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PART |

ltem 1. Business.

Merck & Co., Inc. (the “Company”) is a global resgadriven pharmaceutical products and servicespamy that discovers, develops,
manufactures and markets a broad range of innavatieducts to improve human and animal health¢thirand through its joint ventures,
and provides pharmacy benefit management senlicesgh Medco Health Solutions, Inc. (“Medco Headlti"he Company’s operations are
principally managed on a products and servicestzagi are comprised of two reportable segmentschvigharmaceutical, which includes
products marketed either directly or through jeiantures, and Medco Health. Merck Pharmaceuticadywts consist of therapeutic and
preventive agents, sold by prescription, for tieatment and prevention of human disorders. Med@thleevenues consist principally of
sales of prescription drugs through managed pigummi drug programs, either from its home delivelhgrmacies or its network of
contractually affiliated retail pharmacies, as veaallservices provided through programs to helgligats control the cost and enhance the
quality of the prescription drug benefits offeredteir members.

The following table shows the sales of various gaties of the Company’s products and services:

($ in millions) 2002 2001 2000

Atherosclerosit $ 5688.t $ 5525.t $ 4,624.
Hypertension/heart failur 3,496.¢ 3,602.: 4,041t
Anti-inflammatory/analgesic 2,613.: 2,421 2,115
Osteoporosi: 2,248.¢ 1,632.¢ 1,197..
Respiratory 1,505.¢ 1,268.¢ 800.5
Vaccines/biological: 1,028.: 1,022.. 952.(
Anti-bacterial/an-fungal 822. 751.c 744.(
Ophthalmological: 622.5 646.t 632.2
Urology 547.¢ 548.t 449.%
Human immunodeficiency viru“HIV™) 293.c 381.¢ 500.¢
Other 2,764.( 3,545.° 4,165.1
Medco Healtt 30,159.( 26,368. 20,140.:

Total $ 51,790. $ 47,715° $ 40,363.

Beginning in 2002, sales by individual therapeut#ss are presented net of rebates and discourgseTamounts were previously
presented on a gross basis, whereby rebates aralidis were included in Other. Because rebateslisedunts have always been included in
total net sales, this change in presentation hagfaot on consolidated sales or net income. Sajdésdividual therapeutic class for 2001 and
2000 are presented on a comparable basis to 2002.

Human health products include therapeutic and mtéxe2agents, generally sold by prescription, fa treatment of human disorders.
Among these are atherosclerosis products, of whogtor (simvastatin) is the largest-selling; hypertendieatt failure products, the most
significant of which ar€€ozaar(losartan potassiumpyzaar(losartan potassium and hydrochlorothiazidgsotedenalapril maleate) and
Prinivil (lisinopril); anti-inflammatory/analgesics, whichcudesVioxx (rofecoxib) andArcoxia (etoricoxib), agents that specifically inhibit
the COX-2 enzyme, which is responsible for pain imfldmmation; an osteoporosis produebsamaxalendronate sodium), for treatment .
prevention of osteoporosis; a respiratory prodatgulair (montelukast sodium), a leukotriene receptor amesgjovaccines/biologicals, of
which Varivax (varicella virus vaccine live), a live virus vaceifor the prevention of chickenpadx-M-R Il (measles, mumps and rubella
virus vaccine live), anecombivax HBhepatitis B vaccine [recombinant]) are the larggdling; anti-bacterial/anti-fungal products, whic
includesPrimaxin (imipenem and cilastatin sodium) a@dncidas(caspofungin acetate), as well as the recentlyclaedinvanz(ertapenem
sodium); ophthalmologicals, of whicbosopt(dorzolamide



hydrochloride and timolol maleate ophthalmic sanjiandTrusopt(dorzolamide hydrochloride ophthalmic solution) #re largest-selling; a
urology productProscar(finasteride), for treatment of symptomatic benggostate enlargement; and HIV products, which ide&Crixivan
(indinavir sulfate), a protease inhibitor for tmeatment of human immunodeficiency viral infectinradults.

Other primarily includes sales of other human pla®aticals, also net of rebates and discountsphadnaceutical and animal health
supply sales to the Company’s joint ventures antaZeneca LP, of whicRrilosec(omeprazole) anblexium(esomeprazole magnesium) are
the most significant.

Medco Health primarily includes Medco Health saléson-Merck products and Medco Health pharmacyefieservices, principally
sales of prescription drugs through managed piggmni drug programs, as well as services provitleoligh programs to help its clients
control the cost and enhance the quality of theguiption drug benefits to their members.

In January 2002, the Company announced plansablestt Medco Health as a separate, publicly-tragedpany. Medco Health
converted from a limited liability company to a Befare corporation in May 2002 and changed its nfaome Merck-Medco Managed Care,
L.L.C. to Medco Health Solutions, Inc. In July 20®2e Company announced that due solely to madkditions it was postponing an initial
public offering (“IPQ”") of shares of Medco Healthdhit withdrew the associated equity registratitaiesnent. The Company remains fully
committed to the establishment of Medco Health ssparate, publicly-traded company and intendstoptete the separation in mid-2003,
subject to market conditions.

In September 2002, the U.S. Food and Drug Admatisin (“FDA”) approvedCozaar,the Company’s angiotensin Il antagonist for the
treatment of high blood pressure, to reduce treeafprogression of nephropathy (kidney diseas@&yjme 2 diabetic patients with
hypertension and nephropathy with an elevated sereatinine and proteinuria. Also in 2002, the Campsubmitted a supplemental New
Drug Application to the FDA fo€ozaarbased on the results of the Losartan Interventiorfehdpoint Reduction in Hypertension (“LIFE")
study. In the LIFE study, use Gfbzaarsignificantly reduced the combined risk of cardiesalar morbidity and mortality, most notably str¢
in patients with hypertension and left ventricligpertrophy compared to the beta-blocker atenblolvever, in an analysis of the treatment
effect by ethnicity, black patients treated withrailol were at lower risk of experiencing cardiadar death, heart attack and stroke
compared to patients treated willbzaar,even though both drugs lowered blood pressurestmiéar degree. In July 2002, the FDA approved
a new 4 mg oral granule formulation ®igulairfor the treatment of asthma in patients betweerafes of one and two. In December 2002,
the FDA approve&@ingulairfor the relief of symptoms of seasonal allergiaiitis in adults and children as young as two ye&ge. In
January 2003, the FDA approv€adncidas, the Company’s once-daily intravenous anti-furrgalicine for the treatment of candidemia
(bloodstream infection) and the following candidéections: intra-abdominal abscesses, peritonifegtions within the lining of the
abdominal cavity) and pleural space infectionse@tibns within the lining of the lung).

Acquisitions—n July 2001, the Company acquired Rosetta Inphecsdnc., a publiclyheld Washington based informational genol
company that designs and develops unique techreddgiefficiently analyze gene data to predict mosdical compounds will interact with
different kinds of cells in the body.

In January 2003, the Company, through its whollywed/subsidiary, MSD (Japan) Co., Ltd., launcheshdér offer to acquire, for an
estimated aggregate purchase price of $1.5 biltlmremaining 49% of the common shares of Banyarmaceutical Co., Ltd. (“Banyuthat
it does not already own. The tender offer was dimmil on the Company receiving at least 76.45ianlcommon shares to bring its share
ownership of Banyu to approximately 80% or more.Narch 7, 2003, the Company announced that atltse of the final count of shares
its tender offer for all remaining shares in Barthie¢ Company received tenders for 116,521,207 shhriaging its ownership to 95% of
outstanding Banyu common stock. Japan is the weddtond largest pharmaceutical market.
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Joint Ventures—In 1982, the Company entered into an agreemehntAstra AB (“Astra”) to develop and market Astragucts in the
United States. In 1994, the Company and Astra fdrameequally owned joint venture that developedraadketed most of Astra’s new
prescription medicines in the United States ingigdRrilosec, the first of a class of medications known as @mgiump inhibitors, which
slows the production of acid from the cells of temach lining.

In 1998, the Company and Astra restructured thr jenture whereby the Company acquired Astratr@st in the joint venture,
renamed KBI Inc. (“KBI”), and contributed KBI's opating assets to a new U.S. limited partnershipathstra Pharmaceuticals, L.P. (the
“Partnership”), in which the Company maintainsraifed partner interest. The Partnership, renamechZsneca LP, became the exclusive
distributor of the products for which KBI retaingdhts. The Company earns certain Partnershipnstas well as ongoing revenue based on
sales of current and future KBI products. The Raship returns include a priority return provided ih the Partnership Agreement, variable
returns based, in part, upon sales of certain foAs&a USA, Inc. products, and a preferential metepresenting the Company’s share of
undistributed Partnership GAAP earnings. In conjiamcwith the 1998 restructuring, for a paymen$d#3.0 million, Astra purchased an
option to buy the Company’s interest in the KBIgwots, excluding the Company’s interest in the rgastestinal medicineBrilosecand
Nexium. The Company also granted Astra an option (thef&hOption”) to buy the Company’s common stockrigst in KBI, at an exercise
price based on the net present value of estimatedef net sales dfrilosecandNexium.

In April 1999, Astra merged with Zeneca Group Récming AstraZeneca AB (“AstraZeneca”). As a resilthe merger, in exchange
for the Company'’s relinquishment of rights to fitustra products with no existing or pending U.&epts at the time of the merger, Astra
paid $967.4 million, which is subject to a trueagiculation in 2008 that may require repaymentliodraa portion of this amount. The merger
also triggers a partial redemption of the Compalfigiged partner interest in 2008. Furthermoreaaesult of the merger, AstraZeneca'’s
option to buy the Company’s interest in the KBl giwiots is exercisable in 2010 and the Company heasggdht to require AstraZeneca to
purchase such interest in 2008. In addition, ther&hOption is exercisable two years after Aspaizhase of the Company’s interest in the
KBI products.

In 1989, the Company formed a joint venture withnkon & Johnson to develop, market and manufactameumer health care
products in the United States. This 50% owned joémture was expanded into Europe in 1993, andGatmada in 1996. The European
extension currently markets and sells over-the-tarysharmaceutical products in France, Germanly, I&pain and the United Kingdom.
Significant joint venture products alrepcid AC(famotidine), an over-the-counter form of the Comya ulcer medicatioffepcid
(famotidine), as well aBepcid Completean over-the-counter product which combines thengany’s ulcer medication with antacids
(calcium carbonate and magnesium hydroxide).

Effective April 1992, the Company, through the MeXtaccine Division, and Connaught Laboratories, (mow Aventis Pasteur), an
affiliate of Aventis A.G., agreed to collaborate the development and marketing of combination gadigaccines and to promote selected
vaccines in the United States. The research anketiag collaboration enables the companies to ffoat resources to expedite the
development of vaccines combining several diffeggniigens to protect children against a varietgliséases, including Haemophilus
influenzaetype b, hepatitis B, diphtheria, tetanus, pertuast poliomyelitis. While combination vaccine dexghent efforts continue under
this Agreement, no vaccines are currently beingnoted.

In 1994, the Company, through the Merck Vaccineidhin, and Pasteur Mérieux Connaught (now Avendist®ur) formed a joint
venture to market human vaccines in Europe andltalibrate in the development of combination vaesifor distribution in the European
Union (“EU”) and the European Free Trade Assocratithe Company and Aventis Pasteur contributed ngnather things, their European
vaccine businesses for equal shares in the joimtuve, known as Pasteur Mérieux MSD, S.N.C. (nowmtis Pasteur MSD, S.N.C.). The
joint venture is subject to monitoring by the Ebwhich the partners made certain undertakingsturn for an exemption from Europe
Competition Law, effective until December 2006. Thiat venture maintains a
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presence, directly or through affiliates or brarscimeBelgium, Italy, Germany, Spain, France, Aasthieland, Sweden and the United
Kingdom, and through distributors in the rest ofdne.

In 1997, the Company and Rhéne-Poulenc S.A. cordttimar respective animal health and poultry gesdiusinesses to form Merial
Limited (“Merial”), a fully-integrated animal hehltcompany, which is a stand-alone joint ventureadly owned by each party. Merial
provides a comprehensive range of pharmaceuticalyaccines to enhance the health, well-being anfbpnance of a wide range of animal
species. In December 1999, Rhéne-Poulenc S.Aésdst in Merial was acquired by Aventis S.A., gpooation formed by the merger of
Rhéne-Poulenc S.A. and Hoechst A.G.

In May 2000, the Company and Schering-Plough Cearimm (“Schering-Plough”) entered into agreemeatsreate separate equally
owned partnerships to develop and market in théedrtates new prescription medicines in the ckelelsmanagement and respiratory
therapeutic areas. In December 2001, the Compathehnering-Plough announced the worldwide expan@rduding Japan) of the
cholesterol-management partnership. Also in Decerd®@1, an entity of the Merck/ScheriRieugh Pharmaceuticals partnership submiti
New Drug Application “NDA”") to the FDA for Zetia(ezetimibe) tablets, a cholesterol absorption inbitdiscovered by Schering-Plough, to
be administered alone or with statins for the réidncof elevated cholesterol levels. In October20@erck/Scheringrlough Pharmaceutice
announced the FDA approval Bétia. The once-daily tablet afetia10 mg was approved for use either by itself or tiogewith a statin to
reduce LDL cholesterol and total cholesterol irigras with high cholesterol. Marketing approval weseived in October 2002 in Germany
under the brand nantezetrolfor use alone and with all marketed statins fortteatment of elevated cholesterol levels. In M&083,
Merck/Schering-Plough Pharmaceuticals announcddettetrolsuccessfully completed the European Union Mutuaidgeition Procedure
(“MRP”). With the completion of the MRP processeth5 EU member states, as well as Iceland and Nowea grant national marketing
authorization with unified labeling fdzetrol.In the EU,Ezetrolwill be indicated in co-administration with a statis adjunctive therapy to
diet for use in patients with primary hypercholestemia who are not appropriately controlled witktatin aloneEzetrolas monotherapy wi
be indicated as adjunctive therapy to diet foringgatients with primary hypercholesterolemia inowha statin is considered inappropriate or
is not tolerated. In additiolszetrolas monotherapy will be indicated as adjunctiveghgito diet for use in patients with homozygousifiain
sitosterolemia and co-administered with a statirufee in patients with homozygous familial hypelesterolemia. The partnerships are also
pursuing the development and marketingefiaas a once-daily combination tablet wibcor.

In January 2002, Merck/Schering-Plough Pharmacaistieported on results of Phase 11l clinical &riaf a fixed-combination tablet
containingSingulairandClaritin , Schering-Plough’s nonsedating antihistamine, tidiicl not demonstrate sufficient added benefithén
treatment of seasonal allergic rhinitis.

Competition—The markets in which the Company’s pharmaceuboalness is conducted are highly competitive atehdiighly
regulated. Such competition involves an intensaarch for technological innovations and the abtlitynarket these innovations effectively.
With its long-standing emphasis on research aneéldpment, the Company is well prepared to competke search for technological
innovations. Additional resources to meet compmtitnclude quality control, flexibility to meet dosner specifications, an efficient
distribution system and a strong technical infoioraservice. The Company is active in acquiring araiketing products through joint
ventures and licenses and has been refining #s said marketing efforts to further address chanigidustry conditions. To enhance its
product portfolio, the Company continues to pursxiernal alliances, from early-stage to late-sf@geluct opportunities, including joint
ventures and targeted acquisitions. However, ttiednction of new products and processes by comgpgtinay result in price reductions and
product replacements, even for products protecgguhkents. For example, the number of compounditadeto treat diseases typically
increases over time and has resulted in slowingtbeth in sales of certain of the Company’s prasuc

In addition, particularly in the area of human phaceutical products, legislation enacted in atestén the U.S. allows, encourages or,
in a few instances, in the absence of specificuetibns from the prescribing
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physician, mandates the use of “generic” produbtssge containing the same active chemical as avator’s product) rather than “brand-
name” products. Governmental and other pressuvesrtbthe dispensing of generic products have saanifly reduced the sales of certain of
the Company’s products no longer protected by pstench a¥asotecaandVaseretic(enalapril maleate in combination with
hydrochlorothiazide), the U.S. rights to which hdeen soldPrinivil andPrinzide(lisinopril in combination with hydrochlorothiaziyle
PepcidandMevacor(lovastatin), and slowed the growth of certain oftr@ducts.

Medco Health operates in a very competitive mattat is characterized by increasing pricing andgimapressures as clients seek to
control the growth in the cost of providing preption drug benefits to its members. Medco Healtimpetes primarily on the basis of its
ability to provide sophisticated programs and smwifor clients and the members of their pharmaoefit plans, as well as for the physicii
and pharmacies the members use. Medco Health’sgmsgand services help clients control the costeaidince the quality of the
prescription drug benefits it offers to their memshdedco Health accomplishes this primarily byateging competitive pricing from
pharmaceutical manufacturers and retail pharmaridsadministering prescriptions filled throughritgtional network of retail pharmacies or
from its home delivery pharmacies.

Distribution—The Company sells its human health products pilyntar drug wholesalers and retailers, hospitaisjas, government
agencies and managed health care providers suetaiih maintenance organizations and other institst The Company’s professional
representatives communicate the effectivenessysarfiel value of the Company’s products to healtle paofessionals in private practice,
group practices and managed care organizationscdfiddalth sells its pharmacy benefit managementcg= to Blue Cross/Blue Shield
plans, managed care organizations, insurance srigrd-party benefit plan administrators, emgisy federal, state and local government
agencies, and union-sponsored benefit plans.

Raw Materials—Raw materials and supplies are normally availablguantities adequate to meet the needs of thep@oyis business.

Government Regulation and InvestigatiesThe pharmaceutical industry is subject to gloleglutation by regional, country, state and
local agencies. Of particular importance is the ADAhe United States, which administers requireismenvering the testing, approval, safety,
effectiveness, manufacturing, labeling and marketihprescription pharmaceuticals. In many casesFDA requirements have increased
amount of time and money necessary to develop medupts and bring them to market in the Unitede&stalin 1997, the Food and Drug
Administration Modernization Act was passed and thasculmination of a comprehensive legislativenef effort designed to streamline
regulatory procedures within the FDA and to impréwve regulation of drugs, medical devices and fddek legislation was principally
designed to ensure the timely availability of safiel effective drugs and biologics by expeditingpghemarket review process for new
products. A key provision of the legislation is tleeauthorization of the Prescription Drug User Beeof 1992, which permits the continued
collection of user fees from prescription drug nfacturers to augment FDA resources earmarked #oretiew of human drug applications.
This helps provide the resources necessary to etisemprompt approval of safe and effective nevgsiru

In recent years, an increasing number of legisgtgpiroposals have been introduced or proposed igi€ss and in some state legislat
that would effect major changes in the health egstem, either nationally or at the state levetiSegislative initiatives introduced in
Congress include prescription drug benefit propoal Medicare beneficiaries. Although a reform bés not been enacted at the federal
level, some states have passed reform legislatidriuather federal and state developments are éxgedlthough the Company is well
positioned to respond to evolving market forcesaitnot predict the outcome or effect of legiskatiesulting from these reform efforts.

For many years, the pharmaceutical industry anglia@macy benefit management business have been i@ural and state oversight
with the new drug approval system, drug safetygedtking and promaotion, drug purchasing and reirspoment programs and formularies
variously under review. The Company believes thaill continue to be able to conduct its operasipimcluding the introduction of new drt
to the market, in



this regulatory environment. One type of federdlative to contain federal health care spendintpésprospective or “capitated” payment
system, first implemented to reduce the rate ofvtfian Medicare reimbursement to hospitals. Suskistem establishes in advance a flat rate
for reimbursement for health care for those pasiéot whom the payer is fiscally responsible. Tj®e of payment system and other cost
containment systems are now widely used by publicm@ivate payers and have caused hospitals, haalthtenance organizations and other
customers of the Company to be more cost-consaiotigir treatment decisions, including decisioagarding the medicines to be made
available to their patients. The Company contirtoesork with private and federal employers to sioareases in health care costs. Further,
the Company’s efforts to demonstrate that its nmiedgcan help save costs in other areas, and gffileixibility across its product portfolio,
have encouraged the use of the Company’s mediamesave helped offset the effects of increasirsg pessures.

Also, federal and state governments have pursudidotie to directly reduce the cost of drugs for \ittliey pay. For example, federal
laws require the Company to pay specified rebatemedicines reimbursed by Medicaid, to providedists for outpatient medicines
purchased by certain Public Health Service entéies “disproportionate share” hospitals (hospitaé®ting certain criteria), and to provide
minimum discounts of 24% off of a defined “non-fealeaverage manufacturer price” for purchases Ioiatecomponents of the federal
government such as the Department of Veteransraffaid the Department of Defense.

Initiatives in some states seek rebates beyonththienum required by Medicaid legislation, in sonases for patients beyond those
who are eligible for Medicaid. Under the Federat®aes for Children entitlement program, the U.8ntérs for Disease Control and
Prevention (“CDC") funds and purchases recommerpaeliatric vaccines at a public sector price foritheunization of Medicaid-eligible,
uninsured, native American and certain underinsahéidren. The Company was awarded CDC contrac29@? for the supply of six
pediatric vaccines for this program (and a monowatemponent of certain of such vaccines).

Outside the United States, the Company encounteiasregulatory and legislative issues in mosttaf countries where it does
business. There, too, the primary thrust of govemal inquiry and action is toward determining dsadety and effectiveness, often with
mechanisms for controlling the prices of presooiptilrugs and the profits of prescription drug comgs. The EU has adopted directives
concerning the classification, labeling, advertisiwholesale distribution and approval for markegtiri medicinal products for human use.
The Company’s policies and procedures are alreadgistent with the substance of these directiveissequently, it is believed that they will
not have any material effect on the Company’s assin

The Company is subject to the jurisdiction of vaswsegulatory agencies and is, therefore, subjepotential administrative actions.
Such actions may include seizures of products #mer @ivil and criminal sanctions. Under certaircamstances, the Company on its own
may deem it advisable to initiate product recdllse Company believes that it should be able to @impffectively within this environment.

In addition, certain countries within the EU, renang the economic importance of the researchdpabarmaceutical industry and the
value of innovative medicines to society, are wogkivith industry representatives and the Europeamr@ission on proposals to complete
“Single Market” in pharmaceuticals and improve tloenpetitive climate through a variety of meansudahg market deregulation.

There has been an increasing amount of focus eaqyrissues in countries around the world, inclgdime United States and the EU. In
the United States, federal and state governments tarsued legislative and regulatory initiativegarding patient privacy, including federal
and recently issued state privacy regulations amig health information, which have affected thmpany’s operations, particularly at
Medco Health.

There are extensive federal and state regulatipplicable to the practice of pharmacy and the adination of managed health care
programs. Each state in which Medco Health opem@sarmacy has laws and regulations governingpigsation and the licensing of and
standards of professional practice by its pharnmcihese regulations are issued by an administratidy in each state (typically, a
pharmacy board), which is empowered to impose sarscfor noncompliance. The policies and procedofédedco Health comply with
these regulations.



Patents, Trademarks and Licensefatent protection is considered, in the aggredatee of material importance in the Company'’s
marketing of human health products in the Uniteatest and in most major foreign markets. Patentsaoagr productger se,
pharmaceutical formulations, processes for or mésliates useful in the manufacture of productbeiuses of products. Protection for
individual products extends for varying periodsagtordance with the date of grant and the legablifpatents in the various countries. The
protection afforded, which may also vary from caoyrib country, depends upon the type of patentisnscope of coverage.

Patent portfolios developed for products introdulegdhe Company normally provide market exclusiviasic patents are in effect for
the following major products in the United Statéggrastat (tirofiban hydrochloridg, Arcoxia, Cancidas, Comvgkaemophilus b conjugate
and hepatitis B [recombinant] vaccineJosopt, Cozaar, CrixivanFosamax, Hyzaarlnvanz, Maxalt fizatriptan benzoatg PedvaxHIB
( haemophilu® conjugate vaccine)Primaxin, Propecia {inasteride), Proscar, Recombivax HB, Singulair, Timoptic-#iolol maleate
ophthalmic gel forming solutionJrusopt, Vioxx and ZocorA basic patent is also in effect in the Unitedt8s$ forZetia, which was
developed by the Merck/Schering-Plough Pharmacastjgartnership. A basic patent is also in effecSustiva/Stocrirfefavirenz). Bristol-
Myers Squibb, under an exclusive license from tben@any, sellSustivain the United States, Canada and certain Europeamntiges. The
Company marketStocrinin other countries throughout the world.

In 2003,Zocorwill lose its basic patent protection in Canada e@dain countries in Europe, including the Unikedgdom and
Germany, and the Company expects a decli®uoorsales in those countries.

The FDA Modernization Act of 1997 (the “ModernizatiAct”), includes a Pediatric Exclusivity Provieithat may provide an
additional six months of market exclusivity in thaited States for indications of new or currentlgriketed drugs, if certain agreed upon
pediatric studies are completed by the applicahes€ exclusivity provisions were re-authorizedludgtober 1, 2007 by the “Best
Pharmaceuticals for Children Act” passed in Jan2832. The FDA granted an additional six monthmafket exclusivity in the United
States taCozaaruntil February 2010, t8ingulairuntil August 2012, and tdocoruntil June 2006.

While the expiration of a product patent normaégults in a loss of market exclusivity for the cageproduct, commercial benefits n
continue to be derived from: (i) later-granted p#teon processes and intermediates related to dise @aonomical method of manufacture of
the active ingredient of such product; (ii) pataedating to the use of such product; (iii) pateeisting to novel compositions and
formulations; and (iv) in the United States, manketlusivity that may be available under federal.l&he effect of product patent expiration
also depends upon many other factors such as theeraf the market and the position of the prodiudt, the growth of the market, the
complexities and economics of the process for maiufe of the active ingredient of the product grerequirements of new drug provisions
of the Federal Food, Drug and Cosmetic Act or simldws and regulations in other countries.

Additions to market exclusivity are sought in theitedd States and other countries through all relelaavs, including laws increasing
patent life. Some of the benefits of increasesateipt life have been partially offset by a genaralease in the number of, incentives for and
use of generic products. Additionally, improvemaentstellectual property laws are sought in theteah States and other countries through
reform of patent and other relevant laws and imgletation of international treaties.

Worldwide, all of the Company’s important produats sold under trademarks that are considerectiaghregate to be of material
importance. Trademark protection continues in somatries as long as used; in other countrieyras &s registered. Registration is for fi
terms and can be renewed indefinitely.

Royalties received during 2002 on patent and know-licenses and other rights amounted to $74.6anillThe Company also paid
royalties amounting to $537.0 million in 2002 ungatent and know-how licenses it holds.
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Divestitures—In 2002, the Company sold its U.S. rightd/asotec, VaseretiandVasotec 1.V. Injectiofenalaprilat) to Biovail
Laboratories Incorporated (“Biovail”), a subsidiarfyBiovail Corporation. At the same time, the Canp’'s Canadian subsidiary, Merck
Frosst Canada & Co. (“Merck Frosst”) and Biovaitexad into a supply agreement under which Merclsgtragreed to supply Biovail for a
minimum of five years with bulk tablets of formuatenalapril maleate and enalapril maleate in coatizin with hydrochlorothiazide for
distribution by Biovail in the United States dasotecandVaseretic.The basic product patents ¥asotecaandVaseretichad expired in the
United States prior to these transactions.

Research and Development

The Company’s business is characterized by thednttion of new products or new uses for existirgdpcts through a strong research
and development program. Approximately 12,500 peapt employed in the Company’s research activiigpenditures for the Company’s
research and development programs were $2.7 bii@®02, $2.5 billion in 2001 and $2.3 billion2000 and are estimated to grow 10% to
12% over the full-year 2002 expense in 2003. Thea@any maintains its ongoing commitment to reseakar a broad range of therapeutic
areas and clinical development in support of nevdpcts. Total expenditures for the period 1993ubhp2002 exceeded $18.2 billion with a
compound annual growth rate of 9%.

The Company maintains a number of long-term expboysand fundamental research programs in biologychemistry as well as
research programs directed toward product developrReojects related to human health are beindgezhan in various fields such as
bacterial and viral infections, cardiovascular fiimres, cancer, diabetes, pain and inflammatioméydfunction, obesity, mental health, the
nervous system, ophthalmic research, prostatepigetiae respiratory system, fungal diseases, b@eases, endoparasitic and ectoparasitic
diseases, companion animal diseases and producimovement.

In the development of human health products, inglystactice and government regulations in the Uh8ates and most foreign
countries provide for the determination of effeetiess and safety of new chemical compounds thrpreginical tests and controlled clinical
evaluation. Before a new drug may be marketederithited States, recorded data on preclinical éinital experience are included in the
NDA or the biological Product License Applicationthe FDA for the required approval. The developnaértertain other products is al
subject to government regulations covering safaty efficacy in the United States and many foreigantries. There can be no assurance that
a compound that is the result of any particulagpam will obtain the regulatory approvals necessairyt to be marketed.

On February 6, 2003, the Company announced thatstdiscontinuing Phase Il clinical trials forlésd GABA-A a2/a3 agonist
compound for the treatment of generalized anxiBtye Company is continuing its research in the fafldnxiety through the ongoing study
other GABA agonist molecules. The timing for thevelepment of these other molecules is not certain.

On February 21, 2003, Banyu announced a changaioigt with respect to the filing in Japan of an NEg rofecoxib (Vioxx). In its
press release, Banyu stated that after reviewingal data accumulated to date, and at the recordat®n of the Organization of
Pharmaceutical Safety and Research, Banyu hascagreenduct additional studies in Japanese patterfurther support the NDA filing. As
a result of this decision, the NDA filing which wasginally planned to take place by the end of 8f&2003 has been delayed. Banyu further
stated that it will conduct the additional studissappropriate in support of filing the product.

New product candidates resulting from the Compargsgarch and development programs inclw®xia, a second COX-2 specific
inhibitor potentially useful for the treatment afteoarthritis, rheumatoid arthritis, acute painpolc pain and dysmenorrhea, for which the
Company filed an NDA with the FDA on August 8, 20@nh March 13, 2002, the Company withdrew the aaglJ.S. NDA for the
investigational medicine. The Company announcelliite 2002 plans to refile an expanded NDAAmoxiawith the FDA in the second half
of 2003. The Company plans to seek indicationgfiylosing spondylitis (a chronic autoimmune digeas
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primarily involving the spine), osteoarthritis, theatoid arthritis, chronic pain, dysmenorrhea angegouty arthritis. To enhance its filing
for the broad range of acute pain indications,Gbenpany will provide data in the NDA from severaboing studies oArcoxiain acute

pain. In response to the FDA's request, the expaiN2A also will include additional cardiovasculafsty data foArcoxiaversus a non-
naproxen non-steroidal anti-inflammatory drug (“N8A. The Company is conducting large clinical tsi#o obtain cardiovascular safety
data. With the completion of the European Unionstivl Recognition Procedure in 2002, which exclubezhce and Germany, national
authorizations are being granted focoxiaby the remaining EU member states, as well as Npama Iceland, as a once-daily treatment for
osteoarthritis, rheumatoid arthritis and acute gauthritis. Arcoxiawas launched in 19 countries in 2002, includingesalin Europe, Latin
America and the Asia Pacific region, and is expegttdebe launched in other countries throughout 2003

In 2002, France referred all COX-2 specific infdbitompounds (“coxibs”) on the market or under tatury review at the time of the
referral to the Committee for Proprietary MediciRabducts, the European scientific regulatory agetacreview the gastrointestinal and
cardiovascular safety of the coxib class. The Tparency Commission, responsible for drug listinthia pricing and reimbursement process
in France, is currently re-evaluating the mediaaidfit of marketed coxibs versus traditional NSAIDs

Another product candidate Enend(aprepitant), an oral compound potentially usedulthe prevention of highly emetogenic
chemotherapy-induced nausea and vomiting. On M&r@003, the Gastrointestinal Drugs Advisory Conmeeitof the FDA reviewed clinical
data onrEmend. The Advisory Committee unanimously agreed @iendn combination with standard antiemetic therapy destrated
efficacy in the prevention of nausea and vomitim@paoth the acute and delayed phase following hightgtogenic chemotherapy. The
Advisory Committee recommended post-marketing s&ith gather additional information about the safedfile of theEmendregimen in
patients receiving certain chemotherapeutic agéims.Advisory Committee was not asked to vote optiver it recommendeEmendfor
approval.

Products in Phase 11l clinical development inclaseoral compound potentially useful for the treattrf depression and other
neuropsychiatric diseases; a compound potentigijull for the treatment of diabetic glucose contirad diabetic dyslipidemia; and certain
new vaccines including a Human Papillomavirus vae¢iHPV"), potentially useful to prevent HPV intémn; a rotavirus vaccine, potentially
useful for the prevention of infant diarrhea antiytfration caused by rotavirus; and a shingles ézpsaccine, potentially useful for the
prevention of herpes/zoster and/or post herpaticalgia, a debilitating pain condition associatathwoster. There are competing claims to
intellectual property in the HPV field, but the Cpamy is confident that the claims will not delag tBompany’s program. A compound
potentially useful for the treatment of Chronic @bstive Pulmonary Disease and asthma is in PHadimical development. The Company is
now in Phase | clinical trials for a vaccine ancbanpound potentially useful for the treatment o MIDS. In addition, the Company has
demonstrated pharmacological proof-of-concept iméuus — a key biomarker in determining whether toerforward in clinical development
— with new compounds in cancer, Alzheimer’s diseabegity, and diabetes.

All product or service marks appearing in type fatiffierent from that of the surrounding text arediemarks or service marks owned by
or licensed to Merck & Co., Inc., its subsidiargsaffiliates (includingZetia, a trademark owned by an entity of the Merck/SiclgePlough
Pharmaceuticals partnershigozaarandHyzaarare registered trademarks of E.I. du Pont de Nesnand Company, Wilmington, DE.
Claritin is a trademark of Schering Corporation &rdosecandNexiumare trademarks of the AstraZeneca group. The th8enarks for
VasoteandVasereticare owned by Biovail Laboratories Incorporated.

Employees

At the end of 2002, the Company had 62,000 empkyerldwide, with 33,400 employed in the Unitedt&¢aincluding Puerto Rico.
In addition, Medco Health had 15,300 employeespfallhom are employed in the United States. Appr@ately 23% and 49% of worldwide
employees of the Company and Medco Health, resmdgtiare represented by various collective baiggigroups.
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Environmental Matters

The Company believes that it is in compliance inradterial respects with applicable environmerdald and regulations. In 2002, the
Company incurred capital expenditures of approxaiye$186.7 million for environmental protection if&es. Capital expenditures for this
purpose are forecasted to exceed $525.0 millioth®years 2003 through 2007. In addition, the Caomgfs operating and maintenance
expenditures for environmental protection faciitigere approximately $87.8 million in 2002. Expéuus for this purpose for the years 2
through 2007 are forecasted to approximate $518l@m The Company is also remediating environnaéabntamination resulting from pe
industrial activity at certain of its sites. Expéndes for remediation and environmental liabiktiwere $31.1 million in 2002, and are
estimated at $107.0 million for the years 2003tigto2007. These amounts do not consider poteetiaheries from insurers or other parties.
The Company has taken an active role in identif@ngd providing for these costs, and in managemepitsion, the liabilities for all
environmental matters which are probable and reddgrestimable have been accrued. Although it tpossible to predict with certainty the
outcome of these environmental matters, or thenale costs of remediation, management does n@viedihat any reasonably possible
expenditures that may be incurred in excess oktipogvided should result in a material adversecefia the Company’s financial position,
results of operations, liquidity or capital resasc

Cautionary Factors that May Affect Future Results
(Cautionary Statements Under the Private Seculiftggation Reform Act of 1995)

This report and other written reports and oralestegnts made from time to time by the Company mayaio so-called “forward-
looking statements,” all of which are subject ks and uncertainties. One can identify these falw@oking statements by their use of wa
such as “expects,” “plans,” “will,” “estimates,”dfecasts,” “projects” and other words of similaranimg. One can also identify them by the
fact that they do not relate strictly to historicalcurrent facts. These statements are likeldtress the Company’s growth strategy, financial
results, product approvals and development programwell as the proposed initial public offeriagd eventual divestiture of our Medco
Health subsidiary. One must carefully consider sungh statement and should understand that margr$amuld cause actual results to differ
from the Company’s forward-looking statements. Bhagtors include inaccurate assumptions and albragety of other risks and
uncertainties, including some that are known amdesthat are not. No forward-looking statement cauglaranteed and actual future results
may vary materially. Although it is not possiblepidict or identify all such factors, they maylire the following:

e Generic competition as product patents for seym@ducts have recently expired in the United Statekother countries, including
product patents fdvlevacor(U.S.—2001) Prinivil and Prinzide(U.S.—2001) and/aseretioqU.S.—2001). Also in 200Zocor will
lose its basic patent protection in Canada, an@icecountries in Europe, including the United Kdiogh and Germany. In addition,
the U.S. patent covering omeprazole, the activeeitignt inPrilosec, which the Company supplies exclusively to Astreeta LP,
expired in 2001, and a trial court held in OctoP@02 that one generic company’s omeprazole prathes not infringe the
Company’s formulation patents with respecPtidosec. Under an agreement with AstraZeneca, the Compargives supply
payments at predetermined rates on the U.S. shtestain products by AstraZeneca, most notérijosecandNexium. The
Company anticipates that the total supply paymeiratisthe Company receives from AstraZeneca willidedn 2003 at a midingle
digit percentage rat:

* The income contribution related to the Companyltaboration with Schering-Plough will continue te hegative in 2003. This
reflects that sales of ezetimibe will be more tbffeet by launch expenses for the product and avpjuiint venture research and
development spendin

» Increased “brand” competition in therapeutic aiegsortant to the Company’s long-term business parémce.

