesson about the bankruptcy filing, the proposed DIP financing, or the treatment of 

other secured creditors in these cases.  McKesson did not and does not consent to the DIP Motion 

or the Interim DIP Order. 
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