* The difficulties and uncertainties inherent in nemwduct development. The outcome of the lengthycamdplex process of new
product development is inherently uncertain. A ¢datk can fail at any stay
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of the process and one or more late-stage produnctidates could fail to receive regulatory approMaw product candidates may
appear promising in development but fail to redhrharket because of efficacy or safety concehesinability to obtain
necessary regulatory approvals, the difficulty xeessive cost to manufacture and/or the infringdgro&patents or intellectual
property rights of others. Furthermore, the safeseav products may prove to be disappointing aflddaeach anticipated level

Pricing pressures, both in the United States anoisab including rules and practices of managed gaveps, judicial decisions and
governmental laws and regulations related to Mediddedicaid and health care reform, pharmaceut&aibursement and pricing
in general

Changes in government laws and regulations andrtfi@cement thereof affecting the Company’s phaeutical, vaccine and/or
pharmacy benefit management busines

Efficacy or safety concerns with respect to marttgtducts, whether or not scientifically justifiéelading to product recalls,
withdrawals or declining sale

Legal factors, including product liability claimantitrust litigation and governmental investigaipanvironmental concerns and
patent disputes with branded and generic compstitary of which could preclude commercializatioprdducts or negatively
affect the profitability of existing product

Lost market opportunity resulting from delays amdertainties in the approval process of the FDA faneign regulatory
authorities.

Increased focus on privacy issues in countriesratdlie world, including the United States and the B the United States, federal
and state governments have pursued legislativeeandatory initiatives regarding patient privaaysluding federal and recently
issued state privacy regulations concerning heéadttimation, which have affected the Company’s atiens, particularly at Medco
Health.

Changes in tax laws including changes relateddgddkation of foreign earnings, as well as the ichpé legislation capping and
ultimately repealing Section 936 of the Internal/&sue Code (relating to earnings from the Com’s Puerto Rican operation:

Changes in accounting pronouncements promulgatetiinglard-setting or regulatory bodies, includimg Einancial Accounting
Standards Board and the Securities and Exchangen@sion, that are adverse to the Compi

There is a risk that the initial public offeringdadivestiture of our interest in Medco Health may be completed due to economic
and stock market conditions generally or partidylaiith respect to the pharmacy benefit managenmhitstry, tax considerations,
or failure to meet other customary conditia

Economic factors over which the Company has norognincluding changes in inflation, interest ragesl foreign currency
exchange rate:

This list should not be considered an exhausti@eestent of all potential risks and uncertainties.

Geographic Area and Segment Information

The Company’s operations outside the United Statesonducted primarily through subsidiaries. Safdhe Company’s human health
products by subsidiaries outside the United Statee 39% of the Company’s human health sales i2 2&0d 37% and 36% in 2001 and
2000, respectively.

The Company’s worldwide business is subject tosrizkcurrency fluctuations, governmental actiond ather governmental
proceedings abroad. The Company does not regasd tigks as a deterrent to further expansion afgesations abroad. However, the
Company closely reviews its methods of operationtadopts strategies responsive to changing ecanamai political conditions.
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In recent years, the Company has been expandiogétstions in countries located in Latin Amerittee Middle East, Africa, Eastern
Europe and Asia Pacific where changes in governpelities and economic conditions are making itsgials for the Company to earn fair
returns. Business in these developing areas, wbilgetimes less stable, offers important opporemitbr growth over time.

Financial information about geographic areas aretating segments of the Compaspusiness is incorporated by reference to pag
(beginning with the caption “Segment Reporting”dil&38 of the Company’s 2002 Annual Report to stotddies.

Other Matters

The Board of Directors of the Company has deterththat Dr. Heidi G. Miller, who currently is the &sutive Vice President and Ch
Financial Officer of Bank One Corporation, and witeviously was the chief financial officer for terdifferent public companies, is the at
committee financial expert. The Board of Directorade a qualitative assessment of Dr. Mifidevel of knowledge and experience based
number of factors, including her formal education &xperience as chief financial officer for repaytcompanies. The Board of Directors
also determined that Dr. Miller is independent @fragement.

The Company will make available free of chargeterriternet website its Annual Report on Form 10darterly Reports on Form 10-
Q, Current Reports on Form 8-K, and all amendmintsose reports filed or furnished pursuant toti®acl3(a) or 15(d) of the Securities
Exchange Act of 1934, as soon as reasonably padtti@after such reports are electronically filethwor furnished to, the Securities and
Exchange Commission. The Company’s Internet websitiress is www.merck.com.

Item 2. Properties.

The Company'’s corporate headquarters is locat¥dhitehouse Station, New Jersey. The Company’s paeentical business is
conducted through divisional headquarters locatddpper Gwynedd and West Point, Pennsylvania. p@hcesearch facilities for human
health products are located in Rahway, New Jemdyéest Point. The Company also has productiotitfasifor human health products at
nine locations in the United States and Puerto RBcanch warehouses provide services throughoutdhatry. Outside the United States,
through subsidiaries, the Company owns or hastangst in manufacturing plants or other propeitie&ustralia, Canada, countries in
Western Europe, Central and South America, Afrivéi Asia. Medco Health operates its primary busiegs$isrough its headquarters located
in Franklin Lakes, New Jersey, and through ownel@ased facilities in various locations throughih United States.

Capital expenditures for 2002 were $2,369.7 miltompared with $2,724.7 million for 2001. In theitdd States, these amounted to
$1,806.7 million for 2002 and $2,128.6 million 2001. Abroad, such expenditures amounted to $568li@n for 2002 and $596.1 million
for 2001.

The Company and its subsidiaries own their prindipeilities and manufacturing plants under titielsich they consider to be
satisfactory. The Company considers that its pteggeare in good operating condition and that itg€hinery and equipment have been well
maintained. Plants for the manufacture of prodaotssuitable for their intended purposes and hapadities and projected capacities
adequate for current and projected needs for agi€iompany products. Some capacity of the plartisiisg converted, with any needed
modification, to the requirements of newly introddcand future products.

Item 3. Legal Proceedings.

The Company is involved in various claims and lggakeedings of a nature considered normal touiséniess, including product
liability, intellectual property, and commercididiation, as well as additional matters such a#rast actions.

13



The Company, including Medco Health, is party twuanber of antitrust suits, certain of which haverbeertified as class actions,
instituted by most of the nation’s retail pharmacéd consumers in several states, alleging causps in restraint of trade and challenging
the pricing and/or purchasing practices of the Camypand Medco Health, respectively. A significaninioer of other pharmaceutical
companies and wholesalers have also been sued gathe or similar litigation. In 1994, these actiaxcept for several actions pending in
state courts, were consolidated for pre-trial pagsoin the United States District Court for thetNem District of lllinois. In 1996, the
Company and several other defendants finalizedyegeaent to settle the federal class action altegamspiracy, which represents the single
largest group of retail pharmacy claims. Since timag¢, the Company has entered into other settlésr@msatisfactory terms. In October 2(
the Judicial Panel on Multi-District Litigation (4Pel”) determined that consolidated pretrial praaegs in federal district court in Chicago
were substantially completed. The Panel orderedathaf the federal antitrust conspiracy casegesa of which have not been settled by the
Company, be returned to the federal district comrtghich each case was originally filed. The cageee returned to those courts (and many
have since been transferred to the federal colBtaoklyn, New York) for further proceedings. Ther@pany has not engaged in any
conspiracy and no admission of wrongdoing was nmadéncluded in any settlement agreements. Whikenibt feasible to predict the final
outcome of the remaining proceedings, in the opimibthe Company, such proceedings should not atgig result in any liability which
would have a material adverse effect on the firersition, liquidity or results of operationstbe Company.

As previously disclosed, the Company has been ad\y the U.S. Department of Justice that it igtigating marketing and selling
activities of the Company and other pharmaceutihufacturers. The Company will be working with government to respond
appropriately to informational requests.

The Company was joined in ongoing litigation alfegimanipulation by pharmaceutical manufacturei&varage Wholesale Prices
(“AWP"), which are sometimes used in calculatiomattdetermine public and private sector reimbursenievels. In 2002, the Judicial Panel
on Multi-District Litigation ordered the transfeméconsolidation of all pending federal AWP casefeteral court in Boston, Massachusetts.
Plaintiffs filed one consolidated class action ctaim which aggregated the claims previously filedarious federal district court actions ¢
also expanded the number of manufacturers to iectatne which, like the Company, had not been defesdn any prior pending case. The
Company’s motion to dismiss the case is now pendéfgre the court in Boston. In addition, the Compand thirty other pharmaceutical
manufacturers were recently named in a similar damipfiled in federal court in New York, New Yol the County of Suffolk. The
Company believes that these lawsuits are completithout merit and will vigorously defend againisein.

In January 2003, the U.S. Department of Justicdiedthe federal court in New Orleans, Louisiahattit was not going to intervene in
a pending Federal False Claims Act case that wexb dinder seal in December 1999 against the Com@drgycourt issued an order unsealing
the complaint, which was filed by a physician iruisiana, and ordered that the complaint be sefieel.complaint alleges that the
Company’s discounting d?epcidin certain Louisiana hospitals led to increasesoists to Medicaid. The Company believes that timepdaini
is completely without merit and will vigorously @efd against it.

A previously reported dispute between the CompantyRharmacia Corporation (“Pharmacia”) over conmgetiaims to patent rights to
the class of compounds that include rofecoxib attéve ingredient itVioxx, has been settled on a worldwide basis by thégsas a result,
the Company will maintain its worldwide exclusivatent rights td/ioxx.

A number of federal and state lawsuits, involvindividual claims as well as purported class actibase been filed against the
Company with respect tdioxx. Some of the lawsuits also name as defendantsrRfiz. and Pharmacia, which market a competingywb
Certain of the lawsuits include allegations regagdjastrointestinal bleeding and cardiovasculanesv&@ he Company believes that these
lawsuits are completely without merit and will vigasly defend against them.
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The Company is a party in claims brought undeiGbasumer Protection Act of 1987 in the United Kiagdwhich allege that certain
children suffer from a variety of conditions aseault of being vaccinated with various bivalentaines for measles and rubella or trivalent
vaccines for measles, mumps and rubella, incluttiegCompany’M-M-R Il. Other pharmaceutical companies have also beed.sThe
claimants allege various adverse consequencesdingl autism, with or without inflammatory bowekdase, epilepsy, diabetes, encephalitis,
encephalopathy and chronic fatigue syndrome. Hégltt cases have been selected for a trial schethutmmmmence in April 2004: two
against the Company, and six against the other aofap. The trial of the eight cases is initialtyilied to issues of causation and defect ol
conditions of autistic spectrum disorders, wittwithout inflammatory bowel disease. The Companyelvek that these lawsuits are
completely without merit and will vigorously defeadainst them.

The Company is also a party to individual and ckd®n product liability lawsuits and claims iretbnited States involving pediatric
vaccines (i.e., hepatitis B vaccine and haemoplniiiisenza type b vaccine) that contained thimeiasareservative used in vaccines. Other
defendants include vaccine manufacturers who pedipediatric vaccines containing thimerosal as a&lnanufacturers of thimerosal. In
these actions, the plaintiffs allege, among othirgs, that they have suffered neurological anémnitijuries as a result of having thimerosal
introduced into their developing bodies. The Conyplaas been successful in having many of these egites dismissed or stayed on the
ground that the National Vaccine Injury CompensaBoogram (“NVICP”) prohibits any person from figjror maintaining a civil action
seeking damages against a vaccine manufactureadoine-related injuries unless a petition is fiilst in the United States Court of Federal
Claims. A number of similar case®tM-R Il alone and/or thimerosal-containing vaccines)éhbegen filed in the United States Court of
Federal Claims under the NVICP. The procedure begsggl to process these cases contemplates a demisgeneral causation issues by July
2004. The Company believes that these lawsuitskiths are completely without merit and will vigosly defend against them in the
proceedings in which it is a party.

From time to time, generic manufacturers of phaenéical products file Abbreviated New Drug Applicets (“ANDAs") with the FDA
seeking to market generic forms of Company prodpigts to the expiration of relevant patents owbgdhe Company. Generic
pharmaceutical manufacturers have submitted AN@AB¢ FDA seeking to market in the United Statgergeric form oFosamaxand
Prilosecprior to the expiration of the Company’s (and AZgaeca’s in the case Bfilosec)patents concerning these products. The generic
companies’ ANDAs include allegations of non-infrémgent, invalidity and unenforceability of the pagerGeneric manufacturers have
received FDA approval to market a generic fornPofosec. The Company has filed patent infringement suitiederal court against
companies filing ANDAs for generic alendronate, &siraZeneca and the Company have filed paterihggment suits in federal court
against companies filing ANDASs for generic omeptazin the case of alendronate, similar patentlehgks exist in certain foreign
jurisdictions. The Company intends to vigorouslyere its patents, which it believes are valid, againfringement by generic compan
attempting to market products prior to the expimatiates of such patents. As with any litigatibieré can be no assurance of the outcomes,
which, if adverse, could result in significantlyostened periods of exclusivity for these products.

A trial in the United States with respect to theralronate daily product concluded in November 200November 2002, a decision v
issued by the District Court in Delaware finding tiompany’s patent valid and infringed. An appeea been filed by the defendants. A trial
in the United States involving the alendronate viyepkoduct was held in March 2003. A decision ipested in 2003. On January 21, 2003,
the High Court of Justice for England and Walegl lieht patents of the Company protecting the atemate daily and weekly products are
invalid in the United Kingdom. The Company is predimg with an appeal of this decision.

In the case of omeprazole, the trial court in thitédl States rendered an opinion in October 200@ldmng the validity of the
Company’s and AstraZeneca'’s patents covering Higlited formulation of omeprazole and ruling that defendant’s omeprazole product
did not infringe those patents. The other threewdints’ products were found to infringe the foraioh patents. Appeals have been filed by
all parties in the trial. With respect to certather generic manufacturers’ omeprazole productdtiabdate has yet been set.
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As previously disclosed, the Company has been nam@ddefendant in a number of purported classratgivsuits and in two
shareholder derivative actions, all relating to @mmpany’s revenue recognition practice for retapayments paid by individuals to whom
Medco Health provides pharmaceutical benefits. Rigethe class action lawsuits were consolidatedl @nended to assert claims agains
Company and Medco Health and certain of their eficand directors relating to the Company’s reveraegnition practices for retail co-
payments, rebates received by Medco Health, ancc¥E@alth’s independent status. The Company belithet these lawsuits are
completely without merit and will vigorously defeadainst them.

The Company is a party to a number of proceedingsght under the Comprehensive Environmental Resppdbompensation and
Liability Act, commonly known as Superfund and otfederal and state equivalents. These proceedigsto require the operators of
hazardous waste disposal facilities, transportevgaste to the sites and generators of hazardostevdisposed of at the sites to clean up the
sites or, to reimburse the government for clearagisc The Company has been made a party to thesequlings as an alleged generator of
waste disposed of at the sites. In each caseoergment alleges that the defendants are joimdlyseverally liable for the cleanup costs.
Although joint and several liability is allegedete proceedings are frequently resolved so thatlkbeation of cleanup costs among the
parties more nearly reflects the relative contiiing of the parties to the site situation. The Canys potential liability varies greatly from
site to site. For some sites the potential liapiktde minimisand for others the costs of cleanup have not yen betermined. While it is not
feasible to predict the outcome of many of theseg@edings brought by federal or state agenciesivatp litigants, in the opinion of the
Company, such proceedings should not ultimatelylrés any liability which would have a materiahase effect on the financial position,
results of operations, liquidity or capital resegof the Company. The Company has taken an adiizén identifying and providing for
these costs and such amounts do not include aogtied for anticipated recoveries of cleanup cérstis insurers, former site owners or
operators or other recalcitrant potentially resjigagarties.

Medco Health

Recently, the Company and Medco Health agreedttie sen a class action basis, a series of lawssigrting violations of the
Employee Retirement Income Security Act (“ERISAThe Company, Medco Health and certain plaintiffsiesel filed the settlement with
the federal district court in New York, where pléfiis from six pharmaceutical benefit plans for efiMedco Health is the pharmacy benefit
manager had filed cases. The proposed class agttiament has been agreed to by plaintiffs in éif/the initial six cases (the “Gruer Cases”
filed against Medco Health and the Company. Undemtroposed settlement, which the court has ngingditminarily approved, the Compa
and Medco Health have agreed to pay $42.5 milliwhMedco Health has agreed to change or to contiartain specified business practices
for a period of five years. The financial compeiwats intended to benefit members of the settldrokrss, which includes, among others,
ERISA plans for which Medco Health administerechanmacy benefit at any time since December 17, 18%de settlement is preliminarily
approved, the class member plans will have the ppity to participate in or opt out of the settkemt. The court will also schedule a hearing
for the purpose of determining the fairness ofgbttlement to class members. One of the initidhfifés and a group of lawyers that has filed
additional ERISA lawsuits against the Company aretltd Health are expected to oppose the settleffieatsettlement becomes final only if
and when the district court grants final approval all appeals have been resolved. Medco Healthiten@ompany agreed to the proposed
settlement in order to avoid the significant caod distraction of protracted litigation.

The Gruer Cases, which are similar to claims agaiher pharmaceutical benefit managers in othedipg cases, alleged that Medco
Health should be treated as a “fiduciary” under &R bnd that Medco Health had breached a fiduciaty tb the benefit plans. The amended
complaints in the Gruer Cases also alleged thaCtimapany and Medco Health violated ERISA by usingdbb Health to increase the
Company’s market share and by entering into ceffaiphibited transactions” with each other thatdathe Company’s products. The
plaintiffs demanded that Medco Health and the Camarn over any unlawfully obtained profits toradt to be set up for the benefit plans.
One of the plaintiffs has indicated that it may achés complaint against Medco Health and othedlgge violations of the Sherman Act,
Clayton Act and various states’ antitrust laws due
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to alleged conspiracies to suppress price competithd unlawful combinations allegedly resultindnigher pharmaceutical prices.

Similar complaints against Medco Health and the Gany, which also assert claims of breach of fidycéuty under ERISA, have be
filed in six additional actions by plan participanpurportedly on behalf of their plans and, in eahthe actions, similarly-situated self-
funded plans. Class action status is being somgbié of the actions. The plans themselves, wiocdldadecide to opt out of or participate in
the proposed settlement discussed above, are risp® these lawsuits. An amended complaint i @inthe actions alleges that various
activities of the Company and Medco Health vioketderal and state racketeering laws. In additiquroposed class action complaint against
Medco Health and the Company has also been filddusyees of one benefit plan. The complaints @s¢hactions rely on many of the same
theories as the litigation discussed above.

Two lawsuits based on many of the same allegatioasilso pending against Medco Health in fedenattdn California and state court
in New Jersey. The theory of liability in the forrrection, in which the Company is also a defendariased on a California statute
prohibiting unfair business practices. The plafptitho purports to sue on behalf of the generalipudf California, seeks injunctive relief and
disgorgement of the revenues that were allegedbyoperly received by the Company and Medco Healtie. theory of liability in the New
Jersey action is based on a New Jersey consuntecpon statute. The plaintiff, which purports &present a class of similarly-situated non-
ERISA plans, seeks compensatory and treble dam&gedNew Jersey court has dismissed the New Jactmn, but it may be re-initiated
under certain circumstances.

Medco Health and the Company believe that thesesca® completely without merit, Medco Health isatfiduciary” within the
meaning of ERISA, and neither the Company nor Mddealth has violated ERISA, the California unfaismess practices law, or the New
Jersey consumer protection law. Medco Health aedCibmpany intend to vigorously defend against émeaining claims.

As previously disclosed, on August 16, 2002, MeHealth received a letter from the Civil Divisiontbie United States Attorney’s
Office for the Eastern District of Pennsylvaniaat&lg to its ongoing investigation of the pharmaeyefit management industry. In the letter,
the government provided Medco Health with a prefany assessment of its investigation and summatiEdemedies the government could
seek if it could prove violations of the law. Frahe Company’s standpoint, the letter did not raisg significant new issues.

Also in the letter, the government stated thataswereparing to decide whether to intervene irgtidam (whistleblower) actions
pending in the Eastern District of PennsylvaniaimgfaMedco Health, which have been previously disetl. The government’s letter
specifically stated that it was not issuing a forademand, an offer to settle, or a settlement renendation.

Medco Health believes its practices comply withedial requirements. Medco Health is continuingrigage in a dialogue with the
government with respect to this matter.

There are various other legal proceedings, invgltire Company or Medco Health, principally prodiatility and intellectual propert
suits involving the Company, which are pending. Witiis not feasible to predict the outcome ofsth@roceedings, in the opinion of the
Company, all such proceedings are either adequedsigred by insurance or, if not so covered, shauotdultimately result in any liability
which would have a material adverse effect on ith@nicial position, liquidity or results of operai®of the Company or Medco Health. In
addition, from time to time, federal or state regats seek information about practices in the itréessin which the Company and Medco
Health operate. While it is not feasible to prediet outcome of any requests for information, thenfany and Medco Health do not expect
such inquiries to have a material adverse effedherfinancial position, liquidity or results of emtions of the Company or Medco Health.

Item 4. Submission of Matters to a Vote of Secity Holders.
Not applicable.

17



Executive Officers of the Registrant (as of March &, 2003)
RAYMOND V. GILMARTIN — Age 62
June, 1994— Chairman of the Board (since November, 1994), Besgiand Chief Executive Offic

DAVID W. ANSTICE — Age 54

January, 2003 — President, Human Health — responsible fertGbmpany’s prescription drug business in Japatin anerica, Canada,
Australia, New Zealand and the Comp’s joint venture relationship with Scher-Plough

March, 2001 — President, The Americas and U.S. Human Healresponsible for one of the two prescriptiongddivisions comprising
U.S. Human Health, as well as the Company’s prpson drug business in Canada and Latin Americd,thea Company’s joint venture
relationship with Scherir-Plough

January, 1997 — President, Human Health-The Americas — nesipte for the Company’s human health busineskérnited States,
Canada and Latin Americ
MARCIA J. AVEDON — Age 41
January 2003— Senior Vice President, Human Resout
September 2002— Vice President, Talent Management and Organiz&iftectivenes:
Prior to September, 2002, Dr. Avedon held several sémiaran resources positions (1995 to 2002) at Honkkymternational (diversifie
manufacturing and technology compa
ROBERT H. BOISCLAIR — Age 55
January 2003— Acting President, Merck Manufacturing Division (MM
March, 1997— Senior Vice President, Operations, The Americas,IV

RICHARD T. CLARK — Age 57

January, 2003 — Chairman, President and Chief Executived®ffiMedco Health Solutions, Inc., formerly Mercletito Managed Care,
L.L.C. (Medco Health), a whol-owned subsidiary of the Compa

January 2000— President, Medco Heal
June, 1997— Executive Vice President/Chief Operating Officerddo Healtt

CELIA A. COLBERT — Age 46
January 1997— Vice President, Secretary (since September, 1988Aasistant General Counsel (since November, 1

CAROLINE DORSA — Age 43

August, 2002 — Vice President and Treasurer — responsilsléhe Company’s treasury and tax functions, angbfoviding financial
support for the Merck Manufacturing and Merck Resed aboratories Divisions as well as Human Reses

September,1999 — Vice President and Treasurer — responsiisléhe Company’s treasury and tax functions angbfoviding financial
support for the Asia Pacific Divisic
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February, 1999 — Vice President and Treasurer -poresible for the Company’s treasury and tax fumstio
January, 1997 — Vice President and Treasurer (Siacaary, 1994)

KENNETH C. FRAZIER — Age 48

December, 1999 — Senior Vice President and Ge@mahsel — responsible for legal and public affursctions and The Merck
Company Foundation (a not-for-profit charitableamization affiliated with the Company)

January, 1999 — Vice President and Deputy Geneyah€el
January, 1997 — Vice President, Public Affairs ¢sif\pril, 1994) and Assistant General Counsel —paasible for public affairs,
corporate legal activities and The Merck Companyrigation
RICHARD C. HENRIQUES JR. — Age 47

August, 2002 — Vice President, Controller — resplolesfor the Corporate Controller's Group and poirg financial support for the
Human Health operations in the United States, Carlaatin America, Europe, the Middle East, Afridapan, and Australia/New
Zealand and the Merck Vaccine Division (MVD)

November, 2000 — Vice President, Controller — resiole for the Corporate Controller's Group andviling financial support for U.S.
Human Health, Canada and Latin America (The Amsjiead MVD

February, 1999 — Vice President, Controller — resgilole for the Corporate Controller’s Group andviding financial support for The
Americas

January, 1998 — Vice President & Controller (sidaauary, 1997), The Americas

PETER S. KIM — Age 44
January, 2003 — President, Merck Research Labdeat@viRL)
February, 2001 — Executive Vice President, ReseanchDevelopment, MRL
Prior to February, 2001, Dr. Kim served as Memlighe Whitehead Institute (1985 — 2001), Profesgdiology at the Massachusetts
Institute of Technology (1988 — 2001), and Investidy of the Howard Hughes Medical Institute (1992001)
JUDY C. LEWENT — Age 54

January, 2003 — Executive Vice President, Chiedkanal Officer and President, Human Health Asiaesponsible for financial and
corporate development functions, internal auditaagporate licensing, the Compasyrescription drug business in Asia North and .
South, the Company’s joint venture relationshipsl Blerck Capital Ventures, LLC, a subsidiary of @@mpany

February, 2001 — Executive Vice President and Chiedncial Officer — responsible for financial acarporate development functions,
internal auditing, corporate licensing, the Compsaijgint venture relationships, and Merck Capitaritures, LLC

November, 2000 — Senior Vice President and Chieéiiicial Officer — responsible for financial and porate development functions,
internal auditing, corporate licensing, the Compsaijgint venture relationships, and Merck Capitaritures, LLC

January, 1997 — Senior Vice President (since Jgn@803) and Chief Financial Officer (since ApfiB90) — responsible for financial
and corporate development functions, internal engliand the Company'’s joint venture relationships
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ADEL MAHMOUD — Age 61
May, 1999 — President, Merck Vaccines
November, 1998 — Executive Vice President, Merckditaes
Prior to November, 1998, Dr. Mahmoud was the JohHétd Professor and Chairman, Department of Madieind Physician-in-Chief,
Case Western Reserve University and University Halspof Cleveland (1987-1998)
MARGARET G. MCGLYNN — Age 43

January, 2003 — President, U.S. Human Healthesponsible for one of the two prescription druggdons (hospital and specialty prodi
franchises) comprising U.S. Human Health (USHH} #re Managed Care Group of USHH

August, 2001 — Executive Vice President, Customarkdting and Sales, USHH
November, 1998 — Senior Vice President, Worldwidertdn Health Marketing
August, 1995 — Senior Vice President, Health antizdtion Management, Medco Health Solutions, lacwholly-owned subsidiary of
the Company
BRADLEY T. SHEARES — Age 46

January, 2003 — President, U.S. Human Health —oresiple for one of the two prescription drug digiss (primary care product
franchises) comprising U.S. Human Health (USHH)

March, 2001 — President, U.S. Human Health — resid@ for one of the two prescription drug divissofinospital and specialty product
franchises) comprising USHH

July, 1998 — Vice President, Hospital Marketing &ades, USHH
May, 1996 — Vice President, Anti-Infectives Therafie Business Group, USHH

JOAN E. WAINWRIGHT — Age 42
January, 2001 — Vice President, Public Affairs
June, 2000 — Vice President, Corporate CommuniegtiBublic Affairs
Prior to June, 2000, Ms. Wainwright was Deputy Cassioner for Communications at the U.S. Social 8gcAdministration (1994 —
2000)
PER WOLD-OLSEN — Age 55
January, 1997 — President, Human Health-EuropedMiBast & Africa — responsible for the Companyreszription drug business in
Europe, the Middle East and Africa and worldwidenlau health marketing

All officers listed above serve at the pleasuréhefBoard of Directors. None of these officers wkested pursuant to any arrangement
or understanding between the officer and the Boldre are no family relationships among the offidisted above.
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PART Il

ltem 5. Market for Registrant's Common Equity and Related Stockholder Matters.

The information required for this item is incorpta@ by reference to pages 37 and 56 of the Compa&@02 Annual Report to
stockholders.

Item 6. Selected Financial Data.

The information required for this item is incorpt@ by reference to the data for the last fivedigears of the Company included un
Results for Year and Year-End Position in the Setk€&inancial Data table on page 56 of the ComsaR902 Annual Report to stockholde

Item 7. Management'’s Discussion and Analysis &inancial Condition and Results of Operations.

The information required for this item is incorpta@ by reference to pages 19 through 37 of the Goyip 2002 Annual Report to
stockholders.

ltem 7A. Quantitative and Qualitative Disclosures About Market Risk.

The information required for this item is incorpta@ by reference to pages 29 to 31 of the Comp&002 Annual Report to
stockholders.

Item 8. Financial Statements and Supplementary &ia.
(a) Financial Statements

The consolidated balance sheet of Merck & Co., &ndl subsidiaries as of December 31, 2002 and 20@ilthe related consolidated
statements of income, retained earnings, comprafeimcome and cash flows for each of the threesy@athe period ended December 31,
2002, the report dated January 28, 2003 of PricaivatiseCoopers LLP, independent public accountantsa copy of the report dated
January 22, 2002, previously issued by Arthur AederLLP, independent public accountants, are irgatpd by reference to pages 38
through 53 and page 55, respectively, of the Colyipa2002 Annual Report to stockholders.

(b) Supplementary Data

Selected quarterly financial data for 2002 and 28@lincorporated by reference to the data cordaméhe Condensed Interim
Financial Data table on page 37 of the Companyd228nnual Report to stockholders.

Item 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure.

On February 26, 2002, the Board of Directors ofGleenpany and its Audit Committee dismissed Arthandérsen LLP (“Arthur
Andersen” or “AA”) as the Company’s independent [pubccountants and engaged PricewaterhouseCobpBr§'PwC”) to serve as the
Company’s independent public accountants for theafiyear 2002. The appointment of PwC was ratifigdtockholders at the Company’s
2002 Annual Meeting of Stockholders.

Arthur Andersen’s reports on the Compangonsolidated financial statements for each of/#fas ended 2001 and 2000 did not cor
an adverse opinion or disclaimer of opinion, norevhey qualified or modified as to uncertaintydidugcope or accounting principles.

During the years ended December 31, 2001 and 2@dthaough March 21, 2002, there were no disagre&with Arthur Andersen ¢
any matter of accounting principle or practiceafinial statement disclosure, or auditing scopaacgaiure which, if not resolved to AA’s
satisfaction, would have caused them to make neferéo the subject matter in connection with theort on the Company’s consolidated
financial statements for such years; and there wenmeportable events as defined in Item 304(a){ D Regulation S-K.
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The Company provided Arthur Andersen with a copyhefforegoing disclosures. A copy of AA’s lettdated March 21, 2002, stating
its agreement with such statements, is incorpofaya@ference to Exhibit 16 filed with the Annuapdrt on Form 10-K for the fiscal year
ended December 31, 2001.

During the years ended December 31, 2001 and 2@dthaough the date of the Board's decision, then@any did not consult PwC
with respect to the application of accounting piptes to a specified transaction, either completedroposed, or the type of audit opinion
might be rendered on the Company’s consolidateahfifal statements, or any other matters or replere&alents as set forth in Items 304(a)(2)
(i) and (ii) of Regulation S-K.

PART IlI

Iltem 10. Directors and Executive Officers of th&kegistrant.

The required information on directors and nomirieéscorporated by reference to pages 8 througbf 1#be Company’s Proxy
Statement for the Annual Meeting of Stockholderbedield April 22, 2003. Information on executiiiaers is set forth in Part | of this
document on pages 18 through 20. The requirednrdgtion on compliance with Section 16(a) of the $ities Exchange Act of 1934 is
incorporated by reference to page 37 (under thearafSection 16(a) Beneficial Ownership Reportidgmpliance”) of the Company’Proxy
Statement for the Annual Meeting of Stockholderbedeld April 22, 2003.

ltem 11. Executive Compensation.

The information required for this item is incorpta@ by reference to pages 12 (under the captiomifigmsation Committee Interlocks
and Insider Participation”), 14 (under the capti@ompensation of Directors”) to 15, 16 (beginninghathe caption “Compensation and
Benefits Committee Report on Executive Compensgtimn22, and 23 (beginning with the caption “AnhB&nefits Payable Under Merck &
Co., Inc. Retirement Plans) to 27 of the CompaRytsxy Statement for the Annual Meeting of Stockleoddto be held April 22, 2003.

Item 12. Security Ownership of Certain BeneficiBOwners and Management and Related Stockholder M&srs.

The information required for this item is incorpt@ by reference to pages 15 (under the captioout®g Ownership of Certain
Beneficial Owners and Management”) to 16 of the @any’s Proxy Statement for the Annual Meeting afcRholders to be held April 22,
2003. Information with respect to equity comperwaflans is incorporated by reference to page®giining with the caption “Equity
Compensation Plan Information”) to 23 of the CompsufProxy Statement for the Annual Meeting of Stoaklers to be held April 22, 2003.

Item 13. Certain Relationships and Related Traresctions.

The information required for this item is incorpta@ by reference to page 13 (under the captiondtiRelships with Outside Firmsgnd
pages 26 (under the caption “Indebtedness of Managg) to 27 of the Company’s Proxy Statement i@ Annual Meeting of Stockholders
to be held April 22, 2003.

Item 14. Controls and Procedures.

Based on their evaluation, as of a date within &sdf the filing date of this Form 10-K, the Compa Chief Executive Officer and
Chief Financial Officer have concluded that the @amy’s disclosure controls and procedures (as eefim Rules 13a-14(c) and 15d-14(c)
under the Securities Exchange Act of 1934, as ap®drate effective. There have been no significhahges in internal controls or in other
factors that could significantly affect these cotgrsubsequent to the date of their evaluatiorydicg any corrective actions with regard to
significant deficiencies and material weaknesses.
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Item 15.

*%

PART IV

Exhibits, Financial Statement Schedules, and Repaton Form ¢-K.

(@ Documents filed as part of this Form 10-K

1.

Financial Statements

The following consolidated financial statements eeybrts of independent public accountants arerparated herein
by reference to the Company’s 2002 Annual Repaostdokholders, as noted on page 21 of this document

Consolidated statement of income for the yearsemdgember 31, 2002, 2001 and 2000

Consolidated statement of retained earnings foy¢iaes ended December 31, 2002, 2001 and 2000
Consolidated statement of comprehensive incomthfoyears ended December 31, 2002, 2001 and 2000
Consolidated balance sheet as of December 31,280)2001

Consolidated statement of cash flows for the yeaded December 31, 2002, 2001 and 2000

Notes to consolidated financial statements

Report of PricewaterhouseCoopers LLP, independdnitqpaccountants

Copy of the report dated January 22, 2002, prelydasued by Arthur Andersen LLP, independent pubtcountants
Financial Statement Schedule

Schedules are omitted because they are eitheeqoired or not applicable.

Financial statements of affiliates carried on theity basis have been omitted because, considaddddually or in the aggregate, such
affiliates do not constitute a significant subsiglia

3.  Exhibits
Exhibit
Number Description Method of Filing
2.1 — Master Restructuring Agreement dated as of Jun&99B between Astra AB, Merck **
& Co., Inc., Astra Merck Inc., Astra USA, Inc., KBSA, L.P., Astra Merck
Enterprises, Inc., KBI Sub Inc., Merck Holdingsglmnd Astra Pharmaceuticals, L
(Portions of this Exhibit are subject to a reqdestonfidential treatment filed with
the Commission
3.1 — Restated Certificate of Incorporation of Merck &.Clmc. (September 1, 2000) Incorporated by reference
Form 10-Q Quarterly
Report for the period ended
September 30, 20(
3.2 — By-Laws of Merck & Co., Inc. (as amended effective Incorporated by reference
February 25, 1997) Form 10-Q Quarterly

Report for the period ended
March 31, 199°

Incorporated by reference to Form-Q Quarterly Report for the period ended June 3081

23



*

Exhibit

Number Description
*10.1 — Executive Incentive Plan (as amended effective traatyr27, 1996)
*10.2 — Base Salary Deferral Plan (as adopted on Octohet285, effective

January 1, 1997)

*10.3 — Merck & Co., Inc. Deferral Program (amended andates

January 10, 2003)

*10.4 — 1991 Incentive Stock Plan (as amended effective

February 23, 1994)

*10.5 — 1996 Incentive Stock Plan (as amended Novembet 998)

*10.6 — 2001 Incentive Stock Plan (as amended and restated

February 26, 2002)

*10.7 — Non-Employee Directors Stock Option Plan (as amendedrastated February 24,
1998)
*10.8 — 1996 Non-Employee Directors Stock Option Plan fasraded

April 27, 1999)

*10.9 — 2001 Non-Employee Directors Stock Option Plan (asraded

April 19, 2002)

*10.1C — Supplemental Retirement Plan (as amended effective

January 1, 1995)

*10.11 — Retirement Plan for the Directors of Merck & Cag¢l(amended and restated June

21, 1996)

Management contract or compensatory plan or arraage

24

Method of Filing

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 199

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 199

Incorporated by reference
Registration Statement on
Form -8 (No. 33:-101519

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 199

Incorporated by reference
Form 10-Q Quarterly
Report for the period ended
June 30, 199

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 20C

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 199

Incorporated by reference
Form 10-Q Quarterly
Report for the period ended
June 30, 199

Incorporated by reference
Form 10-Q Quarterly
Report for the period ended
June 30, 200

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 199

Incorporated by reference
Form 10-Q Quarterly
Report for the period ended
June 30, 199



Exhibit

Number Description
*10.12 — Plan for Deferred Payment of Directors’ Compensafamended and restated
January 10, 200:
10.1: — Limited Liability Company Agreement of Merck Capitéentures, LLC (Dated as of

November 27, 200(

*10.14 — Agreement dated January 3, 2003, between Edwaschlnick and Merck & Co.,

Inc.

10.1! — Amended and Restated License and Option Agreenatetl is of July 1, 1998
between Astra AB and Astra Merck Ir

10.1¢ — KBI Shares Option Agreement dated as of July 18199and among Astra AB,
Merck & Co., Inc. and Merck Holdings, In

10.1° — KBI-E Asset Option Agreement dated as of July 98By and among Astra AB,
Merck & Co., Inc., Astra Merck Inc. and Astra MerEkiterprises Inc

10.1¢ — KBI Supply Agreement dated as of July 1, 1998 betwastra Merck Inc. and Astra

Pharmaceuticals, L.P. (Portions of this Exhibit suibject to a request for confiden
treatment filed with the Commissio

10.1¢ — Second Amended and Restated Manufacturing Agreeda¢ed as of July 1, 1998
among Merck & Co., Inc., Astra AB, Astra Merck Irend Astra USA, Inc

10.2( — Limited Partnership Agreement dated as of July9B8lbetween KB USA, L.P. and
KBI Sub Inc.

10.2. — Distribution Agreement dated as of July 1, 1998eein Astra Merck Enterprises
Inc. and Astra Pharmaceuticals, L

10.2: — Agreement to Incorporate Defined Terms dated akioé 19, 1998 between Astra

AB, Merck & Co., Inc., Astra Merck Inc., Astra USfc., KB USA, L.P., Astra
Merck Enterprises Inc., KBI Sub Inc., Merck Hold&dnc. and Astra
Pharmaceuticals, L.I

12 — Computation of Ratios of Earnings to Fixed Chal

Method of Filing

Filed with this document

Incorporated by reference
Form 10-K Annual Report
for the fiscal year ended
December 31, 20C

Filed with this document

*%
*%
*%

*%

*%
*%
*%

*%

Filed with this documer

12 — 2002 Annual Report to stockholders (only thoseipogtincorporated by reference in Filed with this document

this document are deem*“filed”)

1€ — Letter from Arthur Andersen LLP to the Securitiesld&xchange Commission dated Incorporated by reference

March 21, 2002

21 — List of subsidiarie:
23.1 — Consent of Independent Public Accountants

* Management contract or compensatory plan or arraage
**  Incorporated by reference to Form-Q Quarterly Report for the period ended June 3081
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Form 8-K/A Amendment
No. 1 to Current Report ¢
Form 8-K dated March 21,
2002

Filed with this documer

Contained on page 30 of
this Repor



Exhibit

Number Description Method of Filing
23.2 — Notice Regarding Consent of Arthur Andersen L Filed with this documer
24.1 — Power of Attorney Filed with this documer
24.; — Certified Resolution of Board of Directc Filed with this documer
9¢ — Letter from Registrant to the Securities and ExgeaBommission relating to Arthur Incorporated by reference
Andersen LLP Form 10-K Annual Report

for the fiscal year ended
December 31, 20C

99.1 — Certification of Chief Executive Officer Pursuantt8 U.S.C. Section 1350, as Filed with this document
Adopted Pursuant to Section 906 of the Sark-Oxley Act of 200z
99.2 — Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Filed with this document

Adopted Pursuant to Section 906 of the Sark-Oxley Act of 200z

None of the instruments defining the rights of lotdof long-term debt of the Company and its suases (Exhibit Number 4) are
being filed since the total amount of securitiethatized under any of such instruments taken iddiaily does not exceed 10% of the total
assets of the Company and its subsidiaries on sotidated basis. The Company agrees to furnistpg ebsuch instruments to the
Commission upon request.

Copies of the exhibits may be obtained by stockérsidipon written request directed to the Stockhdidevices Department, Merck &
Co., Inc., P.O. Box 100—WS 3AB-40, Whitehouse 8tatiNew Jersey 08889-0100 accompanied by chedleiamount of $5.00 payable to
Merck & Co., Inc. to cover processing and mailingts.

(b) Reports on Form 8-K

During the three-month period ended December 302 2he Company furnished five Current Reports om8-K under Item
9—Regulation FD Disclosur¢

(1) Report dated and furnished October 18, 2002, réggehrnings for third quarter and certain suppletaldnformation.

(2) Report dated and furnished December 5, 2002, raggfithancial guidance for 2003.

(3) Report dated and furnished December 9, 2002, regpedpress release issued by Medco Health Sokjtion., a wholly-
owned subsidiary of the Registra

(4) Report dated and furnished December 10, 2002, degpanalyst business briefing presentations.
(5) Report dated and furnished December 10, 2002, degpthe Company’s business briefing to analysts.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the regiant has duly caused this
report to be signed on its behalf by the undersigrit thereunto duly authorized.

Dated: March 21, 200 MERCK & CO., INC.
By: *
RAYMOND V. GILMARTIN
(Chairman of the Board,
President and Chief Executive Officer)
By: / s/ CELIA A. C OLBERT

CELIA A. COLBERT

Celia A. Colbert
(Attorney-in-Fact)

Pursuant to the requirements of the Securities Exa@mnge Act of 1934, this report has been signed beldwy the following persons
on behalf of the registrant and in the capacitiesrad on the dates indicated.

Signatures Title Date
*
RAYMOND V. GILMARTIN Chairman of the Board, President and Chief March 21, 2003
Executive Officer; Principal Executive Officer;
Director
*
JUDY C. LEWENT Executive Vice President, Chief Financial Officer March 21, 2003

and President, Human Health Asia; Principal
Financial Officer

RICHARD C. HENRIQUES JR. Vice President, Controller; Principal Accounting March 21, 2003
Officer

*

LAWRENCE A. BOSSIDY Director March 21, 200
*

WILLIAM G. BOWEN Director March 21, 200:
*

JOHNNETTA B. COLE Director March 21, 200:
*

WILLIAM M. DALEY Director March 21, 200:

WILLIAM B. HARRISON JR. Director March 21, 200:

*

WILLIAM N. KELLEY Director March 21, 200:



HEIDI G. MILLER Director March 21, 200:

THOMAS E. SHENK Director March 21, 200:

ANNE M. TATLOCK Director March 21, 200:
*

SAMUEL O. THIER Director March 21, 200:

*Celia A. Colbert, by signing her name hereto, doekereby sign this document pursuant to powers of &irney duly executed by
the persons named, filed with the Securities and Exange Commission as an exhibit to this documentndehalf of such persons, all in
the capacities and on the date stated, such persansluding a majority of the directors of the Company.

By: / s/ CELIA A. C OLBERT

CELIA A. COLBERT

Celia A. Colbert
(Attorney-in-Fact)
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CERTIFICATION
I, Raymond V. Gilmartin, certify that:
1. | have reviewed this annual report on ForaKldf Merck & Co., Inc.;

2. Based on my knowledge, this annual repors ¢ contain any untrue statement of a materctldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this annual report;

3. Based on my knowledge, the financial statésjemmd other financial information included insthinnual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this an
report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{He registrant and have:

a) Designed such disclosure controls and praesdo ensure that material information relatingheregistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this annual repor
being prepared;

b) Evaluated the effectiveness of the regissatisclosure controls and procedures as of awlalen 90 days prior to the filing
date of this annual report (the “Evaluation Datefd

c) Presented in this annual report our conchssabout the effectiveness of the disclosure ctsnénad procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersddrhave disclosed, based on our most recent eti@hydo the registrant’ auditors and tt
audit committee of registrant’s board of direct@spersons performing the equivalent functions):

a) All significant deficiencies in the designaperation of internal controls which could advérsdfect the registrans ability
to record, process, summarize and report finaweited and have identified for the registrant’s aurdiany material weaknesses in
internal controls; and

b) Any fraud, whether or not material, that ilmes management or other employees who have disattirole in the
registrant’s internal controls; and

6. The registrant’s other certifying officersdarhave indicated in this annual report whetheré¢hwere significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date March 21, 200:

By: /sl RAYMOND V. G ILMARTIN

Raymond V. Gilmartin
Chairman, President and Chief Executive Off
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CERTIFICATION
[, Judy C. Lewent, certify that:
1. | have reviewed this annual report on ForaKldf Merck & Co., Inc.;

2. Based on my knowledge, this annual repors ¢ contain any untrue statement of a materctldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this annual report;

3. Based on my knowledge, the financial statésjemmd other financial information included insthinnual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this an
report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{He registrant and have:

a) Designed such disclosure controls and praesdo ensure that material information relatingheregistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this annual repor
being prepared;

b) Evaluated the effectiveness of the regissatisclosure controls and procedures as of awlalen 90 days prior to the filing
date of this annual report (the “Evaluation Datefd

c) Presented in this annual report our conchssabout the effectiveness of the disclosure ctsnénad procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersddrhave disclosed, based on our most recent eti@hydo the registrant’ auditors and tt
audit committee of registrant’s board of direct@spersons performing the equivalent functions):

a) All significant deficiencies in the designaperation of internal controls which could advérsdfect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmg material weaknesses in internal
controls; and

b) Any fraud, whether or not material, that ilmes management or other employees who have disattirole in the
registrant’s internal controls; and

6. The registrant’s other certifying officersdarhave indicated in this annual report whetheré¢hwere significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date March 21, 200:

By: [/s/ Jubvy C.LEWENT

Judy C. Lewent
Executive Vice President & Chief Financial Offi
President, Human Health As
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Exhibit 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (N82B8)87, 33-21088, 33-36101,
33-40177, 33-51235, 33-53463, 33-64273, 33-64683;28293, 333-23295, 333-91769, 333-30526, 333-31383-40282, 333-52264, 333-
53246, 333-56696, 333-72206, 333-65796 and 33319 1&nd on Form S-3 (Nos. 33-39349, 33-60322, 385,133-57421, 333-17045,
333-36383, 333-77569, 333-72546 and 333-87034)@tkl& Co., Inc. of our report dated January 2&2¢elating to the financial
statements, which appears in the Company’s AnnapbR to stockholders, which is incorporated is thhnual Report on Form 10-K.

PricewaterhouseCoopers LLP

Florham Park, New Jersey
March 21, 2003
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MERCK & CO., INC.
PLAN FOR DEFERRED PAYMENT OF
DIRECTORS’ COMPENSATION
PURPOSE

To provide an arrangement under which directofglefck & Co., Inc. other than current employees rtipglect to voluntarily defer
payment of the annual retainer and meeting and dtigerfees until after termination of their servaea director, and (i) value
compensation mandatorily deferred on their behalf.

ELECTION OF DEFERRAL, MEASUREMENT METHODS AND DISTR IBUTION SCHEDULE

A. Election of Voluntary Deferral Amout

1. Prior to December 28 of each year, each directeniigled to make an irrevocable election to def&il termination of service as a
director receipt of payment of (a) 50% or 100%haf tetainer for the 12 months beginning April ref next calendar year, (b)
50% or 100% of the Committee Chairperson retaiegirming April 1 of the next calendar year, and5@%o or 100% of the
meeting and committee fees for the 12 months bégindpril 1 of the next calendar ye:i

2. Prior to commencement of duties as a directorrectiir newly elected or appointed to the Boardriye calendar year must me
the election under this paragraph for the portibthe Voluntary Deferral Amount applicable to swdifector’s first year of service
(or part thereof)

3. The Voluntary Deferral Amount shall be credited@kws: (1) Meeting and committee fees that arfeded are credited as of t
day the director’s services are rendered; (2)afBloard retainer and/or Committee Chairpersonnetas deferred, a pnata shar
of the deferred retainer is credited on the lasirmss day of each calendar quarter. The datésalbatary Deferral Amount, or
parts thereof, are credited to the dire’s deferred account are hereinafter referred tbe¥bluntary Deferral Date

B. Mandatory Deferral Amour

1. On the Friday following the Company’s Annual Megtiof Stockholders (such Friday hereinafter refetceds the “Mandatory
Deferral Date”), each director will be credited lwén amount equivalent to one-third of the annaahaetainer for the 12 month
period beginning on the April 1 preceding the Anrdaeting (the “Mandatory Deferral Amount”). The kigatory Deferral
Amount will be measured by the Merck Common Stomoant.

2. Adirector newly elected or appointed to the Baoalftér the Mandatory Deferral Date will be crediteith a pro rata portion of the
Mandatory Deferral Amount applicable to such dioestfirst year of service (or part thereof). Symb rata portion shall be
credited to the direct’s account on the first day of such dire’s service

1



C. Election of Measurement Metht

Each such annual election referred to in Sectia@h@ll include an election as to the measuremertiodetr methods by which the
value of amounts deferred will be measured in ataoce with Article I, below. The available measment methods are set forth
on Schedule A heret

D. Election of Distribution Schedu

Each annual election referred to in Section A alshadl also include an election to receive paynfi@idwing termination of
service as a director of all Voluntary Deferral Aunts and Mandatory Deferral Amounts in a lump sitimee immediately or one
year after such termination, or in quarterly orwelrinstallments over five, ten or fifteen yee

.  VALUATION OF DEFERRED AMOUNTS
A. Common Stocl

1. Initial Crediting. The annual Mandatory Deferral Amount shalubed to determine the number of full and partiarek of
Merck Common Stock which such amount would purclzdbe closing price of the Common Stock on thevNerk Stock
Exchange on the Mandatory Deferral Dz

That portion of the Voluntary Deferral Amount alided to Merck Common Stock shall be used to deterttie number of full
and partial shares of Merck Common Stock which sambunt would purchase at the closing price ofGbexmon Stock on the
New York Stock Exchange on the applicable Volunfaeferral Date

However, should it be determined by the Committe®woectors of the Board of Directors that a meament of Merck Common
Stock on any Mandatory or Voluntary Deferral Datewd not constitute fair market value, then the @Guttee shall decide on
which date fair market value shall be determinadgithe valuation method set forth in this Artitle Section A.1.

At no time during the deferral period will any sbaiof Merck Common Stock be purchased or earmddtesiich deferred
amounts nor will any rights of a shareholder ewih respect to such amoun

2. Dividends. Each directos account will be credited with the additional ninbf full and partial shares of Merck Common S
which would have been purchasable with the dividemrd shares previously credited to the accourtiteatlosing price of the
Common Stock on the New York Stock Exchange ordtite each dividend was pa

3. Distributions. Distribution from the Merck Common Stock accbwill be valued at the closing price of Merck CommStock
on the New York Stock Exchange on the distributiate.



Mutual Funds

Initial Crediting. The amount allocated to each Mutual Fund d¥ealised to determine the full and partial Mutuaidrahares
which such amount would purchase at the closingsstt value of the Mutual Fund shares on the Mandar Voluntary
Deferral Date, whichever is applicable. The diréstaccount will be credited with the number ofl faihd partial Mutual Fund
shares so determine

At no time during the deferral period will any Matu-und shares be purchased or earmarked for sfielreld amounts nor will
any rights of a shareholder exist with respecuthsamounts

Dividends. Each director’'s account will be credited witle tadditional number of full and partial Mutual Eushares which
would have been purchasable, at the closing net wakie of the Mutual Fund shares as of the dath dividend is paid on the
Mutual Fund shares, with the dividends which wdu@e been paid on the number of shares previowvstjited to such account
(including pro rata dividends on any partial shar

Distributions. Mutual Fund distributions will be valued basedthe closing net asset value of the Mutual Furades on the
distribution date

Adjustments

In the event of a reorganization, recapitalizatigtngk split, stock dividend, combination of sharesrger, consolidation, rights
offering or any other change in the corporate stmaécor shares of the Company or a Mutual Fundntireber and kind of shares
or units of such investment measurement methodadblaiunder this Plan and credited to each diractarcount shall be adjusted
accordingly.

IV. REDESIGNATION WITHIN A DEFERRAL ACCOUNT

A.

General

A director may request a change in the measuremetitods used to value all or a portion his/her astother than Merck
Common StockAmounts deferred using the Merck Common Stock methe and any earnings attributable to such deferrals
may not be redesignatedThe change will be effective on (i) the day whea tedesignation request is received pursuant to
administrative guidelines established by the HuRasources Financial Services area of the Treagpartment, provided the
request is received prior to the close of the NewkYStock Exchange on such day or (ii) the nexofeing business day if the
request is received when the New York Stock Exchasglosed

When Redesignation May Occ

During Active Servic. There is no limit on the number of times adior may redesignate the portion of his/her deteaccour
permitted to be redesignated. Each such requesbehiarevocable and can be designated in wholegr#ages or as a dollar
amount.



After Death. Following the death of a director, the legginesentative or beneficiary of such director medesignate subject to
the same rules as for active directors set forthrticle 1V, Section B.1

Valuation of Amounts to be Redesigna

The portion of the director’s account to be redeaigd will be valued at its cash equivalent andh siash equivalent will be
converted into shares or units of the other measem¢ method(s). For purposes of such redesignatioasash equivalent of the
value of the Mutual Fund shares shall be the ctpseit asset value of such Mutual Fund on (i) thewvdaen the redesignation
request is received pursuant to administrative gjirids established by the Human Resources FinaBer&ices area of the
Treasury department, provided the request is redgvior to the close of the New York Stock Excheang such day or (ii) the
next following business day if the request is reediwhen the New York Stock Exchange is clo:

V. PAYMENT OF DEFERRED AMOUNTS

A.

Paymeni

All payments to directors of amounts deferred wélin cash in accordance with the distribution dafeelected by the director
pursuant to Article Il, Section D. Distributionsadhbe pro rata by measurement method. Distribst&lmall be valued on the
fifteenth day of the distribution month (or, if $uday is not a business day, the next businessatayjpaid as soon thereafter as
possible.

Changes to Distribution Schedule Prior to Termora

Upon the request of a director made at any timenduhe calendar year immediately preceding thermdr year in which service
as a director is expected to terminate, the Coremith Directors of the Board of Directors (“Commtion Directors”), in its sole
discretion, may authorize: (a) an extension ofyanEnt period beyond that originally elected by divector not to exceed that
otherwise allowable under Article Il, Section Ddéor (b) a payment frequency different from thagiorally elected by the
director. Such request may not be made with regaasinounts deferred after December 31, 1990 ubadierck Common Stock
method and to any earnings attributable to suceros. Deferrals into Merck Common Stock maderdftescember 31, 1990 and
any earnings thereon may only be distributed imetance with the schedule elected by the direatdeuAtrticle Il, Section D or
determined by the Committee on Directors underchati/I.

Pos-Termination Changes to Distribution Sched

Following termination of service as a director, ledrector may make one request for a further esttanof the period for
distribution of his/her deferred compensation. Stezfuest must be received by the Committee on ireprior to the first
distribution to the participant under his/her poaisly elected distribution schedule. Any revisestribution schedule may not
exceed the deferral period otherwise allowable udtcle Il, Section C. This request may be granémd a new payment
schedule determined in the sole discretion of tam@ittee on Directors
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Such request may not be made with regard to amalaftsred after December 31, 1990 using the Memmki@on Stock Method
and to any earnings attributable to such deferfaly.retired director who is not subject to U.Scdme tax may petition the
Committee on Directors to change payment frequencijyding a lump sum distribution, and the Comegtbn Directors may
grant such petition if, in its discretion, it coders there to be reasonable justification theréeferrals into Merck Common Sto
made after December 30, 1990 and any earningsothenay only be distributed in accordance with ttieeslule elected by the
director under Article 1l, Section D or determinegithe Committee on Directors under Article

D. Forfeitures

A director’'s deferred amount attributable to thendatory Deferral Amount and earnings thereon dieforfeited upon his or her
removal as a director or upon a determination kyGbmmittee on Directors in its sole discretiomt th director has

() joined the Board of, managed, operated, participete material way in, entered employment withrfgrened consulting (o
any other) services for, or otherwise been congdatany material manner with a company, corporatémterprise, firm,
limited partnership, partnership, person, sole pedprship or any other business entity determimgthe Committee on
Directors in its sole discretion to be competitivigh the business of the Company, its subsidiastass affiliates (a
“Competito”);

(i directly or indirectly acquired an equity intereéfive (5) percent or greater in a Competitor

(i) disclosed any material trade secrets or other mhtamfidential information, including customestk, relating to the
Company or to the business of the Company to atimstsiding a Competito

VI. DESIGNATION OF BENEFICIARY

In the event of the death of a director, the deféamount at the date of death shall be paid ttatenamed beneficiary or
beneficiaries designated by the director, or, ibeoeficiary has been designated, to the directegal representative, in one or
more installments as the Committee on Directoitsisole discretion may determir

VII. PLAN AMENDMENT OR TERMINATION

The Committee on Directors shall have the righdrteend or terminate this Plan at any time for aagoa.
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SCHEDULE A
MEASUREMENT METHODS
(January 1, 2002 — January 10, 2003)
Merck Common Stock
Mutual Funds

American Century Emerging Markets Fund
American Century Europacific Growth Fund
Fidelity Destiny |

Fidelity Dividend Growth

Fidelity Equity Income Fund

Fidelity Low-Priced Stock Fund

Fidelity Retirement Money Market

Fidelity Spartan Government Income
Fidelity Spartan U.S. Equity Index

Franklin Small-Mid Cap Growth A

Janus Enterprise

Janus Growth & Income

Liberty Acorn Z

PIMCO Foreign Bond Institutional

PIMCO Long Term US Government Institutional
PIMCO Total Return Institutional

Putnam Global Equity Fund A*

Putnam International Voyager A

Putnam Vista A

T. Rowe Price Blue Chip Growth Fund
Vanguard Asset Allocation

*From September 20, 2002 — September 30, 2002jrthéstment was briefly named the Putnam Global@rd-und A as a result of
the merger, in September 2002, of Putnam Globait¥&und A with Putnam Global Growth Fund A. Thengeed fund briefly retained the
name “Putnam Global Growth Fund A.” Effective Oaoli, 2002, the merged fund changed its name tm&au Global Equity Fund A.”
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SCHEDULE A
MEASUREMENT METHODS
(Effective January 11, 2003)
Merck Common Stock
Mutual Funds

American Century Emerging Markets Institutional
American Funds EuroPacific Growth Fund
Fidelity Destiny |

Fidelity Dividend Growth

Fidelity Equity-Income

Fidelity Low-Priced Stock

Fidelity Retirement Money Market

Fidelity Spartan Government Income
Fidelity Spartan U.S. Equity Index
Franklin Small-Mid Cap Growth A

Janus Enterprise

Janus Growth & Income

Liberty Acorn Class Z

PIMCO Foreign Bond Institutional

PIMCO Long Term US Government Institutional
PIMCO Total Return Institutional

Putnam Global Equity A

Putnam International Voyager A

Putnam Vista A

T. Rowe Price Blue Chip Growth
Vanguard Asset Allocation



Exhibit 10.1«
AGREEMENT

WHEREAS Dr. Edward M. Scolnick (“Dr. Scolnick”) has expressan interest in relinquishing his executive dutiad devoting himself full
time to research activities, while remaining empldyy Merck & Co., Inc. (“Merck” or “the Company’and

WHEREAS Merck wishes to continue to support and benefinfidr. Scolnick’s outstanding research ability, gigs and knowledge;
IT ISHEREBY AGREED as follows:

1. Change in Title and Job ResponsibilitiesEffective upon the close of business on Deeardth, 2002, Dr. Scolnick will voluntarily
relinquish his positions, titles and responsitabt{a) as Merck’s Executive Vice President, SciemzkTechnology, (b) as President, Merck
Research Laboratories (“MRL"), (c) as a member efrdk’s Management Committee, (d) as a member of ldRlesearch Management
Committee, (e) as a member of the board of direadbdMerck and of any subsidiary or unit of Merakd (f) as a member of any other Merck
committee on which he is currently serving; andansideration therefor Merck will appoint Dr. Sdokas President Emeritus, MRL,
effective January 1, 2003. In that capacity, Dol8ick will report to Merck’s Chief Executive Offiz and will be responsible for engaging in
scientific research in a field of his choice, subje the approval of the President, MRL.

2. West Point Laboratory To enable Dr. Scolnick to engage in scientifisearch as President Emeritus, MRL, Merck w)lla@sign to hin
a laboratory appropriate for such research at Meffekility in West Point, Pennsylvania, (b) altothim an annual budget to be determined
by the President, MRL, which shall not be less thar25 million, for supplies, equipment, other mialls, and scientific staff needed for the
laboratory, and (c) assign to him a full time adistirative assistant. Dr. Scolnick will be respotesitor administering the budget and
supervising the staff. Beginning no later than Delger 2003 and continuing for as long as a laboyatomade available to him under this
paragraph, Dr. Scolnick will submit to Merck’s Bdaof Directors an annual progress report descritiiegactivities and results of the
laboratory assigned to him by Merck.

3. Compensation Commencing on January 1, 2003, Dr. Scolsitidse salary will be $50,000 per month subjeapfropriate payroll ar
tax withholding and deductions, and he will conérta be eligible to participate in the various eoyple benefit plans that cover Merck’s
salaried exempt employees; however, he will nagliggble for an AIP or EIP bonus or for annual $t@ption grants, except that, subject to
the approval of the Compensation and Benefits Cateendf Mercks Board of Directors, Dr. Scolnick will be eligitiie receive an EIP bon
payable in 2003 for his performance in 2002. Inigaid, while Dr. Scolnick remains an employee ofigle Merck will allow him the
reasonable use of Merck corporate aircraft (if otlige available) to attend conferences and extdroatd meetings.
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4. Terms and Conditions of Employment As a Merck employee, Dr. Scolnick is an emplkowat will. He will continue to abide and be
bound by the “Conditions of Employment” agreemduatt the signed in 1982, a copy of which is annexardtb and incorporated herein as
Attachment “A,” including but not limited to Dr. 8hick’s promises (a) that he will not without aathzation disclose confidential
information, knowledge, data or property relatimgpelonging to Merck, (b) that he will not engageany activity that conflicts with or
impairs his obligations as a Merck employee, (a} #ll inventions, discoveries and technical oritesss innovations developed or conceived
by him solely or jointly with others during the e of his employment (i) that are along the linéshe activities, operations, work or
investigations to which his employment relatesoteawhich he may receive information due to hipklyment, or (ii) that result from or are
suggested by any work that he may do for Merckl] leathe property of Merck, and (d) that he witldeavor to assist the Company in
obtaining, protecting, and enforcing property amahership rights and patents in such inventiongalisries and innovations.

5. Retirement

(&) Notwithstanding anything to the contrary ie Retirement Plan for the Salaried Employees ofckiér Co., Inc. (the “Qualified
Plan”) and the Merck & Co., Inc. Supplemental Retient Plan (the “SRP;” together with the Qualifildn, the “Retirement Plans”), Dr.
Scolnick’s “Final Average Compensation” as sucimt& used in the Retirement Plans shall not bethessit would have been if his
employment had terminated on December 31, 2002jged, however, that to the extent use of this IFineerage Compensation causes an
increase in benefits to be payable in the aggrdgate the Retirement Plans, all of such increasd te payable only from the SRP.

(b) Upon his termination of employment, Dr. Scokwill be entitled to be treated as a “retireetanall of Merck’s welfare, pension,
savings and stock option plans and deferral progreeonrding to the terms of such plans in effeanftame to time (except as otherwise
specifically provided by this Agreement), providédt he has submitted all appropriate paperworiegsired by the Company as part of the
retirement process.

6. Termination of Employment In the event that Merck terminates Dr. Scdii@mployment for a reason other than cause, emvdded

that Dr. Scolnick executes both a release/waivetaiins and a noncompete/nonsolicitation agreemmeatform satisfactory to Merck, and
further provided that Dr. Scolnick has not violathd “Conditions of Employment” agreement annexerkto as Attachment “A,” if such
termination of employment occurs before Dr. Scdis&0 th birthday, then Merck shall give a onedigrant of $2,000,000 to an academic
institution designated by Dr. Scolnick, for theespurpose of enabling him to set up and maintagsaarch laboratory as an employee of that
institution. The academic institution must be ssiglieated by Dr. Scolnick within one year of suamii@ation of his employment. In the ev
such termination is before Dr. Scolnick’s 64 ththiay, Merck shall also take whatever steps maydoessary to ensure that Dr. Scolnick’s
“Years of Credited Service,” within the meaningtioé Retirement Plans, shall be not less than 3%h@extent use of this Credited Service
causes an increase in benefits to be payable iaghegate from the Retirement Plans, all of sactease shall be payable only from the
SRP. For purposes of this paragraph only, a tettomaf Dr. Scolnick’s

2




employment “for a reason other than cause” shadl e deemed to occur upon Dr. Scolnick’s resignatr retirement within 60 days after
Merck either (i) advises Dr. Scolnick that it wild longer support research by Dr. Scolnick in Himratory assigned under this Agreement or
(i) reduces the annual funding for such laboratoejow $1.25 million.

7. Effective Date This Agreement will become effective upon exem by both parties, subject to approval by M&d&oard of
Directors.

8. Applicable Law The parties acknowledge that Dr. Scolnick’plyment relationship with Merck was formed undes taws of the
State of New Jersey and the United States anditiyatjuestion as to the scope, interpretation afiedtedf this Agreement will be resolved
under the substantive and procedural laws of tage®if New Jersey.

9. Complete Agreement This Agreement constitutes the complete amal fiagreement between the parties and supersedesaces all
prior or contemporaneous agreements, negotiatiodsoussions relating to the subject matter of Agreement. No other agreement shall be
binding upon Merck or upon Dr. Scolnick, includingthout limitation, any agreement made hereafiatess in a single, integrated writing
titted “Agreement” and signed by Merck and by Decofick.

MERCK & CO., INC.

/s/ EDbwARD M. ScoLNick, MD /s/ RAYMOND V. G ILMARTIN
EDWARD M. SCOLNICK, MD by:  Raymond V. Gilmartir
Dated: December 20, 20 Dated: January 3, 20!



Exhibit 12
MERCK & CO., INC. AND SUBSIDIARIES

Computation Of Ratios Of Earnings To Fixed Charges

(In millions except ratio data)

Years Ended December 31

2002 2001 2000 1999 1998 1997
Income Before Taxe $10,213.¢  $10,402. $ 9,824.: $8,619.: $8,133.: $6,462.:
Add (Subtract)
One-third of rents 84.: 77.7 67.C 66.7 56.4 46.€
Interest expense, gro 390.¢ 464.7 4844 316.¢ 205.¢ 129t
Interest capitalized, net of amortizati (36.9 (66.1) (99.0 (61.9 (36.9) (16.5)
Equity (income) loss from affiliates, net of disttions (156.7) (113.9 (288.9) (352.%) 36.€ 153.(
Preferred stock dividends, net of 1 164.: 199.¢ 205.2 120.7 62.1 49.€
Earnings $10,660.! $10,964. $10,193.: $8,709. $8,456.¢ $6,824.!
One-third of rents $ 84.: $ 770 $ 67.C $ 66.7 $ 564 $ 46.€
Interest expense, gro 390.¢ 464.7 4844 316.¢ 205.¢ 129t
Preferred stock dividenc 234.% 285.1 293.] 172. 88.7 70.¢
Fixed Charge $ 709.¢ $ 827.t $ 844: $ 556.( $ 350.% $ 247.(
Ratio of Earnings to Fixed Charg 15 13 12 16 24 28

For purposes of computing these ratios, “earnirmgsisist of income before taxes, one-third of rédéemed by the Company to be
representative of the interest factor inherentints), interest expense, net of amounts capitalexuaity income (loss) from affiliates, net of
distributions, and dividends on preferred stockudfsidiary companies. “Fixed charges” consist &-third of rents, interest expense as
reported in the Company'’s consolidated financialeshents and dividends on preferred stock of sidrgidompanies.
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Financial Review
Description of Merck’s Business

Merck is a global research-driven pharmaceuticatipcts and services company that discovers, devghanufactures and markets a broad
range of innovative products to improve human amthal health, directly and through its joint vergsiy and provides pharmacy benefit
management services through Medco Health Solutlans(Medco Health).

Sales
($ in millions) 200z 2001 200(
Atherosclerosit $ 5,688.¢t $ 5525. $ 4,624.:
Hypertension/heart failut 3,496.¢  3,602.0 4,041
Anti-inflammatory/analgesic 2,613.0 2,421t 2,115
Osteoporosi: 2,248.¢ 1,632.¢ 1,197.
Respiratory 1,505.¢ 1,268.¢ 800.k
Vaccines/biological: 1,028.: 1,022. 952.(
Anti-bacterial/an-fungal 822. 751.3 744.(
Ophthalmological: 622.5 646.5 632.2
Urology 547.¢ 548.F 449t
Human immunodeficiency virus (HI\ 293.c 381.¢ 500.¢
Other 2,764.( 3,545 4,165.
Medco Healtt 30,159.( 26,368." 20,140.

$51,790.. $47,715." $40,363..

Beginning in 2002, sales by individual therapeutass are presented net of rebates and discourdseTamounts were previously
presented on a gross basis, whereby rebates aralidis were included in Other. Because rebateslisedunts have always been included in
total net sales, this change in presentation hagfaot on consolidated sales or net income. Sajdésdividual therapeutic class for 2001 and
2000 are presented on a comparable basis to 2002.

Human health products include therapeutic and mtéxeeagents, generally sold by prescription, fa treatment of human disorders.
Among these are atherosclerosis products, of whitloris the largest-selling; hypertension/heart failpreducts, the most significant of
which areCozaar, Hyzaar, VasoteandPrinivil ; anti-inflammatory/analgesics, which includéi®xxandArcoxia, agents that specifically
inhibit the CO>-2 enzyme which is responsible for pain and inflartioma an osteoporosis produFosamay, for treatment and prevention



osteoporosis; a respiratory produsingulair, a leukotriene receptor antagonist; vaccines/giolds, of whichvarivax, a
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live virus vaccine for the prevention of chickenpbkM-R I, a pediatric vaccine for measles, mumps andltap@ndRecombivax HB
(hepatitis B vaccine recombinant) are the largeBing; anti-bacterial/anti-fungal products, whiicttludesPrimaxinandCancidasas well as
the recently launchelthvanz; ophthalmologicals, of whicBosoptandTrusoptare the largest-selling; a urology produgtoscar, for
treatment of symptomatic benign prostate enlargénae HIV products, which includé€rixivan, a protease inhibitor for the treatment of
human immunodeficiency viral infection in adults.

Other primarily includes sales of other human pla®aticals, also net of rebates and discountsphadnaceutical and animal health
supply sales to the Company'’s joint ventures antaXeneca LP (AZLP), of whicRrilosecandNexiumare the most significant.

Medco Health primarily includes Medco Health saléson-Merck products and Medco Health pharmacyefieservices, principally
sales of prescription drugs through managed piggmni drug programs, as well as services provitleoligh programs to help its clients
control the cost and enhance the quality of theguiption drug benefits to their members.

Merck sells its human health products primarilygltag wholesalers and retailers, hospitals, clirdgosiernment agencies and managed
health care providers such as health maintenagam@ations and other institutions. The Companydgssional representatives
communicate the effectiveness, safety and valwioproducts to health care professionals in peiyaaictice, group practices and managed
care organizations.

Competition and the Health Care Environment

The markets in which the Company conducts its lassirare highly competitive and often highly regdatGlobal efforts toward health care
cost containment continue to exert pressure onyatqaricing and access. In the United States, thragany has been working with private
and government employers to slow the increase @ftheare costs. Demonstrating that the Compangdicines can help save costs in other
areas and pricing flexibly across our product mdidfhave encouraged growing use of our medicimesheelped offset the effects of
increasing cost pressures. Legislative bodies roatio work to expand health care access and retisoeiated costs. Such initiatives incl
prescription drug benefit proposals for Medicaradifiiaries introduced in the U.S. Congress.

Outside the United States, in difficult environmeeahcumbered by government cost containment actio@ompany has worked with
payers to help them allocate scarce resourcestitmiap health care outcomes, limiting the potehtidetrimental effects of government
actions on sales growth. In addition, countriedhinithe European Union (EU), recognizing the ecoicdmportance of the research-based
pharmaceutical industry and the value of innovatheslicines to society, are working with industrgresentatives and the European
Commission on proposals to complete the “SingleKdgirin pharmaceuticals and improve the competitiimate through a variety of means
including market deregulation.

There has been an increasing amount of focus eaqyrissues in countries around the world, inclgdime United States and the EU. In
the United States, federal and state governments fnarsued legislative and regulatory initiativegarding patient privacy, including recer
issued federal privacy regulations concerning hdaformation, which have affected the Compangperations, particularly at Medco Hea

Although no one can predict the outcome of theskahner legislative, regulatory and advocacy itiites, we are well positioned to
respond to the evolving health care environmentraacket forces.

We anticipate that the worldwide trend toward aasttainment will continue, resulting in ongoing gsares on health care budgets. As
we continue to successfully launch new productsirdaute to health care debates and monitor refpomsnew products, policies and
strategies will enable us to maintain our strongjtian in the changing economic environment.

Business Strategies

The Company is discovering new innovative prodacis developing new indications for existing proguthe result of its continuing
commitment to research. To enhance its producfgiartthe Company continues to pursue externémdies, from early-stage to late-stage
product opportunities, including joint ventures dadjeted acquisitions. Additionally, achievemehpimmductivity gains has become a
permanent strategy. Productivity initiatives in@udt the manufacturing level, optimizing plantizdition, implementing lowest-cost
processes and improving technology transfer betwessgarch and manufacturing, and throughout thepaom reducing the cost of
purchased materials and services, re-engineerirggasca administrative processes and streamlinia@tbanization. At the manufacturing
level, the Company expects that productivity gawilscontinue to substantially offset inflation gmoduct cost in the core pharmaceuticals
business.

The Company is committed to improving access toiaimges and enhancing the quality of life for peopteund the world. Merck’s
African Comprehensive HIV/AIDS Partnership in Botswa, in collaboration with the Government of Botswand the Bill & Melinda Gates
Foundation, is striving to develop a comprehenaive sustainable approach to HIV prevention, cadeti@atment. To further catalyze access
to HIV medicines in developing countries, in OctoB802 the Company announced that a new 600 mettadsmulation of its antiretroviral
medicineStocrinwill be introduced at a price of less than
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one dollar per day in the least developed counsiesthose hardest hit by the HIV/AIDS epidemictdtigh this and other actions, Merck is
working with partners in the public and privatetses alike to focus on the real barriers to actessedicines in the developing world: the
need for sustainable financing, increased intesnatiassistance and additional investments in eéucdraining and health infrastructure and
capacity in developing countries.

In 1993, Merck acquired Medco Containment Servites, (renamed Merck-Medco and later, Medco HeaM®dco Health provides
pharmacy benefit services in the United Statesodgin its home delivery pharmacies and national odtwf retail pharmacies, Medco He:
provides sophisticated programs and servicesgalignts and the members of their pharmacy beplgdits, as well as for the physicians and
pharmacies the members use. Medco Healthdbgrams and services help its clients contektist and enhance the quality of the prescriy
drug benefits they offer to their members. Medcalkfes clients include Blue Cross/Blue Shield plans; agsu care organizations; insura
carriers; third-party benefit plan administratasployers; federal, state and local government@gsnand union-sponsored benefit plans.

In January 2002, the Company announced plansablestt Medco Health as a separate, publicly-tragedpany. Medco Health
converted from a limited liability company to a Bedare corporation in May 2002 and changed its nfaome Merck-Medco Managed Care,
L.L.C. to Medco Health Solutions, Inc. In July 20®2e Company announced that due solely to madwditions it was postponing an initial
public offering (IPO) of shares of Medco Health d@ndithdrew the associated equity registratioriesteent. Merck remains fully committed
the establishment of Medco Health as a separabdichyutraded company and intends to complete #pasation in mid-2003, subject to
market conditions.

In January 2003, the Company, through its whollywed/subsidiary, MSD (Japan) Co., Ltd., launcheshdér offer to acquire, for an
estimated aggregate purchase price of $1.5 biltlmmremaining 49% of the common shares of Banyarmaceutical Co., Ltd. (Banyu) tha
does not already own. The tender offer, which daséviarch 2003, is conditional on the Company iréog at least 76.45 million common
shares to bring its share ownership of Banyu ta@pmately 80% or more. The Company plans to flhedttansaction with cash on hand.
Japan is the world’s second largest pharmaceutiegket.

Joint Ventures and Other Equity Method Affiliates

To expand its research base and realize synergiesdombining capabilities, opportunities and assbie Company has formed a number of
joint ventures. In 1982, Merck entered into an agrent with Astra AB (Astra) to develop and markstré’s products under a royaltyearing
license. In 1993, the Company’s total sales of @pnoducts reached a level that triggered the $tegi in the establishment of a joint venture
business carried on by Astra Merck Inc. (AMI), ihiesh Merck and Astra each owned a 50% share. Bhig yenture, formed in November
1994, developed and marketed most of Astra’s nesquiption medicines in the United States includtnigpsec, the first of a class of
medications known as proton pump inhibitors, wteldws the production of acid from the cells of stemach lining.

In 1998, Merck and Astra completed the restructuahthe ownership and operations of the joint uemivhereby the Company
acquired Astra’s interest in AMI, renamed KBI IfkBI), and contributed KBI's operating assets toeav U.S. limited partnership, Astra
Pharmaceuticals L.P. (the Partnership), in exch&mga 1% limited partner interest. Astra contréxithe net assets of its wholly owned
subsidiary, Astra USA, Inc., to the Partnershipxchange for a 99% general partner interest. Thaérahip, renamed AstraZeneca LP
(AZLP) upon Astra’s 1999 merger with Zeneca Grolp(Ehe AstraZeneca merger), became the exclusstaliitor of the products for
which KBI retained rights.

While maintaining a 1% limited partner interestBLP, Merck has consent and protective rights idezhto preserve its business and
economic interests, including restrictions on tbever of the general partner to make certain distidims or dispositions. Furthermore, in
limited events of default, additional rights wikk lgranted to the Company, including powers to titee actions of, or remove and replace,
Partnership’s chief executive officer and chiegfigial officer. Merck earns certain Partnershipnmet as well as ongoing revenue based on
sales of current and future KBI products. The Raship returns include a priority return provided ih the Partnership Agreement, variable
returns based, in part, upon sales of certain fodAs&a USA, Inc. products, and a preferential metepresenting Merck’s share of
undistributed AZLP GAAP earnings. These returnsicivlare recorded as Equity income from affiliagggregated $640.2 million, $642.8
million and $637.5 million in 2002, 2001 and 208&spectively. The AstraZeneca merger triggers tgbaedemption of Merck’s limited
partner interest in 2008. Upon this redemption, RZkill distribute to KBI an amount based primaidly a multiple of Merck’s annual
revenue derived from sales of the former Astra UBA, products for the three years prior to theemegtion (the Limited Partner Share of
Agreed Value).
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In conjunction with the 1998 restructuring, forayment of $443.0 million, Astra purchased an opfibe Asset Option) to buy Merck’
interest in the KBI products, excluding the gasttestinal medicineBrilosecandNexium. The Asset Option is exercisable in 2010 at an
exercise price equal to the net present value &aoth 31, 2008 of projected future pretax revetauee received by the Company from the
KBI products (the Appraised Value). Merck also tasright to require Astra to purchase such intare2008 at the Appraised Value. In
addition, the Company granted Astra an option tp Merck’s common stock interest in KBI at an exsecprice based on the net present
value of estimated future net saledPoilosecandNexium. This option is exercisable two years after Astrirchase of Merck’s interest in
the KBI products.

The 1999 AstraZeneca merger constituted a TriggenEunder the KBI restructuring agreements. Assalt of the merger, in exchar
for Merck’s relinquishment of rights to future Astproducts with no existing or pending U.S. patentke time of the merger, Astra paid
$967.4 million (the Advance Payment), which is sabfo a true-up calculation in 2008 that may rezjeepayment of all or a portion of this
amount. The True-Up Amount is directly dependenttenfair market value in 2008 of the Astra produgits retained by the Company.
Accordingly, recognition of this contingent incornas been deferred until the realizable amountyf & determinable, which is not
anticipated prior to 2008.

Under the provisions of the KBI restructuring agneats, because a Trigger Event has occurred, theobthe Limited Partner Share of
Agreed Value, the Appraised Value and the True-WmAnt is guaranteed to be a minimum of $4.7 billidrstribution of the Limited
Partner Share of Agreed Value and payment of tiie-Tp Amount will occur in 2008. Astra-Zeneca's ¢ghase of Merck’s interest in the
KBI products is contingent upon the exercise di@itMerck’s option in 2008 or AstraZeneca’s optior2010 and, therefore, payment of the
Appraised Value may or may not occur.

In 1989, Merck formed a joint venture with Johngodohnson to develop and market a broad range mbmescription medicines for
U.S. consumers. This 50% owned joint venture wasesed into Europe in 1993, and into Canada in 1996

Sales of joint venture products were as follows:

($ in millions) 200z 2001 200(
Gastrointestinal produc $299.C $293.f $321.1
Other product: 114.C 101.E 108.C

$413.C $395.C $429.1

In 1994, Merck and Pasteur Mérieux Connaught (naeniis Pasteur) established a 50% owned joint veritumarket vaccines in

Europe and to collaborate in the development oflnation vaccines for distribution in Europe. Sadégoint venture products were as
follows:

($ in millions) 200z 2001 200(
Hepatitis vaccine $ 69.2 $ 88.C $134.1
Viral vaccines 346 40.t 48k
Other vaccine 442.¢ 371.1 358.%

$546.2 $499.¢ $540.¢

In 1997, Merck and Rhdne-Poulenc (now Aventis) cim@d their animal health and poultry genetics besses to form Merial Limited
(Merial), a fully integrated animal health compamich is a stand-alone joint venture, equally othg each party. Merial provides a
comprehensive range of pharmaceuticals and vactoreizhance the health, well-being and performafeewide range of animal species.
Sales of joint venture products were as follows:

($ in millions) 200z 2001 200(
Fipronil products $ 486.2 $ 409.7 $ 345.%
Avermectin product 461.7 495.( 531.7
Other product: 777.¢ 754.¢ 730.4

$1,725." $1,659.! $1,607.¢

In May 2000, the Company and Schering-Plough Cearimm (Schering-Plough) entered into agreementsdate separate equally-
owned partnerships to develop and market in théedrtates new prescription medicines in the ckerelsmanagement and respiratory
therapeutic areas. In December 2001, the choléstexnagement partnership agreements were expaodedude all the countries of the
world, excluding Japan. In October 2002, ezetimibe first in a new class of cholestelowering agents, was approved in the U.SZetia



and in Germany aszetrol. The partnerships are also pursuing the developarehmarketing ofetiaas a once-daily combination
tablet withZocor. Sales of ezetimibe totaled $25.3 million in 2002.

In January 2002, Merck/Schering-Plough Pharmacaistieported on results of Phase Il clinical fiaf a fixed combination tablet
containingSingulairandClaritin , Schering-Plough’s nonsedating antihistamine, tiiicl not demonstrate sufficient added benefith@n
treatment of seasonal allergic rhinitis.
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Foreign Operations

The Company’s operations outside the United Statesonducted primarily through subsidiaries. Safdderck human health products by
subsidiaries outside the United States were 398erstk human health sales in 2002, and 37% and 362001 and 2000, respectively.

Distribution of 2002 Foreign Human Health Sales

Westem Euope
E0%

Dther foreign
24%
Asia/Pacilic
26%

The Company’s worldwide business is subject tosrizkcurrency fluctuations and governmental actidie Company does not regard
these risks as a deterrent to further expansidats operations abroad. However, the Company classlews its methods of operations and
adopts strategies responsive to changing econamipalitical conditions.

In recent years, Merck has been expanding its tipagin countries located in Latin America, thedillie East, Africa, Eastern Europe
and Asia Pacific where changes in government mdiend economic conditions are making it possié/ferck to earn fair returns.
Businesses in these developing areas, while somgfi@ss stable, offer important opportunities fawgh over time.

Operating Results

Total sales for 2002 increased 9% in total and 8% wolume basis from 2001. Foreign exchange hsehéially no effect on 2002 sales
growth. Total sales for 2001 increased 18% in tatal 14% on a volume basis from 2000. Foreign exghdad a one point unfavorable
effect on 2001 sales growth.

In 2002, sales of Merck human health products dréw Foreign exchange rates had less than a haif pofavorable effect on sales
growth and price changes had essentially no effesales growth. In measuring these effects, clwingde value of foreign currencies are
calculated net of price increases in traditionbiperinflationary countries, principally in Latinnderica. Domestic human health sales
declined by 2%, reflecting the impact from produaffected by patent expirations. While wholesal@rcpasing behavior affected quarterly
sales levels of certain products during 2002, gterated net impact of wholesaler buying pattemshe year-on-year change in aggregate
domestic sales was minimal. Foreign sales grewrv2002 including a one percentage point unfavoraffect from exchange. Merck’s five
key human health producocor, Vioxx, Fosamax Cozaar/ Hyzaar, andSingulair, which represent twthirds of worldwide human heal
sales, collectively had increased sales of 149%2002. Newer product§ancidasandinvanz, experienced unit volume gains as did the more
mature productdylaxaltandCosopt. Sales from products affected by patent expiratiamcludingVasotec Vaseretic, Prinivil , Prinzide,
PepcidandMevacor, declined 38% from 2001 to $1.4 billion in totilerck’s consolidated sales growth in 2002 alscextéid the impact of
Medco Health’s sales, which increased 14% over 2001

Compomonts ol Heman Health Sabes Growth
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Zocor, Merck’s cholesterol-modifying medicine, continugsisolid performance in 2002 with worldwide sabé$5.6 billion, an
increase of 6% from 2001. Excluding the estimategact of wholesaler buying patterns, the year-car-geowth ofZocorapproximated
12%. Worldwide sales fatocorin 2003 are expected to approximate $5.6 billio3® billion. In 2003Zocorwill lose its basic patent
protection in Canada and certain countries in Eeyropcluding the United Kingdom and Germany, aredl@mpany expects a decline in
Zocorsales in those countrie



Zocor continues to remain a therapy of choice for manysjgians because of its proven ability in clinitrédls to act favorably on all
three key lipid parameters—Ilowering “bad” LDL chstierol and triglycerides while raising the level'gbod” HDL cholesterol. Clinical trial
have demonstrated thabcorhas a well-established safety and tolerability igoResults from the landmark Heart Protectiondgt(HPS),
the largest-ever study using a cholesterol-modifyiedicine, showed thZbcor40 mg was proven to save lives by reducing theafdkeart
attack and stroke in a broad range of high-riskep#s, including people with heart disease and [gewjih diabetes, regardless of their
cholesterol levels. A supplemental New Drug Apgima (SNDA) was filed in the third quarter of 20@2h
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the U.S. Food and Drug Administration (FDA) to ingporate data from HPS into the U.S. labelZocor. Updated federal guidelines, which
report that people with diabetes are at increais&dar cardiovascular disease, have increaseduhger of people in the United States who
are eligible for statin therapy by an additionalr@illion.

Vioxx, Merck’s once-a-day coxib, remains the largestrangt prescribed arthritis pain medication acroasyrmarkets worldwide,
including Europe, Canada and Latin America. Fonytbar,Vioxxsales grew 8% over 2001, achieving $2.5 billiosafes. Excluding the
estimated impact of wholesaler buying patternsyta-on-year growth ofioxxapproximated 1%. In 2003, worldwide sales of coxXiiexx
andArcoxia, are expected to approximate $2.6 billion to $2l&n.

Pain relief and gastrointestinal (Gl) safety renigiportant considerations when physicians are dngas medication for the treatment
of arthritis. Since the Gl outcomes data from #radimark 8,000-patieMioxx Gastrointestinal Outcomes Research (VIGOR) studgwe
added to the labeling fafioxx, the number of key managed care accounts Miitkxin an advantaged position among coxibs continues to
grow. More than 35 million people now have exclesiv preferred accessWoxxthrough their managed care plans.

An updated analysis combining data from 20 clintoals of more than 17,000 arthritis patients weesented at the American College
of Rheumatology in the fourth quarter of 2002 andarscores the proven Gl safety profile/adxx. This new data showed thditoxx
significantly reduced by 62 percent the incidenteomfirmed upper-Gl perforations, ulcers and bfeedmpared to four widely used non-
selective non-steroidal anti-inflammatory drugs MI3s). The analysis is consistent with the sigrafic reduction of clinically important Gl
events versus naproxen seen in the VIGOR study.

Also in clinical studies in acute paiioxxhas demonstrated superior efficacy to codeine 6@vititgacetaminophen 600 mg as well as
oxycodone 5 mg with acetaminophen 325 mg.

France has referred all coxibs on the market areaty under regulatory review to the CPMP, thedpaan scientific regulatory agen
to discuss the gastrointestinal and cardiovasaifaty of the coxib class. The Transparency Comarissesponsible for pricing and
reimbursement in France, is seeking to evaluatenixical benefit of currently marketed coxibs vergaditional NSAIDs.

Merck’s new coxibArcoxia, was launched in 19 countries in 2002, includiegesal in Europe, Latin America and the Asia-Pacifi
region.Arcoxiahas been studied in a broad range of indicationfyding osteoarthritis, adult rheumatoid arthyitisronic pain, acute pain,
dysmenorrhea (menstrual pain) and acute goutyitisthifthe Company announced in June plans to rafilexpanded New Drug Application
(NDA) for Arcoxiawith the FDA in the second half of 2003. The Compplans to seek indications for ankylosing sportiy(a chronic
autoimmune disease primarily involving the spimesteoarthritis, rheumatoid arthritis, chronic palpsmenorrhea and acute gouty arthritis.

To enhance its filing for the broad range of aqéam indications, Merck will provide data in the KBrom several ongoing studies on
Arcoxiain acute pain. In response to the FDA's requestettpanded NDA also will include additional cardiseular safety data fércoxia
versus a hon-naproxen NSAID. Merck is conductimgdeclinical trials to obtain cardiovascular saféata.

In an investigational study released in OctobehatAmerican College of Rheumatologycoxia90 mg and 120 mg once daily showed
positive results compared to placebo in treating/lsing spondylitis. In a post-hoc analysis ofadftom that studyArcoxiaonce daily
provided improved pain relief compared to naprox@@ mg twice daily at six weeks. In December, tasinbm a study of patients with acute
gouty arthritis showedércoxial20 mg once daily provided a comparable degreaiof qelief as indomethacin (50 mg three times daily

With the completion of the European Union’s MutRa&cognition Procedure, which excluded France arch@my,Arcoxiahas receive
medical clearance in the remaining European camts a once-daily treatment for osteoarthritsymmatoid arthritis and acute gouty
arthritis.

Fosamax the leading product worldwide for treatment aneMention of postmenopausal, male and glucocodioaluced osteoporos
continued its strong growth in 2002 with sales 22%billion, an increase of 38% over 2001. Theneated net impact of wholesaler buying
patterns on year-on-yekosamaxsales growth was minimal. Worldwide sales-obamaxn 2003 are expected to approximate $2.6 billion to
$2.8 billion.

FosamaxOnce Weekly has been launched in more than 70 nsank@ldwide and continues to drive growth in tAegk, undertreated
osteoporosis market around the world. Of the mioae 60 million postmenopausal women with osteopsmsridwide, less than 25 percent
are currently diagnosed and treated.

Two studies orfFosamaxwere presented at the annual meeting of the AntreSceiety of Bone Mineral Research in Septembee. Th
first showed that over a ten-year perlemsamaxprovided continuous increases in lumbar spine lmass. A second study, the first head-to-
head study of bisphosphonates, showed that in EaropatientFosamax70 mg once weekly increased lumbar spine and hig Ingineral
density (BMD) more than risedronate 5 mg once dasiyng a European dosing regimen.

Cozaar, and its companion agefyzaar(a combination ofCozaarand the diuretic hydrochlorothiazide), are the npoescribed
angiotensin Il antagonists (AllAs) worldwide foetitment of hypertension. Global sales for the tvealpcts were strong in 2002, reaching
$2.2 billion, a 21% increase over 2001. Excluding éstimated impact of wholesaler buying pattettresyear-on-year growth @ozaarand
Hyzaarapproximated 16%. Worldwide sales@bzaarandHyzaarin 2003 are expected to approximate $2.4 billio2® billion.Cozaaris
experiencing new growth in many major markets algt$he United States based on the results of teartan Intervention for Endpoint
Reduction in Hypertension (LIFE) study announcediarathis year. In the LIFE study, use Cozaarsignificantly



24

Merck & Co., Inc. Annual Report 20(



Table of Contents

reduced the combined risk of cardiovascular motpiaind mortality, most notably stroke, in patiewith hypertension and left ventricular
hypertrophy (LVH) compared to the beta-blocker ateh However, in an analysis of the treatment&ffiey ethnicity, black patients treated
with atenolol were at lower risk of experiencingdiavascular death, heart attack and stroke condparpatients treated witBozaar, even
though both drugs lowered blood pressure to a aindiégree. Merck has submitted a supplemental ND&bzaarbased on the results of t
LIFE study.

In September, the FDA approv&€dzaarto reduce the rate of progression of nephropatlinéy disease) in Type 2 diabetic patients
with hypertension and nephropathy. The new indiceits based on the Reduction of Endpoint in Nomdindependent Diabetes Mellitus
with the Angiotensin Il Antagonist Losartan (RENARA&tudy, which showed that whi@ozaarhad no effect on overall mortality, it
significantly delayed progression to end-stagelrdis@ase (ESRD), a condition requiring dialysikidney transplantation for survival.

In 2001, Merck and E.I. du Pont de Nemours and GomgDuPont) began sharing equally the operatiofjitprfrom Cozaarand
Hyzaarin North America, under terms of the license agreenestablished between the parties in 1989. Fiabtectms outside of North
America were not changed.

Singulair, Merck’s once-a-day leukotriene receptor antagamiatinued its strong performance in 2002 as #maes controller. Total
2002 sales oBingulairwere $1.5 billion, an increase of 19% over 200kcl&ding the estimated impact of wholesaler buyiatigrns, the
yearon-year growth oSingulairapproximated 26%. Worldwide salesSQihgulairin 2003 are expected to approximate $2.0 billiof23
billion. Singulairis the No. 1 prescribed asthma controller amoreygiits and pediatricians in the United States,samck its launch in 1998,
more than 40 million prescriptions 8fngulairhave been dispensed to patients.

Positive results from a major European trial inwiodySingulairwere presented at the European Respiratory Satiegfing in
Stockholm in September. The European study sh@&irgulairdosed once-a-day, taken with the inhaled cortico&t€ICS) budesonide
dosed at 800 mg per day, was at least as effectiventrolling asthma as budesonide alone at daigle@lose (1600 mg per day), as meas
by morning peak flow rate (a measure of lung fuorghi

In December, the FDA approv&ingulairfor the relief of symptoms of seasonal allergiaiitis (also known as hay fever) in adults and
children as young as two years of age. Most cugrentilable oral allergy medications work by bloak histamine, one of several causes of
allergy symptomsSingulairis a new and different way to treat seasonal ablsrigecause it blocks leukotrienes instead of litmckistamine.

A convenient once-a-day tabl&ingulairhelps relieve a broad range of seasonal allergyptymms for 24 hours.

Sales growth in 2002 also benefited fr@ancidas, which is the first in a new class of anti-fungaialled echinocandins or glucan
synthesis inhibitors, introduced in more than sadedCancidasis used to treat certain life-threatening fung&tdations that are becoming
more prevalent as the number of people with com@edimmune systems increases. This new medicineliisated for the treatment of
candidemia (bloodstream infection) and the follogwPandida infections: intrabdominal abscesses, peritonitis (infections withalining of
the abdominal cavity) and pleural space infecti@mgctions within the lining of the lung). It idsm indicated for esophageal candidiasis, and
in invasive aspergillosis in patients who do najpend to or cannot tolerate other anti-fungal thie such as amphotericin B, lipid
formulations of amphotericin B and/or itraconazole.

Other products experiencing growth in 2002 inclivtiexalt for the treatment of acute migraine headachesuttgcosoptto treat
glaucoma, and the recently launchedanzfor the treatment of selected moderate to sevéeetion in adultsCrixivan, though still
contributing to 2002 sales, declined in unit voludue to therapeutic competition. Supply saleBrilbsecandNexiumto AZLP also
contributed to 2002 sales. Total supply sales thRA#h 2003 are expected to decline at a mid-sidglé percentage rate.

In October, Merck/Schering-Plough Pharmaceuticaimanced the FDA approval @etia(ezetimibe), the first in a new class of
cholesterol-lowering agents that inhibits the itited absorption of cholesterol. The once-dailyiéabf Zetial0 mg was approved for use
either by itself or together with a statin to redw®L cholesterol and total cholesterol in patiemith high cholesterol. In clinical trialZetia
showed significant additional reductions in LDL tdsierol when added to any dose of any statinvaaslgenerally well tolerated with an
overall side effect profile similar to statin alomeitial launch performance in the United Statas been strong with more than 100,000
prescriptions written. The U.S. approvalZdtiawas supported by nine pivotal Phase Il studiesuatimg the efficacy and safety dé&tiafor
use in patients with high cholesterol.

Marketing approval was received in October in Getynander the brand nankzetrolfor use alone and with all marketed statins for the
treatment of elevated cholesterol levels. The apgrof ezetimibe in Germany represents the firgp $b seeking marketing approval
throughout the EU under the mutual recognition pdare.

The Company records its interest in the Merck/SolgelPlough partnerships in equity income from &aftis.

In 2001, sales of Merck human health products di#w Foreign exchange rates had a three percentagieunfavorable effect on sales
growth, while price changes had less than a haiftgavorable effect on growth. Domestic sales gtowas 5%, while foreign sales grew 7%
including a seven percentage point unfavorableceffem exchange. The unit volume growth from saeslerck human health products was
driven by five key productocor, Vioxx, Cozaar/Hyzaar FosamaxandSingulair. Also contributing to Merck’s human health volume
growth wereProscar, MaxaltandCancidas.
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Costs, Expenses and Other

($ in millions) 200z Change 2001  Changt 200(
Materials and productio $33,053. +14% $28,976.] +29% $22,443.!
Marketing and administrativ 6,186.¢ - 1% 6,224.« + 1% 6,167.
Research and developmt 2,677.. +9% 2,456.. + 5%  2,343.¢
Equity income from affiliate (644.7) - 6% (685.9 - 10% (764.9
Other (income) expense, r 303.¢ -11% 34157 - 2% 349.(

$41,576." +11% $37,313.. +22% $30,539..

In 2002, materials and production costs increagéd dompared to a 9% sales growth rate. Excludiagffect of exchange and
inflation, these costs increased 4%, one pointdrighan the unit sales volume growth in 2002. Tighdr growth rate in these costs over the
sales volume growth is primarily attributable te 8ignificant growth in Medco Health’s historicalgwer-margin business. In 2001, mater
and production costs increased 29%, compared 18#nsales growth rate primarily attributable tovgfoin the lower-margin Medco Health
business. Excluding the effect of exchange andtiofh, these costs increased 19%, five points hitifas the unit sales volume growth in

2001.

Gross margin was 36.2% in 2002 compared to 39.320@1 and 44.4% in 2000. Gross margin reductiorZ00P reflect the growth in
the Medco Health business as well as effects froydyxct mix in the core pharmaceuticals busines2008, the Company expects that
manufacturing productivity will offset inflation goroduct cost in the core pharmaceuticals business.

Marketing and administrative expenses decreaseih 1&tal and 4% on a volume basis in 2002. Markgetind administrative spending
reflects the impact of sales force expansions anddh costs in support of new product introductiemg new indications, as well as savings
from operational-efficiency and work redesign iitves which reduced the Company’s overall cosicstire. Marketing and administrative
expenses for 2003 are estimated to grow at a miglestigit percentage rate over the full-year 268@ense.

In 2001, marketing and administrative expensesised 1% in total and were essentially level with@on a volume basis, including
one point decrease attributable to marketing exggneflecting the success of operational effigidnitiatives and increased resource
commitment to Merck’s five key growth drivers. Matkhg and administrative expenses as a percenfagas were 12% in 2002, 13% in
2001 and 15% in 2000. The continuous improvemetfiérratios over 2000 primarily reflects the loweowth of marketing and
administrative costs relative to Medco Health’ssajrowth and the sustained impact of operatidffialency initiatives.

Research and development expenses increased 9002nExcluding the effects of exchange and inflatibese expenses increased
Research and development reflects increased ineastimlater stage products, continued signifitamestment in basic research, which
increased 14% in 2002, as well as strategic spgratiroutside licensing efforts. Research and deweémt expenses increased 5% in 2001.
Excluding the effect of exchange and inflation sthexpenses increased 3%.

Research and development in the pharmaceuticasindis inherently a long-term process. The follogvdata show an unbroken trend
of year-to-year increases in the Company’s reseamdidevelopment spending. For the period 199802 2the compounded annual growth
rate in research and development was 9%. Reseadctievelopment expenses for 2003 are estimatebto 10 to 12 percent over the full-

year 2002 expens

Research and Development Expenditures

93 94 95 96

Equity income from affiliates reflects the favoralplerformance of the Compé's joint ventures and partnership returns from AZIok



2002, the decrease in equity income from affiliggemarily reflects the impact of the Company’sghaf launch expenses fdetiaand
ongoing research and development expenses assbwiditethe Merck/Schering-Plough

26 Merck & Co., Inc. Annual Report 20(



Table of Contents

partnerships. The contribution of this collaboratwill continue to be negative in 2003 as saleszgftimibe will be more than offset by laur
expenses for the product and ongoing research erglapment spending. In 2001, the decrease inyeougidme from affiliates primarily
reflects the impact of the Company’s share of neteand development expenses associated with thekk&ehering-Plough partnerships.

The decrease in other expense, net, in 2002 refilecireased amortization expense resulting frormtpkementation of Financial
Accounting Standards Board Statement No. 142, Gdbamd Other Intangibles (FAS 142), under whiclodwill is no longer amortized,
lower minority interest expense and losses on imvests. In 2001, the decrease in other expensewastprimarily attributable to higher
interest income, lower minority interest expense mereased gains on sales of investments. Thigdse was partially offset by lower
exchange gains resulting from the translation ef@mpany’s balance sheet and the effect of inaemw@rded in 2000 from the settlement of
disputed proceeds related to the AstraZeneca merger

Earnings

(% in millions except per share amour 200z  Change 2001  Chang 200(
Net income $7,149.! 2% $7,281.¢ +7% $6,821.7
As a % of sale 13.8 % 15.3 % 16.9 %
As a % of average total ass 15.6 % 17.3% 17.9%
Earnings per common share assuming dilu $ 314 — $ 314 +8% $ 2.9C

The Company'’s effective income tax rate was 30.02002 and 2001, and 30.6% in 2000. The consotid2®©3 effective income tax
rate is estimated to be approximately 29.5% t0%0.5

Net income in 2002 was 2% lower than 2001. Netimeavas up 7% in 2001 over 2000. Net income as@eptage of sales was 13.8%
in 2002 compared to 15.3% in 2001 and 16.9% in 206@ decline in the ratios from 2000 is principalle to a higher growth rate in Mec
Health's historically lower-margin business, offgepart by the lower growth in marketing and adistiative expenses. Foreign currency
exchange had a one percentage point unfavoralget&ff the growth rate in 2002 compared to a thezeentage point unfavorable effect in
2001. Net income as a percentage of average sdatawas 15.6% in 2002, 17.3% in 2001 and 17.92000. Earnings per common share
assuming dilution was at the same level in 2002084 and grew 8% in 2001. In 2002, net income amdirgs per common share assuming
dilution reflect the benefit from implementationfeAS 142. The more favorable growth rates of egsiper common share assuming dilu
compared to net income are a result of treasugkgiarchases.

The Company anticipates full-year 2003 consolidaahings per common share assuming dilution ¢f3& $3.47, which reflects the
expectation for double digit earnings per sharevgiian the core pharmaceuticals business on a stbim basis and includes a full year of
net income from Medco Health. The Company’s intamto separate the Medco Health business in mi@®,20(bject to market conditions,
remains unchanged. After the separation has oatutre Company will adjust its 2003 consolidatethizas expectations to reflect the
separation, as appropriate.

Distribution ol 2002 Sales and Equity Income

The following supplemental information and discassiepresents the core pharmaceuticals busines$-atane summarized operating
results of Merck excluding Medco Health and thedtaone summarized operating results of Medco He@lle.combination of the historic
stand-alone operating results of Merck and MedcaltHevill not equal Merck’s consolidated operatiegults. Certain consolidating
adjustments are necessary in the preparation df saresolidated operating results, associated piiynaith sales of Merck products by
Medco Health and related rebates received by Mef#aith from Merck. The financial information incled herein may not be indicative of
the consolidated operating results of either Menckedco Health in the future, or what they wouétvdé been had Medco Health been a
separate company during the periods presentee@nstat of Financial Accounting Standards No. 144;0Anting for the Impairment or
Disposal of Long-Lived Assets (FAS 144), which veffective for the Company on January 1, 2002, piees the reporting of a business to
be distributed to stockholders as discontinuedatjmes until the disposal date.
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Merck & Co., Inc. Core Pharmaceuticals Business oa Stand-alone Basis

($ in millions) 200z 2001
Sales $21,445.¢ $21,199.(
Materials and productio 3,907.. 3,624.¢
Income before taxe 9,651." 9,948.:
Net income 6,794.6  7,053..

In 2002, sales in Merck’s core pharmaceuticalsrimss on a stand-alone basis grew 1%. Gross maegr88% in 2002 compared to
82.9% in 2001. The decrease is primarily attriblgab the effect of changes in product mix. Nebime as a percentage of sales was 31.7
2002 compared to 33.3% in 2001, reflecting the groargin reduction as well as continued investrirergésearch and development.

Medco Health on a Stand-alone Basis

($ in millions) 200z 2001
Total net revenue $32,958.! $29,070.¢
Total cost of revenue 31,657.° 27,786.
Income before taxe 620.2 518.:
Net income 361.¢ 256.¢

Medco Health continued to deliver strong sales ginaw 2002. Net revenues, reported on a stand-dlasis, reached $33.0 billion, a
13% increase over 2001 as Medco Health managedsd@million prescriptions during the year. The retenues increase primarily reflects
increased prices charged by manufacturers andasederepresentation of new and higher cost drutigibrand name prescription base as
well as higher prescription drug utilization. Meddealth’s home delivery service, which is the latga the pharmacy benefit management
(PBM) industry, continued to expand throughout 20@2dco Health’s home delivery prescriptions fa ffear grew to 82 million in 2002,
and now represent 15 percent of Medco Health’s pr&scription volume. In 2002, Medco Health expeded a 51 percent increase over
2001 in the number of prescriptions processed tiiréts member website, www.medcohealth.cuaiithh prescription volume of 11 million.

Since 2000, Medco Health has provided PBM sendicésnited Health Group, its largest client, undéiva-year contract. Revenues
from United Health Group represented approximaié86 of Medco Health’s net revenues and totaled BH#li&n and $4.6 billion in 2002
and 2001, respectively.

Medco Health’s gross margin was 3.9% and 4.4% ®®22and 2001, respectively. The decrease in magfjiects the impact of
competitive pricing pressures, reduced discourtiingharmaceutical manufacturers and operating ceststing from new business initiated
in the beginning of 2002.

In accordance with FAS 142, Medco Health’'s 2002me before taxes and net income does not reflexdwgitl amortization, which
totaled $106.9 million in 2001.

Medco Health’s net income on a stand-alone bagstimated to grow 20 percent to 25 percent fdnfehr 2003, driven primarily by
increased use of generics and home delivery asasellutomation.

Capital and Environmental Expenditures

Capital expenditures were $2.4 billion in 2002 &2d7 billion in 2001. Expenditures in the Unite@itss were $1.8 billion in 2002 and $2.1
billion in 2001. Expenditures during 2002 includkB9.3 million for production facilities, $746.6 liion for research and development
facilities, $186.7 million for environmental projscand $597.1 million for administrative, safety/dayeneral site projects. Capital
expenditures approved but not yet spent at DeceBhez002 were $2.2 billion. Capital expendituresZ003 are estimated to be $2.3 billi

The Company believes that it is in compliance imsdterial respects with applicable environmerdald and regulations. Capital
expenditures for environmental protection are fasted to exceed $525.0 million for the years 2008ugh 2007. In addition, the Compasy’
operating and maintenance expenditures for poliutntrol were approximately $87.8 million in 20@Xpenditures for this purpose for the
years 2003 through 2007 are forecasted to appragi&l5.0 million. Expenditures for remediation @mdironmental liabilities were $31
million in 2002, and are estimated at $107.0 milifor the years 2003 through 2007.

Depreciation was $1.2 billion in 2002 and $1.libillin 2001, of which $898.8 million and $777.1 lioih, respectively, applied to
locations in the United States.
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Analysis of Liquidity and Capital Resources

In 2002, net cash provided by operating activitias $9.5 billion. Cash provided by operations cares to be the Company’s primary source
of funds to finance operating needs and capitatedjtures. This cash was used to fund capital edipges of $2.4 billion, to pay Company
dividends of $3.2 billion and to partially fund tharchase of treasury shares. At December 31, 20882¢tal of worldwide cash and
investments was $12.2 billion, including $5.0 bitliof cash, cash equivalents and short-term inversisnand $7.2 billion of long-term
investments. The above totals include $1.2 billlonash and investments held by Banyu.

Selected Data

($ in millions) 200z 2001 200(
Working capital $2,458.7 $1,417.. $3,643.¢
Total debt to total liabilities and equi 180% 20.1% 17.2%
Cash provided by operations to total d 1.1:1 1.0:1 1.1:1

Working capital levels are more than adequate tetriee operating requirements of the Company. @ties of total debt to total
liabilities and equity and cash provided by operagito total debt reflect the strength of the Camyfsoperating cash flows and the ability of
the Company to cover its contractual obligations.

The Company’s contractual obligations as of Decemthe2002 are as follows:

Payments Due by Period

2004-  2006- There-
($ in millions) Total 200z 200t 2007 aftel
Loans payable and current portit
of long-term debi $3,669.6 $3669.L $ — $ — $ —
Long-term deb 4,879.( — 1,348.7 572.% 2,958.(
Operating lease 513.¢ 160.1 214.1 85.€ 54.1

$9,062.° $3,829.¢ $1,562.¢ $657.¢ $3,012.:

Loans payable and current portion of long-term detitides $500.0 million of notes with a final matyin 2011, which, on an annual
basis, will either be repurchased from the holdgthe option of the remarketing agent and rematkeir redeemed by the Company. Loans
payable and current portion of long-term debt adstects $220.4 million of long-dated notes thag smbject to repayment at the option of the
holders on an annual basis.

At December 31, 2002, $1.5 billion of variable rpteferred units issued by a wholly-owned subsydiatich are redeemable at the
option of the holders beginning in 2010, are ineldich minority interests.

In 2001, the Company'’s $1.5 billion shelf registratstatement filed with the Securities and Exclea@gmmission for the issuance of
debt securities became effective. During 2002 Gbmpany issued $107.5 million of variable rate sateder the shelf. In February 2003, the
Company issued $500.0 million of 4.4% ten-year siated $55.0 million of variable rate notes undershelf. The remaining capacity under
the Company’s shelf registration statement is $illn.

The Company'’s strong financial position, as evi@ehby its triple-A credit ratings from Moody’s aBtandard & Poor’s on outstanding
debt issues, provides a high degree of flexibilitpbtaining funds on competitive terms. The apild finance ongoing operations primarily
from internally generated funds is desirable beeaighe high risks inherent in research and dgretnmt required to develop and market
innovative new products and the highly competitie¢ure of the pharmaceutical industry. The Compiogs not participate in any off-
balance sheet arrangements involving unconsolidatbsidiaries that provide a material source drfring or potentially expose the
Company to material unrecorded financial obligagion

In February 2000, the Board of Directors approvertipases of up to $10.0 billion of Merck sharesldty 2002, the Board of Directors
also approved purchases over time of up to aniaddit$10.0 billion of Merck shares. From 2000 692, the Company purchased $1.1
billion of treasury shares under previously authedicompleted programs, and $8.4 billion unde20@) program. Total treasury stock
purchased in 2002 was $2.1 billion. For the pefi6l3 to 2002, the Company has purchased 509.®mghares at a total cost of $24.4
billion.

While the U.S. dollar is the functional currencyté Company’s foreign subsidiaries, a signifiqgamttion of the Company’s revenues
are denominated in foreign currencies. Merck radiesustained cash flows generated from foreigncgsuo support its long-term
commitment to U.S. doll-based research and development. To the extenbtlze dalue of cash flows is diminished as a restiti



strengthening dollar, the Company'’s ability to fuedearch and other dollar-based strategic initatat a consistent level may be
impaired. The Company has established revenue hgagid balance sheet risk management programstiecpagainst volatility of future
foreign currency cash flows and changes in faineaaused by volatility in foreign exchange rates.

The objective of the revenue hedging program igtluce the potential for longer-term unfavorablarges in foreign exchange to
decrease the U.S. dollar value of future cash fldaréved from foreign currency denominated salesyarily the euro and Japanese yen. To
achieve this objective, the Company will partidilgdge anticipated third party sales that are erpect occur over its planning cycle,
typically no more than three years into the futdifee Company will layer in hedges over time, insieg the portion of sales hedged as it gets
closer to the expected date of the transactiorh that it is probable the hedged transaction vaduw. The portion of sales hedged is based on
assessments of cost-benefit profiles that consideiral offsetting exposures, revenue and exchange
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rate volatilities and correlations, and the costedging instruments. The hedged anticipated saéea specified component of a portfolio of
similarly denominated foreign currency-based salassactions, each of which responds to the hedgkdih the same manner. Merck
manages its anticipated transaction exposure patigiwith purchased local currency put optionsebhprovide the Company with a right,
but not an obligation, to sell foreign currenciedhe future at a predetermined price. If the d@lar strengthens relative to the currency of
the hedged anticipated sales, total changes iogtiens’ cash flows fully offset the decline in teepected future U.S. dollar cash flows of the
hedged foreign currency sales. Conversely, if tife. dollar weakens, the options’ value reduce®to,zut the Company benefits from the
increase in the value of the anticipated foreigmancy cash flows. While a weaker U.S. dollar wodgult in a net benefit, the market value
of the Company’s hedges would have declined by4sa8llion and $11.9 million, respectively, from aiform 10% weakening of the U.S.
dollar at December 31, 2002 and 2001. The marlaewsas determined using a foreign exchange omtiteng model and holding all factc
except exchange rates constant. Because Merchpusdsased local currency put options, a uniformkeaing of the U.S. dollar will yield
the largest overall potential loss in the markéti@af these options. The sensitivity measuremssiimes that a change in one foreign
currency relative to the U.S. dollar would not affether foreign currencies relative to the U.SlatoAlthough not predictive in nature, the
Company believes that a 10% threshold reflectsorestsly possible near-term changes in Mesakiajor foreign currency exposures relativ
the U.S. dollar. Over the last three years, thgmm has reduced the volatility of cash flows antigated the loss in value of cash flows
during periods of relative strength in the U.S laofor the portion of revenues hedged. The cashidlfrom these contracts are reported as
operating activities in the Consolidated StatenoéiZash Flows.

The primary objective of the balance sheet risk agament program is to protect the U.S. dollar valuereign currency denominated
net monetary assets from the effects of volatititjoreign exchange that might occur prior to thminversion to U.S. dollars. Merck
principally utilizes forward exchange contracts gthenable the Company to buy and sell foreign cefes in the future at fixed exchange
rates and economically offset the consequencelarfges in foreign exchange on the amount of U.fardmash flows derived from the net
assets. Merck routinely enters into contracts by fiffset the effects of exchange on exposure®denated in developed country currencies,
primarily the euro and Japanese yen. For exposumsveloping country currencies, the Company eiiller into forward contracts on a more
limited basis and only when it is deemed econontalo so based on a cost-benefit analysis whiosiders the magnitude of the exposure
and the volatility of the exchange rate. The Conypaifl also minimize the effect of exchange on mtamg assets and liabilities by managing
operating activities and net asset positions ataba&l level. The Company also uses forward cotgrachedge the changes in fair value of
certain foreign currency denominated availablesiale securities attributable to fluctuations irefgn currency exchange rates. A sensitivity
analysis to changes in the value of the U.S. dolteforeign currency denominated derivatives, itmesits and monetary assets and liabilities
indicated that if the U.S. dollar uniformly strehghed by 10% against all currency exposures o€tirapany at December 31, 2002 and
2001, Income before taxes would have declined iy3dnillion and $2.5 million, respectively. Becalderck is in a net long position
relative to its major foreign currencies after ddesation of forward contracts, a uniform strengiing of the U.S. dollar will yield the largest
overall potential net loss in earnings due to erglea This measurement assumes that a change foreign currency relative to the U.S.
dollar would not affect other foreign currenciektige to the U.S. dollar. Although not predictivenature, the Company believes that a 10%
threshold reflects reasonably possible near-teramgés in Merck’s major foreign currency exposusdative to the U.S. dollar. The cash
flows from these contracts are reported as opeyaiitivities in the Consolidated Statement of Calslws.

In addition to the revenue hedging and balancetsfsdemanagement programs, the Company may useesttrate swap contracts on
certain investing and borrowing transactions to aganits net exposure to interest rate changesoaraditice its overall cost of borrowing. T
Company does not use leveraged swaps and, in geth@ea not leverage any of its investment acésithat would put principal capital at
risk. The Company is a party to two $500.0 milliwstional amount pay-floating, receive-fixed inténege swap contracts designated as
hedges of the fair value changes in $500.0 mikiaoh of five-year and three-year fixed rate note#atable to changes in the benchmark
LIBOR swap rate. The swaps effectively convertftked rate obligations to floating rate instrumerfthe Company is also a party to a seven-
year combined interest rate and currency swap acinéntered into in 1997 which converts a variaste foreign currency denominat
investment to a variable rate U.S. dollar investim&he swap contract hedges the changes in thedhie of the investment attributable to
fluctuations in exchange rates while allowing tr@r®any to receive variable rate returns. The dastsffrom these contracts are reported as
operating activities in the Consolidated Statenoéiizash Flows.

The Company’s investment portfolio includes cashiaents and short-term investments, the markieiegaof which are not
significantly impacted by changes in interest rald® market value of the Company’s medium- to ltergn fixed rate investments is
modestly impacted by changes in U.S. interest r&tbanges in medium- to lortgrm U.S. interest rates would have a more siganitigmpac
on the market value of the Company’s fixed-ratatwwmngs, which generally have longer maturitiesehsitivity analysis to measure
potential changes in the market value of the Comisanvestments, debt and
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related swap contracts from a change in interéss iadicated that a one percentage point incrigaséerest rates at December 31, 2002 and
2001 would have positively impacted the net aggeegaarket value of these instruments by $109.9anilhnd $26.3 million, respectively. A
one percentage point decrease at December 31,82@02001 would have negatively impacted the netegde market value by $162.7
million and $89.1 million, respectively. The incsea sensitivity of the Company’s aggregate investraad debt portfolio at December 31,
2002 reflects a decrease in the weighted averagerityeof the Company’s investments. The fair vabdehe Companys debt was determin
using pricing models reflecting one percentage tpsiifts in the appropriate yield curves. The faitue of the Company’s investments was
determined using a combination of pricing and daramodels. Whereas duration is a linear approxonahat works well for modest
changes in yields and generates a symmetricaltygsiding models reflecting the convexity of thecp/yield relationship provide greater
precision and reflect the asymmetry of price movetmiéor interest rate changes in opposite direstidine impact of convexity is more
pronounced in longer-term maturities and low inerate environments.

Recently Issued Accounting Standards

In July 2002, the Financial Accounting StandardafiqFASB) issued Statement No. 146, Accountingfosts Associated with Exit or
Disposal Activities (FAS 146), which is effectiverfexit or disposal activities initiated after Dadger 31, 2002. Adoption of FAS 146, which
requires companies to recognize costs associatbcewit or disposal activities when they are inedrrather than at the date of a commitment
to an exit or disposal plan, will have no impacttba Company’s financial position or results of @t®ns.

In November 2002, the FASB issued Interpretation 4 Guarantor’s Accounting and Disclosure Requé@ets for Guarantees,
Including Indirect Guarantees of Indebtedness be@t (FIN 45). FIN 45 requires that a liability teeorded in the guarantor’s balance sheet
at fair value upon issuance of a guarantee. Thegretion provisions of FIN 45 are effective for gaatees issued or modified after December
31, 2002. Adoption of FIN 45 will have no impact the Company’s financial position or results of gi®ns.

In January 2003, the FASB issued Interpretation4$o.Consolidation of Variable Interest Entitie$NF6). FIN 46 requires a variable
interest entity (VIE) to be consolidated when a pany is subject to the majority of the risk of IéEm the VIE’s activities or is entitled to
receive the majority of the entity’s residual reisiror both. The consolidation requirements forlgesteated VIES and the transitional
disclosure provisions of FIN 46 are effective foe {Company immediately. Adoption of FIN 46 will lsamo impact on the Company’s
financial position or results of operations.

Critical Accounting Policies and Other Matters

The consolidated financial statements include oegmounts that are based on management’s bestadst and judgments. Estimates are
used in determining such items as provisions foates, discounts and returns, and income taxesedaple and amortizable lives, pension
and other postretirement benefit plan assumptamd,amounts recorded for contingencies, environahéiabilities and other reserves.
Because of the uncertainty inherent in such estimjatctual results may differ from these estimatésle the Company is not aware of
reasonably likely events or circumstances whichldioessult in different amounts being reported thatild have a material impact on results
of operations or financial condition, applicatiditlve following accounting policies result in acoting estimates having the potential for the
most significant impact on the financial statements

Revenue Recognitic
Merck

Revenues from sales of Merck human health prodaretsecognized upon shipment of product. Reventgegeaorded net of provisions for
rebates, discounts and returns, which are establighthe time of sale. Accruals for rebates amdatints cover discounts that result from
sales to a Merck customer through an intermedidigl@sale purchaser as well as rebates owed basedcoptractual agreements or legal
requirements with benefit providers, including Mzadd, after the final dispensing of the producthipharmacy to a benefit plan participant.
The accruals are estimated at the time of saledb@savailable information regarding the portiorsafes on which rebates and discounts can
be earned, adjusted as appropriate for specifiecvkrevents, and reflecting the prevailing contralctliscount rate. Amounts accrued for
rebates and discounts may be adjusted when trersigrioficant events indicate that adjustment igrapriate. Accruals are also adjusted to
reflect actual amounts paid or credited upon thel&aon of claims data. Such adjustments havebeen material to results of operations.

Medco Health

Medco Health revenues consist principally of salgsrescription drugs through managed prescripdiiy programs, either from its home
delivery pharmacies or its networks of contracguaffiliated retail pharmacies. Revenues are reizeghwhen the prescriptions are dispensed
through its home delivery pharmacies or retail peies in its contractually affiliated networks. dée Health’s responsibilities under client
contracts to adjudicate member claims properly@ndrol clients’ drug spend, its separate contqgbucing relationships and

responsibilities to the retail pharmacies in itenwrks, and its interaction with members, amongnpthdicators, qualify Medco Health as the
principal under the indicators set forth in Emeggissues Task Force Issue No. 99-19, ReportinggdRevenue as a Principal vs. Net as an
Agent (EITF 99-19), in most of its transactionshwiustomers. Medco Health’s responsibilities under
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client contracts include validating that the patisra member of the client’s plan and that thesgription drug is in the applicable formulary,
instructing the pharmacist as to the prescriptiooepand the copayment due from the patient, ifigngj possible adverse drug interactions
the pharmacist to address with the physician paalispensing, suggesting medically appropriateegeralternatives to control drug cost to
the clients and their members, and approving thegiption for dispensing. Revenues are recogrized Medco Health’s home delivery
pharmacies and retail network contracts wherethésprincipal, on a gross reporting basis, in edaoce with EITF 99-19 at the prescription
price (ingredient cost plus dispensing fee) negediavith the clients, including the portion of thiéce to be settled directly by the member
(copayment) plus Medco Health’s administrative f@dthough Medco Health does not have credit risthwespect to retail copayments, all
of the above indicators of gross treatment aregmtes$n addition, these copayments are viewedraschanism that Medco Health negotiates
with its clients to help them manage their retaipegbscription drug spending costs, and the levebphyments does not affect Medco
Health's rebates or margin on the transaction. iRetpayments included in Medco Health revenues@ of revenues totaled $6.5 billion,
$5.5 billion and $4.0 billion in 2002, 2001 and 20@espectively. Where the terms of the contrastsrature of Medco Health’s involvement
in the prescription fulfillment process do not dfyait as a principal under EITF 99-19, revenueghose transactions consist of the
administrative fee paid to Medco Health by its it

Medco Health deducts from revenues the manufacturapates it pays to its clients when its cliegdsn these rebates. Medco Health
estimates these rebates at period-end based al antiiestimated claims data and the estimatdsegddrtion of those claims on which the
clients can earn rebates. Medco Health bases tineadss on the best available data at peend-and recent history for the various factors
can affect the amount of rebates due to the clMatico Health adjusts the rebates payable to sli@nthe actual amounts paid when these
rebates are paid, generally on a quarterly basas significant events occur. Medco Health recamscumulative effect of these adjustme
against revenues as identified, and adjusts tlmatsts prospectively to consider recurring mattddgustments generally result from contract
changes with the clients, differences between stienated and actual product mix subject to rebateshether the product was included in
the applicable formulary. Adjustments have not beterial to results of operations. Medco Healoaleducts from revenues discounts
offered and other payments made to its clientseQplyments include, for example, implementatidomadnces, payments made under risk-
sharing agreements with clients and payments tetatperformance guarantees. Where Medco Healtriges implementation or other
allowances to clients upon contract initiatiorgapitalizes these payments and amortizes themsigaiwenue over the life of the contract ¢
if these payments are refundable upon cancellatioelate to non-cancelable contracts. In the &thinstances where Medco Health enters
into risk-sharing agreements whereby it agreesaoesin the risk of a client’s drug trend incregsabove certain levels, Medco Health
determines on a regular basis any potential degluétom revenue by comparing the clieniticrease in drug spending for that period aga
specified contractual or indexed target rate. Witleeeclient's rate of increase exceeds that taljetico Health calculates a deduction from
revenue in accordance with the terms of the conitugcto the contractual cap on its liability. Meddealth manages its risk from this type of
arrangement by restricting the number of clientti@mts that include risk sharing, capping its resaility under these provisions and
requiring the client to implement drug cost managenprograms. Accordingly, Medco Health’s exposunder risk-sharing arrangements is
not material to financial position or liquidity.

Rebates receivable from pharmaceutical manufactamer earned based upon dispensing of prescrigtagither home delivery
pharmacies or pharmacies in Medco Health’s rettilvorks, are recorded as a reduction of Medco Heatbst of revenues and are included
in accounts receivable. Medco Health accrues relvatmivable by multiplying estimated rebatablesprigtion drugs dispensed by its home
delivery pharmacies, or dispensed by one of therphaeies in its retail networks, by the contractpaljreed manufacturer rebate amount.
Medco Health revises rebates receivable estimatasttal, with the difference recorded to costeeenues, when final rebatable prescript
are calculated and rebates are billed to the matwuf, generally 45 to 90 days subsequent tordeoéthe applicable quarter. Historically,
the effect of adjustments resulting from the reda@tion of rebates recognized and recorded toa@mounts billed has not been material to
results of operations. Rebates earned by Medcaliiram pharmaceutical manufacturers excluding Meotaled $2.0 billion, $2.1 billion
and $1.6 billion in 2002, 2001 and 2000, respebtivieebates received by Medco Health from Merck, @etordingly, eliminated upon
consolidation, approximated $443.9 million, $43&dlion and $350.5 million, respectively. Rebategable to clients are estimated and
accrued concurrently with rebates receivable. Rebate paid to clients based on actual drug sperdquarterly basis after collection of
rebates receivable from manufacturers at which tebates payable are revised to reflect amountsTdyecally, Medco Health’s client
contracts give the client the right to audit thieakation of rebates owed to the client. To datBustments related to client audits have not
been material.
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Pensions and Other Postretirement Benefit P

Net pension and other postretirement benefit atated $190.7 million in 2002 and $181.9 million2001. Pension and other postretiren
benefit plan information for financial reportingnposes is calculated using actuarial assumptiarisding a discount rate for plan benefit
obligations and an expected rate of return on ptaets.

The Company reassesses its benefit plan assumptioasegular basis. For both the pension and gibstretirement benefit plans, the
discount rate is evaluated annually and modifieaeflect the prevailing market rate at Decembeof3a portfolio of high-quality (AA and
above) fixed-income debt instruments that would/ote the future cash flows needed to pay the benieftcluded in the benefit obligation as
they come due. At December 31, 2002, the Compaagggd its discount rate to 6.5% from 7.25% folitS. pension and other
postretirement benefit plans.

The expected rate of return for both the pensi@haiher postretirement benefit plans representavkeage rate of return to be earned
on plan assets over the period the benefits indlimiéhe benefit obligation are to be paid. In deping the expected rate of return, the
Company considers long-term compound annualizegineof historical market data as well as histdracdual returns on the Compasyplar
assets. Using this reference information, the Campkevelops forward-looking return expectationseach asset category and a weighted
average expected long-term rate of return for getad portfolio allocated across these investmateigories. As a result of this analysis, for
2003, the Company changed its expected rate afrétom 10.0% to 8.75% for its U.S. pension anceofhostretirement benefit plans.

The targeted investment portfolio of the Company’S. pension plans is allocated 45% to 60% in Edbities, 20% to 30% in
international equities, 13% to 16% in fixed incoimeestments, 4% to 6% in real estate, and up tarBéash and other investments. The
portfolio’s equity weighting is consistent with tleng-term nature of the plans’ benefit obligatiand the expected annual standard deviation
of returns of the targeted portfolio, which approates 13%, reflects this equity allocation. At Daber 31, 2002, the cash component of the
actual investment portfolio was slightly in exce$she targeted allocation. This excess has beksesuently reinvested according to the
targeted allocation.

Holding all other assumptions constant, the 20@3aasion and other postretirement benefit costferCompany’s U.S. plans is
expected to increase by approximately $115.0 millaf which approximately $75.0 million is attrilalie to the lower discount rate and
approximately $40.0 million is attributable to tloever expected rate of return.

Actuarial assumptions are based upon manageskeest estimates and judgment. A reasonably pessifsinge of plus (minus) 25 ba
points in the discount rate assumption, with odesumptions held constant, would have an estin&&d million favorable (unfavorable)
impact on net pension and postretirement benedit @oreasonably possible change of plus (minud)@s points in the expected rate of
return assumption, with other assumptions heldtemtswould have an estimated $8.0 million favoegbinfavorable) impact on net pension
and postretirement benefit cost. The Company doeexpect to have a minimum pension funding requénet under the Internal Revenue
Code during 2003. The preceding hypothetical chairgéhe discount rate and expected rate of retasnmptions would not impact the
Company’s funding requirements.

Unrecognized net loss amounts reflect experienféerdntials primarily relating to differences besveexpected and actual returns on
plan assets as well as the effects of changeduara assumptions. Expected returns are basedcafculated market-related value of assets.
Under this methodology, asset gains/losses reguitom actual returns that differ from the Compangikpected returns are recognized in the
market-related value of assets ratably over aye@r period. Total unrecognized net loss amounexaess of certain thresholds are amort
into net pension and other postretirement beneit over the average remaining service life of eygs. Amortization of total unrecognized
net losses for the Company’s U.S. plans at Dece®be2002 is expected to increase net pension #ued postretirement benefit cost by
approximately $96.0 million in 2003, growing to $1@ million in 2007.

Contingencies and Environmental Liabilities
Merck

The Company is involved in various claims and lggakteedings of a nature considered normal touissness, including product liability,
intellectual property and commercial litigation,vasll as additional matters such as antitrust astidhe Company records accruals for
contingencies when it is probable that a liabifigs been incurred and the amount can be reasossttyated. These accruals are adjusted
periodically as assessments change or additiof@hiation becomes available. For product liabititgims, a portion of the overall accrual is
actuarially determined and considers such factorsaat experience, number of claims reported atimaes of claims incurred but not yet
reported. Individually significant contingent losssre accrued when probable and reasonably esémabl

The Company, including Medco Health, is party twuanber of antitrust suits, certain of which haverbeertified as class actions,
instituted by most of the nation’s retail pharmaaad consumers in several states, alleging ca@tspd in restraint of trade and challenging
the pricing and/or purchasing practices of the Camypand Medco Health, respectively. A significaninoer of other pharmaceutical
companies and wholesalers have also been sued gathe or similar litigation. In 1994, these actiaxcept for several actions pending in
state courts, were consolidated for pretrial puegda the United States District
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Court for the Northern District of lllinois. In 189the Company and several other defendants fadhln agreement to settle the federal class
action alleging conspiracy, which represents thglsilargest group of retail pharmacy claims. Siteg time, the Company has entered into
other settlements on satisfactory terms. In Oct@bén, the Judicial Panel on Multi-District Litigat (Panel) determined that consolidated
pretrial proceedings in federal district court ihi€ago were substantially completed. The Panelredithat all of the federal antitrust
conspiracy cases, several of which have not batiedby the Company, be returned to the fedesdtidt courts in which each case was
originally filed. The cases were returned to thoserts (and many have since been transferred tietlezal court in Brooklyn, New York) for
further proceedings. The Company has not engagenyirtonspiracy and no admission of wrongdoing mvade nor was included in any
settlement agreements. While it is not feasibleréalict the final outcome of the remaining procegdj in the opinion of the Company, such
proceedings should not ultimately result in anpility which would have a material adverse effeattbe Company’s financial position,

results of operations or liquidity.

As previously disclosed, Merck has been advisethbyJ.S. Department of Justice that it is invediigamarketing and selling activiti
of Merck and other pharmaceutical manufacturerscklwill be working with the government to respaaqabropriately to informational
requests.

The Company was joined in ongoing litigation alf@gimanipulation by pharmaceutical manufactureswafrage Wholesale Prices
(AWP), which are sometimes used in calculations deéermine public and private sector reimbursertearls. In 2002, the Judicial Panel on
Multi-District Litigation ordered the transfer ardnsolidation of all pending federal AWP casesetbetal court in Boston, Massachusetts.
Plaintiffs filed one consolidated class action ctairg which aggregated the claims previously filedarious federal district court actions ¢
also expanded the number of manufacturers to iectatne which, like Merck, had not been defendanésy prior pending case. The
Company’s motion to dismiss the case is now penbafgre the court in Boston. In addition, Merck dhitty other pharmaceutical
manufacturers were recently named in a similar damfpfiled in federal court in New York, New Yolky the County of Suffolk. The
Company believes that these lawsuits are complatithout merit and will vigorously defend againiséem.

In January 2003, the U.S. Department of Justicdiedthe federal court in New Orleans, Louisiahattit was not going to intervene in
a pending Federal False Claims Act case that wexs dinder seal in December 1999 against the Com@drgycourt issued an order unsealing
the complaint, which was filed by a physician iruigiana, and ordered that the complaint be sefMeel.complaint alleges that Merck’s
discounting ofPepcidin certain Louisiana hospitals led to increasesosts to Medicaid. Merck believes that the complaitompletely
without merit and will vigorously defend against it

A previously reported dispute between Merck andriRlaia Corporation (Pharmacia) over competing daionpatent rights to the class
of compounds that include rofecoxib, the activedéalent inVioxx, has been settled on a worldwide basis by thégsars a result, the
Company will maintain its worldwide exclusive pateights toVioxx.

A number of federal and state lawsuits, involvindividual claims as well as purported class actibiase been filed against the
Company with respect tgioxx. Some of the lawsuits also name as defendanterRfiz. and Pharmacia, which market a competingumrb
The lawsuits include allegations regarding gastesitinal bleeding and cardiovascular events. Thagamy believes that these lawsuits are
completely without merit and will vigorously defeadainst them.

The Company is a party in claims brought undeiGbasumer Protection Act of 1987 in the United Kiagdwhich allege that certain
children suffer from a variety of conditions aseault of being vaccinated with various bivalentoiaes for measles and rubella or trivalent
vaccines for measles, mumps and rubella, inclutiegCompany’-M-R 1l. Other pharmaceutical companies have also beed.sThe
claimants allege various adverse consequencesdingl autism, with or without inflammatory bowekdase, epilepsy, diabetes, encephalitis,
encephalopathy and chronic fatigue syndrome. Hégltt cases have been selected for a trial schethutmmmmence in April 2004: two
against Merck, and six against the other compaiiies trial of the eight cases is initially limitéal issues of causation and defect on the
conditions of autistic spectrum disorders, wittwithout inflammatory bowel disease. The Companyelvek that these lawsuits are
completely without merit and will vigorously defeadainst them.

The Company is also a party to individual and ckd®n product liability lawsuits and claims iretbnited States involving pediatric
vaccines (i.e., hepatitis B vaccine and haemoplniiiisenza type b vaccine) that contained thimeliasareservative used in vaccines. Other
defendants include vaccine manufacturers who pedipediatric vaccines containing thimerosal as aglnanufacturers of thimerosal. In
these actions, the plaintiffs allege, among othirgs, that they have suffered neurological anémitijuries as a result of having thimerosal
introduced into their developing bodies. The Conyplaas been successful in having many of these egites dismissed or stayed on the
ground that the National Vaccine Injury Compensafsogram (NVICP) prohibits any person from filiagmaintaining a civil action seeki
damages against a vaccine
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manufacturer for vaccine-related injuries unleggtition is first filed in the United States CouaftFederal Claims. A number of similar cases
( M-M-R 1l alone and/or thimerosal-containing vaccines)ehbagen filed in the United States Court of Fedé€talms under the NVICP. The
procedure being used to process these cases cdatesn decision on general causation issues gy2004. The Company believes that
these lawsuits and claims are completely withoutitraed will vigorously defend against them in f®ceedings in which it is a party.

From time to time, generic manufacturers of phaenéical products file Abbreviated New Drug Applicaits (ANDAS) with the FDA
seeking to market generic forms of Company prodpigts to the expiration of relevant patents owbgdhe Company. Generic
pharmaceutical manufacturers have submitted AN@Aké¢ FDA seeking to market in the U.S. a genenimfof Fosamaxalendronate) and
Prilosec(omeprazole) prior to the expiration of the Comparfgnd AstraZeneca'’s in the caseRsilosec) patents concerning these products.
The generic companies’ ANDAs include allegationso-infringement, invalidity and unenforceabildf/the patents. Generic manufacturers
have received FDA approval to market a generic foffarilosec. The Company has filed patent infringement suitetleral court against
companies filing ANDAs for generic alendronate, &siraZeneca and the Company have filed paterihggment suits in federal court
against companies filing ANDASs for generic omeptazin the case of alendronate, similar patentlehgks exist in certain foreign
jurisdictions. The Company intends to vigorouslyere its patents, which it believes are valid, againfringement by generic compan
attempting to market products prior to the expimatiates of such patents. As with any litigatibieré can be no assurance of the outcomes,
which, if adverse, could result in significantlyostened periods of exclusivity for these products.

A trial in the U.S. with respect to the alendrondady product concluded in November 2001. In Nobem2002, a decision was issued
by the District Court in Delaware finding the Comga patent valid and infringed. An appeal has bied by the defendants. A trial in the
U.S. involving the alendronate weekly product isestuled to commence in March 2003. On January @13,2he High Court of Justice for
England and Wales held that patents of the Compeastgcting the alendronate daily and weekly proslace invalid in the United Kingdom.
The Company is proceeding with an appeal of thegsiten.

In the case of omeprazole, the trial court in thnitédl States rendered an opinion in October 200@ldmng the validity of the
Company’s and AstraZeneca'’s patents covering Higlited formulation of omeprazole and ruling that defendant’s omeprazole product
did not infringe those patents. The other threewdints’ products were found to infringe the foraioh patents. Appeals have been filed by
all parties in the trial. With respect to certather generic manufacturers’ omeprazole productdtiabdate has yet been set.

As previously disclosed, the Company has been nams@ddefendant in a number of purported classratgivsuits and in two
shareholder derivative actions, all relating to @m@mpany’s revenue recognition practice for retapayments paid by individuals to whom
Medco Health provides pharmaceutical benefits. Eiweent or former members of management and mesndfeéhe Board of Directors have
also been named as defendants in certain of taeselits. The Company believes that these lawstets@npletely without merit and will
vigorously defend against them.

The Company is a party to a number of proceedingsght under the Comprehensive Environmental Resggd@ompensation and
Liability Act, commonly known as Superfund. Whetegitimate claim for contribution is asserted,abllity is initially accrued based upon
the estimated transaction costs to manage theAsiteuals are adjusted as feasibility studies afated cost assessments of remedial
techniques are completed, and as the extent tchatier potentially responsible parties (PRPs) wiay be jointly and severally liable can
expected to contribute is determined.

The Company is also remediating environmental guirtation resulting from past industrial activitycgrtain of its sites and takes an
active role in identifying and providing for thesests. A worldwide survey was initially performedassess all sites for potential
contamination resulting from past industrial a¢ies. Where assessment indicated that physicasfigagion was warranted, such
investigation was performed, providing a betterd@gation of the need for remedial action. Where suebd was identified, remedial action
was then initiated. Estimates of the extent of aonbation at each site were initially made at treeipvestigation stage and liabilities for the
potential cost of remediation were accrued attihat. As more definitive information became avaiatiuring the course of investigations
and/or remedial efforts at each site, estimate® wefined and accruals were adjusted accordindlgs& estimates and related accruals
continue to be refined annually.

In management’s opinion, the liabilities for alM@enmental matters which are probable and readgrestimable have been accrued
and totaled $189.7 million and $217.8 million atcBmber 31, 2002 and December 31, 2001, respectiliefse liabilities are undiscounted,
do not consider potential recoveries from insucgrsther parties and will be paid out over the gasiof remediation for the applicable sites,
which are expected to occur primarily over the riéxiyears. Although it is not possible to predidghveertainty the outcome of these matters,
or the ultimate costs of remediation, managemees amt believe that any reasonably possible expardithat may be incurred in excess of
the liabilities accrued should exceed $100.0 millio the aggregate. Management also does not kel these expenditures should rest
a material adverse effect on the Company’s findipgaition, results of operations, liquidity or @@bresources for any year.
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Medco Health

Recently, the Company and Medco Health agreedttie sen a class action basis, a series of lawsisiserting violations of the Employee
Retirement Income Security Act (ERISA). The Compavigdco Health and certain plaintiffs’ counseldilthe settlement with the federal
district court in New York, where plaintiffs fronixgpharmaceutical benefit plans for which Medco lttess the pharmacy benefit manager
had filed cases. The proposed class action settiehas been agreed to by plaintiffs in five of ihiéial six cases (the “Gruer Cases”) filed
against Medco Health and the Company. Under thegsed settlement, which the court has not yetmiedrily approved, the Company and
Medco Health have agreed to pay $42.5 million aretléd Health has agreed to change or to contindeicespecified business practices fi
period of five years. The financial compensatiomiended to benefit members of the settlemensclakich includes, among others, ERISA
plans for which Medco Health administered a phasnimmnefit at any time since December 17, 199dfdettlement is preliminarily
approved, the class member plans will have the ppity to participate in or opt out of the settlemt. The court will also schedule a hearing
for the purpose of determining the fairness ofgbttlement to class members. One of the initidhpfés and a group of lawyers that has filed
additional ERISA lawsuits against the Company aretltd Health are expected to oppose the settlefieatsettlement becomes final only if
and when the district court grants final approval all appeals have been resolved. Medco Healthten@ompany agreed to the proposed
settlement in order to avoid the significant caou distraction of protracted litigation.

The Gruer Cases, which are similar to claims agaiher pharmaceutical benefit managers in othediog cases, alleged that Medco
Health should be treated as a “fiduciary” under &R bnd that Medco Health had breached a fiduciaty t the benefit plans. The amended
complaints in the Gruer Cases also alleged thaCtrapany and Medco Health violated ERISA by usiredib Health to increase the
Company’s market share and by entering into ceffaiohibited transactions” with each other thatdathe Company’s products. The
plaintiffs demanded that Medco Health and the Camgarn over any unlawfully obtained profits toradgt to be set up for the benefit plans.
One of the plaintiffs has indicated that it may achés complaint against Medco Health and otheidlage violations of the Sherman Act,
Clayton Act and various states’ antitrust laws ttualleged conspiracies to suppress price competnd unlawful combinations allegedly
resulting in higher pharmaceutical prices.

Similar complaints against Medco Health and the @amy, which also assert claims of breach of fidycthuty under ERISA, have be
filed in six additional actions by plan participgnpurportedly on behalf of their plans and, in sahthe actions, similarly-situated self-
funded plans. Class action status is being somgbié of the actions. The plans themselves, wiocidadecide to opt out of or participate in
the proposed settlement discussed above, are risp® these lawsuits. An amended complaint i @inthe actions alleges that various
activities of the Company and Medco Health viokeeral and state racketeering laws. In additiquroposed class action complaint against
Medco Health and the Company has also been filegdusyees of one benefit plan. The complaints @s¢hactions rely on many of the same
theories as the litigation discussed above.

Two lawsuits based on many of the same allegatioasiso pending against Medco Health in fedenattdn California and state court
in New Jersey. The theory of liability in the forrrection, in which the Company is also a defendariased on a California statute
prohibiting unfair business practices. The plafntitho purports to sue on behalf of the generalipud§ California, seeks injunctive relief and
disgorgement of the revenues that were allegedbyaperly received by the Company and Medco Healtle. theory of liability in the New
Jersey action is based on a New Jersey consuntecpon statute. The plaintiff, which purports &present a class of similarly-situated non-
ERISA plans, seeks compensatory and treble damabgedNew Jersey court has dismissed the New Jag@n, but it may be re-initiated
under certain circumstances.

Medco Health and the Company believe that thesesca® completely without merit, Medco Health isatfiduciary” within the
meaning of ERISA, and neither the Company nor Mddealth has violated ERISA, the California unfaismess practices law, or the New
Jersey consumer protection law. Medco Health aedCibmpany intend to vigorously defend against émeaining claims.

As previously disclosed, on August 16, 2002, MeHealth received a letter from the Civil Divisiontbie United States Attorney’s
Office for the Eastern District of Pennsylvanizaat&lg to its ongoing investigation of the pharmaeyefit management industry. In the letter,
the government provided Medco Health with a prefany assessment of its investigation and summatiedemedies the government could
seek if it could prove violations of the law. Frahe Company’s standpoint, the letter did not raisg significant new issues.

Also in the letter, the government stated thataswereparing to decide whether to intervene irgtidam (whistleblower) actions
pending in the Eastern District of PennsylvaniaimgfaMedco Health, which have been previously disetl. The government’s letter
specifically stated that it was not issuing a fordemand, an offer to settle, or a settlement renendation.

Medco Health believes its practices comply withedial requirements. Medco Health is continuingrigage in a dialogue with the
government with respect to this matter.

There are various other legal proceedings, invgltire Company or Medco Health, principally prodiattility and intellectual propert
suits involving the Company, which are pending. Witiis not feasible to predict the outcome ofsth@roceedings, in the opinion of the
Company, all such proceedings are
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either adequately covered by insurance or, if nata/ered, should not ultimately result in any iligwhich would have a material adverse
effect on the financial position, liquidity or ré&suof operations of the Company or Medco Healthadldition, from time to time, federal or
state regulators seek information about practicdse industries in which the Company and MedcoltHegperate. While it is not feasible to
predict the outcome of any requests for informattbe Company and Medco Health do not expect sugphiries to have a material adverse
effect on the financial position, liquidity or ré&suof operations of the Company or Medco Health.

Cautionary Factors That May Affect Future Results

This annual report and other written reports arad statements made from time to time by the Compaay contain so-called “forward-
looking statements,” all of which are subject ks and uncertainties. One can identify these fals@oking statements by their use of wao
such as “expects,” “plans,” “will,” “estimates,”dfecasts,” “projects” and other words of similaranimg. One can also identify them by the
fact that they do not relate strictly to historicalcurrent facts. These statements are likeldtress the Company’s growth strategy, financial
results, product approvals and development progr&nme must carefully consider any such statemeshshould understand that many fac
could cause actual results to differ from the Conyfmforward-looking statements. These factorstdelinaccurate assumptions and a broad
variety of other risks and uncertainties, includgmgne that are known and some that are not. Naafahlooking statement can be guaranteed
and actual future results may vary materially.

The Company does not assume the obligation to epdgt forward-looking statement. One should calekualuate such statements in
light of factors described in the Company’s filingih the Securities and Exchange Commission, éafeon Forms 10-K, 10-Q and 8-K (if
any). In Item 1 of the Company’s annual report omfr10-K for the year ended December 31, 2002, kvhidl be filed in March 2003, the
Company discusses in more detail various impofttors that could cause actual results to diffemfexpected or historic results. The
Company notes these factors for investors as peairity the Private Securities Litigation Reform AEtL995. Prior to the filing of the Form
10-K for the year ended December 31, 2002, refershould be made to Item 1 of the Company’s anmyelrt on Form 10-K for the year
ended December 31, 2001. One should understani ithaiot possible to predict or identify all sufgttors. Consequently, the reader should
not consider any such list to be a complete statewfeall potential risks or uncertainties.

Dividends Paid per Common Share

Yeal 4th C 3rd C 2nd ¢ 1st(

2002 $1.41 $.3€ $.35 $.35 $.3¢
2001 1.37 3t .34 .34 .34

Condensed Interim Financial Data

($ in millions except per share amour 4th ¢ 3rd ¢ 2nd C 1st C
2002

Sales $13,918. $12,892.! $12,809. $12,169..
Materials and production costs 8,700.: 8,080.: 8,292.¢ 7,980."
Marketing and administrative expenses 1,681. 1,562.; 1,477.¢ 1,464.¢
Research and development expenses 838.¢ 676.¢ 631.2 530.:
Equity income from affiliates (94.0 (188.%) (190.2) (171.9
Other (income) expense, ne 92.2 70.€ 97.2 43.¢
Income before taxes 2,699.¢ 2,691. 2,501.( 2,321t
Net income 1,889.¢ 1,884.( 1,750. 1,625.(
Basic earnings per common shar $.84 $.84 $.71 $.72
Earnings per common share assuming dilutiol $.8¢ $.82 $.71 $.71
2001

Sales $12,558.! $11,919.( $11,893.: $11,345.:
Materials and production cos 7,642« 7,082.¢ 7,204.¢ 7,046.t
Marketing and administrative expen: 1,555.¢ 1,525.: 1,637.¢ 1,506.:
Research and development exper 716.¢ 590.: 602.4 547 .
Equity income from affiliate (128.9) (164.7) (215.0 (178.6)
Other (income) expense, r 113t 102.Z 70.C 56.1
Income before taxe 2,658.! 2,783.: 2,593t 2,367.t
Net income 1,860.¢ 1,948.: 1,815. 1,657.:
Basic earnings per common sh $.82 $.8t $.7¢ $.72
Earnings per common share assuming dilu $.81 $.84 $.7¢ $.71




Common Stock Market Prices

4th 3rd G 2nd G 1st

2002
High $60.4¢ $54.0C $58.8% $64.5(
Low 43.3t 38.5( 47.6(C 56.71]
2001
High $70.6C $71.5C $80.8% $95.2¢
Low 56.8C 60.3t 63.65 66.0C

The principal market for trading of the common &tacthe New York Stock Exchange under the symbBIKV
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Consolidated Statement of Income
Merck & Co., Inc. and Subsidiaries
Years Ended December 31

(% in millions except per share amounts)

200z 2001 200¢
Sales $51,790.. $47,715. $40,363..
Costs, Expenses and Otl
Materials and productic 33,053. 28,976.! 22,443.!
Marketing and administrativ 6,186.¢ 6,224 6,167.
Research and developm 2,677.: 2,456. 2,343.¢
Equity income from affiliate (644.9) (685.9 (764.9
Other (income) expense, r 303.¢ 341.7 349.(
41,576. 37,313.: 30,539.:
Income Before Taxe 10,213.¢ 10,402. 9,824.:
Taxes on Incom 3,064.: 3,120.¢ 3,002.«
Net Income $ 7,149.! $ 7,281.¢ $ 6,821.°
Basic Earnings per Common Sh $3.17 $3.1¢ $2.9¢
Earnings per Common Share Assuming Dilu $3.14 $3.14 $2.9(
Consolidated Statement of Retained Earnings
Merck & Co., Inc. and Subsidiaries
Years Ended December 31
($ in millions)
200z 2001 200¢
Balance, January $31,489.! $27,363.¢ $23,447.¢
Net Income 7,149. 7,281.¢ 6,821.
Common Stock Dividends Declar (3,204.9) (3,156.) (2,905.7)
Balance, December $35,434.¢ $31,489. $27,363.¢
Consolidated Statement of Comprehensive Income
Merck & Co., Inc. and Subsidiaries
Years Ended December 31
(% in millions)
200z 2001 200¢
Net Income $7,149.! $7,281.¢ $6,821.
Other Comprehensive Income (Lo
Net unrealized (loss) gain on derivatives, neafdnd net income realizatis (20.0 7.3 —
Net unrealized gain on investments, net of tax@tdncome realizatio 73.1 11.1 24.:
Minimum pension liability, net of ta (162.5) (38.€ (1.6)
(109.9) (20.2) 22.7
Comprehensive Incomn $7,040.: $7,261.¢ $6,844.

The accompanying notes are an integral part ofél@msolidated financial statements.
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Consolidated Balance Sheet
Merck & Co., Inc. and Subsidiaries

December 3:
(% in millions)
200z 2001
Assets
Current Asset
Cash and cash equivale $ 2,243.( $ 2,144
Shor-term investment 2,728.. 1,142.¢
Accounts receivabl 5,423. 5,215.
Inventories 3,411.¢ 3,579.:
Prepaid expenses and ta: 1,027.t 880.:
Total current asse 14,833.¢ 12,961.(
Investment 7,255.: 6,983.¢
Property, Plant and Equipment (at cc
Land 336.¢ 315.2
Buildings 7,336.! 6,653.¢
Machinery, equipment and office furnishir 10,883.1 9,807.(
Construction in progres 2,426.¢ 2,180.«
20,983.! 18,956.!
Less allowance for depreciati 6,788.( 5,853.!
14,195.( 13,103
Goodwill 4,127.( 4,127.(
Other Intangibles, Ne¢ 3,114.( 3,364.(
Other Asset: 4,035.¢ 3,481.°
$ 47,561.. $44,021..
Liabilities and Stockholders’ Equity
Current Liabilities
Loans payable and current portion of I-term debt $ 3,669.¢ $ 4,066.
Trade accounts payak 2,413.: 1,895.:
Accrued and other current liabilitis 3,365.¢ 3,213..
Income taxes payab 2,118.: 1,573.%
Dividends payabli 808.4 795.¢
Total current liabilities 12,375.. 11,544..
Long-Term Debt 4,879.( 4,798.¢
Deferred Income Taxes and Noncurrent Liabili 7,178.: 6,790.¢
Minority Interests 4,928.: 4,837.t
Stockholder Equity
Common stock, one cent par value
Authorized-5,400,000,000 shares
Issued-2,976,198,757 shares—2002
-2,976,129,820 shar-2001 29.¢ 29.¢
Other pair-in capital 6,943.° 6,907.:
Retained earninc 35,434. 31,489.¢
Accumulated other comprehensive (loss) inct (98.9) 10.€



42,3009.( 38,437..
Less treasury stock, at cost
731,215,507 shares—2002
703,400,499 shar-2001 24,109.: 22,387..
Total stockholder equity 18,200.! 16,050.:
$ 47,561.. $44,021..

The accompanying notes are an integral part of tloissolidated financial statement.
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Consolidated Statement of Cash Flows
Merck & Co., Inc. and Subsidiaries
Years Ended December 31

(% in millions)
200z 2001 200¢
Cash Flows from Operating Activities
Net income $ 7,149 $ 7,281.¢ $ 6,821.°
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 1,488.: 1,454.. 1,268.«
Deferred income taxe 444.¢ 465.¢ (94.9)
Other (100.9) (59.9) 94.¢
Net changes in assets and liabiliti
Accounts receivabl (89.6) (9.2 (885.9)
Inventories 166.4 (557.5 (210.7)
Trade accounts payak 503.1 351.t 88.t
Accrued and other current liabilitis 106.¢ 117.€ (243.))
Income taxes payab 486.4 524 639.¢
Noncurrent liabilities (338.9) (454.5 189.4
Other (287.9) (35.9) (82.2)
Net Cash Provided by Operating Activiti 9,528." 9,079.¢ 7,687.:
Cash Flows from Investing Activities
Capital expenditure (2,369.) (2,724.) (2,727.9)
Purchase of securities, subsidiaries and othestmants (37,555.() (34,780.9) (28,637.)
Proceeds from sale of securities, subsidiariesoémer investment 35,913.¢ 33,383.( 27,667.!
Other (0.7 (190.2) 56.1
Net Cash Used by Investing Activiti (4,011.0 (4,312.9) (3,641.9)
Cash Flows from Financing Activities
Net change in shc-term borrowings (508.9 259.¢ 905.¢
Proceeds from issuance of di 2,618t 1,694.. 442.1
Payments on del (2,504.9 (12.0 (443.2)
Proceeds from issuance of preferred units of sidrgi — — 1,500.(
Purchase of treasury sto (2,091.9) (3,890.9) (3,545.9)
Dividends paid to stockholde (3,191.9 (3,145.() (2,798.()
Proceeds from exercise of stock opti 318.: 300.¢ 640.7
Other (172.5) (279.7) (149.9)
Net Cash Used by Financing Activiti (5,531.9 (5,071.9) (3,447.9)
Effect of Exchange Rate Changes on Cash and Cashidients 1132 (89.2) (83.7)
Net Increase (Decrease) in Cash and Cash Equisi 99.C (392.9 514.¢
Cash and Cash Equivalents at Beginning of ® 2,144.( 2,536.¢ 2,021.¢
Cash and Cash Equivalents at End of \ $ 2,243.( $ 2,144.( $ 2,536.¢

The accompanying notes are an integral part of tloissolidated financial statement.
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Notes to Consolidated Financial Statements
Merck & Co., Inc. and Subsidiaries
(% in millions except per share amounts)

1. Nature of Operations

Merck is a global research-driven pharmaceuticatipcts and services company that discovers, devetognufactures and markets a broad
range of innovative products to improve human amchal health, directly and through its joint vergsir and provides pharmacy benefit
management services through Medco Health Solutlons(Medco Health). Human health products incltitirapeutic and preventive age
generally sold by prescription, for the treatmeffiauman disorders. Pharmacy benefit services piiyniaclude sales of prescription drugs
through managed prescription drug programs, asasedkervices provided through programs to manatienpaealth and drug utilization.

2. Summary of Accounting Policies

Principles of Consolidatio—The consolidated financial statements includesit@ounts of the Company and all of its subsididarieghich a
controlling interest is maintained. Controllingengst is determined by majority ownership inteegst the absence of substantive third party
participating rights. For those consolidated subsiels where Merck ownership is less than 100%optltside stockholders’ interests are
shown as Minority interests. Investments in affdgover which the Company has significant inflieebat not a controlling interest, such as
interests in entities owned equally by the Compamy a third party that are under shared contrelcarried on the equity basis.

Foreign Currency Translatio—The U.S. dollar is the functional currency for thempany’s foreign subsidiaries.

Cash and Cash EquivalentsCash equivalents are comprised of certain highlyid investments with original maturities of laksin three
months.

Inventories—Substantially all domestic pharmaceutical inveietare valued at the lower of last-in, first-duHO) cost or market for both
book and tax purposes. Medco Health inventory angidn pharmaceutical inventories are valued atawer of first-in, first-out (FIFO) cost
or market.

Investment—Investments classified as available-for-sale aported at fair value, with unrealized gains oséss to the extent not hedged,
reported net of tax and minority interests, in Aociliated other comprehensive income. Investmentglin securities classified as held-to-
maturity, consistent with management’s intent,raported at cost. Impairment losses are charg@ther (income) expense, net, for other-
than-temporary declines in fair value. The Compemysiders available evidence in evaluating potemtipairment of its investments,
including the duration and extent to which fairuals less than cost and the Company’s abilityiataht to hold the investment.

Revenue Recogniti—Revenues from sales of Merck human health prodaretsecognized upon shipment of product. Revenugereaorde
net of provisions for rebates, discounts and retusrtich are established at the time of sale.

Medco Health revenues consist principally of salgsrescription drugs through managed prescripdiy programs, either from its
home delivery pharmacies or its networks of contralty affiliated retail pharmacies, and are redegd when those prescriptions are
dispensed. Medco Health evaluates client contiagityy the indicators of Emerging Issues Task Ftasge No. 99-19, Reporting Gross
Revenue as a Principal vs. Net as an Agent, tordéte whether it acts as a principal or as an agettite fulfillment of prescriptions through
the retail pharmacy network. Where Medco Healtls asta principal, revenues are recognized on & gep®rting basis at the prescription
price (ingredient cost plus dispensing fee) negediavith clients, including the portion of the miallocated by the client to be settled directly
by the member (copayment). This is because Medeitliié) has separate contractual relationships eli¢énts and with pharmacies, (b) is
responsible to validate and most economically meargaglaim through its claims adjudication procésscommits to set prescription prices
for the pharmacy, including instructing the phargnas to how that price is to be settled (copaymequairements), (d) manages the overall
prescription drug relationship with the patients] &e) has credit risk for the price due from thent. Where Medco Health adjudicates
prescriptions at pharmacies that are under condiesttly with the client and there are no finahcsks to Medco Health, such revenue is
recorded using net reporting as service revenadise amount of the administrative fee earned bylddeHealth for processing the claim.
Rebates, guarantees, and risk-sharing paymentdgeli@nts and other discounts are deducted franue as they are earned by the client.
Other contractual payments made to clients arergéyenade upon initiation of contracts as impletagion allowances, which may, for
example, be designated by clients as funding fair tosts to transition their plans to Medco Healtlas compensation for certain data or
licensing rights granted by the client to Medco lteavledco Health considers these payments to betagral part of its pricing of a contract
and believes that they represent only a variahifitshe timing of cash flow that does not changeuhderlying economics of the contract.
Accordingly, these payments are capitalized andrapea as a reduction of revenue on a straightiiasis over the life of the contract where
the payments are refundable upon cancellation
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of the contract or relate to non-cancelable cotdramounts capitalized are assessed periodicaillyefcoverability based on the profitability
of the contract.

Medco Health revenues also include service reveooesisting principally of administrative fees eaarfrom clients and other non-
product related service revenues, including frotassaf data to pharmaceutical manufacturers antihheare organizations. Administrative
fees are earned for services that are compriselhiohs processing, eligibility management, benefimagement, pharmacy network
management and other related customer servicearanécognized when the prescription is disper@#ter non-product related service
revenues are recorded by Medco Health when perfazenaccurs and collectibility is assured.

Depreciation—Depreciation is provided over the estimated usiefab of the assets, principally using the stradgie method. For tax
purposes, accelerated methods are used. The edinrseful lives primarily range from 10 to 50 yefarsBuildings, and from 3 to 15 years
for Machinery, equipment and office furnishings.

Goodwill and Other Intangibles-Goodwill represents the excess of acquisitionsoser the fair value of net assets of businesgeshpsed.
Effective January 1, 2002, the Company adoptegtbeisions of Statement of Financial Accountingrisi@ds No. 142, Goodwill and Other
Intangible Assets (FAS 142), which addresses tbegmtion and measurement of goodwill and othearigtbles subsequent to a business
combination. In accordance with FAS 142, goodwsBaciated with acquisitions subsequent to Jun2@@l was not amortized. (See Note 3.)
Effective January 1, 2002, goodwill existing atd@®, 2001 was not amortized, but rather, assigmegporting units within the Company’s
segments and evaluated for impairment on at leaahaual basis, using a fair value based test.ataattization expense for goodwill not
been recorded in 2001 and 2000, reported net ineooudd have increased by $132.5 million ($.06 fottbbasic earnings per common share
and earnings per common share assuming diluticth3a89.1 million ($.06 for basic earnings per comrshare and $.05 for earnings per
common share assuming dilution), respectively.ddZ the Company completed its transitional andiahimpairment tests and determined
that goodwill was not impaired under the provisiofshe new guidance.

Other acquired intangibles are recorded at cosbamémortized on a straight-line basis over thgiimated useful lives. (See Note 7.)
When events or circumstances warrant a reviewCtmapany will assess recoverability from future gpiens of other intangibles using
undiscounted cash flows derived from the lowestapate asset groupings, generally the subsidevsl. Impairments are recognized in
operating results to the extent that carrying vaiieeeds fair value, which is determined basedemet present value of estimated future
cash flows.

Stock-Based CompensatierEmployee stock-based compensation is recognized tise intrinsic value method. Generally, emplogaxk
options are granted to purchase shares of Compacl at the fair market value at the time of grétcordingly, no compensation expens
recognized for the Company’s stock-based companrsptans other than for its employee performanaethawards and options granted to
employees of certain equity method investees,dta of which is not significant.

The effect on net income and earnings per commareshthe Company had applied the fair value metioo recognizing employee
stock-based compensation is as follows:

Years Ended December 200z 2001 200c
Net income, as reporte $7,149.F $7,281.¢ $6,821.7
Compensation expense, net of t
Reportec 1.2 (0.2) 7.8
FAS 123 (487.9 (400.9 (367.9)
Pro forma net incom $6,662.¢ $6,880.¢ $6,461.¢

Earnings per common sha

Basicas reportel $3.17 $3.1¢ $2.9¢
Basicpro forma $2.9¢ $3.01 $2.8(
Assuming dilutioras reportet $3.1¢4 $3.1¢4 $2.9(
Assuming dilutio~pro forma $2.9: $2.9¢ $2.7¢

The average fair value of employee and non-empldjreetor options granted during 2002, 2001 andd208s $17.53, $25.42 and
$23.28, respectively. This fair value was estimatgidg the Black-Scholes option-pricing model basedhe weighted average market price
at grant date of $61.16 in 2002, $79.10 in 2001%6®181 in 2000 and the following weighted averaggumptions:

Years Ended December 200z 2001 200C
Dividend yield 2.3% 1.7% 1.8%
Risk-free interest rat 4.3% 4.8% 6.5%
Volatility 31% 29% 28%

Expected life (years 57 6.7 6.€




Use of Estimates-The consolidated financial statements are preparednformity with accounting principles generadlgcepted in the
United States (GAAP) and, accordingly, include @@ramounts that are based on management’s besates and judgments. Estimates are
used in determining such items as provisions foates, discounts and returns, and income taxesedaple and amortizable lives, pension
and other postretirement benefit plan assumptamd,amounts recorded for contingencies, environahéiabilities and other reserves.
Because of the uncertainty inherent in such estimjactual results may differ from these estimaths.Company is not aware of reasonably
likely events or circumstances which would resultlifferent amounts being reported that would haweaterial impact on results of
operations or financial condition.

Reclassification—Certain reclassifications have been made to ggar amounts to conform with current year presantat

3. Acquisition
In July 2001, the Company completed its acquisitibRosetta Inpharmatics, Inc. (Rosetta), a leadifgrmational genomics company, in a
tax-free reorganization. Rosetta has designed emelaped several unique technologies to efficieatiglyze
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gene data to predict how medical compounds widlrett with different kinds of cells in the bodyethfore allowing Merck scientists to more
precisely select drug targets and potentially aredt the development process. The acquisitiorasesunted for under the purchase method
and, accordingly, Rosetta’s results of operatiasetheen included with the Company’s since theiaitgun date. Pro forma information is
not provided as the transaction does not have arrabimpact on the Company’s results of operatimninancial position.

In accordance with the May 2001 Agreement and Bfavierger (the Agreement), each share of outstanRiosetta stock was conver
into .2352 shares of Merck stock, resulting inigseiance by the Company of approximately 7.7 nmilbbares of common stock. The
aggregate purchase price of the transaction appaigid $633.7 million, including a $587.1 millionnemon share value, $33.5 million
representing employee stock options valued aseoftireement date, and $13.1 million of estimatadgaction fees. The allocation of the
purchase price resulted in tangible assets of $1®8lion, consisting primarily of cash and shaetrh investments; other intangible assets of
$44.1 million; liabilities assumed of $31.1 millioimcluding deferred tax liabilities of $16.0 milh associated with the other intangible assets
and goodwill totaling $432.2 million. Other intabtgs, which have a weighted average useful life@pmating five years in aggregate and
by major class, include $27.3 million of patenttigand $16.7 million of contractual agreementadeoordance with FAS 142, the goodwill
associated with the Rosetta acquisition is not &ineat.

4. Joint Ventures and Other Equity Method Affiliates

In 1982, Merck entered into an agreement with A8Ba(Astra) to develop and market Astra’s produatsler a royalty-bearing license. In
1993, the Company’s total sales of Astra produsd€ihed a level that triggered the first step ineftablishment of a joint venture business
carried on by Astra Merck Inc. (AMI), in which Mdr@and Astra each owned a 50% share. This jointurenformed in 1994, developed and
marketed most of Astra’s new prescription mediciinethe United States includirrilosec, the first of a class of medications known as
proton pump inhibitors, which slows the productaracid from the cells of the stomach lining.

In 1998, Merck and Astra completed the restructuahthe ownership and operations of the joint uemivhereby the Company
acquired Astra’s interest in AMI, renamed KBI IfKBI), and contributed KBI's operating assets toeav U.S. limited partnership, Astra
Pharmaceuticals L.P. (the Partnership), in exch&mga 1% limited partner interest. Astra contréxithe net assets of its wholly owned
subsidiary, Astra USA, Inc., to the Partnershipxchange for a 99% general partner interest. Thaérahip, renamed AstraZeneca LP
(AZLP) upon Astra’s 1999 merger with Zeneca Grolp(Ehe AstraZeneca merger), became the exclusstaliitor of the products for
which KBI retained rights.

While maintaining a 1% limited partner interestBLP, Merck has consent and protective rights idezhto preserve its business and
economic interests, including restrictions on tbever of the general partner to make certain distidims or dispositions. Furthermore, in
limited events of default, additional rights wikk lgranted to the Company, including powers to titee actions of, or remove and replace,
Partnership’s chief executive officer and chiegfigial officer. Merck earns certain Partnershipnmet as well as ongoing revenue based on
sales of current and future KBI products. The Raship returns include a priority return provided ih the Partnership Agreement, variable
returns based, in part, upon sales of certain foss&a USA, Inc. products, and a preferential metepresenting Merck’s share of
undistributed AZLP GAAP earnings. These returnsicivlare recorded as Equity income from affiliagggregated $640.2 million, $642.8
million and $637.5 million in 2002, 2001 and 208&spectively. The AstraZeneca merger triggers tgbaedemption of Merck’s limited
partnership interest in 2008. Upon this redempt#£l, P will distribute to KBI an amount based pririigion a multiple of Merck’s annual
revenue derived from sales of the former Astra UBA, products for the three years prior to theeregtion (the Limited Partner Share of
Agreed Value).

In conjunction with the 1998 restructuring, forayment of $443.0 million, which was deferred, Agitachased an option (the Asset
Option) to buy Merck’s interest in the KBI produoexcluding the gastrointestinal medicifdosecandNexium. The Asset Option is
exercisable in 2010 at an exercise price equdld@met present value as of March 31, 2008 of prejefuiture pretax revenue to be receivel
the Company from the KBI products (the Appraiseduéa Merck also has the right to require Astrptimchase such interest in 2008 at the
Appraised Value. In addition, the Company grantstt@an option to buy Merck'common stock interest in KBI at an exercise phoiagsed o
the net present value of estimated future net sdlEsilosecandNexium. This option is exercisable two years after Asti@irchase of
Merck’s interest in the KBI products.

The 1999 AstraZeneca merger constituted a TriggenEunder the KBI restructuring agreements. Assalt of the merger, in exchar
for Merck’s relinquishment of rights to future Aatproducts with no existing or pending U.S. patanthe time of the merger, Astra paid
$967.4 million (the Advance Payment), which is sabfo a true-up calculation in 2008 that may rezjecepayment of all or a portion of this
amount. The True-Up Amount is directly dependenttenfair market value in 2008 of the Astra produgits retained by the Company.
Accordingly, recognition of this contingent incorinas been deferred until the realizable amountyf & determinable, which is not
anticipated prior to 2008.

Under the provisions of the KBI restructuring agneats, because a Trigger Event has occurred, thesthe Limited Partner Share of
Agreed Value, the Appraised Value and the True-WmAnt is guaranteed to be a minimum of $4.7 billidrstribution of the Limited
Partner Share of Agreed Value and payment of the-TUp Amount will occur in 2008. AstraZeneca's fhase of Mercls interest in the KE
products is contingent upon the exercise of eitherck’s option in 2008 or AstraZeneca'’s option BilR and, therefore, payment of the
Appraised Value may or may not occur.

In 1989, Merck formed a joint venture with Johng€odohnson to develop and market a broad range mbmscription medicines for
U.S. consumers. This 50% owned venture was expantte&urope in 1993, and into Canada in 1996.sSadg@roduct marketed by the joint
venture were $413.0 million for 2002, $395.0 miilifor 2001 and $429.1 million for 20C
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In 1994, Merck and Pasteur Mérieux Connaught (nameniis Pasteur) established an equally-owned j@nture to market vaccines in
Europe and to collaborate in the development oflipnation vaccines for distribution in Europe. Joienhture vaccine sales were $546.4
million for 2002, $499.6 million for 2001 and $590million for 2000.

In 1997, Merck and Rhone-Poulenc (now Aventis) cim@d their animal health and poultry genetics besses to form Merial Limited
(Merial), a fully integrated animal health compamich is a stand-alone joint venture, equally othg each party. Merial provides a
comprehensive range of pharmaceuticals and vactireshance the health, well-being and performafeewide range of animal species.
Merial sales were $1.7 billion for 2002 and 2004 &t.6 billion for 2000.

In May 2000, the Company and Schering-Plough Catpmn (Schering-Plough) entered into agreementseate separate equally-
owned partnerships to develop and market in théedrtates new prescription medicines in the ckelelsmanagement and respiratory
therapeutic areas. In December 2001, the choléstexnagement partnership agreements were expaodedude all the countries of the
world, excluding Japan. In October 2002, ezetimibe first in a new class of cholesterol-loweringeats, was approved in the U.S Zatia
and in Germany aszetrol. The partnerships are also pursuing the developar@hmarketing oZetiaas a oncetaily combination tablet wit
Zocor. Sales of ezetimibe totaled $25.3 million in 2002.

In January 2002, Merck/Schering-Plough Pharmacalstieported on results of Phase Ill clinical iaf a fixed combination tablet
containingSingulairandClaritin , Schering-Plough’s nonsedating antihistamine, tiicl not demonstrate sufficient added benefith@n
treatment of seasonal allergic rhinitis.

Investments in affiliates accounted for using thaiy method, including the above joint venturesaked $2.2 billion at December 31,
2002 and $2.0 billion at December 31, 2001. Theseunts are reported in Other assets. Dividendslatdbutions received from these
affiliates were $488.6 million in 2002, $572.2 naifl in 2001 and $475.5 million in 2000.

5. Financial Instruments

Upon adoption of Financial Accounting Standardsrddatatement No. 133, Accounting for Derivativettaments and Hedging Activities

(FAS 133), on January 1, 2001, the Company recaad@storable cumulative effect of accounting chaof®45.5 million after tax in Other
comprehensive income (loss), representing the toafidir value of purchased local currency put amio/See Note 17.) The cumulative ef
of accounting change recorded in Net income wasigoificant.

Foreign Currency Risk Manageme

While the U.S. dollar is the functional currencytioé Company’s foreign subsidiaries, a signifigamttion of the Company’s revenues are
denominated in foreign currencies. Merck reliesostained cash flows generated from foreign souocespport its long-term commitment
to U.S. dollar-based research and developmenthd&extent the dollar value of cash flows is dinfied as a result of a strengthening dollar,
the Company’s ability to fund research and othdiaddrased strategic initiatives at a consistemtllenay be impaired. The Company has
established revenue hedging and balance sheehaskgement programs to protect against volatififiyture foreign currency cash flows ¢
changes in fair value caused by volatility in fgreexchange rates.

The objective of the revenue hedging program igtluce the potential for longer-term unfavorablargfes in foreign exchange to
decrease the U.S. dollar value of future cash fldaréved from foreign currency denominated salesyarily the euro and Japanese yen. To
achieve this objective, the Company will partidigdge anticipated third party sales that are erpdct occur over its planning cycle,
typically no more than three years into the futdifee Company will layer in hedges over time, insieg the portion of sales hedged as it gets
closer to the expected date of the transactiorh that it is probable that the hedged transactidiroacur. The portion of sales hedged is
based on assessments of cost-benefit profilectimstider natural offsetting exposures, revenueeastiange rate volatilities and correlations,
and the cost of hedging instruments. The hedgeadipaited sales are a specified component of aqartdf similarly denominated foreign
currency-based sales transactions, each of whegforels to the hedged risk in the same manner. Mearlages its anticipated transaction
exposure principally with purchased local currepay options which provide the Company with a rightt not an obligation, to sell foreign
currencies in the future at a predetermined pifdde U.S. dollar strengthens relative to the eony of the hedged anticipated sales, total
changes in the options’ cash flows fully offset tfeline in the expected future U.S. dollar castv§l of the hedged foreign currency sales.
Conversely, if the U.S. dollar weakens, the optimatue reduces to zero, but the Company benefiis fthe increase in the value of the
anticipated foreign currency cash flows.

During the first four months of 2001, changes ia ¢iptions’ intrinsic value were deferred in Accuatatl other comprehensive income
(AOCI) until recognition of the hedged anticipatestenue. Amounts associated with option time valhéch was excluded from the
designated hedge relationship and marked to fhilevihrough earnings, were not significant. EffeetMay 2001, as permitted by FAS 133
implementation guidance finalized in June 2001 désignated hedge relationship is based on totalgas in the options’ cash flows.
Accordingly, the entire fair value change in theéiaps is deferred in AOCI and reclassified intoe€galvhen the hedged anticipated revenue is
recognized. The hedge relationship is perfectlgatite and therefore no hedge ineffectivenesstisrded. The fair values of purchased
currency options are reported in Accounts rece&ablOther assets.

The primary objective of the balance sheet risk agament program is to protect the U.S. dollar valfuereign currency denominated
net monetary assets from the effects of volatilitjoreign exchange that might occur prior to theinversion to U.S. dollars. Merck
principally utilizes forward exchange contracts gthenable the Company to buy and sell foreign aefes in the future at fixed exchange
rates and economically offset the consequencesarfges in foreign exchange on the amount of U.lardmash flows derived from the r



assets. Merck routinely enters into contracts by fiffset the effects of exchange on exposure®denated in developed country
currencies, primarily the euro and Japanese yanemsures in developing country currencies, thm@any will enter into forward contra
on a more limited basis, and
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only when it is deemed economical to do so basea avst-benefit analysis which considers the magdeiobf the exposure and the volatility
of the exchange rate. The Company will also min@riie effect of exchange on monetary assets apitities by managing operating
activities and net asset positions at the locallev

Foreign currency denominated monetary assets ahtlities are remeasured at spot rates in effe¢cherbalance sheet date with the
effects of changes in spot rates reported in Qiheome) expense, net. The forward contracts arel@signated as hedges and are marked to
market through Other (income) expense, net. Acogtyj fair value changes in the forward contraekphmitigate the changes in the value of
the remeasured assets and liabilities attribut@mbbhanges in foreign currency exchange rates pexodhe extent of the spot-forward
differences. These differences are not significug to the short-term nature of the contracts, whipically have average maturities at
inception of less than one year.

The Company also uses forward contracts to hedgeltanges in fair value of certain foreign curredegyiominated available-for-sale
securities attributable to fluctuations in foreiurrency exchange rates. Changes in the fair \@#ltlee hedged securities due to fluctuatior
spot rates are offset in Other (income) expendepyehe fair value changes in the forward corradtributable to spot rate fluctuations.
Hedge ineffectiveness was not material during 28822001. Changes in the contracts’ fair valuetdispot-forward differences are
excluded from the designated hedge relationshipracognized in Other (income) expense, net. Thesmiats were not significant for the
years ended December 31, 2002 and 2

The fair values of forward exchange contracts aparted in the following four balance sheet lirgris: Accounts receivable (current
portion of gain position), Other assets (non-curpantion of gain position), Accrued and other emtrliabilities (current portion of loss
position), or Deferred income taxes and noncutiahtlities (non-current portion of loss position).

Interest Rate Risk Managem:

The Company may use interest rate swap contraatemain investing and borrowing transactions tomagg its net exposure to interest rate
changes and to reduce its overall cost of borrowitig Company does not use leveraged swaps agdnaral, does not leverage any of its
investment activities that would put principal dapat risk.

In 2001, the Company entered into five-year anddahrear $500.0 million notional amount pay-floatireceive-fixed interest rate swap
contracts designated as hedges of the fair valaeggs in $500.0 million each of five-year and thyear fixed rate notes attributable to
changes in the benchmark London Interbank Offerate RLIBOR) swap rate. The swaps effectively contles fixed rate obligations to
floating rate instruments. The fair value changethe notes are fully offset in interest expenséhieyfair value changes in the swap contracts.

The Company is also a party to a seven-year cordbimerest rate and currency swap contract eniatedn 1997 which converts a
variable rate foreign currency denominated investrt@ a variable rate U.S. dollar investment. 1@@0a portion of this contract was
terminated in conjunction with the sale of a portaf the related asset with an immaterial impachenincome. The interest rate component
of the swap is not designated as a hedge. Themyrsavap component is designated as a hedge ohtrges in fair value of the investment
attributable to exchange. Accordingly, changeh@fair value of the investment due to fluctuationspot rates are offset in Other (income)
expense, net, by fair value changes in the currem@p. Hedge ineffectiveness was not significaningu2002 and 2001. In 2000, a similar
five-year swap contract matured and the relateetasss sold with an immaterial impact on net income

In June 2002, Medco Health entered into two sWwaped rate lock agreements which hedged the bemklmerest rates associated v
its anticipated July 2002 issuances of $500.0 omlgach of five-year and ten-year fixed rate nofeg. notes were to be issued concurrently
or just subsequent to the completion of the propasi¢éial public offering of Medco Health sharehél'swap-based contracts were designated
as hedges of the variability in cash flows for fileire semiannual interest payments on the antieipdebt offerings due to changes in the
LIBOR swap benchmark interest rate during the pkpidor to the expected issuances. Losses on thteabs upon maturity totaled
approximately $7.0 million. At the end of the sedauarter 2002, it was probable that the spec#itged forecasted transactions would not
occur within two months of the dates originally sified and, therefore, this amount was chargedtt®e(income) expense, net.

The fair values of these contracts are reporte&ctounts receivable, Other assets, Accrued and otlreent liabilities, or Deferred
income taxes and noncurrent liabilities.
Fair Value of Financial Instrumen

Summarized below are the carrying values and fdiras of the Company’s financial instruments atdbelger 31, 2002 and 2001. Fair values
were estimated based on market prices, where alailar dealer quotes.

2002 2001
Carrying Fair Carrying Fair
Value Value Value Value

Assets
Cash and cash equivalel $2,243.( $2,243.( $2,144.C $2,144.(
Shor-term investment 2,728.: 2,728.: 1,142.¢ 1,141.°

Long-term investment 7,255..  7,255. 6,983.! 6,983..



Purchased currency optio 20.€ 20.¢ 17.€ 17.€
Forward exchange contracts and currency s 48.2 48.2 195.¢ 195.¢
Interest rate sway 88.: 88.: 11.2 11.2
Liabilities

Loans payable and current portion of I-term debt $3,669.6 $3,675.t $4,066.7 $4,070.
Long-term debi 4,879.( 5194.t 4,798.¢ 4,860.
Forward exchange contrac 67.1 67.1 35.¢ 35.¢
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A summary of the carrying values and fair valuethefCompany'’s investments at December 31 is &sAfsi

2002 2001
Carrying Fair Carrying Fair
Value Value Value Value

Available-for-sale
Debt securitie! $9,270.¢ $9,270.¢ $7,308.¢ $7,308.¢
Equity securitie: 601.( 601.( 630.¢ 630.¢
Held-to-maturity securitie: 111.5 1115 186.€ 185.¢

A summary at December 31 of those gross unreatjagts and losses on the Company’s available-fa@isakstments recorded, net of
tax and minority interests, in AOCI is as follows:

2002 2001

Gross Unrealized  Gross Unrealized

Gains  Losse! Gains  Losse
Debt securitie! $196.7 $ (1.7) $144.7 $(19.5)
Equity securitie: 8.¢ (89.f) 32.6 (79.9

Available-for-sale debt securities and held-to-miatisecurities maturing within one year totaled@Billion and $103.7 million,
respectively, at December 31, 2002. Of the remgidigbt securities, $5.9 billion mature within fiyears.

At December 31, 2002 and 2001, $433.5 million a&@5$0 million, respectively, of held-to-maturitycseities maturing by 2003 set off
$433.5 million and $575.0 million, respectively,%0% non-transferable note obligations due by 2663ed by the Company.

Concentrations of Credit Risk

As part of its ongoing control procedures, the Campmonitors concentrations of credit risk assedatith corporate issuers of securities
and financial institutions with which it conductsginess. Credit risk is minimal as credit expodimés are established to avoid a
concentration with any single issuer or institutidhree drug wholesalers represented, in aggregppeoximately one-fifth of the Comparsy’
accounts receivable at December 31, 2002. The Coynpanitors the creditworthiness of its customerhich it grants credit terms in the
normal course of business. Bad debts have beemalinihe Company does not normally require colédter other security to support credit
sales.

6. Inventories
Inventories at December 31 consisted of:

200z 2001
Finished good $1,984.( $2,155.7
Raw materials and work in proce 1,352.0 1,340.
Supplies 75.7 82.¢
Total (approximates current co 3,411.¢ 3,579.

Reduction to LIFO cos — _

$3,411.¢ $3,579.:

Inventories valued under the LIFO method compregggroximately 39% and 41% of inventories at Decartie 2002 and 2001,
respectively.

7. Other Intangibles
Other intangibles at December 31 consisted of:

200z 2001
Customer relationshi—Medco Healtr $3,172.0 $3,172.:
Patents and product rigt 1,355.0 1,355.

Other 121.t 122.¢




Total acquired cos $4,648.¢ $4,650.:

Customer relationshi—Medco Healtr $ 7575 $ 672.F
Patents and product rigt 694.¢ 545.¢
Other 83.2 68.C
Total accumulated amortizatic $1,534.¢ $1,286.1

Aggregate amortization expense, which is recordddaterials and production expense and Other (im)@rpense, net, totaled $248.6
million in 2002, $241.3 million in 2001, and $2338llion in 2000. The estimated aggregate amoiitra¢xpense for each of the next five
years is as follows: 2003, $245.0 million; 20043%$2Z million; 2005, $210.6 million; 2006, $189.9llion; and 2007, $186.9 millior

8. Loans Payable, Long-Term Debt and Other Comrtinents

Loans payable at December 31, 2002 and 2001 cedssimarily of $2.9 billion and $3.4 billion, resgtively, of commercial paper
borrowings and $500.0 million of notes with anniumérest rate resets and a final maturity in 2@A.an annual basis, the notes will either be
repurchased from the holders at the option of ¢inearketing agent and remarketed, or redeemed b@dhmpany. At December 31, 2002 and
2001, loans payable also reflected $220.4 milliod $113.0 million, respectively, of long-dated reoteat are subject to repayment at the
option of the holders on an annual basis. The wegjhverage interest rate for all of these borrgaiwas 2.0% and 2.5% at December 31,
2002 and 2001, respectively.

Long-term debt at December 31 consisted of:

2002 2001
6.0% Astra note due 20( $1,380.( $1,380.(
5.3% notes due 20( 554.] 507.¢
4.1% notes due 20( 532.¢ 501.¢
6.8% euronotes due 20! 499.7 499.t
6.4% debentures due 20 499.1 499.1
6.0% debentures due 20 496.4 496.2
Variable rate borrowing due 20l 300.( 300.(
6.3% debentures due 20 247.2 247.2
Other 369.¢ 367.2

$4,879.0 $4,798.¢

At December 31, 2002 and 2001, the Company wastg fgainterest rate swap contracts which effedfiv®nvert the 5.3% and 4.1%
fixed rate notes to floating rate instruments. (Ne& 5.)

Other at December 31, 2002 and 2001 consisted plynad $332.6 million of borrowings at variabletes averaging 1.1% and 1.6%,
respectively. At December 31, 2002, $158.7 milkord $106.0 million of these borrowings are subjecepayment at the option of the
holders beginning in 2011 and 2010, respectivelyadth years, Other also consisted of foreign bwaimgs at varying rates up to 8.0%.
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The aggregate maturities of lotgrm debt for each of the next five years are Bsvis: 2003, $19.3 million; 2004, $308.9 million)@5
$1.0 billion; 2006, $564.7 million; 2007, $7.6 rokh.

Rental expense under the Company’s operating leasesf sublease income, was $250.8 million in20the minimum aggregate
rental commitments under noncancellable leaseasfellows: 2003, $160.1 million; 2004, $122.5 ioifl; 2005, $91.6 million; 2006, $54.1
million; 2007, $31.5 million and thereafter, $54nillion. The Company has no significant capitalses.

9. Contingencies and Environmental Liabilities

The Company is involved in various claims and lggakceedings of a nature considered normal tauigsniess, including product liability,
intellectual property and commercial litigation,vasll as additional matters such as antitrust astidhe Company records accruals for such
contingencies when it is probable that a liabifigs been incurred and the amount can be reasosestityated. These accruals are adjusted
periodically as assessments change or additiof@hiation becomes available. For product liabititgims, a portion of the overall accrual is
actuarially determined and considers such factersaat experience, number of claims reported atimates of claims incurred but not yet
reported. Individually significant contingent losssre accrued when probable and reasonably esémabl

The Company, including Medco Health, is party twuanber of antitrust suits, certain of which haverbeertified as class actions,
instituted by most of the nation’s retail pharmacéd consumers in several states, alleging causps in restraint of trade and challenging
the pricing and/or purchasing practices of the Camypand Medco Health, respectively. A significaninioer of other pharmaceutical
companies and wholesalers have also been sued gathe or similar litigation. In 1994, these actiaxcept for several actions pending in
state courts, were consolidated for pretrial puegada the United States District Court for the Merh District of lllinois. In 1996, the
Company and several other defendants finalizedyegeaent to settle the federal class action aliegomspiracy, which represents the single
largest group of retail pharmacy claims. Since timag¢, the Company has entered into other settlésr@msatisfactory terms. In October 2(
the Judicial Panel on Multi-District Litigation (Rel) determined that consolidated pretrial procegslin federal district court in Chicago
were substantially completed. The Panel orderedathaf the federal antitrust conspiracy casegesa of which have not been settled by the
Company, be returned to the federal district comrtghich each case was originally filed. The cageee returned to those courts (and many
have since been transferred to the federal colBtaoklyn, New York) for further proceedings. Ther@pany has not engaged in any
conspiracy and no admission of wrongdoing was nmadevas included in any settlement agreements. &\tig not feasible to predict the
final outcome of the remaining proceedings, indpaion of the Company, such proceedings shouldihimhately result in any liability
which would have a material adverse effect on tomg@any’s financial position, results of operatiandiquidity.

A number of federal and state lawsuits, involvindividual claims as well as purported class actibase been filed against the
Company with respect tgioxx. Some of the lawsuits also name as defendanterRfiz. and Pharmacia Corporation, which market a
competing product. The lawsuits include allegatimgarding gastrointestinal bleeding and cardiovias@vents. The Company believes that
these lawsuits are completely without merit and wgorously defend against them.

The Company is a party in claims brought undeiGbasumer Protection Act of 1987 in the United Kiagdwhich allege that certain
children suffer from a variety of conditions aseault of being vaccinated with various bivalentoiaes for measles and rubella or trivalent
vaccines for measles, mumps and rubella, inclutiegCompany’M-M-R Il. The Company believes that these lawsuits aneptetely
without merit and will vigorously defend againséth.

The Company is a party to a number of proceedingsght under the Comprehensive Environmental Resppdbompensation and
Liability Act, commonly known as Superfund. Whetegitimate claim for contribution is asserted,abllity is initially accrued based upon
the estimated transaction costs to manage theAsiteuals are adjusted as feasibility studies afated cost assessments of remedial
techniques are completed, and as the extent tchwatier potentially responsible parties (PRPs) wiay be jointly and severally liable can
expected to contribute is determined.

The Company is also remediating environmental ¢uimtation resulting from past industrial activitycartain of its sites and takes an
active role in identifying and providing for thesests. A worldwide survey was initially performedassess all sites for potential
contamination resulting from past industrial adieés. Where assessment indicated that physicasfigagion was warranted, such
investigation was performed, providing a betteration of the need for remedial action. Where suebd was identified, remedial action
was then initiated. Estimates of the extent of aonbation at each site were initially made at treeipvestigation stage and liabilities for the
potential cost of remediation were accrued attiha. As more definitive information became avaiatiuring the course of investigations
and/or remedial efforts at each site, estimate® wefined and accruals were adjusted accordindlgs& estimates and related accruals
continue to be refined annually.

In management’s opinion, the liabilities for alMmonmental matters which are probable and readgresiimable have been accrued
and totaled $189.7 million and $217.8 million atcBmber 31, 2002 and 2001, respectively. Thesditiabiare undiscounted, do not consider
potential recoveries from insurers or other partied will be paid out over the periods of remediafior the applicable sites, which are
expected to occur primarily over the next 15 yeAtthough it is not possible to predict with certyi the outcome of these matters, or the
ultimate costs of remediation, management doebelave that any reasonably possible expenditinatsmay be incurred in excess of the
liabilities accrued should exceed $100.0 milliorihe aggregate. Management also does not beliav¢hitsse expenditures should result in a
material adverse effect on the Company’s finarmaalition, results of operations, liquidity or capbitesources for any year.

Recently, the Company and Medco Health agreedttie sen a class action basis, a series of lawsiserting violations of tt



Employee Retirement Income Security Act (ERISA)e T@ompany, Medco Health and certain plaintiffs’ esel filed the
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settlement with the federal district court in Newrk, where plaintiffs from six pharmaceutical bahpfans for which Medco Health is the
pharmacy benefit manager had filed cases. The pempolass action settlement has been agreed tiaibyiffs in five of the initial six cases
(the “Gruer Cases”) filed against Medco Health gr@lCompany. Under the proposed settlement, whieltdurt has not yet preliminarily
approved, the Company and Medco Health have adgoeealy $42.5 million and Medco Health has agreechnge or to continue certain
specified business practices for a period of figarg. The financial compensation is intended tefiemembers of the settlement class, wi
includes, among others, ERISA plans for which MeHealth administered a pharmacy benefit at any Sinee December 17, 1994. If the
settlement is preliminarily approved, the class rbenplans will have the opportunity to participater opt out of the settlement. The court
will also schedule a hearing for the purpose oédrining the fairness of the settlement to clasmbers. One of the initial plaintiffs and a
group of lawyers that has filed additional ERISAvsalits against the Company and Medco Health areat®d to oppose the settlement. The
settlement becomes final only if and when the idistourt grants final approval and all appealsehbagen resolved. Medco Health and the
Company agreed to the proposed settlement in ¢éoderoid the significant cost and distraction aftpacted litigation.

The Gruer Cases, which are similar to claims agaiher pharmaceutical benefit managers in othedipg cases, alleged that Medco
Health should be treated as a “fiduciary” under &R bnd that Medco Health had breached a fiduciaty tb the benefit plans. The amended
complaints in the Gruer Cases also alleged thaCtrapany and Medco Health violated ERISA by usiredib Health to increase the
Company’s market share and by entering into ceffaiphibited transactions” with each other thatdathe Company’s products. The
plaintiffs demanded that Medco Health and the Camarn over any unlawfully obtained profits toradt to be set up for the benefit plans.
One of the plaintiffs has indicated that it may achés complaint against Medco Health and otheidlage violations of the Sherman Act,
Clayton Act and various states’ antitrust laws thualleged conspiracies to suppress price competitnd unlawful combinations allegedly
resulting in higher pharmaceutical prices.

Similar complaints against Medco Health and the Gany, which also assert claims of breach of fidycéuty under ERISA, have be
filed in six additional actions by plan participanpurportedly on behalf of their plans and, in eahthe actions, similarly-situated self-
funded plans. Class action status is being somgbié of the actions. The plans themselves, wioclidadecide to opt out of or participate in
the proposed settlement discussed above, are rispi® these lawsuits. An amended complaint i @inthe actions alleges that various
activities of the Company and Medco Health vioketderal and state racketeering laws. In additiquroposed class action complaint against
Medco Health and the Company has also been filagdusyees of one benefit plan. The complaints @s¢hactions rely on many of the same
theories as the litigation discussed above.

Two lawsuits based on many of the same allegatioaslso pending against Medco Health in fedenaiftén California and state court
in New Jersey. The theory of liability in the forrrection, in which the Company is also a defendariased on a California statute
prohibiting unfair business practices. The plafptitho purports to sue on behalf of the generalipudf California, seeks injunctive relief and
disgorgement of the revenues that were allegedbyaperly received by the Company and Medco Healtle. theory of liability in the New
Jersey action is based on a New Jersey consunteciion statute. The plaintiff, which purports &present a class of similarly-situated non-
ERISA plans, seeks compensatory and treble dam&gedNew Jersey court has dismissed the New Jactmn, but it may be re-initiated
under certain circumstances.

Medco Health and the Company believe that thesesca® completely without merit, Medco Health isatfiduciary” within the
meaning of ERISA, and neither the Company nor Mddealth has violated ERISA, the California unfailsmess practices law, or the New
Jersey consumer protection law. Medco Health aadCibmpany intend to vigorously defend against ¢éimeaining claims.

There are various other legal proceedings, invgltire Company or Medco Health, principally prodiattility and intellectual propert
suits involving the Company, which are pending. Witiis not feasible to predict the outcome ofsth@roceedings, in the opinion of the
Company, all such proceedings are either adequebsigred by insurance or, if not so covered, shaotdultimately result in any liability
which would have a material adverse effect on itt@nicial position, liquidity or results of operai®of the Company or Medco Health. In
addition, from time to time, federal or state regats seek information about practices in the itréessin which the Company and Medco
Health operate. While it is not feasible to predie outcome of any requests for information, thenfany and Medco Health do not expect
such inquiries to have a material adverse effe¢herfinancial position, liquidity or results of efations of the Company or Medco Health.

10. Preferred Stock of Subsidiary Companies

In March 2000, a wholly-owned subsidiary of the @amy issued $1.5 billion par value of variable fateferred units. The units are
redeemable at par value plus accrued dividendeeatition of the issuer at any time. They are sdsieemable at the option of the holders in
March 2010, and at the end of each five-year imtieitvereafter. In addition, certain provisions ebidad the Company’s subsidiary to decide
to redeem the preferred units if the credit ratiogghe Compang unsecured senior debt obligations fall below Eigelclevels, the likelihoot
of which the Company believes is remote. Becausgtbferred securities are held at the subsidergl] they are included in Minority
interests in the consolidated financial statements.

In connection with the 1998 restructuring of AMéésNote 4), the Company assumed a $2.4 billiovglaie preferred stock obligation
with a dividend rate of 5% per annum which is @ty KBI and included in Minority interests. Whaesmall portion of the preferred stock
carried by KBl is convertible into KBl common shar@one of the preferred securities are converiititethe Company’s common shares
and, therefore, they are not included as commoreshssuable for purposes of computing Earningepemimon share assuming dilution. (!
Note 16.)

11. Stockholders’ Equity



Other paid-in capital increased by $36.5 millio64$.4 million and $345.3 million in 2002, 2001 &@DO, respectively. The
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increase in 2001 includes $615.3 million resulfirgn shares issued and equivalent employee stomingpassumed in connection with the
Rosetta acquisition. (See Note 3.) The remainiogemses primarily reflect the impact of sharesadsaupon exercise of stock options and
related income tax benefits.

A summary of treasury stock transactions (sharesiliions) is as follows:

2002 2001 2000
Shares Cost  Share Cos  Share Cos
Balance, Jan. 703.. $22,387.. 660.¢ $18,857.. 638.¢ $16,164.t
Purchase 39.2 2,091.. 54t 3,890.6 52.Et 3,545.¢
Issuance$’ (11.9 (369.9) (11.9 (361.5) (30.€ (852.2)
Balance, Dec. 3 731.2 $24,109.. 703.« $22,387.. 660.¢ $18,857.!

@ Issued primarily under stock option plau

At December 31, 2002 and 2001, 10 million shargzreferred stock, without par value, were authahjizene were issued.

12. Stock Option Plans

The Company has stock option plans under which eyegls, non-employee directors and employees ddinest the Company’s equity
method investees may be granted options to purdiases of Company common stock at the fair masidete at the time of the grant. These
plans were approved by the Company’s sharehol@gton grants beginning in 2002 generally vesthigtaver three years, while grants
prior to 2002 generally vest after five years. Diptions expire ten years from the date of grane Tbmpany’s stock option plan for
employees also provides for the granting of perforoe-based stock awards. In connection with Mera&&uiisition of Rosetta in 2001 and
Medco Health’s 2000 acquisition of ProVantage He&lrvices, Inc., stock options outstanding orattuisition dates were converted into
options to purchase shares of Company common stithlequivalent value.

Summarized information relative to the Companytektoption plans (shares in thousands) is as fallow

Numbe Average

of Share  Price®

Outstanding at December 31, 1¢ 178,692.0 $42.9:
Granted 32,947.! 66.97
Exercisec (30,638.) 20.91
Forfeited (4,774.7) 61.8(C
Equivalent options assum: 149.7  78.9¢
Outstanding at December 31, 2( 176,376. 50.7¢
Granted 36,767.t  79.17
Exercisec (11,604.) 25.9(
Forfeited (5,021.() 68.7¢
Equivalent options assum: 681.6  30.7¢
Outstanding at December 31, 2( 197,200.° 56.9¢
Granted 37,809.. 61.1¢
Exercised (11,048.) 28.8:
Forfeited (5,852.H 69.2(
Outstanding at December 31, 200 218,109.: $58.8(

1) Weighted average exercise price.

The number of shares and average price of optxeicisable at December 31, 2002, 2001 and 2000 ¥@iemillion shares at $35.97,
55.1 million shares at $27.09 and 42.5 million skaat $21.56, respectively. At December 31, 20@22401, 46.0 million shares and 87.6
million shares, respectively, were available fdufe grants under the terms of these plans.

Summarized information about stock options outstamdnd exercisable at December 31, 2002 (shart®usands) is as follows:

Outstanding Exercisable

Exercise
Price Number Average Average Number Average
Range of Shares Life (1) Price (2) of Shares Price (2)



Under $15 3,999.0 5.0¢ $12.9 3,999.{ $12.9¢

$15to 25 21,854.¢ 1.6¢ 18.6€21,787. 18.6¢
$25 to 40 15,900.: 3.2C 32.7¢ 15,688.. 32.7¢
$40 to 50 21,929 4.3/ 48.6€ 20,870.. 48.7(C
$50 to 65 65,187.! 7.1&¢ 61.9¢ 3,901.¢ 55.6¢
$65 to 80 63,239.. 7.34 72.9¢/ 3,234.% 72.8:
Over $80 25,998." 6.0¢ 81.71 1,175.¢ 85.41
218,109.. 70,657.¢

@  Weighted average contractual life remaining in year
@  Weighted average exercise price.

13. Pension and Other Postretirement Benefit Pifes
The net cost for the Company’s pension plans ctatsisf the following components:

Years Ended December 200z 2001 200C
Service cos $233E5 $190.« $171.
Interest cos 234.% 217.¢ 199.7
Expected return on plan ass (320.0 (287.9 (266.€)
Net amortizatior 49.¢ 27.¢ 11.5
Net pension cos $197.€ $147.¢ $115:¢

The net pension cost attributable to internatigubahs included in the above table was $75.5 miliro2002, $67.3 million in 2001 and
$73.3 million in 2000.

The net cost of postretirement benefits other fhemsions consisted of the following components:

Years Ended December 200z 2001 200c
Service cos $58¢ $52.7 $36.t
Interest cos 76.1 7.4 62.C
Expected return on plan ass (78.€) (84.6) (94.5)
Net amortizatior (9.) (119 (29.5
Curtailment (54.2) — —

Net postretirement benefit cc $ (6.9 $34.1 $(25.5)

The cost of health care and life insurance benffitactive employees was $343.6 million in 20020%.2 million in 2001 and $263.0
million in 2000.
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Summarized information about the changes in plartasand benefit obligation is as follows:

Other
Postretirement
Pension Benefits Benefits

200z 2001 200z 2001
Fair value of plan assets at
January ! $2,864.! $3,121.0 $ 796.¢ $ 861.C
Actual return on plan asse (244.5)  (258.) (113.9) (56.5)
Company contribution 761.c 250.2 — —
Benefits paid from plan asse (273.4  (255.0 (4.9 (7.9
Other (2.5) 6.1 — —
Fair value of plan assets at Decembe $3,105.. $2,864.! $ 678.6 $ 796.
Benefit obligation at January $3,611.¢ $3,166.¢ $1,154.¢ $ 909.¢
Service cos 233.t 190.4 58.¢ 52.7
Interest cos 234.: 217.4 76.1 77.4
Actuarial losse: 628.¢ 283.( 230.¢ 177.1
Benefits paic (292.6) (2725 (56.7) (50.9
Plan amendmen 9.2 26.€ (134.9) (11.5
Other (15.0) 0.1 — —
Benefit obligation at December : $4,410.0 $3,611.¢ $1,329.¢ $1,154.¢

The fair value of international pension plan ass&thided in the preceding table was $1.1 billinr2002 and $879.7 million in 2001.
The pension benefit obligation of internationalndancluded in this table was $1.4 billion in 2G0®& $1.2 billion in 2001.

A reconciliation of the plans’ funded status to tied asset (liability) recognized at December Hsifollows:

Other
Postretirement
Pension Benefits Benefits
200z 2001 200z 2001

Plan assets less than benefit obliga

$(1,304.7) $ (747.9 $(650.6 $(357.7)

Unrecognized net los 2,498.C 1,331. 630.¢ 215.¢
Unrecognized plan chang 84.4 84.4 (165.2) (100.7)
Unrecognized transitional net as — (6.3 — —
Net asset (liability $1,277.0 $ 662.C $(185.]) $(242.¢)
Recognized a
Other asset $1,154¢ $ 853 $§ — $ —
Accrued and other current liabilitit (20.0 a7.3 (24.9 (24.9
Deferred income taxes and noncurre
liabilities (373.7) (4122 (160.2 (217.9
Accumulated other comprehensive | 516.¢ 238.1 — —

For pension plans with benefit obligations in excekplan assets at December 31, 2002 and 2001aithalue of plan assets was $3.0
billion and $2.3 billion, respectively, and the kéhobligation was $4.3 billion and $3.1 billiorespectively. For those plans with
accumulated benefit obligations in excess of pEsets at December 31, 2002 and 2001, the fair wdlpkan assets was $849.9 million and
$387.7 million, respectively, and the accumulateddiit obligation was $1.1 billion and $697.6 noifii respectively.

Assumptions used in determining U.S. plan infororatire as follows:

December 3:

Pension and Other
Postretirement Benefits

200z 2001 200(

Discount rate

6.5(% 7.25% 7.5(%



Expected rate of return on plan as: 10.0 10.0 10.0
Salary growth rat 4.5 4.5 4.5

The Company reassesses its benefit plan assumptioasegular basis. For 2003, the Company hasgeltbits expected rate of return
from 10.0% to 8.75%. Holding all other assumptioasstant, the 2003 net pension and other postmregine benefit cost for the Company’s
U.S. plans is expected to increase by approxim&ehb.0 million, of which approximately $75.0 mlti is attributable to the lower discount
rate at December 31, 2002 and $40.0 million ishattable to the lower expected rate of return.

For the three years presented, international pensan assumptions ranged from 2.0% to 8.0% fodtkeount rate, 5.5% to 9.0% for
the expected rate of return on plan assets and @®0% for the salary growth rate.

Unrecognized net loss amounts reflect experienféerdntials primarily relating to differences be®wveexpected and actual returns on
plan assets as well as the effects of changeduara assumptions. Unrecognized net loss amdnrgscess of certain thresholds are
amortized into net pension and other postretirerhengefit cost over the average remaining servieeofi employees. Amortization of
unrecognized net losses for the Company’s U.S spdduDecember 31, 2002 is expected to increasgemsion and other postretirement
benefit cost by approximately $96.0 million in 20@8owing to $124.0 million in 2007.

At December 31, 2002 and 2001, the Company hacharmin pension liability of $566.3 million and $23dillion, respectively,
representing the extent to which the accumulateéfiteobligation exceeded plan assets for cerththe Company’s pension plans. The
increase in the minimum pension liability in 200@¢orded through Other comprehensive income (krsd)Other assets, primarily reflects
increase in the benefit obligation attributabléhe reduction in the discount rate assumption dsasefor certain plans, a decrease in the fair
value of plan assets.

The health care cost trend rate for other postématint benefit plans was 11.0% at December 31, 20@2rate is expected to decline to
5.0% over an eight-year period. A one percentag@ pbange in the health care cost trend rate wbale had the following effects:

One Percentage Point

Increase Decrease

Effect on total service and interest cost compones $ 272 $ (229
Effect on benefit obligation 206.¢ (180.9

50 Merck & Co., Inc. Annual Report 20(



Table of Contents

In 2002, the Company changed participant contrilmgj eligibility requirements and attribution medbéogy for certain of its other
postretirement benefit plans. These amendmentseedhe benefit obligation by $134.8 million anchgeted a curtailment gain of $54.2
million.

14. Other (Income) Expense, Net

Years Ended December 200z 2001 200c
Interest incom $(419.7) $(490.]) $(470.€
Interest expens 390.¢ 464.7 484.¢
Exchange gain (7.8 (3.5 (34.9
Minority interests 214.2 290.¢ 308.7
Amortization of goodwill and other intangibl 204.¢ 330.1 319.1
Other, ne (79.0) (250.])) (258.7)

$303.6 $341.7 $349.(

Minority interests include third parties’ shareenfchange gains and losses arising from translafitime financial statements into U.S.
dollars. Reduced minority interests in 2002 reflewter dividends on variable rate preferred ursee(Note 10) and decreased minority
interest expense associated with Banyu Pharmaeé@e, Ltd. (Banyu). In January 2003, the Compainggugh its wholly owned subsidia
MSD (Japan) Co., Ltd., launched a tender offercguae, for an estimated aggregate purchase pfigé.b billion, the remaining 49% of the
common shares of Banyu that it does not already. dlva tender offer, which closes in March 2003 deditional on the Company receiving
at least 76.45 million common shares to bringligre ownership of Banyu to approximately 80% oremor

Decreased amortization of goodwill and other inthleg in 2002 reflects the adoption of FAS 142 g(Siote 2.)
Interest paid was $401.7 million in 2002, $467.8iori in 2001 and $450.5 million in 2000.

15. Taxes on Income
A reconciliation between the Company'’s effective tate and the U.S. statutory rate is as follows:

Tax Rate

200z
Amount 200z 2001 200(

U.S. statutory rate applied to pretax incc $3,574.7 35.0% 35.0% 35.0%
Differential arising from

Foreign earning (602.29) (5.9 (5k.) (4.9
Tax exemption for Puerto Rico operatic (86.¢) (0.9 0.9 @12
State taxe 220.¢ 2.2 2.2 1.7
Other (42.5 (0.9 12 (0.9

$3,064.. 30.0% 30.0% 30.6%

Domestic companies contributed approximately 502082, 52% in 2001 and 54% in 2000 to consolidatetax income.
Taxes on income consisted of:

Years Ended December 200z 2001 200¢

Current provision

Federal $1,691.¢ $1,692.c $2,239.(
Foreign 609.: 635.7 591.(
State 318.¢ 326.¢ 266.7

2,619.0 2,654.¢ 3,096.

Deferred provision

Federal 409.¢ 332.c (64.9
Foreign (8.0 57.¢ (34.9
State 43.C 75.7 5.C

4445  465<  (94.9)




$3,064.:

$3,120.¢ $3,002.

Deferred income taxes at December 31 consisted of:

2002 2001
Assett Liabilities Asset: Liabilities

Other intangible: $ 108.7 $1,189.C $ 133.C $1,263.
Inventory relatec 700.t 354.] 594.] 300.¢
Accelerated depreciatic — 1,459.: — 1,230.¢
Advance paymer 338.¢ — 338.¢ —
Equity investment 57.¢ 443.% 57.¢ 408.(
Pensions and OPE 109.t 291.¢ 165.( 240.2
Accrued rebate 187.7 — 199.2 —
Compensation relate 131.2 — 138.1 —
Environmental relate 74.€ — 85.2 —
Other 1,299.¢ 4415 1,256.( 382.¢
Subtotal 3,008.f 4,178.7 2,967.. 3,826.:
Valuation allowanct (2.9 — (2.1 —
Total deferred taxe $3,006.. $4,178." $2,965.( $3,826.:
Net deferred tax liabilitie $1,172.¢ $ 861.1
Recognized a

Prepaid expenses and ta: $ (764.)) $ (613.7)

Other asset (33.9 (65.2)

Income taxes payab 98.7 12.¢

Deferred income taxes and noncurr

liabilities 1,871. 1,527.:

Income taxes paid in 2002, 2001 and 2000 were §ii6n, $2.3 billion and $2.2 billion, respectiyelStock option exercises reduced
income taxes paid in 2002, 2001 and 2000 by $82lbm $153.0 million and $537.5 million, respeatly.

At December 31, 2002, foreign earnings of $15.00iland domestic earnings of $880.9 million haeemretained indefinitely by
subsidiary companies for reinvestment. No provisiomade for income taxes that would be payableupe distribution of such earnings,
and it is not practicable to determine the amofditih® related unrecognized deferred income taxliipbThese earnings include income from
manufacturing operations in Ireland, which weredarmpt through 1990 and are taxed at 10% there&itaddition, the Company has
domestic subsidiaries operating in Puerto Rico uadex incentive grant that expires in 2016.
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The Company'’s federal income tax returns have beelited through 1992.

16. Earnings per Share

The weighted average common shares used in theutatigms of basic earnings per common share amdnggrper common share assuming
dilution (shares in millions) are as follows:

Years Ended December 200z 2001 200C
Average common shares outstanc 2,257.F 2,288.0 2,306.¢
Common shares issualfle 19.F 34.C 46.3

Average common shares outstanding assuming dil 2,277.( 2,322.0 2,353.:

@ Issuable primarily under stock option plans.

17. Comprehensive Income

Upon the adoption of FAS 133 on January 1, 2004 Gbmpany recorded a favorable cumulative effeeicobunting change of $45.5 million
in Other comprehensive income (loss). This amoeptasented the mark to fair value of purchased aaency put options maturing
throughout 2001 which hedged anticipated foreigmenicy denominated sales over that same perioBe&ember 31, 2002, $12.6 million of
deferred loss is associated with options maturinifpé next 12 months which hedge anticipated foreigrency denominated sales over that
same period.

The components of Other comprehensive income (brgss follows:

Pretax) Tax A;tg;
Year Ended December 31, 2002
Net unrealized loss on derivatives $ (31.8 $13.C $ (18.9
Net income realization (2.0 0.8 (1.2
Derivatives (33.9) 13.¢ (20.0
Net unrealized gain on investment: 128.€ 24.5 153.1
Net income realization (86.€) 6.€ (80.0
Investments 42.C 31.1 73.1
Minimum pension liability (263.2) 100.7 (162.5
$(255.0 $145.€ $(109.9)
Year Ended December 31, 2
Cumulative effect of accounting char $ 76.¢ $(314) $ 45F

Net unrealized gain on derivativ 49.7  (20.9) 29.4
Net income realizatio (114.9)  46.7 (67.€
Derivatives 12.: (5.0 7.3
Net unrealized gain on investme| 447 35.2 80.C
Net income realizatio (73.9) 4.8 (68.9)
Investment: (29.0 40.1 11.1
Minimum pension liability (87.1) 48. (38.6
$(103.§) $ 83.6 $ (20.29
Year Ended December 31, 2C
Net unrealized gain on investme| $ 07 $28t5 $ 29.2
Net income realizatio (1.9 (3.5 (4.9



Investments (0.7) 25.C 24.¢

Minimum pension liability 5.3 (6.9 (1.6)

$ 4€ $181 $ 227

() Net of applicable minority interest.

The components of Accumulated other comprehengigs)income are as follows:

December 3: 200z 2001
Net unrealized (loss) gain on derivatiy $(127) $ 7.3
Net unrealized gain on investme| 156.4 83.2
Minimum pension liability (242.5) (80.0

$ (98.) $10.€

18. Segment Reporting

The Company’s operations are principally managed products and services basis and are compris@ebakportable segments: Merck
Pharmaceutical, which includes products markettetedirectly or through joint ventures, and Medhemalth. Merck Pharmaceutical produ
consist of therapeutic and preventive agents, Bplarescription, for the treatment of human dissd®erck sells these human health
products primarily to drug wholesalers and retajl&ospitals, government agencies and managedhlozaét providers such as health
maintenance organizations and other institutions.

Medco Health revenues consist principally of salgsrescription drugs through managed prescripdiy programs, either from its
home delivery pharmacies or its network of contralty affiliated retail pharmacies, as well as g&s provided through programs to help its
clients control the cost and enhance the qualitheforescription drug benefits offered to theimmbers. Medco Health’s clients include Blue
Cross/Blue Shield plans; managed care organizatiosigsrance carriers; third-party benefit plan atistrators; employers; federal, state and
local government agencies; and union-sponsoredfibetans. In 2002 and 2001, Medco Health had diemtwhich represented
approximately 16% of Medco Health net revenues. ddadealth revenues in the following table reflemles of prescription drugs on a drug
spend basis, including amounts not reportable\antees in the Consolidated Statement of Incoma¢@ordance with the Compasyhterna
management reporting presented to the chief opgrdecision maker.
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All Other includes non-reportable human and aninealth segments. Revenues and profits for thesaesgtg are as follows:

Merck Medcc All
Pharmaceutic Healtk Othel Total

Year Ended December 31, 2002
Segment revenue $ 20,130.0 $33,433.! $1,244.! $54,808.(
Segment profits 12,722. 741.1 1,110.& 14,574’
Included in segment profits:

Equity income (loss) from

affiliates 205.¢ (5.2 217.¢ 417.¢

Depreciation and amortization (a71.7 (174.0 (3.9 (349.0
Year Ended December 31, 2C
Segment revenue $ 19,731.! $29,693.. $1,265.¢ $50,690.¢
Segment profit: 12,199.¢ 731.2 977.E  13,908.¢
Included in segment profit

Equity income (loss) from

affiliates 203.2 (3.0) 190.7 390.¢

Depreciation and amortizatic (160.9 (141.¢ 3.7 (306.2)
Year Ended December 31, 2C
Segment revenue $ 18,577.. $23,319.¢ $1,211.¢ $43,108.!
Segment profit: 11,563.1 683.( 924.¢ 13,171.
Included in segment profit

Equity income (loss) from

affiliates 307.1 — 188.¢ 495t

Depreciation and amortizatic (136.7) (207.7) (3.2 (246.9)

Segment profits are comprised of segment reverassscertain elements of materials and productists@nd operating expenses,
including components of equity income (loss) frdffiliates and depreciation and amortization expenger internal management reporting
presented to the chief operating decision makerQtbmpany does not allocate the vast majority difé@ct production costs, research and
development expenses and general and administetpenses, all predominantly related to the Mefekrmaceutical business, as well as the
cost of financing these activities. Separate divisimaintain responsibility for monitoring and mging these costs, including depreciation
related to fixed assets utilized by these divisiang, therefore, they are not included in the ntargesegment profits. The vast majority of
goodwill amortization in 2001 and 2000, and otmamgibles amortization, predominantly relatedi Medco Health business, as well as
cost of financing capital employed, also are nluicalted for internal management reporting and gfioee, are not included in the marketing
segment profits.

A reconciliation of total segment revenues to ctidated sales is as follows:

Years Ended December 2002 2001 200C
Segment revenug $54,808.( $50,690.¢ $43,108.!
Other revenue 256.¢ 349.¢ 434.(
Adjustments (3,274 (3,324.) (3,179.)

$51,790.. $47,715." $40,363..

Other revenues are primarily comprised of miscelars corporate revenues, sales related to divpsteldicts or businesses and other
supply sales. Adjustments represent the eliminaifareceipts reported as revenues for internal gpamant reporting which are not reporte
as revenues under GAAP.

Consolidated sales included $43.5 billion, $39IRoni and $33.0 billion of revenues derived frone thnited States and $8.3 billion,
$7.8 billion and $7.4 billion of revenues derivedr foreign operations in 2002, 2001 and 2000,eetyely.

A reconciliation of total segment profits to coridated income before taxes is as follows:
Years Ended December 200z 2001 200¢

Segment profit: $14,574.” $13,908.¢ $13,171.



Other profits 199.4 267.7 339.1

Adjustments 403.: 395.¢ 545.k

Unallocated
Interest incom: 419.: 490.] 470.¢
Interest expens (390.9 (464.7) (484.9
Equity income (loss) from affiliate 226.¢ 295.( 269.4
Depreciation and amortizatic (1,139.) (1,148.0 (1,022.)
Research and developmt (2,677.) (2,456.9 (2,343.9
Other expenses, n (1,402.7) (885.2) (1,121.¢

$10,213.¢ $10,402.t $ 9,824.:

Other profits are primarily comprised of miscellans corporate profits as well as operating proétated to divested products or
businesses and other supply sales. Adjustmentsseqtrthe elimination of the effect of double caugntertain items of income and expense.
Equity income (loss) from affiliates includes tax®sd at the joint venture level and a portion @diiey income that is not reported in segment
profits. Other expenses, net, include expenses éamporate and manufacturing cost centers and atisellaneous income (expense), net.

Net property, plant and equipment included $10l&hi $9.9 billion and $8.8 billion of assets loed in the United States and $3.4
billion, $3.2 billion and $2.7 billion of assetsclted outside the United States in 2002, 2001 806,2espectively. The Company does not
disaggregate assets on a products and servicesfoagiternal management reporting and, therefaweh information is not presented.

In January 2002, the Company announced plansablestt Medco Health as a separate, publicly-tragedpany. Medco Health
converted from a limited liability company to a Befare corporation in May 2002 and changed its nfaome Merck-Medco Managed Care,
L.L.C. to Medco Health Solutions, Inc. In July 2002erck announced that due solely to market comalitit was postponing an initial public
offering (IPO) of shares of Medco Health and itheitew the associated equity registration statenMdetck remains fully committed to the
establishment of Medco Health as a separate, fytacded company and intends to complete the séiparin mid-2003, subject to market
conditions.
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Management’'s Report

Primary responsibility for the integrity and objeily of the Company’s financial statements resthwnanagement. The financial statements
report on management’s stewardship of CompanysisBe¢se statements are prepared in conformity gatierally accepted accounting
principles and, accordingly, include amounts thattzased on management’s best estimates and jutigrieam-financial information

included in the Annual Report has also been preplayenanagement and is consistent with the findstadements.

To assure that financial information is reliablel @ssets are safeguarded, management maintaififeetive system of internal controls
and procedures, important elements of which incladeeful selection, training and development afraging and financial managers; an
organization that provides appropriate divisiomadponsibility, and communications aimed at asgutiat Company policies and procedures
are understood throughout the organization. Inbéistang internal controls, management weighs tscof such systems against the ben
it believes such systems will provide. A staff mfieirnal auditors regularly monitors the adequaay application of internal controls on a
worldwide basis.

To insure that personnel continue to understandyktem of internal controls and procedures, afidips concerning good and prudent
business practices, the Company periodically cotsdhe Management's Stewardship Program for keyagement and financial personnel.
This program reinforces the importance and undedstg of internal controls by reviewing key corpteraolicies, procedures and systems. In
addition, an ethical business practices progranbbas implemented to reinforce the Company’s ldagding commitment to high ethical
standards in the conduct of its business.

The independent public accountants have audite@dmepany’s consolidated financial statements asritesd in their report. Although
their audits were not designed for the purpos@hing an opinion on internal controls, the Compamgcounting systems, procedures and
internal controls were subject to testing and othetiting procedures sufficient to enable the irghejent public accountants to render their
opinion on the Company’s financial statements.

The recommendations of the internal auditors addpendent public accountants are reviewed by mameaate Control procedures he
been implemented or revised as appropriate to nesmthese recommendations. No material contrakwesses have been brought to the
attention of management. In management’s opinimnthfe year ended December 31, 2002, the inteomta system was strong and
accomplished the objectives discussed herein.

The financial statements and other financial infation included in the Annual Report fairly presentall material respects, the
Company’s financial condition, results of operasi@nd cash flows. Our formal certification to trec@ities and Exchange Commission is

included in the Company’s Form 10-K filing.
% ¢ Fok

Raymond V. Gilmartin Judy C. Lewer
Chairman, President and Executive Vice Preside
Chief Executive Officer & Chief Financial Officer
President, Huma

Health Asia

Audit Committee’s Report

The Board of Directors and the Audit Committee désed Arthur Andersen LLP as the Company'’s indepenpublic accountants in
February 2002 and engaged PricewaterhouseCoopé&rsd_terve as the Company’s independent publicustants for the fiscal year 2002.
The Audit Committee, comprised of independent des; met with the independent public accountantmagement and internal auditors to
assure that all were carrying out their respeatgponsibilities. The Audit Committee discussedwaind received a letter from the
independent public accountants confirming theiepehdence. Both the independent public accoungaudtshe internal auditors had full
access to the Committee, including regular meetiviggout management present.

The Audit Committee met with the independent pulticountants to discuss their fees and the scapeeanlts of their audit work,
including the adequacy of internal controls andgtality of financial reporting. The Committee atliscussed with the independent public
accountants their judgments regarding the quatityacceptability of the Company’s accounting piptes, the clarity of its disclosures and
the degree of aggressiveness or conservatism aéésunting principles and underlying estimate® Ahdit Committee reviewed and
discussed the audited financial statements withagament and recommended to the Board of Diredtatsthiese financial statements be
included in the Company’s Form 10-K filing with tBecurities and Exchange Commission.

Heidi G. Miller Lawrence A. Bossic
Chairperson Thomas E. Shet
Samuel O. Thie
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Compensation and Benefits Committee’s Report

The Compensation and Benefits Committee, compo$é&tependent directors, approves compensatioectiisgs and policies for all
employees and sets compensation for the Compaxrgtaive officers. The Committee seeks to ensuaerdwards are closely linked to
Company, division, team and individual performanddse Committee also seeks to ensure that compensatd benefits are set at levels
enable Merck to attract and retain high-quality Eoppes. The Committee views stock ownership ashickeeto align the interests of
employees with those of the Company’s stockholdeomsistent with the long-term focus inherent i@ @ompany’s R&D-based
pharmaceutical business, it is the policy of thenButtee to make a high proportion of executiveasficompensation dependent on ldegn
performance and on enhancing stockholder value.

Lawrence A. Bossidy William G. Bower
Chairperson Johnnetta B. Co
William N. Kelley

Reports of Independent Public Accountants

To the Stockholders and the
Board of Directors of Merck & Co., Inc.:

In our opinion, the accompanying consolidated badasheet as of December 31, 2002 and the relatesblidated statements of income, of
retained earnings, of comprehensive income, amdsti flows present fairly, in all material respette financial position of Merck & Co.,
Inc. and its subsidiaries at December 31, 2002 tlaadesults of their operations and their caswsléor the year then ended in conformity
with accounting principles generally accepted m thited States of America. These financial statemare the responsibility of the
Company’s management; our responsibility is to egpran opinion on these financial statements barsedr audit. We conducted our audit
of these statements in accordance with auditingdstials generally accepted in the United Statesnoérica, which require that we plan and
perform the audit to obtain reasonable assurancetathether the financial statements are free dérra misstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statespaissessing the accounting principles
used and significant estimates made by managemashgvaluating the overall financial statement gmégtion. We believe that our audit
provides a reasonable basis for our opinion. Thenftial statements of Merck & Co., Inc. as of Delsen81, 2001 and for each of the two
years in the period ended December 31, 2001, fwitire additional disclosures in Notes 2 and 7 eveardited by other independt
accountants who have ceased operations. Thoseeindept accountants expressed an unqualified oparighose financial statements in
their report dated January 22, 2002.

As discussed in Note 2 to the financial statemeahesCompany has adopted Statement of Financiab#uaing Standards (SFAS) No.
142, “Goodwill and Other Intangible Assets,” effgetJanuary 1, 2002.

As discussed above, the financial statements otk&rCo., Inc. as of December 31, 2001 and for ezdhe two years in the period
ended December 31, 2001, were audited by othepéardient accountants who have ceased operatiomesasibed in Note 2, these financial
statements have been revised to include the tramaitdisclosures required by SFAS No. 142, “Godidavid Other Intangible Assets,” which
was adopted by the Company as of January 1, 2082aiilited the transitional disclosures containeddtes 2 and 7. In our opinion, the
transitional disclosures for 2001 and 2000 in N@esid 7 are appropriate. However, we were notgewjéo audit, review, or apply any
procedures to the 2001 and 2000 financial statesrfrthe Company other than with respect to susbla$ures and, accordingly, we do not
express an opinion or any other form of assurandé® 2001 and 2000 financial statements takenvdsoe.

()
e (G €2

Florham Park, PricewaterhouseCoopers L
New Jerse)
January 28, 200

The following is a copy of the audit report prestissued by Arthur Andersen LLP in connectiomMerck & Co., Inc.’s filing of its
annual report on Form 10-K for the year ended Delsen81, 2001. This audit report has not been reidsoy Arthur Andersen LLP in
connection with this filing of the Company’s annteggort on Form 10-K. See Exhibit 23.2 for furtliscussion. The consolidated balance
sheet as of December 31, 2000, and the consolidatéeiments of income, retained earnings, compiheincome and cash flows for the
year ended December 31, 1999 have not been incindbeé accompanying financial statemei

To the Stockholders and
Board of Directors of Merck & Co., Inc.:



We have audited the accompanying consolidated balsineet of Merck & Co., Inc. (a New Jersey corfpon and subsidiaries as of
December 31, 2001 and 2000, and the related cdasetl statements of income, retained earnings, i@rapsive income and cash flows for
each of the three years in the period ended DeceBih001. These financial statements are theresilpility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with audiiagdards generally accepted in the United Statesse standards require that we
plan and perform the audit to obtain reasonablaerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgd the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Merck & Co.,
Inc. and subsidiaries as of December 31, 2001 808,2nd the results of their operations and tesh flows for each of the three years in
the period ended December 31, 2001, in conformitly accounting principles generally accepted inlnéited States.

%%d%ﬁﬁf?{@

New York, New York ARTHUR ANDERSEN LLF
January 22, 200
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Selected Financial Datd?

Merck & Co., Inc. and Subsidiaries
(% in millions except per share amounts)

200z 2001 200( 199¢ 199¢ 1997 199¢ 199t 199/ 199: 1992@
Results for Year:
Sales $51,790.. $47,715. $40,363.. $32,714.( $26,898.. $23,636.! $19,828. $16,681.. $14,969. $10,498.. $9,662.!
Materials and
production
costs 33,053. 28,976.! 22,443 17,534.. 13,925. 11,790.: 9,319.: 7,456.: 5,962.7 2,497.¢ 2,096.:

Marketing and

administrative

expense 6,186.¢ 6,224.¢ 6,167. 5,199.¢ 4,511.¢ 4,299.. 3,841.0 3,297.¢ 3,177.k 2,913.¢ 2,963.¢
Research and

development

expense 2,677.. 2,456.¢ 2,343.¢ 2,068.¢ 1,821.: 1,683.° 1,487.: 1,331. 1,230.¢ 1,172.¢ 1,111.¢
Acquired

researcl — — — — 1,039.t — — — — — —
Equity (income)

loss from

affiliates (644.7) (685.9) (764.9 (762.0 (884.9) (727.9 (600.7) (346.9) (56.6) 26.1 (25.9)
Gains on

sales of

businesse — — — — (2,147.) (213.9) — (682.9) — — —
Restructuring

charge — — — — — — — — — 775.C —
Other (income)

expense, ne 303.¢ 341.7 349.( 54.1 499.7 3427 240.¢ 827.¢ 240.¢ 10.1 (46.%)
Income before

taxes 10,213.4 10,402.¢ 9,824.: 8,619. 8,133.: 6,462. 5,540.¢ 4,797.. 4,415.; 3,102.% 3,563.¢
Taxes on

income 3,064.. 3,120.¢ 3,002.¢ 2,729.( 2,884.¢ 1,848.: 1,659.t 1,462.( 1,418.: 936.£ 1,117.(
Net income 7,149.t 7,281.¢ 6,821.° 5,890.¢ 5,248.; 4,614.. 3,881.0 3,335.: 2,997.( 2,166.: 2,446.¢
Basic earnings

per common

share $3.17 $3.1¢ $2.9¢ $2.51 $2.21 $1.97 $1.6( $1.3¢ $1.1¢ $.94 $1.0¢
Earnings per

common

share

assuming

dilution $3.1¢4 $3.1¢4 $2.9( $2.4¢ $2.1¢ $1.87 $1.5¢€ $1.32 $1.17 $.9¢ $1.0¢
Dividends

declarec 3,204.. 3,156.: 2,905.° 2,629. 2,353.( 2,094.¢ 1,793 1,578.( 1,463.: 1,239.( 1,106.¢
Dividends paid

per common

share $1.41 $1.37 $1.21 $1.1C $.95 $.8E $.71 $.62 $.57 $.52 $.4€
Capital

expenditure 2,369.° 2,724. 2,727.¢ 2,560.t 1,973. 1,448.¢ 1,196." 1,005.! 1,009.: 1,012.° 1,066.¢
Depreciatior 1,239.° 1,080.¢ 905.£ 771.2 700.( 602.2 521.7 463.: 475.€ 348.¢ 290.:
Year-End
Position:
Working capital $ 2,458, $ 1,417. $ 3,643. $ 2,500. $ 4,159, $ 2,644. $ 2,897. $ 3,870. $ 2,291. $ 541.¢ $ 1,241.
Property,

plant and

equipment

(net) 14,195.4 13,103.¢ 11,482.: 9,676.% 7,843.¢ 6,609. 5,926.% 5,269.: 5,296.: 4,894.¢ 4,271
Total asset 47,561.. 44,021.: 40,154.¢ 35,933." 31,853. 25,735.¢ 24,266.¢ 23,831.¢ 21,856.¢ 19,927.! 11,086.(
Long-term debi 4,879.( 4,798.¢ 3,600.° 3,143.¢ 3,220.¢ 1,346.! 1,155.¢ 1,372.¢ 1,145.¢ 1,120.¢ 495.7
Stockholders’

equity 18,200.! 16,050.: 14,832. 13,241.¢ 12,801.¢ 12,594 11,964.( 11,735 11,139.( 10,021 5,002.¢

Financial Ratios:
Net income
as a % of
Sales 13.8% 15.2% 16.9% 18.(% 19.5% 19.5% 19.€% 20.(% 20.C% 20.€% 25.2%
Average total
asset: 15.6% 17.5% 17.% 17.4% 18.2% 18.5% 16.1% 14.€% 14.2% 14.(% 24.1%

Year-End
Statistics:
Average common
shares
outstanding
(millions) 2,257.t 2,288.¢ 2,306.¢ 2,349.( 2,378.¢ 2,409.( 2,427.. 2,472.0 2,514.% 2,313.( 2,307.(
Average common
shares
outstanding
assuming



dilution

(millions) 2,277.( 2,322.¢ 2,353.: 2,404.¢ 2,441.: 2,469.! 2,489.¢ 2,527.: 2,557.%
Number of

stockholders of

recorc 246,30( 256,20( 265,70( 280,50( 269,60( 263,90( 247,30( 243,00( 244,70(
Number of

employee 77,30( 78,10( 69,30( 62,30( 57,30( 53,80( 49,10( 45,20( 47,50(

2,332.(

231,30(

47,10

2,330.¢

161,20(

38,40(

@ Amounts after 1992 include the impact of the Mddealth acquisition on November 18, 19
@ Results of operations for 1992 exclude the cunudagifect of accounting chang
@) Increase in 1993 is due to the inclusion of 10,Bico Health employee
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Exhibit 21

MERCK & CO., INC. SUBSIDIARIES
as of 12/31/2002

Each of the subsidiaries set forth below does lessimnder the name stated. A subsidiary of a Sabgid indicated by indentation
under the immediate parent. All voting securitiéthe subsidiaries named are owned directly oraully by the Company, except where

otherwise indicated.

Country or State

Name of Incorporation
Chibret A/S Denmark
CM Delaware LLC Delaware
Hangzhou MSD Pharmaceutical Company Limited China
Hawk and Falcon L.L.C Delaware
International Indemnity Ltc Bermuda
Johnson & Johnson—Merck Consumer Pharmaceuticatgp@oy? New Jerse!
MCM Vaccine Co? Pennsylvani:
Merck and Company, Incorporat Delaware
Merck SH Inc. Delaware

Merial Limited/LLC?

British United Turkeys Limited
Turkey Research & Development Limitéd

Great Britaini

Delaware
Great Britain
Great Britain

Merck Capital Resources, Ir Delaware

MSD Technology, L.P Delaware

Merck Finance Co., Inc Delaware

Merck Hamilton, Inc California

Merck Capital Ventures, LL( Delaware
Merck Cardiovascular Health Compa Nevada
MSP Distribution Services (C) LLE Nevada
MSP Marketing Services (C) LLE Nevads
Merck Enterprises Canada, L Canade

Merck Foreign Sales Corporation L Bermuda



Merck Holdings, Inc Delaware

Chippewa Holdings LL( Delaware
Algonquin SarL Luxembourg
Frosst Laboratories, In Delaware
Frosst Portugue—Produtos Farmaceuticos, L¢ Portugal
Istituto Gentili S.p.A./Inc Italy/Delawart
KBI Inc. Delaware
KBI Sub Inc. Delaware
KBI-E Inc. Delaware
KBI-P Inc. Delaware
Merck Borinquen Holdings, Int Delaware
Merck Sharp & Dohme Quimica de Puerto Rico, Delaware
Merck-Medco Holdings Il Corp Delaware
Cloverleaf International Holdings S.. Luxembourg
BRC Ltd Bermuda
Coordinated Patient Care Scandinavia Norway
Infodoc AS? Norway
Infodoc International AS Norway
Medco Holdings S. de R.L. de C. Mexico
Medco de Mexico Managed Care S. de R.L. de ! Mexico
Medco Servicios de Mexico, S. de R.L. de C Mexico
Farmaco-Companhia Farmaceutica, L Portugal
Farmasi-Produtos Farmaceuticos, L Portugal
Fontelabc-Produtos Farmaceuticos, Lc Portugal
Gestion Integrada De Salud, Analisis De ResultdiBsidencia Medichip, S.L Spain
Merck Sharp & Dohme Asia Pacific Services Pte | Singapore
Merck Sharp & Dohme (Australia) Pty. Limit Australia
AMRAD Pharmaceuticals Pty. Lt Australia
Merck Sharp & Dohme Finance Europe Limi Great Britain
Merck Sharp & Dohme B.\ Netherland
Abello Farmacia, S.I* Spain
Financiere MSD S.A.< France
Aventis Pasteur MSD Gestion S.A. France
Aventis Pasteur MSD SNE France
Aventis Pasteur MSD A Denmark
Aventis Pasteur MSD Gmk Austria
Aventis Pasteur MSD Gmk Germany
Aventis Pasteur MSD Lt Great Britain
Aventis Pasteur MSD Lt Ireland
Aventis Pasteur MSD N.V./S.. Belgium
Aventis Pasteur MSD S. Spain
Aventis Pasteur MSD S.p. Italy
Pasteur Vaccins S. France



Laboratoires Martin-Johnson & Johnson-MSD S.A.S.
Laboratoires Merck Sharp & Dohi-Chibret SNC
MSD (Nippon Holdings) B\
Banyu Pharmaceutical Company, Lid.
Banyt.-A.S.C. Co., Ltd
Nippon Mercl-Banyu Co., Ltd
Laboratorios Biopat, S./
Laboratorios Chibret, S./
Laboratorios Frosst, S./
Laboratorios Neurogard, S..
Merck Sharp & Dohme Gmb
Merck Sharp & Dohme Holdings de Mexico, S.A. de C
Merck Sharp & Dohme de Mexico, S.A. de C
Merck Sharp & Dohme (Isre—1996) Company Ltc
Merck Sharp & Dohme (Italia) S.p.
Centra Medicamenta OTC SpA
Istituto Di Richerche Di Biologia Molecolare S.p.
MSD (Proprietary) Limitec
MSD Sharp & Dohme Gmbl
Chibret Pharmazeutische Gml
Dieckmann Arzneimittel Gmbl

Woelm Pharma GmbH & Cé.
MSD Chibropharm Gmbt
MSD Unterstutzungskasse Gml
Varipharm Arzneimittel Gmbt
Sharp & Dohme, S.A
Merck Sharp & Dohme Chibret A.(
Merck Sharp & Dohme de Venezuela S.F
Merck Sharp & Dohme (Holdings) Limite
Charles E. Frosst (U.K.) Limite
Merck Sharp & Dohme Limite
Johnson & Johnson*MSD Consumer Pharmaceuticalgédrhi
The MSD Foundation Limite
Thomas Morson & Son Limite
Merck Sharp & Dohme IDEA, Inc
Merck Sharp & Dohme d.o.i
Merck Sharp & Dohme Tunisie Sl
Merck Sharp & Dohme (Sweden) A.
Merck Sharp & Dohme Trading & Service Limited Likdyi Company
MSD Ireland (Holdings) S.A
European Insurance Risk Excess Limi
Fregenal Holdings S./
Frosst Iberica, S.A
Laboratorios Abello, S.A

France
France
Netherland:
Japar
Japar
Japar
Spain
Spain
Spain
Spain
Austria
Mexico
Mexico
Israel
Italy

Italy

Italy

South Africa
Germany
Germany
Germany

Germany
Germany
Germany
Germany
Spain
Switzerland
Venezuele
Great Britain
Great Britain
Great Britain

Great Britain
Great Britain
Great Britain
Switzerland
Croatia
Tunisia
Sweder
Hungary
Luxembourg
Ireland
Panamze
Spain

Spain



Laboratorios Quimic-Farmaceuticos Chibret, Ld
Merck Sharp & Dohme de Espana, S
Merck Sharp & Dohme, Limitad
MSD Finance, B.V
MSD Overseas Manufacturing C
Blue Jay Investments C.
MSD Ireland (Investment) Lt
MSD Latin America Services Lt
MSD Overseas Manufacturing Co. (Irela
Tradewinds Manufacturing S
MSD Technology Singapore.Rtd.
MSP Singapore Compa.LC?
M-SP Ltd.
M-Essex Gmbt
MSP Singeg-Sub, LLC
MSD Warwick (Manufacturing) Lt
MSD Somerset Lt
Crosswinds B.
Merck Sharp & Dohme (Iredgubtd.
MSD Pembroke L

Merck Sharp & Dohme (Pudrico) Ltd.

Merck Sharp & Dohme (Singeg) Ltd.
Transrow Manufacturing Lt4.
Neopharmed S.p./
MSD (Norge) A/S
MSD Ventures Singapore Pte. L
Ruskin Limited
Suomen MSD O
Kiinteisto Oy Viistotie 11
Merck Frosst Canada & C
Maple Leaf Holdings SRI
Merck Frosst Canada Lt
MSD (Japan) Co., Ltc
Merck Sharp & Dohme (1.A.) Corj
Merck Sharp & Dohme (Argentina) In
MSD Korea Ltd.
Merck Sharp Dohme llaclari Limited Sirke
Merck Sharp & Dohme Farmaceutica Lt

Prodome Quimica e Farmaceutica LtHa.
Merck Sharp & Dohme (International) Limitt
Merck Sharp & Dohme (Asia) Limite
Merck Sharp & Dohme (China) Limite
Merck Sharp & Dohme SA
Merck Sharp & Dohme International Services B

Portugal
Spain
Portugal
Netherland:
Bermuda
Netherland:
Bermuda
Bermuda
Ireland
Barbados
Singapore
Delaware
Great Britain
Switzerland
Delaware
Bermuda
Bermuda
Netherland:
Bermuda
Bermuda
Bermuda
Bermuda

Bermuda
Italy
Norway
Singapore
Bermuda
Finland
Finland
Canade
Barbados
Canade
Japar
Delaware
Delaware

Korea/Delawar

Turkey
Brazil

Brazil
Bermuda
Hong Kong
Hong Kong
France
Netherland:



Merck Sharp & Dohm—Lebanon S.A.L
Merck Sharp & Dohme L.L.C.

Merck Sharp & Dohme (Middle East) Limite
Merck Sharp & Dohme of Pakistan Limit
Merck Sharp & Dohme S.A.R.I

Merck Technology (U.S.) Company, Ir

MSP Technology (U.S.) Company, LLE.
Merck Ventures, Inc
MSD Lakemedel (Scandinavia) Aktiebol
Readington Holdings, Ini
STELLARYX, Inc.
TELERx Marketing Inc

Merck Institute for Vaccinolog
Merck Investment Co., Ini

Merck Liability Management Compat
Merck LMC Cash Management (Bermuda) L
Merck LMC Cash Management, Ir

Medco Health Solutions, In
DM-MG, L.L.C.
MedcoCal, Inc
medcohealth.com, L.L.C
Medco Containment Insurance Company of New Je
Medco Containment Insurance Company of New Y
Medco Containment Life Insurance Compi
Medco Health, L.L.C
Medco Health Solutions of Columbus North, L
Medco Health Solutions of Columbus West, L
Medco Health Solutions of Henderson, Nevada, L.|
Medco Health Solutions of Hidden River, L.
Medco Health Solutions of Las Vegas, |
Medco Health Solutions of Mechanicsburg, L.L
Medco Health Solutions of Netpark, L.L.
Medco Health Solutions of North Versailles, L.L
Medco Health Solutions of Parsippany, L.L
Medco Health Solutions of Richmond, L.L.
Medco Health Solutions of Sabal Park, L
Medco Health Solutions of Spokane, |
Medco Health Solutions of Texas, L.L.
Medco Health Solutions of Willingboro, L.L.(
Merck-Medco of Willingboro Urban Renewal, L.L.{

Lebanon
Russian
Federatior
Cyprus
Pakistar
Morocco
Nevadas

Delaware
Delaware
Sweder
New Jerse
Nevadas
Pennsylvani

Delaware
Delaware

Delaware
Bermuda
Delaware

Delaware
Delaware
California
New Jerse)
New Jerse
New York
Pennsylvani
Delaware
Ohio

Ohio
Delaware
Florida
Nevads
Pennsylvani
Delaware
Pennsylvani
New Jerse
Virginia
Florida
Washingtor
Texas

New Jerse)
New Jerse



Merck-Medco Rx Services of Florida, L.t
Merck-Medco Rx Services of Massachusetts, L.l
Merck-Medco Rx Services of New York, L.L.
Merck-Medco Rx Services of Oklahoma, L.L.
MW Holdings, L.L.C.

NJRE, L.L.C.

National Rx Services, Inc. of Missot

National Rx Services No. 3, Inc. of Of

New York PAID Independent Practice Association,.CL

NRx Federal Corg

Paid Direct, Inc

ProVantage Health Services, I
Bravell, Inc.
PharMark Corporatio
ProVantage Mail Services, In
PROVMED, LLC
PVHS, Inc.

Replacement Distribution Center, It

RxHub, L.L.C.%

The Institute for Effectiveness Research, L.L

Systemed, L.L.C

Xceleron Health, L.L.C!
Merck Resource Management, i

Merck Respiratory Health Compa
MSP Distribution Services (R) LLE
MSP Marketing Services (R) LLE

Merck Sharp & Dohme (Europe) In

Merck Sharp & Dohme Industria Quimica e Veterindiimitada

Merck Sharp & Dohme (New Zealand) Limit
Merck Sharp & Dohme Overseas Finance M
Merck Sharp & Dohme (Panama) S

Merck Sharp & Dohme Peru SF

Merck Sharp & Dohme (Philippines) In

Florida
Massachuset
New York
Oklahoma
Delaware
New Jerse)
Missouri
Ohio

New York
Delaware
Delaware
Delaware
Wisconsin
Delaware
Minnesots
Wisconsin
Delaware
Ohio
Delaware
Delaware
Delaware

Delaware
Delaware

Nevada
Nevada
Nevada

Delaware
Brazil

New Zealanc
Neth. Antilles
Panam:

Peru
Philippines



MSD International Holdings, Int Delawart

Rosetta Inpharmatics LL Delawart

Lown less than 100%



Exhibit 23.2

NOTICE REGARDING CONSENT OF ARTHUR ANDERSEN LLP

Section 11(a) of the Securities Act of 1933, asraaed (the “Securities Act”), provides that in casg part of a registration statement,
when such part became effective, contained an estatement of a material fact, or omitted to stateaterial fact required to be stated
therein or necessary to make the statements theoéimisleading, any person acquiring such secquityess it is proved that at the time of
such acquisition such person knew of such untrutindssion) may sue, among others, every accountaathas with his consent been
named as having prepared or certified any pati@fégistration statement, or as having preparegnified any report or valuation which is
used in connection with the registration statemeith respect to the statement in such registratatement, report, or valuation, which
purports to have been prepared or certified by suclountant.

The Company’s consolidated financial statementgé&mh of the years ended 2001 and 2000, includéidsif-orm 10-K, have been
audited by Arthur Andersen LLP (“Arthur Anderseniho issued an audit report dated January 22, d@GBese consolidated financial
statements. This audit report, a copy of whicim@uded in this Form 10-K, is incorporated by refere into the Company’s previously filed
Registration Statements on Form S-8 (Nos. 33-218821088, 33-36101, 33-40177, 33-51235, 33-53383%4273, 33-64665, 333-23293,
333-23295, 333-91769, 333-30526, 333-31762, 33B20233-52264, 333-53246, 333-56696, 333-72206,;68336 and 333-101519) and
on Form S-3 (Nos. 33-39349,33-60322, 33-51785, B85, 333-17045, 333-36383, 333-77569, 333-72546388-87034) (collectively, the
“Registration Statements”).

On February 26, 2002, the Company dismissed Admalersen as its independent public accountanteagdged
PricewaterhouseCoopers LLP to serve as the Compamgependent public accountants for the fiscat 2882. The Company understands
that the staff of the Securities and Exchange Casimn has taken the position that it will not acamsents from Arthur Andersen if the
engagement partner and the manager for the Congpaunglit are no longer with Arthur Andersen. Both émgagement partner and the
manager for the Company’s audit are no longer withur Andersen and Arthur Andersen has ceasedipirag before the Securities and
Exchange Commission. As a result, the Company éas bnable to obtain Arthur Andersen’s written emrido the incorporation by
reference into the Registration Statements of gnadlit report with respect to the Company’s finahstatements. Under these circumstances,
Rule 437a under the Securities Act permits the Gomyto file this Form 10-K, which is incorporateg teference into the Registration
Statements, without a written consent from ArthmdArsen. Because Arthur Andersen has not consemtid inclusion of their audit report
in the Registration Statements, Arthur Andersehmwat have any liability under Section 11(a) of ®ecurities Act for any untrue statements
of a material fact contained in the financial stag@ts audited by Arthur Andersen and incorporateteference into the Registration
Statements or any omission of a material fact reguio be stated therein. Accordingly, investor$ madt be able to assert a claim against
Arthur Andersen under Section 11(a) of the Se@sifict for any purchases of securities under ttgidRation Statements made on or after
the date of this Form 10-K.



EXHIBIT 24.1
POWER OF ATTORNEY

Each of the undersigned does hereby appoint CELIEALBERT and KENNETH C. FRAZIER and each of thegverally, his/her
true and lawful attorney or attorneys to executdemalf of the undersigned (whether on behalf ef@ompany, or as an officer or director
thereof, or by attesting the seal of the Companygtteerwise) the Form 10-K Annual Report of MerckC&., Inc. for the fiscal year ended
December 31, 2002 under the Securities ExchangefAQ34, including amendments thereto and alllgihand other documents in
connection therewith.

IN WITNESS WHEREOF, this instrument has been dulgosited as of the 25 th day of February, 2003.

MERCK & CO., INC.

By: /sl RAYMOND V. G ILMARTIN

Raymond V. Gilmartin
(Chairman of the Board, President
and Chief Executive Officer)

/s/ RAYMOND V. G ILMARTIN Chairman of the Board, President
and Chief Executive Officer

(Principal Executive Officer; Directo

Raymond V. Gilmartin

/s/ Jupby C. LEWENT
Executive Vice President & Chief Financial Officer
President, Human Health Asia; (Principal Finan€i&icer)

Judy C. Lewent

/'s/  RicHARD C. HENRIQUES, JR ] .
Vice President, Controller
(Principal Accounting Officer

Richard C. Henriques, Jr

DIRECTORS
/sl LAwWRENCEA. B 0ssIDY /sl WiLLiam N. K ELLEY
Lawrence A. Bossidy Wwilliam N. Kelley
/sl WiLLiam G. BoweN /sl HEempI G. MILLER

William G. Bowen

Heidi G. Miller

/sl  JOHNNETTAB. CoLE /sl THoMASE. SHENK
Johnnetta B. Cole Thomas E. Shenk
/s/ WiLLiam M. D ALEY

William M. Daley

Anne M. Tatlock

/sl SamueL O. THIER

William B. Harrison, Jr.

Samuel O. Thier



EXHIBIT 24.2

I, Debra A. Bollwage, Assistant Secretary of MER&KCO., Inc., a Corporation duly organized and emigunder the laws of the State
of New Jersey, do hereby certify that the followia@ true copy of a resolution adopted at a mgeifrthe Directors of said Corporation held
in New York City, New York, on February 25, 2003yylcalled in accordance with the provisions of ByeLaws of said Corporation, and at
which a quorum of Directors was present:

“ Special Resolution No.-22003

RESOLVED, that the proposed form of Form 10-K AnniRaport of the Company for the fiscal year ended¢@&@nber 31, 2002
presented to this meeting is hereby approved with shanges as the proper officers of the Compuaitly,the advice of counsel, deem
appropriate; and

RESOLVED, that each officer and director who mayrdxuired to execute the aforesaid Form 10-K AnfiRegort or any
amendments thereto (whether on behalf of the Cognpaas an officer or director thereof, or by ditesthe seal of the Company, or
otherwise) is hereby authorized to execute a p@ivattorney appointing Celia A. Colbert and KennéthFrazier and each of them,
severally, his/her true and lawful attorney or at&ys to execute in his/her name, place and steahy such capacity) such Form 10-K
Annual Report and any and all amendments therat@ay and all exhibits and other documents necgssancidental in connection
therewith and to file the same with the Securitied Exchange Commission, each of said attornelyaste power to act with or without
the others, and to have full power and authoritgdand perform in the name and on behalf of e&shid officers and directors, or
both, as the case may be, every act whatsoevessageor advisable to be done in the premisesligsafud to all intents and purposes
as any such officer or director might or could dgeérson.”

IN WITNESS WHEREOF, | have hereunto subscribed iggature and affixed the seal of the Corporatidas #0th day of Marct
2003.

[Corporate Seal] /sl DEBRAA. B OLLWAGE

Debra A. Bollwage
Assistant Secretary



Exhibit 99.1
Certification

Pursuant to 18 U.S.C. Section 1350, the undersigffetr of Merck & Co., Inc. (the “Company”), hdrg certifies that the Company’s
Annual Report on Form 10-K for the fiscal year eshdde=cember 31, 2002 (the “Reporttjly complies with the requirements of Sectiond)

or 15(d) of the Securities Exchange Act of 1934 tinad the information contained in the Report faptesents, in all material respects, the
financial condition and results of operations @& €ompany.

Dated: March 21, 200 /'s/ RAYMOND V. G ILMARTIN

Name: Raymond V. Gilmartin
Title: Chairman, President and
Chief Executive Office



Exhibit 99.2
Certification

Pursuant to 18 U.S.C. Section 1350, the undersigffetr of Merck & Co., Inc. (the “Company”), hdrg certifies that the Company’s
Annual Report on Form 10-K for the fiscal year eshdde=cember 31, 2002 (the “Reporttjly complies with the requirements of Sectiond)

or 15(d) of the Securities Exchange Act of 1934 tinad the information contained in the Report faptesents, in all material respects, the
financial condition and results of operations @& €ompany.

Dated: March 21, 200 / s/ Jupy C. L EWENT

Name: Judy C. Lewent

Title: Executive Vice President &
Chief Financial Officer
President, Human Health A:



