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PART |

Iltem 1. Business

Merck & Co., Inc. (“Merck” or the “Company”) is dapal research-driven pharmaceutical company that
discovers, develops, manufactures and marketsaallvemge of innovative products to improve humasharimal
health. The Company’s operations are principallyagged on a products basis and are comprised afepartable
segments: the Pharmaceutical segment and the \éacsggment. The Pharmaceutical segment includearhbealtt
pharmaceutical products marketed either directihomyugh joint ventures. These products consishefapeutic and
preventive agents, sold by prescription, for tleatment of human disorders. Merck sells these hureath
pharmaceutical products primarily to drug wholessand retailers, hospitals, government agencidsreanaged
health care providers such as health maintenam@mizations and other institutions. The Vaccinggrent includes
human health vaccine products marketed eitherttiirecthrough a joint venture. These products esiref
preventative pediatric, adolescent and adult vasgiprimarily administered at physician offices.rikesells these
human health vaccines primarily to physicians, whalers, physician distributors and governmentiestiThe
Company’s professional representatives communtbateffectiveness, safety and value of our pharotécz and
vaccine products to health care professionalsiirafa practice, group practices and managed cganaations.

For financial information and other information abbthe Pharmaceutical segment and the Vaccines
segment, see ltem 7. “Management’s Discussion arady&is of Financial Condition and Results of Ofierss” and
Item 8. “Financial Statements and SupplementargDiaglow.

Overview — During 2006, Merck continued to execute itstefyg to reclaim its leadership position in the
pharmaceutical industry. This was made evidentiginahe successful launches of five novel medicarasvaccines
in areas such as cancer prevention and diabeteagdtancement of drug candidates through everyepbfethe
Company'’s pipeline and the continued success ofeitger and in-line products. Additionally, the Camp is
developing a new commercial model which is desigodatoaden its engagement with customers andtgfaen
leaders, leverage alternative channels to complethereffectiveness of its sales force, and drivevh in key
markets.

During 20086, five products received U.S. Food amdgPAdministration (“FDA”) approvalGardasil
[Quadrivalent Human Papillomavirus (Types 6, 11, 1% Recombinant Vaccine], the first vaccine fog preventiol
of cervical cancer and genital warts caused byatetypes of human papillomavirus (“HPVJanuvia(sitagliptin
phosphate), the first medicine of its class thditagices a natural body system to improve blood stayarol in
patients with type 2 diabetedpstavaqZoster Vaccine Live (Oka/Merck)], the first vaceifor adults 60 years of age
and older to reduce the incidence of shinglessaadie which every year afflicts an estimated otleompeople in
the United States alonBotaTeqrotavirus vaccine, live, oral pentavalent), a p#ritt vaccine to help prevent
rotavirus gastroenteritis in infants and childréng effects of which take the lives of nearly 6@D,@hildren under tt
age of five worldwide every year; adolinza(vorinostat), a novel medicine to treat patienféesing from advanced
cutaneous T-cell lymphoma (“CTCL").

In addition, the Company has three drug candidate®ntly under FDA reviewdanume{previously
referred to as MKB431A), an investigational oral medicine combingitggliptin phosphate with metformin for typ
diabetes that is designed to provide an additibeatment option for patients who need more thanaal agent to
help control their blood sugaEmendrFor Injection (MK-0517), an intravenous therapy ¢hemotherapy-induced
nausea and vomiting (“CINV"); anflrcoxia, Merck’s selective Cox-2 inhibitor for osteoartfgi Additionally, the
Company anticipates filing three New Drug Applicats (“NDA”) with the FDA in 2007: MK-0518, a
first-in-class HIV integrase inhibitor; gaboxadalnovel compound from Merck’s alliance with H. Linedk A/S for
the treatment of insomnia; and MK-0524A, an extehddease (“ER”) niacin combined with laropipraatrovel
flushing pathway inhibitor) for cholesterol managsr In addition, by mid-year 2007, Merck expeottave four
products in Phase Il development.

Additionally, targeted acquisitions made during ylear of Sirna Therapeutics, Inc. (“Sirna”), Gly¢oRc.
(“GlycoFi”) and Abmaxis, Inc. (“Abmaxis”), as wedls other alliances and collaborations, will compam




Merck's strong internal research capabilities and sheooitdinue to help the Company build a pipeline thiit
support its long-term growth.

Merck is working to deliver innovative and diffeteried products to the market faster and moreieffity.
The Company has successfully reduced late develafppneduct cycle times and anticipates further otidas in the
coming year. Additionally, Merck’s new commerciabdel is expected to lower spending per primary baaad by
15% to 20% in the United States from 2005 throu@gh®(an interim targeted 9% reduction is expeabelokt
achieved through the end of 2007) while still apiately supporting product launches, as illusttatethe successt
launch of five new products in 2006. Through redgpient, the launches were achieved with no increasales
force.

The initial phase of a global restructuring progrd@signed to reduce the Compangbst structure, increa
efficiency and enhance competitiveness is underwhg.initial steps include the implementation afeav supply
strategy by the Merck Manufacturing Division, whishintended to create a leaner, more cost-effectid customer-
focused manufacturing model over a three-year defis part of this program, in 2005, Merck annouhpkans to
sell or close five manufacturing sites and two fingzal sites by the end of 2008 (three of the nfanturing sites
were closed, sold or had ceased operations artdthpreclinical sites were closed by the end of@0&@nd eliminat
approximately 7,000 positions company-wide (of whépproximately 4,800 positions were eliminatedh®/end of
2006 comprised of actual headcount reductionstlamelimination of contractors and vacant positjorowever, th
Company continues to hire new employees as the @oygpbusiness requires it. The Company has alslocgotain
other facilities and related assets in connectiith the restructuring program. The pre-tax costéhis restructuring
program were $935.5 million in 2006 (comprised 89$.2 million primarily representing accelerategm@eiation
and asset impairment costs and $142.3 million pasgtion and other restructuring related costs)aaadkexpected to
be $300 million to $500 million in 2007. Througtethnd of 2008, when the initial phase of the restiing program
relating to the manufacturing strategy is expetbelge substantially complete, the cumulative preetsts of the
program are expected to range from $1.9 billio2® billion. Merck continues to expect the initiddase of its cost
reduction program to yield cumulative pre-tax sgsinf $4.5 to $5.0 billion from 2006 through 2010.

With respect to th&ioxxlitigation, to date in th&ioxxProduct Liability Lawsuits, of the 29 plaintiffs
whose claims have been scheduled for trial, thenslaf seven were dismissed, the claims of severe wahdrawn
from the trial calendar by plaintiffs, and juriesve decided in Merck’s favor nine times and inmiéfis’ favor four
times. In addition, in the recent California thiiavolving two plaintiffs, the jury could not reaehverdict for either
plaintiff and a mistrial was declared. A New Jersigte judge set aside one of the nine Merck vexrdilith respect
to the four plaintiffs’ verdicts, Merck already hiled an appeal or sought judicial review in eattthose cases, and
in one of those four, a federal judge overturneddamage award shortly after trial. In additioepasolidated trial
with two plaintiffs is currently ongoing in the catinated proceeding in New Jersey Superior CoudrbeJudge
Carol E. Higbee and another trial has commencetkite court in lllinois. During 2006, the Compampgist
$500 million in the aggregate, including $175 roitliin the fourth quarter, Mioxxlegal defense costs worldwide.
During 2006, the Company recorded charges of $6Hdmto increase the reserve solely for its fetlegal defense
costs related t¥ioxxlitigation and at December 31, 2006 the balanagh®feserve was $858 million. This reserve is
based on certain assumptions and is the best ¢stohthe amount the Company believes, at this,timilkébe spent
through 2008. Th¥ioxxlitigation is more fully discussed in Iltem 3. “Ldd&roceedings” below.

Earnings per common share assuming dilution fo6206re $2.03, including the impact of the global
restructuring program of $0.28 per share, the aeduiesearch charge related to the acquisitionrob®f
$0.21 per share and the acquired research chdeged¢o the acquisition of GlycoFi of $0.14 peash(as discussed
in “Acquisitions” below), additional reserves edtslbed solely for future legal defense costs\axxlitigation (as
discussed in Item 3. “Legal Proceedings” below) tredimpact of adopting a new accounting standeadiring the
expensing of stock options (as discussed in ItefiM@nagement’s Discussion and Analysis of Finan€iahdition
and Results of Operations” below).




Product Sales

Sales! of the Company’s products were as follows:

($ in millions) 200¢ 200¢ 200<

Singulair $ 3,579.( $ 2,975.¢ $ 2,622.(
Cozaar/Hyzaa 3,163.: 3,037.: 2,823.°
Fosama 3,134.. 3,191.; 3,159.°
Zocor 2,802.° 4,381." 5,196.¢
Primaxin 704.¢ 739.¢ 640.¢
Cosopt/Trusop 697.1 617.2 558.¢
Proscai 618.t 741.2 733.1
Vasotec/Vasereti 547.% 623.1 719.2
Cancidas 529.¢ 570.C 430.C
Maxalt 406.4 348.¢ 309.¢
Propecie 351.¢ 291.¢ 270.2
Vioxx - - 1,489.:
Vaccines/Biological? 1,859.¢ 1,103.: 1,070.:
Other 4,241 ¢ 3,391.¢ 2,949 "
Total $ 22,636.( $22,011.¢ $22,972.¢

1 presented net of discounts and retu

2 These amounts do not reflect sales of vaccinesisaftbst major European markets through the Comsgaint venture, Sanofi
Pasteur MSD, the results of which are reflecteedguity income from affiliates

The Company’s pharmaceutical products include fferic and preventive agents, generally sold by
prescription, for the treatment of human disordaraong these ar8ingulair(montelukast sodium), a leukotriene
receptor antagonist respiratory product for theplo treatment of asthma and for the relief of syongs of allergic
rhinitis; Cozaar(losartan potassiumpyzaar(losartan potassium and hydrochlorothiazide) ¥adotedenalapril
maleate), the Company’s most significant hypertension anti&art failure products:osamaxalendronate sodium)
andFosamax Plus alendronate sodium/cholecalciferol), Merck’s opi@msis products for treatment and, in the
case ofFosamax prevention of osteoporosi&pcor(simvastatin), Merck’s atherosclerosis prodirimaxin
(imipenem and cilastatin sodium) a@dncidas(caspofungin acetatepnti-bacterial/anti-fungal produst Cosopt
(dorzolamide hydrochloride and timolol maleate dglhthic solution) andrusopt(dorzolamide hydrochloride
ophthalmic solution) the largest-selling ophthalmological produdspscar(finasteride), a urology product for the
treatment of symptomatic benign prostate enlargénhdexalt (rizatriptan benzoate)an acute migraine product; and
Propecia(finasteride), a product for the treatment of mzdéern hair loss.

Among the products included within vaccines/biotads arevarivax (varicella virus vaccine live
[Oka/Merck]), a vaccine to help prevent chickenddxM-R Il (measles, mumps and rubella virus vaccine lige),
vaccine against measles, mumps and rubRtiaQuad[measles, mumps, rubella, varicella (Oka/Merckysivaccine
live], a pediatric combination vaccine against nesgsamumps, rubella and varicel@ardasil,a vaccine for the
prevention of cervical cancer and genital wartsseduwby certain types of HPYheumovaXpneumococcal vaccine
polyvalent), a vaccine for the prevention of pneuoural diseasdrotaTeq a vaccine to help protect against
rotavirus gastroenteritis in infants and childrengZostavax a vaccine to help prevent shingles (herpes 2oster

Other primarily includes sales of other human plar@uticals, pharmaceutical and animal health supply
sales to the Company’s joint ventures and reverama the Company’s relationship with AstraZeneca fufmarily
relating to sales dflexium(esomeprazole magnesium) dPilosec(omeprazole).

U.S. Product Approvals— On February 3, 2006, the FDA appro\RetaTeq a pediatric vaccine to prev
rotavirus gastroenteritis in infants and childrRotaTeds an oral pentavalent three-dose liquid vaccia th




contains five reassortant rotaviruses. Merck hss silibmitted applications for licensureRotaTecin more than 101
countries including Australia, Canada and couniriessia and Latin America and, through Sanofi BasMSD
(“SPMSD”), Merck’s vaccine joint venture with San&fasteur, in the European Union (“EURotaTecplso receive!
regulatory approval in Mexico in November 2005.

On May 26, 2006, the FDA approv&dstavaxor the prevention of herpes zoster (shingleshdividuals
60 years of age and older. It was also approvemdpylatory authorities in the EU and Australia iayvZostavaxs
the first and only medical option approved for ghevention of shingles.

On June 8, 2006, the FDA approv@drdasil, the first and only vaccine to prevent cervicalezr and
vulvar and vaginal pre-cancers caused by HPV tygesnd 18 and to prevent low-grade and pre-cansdesions
and genital warts caused by HPV types 6, 11, 1618ndh the United States, it is estimated thatraxmately 9,700
women will be diagnosed with cervical cancer théary and approximately 3,700 women will die.

On October 6, 2006, the FDA approved ctalinzafor the treatment of cutaneous manifestations tiepes
with CTCL, a form of non-Hodgkin's lymphoma, whoveaprogressive, persistent or recurrent diseas® on
following two systemic therapies. CTCL is a canckthe T-cells, a type of white blood cell, whictfezts the skin.

On October 17, 2006, the FDA approvihuvia, the first and only dipeptidyl peptidase-4 (“DPB-4
inhibitor available in the United States for theatment of type 2 diabetelanuviahas been approved as
monotherapy and as add-on therapy to either ofotiver types of oral diabetes medications, metforonin
thiazolidinediones, to improve blood sugar (glugasmtrol in patients with type 2 diabetes when digd exercise is
not enough.

On June 29, 2006, the U.S. Centers for Diseaser@antd Prevention’s (“CDC”) Advisory Committee on
Immunization Practices (“ACIP”) unanimously votedrecommend that children 4 to 6 years of age melytireceive
a second dose of varicella-containing vaccine tp petect against chickenpox. The Committee ads@mmended
that children, adolescents and adults who receivmtylone dose of varicella-containing vaccine reeei second,
“catch-up” dose, which can be accomplished thrawgtine health-care visits and school- and collegty
requirements. Merck'Varivaxand its combination vaccirferoQuadare the only vaccines to help protect against
chickenpox available in the United States.

Voluntary Withdrawal of Vioxx— On September 30, 2004, Merck announced a valpmtarldwide
withdrawal ofVioxx, its arthritis and acute pain medication. The Canys decision, which was effective
immediately, was based on new three-year data &@mospective, randomized, placebo-controlled cdihirial,
APPROVe (Adenomatous Polyp Prevention\boxx).

The trial, which was stopped, was designed to etalthe efficacy o¥ioxx25 mg in preventing the
recurrence of colorectal polyps in patients withistory of colorectal adenomas and, in combinatiith two other
trials, to further assess the cardiovascular safetioxx. In this study, there was an increased relativefask
confirmed cardiovascular events, such as hearkattad stroke, which became apparent beginning alfteut
18 months of treatment in the patients takitigxxcompared to those taking placebo. For approximakeyfirst
18 months of the APPROVe study timxxand placebo curves appeared to be similar antijsméspect, the
APPROVe results were similar to the results of plaxebo-controlled studies described in the U lgllag forVioxx
as of the time of withdrawal.

The Company estimates that there were 105 millidh Prescriptions written fdrioxxfrom May 1999
through August 2004. Based on this estimate, thafamy estimates that the number of patients whe teken
Vioxxin the United States since its 1999 launch is apprately 20 million. The number of patients outsitie
United States who have tak¥ioxxis undetermined at this time.

In October 2004, the Company received a letter fBanator Charles Grassley, Chairman of the Senate
Committee on Finance, requesting certain docurmramdsnformation related tgioxx. The Company also received
requests for information from other Congressiomahmittees. The Company has cooperated with thegerias and
has continued to describe the reasons for the Coygaoluntary withdrawal o¥ioxxand to answer any




guestions related to the Comp’s development and extensive testing of the medennukits disclosures of tt
results of its studies.

On February 16-18, 2005, the FDA held a joint megtf the Arthritis Advisory Committee and the Drug
Safety and Risk Management Advisory Committee. ddramittees discussed the overall
benefit-to-risk considerations (including cardiosalar and gastrointestinal safety concerns) for €0s¢lective
nonsteroidal anti-inflammatory drugs and relateerag. On February 18, 2005, the members of the dtie@s were
asked to vote on whether the overall risk versuefieprofile forVioxxsupports marketing in the United States. The
members of the committees voted 17 to 15 in suppfdhie marketing o¥/ioxxin the United States. The Company
looks forward to further discussions with the FDAdabther regulatory authorities abatibxx.

As previously announced, the Board of Directorthef Company appointed a Special Committee to review
the Company'’s actions prior to its voluntary witaahal ofVioxx,to act for the Board in responding to shareholder
litigation matters related to the withdrawal\dbxxand to advise the Board with respect to any adtiahshould be
taken as a result of the review. In December 261 Special Committee retained the Honorable Joiiea®tin, Jr.
of Debevoise & Plimpton LLP to conduct an indepertdevestigation of senior management’s conduch waspect
to the cardiovascular safety profile\dioxxduring the period/ioxxwas developed and marketed. The review was
completed in the third quarter of 2006 and theretiort (including appendices) was made publicépt&mber 2006.
The Company has provided a copy of the full repad appendices at its website at
www.merck.com/newsroom/vioxx/martin_report.htmilhe Company has included its website addressambn
inactive textual reference and does not intend litet an active link to its website nor does it ipooate by reference
the information contained therein.

Acquisitions— In May 2006, Merck acquired Abmaxis, a privatesid biopharmaceutical company
dedicated to the discovery and optimization of noomal antibody (MAb) products for human therapesiind
diagnostics, for approximately $80 million.

In June 2006, Merck acquired GlycoFi, a privatedyehbiotechnology company, a leader in the field of
yeast glycoengineering, which is the addition @&dfic carbohydrate modifications to the proteinyéast, an
optimization of biologic drug molecules, for appiroately $373 million.

In December 2006, Merck acquired Sirna, a publie{d biotechnology company and a leader in
developing a new class of medicines based on Rik&farence (“RNAI") technology for a total value of
approximately $1.1 billion. The acquisition of Siris expected to increase Merglkibility to use RNAi technology
turn off a targeted gene in a human cell, potdgtigindering inoperative a gene responsible fggeiing a specific
disease.

Joint Ventures— The Company has a number of joint venturesirgdb its Pharmaceutical and Vaccines
segments.

Pharmaceutica

In 2000, the Company and Schering-Plough Corpardti®chering-Plough”) entered into agreements to
create separate equally-owned partnerships to oeaeld market in the United States new prescrigtiedicines in
the cholesterol-management and respiratory thetiapeneas. In December 2001, the cholesterol-manage
partnership agreements were expanded to includkeatiountries of the world, excluding Japan. Inober 2002,
Zetia (ezetimibe) (marketed d&zetroloutside the United States), the first in a newstzfscholesterol-lowering
agents, was launched in the United States. InZyt,Vytorin (marketed asgnegyoutside the United States), a
combination product containing the active ingretiesf bothZetiaandZocor,was approved in the United States.

In 1982, the Company entered into an agreementAwtra AB (“Astra”) to develop and market Astra
products in the United States. In 1994, the ComardyAstra formed an equally owned joint ventued tleveloped
and marketed most of Astra’s new prescription madigin the United States includiRgilosec, the first in a class
of medications known as proton pump inhibitors, akhélows the production of acid from the cellste# stomach
lining.

In 1998, the Company and Astra restructured tha j@nture whereby the Company acquired Astra’s
interest in the joint venture, renamed KBI Inc. BK), and contributed KBI's operating assets toeavrlJ.S. limited
partnership named Astra Pharmaceuticals, L.P.“Rhgnership”), in which the Company maintainsraited




partner interest. The Partnership, renamed Ast@2ehP, became the exclusive distributor of thelpets for whict
KBI retained rights. The Company earns certainrieaship returns as well as ongoing revenue basadles of
current and future KBI products. The Partnershtprres include a priority return provided for in tRartnership
Agreement, variable returns based, in part, uptessa certain former Astra USA, Inc. products, angreferential
return representing the Company’s share of unbisted Partnership GAAP earnings. In conjunctiornwlie 1998
restructuring, for a payment of $443.0 million, /spurchased an option to buy the Company’s intémebe KBI
products, excluding the Company’s interest in thstigintestinal medicind$exiumandPrilosec.The Company also
granted Astra an option (the “Shares Option”) tg the Company’s common stock interest in KBI, ataarcise
price based on the present value of estimateddutet sales dflexiumandPrilosec.

In April 1999, Astra merged with Zeneca Group Réeming AstraZeneca AB (“AstraZeneca”). As a result
of the merger, in exchange for the Company’s relisigment of rights to future Astra products withexasting or
pending U.S. patents at the time of the mergemraAsaid $967.4 million, which is subject to a tnye€alculation in
2008 that may require repayment of all or a portibthis amount. The merger also triggers a pardidemption of
the Company’s limited partner interest in 2008.tkeiMmore, as a result of the merger, AstraZenexation to buy
the Company’s interest in the KBI products is eigalole in 2010 and the Company has the right taireq
AstraZeneca to purchase such interest in 2008dditian, the Shares Option is exercisable two ya#tey Astra’s
purchase of the Company'’s interest in the KBI prisluThe exercise of this option by Astra is alsavjged for in
the year 2017 or if combined annual sales of trepreducts fall below a minimum amount providedeath case,
only so long as either the Merck option in 200@\straZeneca’s option in 2010 has been exercised ekercise
price is based on the present value of estimatedefunet sales dflexiumandPrilosecas determined at the time of
exercise.

In 1989, the Company formed a joint venture withrkbn & Johnson to develop and market a broad range
of nonprescription medicines for U.S. consumerss B8% owned joint venture was expanded into Euind€93,
and into Canada in 1996. Significant joint ventpreducts aréepcid AQfamotidine), an over-the-counter form of
the Company’s ulcer medicatidtepcid(famotidine), as well aBepcid Completean over-the-counter product which
combines the Company’s ulcer medication with ads¢calcium carbonate and magnesium hydroxideéyldrch
2004, the Company sold to Johnson & Johnson isest in the European joint venture.

Vaccines

In 1992, the Company and Connaught Laboratories,(frow Sanofi Pasteur S.A.) agreed to collabavate
the development and marketing of combination pedigaccines and to promote selected vaccinesdruthited
States. While combination vaccine development tffoontinue under this agreement, no vaccinesuwarertly being
promoted.

In 1994, the Company and Pasteur Mérieux Connaugit Sanofi Pasteur S.A.) formed a joint venture to
market human vaccines in Europe and to collabonatee development of combination vaccines forridistion in
the then existing EU and the European Free Tradedation. The Company and Sanofi Pasteur con&rihwgmong
other things, their European vaccine businessesdoal shares in the joint venture, known as Pastéuieux MSD,
S.N.C. (now Sanofi Pasteur MSD, S.N.C.). The jegriture maintains a presence, directly or throufilieses or
branches in Belgium, Italy, Germany, Spain, Frakaestria, Ireland, Sweden, Portugal, the Netheda®Witzerland
and the United Kingdom, and through distributorghi@ rest of its territory.

Other

In 1997, the Company and Rhéne-Poulenc S.A. (navofséventis S.A.) combined their respective anii
health and poultry genetics businesses to form&iemmited (“Merial”), a fully integrated animal laéth company,
which is a stand-alone joint venture, equally owhgeach party. Merial provides a comprehensivgeasf
pharmaceuticals and vaccines to enhance the headthbeing and performance of a wide range of aispecies.

Competition— The markets in which the Company conducts isrmss are highly competitive and often
highly regulated. Global efforts toward health cemst containment continue to exert pressure odyatopricing and
access.




Such competition involves an intensive searchdohhological innovations and the ability to martketse
innovations effectively. With its long-standing enagis on research and development, the Companglliprepared
to compete in the search for technological inn@regi Additional resources to meet competition idelgquality
control, flexibility to meet customer specificatigran efficient distribution system and a stroraptecal information
service. The Company is active in acquiring andkei@mg products through joint ventures and licereses has been
refining its sales and marketing efforts to furthddress changing industry conditions. To enhatsgeroduct
portfolio, the Company continues to pursue exteatlelnces, from early-stage to late-stage prodpgbrtunities,
including joint ventures and targeted acquisitidtiewever, the introduction of new products and peses by
competitors may result in price reductions and pobdeplacements, even for products protected nps For
example, the number of compounds available to tisaases typically increases over time and hadteesin
slowing the growth in sales of certain of the Comps products.

Legislation enacted in all states in the Unitede&tgparticularly in the area of human pharmacaltic
products, allows, encourages or, in a few instaringbe absence of specific instructions fromghescribing
physician, mandates the use of “generic” produbigsg containing the same active chemical as awvator's
product) rather than “brand-name” products. Govental and other pressures toward the dispensigerudric
products have significantly reduced the sales dhaeof the Company’s products no longer protettegatents,
such agZocor,which lost market exclusivity in the U.S. in 200&dathe Company experienced a significant declir
Zocorsales thereafter.

Distribution — The Company sells its human health pharmacduygioaucts primarily to drug wholesalers
and retailers, hospitals, government agencies armhged health care providers such as health mamten
organizations and other institutions. Human heedttcines are sold primarily to physicians, wholesglphysician
distributors and government entities. The Compapya$essional representatives communicate thetefésess,
safety and value of the Company’s pharmaceuticdhaccine products to health care professiongisivate
practice, group practices and managed care orgamiza

In the fourth quarter of 2003, the Company impletedra new distribution program for U.S. wholesaters
moderate the fluctuations in sales caused by walgdemvestment buying and improve efficiencieshia distribution
of Company pharmaceutical products. The new prodoavered previous limits on average monthly purelsasf
Company pharmaceutical products by U.S. custork@iowing the implementation of the program, fluations in
sales caused by wholesaler investment buying sgnifly moderated.

Raw Materials— Raw materials and supplies, which are geneealbilable from multiple sources, are
purchased worldwide and are normally availableuardities adequate to meet the needs of the Congpany
Pharmaceutical and Vaccines segments.

Government Regulation and Investigatien The pharmaceutical industry is subject to glakgulation by
regional, country, state and local agencies. Oiqadar importance is the FDA in the United Statghjch
administers requirements covering the testing, apgr safety, effectiveness, manufacturing, lalgeind marketing
of prescription pharmaceuticals. In many casesfD& requirements have increased the amount of @intemoney
necessary to develop new products and bring thematset in the United States. In 1997, the Foodnd)
Administration Modernization Act (the “FDA Moderrition Act”) was passed and was the culmination of a
comprehensive legislative reform effort designedtteamline regulatory procedures within the FDA &mimprove
the regulation of drugs, medical devices and fddek legislation was principally designed to endheetimely
availability of safe and effective drugs and bidtsgby expediting the premarket review proceséw products. A
key provision of the legislation is the re-authatian of the Prescription Drug User Fee Act of 198Rich permits
the continued collection of user fees from pregimipdrug manufacturers to augment FDA resourcenaed for
the review of human drug applications. This helgs/jole the resources necessary to ensure the prayppbval of
safe and effective new drugs.

In the United States, the government expandedheatt access by enacting the Medicare Prescription
Drug Improvement and Modernization Act of 2003, ethivas signed into law in December 2003. Presoriptirug
coverage began on January 1, 2006. This legislatipports the Company’s goal of improving accesaddicines
by expanding insurance coverage, while preserviatket-based incentives for pharmaceutical innowaté the
same time, the legislation will ensure that pregimn drug costs will be controlled by competitive




pressures and by encouraging the appropriate useditines. In addressing c-containment pressure, the Comp
has made a continuing effort to demonstrate teahidicines can help save costs in overall patiealkh care.

For many years, the pharmaceutical industry has beder federal and state oversight with the apgrov
process for new drugs, drug safety, advertisingm@ndotion, drug purchasing and reimbursement amogrand
formularies variously under review. The Companyewas that it will continue to be able to condustdperations,
including the introduction of new drugs to the netrkn this regulatory environment. One type ofefied initiative to
contain federal health care spending is the prdgecr “capitated” payment system, first impleneshto reduce the
rate of growth in Medicare reimbursement to hospitduch a system establishes in advance a flafoat
reimbursement for health care for those patientsvflom the payor is fiscally responsible. This tgi@ayment
system and other cost containment systems are no@lywsed by public and private payors and haused
hospitals, health maintenance organizations angk @ilistomers of the Company to be more cost-consdtheir
treatment decisions, including decisions regardiregmedicines to be made available to their patieftte Company
continues to work with private and federal emplasyterslow increases in health care costs. FurtherCompany’s
efforts to demonstrate that its medicines can baly costs in other areas have encouraged thd tise @ompany’s
medicines and have helped offset the effects a&aging cost pressures.

Also, federal and state governments have pursugdone to directly reduce the cost of drugs and inesc
for which they pay. For example, federal laws regtiie Company to pay specified rebates for meeicirimbursed
by Medicaid, to provide discounts for outpatientdicenes purchased by certain Public Health Sergitéies and
“disproportionate share” hospitals (hospitals nmegtertain criteria), and to provide minimum disetsuof 24% off
of a defined “non-federal average manufacturergdrior purchases by certain components of the fddgvernment
such as the Department of Veterans Affairs andDiygartment of Defense.

Initiatives in some states seek rebates beyonchthienum required by Medicaid legislation, in sonzses
for patients beyond those who are eligible for Madi. Under the Federal Vaccines for Children Emtient
program, the CDC funds and purchases recommendkatpe vaccines at a public sector price for tmeniunization
of Medicaid-eligible, uninsured, Native Americardacertain underinsured children. The Company wesrded a
CDC contract in April 2006 which is in effect unitilarch 2007 for the supply of pediatric vaccinestfe Vaccines
for Children program that had an aggregate estidmeaie of $550 million at signing. As of Januan2006, patient
previously eligible for Medicaid who are also Meglie beneficiaries (65 years and older or disab&ftljhe state-
administered Medicaid system to be covered by #éve Medicare prescription drug benefit.

Outside the United States, the Company encouniteiasregulatory and legislative issues in mosthaf
countries where it does business. There, too, ihgapy thrust of governmental inquiry and actionag/ard
determining drug safety and effectiveness, ofteth wiechanisms for controlling the prices of or feimsement for
prescription drugs and the profits of prescriptibng companies. The EU has adopted directives coimgethe
classification, labeling, advertising, wholesalstdbution and approval for marketing of medicipabducts for
human use. The Company’s policies and procedueealerady consistent with the substance of thesetdies;
consequently, it is believed that they will not any material effect on the Company’s business.

The Company is subject to the jurisdiction of vagaegulatory agencies and is, therefore, subject t
potential administrative actions. Such actions majude seizures of products and other civil anchicral sanctions.
Under certain circumstances, the Company on its may deem it advisable to initiate product recdllse Company
believes that it should be able to compete effettiwithin this environment.

In addition, certain countries within the EU, ren@ing the economic importance of the researchdase
pharmaceutical industry and the value of innovatheglicines to society, are working with industrgnesentatives
and the European Commission (“EC") on proposattaplete the “Single Market” in pharmaceuticals angdrove
the competitive climate through a variety of meertduding market deregulation.

The Company is subject to a number of privacy aatd grotection laws and regulations globally. The
legislative and regulatory landscape for privacg data protection continues to evolve, and theseblegn an
increasing amount of focus on privacy and datagotain issues with the potential to affect dire¢lig Company’s
business.




Patents, Trademarks and Licenses Patent protection is considered, in the aggeedatbe of material
importance in the Company’s marketing of humanthgaloducts in the United States and in most majaign
markets. Patents may cover prodyms se, pharmaceutical formulations, processes for @arinediates useful in the
manufacture of products or the uses of productsteBtion for individual products extends for vaxyiperiods in
accordance with the legal life of patents in theowes countries. The protection afforded, which raéso vary from
country to country, depends upon the type of paeadtits scope of coverage.

Patent portfolios developed for products introdulbgdhe Company normally provide market exclusivity
Basic patents are in effect for the following mapooducts in the United StategSancidas, ComvakHaemophilu$
conjugate and hepatitis B [recombinant] vaccin@psopt, Cozaar, CrixivanEmend, Fosamax, Gardasil, Hyzaar
Invanz(ertapenem sodiumMaxalt, Primaxin, Propecia, Recombivax Kifepatitis B vaccine [recombinant])
RotaTeq, Singulair, Januv, Trusopt, ZolinzaandZostavaxBasic patents are also in effect in the UnitedeStéar
ZetiaandVytorin, which were developed by the Merck/Schering-Plopghnership. A basic patent is also in effect
for Sustiva/Stocrin (efavirenpristol-Myers Squibb (“BMS”), under an exclusivednse from the Company, sells
Sustivain the United States, Canada and certain Europeamtiées. The Company marke&gocrinin other countries
throughout the world. The basic patent Aggrastat(tirofiban hydrochloride) in the United States vaigested with
the product in 2003. The Company retains basicnpafer Aggrastatoutside the United States.

The FDA Modernization Act includes a Pediatric Esitity Provision that may provide an additionad si
months of market exclusivity in the United Statesindications of new or currently marketed drugseirtain agreed
upon pediatric studies are completed by the applidéhese exclusivity provisions wereaathorized until October
2007 by the “Best Pharmaceuticals for Children As%sed in January 2002. In 2005, the FDA granteztiditional
six months of market exclusivity in the United ®&tolnvanzuntil August 2013. In 2004, the FDA granted an
additional six months of market exclusivity in thaited States t@rusoptuntil October 2008. In 2002, the FDA
granted an additional six months of market exclitisin the United States t6ozaar/Hyzaauntil February 2010. In
2005, the FDA granted an additional six months afkat exclusivity in the United States$ingulairuntil August
2012. For further information with respect to thentpany’s patents, see “Patent Litigation” on page 3

While the expiration of a product patent normaé#gults in a loss of market exclusivity for the amee
pharmaceutical product, commercial benefits mayicaa to be derived from: (i) later-granted patesmsprocesses
and intermediates related to the most economictiadeof manufacture of the active ingredient oftspmduct;

(i) patents relating to the use of such produdj; fatents relating to novel compositions andiiiafations; and (iv) il
the United States, market exclusivity that may Veslable under federal law. The effect of produatemt expiration
on pharmaceutical products also depends upon ntaey factors such as the nature of the marketlagaosition of
the product in it, the growth of the market, thenpdexities and economics of the process for manufaof the
active ingredient of the product and the requiremefinew drug provisions of the Federal Food, Dang Cosmetic
Act or similar laws and regulations in other coigdr

Additions to market exclusivity are sought in theildd States and other countries through all relelzavs,
including laws increasing patent life. Some of blemefits of increases in patent life have beerigigrbffset by a
general increase in the number of, incentives ifior@se of generic products. Additionally, improvertsen
intellectual property laws are sought in the UniBdtes and other countries through reform of pated other
relevant laws and implementation of internationaaties.

In June 2006Zocorlost its market exclusivity in the United Statesl éine Company experienced a
significant decline in U.SZocorsales after that time.

In June 2006, the basic patent in the United StadesringProscarexpired. As a result, the Company
experienced a significant decline in U.Broscarsales after that time. The basic patentfoyscaralso covers
Propecia;however Propeciais protected by additional patents which expir©utober 2013.

In 2003, the FDA granted an additional six monthsiarket exclusivity in the United StatesRosamax
until February 2008, anBosamaxOnce Weekly until January 2019. However, on Jan28r2005, the U.S. Court
Appeals for the Federal Circuit in Washington, Dfdlind the Company’s patent claims for once-weekly
administration oFosamaxo be invalid. The Company exhausted all optionappeal this decision in 2005. Base
the Court of Appeals’ decisioRpsamaxwill lose its market exclusivity in the United Statin February 2008.
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Fosamax Plus [will lose its U.S. market exclusivity in April 2008he Company expects significant declines in ¢
product’s sales after each product’s respective ddsnarket exclusivity.

Worldwide, all of the Company’s important produate sold under trademarks that are considereckin th
aggregate to be of material importance. Trademeoteption continues in some countries as long ad;usa other
countries, as long as registered. Registratioari§i¥ed terms and can be renewed indefinitely.

Royalties received during 2006 on patent and khow-licenses and other rights amounted to $83.Bomi
The Company also paid royalties amounting to $9@tilkon in 2006 under patent and know-how licengéw®lds.

Research and Development

The Company'’s business is characterized by thedaottion of new products or new uses for existing
products through a strong research and developpnegtam. Approximately 11,400 people are employeithé
Company'’s research activities. Expenditures forGobenpany’s research and development programs wiegshfllion
in 2006, $3.8 billion in 2005 and $4.0 billion iI0@4. The Company maintains its ongoing commitmemésearch
over a broad range of therapeutic areas and didezelopment in support of new products.

The Company maintains a number of long-term expdoysand fundamental research programs in biology
and chemistry as well as research programs diréoteard product development. Merck’s new research a
development model is designed to increase prodtyctind improve the probability of success by ftiping the
Company’s research and development resources erpriority disease areas — Alzheinsedisease, atherosclero
cardiovascular disease, diabetes, novel vaccimesity, oncology (targeted therapies), pain anejpstBsorders.
These therapeutic areas were carefully chosen lmsadset of criteria including unmet medical nesdgentific
opportunity and commercial opportunity. Within teglerapeutic areas, Merck will commit resourcesctueve
research breadth and depth and to develop bes&ss-targeted and differentiated products thavalged highly by
patients, payers and physicians.

The Company will also make focused investmentautsye specific mechanisms in the following selected
disease areas: antibiotics, antifungals, antivifiatpatitis C virus, human immunodeficiency virwsgthma, chronic
obstructive pulmonary disease, neurodegeneratymhalmology, osteoporosis, schizophrenia and strivk
addition, the Company will capitalize on selectpgpartunities outside these areas by continuingtoroercialize
attractive clinical development candidates in thpeline and by pursuing appropriate external ligegp®pportunities

In the development of human health products, inglystactice and government regulations in the
United States and most foreign countries providetfe determination of effectiveness and safetyest chemical
compounds through preclinical tests and contratledcal evaluation. Before a new drug may be med#ten the
United States, recorded data on preclinical amdoall experience are included in the NDA or thel&jics License
Application to the FDA for the required approvaheldevelopment of certain other products is al&jesti to
government regulations covering safety and effidgadye United States and many foreign countries.

Once the Company’s scientists discover a new comgbthat they believe has promise to treat a medical
condition, the Company commences preclinical tgstiith that compound. Preclinical testing inclutisoratory
testing and animal safety studies to gather datshemistry, pharmacology and toxicology. Pendinceatable
preclinical data, the Company will initiate clinidasting in accordance with established regulateguirements. The
clinical testing begins with Phase | studies, whach designed to assess safety, tolerability, paeokinetics, and
preliminary pharmacodynamic activity of the compdum humans. If favorable, additional, larger Phihstudies ar
initiated to determine the efficacy of the compoimthe affected population, define appropriateimnigs$or the
compound, as well as identify any adverse effdw@sdould limit the compounsg’usefulness. If data from the Pha:
trials are satisfactory, the Company commencegtaogle Phase Ill trials to confirm the compouraffgcacy and
safety. Upon completion of those trials, if satisfay, the Company submits regulatory filings wttle appropriate
regulatory agencies around the world to have tbdymt candidate approved for marketing. There @and
assurance that a compound that is the result oparticular program will obtain the regulatory apyels necessary
for it to be marketed.
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In the United States, the FDA approval processrisegihce a complete NDA is submitted and received by
the FDA. Pursuant to the Prescription Drug User Aetethe FDA review period targets for NDAs or plgmental
NDAs is either six months, for priority review, m months, for a standard review. Within 60 ddter aeceipt of ai
NDA, the FDA determines if the application is saiintly complete to permit a substantive reviewe RDA alsc
assesses, at that time, whether the applicatidroijranted a priority review or standard revi@mce the review
timelines are defined, the FDA will act upon th@lagation within those timelines, unless a majoreaiment has
been submitted (either at the Company’s own imgabr the FDA'’s request) to the pending appliaatilh this
occurs, the FDA may extend the review period tovelior review of the new information, but by no radhan
180 days. Extensions to the review period are conicated to the Company. The FDA can act on an egidin by
issuing an approval letter, a non-approvable lettean approvable letter. Based on FDA statistiosg development
time from initiation of preclinical testing to NDApproval can range from 5 to 20 years with an @yeetd 8.5 years.

The Company has three drug candidates currentlgrdfiDA review:

In June 2006, the FDA accepted for standard regieWDA for MK-0517, the intravenous prodrug of
Emend for the treatment of CINV. The Company anticipaaetecision on the NDA in the second quarter of 2007

In July 2006, the FDA accepted for standard reui@evNDA for Janumet the Company’s investigational
oral medicine combininganuviawith metformin, which is designed to provide anitiddal treatment for patients
needing more than one oral agent to help contomdbkugar for treatment of type 2 diabetes. The @@y expects
FDA action on the NDA by the end of March 2007. T@@mpany is also moving forward as planned withutatgpry
filings in countries outside the United States.

Arcoxia, the Company'’s investigational selective COX-Zilbitor, remains under standard review by the
FDA in the United States. In response to the FD#gprovable letter, Merck included results of the DAE
(Multinational Etoricoxib and Diclofenac Arthritisong-Term) Program that showed the rate of confirmedrttotic
cardiovascular events was similar betw@ecoxiaand diclofenac, the most widely used nonsteroidtt a
inflammatory drug in the world. The Company antitigs FDA action in April 2007. The Company expélctd an
FDA Advisory Committee meeting will be held priar EDA action.Arcoxiais currently available in more than 60
countries in Europe, Latin America, the Asia-Paciégion and Middle East/Northern Africa.

The Company anticipates filing three NDAs with #A in 2007:

The Company plans to file an NDA for MK-0518 witietFDA in the second quarter of 2007 and has
received fast track designation for an indicatiotréatment-experienced patients.

Interim 16-week data from the dose-ranging Phasdallof MK-0518, the Company’s investigational\HI
integrase inhibitor, in patients with advanced Hiféction were presented at the ®t3Annual Conference on
Retroviruses and Opportunistic Infections in Febyi2006. The results showed that the oral investigal
medication at all three doses studied in combinatiidh optimized background therapy (“OBT") had afer
antiretroviral activity than OBT alone. Study rdswlso showed that MK-0518 in combination with OBas
generally well tolerated in these patients who wWaileng antiretroviral therapy (“ART”), who weresistant to at
least one drug of each of the three available elas§oral ARTs, and who had limited active ART®p8ons for
treatment. At the American Society for Microbiolagy6th Annual International Conference on Antirolgial
Agents and Chemotherapy in September 2006, the Goynpresented interim 24-week data from this orgsindy
in treatment-experienced patients, which demoredritK-0518 maintaining viral load regression.

In August 2006 at the 1B International AIDS conference, the Company presgititerim 24-week data
from the Phase Il dose-ranging trial of MK-0518 docted in treatment-naive, HIV-infected patientse Tata
showed that MK-0518 twice daily, when used in camatipn with tenofovir and lamivudine, achieved anparable
viral load reduction to efavirenz combined with #ane agents in previously untreated patientsepteBnber 2006
the American Society for Microbiology’s 46th Annuaternational Conference on Antimicrobial Agenisia
Chemotherapy, the Company presented additionainm@4-week data from this Phase Il dose-rangingystn
treatment-naive patients that demonstrated noasera lipid levels in patients taking MK-0518 witmofovir and
lamivudine.
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The Company has entered into Phase Il clinicalgnvith MK-0524A and to support MK-0524B,
investigational therapies for lipid management. [@B24A represents a novel approach to lowering LDlaiSing
HDL-C and lowering triglycerides. MK-0524B combinki-0524A with the proven benefits of simvastatin t
potentially reduce the risk of coronary heart digsebeyond what statins provide alone. The Complmsio file
MK-0524A with the FDA in 2007 and to file MK-0524i@8 2008.

In November 2006, the Company presented data frefmaze 1l study at the American Heart Association’s
Scientific Sessions 2006 in Chicago that showeddministration of MK-0524 with ER niacin significéyreduced
flushing in patients with dyslipidemia comparedtose patients who took ER niacin alone. Flushihgyacterized
by redness of the skin with warming or burning lo& tace and neck caused by the dilation of blo@s$els near the
skin, is a common niacin-induced side effect tlzat cause discomfort to patients and is a signifitaetor leading to
discontinuation of niacin therapy.

In October 2006, the Company and H. Lundbeck A/Ba&fmark announced that the submission of an |
for gaboxadol, a novel investigational drug in RhHkdevelopment for the treatment of insomnial agcur in mid-
2007. Phase Il clinical studies of gaboxadol shoimgatoved sleep quality as well as increased slavensleep
without suppressing REM sleep. In December 2006ckannounced that gaboxadol will likely be a salied
compound.

Also, by mid-year 2007, Merck expects to have fowrducts in Phase Il development (including MK-
0524B discussed above):

The Company has initiated a targeted Phase lliraragvith its investigational compound for the treant
of obesity, MK-0364, which is an investigationahoabinoid-1 receptor inverse agonist. Results dy edinical
studies indicate that MK-0364 demonstrated sigaiftoveight-loss efficacy versus placebo and wasigdly safe
and well-tolerated, however, as reported with amotiannabinoid-1 receptor inverse agonist, somefiatyic
adverse experiences have been observed.

As announced in December 2006, the Company plasigtoPhase Il testing of MK-0974, the calcitonin
gene related peptide receptor antagonist for #erirent of migraine headaches. The Phase Il progr&xpected t
commence in first quarter 2007.

Also announced in December 2006, the Company aaties that MK-0822, a Cathepsin K inhibitor for the
treatment of osteoporosis, will enter Phase IHitgsin mid-2007.

The Companys clinical pipeline includes candidates in eactheffollowing areas: arthritis, atherosclero
cancer, cardiovascular disease, diabetes, endatisosders, glaucoma, infectious diseases, insagmnia
neurodegenerative disease, obesity, osteoporayishiatric disease, pain, respiratory disease avgenital
disorders. The Company supplements its internalares with an aggressive licensing and externaralé strategy
focused on the entire spectrum of collaboratioomfearly research to late-stage compounds, asawelew
technologies. The Company completed 53 transacii®806, including targeted acquisitions, research
collaborations, preclinical and clinical compounaisg technology transactions across a broad ranipempeutic
categories.

In March 2006, Neuromed Pharmaceuticals Ltd. (“Mened”) and Merck signed a research collaboration
and license agreement to research, develop and emiatize novel compounds for the treatment of @eid other
neurological disorders, including Neuromed’s leachpound, NMED-160 (MK-6721), which is currentlyftase I
development for the treatment of pain.

Also in March 2006, Merck signed an agreement WiigtOx S.A. (“NicOx”) to collaborate on the
development of new antihypertensive drugs usingXis proprietary nitric oxide-donating technology.

In September 2006, the Company announced thatliekpanded the scope of its existing strategic
collaboration with FoxHollow Technologies, Inc. ¢¥Hollow”) for atherosclerotic plague analysis.dddition,
Merck acquired a stake in FoxHollow with the pusdaf $95 million in common stock.

In October 2006, Ambrilia Biopharma Inc. (“Ambriljaa biopharmaceutical company developing
innovative therapeutics in the fields of cancer arfectious diseases, and Merck announced that Aimbas entere
into an exclusive licensing agreement granting Méne worldwide rights to Ambrilis HIV/AIDS protease inhibitc
program.
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In November 2006, the J. David Gladstone Institate$ Merck announced a major collaboration ancdhie
agreement for research and development of druggedbneurodegenerative diseases, including Alzbéeégwlisease,
that are linked to apoE-regulated mechanisms irbtiuy.

Also in November 2006, Advinus Therapeutics (P). I(tAdvinus”) and Merck announced that they have
formed a drug discovery and clinical developmemiaboration in the area of metabolic disorders. ikdg and
Merck will work together to develop clinically vekted drug candidates for metabolic disorders, Migck
retaining the right to advance the most promisihthese candidates into late-stage clinical trials.

In December 2006, Merck and Idera Pharmaceutitiger&”) announced that they have formed a broad
collaboration to research, develop and commeredatiera’s Toll-like Receptor agonists by incorporgthem in
therapeutic and prophylactic vaccines being dewady Merck for oncology, infectious diseases afmhdimer’s
disease.

The chart below reflects the Compamygurrent research pipeline as of February 15, 20@rididates shov
in Phase Il include specific products. Candidateswn in Phase | and Il include the most advanoathound with
specific mechanism in a given therapeutic areakBgccompounds, regardless of their phase of dpvetmt,
additional indications in the same therapeutic areghadditional line extensions or formulationsifetine products
are not shown.

Phase |

Alzheimer’s Disease
MK-0952
Atherosclerosis
MK-6213
Cancer
MK-0429
MK-0646*
MK-0731
MK-0752
MK-4721*
V930
Cardiovascular
MK-0448
MK-8141*
Diabetes
MK-0941
MK-0893
MK-1642
MK-3887

Phase |

Endocrine
MK-0867*
MK-0974

Glaucoma
MK-0994

Infectious Disease
MK-0608
MK-7009
MK-8122*

V710 (S. aureug
V512 (Flu)

Insomnia
MK-0454
MK-8998

Osteoporosis
MK-0773

Parkinson’s Disease
MK-0657

Psychiatric Disease
MK-2637
MK-0249
MK-5757

Phase Il

Alzheimer’s Disease
MK-0249

Arthritis
MK-0822




Atherosclerosis
MK-0859
MK-0633

Cancer
MK-0457*
MK-0822

Diabetes
MK-0533

Endocrine
MK-0677

HIV
V526

HPV
V502**

Infectious Disease

(Pediatric)
V419*

Migraine
MK-0974

Osteoporosis
MK-0822

Overactive Bladder
MK-0634
MK-0594

Pain
MK-0759
MK-6721*
MK-2295*/***

Respiratory Disease
MK-0633

Stroke
MK-0724*

Phase Il

Atherosclerosis
MK-0524B
MK-0524A

(ER niacin/
laropiprant)

HIV
MK-0518

(raltegravir)

Insomnia
Gaboxadol*

Obesity
MK-0364

(taranabant)

Under FDA Review

CINV
EmendFor Injection
(MK-0517)
Diabetes
Janumet
Osteoarthritis
Arcoxia

2006 U.S. Approvals

Rotavirus
Gastroenteritis
RotaTeq
Shingles
Zostavax
Cervical Cancer and
Genital Warts
Gardasil**
Diabetes
Januvia
Cancer (CTCL)
Zolinza*

* Licensed, alliance, or acquisition (pipelir
** Multiple licenses, including CSL, Lt
***  Prootof-ConcepiMolecule
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All product or service marks appearing in type fatiffierent from that of the surrounding text are
trademarks or service marks owned by or licensederxk, its subsidiaries or affiliates (includidgtiaandVytorin,
trademarks owned by entities of the Merck/ScheRhmugh partnership), except as not€dzaarandHyzaarare
registered trademarks of E.I. du Pont de NemoudsGompany, Wilmington, DE anérilosecandNexiumare
trademarks of the AstraZeneca group. The U.S. tnades forVasote@ndVasereticare owned by Biovail
Laboratories Incorporated. The U.S. trademarlkAfggrastatis owned by Guilford Pharmaceuticals Inc.

Employees

At the end of 2006, the Company had approximat8|p® employees worldwide, with approximately
31,800 employed in the United States, includingreuRico. Approximately 21% of worldwide employezfshe
Company are represented by various collective li@rgagroups.

As part of a cost-reduction initiative announce®ictober 2003 and completed at the end of 2004, the
Company had eliminated 5,100 positions. The Comganypleted a similar program in 2005 with 900 pgosg
being eliminated through December 31, 2005.

On November 28, 2005, the Company announced thteplirase of a global restructuring program designed
to reduce the Company’s cost structure, incredsmesfcy, and enhance competitiveness. The irstieps will
include the implementation of a new supply strategyhe Merck Manufacturing Division, which is inéed to
create a leaner, more cost-effective and custoomrsed manufacturing model over a three-year period

As a result, Merck will incur certain costs asstemiawith exit or disposal activities. As part oétglobal
restructuring program, the Company expects to abitei approximately 7,000 positions in manufactuengd other
divisions worldwide, representing about 11% ofgitsbal work force, by the end of 2008. About hdlflee position
reductions are expected to occur in the UnitedeStatith the remainder in other countries. As of@maber 31, 200t
there have been approximately 4,800 positions ehted throughout the Company since inception optiegram
(approximately 3,700 of which were eliminated dgriz006 comprised of actual headcount reductiors tlze
elimination of contractors and vacant positiongwever, the Company continues to hire new emplogsdbke
Company’s business requires it. Merck intends looselose five of its 31 manufacturing facilitiegorldwide and
two preclinical sites and to reduce operationsrairaber of other sites. Through the end of 200@etiof the
manufacturing facilities have been closed, soldhait ceased operations, and the two preclinicad siere closed.
The Company has also sold certain other facildies related assets in connection with the restrimgtyporogram. Th
remaining sites identified for sale/closure areested to be closed by the end of 2008, subjeabtigpiance with
legal obligations.

The pretax costs of the restructuring were $935lkomin 2006, $401.2 million in 2005 and are egje tc
be $300 million to $500 million in 2007. Througtetbnd of 2008, when the initial phase of the restiming program
is substantially complete, the cumulative pretastsof the restructuring activities announced oneviaber 28, 2005
are expected to range from $1.9 billion to $2.8dvil Approximately 70% of the cumulative pretaxstoare non-
cash, relating primarily to accelerated depreciafa those facilities scheduled for closure.

Environmental Matters

The Company believes that it is in compliance Inredterial respects with applicable environmerdald
and regulations. In 2006, the Company incurredtabpkpenditures of approximately $7.9 million orvironmental
protection facilities. The Company is also remad@environmental contamination resulting from pagustrial
activity at certain of its sites. Expenditures femediation and environmental liabilities were $l@illion in 2006,
and are estimated at $94.2 million for the yea®720rough 2011. These amounts do not considenpate
recoveries from insurers or other parties. The Camgghas taken an active role in identifying andvjgting for these
costs and, in management’s opinion, the liabilifegsall environmental matters which are probalid eeasonably
estimable have been accrued and totaled $129.@mdt December 31, 2006. Although it is not pdgsib predict
with certainty the outcome of these environmentatters, or the ultimate costs of remediation, mansnt does not
believe that any reasonably possible expenditinasnbay be incurred in excess of the liabilitiesraed should
exceed $62.0 million in the aggregate. Managemisntdoes not believe that these

15




expenditures should result in a material adverfseebn the Compar's financial position, results of operatio
liquidity or capital resources for any year.

Geographic Area Information

The Company’s operations outside the United Statesonducted primarily through subsidiaries. Sales
worldwide by subsidiaries outside the United Statese 39% of sales in 2006, 42% of sales in 20@b4496 of sale
in 2004.

The Company’s worldwide business is subject tosrskcurrency fluctuations, governmental actiond an
other governmental proceedings abroad. The Comgaay not regard these risks as a deterrent tosfuettpansion
of its operations abroad. However, the Companyetyo®views its methods of operations and adop#eggies
responsive to changing economic and political ciorai.

In recent years, the Company has been expandiogéistions in countries located in Latin Amerite
Middle East, Africa, Eastern Europe and Asia Pegifhere changes in government policies and econoamiditions
are making it possible for the Company to earnrigiurns. Business in these developing areas, \8biteetimes less
stable, offers important opportunities for growtreotime.

Financial information about geographic areas ofGbenpany’s business is discussed in Item 8. “Fir@nc
Statements and Supplementary Data” below.

Available Information

The Company’s Internet website addressvsv.merck.comThe Company will make available, free of
charge at the “Investor Information” portion of website, its Annual Report on Form 10-K, Quarté&hports on
Form 10-Q, Current Reports on Form 8-K, and all mtmeents to those reports filed or furnished purstan
Section 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended, as soon as reasonablycpiaetafter
such reports are electronically filed with, or fistred to, the Securities and Exchange Commissi8EC").

The Company’s corporate governance guidelines lamdharters of the Board of Directors’ seven stagndi
committees are available on the Company’s websiterav.merck.com/about/corporategovernaaoel all such
information is available in print to any stockhaldeho requests it from the Company.

Iltem 1A. Risk Factors.

You should carefully consider all of the informatiset forth in this Form 10-K, including the followy risk
factors, before deciding to invest in any of then(any’s securities. The risks below are not thg onkes the
Company faces. Additional risks not currently knowwrthe Company or that the Company presently deems
immaterial may also impair its business operatidii® Companys business, financial condition, results of opers
or prospects could be materially adversely affebtedny of these risks. This Form 10-K also corgdorward-
looking statements that involve risks and uncetiigén The Company’s results could materially diffem those
anticipated in these forward-looking statementa essult of certain factors, including the riskfaites as described
below and elsewhere. See “Cautionary Factors ttegt Mfect Future Results” on page 21.

The Company faces significant litigation related td/ioxx.

On September 30, 2004, the Company voluntarily dvetv Vioxx, its arthritis and acute pain medication,
from the market worldwide. As of December 31, 2088proximately 27,400 product liability lawsuitsyolving
approximately 46,100 plaintiff groups, alleging g@mal injuries resulting from the use\ibxx, have been filed
against the Company in state and federal couttseifJnited States. The Company is also a deferidant
approximately 264 purported class actions relatatie use o¥/ioxx. (All of these suits are referred to as theidxx
Product Liability Lawsuits”.) In addition to théioxxProduct Liability Lawsuits, various purported classions and
individual lawsuits have been brought against tbem@any and several current and former officersdirettors of
the Company alleging that the Company made falden@isleading statements regardMigxxin violation of the
federal and state securities laws (all of thests suie referred to as thé/foxx Securities Lawsuits”). In addition,
various putative class actions have been brougtihagthe Company and several current and former
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employees, officers, and directors of the Compdlegimg violations of the Employee Retirement In@B8ecurity

Act (“ERISA”). (All of these suits are referred &3 the “Vioxx ERISA Lawsuits”.)In addition, shareholder derivati
suits that were previously filed and dismissedrene on appeal and several shareholders have fdethdds with th
Company asserting claims against the Board menamer<ompany officers. (All of these suits and detsaare
referred to as the VioxxDerivative Lawsuits” and, together with théoxx Securities Lawsuits and th&oxx ERISA
Lawsuits, the ‘VioxxShareholder Lawsuits”.) The Company has also baered as a defendant in actions in various
countries outside the United States. (All of thesks are referred to as th&/loxxForeign Lawsuits”.) The Company
has also been sued by four states with respebetmarketing oWioxx. The Company anticipates that additional
lawsuits relating to/ioxxwill be filed against it and/or certain of its cent and former officers and directors in the
future.

The SEC is conducting a formal investigation of @@npany concerningioxx. The U.S. Department of
Justice has issued a subpoena requesting inform&tiating to the Company’s research, marketingsatiihg
activities with respect t¥ioxxin a federal health care investigation under crahsiatutes. There are also ongoing
investigations by certain Congressional commitea$slocal authorities in Europe. A group of Attoyaéeneral
from thirty-one states and the District of Columbia conducting an investigation of the Companglesand
marketing ofVioxx. The Company is cooperating with authorities inoélfhese investigations. (All of these
investigations are referred to as théibxxInvestigations”.)The Company can not predict the outcome of anjex:
investigations; however, they could result in paigdreivil and/or criminal liability.

To date, in th&/ioxx Product Liability litigation, of the 29 plaintifiwhose claims have been scheduled for
trial, the claims of seven were dismissed, thentdadf seven were withdrawn from the trial calertdaplaintiffs, and
juries have decided in Mer's favor nine times and in plaintiffs’ favor foumtes. In addition, in the recent California
trial involving two plaintiffs, the jury could notach a verdict for either plaintiff and a mistrieds declared. A New
Jersey state judge set aside one of the nine Mendicts. With respect to the four plaintiffs’ véets, Merck already
has filed an appeal or sought judicial review iokeaf those cases, and in one of those four, adéfelge
overturned the damage award shortly after triahddition, a consolidated trial with two plaintiiscurrently
ongoing in the coordinated proceeding in New Je&gyerior Court before Judge Higbee and anothadrttais
commenced in state court in lllinois. THe@xxProduct Liability litigation is discussed more fubbelow in Item 3.
“Legal Proceedings” below.

The outcomes of thed&oxxProduct Liability trials should not be interpretedndicate any trend or what
outcome may be likely in futurdioxxtrials.

The Company currently anticipates that a numbafiokx Product Liability Lawsuits will be tried in 2007.
A trial in the Oregon securities case is schedide@007, but the Company cannot predict whethisrttial will
proceed on schedule or the timing of any of thew#oxx Shareholder Lawsuit trials. The Company believes ith
has meritorious defenses to Mi@xx Product Liability LawsuitsVioxx Shareholder Lawsuits andoxx Foreign
Lawsuits (collectively, the VioxxLawsuits”) and will vigorously defend against thefine Company’s insurance
coverage with respect to thoxx Lawsuits will not be adequate to cover its defestssts and any losses.

During 2006, the Company spent $500 million, inahgd$175 million in the fourth quarter, in the aggate
in legal defense costs worldwide related to (i) Wiexx Product Liability Lawsuits, (ii) the Vioxx Shareluar
Lawsuits, (iii) theVioxxForeign Lawsuits, and (iv) théioxxInvestigations (collectively, theVioxxLitigation”). In
the third quarter of 2006, the Company recordelaage of $598 million and in the fourth quarteneitorded another
charge of $75 million, to increase the reservelgdte its future legal defense costs related ®\foxxLitigation
from $685 million at December 31, 2005 to $858 imillat December 31, 2006. This reserve is basexkdain
assumptions, described below under “Legal Procegstimnd is the best estimate of the amount thCiimpany
believes, at this time, will be spent through 2008.

The Company is not currently able to estimate angunt of damages that it may be required to pay in
connection with th&ioxxLawsuits orVioxxInvestigations. These proceedings, which are erpdct continue for
years, are currently at an early stage and the @ognpas very little information as to the course phoceedings wi
take. In view of the inherent difficulty of preditgy the outcome of litigation, particularly whetete are many
claimants and the claimants seek unspecified dasnége Company is unable to predict the outcontbexfe matter:
and at this time cannot reasonably estimate thsilpledoss or range of loss with respect to\fhexx
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Lawsuits. The Company has not established anyvesédor any potential liability relating to tlVioxxLawsuits or
the Vioxx Investigations.

A series of unfavorable outcomes in WiexxLawsuits or the/ioxxInvestigations, resulting in the payment
of substantial damages or fines or resulting imoral penalties, could have a material adverseetfe the
Company’s business, cash flow, results of operatibinancial position and prospects.

Certain of the Company’s major products are going ¢ lose patent protection in the near future and,
when that occurs, the Company expects a significantecline in sales of those products.

The Company depends upon patents to provide itevttusive marketing rights for its products forrso
period of time. As product patents for severalhaf Companys products have recently expired, or are abouxpire,
in the United States and in other countries, them@any faces strong competition from lower priceegendrugs.
Loss of patent protection for one of the Compamytsducts typically leads to a rapid loss of sategtiat product, as
lower priced generic versions of that drug becor@lable. In the case of products that contribigaificantly to the
Company'’s sales, the loss of patent protectiorheae a material adverse effect on the Companyidtsesf
operations.

In June 2006Zocor,the Company’s statin for modifying cholesterol tlits market exclusivity in the
United StatesZocorhad already lost its basic patent protection inymaarkets throughout the world. The Company
has experienced a significant declin&Zocorsales. Worldwide sales @bcorwere $2.8 billion in 2006, compared to
$4.4 billion in 2005. Worldwide sales @bcorare expected to be $0.6 billion to $0.9 billior2®07.

In September 2004, the Company appealed a dea$itie Opposition Division (the “Opposition
Division”) of the European Patent Office (the “EP@iat revoked the Company’s patent in Europe ¢baers the
once-weekly administration of alendronate. Thaigleo was upheld and, therefore, presently the Gopjis not
entitled to market exclusivity fdfFosamaxn most major European markets after 2007. In adiMerck’s basic
patent covering the use of alendronate has bedlebed in several European countries. The Compasyreceived
adverse decisions in Germany, Holland and the driiegdom. The decision in the United Kingdom waéeld on
appeal. The Company has appealed the decisionsrm#@y and Holland. The Company expects a sigmifidacline
in European sales éfosamaxafter loss of exclusivity. Sales Bbsamaoutside the United States in 2006 have
already been adversely affected by the availahilityeneric alendronate sodium products in soméetgrincluding
the United Kingdom, Canada and Germany.

On January 28, 2005, the U.S. Court of AppealsHer~ederal Circuit in Washington, D.C. found the
Company’s patent claims for once-weekly adminigirabf Fosamaxo be invalid. The Company exhausted all
options to appeal this decision in 2005. BasecherCourt of Appeals decisioRpsamaxandFosamax Plus Dvill
lose market exclusivity in the United States infeipy 2008 and April 2008, respectively, and thenPany expects
a significant decline ifFosamaxandFosamax Plus Bales in the United States after each productjsecs/e loss of
market exclusivity.

The Company’s research and development efforts mayot succeed in developing commercially
successful products and the Company may not be abie acquire commercially successful products in ot
ways; in consequence, the Company may not be abtereplace sales of successful products that havestigatent
protection.

Like other major pharmaceutical companies, in otdeemain competitive, the Company must contirmue t
launch new products each year. Declines in salesanfucts such adocorandFosamaxmean that the Company’s
future success is dependent on its pipeline of p@aucts, including new products which it develtp®ugh joint
ventures and products which it is able to obtaioubh license or acquisition. To accomplish thig, Company
commits substantial effort, funds and other resesito research and development, both through itsdeaicated
resources, and through various collaborations thitld parties. To support its research and devetprafforts the
Company must make ongoing, substantial expenditwigisout any assurance that the efforts it is fogdwill result
in a commercially successful product. The Compangtralso commit substantial efforts, funds and otesources
to recruiting and retaining high quality scientiatgl other personnel with pharmaceutical researdirdavelopment
expertise.
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Based on FDA statistics, drug development time froitiation of preclinical testing to NDA approveén
range from 5 to 20 years with an average of 8.5syd#r a description of the research and developpr@cess, see
“Research and Development” above. Each phasetiigds highly regulated, and during each phaseetiea
substantial risk that the Company will encounteioses obstacles or will not achieve its goals, andordingly the
Company may abandon a product in which it has tedesubstantial amounts of time and money. Sontieeofisks
encountered in the research and development proussde the following: pre-clinical testing of @wm compound
may yield disappointing results; clinical trialsahew drug may not be successful; a new drug rotpeeffective ¢
may have harmful side effects; a new drug may edfproved by the FDA for its intended use; it maybe
possible to obtain a patent for a new drug; orssafea new product may be disappointing.

The Company cannot state with certainty when ortidreany of its products now under development will
be launched; whether it will be able to developetise or otherwise acquire compounds, product dateti or
products; or whether any products, once launchdddbg&zcommercially successful. The Company musintain a
continuous flow of successful new products and essitl new indications or brand extensions fortegsproducts
sufficient both to cover its substantial reseanott development costs and to replace sales th#stras profitable
products, such adocorandFosamax lose patent protection or are displaced by comgegtroducts or therapies.
Failure to do so in the short term or long term ldchave a material adverse effect on the Compabysiness, resu
of operations, cash flow, financial position andgpects.

The Company’s products, including products in devalpment, can not be marketed unless the
Company obtains and maintains regulatory approval.

The Company’s activities, including research, précdl testing, clinical trials and manufacturingda
marketing its products, are subject to extensigelegion by numerous federal, state and local guvental
authorities in the United States, including the FBAd by foreign regulatory authorities, includthg European
Commission. In the United States, the FDA is otipatar importance to the Company, as it admingtequirement
covering the testing, approval, safety, effectissnenanufacturing, labeling and marketing of pipson
pharmaceuticals. In many cases, the FDA requiresrteate increased the amount of time and money s&ge®
develop new products and bring them to marketénUhited States. Regulation outside the UnitedeStalso is
primarily focused on drug safety and effectivereasd, in many cases, cost reduction. The FDA argidor
regulatory authorities have substantial discretmrequire additional testing, to delay or withhotgistration and
marketing approval and to mandate product withdlawa

Even if the Company is successful in developing pesducts, it will not be able to market any ofgho
products unless and until it has obtained all negliregulatory approvals in each jurisdiction whiegroposes to
market the new products. Once obtained, the Comparst maintain approval as long as it plans to eiztk new
products in each jurisdiction where approval isuiegfl. The Company’s failure to obtain approvainfficant delays
in the approval process, or its failure to mainggaproval in any jurisdiction will prevent it froselling the new
products in that jurisdiction until approval is alsted, if ever. The Company would not be able &ize revenues for
those new products in any jurisdiction where itgloet have approval.

The Company is dependent on its patent rights, anid its patent rights are invalidated or
circumvented, its business would be adversely afftad.

Patent protection is considered, in the aggregatee of material importance in the Companyiarketing ¢
human health products in the United States andoist major foreign markets. Patents covering pratiet it has
introduced normally provide market exclusivity, whiis important for the successful marketing and eéits
products. The Company seeks patents covering datshproducts in each of the markets where itridteto sell the
products and where meaningful patent protecti@véslable.

Even if the Company succeeds in obtaining patemtsring its products, third parties or government
authorities may challenge or seek to invalidatei@mumvent its patents and patent applicationis. ilnportant for the
Company’s business to defend successfully the patghts that provide market exclusivity for itsogiucts. The
Company is often involved in patent disputes refato challenges to its patents or infringementsindlar claims
against the Company. The Company aggressively dsfésmimportant patents both within and outsideWnited
States, including by filing claims of infringemeagainst other parties. See Item 3. “Legal Procemdin Patent
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Litigation” below. In particular, manufacturers of generic phaceutical products from time to time file Abbreeid
New Drug Applications“ANDA") with the FDA seeking to market generic fosnof the Company products prior t
the expiration of relevant patents owned by the gamy. The Company normally responds by vigorousfgiiding
its patent, including by filing lawsuits allegingtent infringement. Patent litigation and otherligmges to the
Company’s patents are costly and unpredictablenzaydeprive the Company of market exclusivity faragaented
product or, in some cases, third party patents pnayent the Company from marketing and sellingaapct in a
particular geographic area.

If one or more important products lose patent mtade in profitable markets, sales of those prodace
likely to decline significantly as a result of geiceversions of those products becoming availabltee Company’s
results of operations may be adversely affectethbyost sales unless and until the Company haesstully
launched commercially successful replacement pitsduc

The Company faces intense competition from lower-&b generic products.

In general, the Company faces increasing competitimm lower-cost generic products. The patenttsagh
that protect its products are of varying strengthd durations. In addition, in some countries, ipigbeotection is
significantly weaker than in the United Stateshar EU. In the United States, political pressureettuce spending on
prescription drugs has led to legislation whichamages the use of generic products. AlthoughtiiésCompany’s
policy to actively protect its patent rights, genahallenges to the Company’s products can atis@atime, and it
may not be able to prevent the emergence of geoenpetition for its products.

Loss of patent protection for a product typica#iyfallowed promptly by generic substitutes, redgdime
Company’s sales of that product. Availability ofhgeic substitutes for the Company’s drugs may ablgraffect its
results of operations and cash flow. In additiooppsals emerge from time to time in the Unitede&tand other
countries for legislation to further encourage ¢aely and rapid approval of generic drugs. Any suaposal that is
enacted into law could worsen this substantial tieg&ffect on the Company’s sales and, potenti@tyresults of
operations and cash flow.

The Company faces intense competition from new pradtts.

The Company'’s products face intense competitiomfcompetitors’ products. This competition may
increase as new products enter the market. Inau@vent, the competitors’ products may be safenare effective
or more effectively marketed and sold than the Camyfs products. Alternatively, in the case of gémeompetition,
they may be equally safe and effective productsivhre sold at a substantially lower price thanGbenpany’s
products. As a result, if the Company fails to nteimits competitive position, this could have atenial adverse
effect on its business and results of operations.

The Company faces pricing pressure with respect tibs products.

The Companys products are subject to increasing price pressameg other restrictions worldwide, includ
in the United States. These include (i) practidemanaged care groups and institutional and govemah purchase
and (ii) U.S. federal laws and regulations reldtefedicare and Medicaid, including the Medicaredeription Drug
Improvement and Modernization Act of 2003 (the “20%ct”).

The 2003 Act included a prescription drug benefitindividuals which first went into effect on Jamy 1,
2006. The increased purchasing power of entitiasrthgotiate on behalf of Medicare beneficiariagadoesult in
further pricing pressures. The Company expectsngripressures to increase in the future.

Changes in laws and regulations could adversely &ift the Company’s business.

All aspects of the Company’s business, includirggaech and development, manufacturing, marketing,
pricing, sales, litigation and intellectual properights, are subject to extensive legislation eegllation. Changes in
applicable federal and state laws and agency régntacould have a material adverse effect on thagany’s
business.
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Cautionary Factors that May Affect Future Results
(Cautionary Statements Under the Private Secultiiiggation Reform Act of 1995)

This report and other written reports and oralkstegnts made from time to time by the Company may
contain so-called “forward-looking statements,”afliwhich are based on management’s current exji@esaand are
subject to risks and uncertainties which may caeselts to differ materially from those set fonththe statements.
One can identify these forward-looking statementshieir use of words such as “expects,” “plans,Tliiv
“estimates,” “forecasts,” “projects” and other weraf similar meaning. One can also identify thenth®yfact that
they do not relate strictly to historical or curréacts. These statements are likely to addres€timepany’s growth
strategy, financial results, product developmerdgdpct approvals, product potential, and develogrpesgrams. On
must carefully consider any such statement andldhmderstand that many factors could cause actgalts to
differ materially from the Company’s forward-lookjrstatements. These factors include inaccuratergdgans and a
broad variety of other risks and uncertaintiesluding some that are known and some that are reofoNvard-
looking statement can be guaranteed and actuakfudsults may vary materially. The Company dogsassume the
obligation to update any forward-looking statemdiite Company cautions you not to place undue rediam these
forward-looking statements. Although it is not pbksto predict or identify all such factors, they include the
following:

» Significant litigation related tVioxx.
» Competition from generic products as the Com|'s products lose patent protecti
* Increasec“branc” competition in therapeutic areas important to teenany' s lon¢-term business performanc

» The difficulties and uncertainties inherent in newwduct development. The outcome of the lengthycmdplex
process of new product development is inherentbettain. A candidate can fail at any stage of tleegss and
one or more late-stage product candidates coultbfagceive regulatory approval. New product cdatiés may
appear promising in development but fail to redehrharket because of efficacy or safety concehesinability
to obtain necessary regulatory approvals, theddifify or excessive cost to manufacture and/orrfrengement of
patents or intellectual property rights of othénstthermore, the sales of new products may proveto
disappointing and fail to reach anticipated lev

» Pricing pressures, both in the United States andaab including rules and practices of managed gareps,
judicial decisions and governmental laws and regria related to Medicare, Medicaid and health caferm,
pharmaceutical reimbursement and pricing in gen

» Changes in government laws and regulations andrfarcement thereof affecting the Comp’s business

» Efficacy or safety concerns with respect to martgteducts, whether or not scientifically justifiéeading tc
product recalls, withdrawals or declining sa

» Legal factors, including product liability claimentitrust litigation and governmental investigaipimcluding tax
disputes, environmental concerns and patent dispuite branded and generic competitors, any of wiiuld
preclude commercialization of products or negagivdfect 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 Ehe
legislative and regulatory landscape for privacg data protection continues to evolve, and thescblean an
increasing amount of focus on privacy and datagotain issues with the potential to affect direckg
Compan'’s business

» Changes in tax laws including changes relatedddakation of foreign earning

» Changes in accounting pronouncements promulgatetiamglar-setting or regulatory bodies, including 1
Financial Accounting Standards Board and the SE&,dre adverse to the Compa
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» Economic factors over which the Company has norognihcluding changes in inflation, interest rase=l foreig!
currency exchange rate

This list should not be considered an exhaustiastent of all potential risks and uncertaintiese SRisk
Factors” on page 16.

Iltem 1B. Unresolved Staff Comments

None

Item 2. Properties.

The Company’s corporate headquarters is locat®dhitehouse Station, New Jersey. The Company’s
U.S. pharmaceutical business is conducted throigsiehal headquarters located in Upper Gwynedd\Medt
Point, Pennsylvania. The Company’s vaccines busiisesonducted through divisional headquarterstéatan West
Point. Principal research facilities for human teakoducts are located in Rahway, New Jersey aest\Roint. The
Company also has production facilities for humaaltheproducts at nine locations in the United Statied Puerto
Rico. Branch warehouses provide services througtih@utountry. Outside the United States, throudisisliaries, the
Company owns or has an interest in manufacturiagtplor other properties in Australia, Canada, dapmgapore,
South Africa, and other countries in Western Eur@pentral and South America, and Asia.

Capital expenditures for 2006 were $980.2 milliompared with $1.4 billion for 2005. In the Unitethfes
these amounted to $714.7 million for 2006 and $B&&llion for 2005. Abroad, such expenditures antedrto
$265.5 million for 2006 and $464.0 million for 2005

The Company and its subsidiaries own their prirldigeilities and manufacturing plants under titbesich
they consider to be satisfactory. The Company cemsithat its properties are in good operating itimmdand that its
machinery and equipment have been well maintaiRkxohts for the manufacture of products are suitbdléheir
intended purposes and have capacities and projeafgttities adequate for current and projectedsiegdxisting
Company products. Some capacity of the plantsirgbmonverted, with any needed modification, torguirements
of newly introduced and future products.

Iltem 3. Legal Proceedings

The Company is involved in various claims and lggakeedings of a nature considered normal to its
business, including product liability, intellectymbperty, and commercial litigation, as well agliidnal matters
such as antitrust actions.

Vioxx Litigation

Product Liability Lawsuit:

As previously disclosed, individual and putativasd actions have been filed against the Compastaia
and federal courts alleging personal injury aneétrnomic loss with respect to the purchase or tis#oax. All such
actions filed in federal court are coordinated mualtidistrict litigation in the U.S. District Coufor the Eastern
District of Louisiana (the “MDL") before Districtutige Eldon E. Fallon. A number of such actiongifile state court
are coordinated in separate coordinated proceedirgiate courts in New Jersey, California and Besad the
counties of Philadelphia, Pennsylvania and Clarkr®p Nevada. As of December 31, 2006, the Compaaybeen
served or was aware that it had been named a®ndiaft in approximately 27,400 lawsuits, which uel
approximately 46,100 plaintiff groups, alleging g@mal injuries resulting from the use\ibxx, and in
approximately 264 putative class actions allegiespnal injuries and/or economic loss. (All of #wions discussed
in this paragraph are collectively referred totes‘tVioxxProduct Liability Lawsuits”.) Of these lawsuits,
approximately 8,300 lawsuits representing approsetge23,700 plaintiff groups are or are slated édrbthe federal
MDL and approximately 16,800 lawsuits representipgroximately 16,800 plaintiff groups are included
coordinated proceeding in New Jersey Superior Gmefdre Judge Carol E. Higbee.

In addition to thé/ioxxProduct Liability Lawsuits discussed above, thénataof over 4,025 plaintiffs had
been dismissed as of December 31, 2006. Of tHese have been over 1,225 plaintiffs whose clairmsew
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dismissed with prejudice (i.e., they cannot be ghtwagain) either by plaintiffs themselves or by dourts. Ove
2,800 additional plaintiffs have had their claimsndissed without prejudice (i.e., they can be bhawagain).

In the MDL, Judge Fallon in July 2005 indicatedttha would schedule for trial a series of casesduhe
period November 2005 through 2006, in the followiragegories: (i) heart attack with short term (sgheart attack
with long term use; (iii) stroke; and (iv) cardi®ealar injury involving a prescription written aft@pril 2002 when
the labeling folVioxxwas revised to include the results of the VIGORItThese trials began in November 2005 and
concluded in December 2006. The next scheduleldrirthe MDL is a re-trial in Barnett v. Merck ohé issue of
damages as discussed below.

SeveraNVioxxProduct Liability Lawsuits are currently schedufedtrial in 2007. The Company has
provided a list of such trials at its website atwwmerck.comwhich it will periodically update as appropriateénerl
Company has included its website address only @saative textual reference and does not intenal lite an active
link to its website nor does it incorporate by refece the information contained therein.

Merck has entered into a tolling agreement (thdlifig Agreement”) with the MDL Plaintiffs’ Steering
Committee that establishes a procedure to haltuheing of the statute of limitations (tolling) tscertain categories
of claims allegedly arising from the use\ibxxby non-New Jersey citizens. The Tolling Agreemeglias to
individuals who have not filed lawsuits and mayraay not eventually file lawsuits and only to that&mants who
seek to toll claims alleging injuries resultingrfr@a thrombotic cardiovascular event that resulis inyocardial
infarction or ischemic stroke. The Tolling Agreerhprovides counsel additional time to evaluate ptigé claims.
The Tolling Agreement requires any tolled claim$é&filed in federal court. As of December 31, 2006
approximately 14,180 claimants had entered intdiffigplAgreements.

Merck voluntarily withdrewioxxfrom the market on September 30, 2004. Many steses a two-year
statute of limitations for product liability claimeequiring that claims must be filed within twoaye after the
plaintiffs learned or could have learned of theitgmtial cause of action. As a result, some may Beptember 30,
2006 as a deadline for filingioxxcases. It is important to note, however, that #ivedlegarding statutes of limitations
can be complex, varies from state to state, cdadiespecific, and in some cases, might be affelyethe existence
of pending class actions. For example, some states three year statutes of limitations and, inesgmtances, the
statute of limitations is even longer. Merck expgedtiat there will be legal arguments concerningptfoper
application of these statutes, and the decisioidwiup to the judges presiding in individual cagestate and fede|
proceedings.

The Company has previously disclosed the outcorhsev@raVioxxProduct Liability Lawsuits that were
tried prior to September 30, 2006 (see chart below)

In August 2006, in Barnett v. Merck, a case befludge Fallon in the MDL, a jury in New Orleans,
Louisiana returned a plaintiff verdict in the seddaderalVioxxcase to go to trial. The jury awarded $50 millian i
compensatory damages and $1 million in punitive aigas. On August 30, 2006, Judge Fallon overtursed a
excessive the damages portion of the verdict addred a new trial on damages. Judge Fallon has-¢eal for
October 29, 2007 on the issue of damages. Merckiledsmotions for a new trial on all issues and Jadgment as a
Matter of Law, both of which are currently pendimefore the Court. Plaintiff has opposed Merck’simoand has
asked the Judge to reduce the amount of the awtrdrrthan re-try the case.

Juries found in favor of Merck on all counts in foarth and fifth cases to go to trial in the MDILhe jury
returned its verdict for Merck in Mason v. Merck November 8, 2006 and in Dedrick v. Merck on Deceni3,
2006.

On November 22, 2006, Judge Fallon denied a mditexhin the MDL to certify a nationwide class df a
persons who allegedly suffered personal injury essalt of takingvioxx.

On December 15, 2006, the jury in Albright v. Merakcase tried in state court in Birmingham, Alabam
returned a verdict for Merck on all counts.

The Company previously disclosed that in April 206Garza v. Merck, a jury in Rio Grande City, asx
returned a verdict in favor of the plaintiff. In@ember 2006, the Texas state court granted thep@oy's request to
investigate possible jury bias because a juror idchthat he had, prior to the trial, on severalasions
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borrowed money from the plaintiff. On December 2006, the court entered judgment for plaintifftie tamount o
$7.75 million, plus interest, reduced from the orig award of $32 million because of the Texasestaip on punitive
damages. The Company is seeking a new trial andpgleal the verdict if the court does not granew trial.

On October 31, 2006, in California Superior Coart.os Angeles, a consolidated trial began in treesa
Appell v. Merck and Arrigale v. Merck. On Janua, 2007, Judge Victoria Chaney declared a misasab both
plaintiffs after the jury reported that it was dksmtked.

On October 5, 2006, in the coordinated proceediridéw Jersey Superior Court, Judge Higbee dismissed
claims of the United Kingdom plaintiffs. These pl#ifs have appealed.

The first case scheduled for trial in the Texasdated proceeding, Rigby v. Merck, was schedtged
begin trial on November 7, 2006. The Rigby case wadisntarily dismissed on October 23, 2006 whenptiaéntiff
filed a notice of non-suit with the Court.

A consolidated trial, Hermans v. Merck and Humestollerck, began on January 17, 2007, in the
coordinated proceeding in New Jersey Superior Cuefdre Judge Higbee. Humeston v. Merck was fiistltin
2005, but Judge Higbee set aside the November jp@p¥verdict in favor of Merck and ordered a nevalton the
grounds of newly discovered evidence. The Hermaums#ston trial is separated into two phases: a gepbase
regarding Merck’s conduct and a plaintiff-specffttase. There will be jury questions and a deli@nafter phase |
regarding Merck’s conduct. If the jury answers afithe questions in the affirmative, the case wmitive to phase Il.
In phase Il each plaintiff will present his or tsprecific case. At the end of phase I, the juryt déliberate and will
answer questions with respect to each of the taimtiffs. The jury will answer separate verdict stsebut in the
course of only one deliberation. If the case mdwes punitive phase, there will be a single prestéon for each side
and one jury deliberation for both plaintiffs.

The first case scheduled for trial in the Philati&gpcoordinated proceeding, McCool v. Merck, was
scheduled to begin trial on February 26, 2007. gla@tiff voluntarily dismissed with prejudice hease on
January 16, 2007.

On September 28, 2006, the New Jersey SuperiortGppellate Division, heard argument on plaintiffs
appeal of Judge Higbee’s dismissal of the SinelaMerck case. This putative class action was pailly filed in
December 2004 and sought the creation of a mentioaitoring fund. Judge Higbee had granted the Cayipa
motion to dismiss in May 2005. On January 16, 200& Appellate Division reversed the decision aadanded the
case back to Judge Higbee for further factual ipgqdihe Company has petitioned the New Jersey Supr@ourt for
review of the Appellate Division’s decision.

To date in the/ioxxProduct Liability Lawsuits, of the 29 plaintiffs whe claims have been scheduled for
trial, the claims of seven were dismissed, thentdadf seven were withdrawn from the trial calertaplaintiffs, and
juries have decided in Mer's favor nine times and in plaintiffs’ favor foumes. In addition, in the recent California
trial involving two plaintiffs, the jury could notach a verdict for either plaintiff and a mistrieds declared. A New
Jersey state judge set aside one of the nine Mendicts. With respect to the four plaintiffs’ véets, Merck already
has filed an appeal or sought judicial review inteaf those cases, and in one of those four, adéflelge
overturned the damage award shortly after triahddition, a consolidated trial with two plaintiiscurrently
ongoing in the coordinated proceeding in New Je&sgyerior Court before Judge Higbee and another tri
Schwaller v. Merck, has commenced in state coudadison County, lllinois.
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The following chart sets forth the results of alBUVioxxProduct Liability trials to date.

S

State or
Federal
Verdict Date Plaintiff Court Result Comments
Aug. 19, 2005 Ernst Texas Verdict for Plaintiff Jury awarded plaintiff $253.4 million; the
Court reduced amount to approximately
$26.1 million plus interest. The judgment
now on appea
Nov. 3, 2005 Humeston N.J. Verdict for Merck; then | Judge has ordered a new trial, which is
judge overturned th currently ongoing.
verdict
Feb. 17, 2006 Plunkett Federal Mistrial after jury Merck prevailed in February 2006 retrial.
deadlocked in first trial; | Plaintiff has moved for a new trial.
verdict for Merck in
retrial
April 5, 2006 McDarby N.J. Verdict for Plaintiff Plaintiff was awarded $13.5 million in
damages. Merck’s motion for a new trial jis
pending, as is plaintiff’'s motion for
attornev's fees
April 5, 2006 Cona N.J. Verdict for Merck on However, the jury awarded plaintiff the
failure to warn claim nominal sum of $135 for his Consumer
Fraud Act claim. Merck’s motion for a new
trial on the Consumer Fraud Act claim is
pending, as is plaintiff’'s motion for
attornev's fees
April 21, 2006 Garza Texas Verdict for Plaintiff Judge reduced $32 million jury award to
$7.75 million plus interest. Merck has
moved for a new tria
July 13, 200¢ Doherty N.J. Verdict for Merck Plaintiff has moved for a new trie
Aug. 2, 200€ Grossber¢ California | Verdict for Merck Plaintiff has moved for a new trie
Aug. 17, 2006 Barnett Federal Verdict for Plaintiff Plaintiff awarded $51 million in damages
The judge ruled the award was “grossly
excessive,” and has scheduled a new trial
on damages in October 2007. Merck’s
motion for a new trial on the remaining
issues is pendin
Sept. 26, 200 Smith Federal Verdict for Merck
Nov. 15, 200¢ Mason Federal Verdict for Merck
Dec. 13, 200t Dedrick Federal Verdict for Merck Plaintiff has moved for a new tric
Dec. 15, 200t Albright Alabama | Verdict for Merck Plaintiff has moved for a new trie
Jan. 18, 2007 Arrigale/Appel | California | Mistrial declared after

the jury deadlocke
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Other Lawsuits

As previously disclosed, on July 29, 2005, a Nemeestate trial court certified a nationwide clagthird-
party payors (such as unions and health insuralaces)that paid in whole or in part for th@xxused by their plan
members or insureds. The named plaintiff in thaecseeks recovery of certafioxx purchase costs (plus penalties)
based on allegations that the purported class menplaéd more foWioxxthan they would have had they known of
the product’s alleged risks. Merck believes thatdtass was improperly certified. The trial courtiing is
procedural only; it does not address the merigaihtiffs’ allegations, which the Company intertdsdefend
vigorously. On March 31, 2006, the New Jersey Sop&ourt, Appellate Division, affirmed the clasartification
order. On July 19, 2006, the New Jersey Supremet@euided to exercise its discretion to hear tben@any’s
appeal of the Appellate Division’s decision. On Agg24, 2006, the Appellate Division ordered a sifathe
proceedings in Superior Court pending a rulinghey $upreme Court. Oral argument before the Nevey&apreme
Court is scheduled to take place in March 2007.

As previously reported, the Company has also beemed as a defendant in separate lawsuits brougiue
Attorneys General of Alaska, Louisiana, Mississjyontana, Texas and Utah. These actions allegehtba
Company misrepresented the safetymfixxand seek (i) recovery of the cost\dbxxpurchased or reimbursed by
state and its agencies; (ii) reimbursement ofuatis paid by the state and its agencies for medaraices for the
treatment of persons injured bjoxx; (iii) damages under various common law theorsl/or (iv) remedies under
various state statutory theories, including statesamer fraud and/or fair business practices oridéédi fraud
statutes, including civil penalties.

Shareholder Lawsuits

As previously disclosed, in addition to tii@xxProduct Liability Lawsuits, the Company and various
current and former officers and directors are déé@is in various putative class actions and indiaidawsuits under
the federal securities laws and state securitigs (the “VioxxSecurities Lawsuits”). All of th¥ioxx Securities
Lawsuits pending in federal court have been transfieby the Judicial Panel on Multidistrict Litigat (the “JPML”)
to the United States District Court for the Distiaé New Jersey before District Judge Stanley Resldr for inclusiol
in a nationwide MDL (the “Shareholder MDL"). Jud@&esler has consolidated t@xx Securities Lawsuits for all
purposes. Plaintiffs request certification of asslaf purchasers of Company stock between May 249 and
October 29, 2004. The complaint alleges that tHergiants made false and misleading statementsdiegafioxxin
violation of Sections 10(b) and 20(a) of the SdmsiExchange Act of 1934, and seeks unspecifiethemsatory
damages and the costs of suit, including attorniees. The complaint also asserts a claim undeid®e20A of the
Securities and Exchange Act against certain defesdalating to their sales of Merck stock. In diddi, the
complaint includes allegations under Sections 2larid 15 of the Securities Act of 1933 that certiifendants ma
incomplete and misleading statements in a registratatement and certain prospectuses filed imection with the
Merck Stock Investment Plan, a dividend reinvestnpéem. Defendants have filed a motion to dismiiesd¢omplaint.
Oral argument on the motion to dismiss is schedideedke place in March 2007.

As previously disclosed, on August 15, 2005, a dampwas filed in Oregon state court by the Stite
Oregon through the Oregon state treasurer on behtie Oregon Public Employee Retirement Fundresjahe
Company and certain current and former officersdinettors. The complaint, which was brought ur@dergon
securities law, alleges that plaintiff has suffedaginages in connection with its purchases of Mearkmon stock at
artificially inflated prices due to the Companylieged violations of law related to disclosuresabdioxx. The
current and former officers and directors have redténto a tolling agreement and, on June 30, 2@@6e dismissed
without prejudice from the case. On July 19, 2a06,Court denied the Company’s motion to dismigsscibmplaint,
but required plaintiff to amend the complaint. Btdf filed an amended complaint on September D& Merck
filed a motion to require plaintiffs to make thengolaint more definite and certain, which was derigdhe Court.
Merck filed an answer to the complaint in Janudd922

As previously disclosed, various shareholder désiezsactions filed in federal court were transferte the
Shareholder MDL and consolidated for all purposedurige Chesler (theVioxxDerivative Lawsuits”). The
consolidated complaint arose out of substantifiéydame factual allegations that are made iVibex Securities
Lawsuits. TheVioxx Derivative Lawsuits, which were purportedly brougihessert rights of the Company, assert
claims against certain members of the Board patpaesent and certain executive officers for brezdiduciary
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duty, waste of corporate assets, unjust enrichnadntse of control and gross mismanagement. On M2905,
Judge Chesler granted defendants’ motion to disaridsdenied plaintiffstequest for leave to amend their comple
Plaintiffs’ appeal of the District Court’s decisioefusing them leave to amend the complaint isezuly pending
before the United States Court of Appeals for thed Circuit.

As previously disclosed, on October 29, 2004, tmdiviidual shareholders made a demand on the Bdard o
Directors of the Company to take legal action agfaitr. Raymond Gilmartin, former Chairman, Presidamd Chief
Executive Officer and other individuals for allefyedausing damage to the Company with respectaatiegedly
improper marketing o¥ioxx.In July 2006, the Board received another sharehddteer demanding that the Board
take legal action against the Board and manageaiévierck for allegedly causing damage to the Corgpatating
to the Company’s allegedly improper marketing/aixx.In December 2006, each of these demands was r¢jegte
the Board of Directors.

As previously announced, the Board of Directorscapied a Special Committee to review the Company’s
actions prior to its voluntary withdrawal ®foxx, to act for the Board in responding to shareholitigation matters
related to the withdrawal afioxx, and to advise the Board with respect to any adtiat should be taken as a result
of the review. In December 2004, the Special Contemitetained the Honorable John S. Martin, Jr.elfdvoise &
Plimpton LLP to conduct an independent investigatibsenior management’s conduct with respecteo th
cardiovascular safety profile dioxxduring the period/ioxxwas developed and marketed. The review was
completed in the third quarter of 2006 and theeiort (including appendices) was made publicdpt&mber 2006.
The Company has provided a copy of the full repart appendices at its website at
www.merck.com/newsroom/vioxx/martin_report.htniThe Company has included its website addressambn
inactive textual reference and does not intend litet an active link to its website nor does it ipooate by reference
the information contained therein.

In addition, as previously disclosed, various pueatlass actions filed in federal court under Emeployee
Retirement Income Security Act (“ERISA8gainst the Company and certain current and fooffieers and directol
(the “Vioxx ERISA Lawsuits” and, together with th@oxx Securities Lawsuits and th&oxx Derivative Lawsuits, th
“ Vioxx Shareholder Lawsuits”) have been transferred t&thereholder MDL and consolidated for all purpo3ée
consolidated complaint asserts claims on behatedhin of the Company’s current and former empdsy@ho are
participants in certain of the Company’s retiremgans for breach of fiduciary duty. The lawsuitaka similar
allegations to the allegations contained in\exx Securities Lawsuits. On October 7, 2005, defendatged to
dismiss the ERISA complaint. On July 11, 2006, &u@hesler granted in part and denied in part defieisd motion
to dismiss.

International Lawsuit:

As previously disclosed, in addition to the lawsultscussed above, the Company has been named as a
defendant in litigation relating tgioxxin various countries (collectively, theVioxxForeign Lawsuits”jn Europe, a
well as Canada, Brazil, Argentina, Australia, Tyrkand Israel.

Additional Lawsuits

Based on media reports and other sources, the Gongpaicipates that additiongioxxProduct Liability
Lawsuits,Vioxx Shareholder Lawsuits anoxx Foreign Lawsuits (collectively, theVioxxLawsuits”) will be filed
against it and/or certain of its current and foriicers and directors in the future.

Insurance

As previously disclosed, the Company has prodadillty insurance for claims brought in th@xxProduc
Liability Lawsuits with stated upper limits of agximately $630 million after deductibles and cotiremce. This
insurance provides coverage for legal defense emstpotential damage amounts that have been bbavihcurred
in connection with th&/ioxxProduct Liability Lawsuits. The Company believeattthis insurance coverage extends
to additionalVioxx Product Liability Lawsuits that may be filed in theéure. The Company has Directors and Offi
insurance coverage applicable to Yiexx Securities Lawsuits andioxxDerivative Lawsuits with stated upper limits
of approximately $190 million. The Company has &iduy and other insurance for th@xxERISA Lawsuits with
stated upper limits of approximately $275 milligxdditional insurance coverage for these claims eday be
available under upper-level excess policies thatide coverage for a variety
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of risks. There are disputes with certain insuedrsut the availability of some or all of this inance coverage ar
there are likely to be additional disputes. The @any’s insurance coverage with respect toflxx Lawsuits will
not be adequate to cover its defense costs anbthssgs.

As previously disclosed, the Company’s upper lexeless insurers (which provide excess insurance
potentially applicable to all of théioxxLawsuits) have commenced an arbitration seekingngnother things, to
cancel those policies, to void all of their obligats under those policies and to raise other caeeissues with
respect to th&ioxxLawsuits. Merck intends to contest vigorously theuirers’ claims and will attempt to enforce its
rights under applicable insurance policies. The ammactually recovered under the policies disaigs¢his section
may be less than the amounts specified in the gihegearagraph.

Investigations

As previously disclosed, in November 2004, the Canypwas advised by the staff of the SEC that it was
commencing an informal inquiry concernikigpxx.On January 28, 2005, the Company announced trextetved
notice that the SEC issued a formal notice of itigation. Also, the Company has received subpoé&woas the
U.S. Department of Justice (the “D0OJ”) requestimfgimation related to the Company’s research, menggend
selling activities with respect tdioxxin a federal health care investigation under crahstatutes. In addition, as
previously disclosed, investigations are being cateld by local authorities in certain cities in &uwe in order to
determine whether any criminal charges should badit concerninyioxx. The Company is cooperating with th
governmental entities in their respective invesiayes (the “VioxxInvestigations”). The Company cannot predict the
outcome of these inquiries; however, they couldltés potential civil and/or criminal dispositions

As previously disclosed, the Company has receivednaber of Civil Investigative Demands (“CID") from
a group of Attorneys General from 31 states andik#ict of Columbia who are investigating whetliee Company
violated state consumer protection laws when marg&fioxx. The Company is cooperating with the Attorneys
General in responding to the CIDs.

In addition, the Company received a subpoena ineBdper 2006 from the State of California Attorney
General seeking documents and information relatede placement ofioxxon California’s Medi-Cal formulary.
The Company is cooperating with the Attorney Geniereesponding to the subpoena.

Reserve:

The Company currently anticipates that a numbéfiotxProduct Liability Lawsuits will be tried
throughout 2007. A trial in the Oregon securitiaseis scheduled for 2007, but the Company camedigt whether
this trial will proceed on schedule or the timirfgaay of the otheWioxx Shareholder Lawsuit trials. The Company
believes that it has meritorious defenses toioex Lawsuits and will vigorously defend against themview of the
inherent difficulty of predicting the outcome diidiation, particularly where there are many claitsaand the
claimants seek indeterminate damages, the Compamable to predict the outcome of these mattadsaathis tim
cannot reasonably estimate the possible loss gerafloss with respect to théoxx Lawsuits. The Company has 1
established any reserves for any potential ligbifating to thé/ioxxLawsuits or the/ioxxInvestigations, including
for those cases in which verdicts or judgments Hmen entered against the Company, and are nowsirverdict
proceedings or on appeal. In each of those casgSdmpany believes it has strong points to raiseppeal and
therefore that unfavorable outcomes in such cagesa probable. Unfavorable outcomes in\@xxLitigation (as
defined below) could have a material adverse efiadhe Company’s financial position, liquidity aresults of
operations.

Legal defense costs expected to be incurred inesdiom with a loss contingency are accrued whebatsta
and reasonably estimable. As of December 31, 20@5Company had a reserve of $685 million solehjtofuture
legal defense costs related to YHexxLitigation.

During 2006, the Company spent $500 million in dggregate, including $175 million in the fourth dea,
in legal defense costs worldwide related to (i) Wiexx Product Liability Lawsuits, (ii) th&ioxxShareholder
Lawsuits, (iii) theVioxxForeign Lawsuits, and (iv) théioxxInvestigations (collectively, theVioxxLitigation”). In
the third quarter and fourth quarter of 2006, tleen@any recorded charges of $598 million and $7%anil
respectively, to increase the reserve solely fofuture legal defense costs related toMioxx
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Litigation to $858 million at December 31, 2006.iereasing the reserve, the Company consideresitime factor
that it considered when it previously establisheskrves for th¥ioxxLitigation. Management now believes it has a
better estimate of the Company’s expenses andeemonably estimate such costs through 2008. Sothe of
significant factors considered in the establishnzemt ongoing review of the reserve for Wiexxlegal defense costs
were as follows: the actual costs incurred by tbenffany; the development of the Company’s legalrdefestrategy
and structure in light of the scope of ¥i@xxLitigation; the number of cases being brought agfetime Company; tr
costs and outcomes of completed trials and the owstnt information regarding anticipated timipgogression,
and related costs of pre-trial activities and #rial theVioxx Product Liability Lawsuits. Events such as schediule
trials, that are expected to occur throughout 284 into 2008, and the inherent inability to préthe ultimate
outcomes of such trials, limit the Company’s apitit reasonably estimate its legal costs beyoneitiaeof 2008.
While the Company does not anticipate that it méed to increase the reserve every quarter, ittaiitinue to
monitor its legal defense costs and review the aaeg of the associated reserves and may determinerease its
reserves for legal defense costs at any time ifuttoee if, based upon the factors set forth, lidwes it would be
appropriate to do so.

Other Product Liability Litigation

As previously disclosed, the Company is a defenataptoduct liability lawsuits in the United States
involving Fosamax(the “ FosamaxLitigation”). As of December 31, 2006, 104 cased haen filed against Merck in
either federal or state court, including 4 caseikwheek class action certification, as well as ages and medical
monitoring. In these actions, plaintiffs allege,arg other things, that they have suffered osteasécof the jaw,
generally subsequent to invasive dental procediuels as tooth extraction or dental implants, andétayed healing
in association with the use Bbsamax On August 16, 2006, the JPML ordered thatRbsamaxproduct liability
cases pending in federal courts nationwide shoelttdnsferred and consolidated into one multidistiigation (the
“ FosamaxMDL") for coordinated pre-trial proceedings. TResamaxMDL has been transferred to Judge John
Keenan in the United States District Court for 8waithern District of New York. As a result of tHeML order, over
80 cases are before Judge Keenan. Judge Keen@ssiied a Case Management Order setting forth alatzhe
governing the proceedings which focuses primarilgruresolving the class action certification mogiagm 2007. The
Company intends to defend against these lawsuits.

As of December 31, 2006, the Company establishrederve of approximately $48 million solely for its
future legal defense costs for thesamax.itigation. Some of the significant factors consefin the establishment
of the reserve for thEosamax_itigation legal defense costs were as follows:dbtial costs incurred by the
Company thus far; the development of the Compalegal defense strategy and structure in light efdfeation of
theFosamaxMDL; the number of cases being brought againsCbmpany; and the anticipated timing, progression,
and related costs of pre-trial activities in #esamax_ itigation. The Company will continue to monitos legal
defense costs and review the adequacy of the assdaeserves. Due to the uncertain nature oétitg, the
Company is unable to estimate its costs beyonenideof 2008. Unfavorable outcomes in Besamax.itigation
could have a material adverse effect on the Conipdimancial position, liquidity and results of ajpéons.

Commercial Litigation

Beginning in 1993, the Company was named in a numbantitrust suits, certain of which were cedifias
class actions, instituted by most of the natioetsit pharmacies and consumers in several stabesCompany
settled the federal class action, which represethtedingle largest group of claims and has sestldxstantially all of
the remaining cases on satisfactory terms. Therégmaining cases have been inactive for severakydae
Company has not engaged in any conspiracy and mgsin of wrongdoing was made or included in agtylemen
agreements.

As previously disclosed, the Company was joinedrigoing litigation alleging manipulation by
pharmaceutical manufacturers of Average Wholesate® (“AWP”), which are sometimes used in caldolad that
determine public and private sector reimburserm@rdls. In 2002, the JPML ordered the transfer amdalidation o
all pending federal AWP cases to federal court@stBn, Massachusetts. Plaintiffs filed one consddid class action
complaint, which aggregated the claims previoudfin various federal district court
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actions and also expanded the number of manufasttoénclude some which, like the Company, hadbsan
defendants in any prior pending case. In May 2883 court granted the Company’s motion to disnfiges t
consolidated class action and dismissed the Comfpanythe class action case. Subsequent to the Goy'gp
dismissal, the plaintiffs filed an amended consaifid class action complaint, which did not nameGbmpany as a
defendant. The Company and many other pharmackmtaraufacturers are defendants in similar compdapeinding
in federal and state court brought individuallydbgpumber of counties in the State of New York. Tmenpany and
the other defendants are awaiting the final rubngheir motion to dismiss in the Suffolk Countyseawhich was the
first of the New York county cases to be filed alidition, as of December 31, 2006, the Companyangefendant in
state cases brought by the Attorneys General ofucig, lllinois, Alabama, Wisconsin, Mississippiri2zona, Hawai
and Alaska, all of which are being defended.

As previously disclosed, the Company has been naseddefendant in antitrust cases in federal éourt
Minnesota and in state court in California, eadbgahg an unlawful conspiracy among different sts
pharmaceutical manufacturers to protect high pricgle United States by impeding importation itite United
States of lower-priced pharmaceuticals from Can@tia.court dismissed the federal claims in the Msuta case
with prejudice and the plaintiffs filed a Notice Appeal. The Federal Court of Appeals for the Big@ircuit
affirmed the dismissal of the federal claims. Ttatesclaims in that action were dismissed withaefuglice, but hav
not been refiled in any jurisdiction.

In the California antitrust action, the parties aged in discovery and the defendant manufactuiletsfbr
summary judgment. In December 2006, the court gcheimmary judgment in favor of Merck and the other
defendants and dismissed the case. The plaintffe Filed a Notice of Appeal in the California staippeals court.

As previously disclosed, a suit in federal courAlabama by two providers of health services todyee
patients alleges that 15 pharmaceutical companiecbarged the plaintiffs and a class of thoselangisituated, fo
pharmaceuticals purchased by the plaintiffs unidemprogram established by Section 340B of the Edialth
Service Act. The Company and the other defenddetsd motion to dismiss the complaint on numergusinds
which was recently denied by the court. After deafghe motion to dismiss, the case was dismissdantarily by
the parties.

As previously disclosed, in January 2003, the Datified the federal court in New Orleans, Louisidhat
it was not going to intervene at that time in agirg Federal False Claims Act case that was filedkeun seal in
December 1999 against the Company. The court issn@dder unsealing the complaint, which was filgch
physician in Louisiana, and ordered that the complze served. The complaint, which alleged that@lompany’s
discounting ofPepcidin certain Louisiana hospitals led to increasesoists to Medicaid, was dismissed. An amended
complaint was filed under seal and the case has ddministratively closed by the Court until thalss lifted. The
State of Louisiana has filed its own amended complancorporating the allegations contained in glealed amende
complaint. The allegations contained in the sealednded complaint are unknown.

In April 2005, the Company was named in a qui tamslit under the Nevada False Claims Act. The &L
which the Nevada Attorney General has intervenkehes that the Company inappropriately offered imatpricing
and other marketing and pricing inducements tcagetustomers and also failed to comply with itBgatiions under
the Medicaid Best Price scheme related to sucmgeraents. In May 2006, the Company’s motion to disrthis
action was denied by the district court. The Comypardefending against this lawsuit.

Governmental Proceedings

As previously disclosed, the Company has receiveab@oena from the DOJ in connection with its
investigation of the Comparg/marketing and selling activities, including noalipricing programs and samples.
Company has also reported that it has receivedaffom the Attorney General of Texas regarding@menpany’s
marketing and selling activities relating to TexAs.previously disclosed, the Company receivedlaro€ID from
the Attorney General of Texas asking for additianfdrmation regarding the Company’s marketing aalling
activities related to Texas, including with respiectertain of its nominal pricing programs and pas. In April
2004, the Company received a subpoena from theeodfi the Inspector General for the District of @obia in
connection with an investigation of the Companiyiteractions with physicians in the District afl@mbia, Marylanc
and Virginia. In November 2004, the Company recgiadetter request from the
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DQJ in connection with its investigation of the Qmany's pricing ofPepcid.In September 2005, the Compe
received a subpoena from the Illinois Attorney Gaherhe subpoena seeks information related tockegmng of
prescription drugs. There was no activity relatiod/ierck in the lllinois matter in 2006.

As previously disclosed, the Company has receivietter from the DOJ advising it of the existené@a qui
tam complaint alleging that the Company violatedaie rules related to its calculations of best@r@nd other
federal pricing benchmark calculations, certainvbfch may affect the Company’s Medicaid rebategation. The
DOJ has informed the Company that it does not thterintervene in this action and has closed itg$tigation. The
lawsuit continues, however.

The Company is cooperating with all of these inigagions. The Company cannot predict the outcome of
these investigations; however, it is possible thdavorable outcomes could have a material adweffset on the
Company'’s financial position, liquidity and resuttsoperations. In addition, from time to time, ettiederal, state or
foreign regulators or authorities may seek infororatbout practices in the pharmaceutical industrthe
Company'’s business practices in inquiries othem tha investigations discussed in this sectiois. ot feasible to
predict the outcome of any such inquiries.

As previously disclosed, on February 23, 2004 |thén Antitrust Authority (“ICA”) adopted a meas
commencing a formal investigation of Merck Sharp&me (Italia) S.p.A. (“MSD lItaly”) and the Compauogder
Article 14 of the Italian Competition Law and Aféc82 EC to ascertain whether the Company and M8l |
committed an abuse of a dominant position by refysd grant to ACS Dobfar S.p.A. (“Dobfargn Italian compan
a voluntary license under the Company’s Iltalian@ementary Protection Certificate (“SPC”), pursugntiomestic
legislation passed in 2002, to permit Dobfar to ofaoture imipenem and cilastatin (“1&C”"), the a@iingredients in
Tienam, in Italy for sale outside Italy in countries whegratent protection had expired or never existededring
before the ICA was held on May 2, 2005 and on Iuhe005, the ICA found, on a preliminary basist tihe
Company'’s refusal to grant the license was an abliaglominant position, and imposed interim measuequiring
the Company to grant a license to manufacture 18 @aly for stockpiling purposes only, until exgian of the SPC.
On November 16, 2005, the Italian Administrativeicaenied the Company’s appeal of the ICA’s ordéie
Company’s SPC expired in January 2006. Proceedtiefyse the ICA continued on the merits of the Aeti82
investigation and, in an effort to resolve the miatthe Company offered a commitment to the ICAspant to which
the Company would grant non-exclusive licenses uitslétalian SPC for finasteride with respectitwafSteride 5 mg
for the treatment of benign prostate hyperplasie deadline for the ICA to adopt its final decisasto whether the
Company’s commitment warrants the closure of thee és.March 16, 2007.

Vaccine Litigation

As previously disclosed, the Company is a partglams brought under the Consumer Protection Act of
1987 in the United Kingdom, which allege that cerhildren suffer from a variety of conditionsasesult of being
vaccinated with various bivalent vaccines for megasind rubella and/or trivalent vaccines for measteimps and
rubella, including the CompanyM-M-R 1l. The conditions include autism, with or withdoflammatory bowel
disease, epilepsy, encephalitis, encephalopathyjla®eBarre syndrome and transverse myelitis. Enare now 6
claimants proceeding or, to the Company’s knowledgending to proceed against the Company. The i2om will
defend against these lawsuits.

As previously disclosed, the Company is also aypartndividual and class action product liabiligwsuits
and claims in the United States involving pediataccines (e.g., hepatitis B vaccine) that conthihémerosal, a
preservative used in vaccines. Merck has not tisieid thimerosal-containing pediatric vaccinehim Wnited States
since the fall of 2001. As of December 31, 2006r¢hwere approximately 250 active thimerosal relédevsuits with
approximately 670 plaintiffs. Other defendants ule other vaccine manufacturers who produced pediatccines
containing thimerosal as well as manufacturerfiofi¢rosal. In these actions, the plaintiffs alleg@ong other
things, that they have suffered neurological igsras a result of exposure to thimerosal from pedigaccines. Two
cases scheduled for trial in 2006 were dismissede; a state court case in Ohio voluntarily disedssy the
plaintiffs, and the second, a Federal District Caase in Texas in which the Court entered sumiuaiyment in
favor of defendants in 2005 and plaintiffs ultimgateoluntarily dismissed
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their appeal. The Company will defend against thaasuits; however, it is possible that unfavoratécomes coul
have a material adverse effect on the Company&nfiial position, liquidity and results of operason

The Company has been successful in having cagasdfpe either dismissed or stayed on the grahat
the action is prohibited under the National Childti&/accine Injury Act (the “Vaccine Act”). The Vdoe Act
prohibits any person from filing or maintainingigicaction (in state or federal court) seeking dayas against a
vaccine manufacturer for vaccine-related injuriekess a petition is first filed in the United S&téourt of Federal
Claims (hereinafter the “Vaccine Court”). Under Waccine Act, before filing a civil action agairestaccine
manufacturer, the petitioner must either (a) putgaer her petition to conclusion in Vaccine Caamt then timely
file an election to proceed with a civil actionlieu of accepting the Vaccine Court’s adjudicatadrthe petition or
(b) timely exercise a right to withdraw the petitiprior to Vaccine Court adjudication in accordangth certain
statutorily prescribed time periods. The Companyosa party to Vaccine Court proceedings becaus@étitions ar
brought against the United States Department ofthlead Human Services. The cases with trial degksred to in
the preceding paragraph as having been dismisserbxeught by plaintiffs who claimed to have madareely
withdrawal of their Vaccine Court petitions.

The Company is aware that there are approximatg@dicases pending in the Vaccine Court involving
allegations that thimerosal-containing vaccinedaniheM-M-R |l vaccine cause autism spectrum disorders. Not al
of the thimerosatontaining vaccines involved in the Vaccine Coudgeeding are Company vaccines. The Com
is the sole source of thd-M-R 1l vaccine domestically. In June 2007, the Speleiasters presiding over the Vacc
Court proceedings are scheduled to begin a hearimfpich both petitioners and the government widgent
evidence on the issue of whether these vaccinesasse autism spectrum disorders. That hearingpisoted to last
number of weeks. Since it is not a party, the Camgpaill not participate in the proceedings.

Patent Litigation

From time to time, generic manufacturers of phaeuécal products file ANDA’s with the FDA seeking t
market generic forms of the Company’s productsrgrndhe expiration of relevant patents owned y@ompany.
Generic pharmaceutical manufacturers have submAtidA’s to the FDA seeking to market in the UnitSthtes a
generic form ofFosamax, Prilosec, Nexium, Propecia, Trusapd Cosoptprior to the expiration of the Company’s
(and AstraZeneca'’s in the caseRsflosecandNexium) patents concerning these products. The genenipanies’
ANDA'’s generally include allegations of non-infriagent, invalidity and unenforceability of the pagerGeneric
manufacturers have received FDA approval to maalggneric form oPrilosec. The Company has filed patent
infringement suits in federal court against compariiling ANDA's for generic alendronatd=psamay), finasteride
( Propecia), dorzolamide (Trusopt) and dorzolamide/timolol Cosopt), and AstraZeneca and the Company have
filed patent infringement suits in federal couraangt companies filing ANDA'’s for generic omepraz@Prilosec)
and esomeprazoleNexium). Similar patent challenges exist in certain fgrejurisdictions. The Company intends to
vigorously defend its patents, which it believes ealid, against infringement by generic compaai#smpting to
market products prior to the expiration dates @hspatents. As with any litigation, there can beassurance of the
outcomes, which, if adverse, could result in siigaifitly shortened periods of exclusivity for th@seducts.

In February 2007, Schering Plough received a ndtaa a generic company indicating that it haddisen
ANDA for Zetiaand that it is challenging the U.S. patents thatliated forZetia. Merck and Schering Plough
marketZetiathrough a joint venture and they are considerimgappropriate response.

On February 22, 2007, the Company received a nitioe a generic company indicating that it haddibn
ANDA for montelukast and that it is challenging tHeS. patent that is listed f&ingulair. The Company is
considering the appropriate response.

As previously disclosed, on January 28, 2005, ti Qourt of Appeals for the Federal Circuit in
Washington, D.C. found the Company’s patent cldion®nce-weekly administration #fosamaxo be invalid. The
Company exhausted all options to appeal this datisi 2005. Based on the Court of Appeals’ deciskmsamax
andFosamax Plus Dvill lose market exclusivity in the United StatesHebruary 2008 and April 2008, respectively
and the Company expects a significant decline B BFosamaxandFosamax Plus Bales after each product’s
respective loss of market exclusivity.
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In May 2005, the Federal Court of Canada Trial Biomi issued a decision refusing to bar the approfval
generic alendronate on the ground that Merck’srmdte weekly alendronate was likely invalid. Thiscision cannot
be appealed and generic alendronate was launch@ahiada in June 2005. In July 2005, Merck was sudte
Federal Court of Canada by Apotex seeking damagdsdt sales of generic weekly alendronate dubdgatent
proceeding.

As previously disclosed, in September 2004, the Qamg appealed a decision of the Opposition Divisit
the EPO that revoked the Company’s patent in Eutiogiecovers the once-weekly administration of dienate. On
March 14, 2006, the Board of Appeal of the EPO Uptiee decision of the Opposition Division. Thusggently the
Company is not entitled to market exclusivity Fmsamaxin most major European markets after 2007. In &idit
Merck’s basic patent covering the use of alendmhat been challenged in several European courities
Company has received adverse decisions in Gernkollgnd and the United Kingdom. The decision in tthéted
Kingdom was upheld on appeal. The Company has &aptee decisions in Germany and Holland.

In June 2006, the Company filed lawsuits in fedecalrt against Barr Laboratories, Inc. and Teva
Pharmaceutical Industries Ltd. (“Teva”) assertingtttheir respective manufacturing processes fdimgaheir
alendronate products would infringe one or more@ss patents of the Company.

On October 5, 2004, in an action in Australia avadiing the validity of the Compars/Australian patent fc
the once-weekly administration of alendronate phtent was found to be invalid. That decision wgiseld on
appeal.

In addition, as previously disclosed, in Japanax@eding has been filed challenging the validityhef
Company’s Japanese patent for the once-weekly ashnaition of alendronate.

On January 18, 2006, the Company sued Hi-Tech Rt@inCo., Inc. (“Hi-Tech”) of Amityville, New York
for patent infringement in response to Hi-Tech’plagation to the FDA seeking approval of a genggcsion of
Merck'’s ophthalmic drug$rusoptandCosopt, which are used for treating elevated intraocptassure in people
with ocular hypertension or glaucoma. In the lawdderck sued to enforce a patent covering an adtigredient
dorzolamide, which is present in bdfhusoptandCosopt. In that case, the District Court entered judgnient
Merck’s favor and Hi-Tech appealed. A hearing & &ppeal was conducted in December 2006 and aatess
pending. Merck has elected not to enforce two pafents listed with the FDA which cover the combiraof
dorzolamide and timolol, the two active ingredieint€osopt. This lawsuit automatically stays FDA approvakHif
Tech’s ANDA'’s for 30 months from January 2006 otiluan adverse court decision, whichever may oeautier.
The patent covering dorzolamide provides exclugifat TrusoptandCosoptuntil October 2008 (including six
months of pediatric exclusivity). After such tintee Company expects sales of these products tidecl

In the case of omeprazole, the trial court in tmitédl States rendered an opinion in October 200@ldjng
the validity of the Company’s and AstraZeneca’spt covering the stabilized formulation of omeptazand ruling
that one defendant’s omeprazole product did noingé those patents. The other three defendaragiysts were
found to infringe the formulation patents. In Dedem2003, the U.S. Court of Appeals for the Fed€raduit
affirmed the decision of the trial court. With regpto the Compang’patent infringement claims against certain ¢
generic manufacturers’ omeprazole products, tléddncluded in June 2006 and a decision is pending

The Company and AstraZeneca received notice inl2ct®005 that Ranbaxy Laboratories Limited
(“Ranbaxy”) has filed an ANDA for esomeprazole maginm. The ANDA contains Paragraph IV challenges to
patents orNexium. On November 21, 2005, the Company and AstraZesieed Ranbaxy in the United States
District Court in New Jersey. Accordingly, FDA appal of Ranbaxy’s ANDA is stayed for 30 months LUAfril
2008 or until an adverse court decision, if anyiclvever may occur earlier. The Company and AstraeZameceived
notice in January 2006 that IVAX Pharmaceuticais, |subsequently acquired by Teva, had filed ambANor
esomeprazole magnesium. The ANDA contains Paragkaphallenges to patents dfexium. On March 8, 2006.
the Company and AstraZeneca sued Teva in the USitste's District Court in New Jersey. AccordingiipA
approval of Teva's ANDA is stayed for 30 monthsiu&eptember 2008 or until an adverse court degjsfaany,
whichever may occur earlier.
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In the case of finasteride, an ANDA has been fdedking approval of a generic versiorPobpeciaand
alleging invalidity of the Compang’patents. The Company filed a patent infringentemsuit in the District Court ¢
Delaware in September 2004. In 2006, the Compaaghed a settlement with the generic company, DaddRe
Laboratories (“DRL"), under which DRL may sell anggic 1 mg finasteride product beginning in Jan2dry3.

In Europe, the Company is aware of various comsaseeking registration for generic losartan (theveac
ingredient forCozaar). The Company has patent rights to losartan genke from E.I. du Pont de Nemours and
Company (“du Pont”). The Company and du Pont hded patent infringement proceedings against variou
companies in Portugal, Spain and Norway.

Other Litigation

On July 27, 2005, Merck was served with a furthereholder derivative suit filed in the New Jersey
Superior Court for Hunterdon County against the @any and certain current and former officers ameatiors. This
lawsuit seeks to recover or cancel compensatiomdralato the Company’s executive officers in 2004 asserts
claims for breach of fiduciary duty, waste and ghjenrichment. On July 21, 2006, the Court gradiféndants’
motion to dismiss based on plaintiff’s failure t@ake pre-suit demand on Merck’s Board of Directard denied
plaintiff's request for leave to amend. Thus, #ase has been terminated.

In November 2005, an individual shareholder debtdea letter to the Board alleging that the Compaany
sustained damages through the Company’s adoptiite Ghange in Control Separation Benefits Plaa (IC
Plan”) in November 2004. The shareholder made aadenon the Board to take legal action against thar@s
current or former members for allegedly causing agento the Company with respect to the adoptichefCIC Plar
In response to that demand letter, the independentibers of the Board determined at the Novembe2@25 Board
meeting that the Board would take the shareholdersest under consideration and it remains unalesideration.

As previously disclosed, on August 20, 2004, th@ééhStates District Court for the District of Ne@rsey
granted a motion by the Company, Medco Health &oist Inc. (“Medco Health”) and certain officersdagirectors
to dismiss a shareholder derivative action invajvifaims related to the Company'’s revenue recagnijpractice for
retail co-payments paid by individuals to whom Medtealth provides pharmaceutical benefits as vgetither
allegations. The complaint was dismissed with piiee. Plaintiffs appealed the decision. On DecenBe005, the
U.S. Court of Appeals for the Third Circuit uphetibst of the District Court’s decision dismissing #uit, and sent
the issue of whether the Company’s Board of Dinecproperly refused the shareholder demand relédinige
Company'’s treatment of retail co-payments backéoRistrict Court for reconsideration under a diéfg legal
standard. Plaintiffs moved to remand their actmstate court on August 18, 2006, and the DisGimtrt granted that
motion on February 1, 2007. The shareholder devieatit is currently pending before the Superiou@ of New
Jersey, Chancery Division, Hunterdon County.

As previously disclosed, prior to the spin-off oeNto Health, the Company and Medco Health agreed to
settle, on a class action basis, a series of lasvagserting violations of ERISA (the “Gruer Ca3e$he Company,
Medco Health and certain plaintiffs’ counsel filde settlement agreement with the federal distacirt in New
York, where cases commenced by a number of pl&niifcluding participants in a number of pharmdioal benefit
plans for which Medco Health is the pharmacy beémeéinager, as well as trustees of such plans, bese
consolidated. Medco Health and the Company agee#tketproposed settlement in order to avoid theiféégnt cost
and distraction of prolonged litigation. The propd<lass settlement has been agreed to by plaiirtifive of the
cases filed against Medco Health and the Compangebtthe proposed settlement, the Company and Mddatih
have agreed to pay a total of $42.5 million, andideHealth has agreed to modify certain businesstiges or to
continue certain specified business practices fogréod of five years. The financial compensat®intended to
benefit members of the settlement class, whichughes ERISA plans for which Medco Health administeae
pharmacy benefit at any time since December 174 188e district court held hearings to hear obgeito the
fairness of the proposed settlement and approweddtilement in 2004, but has not yet determinechtimber of
class member plans that have properly electedonmaiticipate in the settlement. The settlemenbbexs final only i
and when all appeals have been resolved. Certass chember plans have indicated that they wilpadticipate in
the settlement. Cases initiated by three such @adswo individuals remain pending in the

34




Southern District of New York. Plaintiffs in thesases have asserted claims based on ERISA assnaher federe
and state laws that are the same as or simil&wetalaims that had been asserted by settling olassbers in the
Gruer Cases. The Company and Medco Health are namééfendants in these cases.

Three notices of appeal were filed and the appgetiatirt heard oral argument in May 2005. On Decer8}
2005, the appellate court issued a decision vag#tia district court’s judgment and remanding tases to the
district court to allow the district court to regelcertain jurisdictional issues. A hearing wagiteladdress such
issues on February 24, 2006. The District Couttédsa ruling on August 10, 2006 resolving suctsgligtional issue
in favor of the settling plaintiffs. The class mesnband other party that had previously appealediktrict Court’s
judgment have renewed their appeals. The renewgseb#gpare presently being briefi

After the spin-off of Medco Health, Medco Healttsased substantially all of the liability exposuoe the
matters discussed in the foregoing two paragraptsse cases are being defended by Medco Health.

There are various other legal proceedings, prifigipaoduct liability and intellectual property $si
involving the Company, which are pending. Whilesitot feasible to predict the outcome of such eeakings or the
proceedings discussed in this Item, in the opimibtihe Company, all such proceedings are eithequately covered
by insurance or, if not so covered, should nomately result in any liability that would have ateréal adverse
effect on the financial position, liquidity or réuof operations of the Company, other than prdicegs for which a
separate assessment is provided in this Item.

Environmental Matters

The Company is a party to a number of proceedinggdht under the Comprehensive Environmental
Response, Compensation and Liability Act, commdmigwn as Superfund, and other federal and statiwaqunts.
These proceedings seek to require the operatdrazairdous waste disposal facilities, transportevgste to the site
and generators of hazardous waste disposed of aitds to clean up the sites or to reimburse tlvergpment for
cleanup costs. The Company has been made a pdftgge proceedings as an alleged generator of @agstesed of
at the sites. In each case, the government altbgéshe defendants are jointly and severally &bl the cleanup
costs. Although joint and several liability is e, these proceedings are frequently resolvedatdtte allocation of
cleanup costs among the parties more nearly refteetrelative contributions of the parties toghe situation. The
Company'’s potential liability varies greatly frortesto site. For some sites the potential liabilitgle minimisand for
others the costs of cleanup have not yet beenrdigted. While it is not feasible to predict the aurte of many of
these proceedings brought by federal or state &gnc private litigants, in the opinion of the Guany, such
proceedings should not ultimately result in anpility which would have a material adverse effecttbe financial
position, results of operations, liquidity or capitesources of the Company. The Company has takexctive role in
identifying and providing for these costs and sagtounts do not include any reduction for anticidatzoveries of
cleanup costs from insurers, former site ownersparators or other recalcitrant potentially reslaegarties.

On June 13, 2006, potassium thiocyanate was adeitiedischarged from the Company’s plant in West
Point, Pennsylvania through the Upper Gwynedd TowpmAuthority’s wastewater treatment plant into the
Wissahickon Creek, causing a fishkill. Federal State agencies are investigating the dischargehen@ompany is
currently cooperating with the investigations.

Iltem 4. Submission of Matters to a Vote of Security Holders

Not applicable.
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Executive Officers of the Registrant (ages as of Beuary 1, 2007)

RICHARD T. CLARK — Age 60
April, 2007 — Chairman, Chief Executive Officer aRdesident
May, 2005 — Chief Executive Officer and President

June, 2003 — President, Merck Manufacturing Divisie responsible for the Compasyhanufacturing
information services and operational excellencenizations worldwide

January, 2003 — Chairman, President and Chief BExecOfficer, Medco Health Solutions, Inc. (Medco
Health), formerly a wholly-owned subsidiary of tBempany

January, 2000 — President, Medco Health

DAVID W. ANSTICE — Age 58

September, 2006 — Executive Vice President, Stydigifatives — responsible for the End-to-End and
global support function initiatives and for providistrategic direction in key pharmaceutical enmeygi
markets (China and India)

August, 2005 — President, Human Health-Asia Paeificesponsible for the Company’s prescription
drug business in the Asia Pacific region, Japarstralia, New Zealand and the Company’s joint vestur
relationship with Schering-Plough

January, 2003 — President, Human Health — resplnf&ibthe Companyg prescription drug business
Japan, Latin America, Canada, Australia, New Zehkrd the Company’s joint venture relationship with
Schering-Plough

March, 2001 — President, The Americas and U.S. Huhhealth — responsible for one of the two
prescription drug divisions comprising U.S. Humagakth, as well as the Company’s prescription drug
business in Canada and Latin America, and the Coyp@int venture relationship with Schering-
Plough

JOHN CANAN — Age 50
September, 2006 — Vice President, Controller —aasible for the Corporate Controller's Group
June, 2003 — Vice President, Corporate Audit & Aamsae Services

September, 2002 — Vice President and Controlleia Asd Joint Ventures — responsible for financial
and operational oversight of Asia Human Health sexkral of the Company’s joint ventures

August, 1999 — Controller, Asia Pacific Human Hbalt

CELIA A. COLBERT — Age 50

January, 1997 — Vice President, Secretary (sinpteB®er, 1993) and Assistant General Counsel (since
November, 1993)

WILLIE A. DEESE — Age 51

May, 2005 — President, Merck Manufacturing Divisienresponsible for the Company’s global
manufacturing, procurement, and operational excedldunctions

January, 2004 — Senior Vice President, Global Freroent
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Prior to January 2004, Mr. Deese was Senior ViesiBent, Global Procurement and Logistics (2001 to
2003) for GlaxoSmithKline plc.

KENNETH C. FRAZIER — Age 52

November, 2006 — Executive Vice President and Gdri@ounsel — responsible for legal and public
affairs functions and The Merck Company Foundaanot-for-profit charitable organization affiliate
with the Company)

December, 1999 — Senior Vice President and Gesahsel — responsible for legal and public affairs
functions and The Merck Company Foundation (a nofsfofit charitable organization affiliated withet
Company)

MIRIAN M. GRADDICK-WEIR — Age 52
September, 2006 — Senior Vice President, Human iRess

Prior to September 2006, Dr. Graddick-Weir was kxige Vice President of Human Resources and
Employee Communications at AT&T, and has held sawether senior Human Resources leadership
positions at AT&T for more than 20 years (commutiaas services provider).

STEVEN B. KELMAR — Age 53
August, 2006 — Vice President, Public Affairs

Prior to August 2006, Mr. Kelmar led the global palaffairs and communications function at Novartis
AG since 2002.

PETER S. KIM — Age 48
January, 2003 — President, Merck Research Labdeat¢™MRL")
February, 2001 — Executive Vice President, ReseanchDevelopment, MRL

JUDY C. LEWENT — Age 58

August, 2005 — Executive Vice President and Chieéfcial Officer — responsible for the Company’s
strategic planning, financial and corporate develept functions, internal auditing, corporate lidags
the Company’s joint venture relationships, and MeZapital Ventures, LLC, a subsidiary of the
Company

January, 2003 — Executive Vice President, Chiehfaial Officer and President, Human Health Asia —
responsible for financial and corporate developnfiemttions, internal auditing, corporate licensitigg
Company'’s prescription drug business in Asia Nartl Asia South, the Company'’s joint venture
relationships, and Merck Capital Ventures, LLC

February, 2001 — Executive Vice President and Chileéncial Officer (since April, 1990) —
responsible for financial and corporate developnfiemttions, internal auditing, corporate licensitigg
Company'’s joint venture relationships, and Merclpi@d Ventures, LLC

On February 20, 2007, the Company announced that&gent intends to retire in July 2007.
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PETER LOESCHER — Age 49

May, 2006 — President, Global Human Health — resjiwla for the Compang’four marketing and sal
divisions: U.S. Human Health, Human Health AsiaiflgdHuman Health Intercontinental (Europe,
Middle East, Africa, Canada and Latin America), &herck Vaccines

Prior to May 2006, Mr. Loescher served as PresidadtChief Executive Officer of GE Healthcare Bio-
Sciences (medical diagnostics and life sciencembss) since 2004, after it acquired Amersham Healt
Mr. Loescher was President of Amersham Health (2602004) before becoming its Chief Operating
Officer in 2004.

MARK E. MCDONOUGH — Age 42

February, 2007 — Vice President and Treasurer poresible for the Company’s treasury function, and
for providing financial support for Human Resources

January, 2004 — Assistant Treasurer, Global Capltakets — responsible for managing the Company’
investment and financing portfolios and the trepsimare repurchase program

September, 2000 — Senior Director, Human Healtlakde — responsible for providing global
franchise-based financial reporting and analytickety customers
MARGARET G. MCGLYNN — Age 47

August, 2005 — President, Merck Vaccines — glokaponsibilities for the vaccines business including
the Company’s Sanofi-Pasteur joint venture

January, 2003 — President, U.S. Human Health —oresiple for one of the two prescription drug
divisions (hospital and specialty product franck)ssomprising U.S. Human Health (USHH), and the
Managed Care Group of USHH

August, 2001 — Executive Vice President, Customarkdting and Sales, USHH

STEFAN OSCHMANN — Age 49
September, 2006 — President, Europe, Middle Edsi;aA& Canada
April, 2006 — Senior Vice President, Worldwide Humdealth Marketing
October, 2005 — Executive Vice President, Worldwhtierketing

January, 2001 — Managing Director, MSD Germanylssiliary of the Company

J. CHRIS SCALET — Age 48

January, 2006 — Senior Vice President, Global $es/iand Chief Information Officer (CIO) —
responsible for Global Shared Services acrossuheh resources, finance, site services and inféomat
services function; and the enterprise businessegsoredesign initiative

March, 2003 — Senior Vice President, Informatiom&es, and CIO — responsible for all areas of
information technology and services including aqggaiion development, technical support, voice artd da
communications, and computer operations worldwide

Prior to March 2003, Mr. Scalet was Senior Vicesittent, Information Technology & CIO (1997 to
2003) for International Paper Company (global fopreducts, paper and packaging company).
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ADAM H. SCHECHTER — Age 42

July, 2006 — President, U.S. Human Health — comiakresponsibility in the United States for the
Company'’s portfolio of prescription medicines

October, 2005 — General Manager, U.S. Human Hézltlsion — responsible for the Neul@sychiatry
Osteoporosis, Migraine, Respiratory, and New Prtxdfranchises

February, 2004 — Vice President/General Managercki8chering-Plough Pharmaceuticals U.S. Joint
Venture

August, 2002 —Vice President, Merck Human Health Division, Artlei& Analgesia Franchise Busine
Group

WENDY L. YARNO — Age 52

September, 2006 — Chief Marketing Officer — respblesfor Global Marketing Services, Global
Alliance Management and Global Pricing, Global Harkealth Business Practices & Compliance and
three franchises: Oncology, Specialty and NeuroseipRespiratory, Bone and Arthritis and Analgesia;
and Infectious Diseases and Hospital Products

November, 2005 — General Manager, Business UnitS, Human Health

January, 2003 — Executive Vice President, Worldwidenan Health Marketing

December, 1999 — Senior Vice President, Human Ressu

All officers listed above serve at the pleasur¢éhefBoard of Directors. None of these officers wekested
pursuant to any arrangement or understanding bettieeofficer and the Board.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases o

Equity Securities.

The principal market for trading of the Company@n@non Stock is the New York Stock Exchange
(“NYSE") under the symbol MRK. The Common Stock ketrprice information set forth in the table belmbased

on historical NYSE market prices.

The following table also sets forth, for the calanperiods indicated, the dividend per share in&iiom.

Cash Dividends Paid per Common Share

Year 4thC 3rdC 2nd(C 1st
2006 $1.52 $0.3¢ $0.3¢ $0.3¢  $0.3¢
2005 $1.5z $0.3¢ $0.3¢ $0.3¢  $0.3¢
Common Stock Market Prices
2006 4th C 3rd C 2nd G 1st C
High $46.37 $42.51 $36.8¢ $36.6¢
Low $41.2¢ $35.0C $32.7¢8 $31.81
2005
High $32.5¢ $32.3¢  $35.2( $32.61
Low $25.5( $26.97 $30.4( $27.4¢

As of January 31, 2007, there were approximateB;I® stockholders of record.

Equity Compensation Plan Information

The following table summarizes information abowt tptions, warrants and rights and other equity
compensation under the Compasgquity plans as of the close of business on DeeeBil, 2006. The table does
include information about tax qualified plans sashthe Merck & Co., Inc. Employee Savings and SgcBfan.

Number of

securities to be
issued upon Weighted-average
exercise of exercise price of

outstanding
options, warrants

outstanding
options, warrants

Number of
securities
remaining available
for future issuance
under equity
compensation plan:
(excluding
securities
reflected in column

Plan Category and rights and rights (@)
(G (b) (c)
Equity compensation plans approved by seci
holders (1, 253,655,29(2) $53.36 166,532,56
Equity compensation plans not approved by sec
holders (3 — — —
Total 253,655,229 $53.36 166,532,56

(1) Includes options to purchase shares of Company Gon8tock and other rights under the following
stockholde-approved plans: the 1996 Incentive Stock Plan2@t Incentive Stock Plan, the 2004 Incen
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@)

Stock Plan, the 2007 Incentive Stock Plan, the 1986-Employee Directors Stock Option Plan, the 2R@h-
Employee Directors Stock Option Plan and the 2066-Employee Directors Stock Option Ple

Excludes approximately 6,000,567 shares of resttistock units and 2,753,676 performance shars
(assuming maximum payouts) under the 2004 Incei@tvek Plan. Also excludes 370,042 shares of phanto
stock deferred under the Merck & Co., Inc. DefeRedgram. As of December 31, 2005, no additionatesh
were reserved under the Deferral Program. Begindémgiary 1, 2006, one-tenth of 1 percent of thetantling
shares of Merck Common Stock on the last businag®fithe preceding calendar year plus any shares
authorized under the Deferral Program but not idsure reserved for future issuance (2,149,813 as of
December 31, 2006). The actual amount of sharbe tesued prospectively equals the amount partitspelec
to defer from payouts under the Company’s variogeftive programs, such as the Executive Incefftiaa,
into phantom stock, increased by the amount ofigivds that would be paid on an equivalent numbshafes
of Merck Common Stock, divided by the market pia¢éerck Common Stoclt

The table does not include information for equitynpensation plans and options and other warrartsights
assumed by the Company in connection with mergetsaaquisitions and pursuant to which there remain
outstanding options or other warrants or rightdléctively, “Assumed Plans”), which include thelfming:
Medco Containment Services, Inc. 1991 Class C Noakfed Stock Option Plan; SIBIA Neurosciences;.In
1996 Equity Incentive Plan; Provantage Health Sesyilnc. 1999 Stock Incentive Plan; Rosetta Inplaécs,
Inc. 1997 and 2000 Employee Stock Plans. A totdl, 681,419 shares of Merck Common Stock may be
purchased under the Assumed Plans, at a weightdge exercise price of $17.17. No further graray be
made under any Assumed Pla
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Performance Graph

The following graph compares the cumulative totatkholder return (stock price appreciation plus
reinvested dividends) on the Company’s Common Stttk the cumulative total return (including reirsted
dividends) of the Dow Jones US Pharmaceutical If{tie3USPR”), formerly referred to as the Dow Jones
Pharmaceutical Index — United States Owned Compaaial the Standard & Poor’s 500 Index (“S&P 50eki)
for the five years ended December 31, 2006. Amobilisw have been rounded to the nearest dollaeimept.

Comparison of Five-Year Cumulative Total Return*
Merck & Co., Inc., Dow Jones US Pharmaceutical nalied S&P 500 Index

End of 2006/200:
Period Value CAGR**
Merck $ 94 -1%
DJUSPR 90 -2
S&P 500 13t 6
2000
= MERCK
—— DIUSPR
301 —o— s&psm0
'5
-
= w
50
i T T T T T T
2001 2iM2 2003 2004 2005 2006
2001 2002 2003 2004 2005 2006
MERCK 100.0( 98.9: 87.7( 63.4¢ 66.0° 94.21
DJUSPR 100.0( 79.62 87.1¢ 79.9:7 78.61 89.9:
S&P 500 100.0( 77.91 100.2¢ 111.1¢ 116.5¢ 134.9¢

* Assumes that the value of the investment in Comgzmymon Stock and each index was $100 on Decenih@0®1 and that all
dividends were reinveste

** Compound Annual Growth Ra
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Issuer purchases of equity securities for the threeth period ended December 31, 2006 are as fsllow

Issuer Purchases of Equity Securities

Total Number of (% in millions)
Total Shares Purchase( Approx. Dollar Value
Number  Average as Part of of Shares That May Yet
of Shares Price Paid  Publicly Announced Be Purchased Under the
Period Purchasec Per Share Plans or Programs(®) Plans or Programs®
October 1-
October 31, 200 1,996,600  $43.6¢ 1,996,60! $6,691.!
November - November 30, 20C 1,889,301  $44.4( 1,889,301 $6,607."
December = December 31, 20C 1,830,101  $43.8¢ 1,830,101 $6,527 .4
Total 5,716,000  $43.97 5,716,00! $6,527 .4

@ These share repurchases were made as part of ampiannced in July 2002 to purchase $10 billionarck shares
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ltem 6. Selected Financial Data(Y)

The following selected financial data should bedrgaconjunction with ltem 7. “Management’s Disciass
and Analysis of Financial Condition and Result©gpierations” and consolidated financial statementsreotes
thereto contained in Item 8. “Financial Statememts Supplementary Data” of this report.

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

2006  2005®) 20044 20036) 200z

Results for Year:
Sales $22,636.( $22,011.¢ $22,972.¢ $ 22,567.  $21,445.
Materials and production cos 6,001.; 5,149.¢ 4,965." 4,443 4,004.¢
Marketing and administrative expen: 8,165.¢ 7,155.¢ 7,238." 6,200.: 5,652.:
Research and development exper 4,782.¢ 3,848.( 4,010.: 3,279.¢ 2,677.:
Restructuring cost 142.% 322.2 107.¢ 194.¢ -
Equity income from affiliate (2,294.9 (1,717.) (1,008.) (474.2) (644.7)
Other (income) expense, r (382.7) (110.9) (344.0 (203.2) 104.t
Income from continuing operations before ta 6,221.¢ 7,363.¢ 8,002.¢ 9,126. 9,651.7
Taxes on incom 1,787.¢ 2,732.¢ 2,172, 2,492 2,856.¢
Income from continuing operatiol 4,433.¢ 4,631.: 5,830.: 6,634.( 6,794.¢
Income from discontinued operations, net of te - - - 241.: 354.%
Net income 4,433.¢ 4,631.1 5,830.: 6,875.0 7,149t
Basic earnings per common sh

Continuing operation $ 204 $ 211 $ 26 $ 297 $ 3.01

Discontinued operatior - - - 0.11 0.1€

Net income $ 204 $ 211 $ 265 $ 30760 $ 317
Earnings per common share assuming dilu

Continuing operation $ 20 $ 21C $ 262z $ 294 $  2.9¢

Discontinued operatior - - - 0.11 0.1€

Net income $ 20 $ 21C $ 26z $ 308 $ 314
Cash dividends declare 3,318.° 3,338.° 3,329.: 3,264." 3,204.:
Cash dividends paid per common sh $ 152 $ 152 $ 14¢ $ 148§ 141
Capital expenditure 980.2 1,402.° 1,726.: 1,915.¢ 2,128..
Depreciatior 2,098.: 1,544.: 1,258." 1,129.¢ 1,067.%
Year-End Position:
Working capital $ 2,507t $7,806.¢ $1,688¢ $ 1,926.¢ $ 2,011.:
Property, plant and equipment, | 13,194.. 14,398.. 14,713’ 14,169.( 14,195.¢
Total asset 44,569.t 44,845.% 42,572.( 40,587.E7) 47,561.
Long-term debt 5,551.( 5,125.¢ 4,691t 5,096.( 4,879.(
Stockholder’ equity 17,559. 17,977 17,349.. 15,620.&7) 18,200.!
Financial Ratios:
Income from continuing operations

as a % of sale 19.6% 21.0% 25.4% 29.4% 31.7%
Net income

as a % of average total ass 9.9% 10.6% 14.0% 15.0% 15.5%
Year-End Statistics:
Average common shares outstanding (millic 2,177.¢ 2,197.( 2,219.( 2,236." 2,257t
Average common shares outstanding assuming dil@milions) 2,187. 2,200.¢ 2,226. 2,253.; 2,277.(
Number of stockholders of reco 184,20( 198,20( 216,10( 233,00( 246,30(
Number of employee 60,00( 61,50( 62,60( 63,2007 77,30(

(1) Prior year amounts reflect the impact of retrospesly adopting Securities and Exchange Commissiterpretation, Commission Guidance Regarding Actagr
for Sales of Vaccines and BioTerror Countermeastoebe Federal Government for Placement into tediBtric Vaccine Stockpile or the Strategic Natib

Stockpile, (see Note 2 to the consolidated findrat&ements)

(2) Amounts for 2006 include the impact of restructgrarctions, acquired research expenses resulting fasquisitions made during the year, additioVioxx legal

defense costs and the incremental impact of expgssock options.

(3) Amounts for 2005 include the impact of the netctearge primarily associated with the American J@seation Act repatriation, restructuring actionsé

additional Vioxx legal defense costs.

(4) Amounts for 2004 include the impact of the withdxbef Vioxx, Vioxx legal defense costs and restructuring actions.

(5) Amounts for 2003 include the impact of the implemtém of a new distribution program for U.S. whedders and restructuring action

(6) Amount does not add as a result of round

(7) Decrease in 2003 primarily reflects the impact spit-off of Medco Health.
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Iltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Description of Merck’s Business

Merck is a global research-driven pharmaceuticaigany that discovers, develops, manufactures and
markets a broad range of innovative products tadavg human and animal health. The Company’s omersitire
principally managed on a products basis and arepdesd of two reportable segments: the Pharmaadsigment
and the Vaccines segment. The Pharmaceutical segmeirdes human health pharmaceutical product&eted
either directly or through joint ventures. Thesedurcts consist of therapeutic and preventive agsotd by
prescription, for the treatment of human disorditsrck sells these human health pharmaceuticalyatscprimarily
to drug wholesalers and retailers, hospitals, guvent agencies and managed health care providehsasthealth
maintenance organizations and other institutiohg Yaccines segment includes human health vaccowipts
marketed either directly or through a joint venturkese products consist of preventative pediadolescent and
adult vaccines, primarily administered at physicfices. Merck sells these human health vaccimigsarily to
physicians, wholesalers, physician distributors godernment entities. The Company’s professioralegentatives
communicate the effectiveness, safety and valwinpharmaceutical and vaccine products to healté c
professionals in private practice, group practemesd managed care organizations.

Overview

During 2006, Merck continued to execute its stratiegreclaim its leadership position in the pharmaical
industry. This was made evident through the suégklsginches of five novel medicines and vaccimeareas such i
cancer prevention and diabetes, the advancemeintigfcandidates through every phase of the Compapigtline
and the continued success of its newer and inplinducts. Additionally, the Company is developingeav
commercial model which is designed to broadenrigagement with customers and scientific leadeverége
alternative channels to complement the effectiveoédts sales force, and drive growth in key méske

During 2006, five products received U.S. Food amdgPAdministration (“FDA”) approvalGardasil, the
first vaccine for the prevention of cervical canaad genital warts caused by certain types of hupagaillomavirus
(“HPV™); Januvia, the first medicine of its class that enhanceataml body system to improve blood sugar control
in patients with type 2 diabetegostavax the first vaccine for adults 60 years of age ald@r to reduce the incider
of shingles, a disease which every year afflictestimated one million people in the United Statese;RotaTeq a
pediatric vaccine to help prevent rotavirus gastrestis in infants and children, the effects ofigrhtake the lives of
nearly 600,000 children under the age of five weitte every year; andolinza, a novel medicine to treat patients
suffering from advanced cutaneous T-cell lymphot@I CL").

In addition, the Company has three drug candidate®ntly under FDA reviewdanume{previously
referred to as MKB431A), an investigational oral medicine combingiiggliptin phosphate with metformin for typ
diabetes that is designed to provide an additibeatment option for patients who need more thanaal agent to
help control their blood sugaEmendrFor Injection (MK-0517), an intravenous therapy ¢bemotherapy-induced
nausea and vomiting (“CINV”); andrcoxia, Merck’s selective Cox-2 inhibitor for osteoartiwi Additionally, the
Company anticipates filing three New Drug Applicats (“NDA”) with the FDA in 2007: MK-0518, a
first-in-class HIV integrase inhibitor; gaboxadalnovel compound from Merck’s alliance with H. Linedk A/S for
the treatment of insomnia; and MK-0524A, an extehddease (“ER”) niacin combined with laropipraatrovel
flushing pathway inhibitor) for cholesterol managsr In addition, by mid-year 2007, Merck expeottave four
products in Phase Il development.

Additionally, targeted acquisitions made during ylear of Sirna Therapeutics, Inc. (“Sirna”), Gly¢dRc.
(“GlycoFi”) and Abmaxis, Inc. (“Abmaxis”), as wedls other alliances and collaborations, will compatMerck’s
strong internal research capabilities and shoutdicoe to help the Company build a pipeline thdt suipport its
long-term growth.

Merck is working to deliver innovative and diffeterted products to the market faster and moreieffity.
The Company has successfully reduced late develajppneduct cycle times and anticipates further otiduas in the
coming year. Additionally, Merck’s new commerciabdel is expected to lower spending per
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primary care brand by 15% to 20% in the Unitedetdtom 2005 through 2010 (an interim targeted B@étiction i<
expected to be achieved through the end of 2001 wstill appropriately supporting product launchas illustrated
in the successful launch of five new products i6&0rhrough redeployment, the launches were actiiesth no
increase in sales force.

The initial phase of a global restructuring progrdesigned to reduce the Compangbst structure, increa
efficiency and enhance competitiveness is underwhg.initial steps include the implementation afeav supply
strategy by the Merck Manufacturing Division, whishintended to create a leaner, more cost-effectid customer-
focused manufacturing model over a three-year geAs part of this program, in 2005, Merck annouhpkans to
sell or close five manufacturing sites and two fingzal sites by the end of 2008 (three of the nfanturing sites
were closed, sold or had ceased operations artdthpreclinical sites were closed by the end of@0&nd eliminat
approximately 7,000 positions company-wide (of whapproximately 4,800 positions were eliminatedti®/end of
2006 comprised of actual headcount reductionstlamelimination of contractors and vacant positjorowever, th
Company continues to hire new employees as the @oy'pbusiness requires it. The Company has alslocgotain
other facilities and related assets in connectiih the restructuring program. The pre-tax costéhis restructuring
program were $935.5 million in 2006 (comprised 89$.2 million primarily representing accelerategm@eiation
and asset impairment costs and $142.3 million pésation and other restructuring related costs)aaadexpected to
be $300 million to $500 million in 2007. Througtethnd of 2008, when the initial phase of the restiing program
relating to the manufacturing strategy is expetbelge substantially complete, the cumulative preetsts of the
program are expected to range from $1.9 billio2® billion. Merck continues to expect the initidase of its cost
reduction program to yield cumulative pre-tax sgsinf $4.5 to $5.0 billion from 2006 through 2010.

With respect to th&ioxxlitigation, to date in th&ioxxProduct Liability Lawsuits, of the 29 plaintiffs
whose claims have been scheduled for trial, thenslaf seven were dismissed, the claims of severe wahdrawn
from the trial calendar by plaintiffs, and jurieavie decided in Merck’s favor nine times and inmiéfis’ favor four
times. In addition, in the recent California thiiavolving two plaintiffs, the jury could not reaehverdict for either
plaintiff and a mistrial was declared. A New Jerstgte judge set aside one of the nine Merck viesdlith respect
to the four plaintiffs’ verdicts, Merck already hiled an appeal or sought judicial review in eattthose cases, and
in one of those four, a federal judge overturneddamage award shortly after trial. In additioepasolidated trial
with two plaintiffs is currently ongoing in the catinated proceeding in New Jersey Superior Coutrbeludge
Carol E. Higbee and another trial has commencestkite court in lllinois. During 2006, the Compampgist
$500 million in the aggregate, including $175 moitliin the fourth quarter, Mioxxlegal defense costs worldwide.
During 2006, the Company recorded charges of $6H®mto increase the reserve solely for its fetlegal defense
costs related t¥ioxxlitigation and at December 31, 2006 the balanabh®feserve was $858 million. This reserve is
based on certain assumptions and is the best ¢stohthe amount the Company believes, at this, timike be spent
through 2008. Th¥ioxxlitigation is more fully discussed in Note 11 tetbonsolidated financial statements.

Earnings per common share assuming dilution fo6206re $2.03, including the impact of the global
restructuring program of $0.28 per share, the aeduiesearch charge related to the acquisitionroa®f $0.21 per
share and the acquired research charge relatbé scyuisition of GlycoFi of $0.14 per share (axdésed in
“Acquisitions” below), additional reserves estabéd solely for future legal defense costsMarxx litigation (as
discussed above) and the impact of adopting a mweauating standard requiring the expensing of stiations (as
discussed in “Share-Based Compensation” below).

Competition and the Health Care Environment

The markets in which the Company conducts its lssirare highly competitive and often highly regedat
Global efforts toward health care cost containnoemttinue to exert pressure on product pricing aruess.

In the United States, the government expandedheatt access by enacting the Medicare Prescription
Drug Improvement and Modernization Act of 2003, ethivas signed into law in December 2003. Presoriptirug
coverage began on January 1, 2006. This legislatipports the Company’s goal of improving access to
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medicines by expanding insurance coverage, whédegiwing mark-based incentives for pharmaceutical innovat
At the same time, the legislation will ensure thia@scription drug costs will be controlled by cortiipee pressures
and by encouraging the appropriate use of medicines

In addressing cost-containment pressure, the Coyripam made a continuing effort to demonstrateithat
medicines can help save costs in overall patiealtiheare. In addition, pricing flexibility acroise Company’s
product portfolio has encouraged growing use ofnigslicines and mitigated the effects of increasivgt pressures.

Outside the United States, in difficult environmeahcumbered by government cost-containment actions
the Company has worked in partnership with payarallmcating scarce resources to optimize healte catcomes,
limiting the potentially detrimental effects of gawment policies on sales growth and access tosative medicines
and vaccines, and to support the discovery andidewvent of innovative products to benefit patiefiise Company
also is working with governments in many emergiraykats in Eastern Europe, Latin America and Asiartcouragt
them to increase their investments in health aadethy improve their citizens’ access to medicivéihin Europe,
European institutions such as the European Comonig8EC”) have recognized the economic importanicéne
researchhased pharmaceutical industry and the value ofviatiee medicines to society. As a result, theyvaoeking
with industry representatives to complete the “&rgarket”in pharmaceuticals and improve the competitive ati
through a variety of means including market deratjoth. In order to advance the related policy debite EC
launched the High Level Pharmaceutical Forum (“HD)R# the end of 2005. This initiative aims at imping the
prospects of the research-based pharmaceuticatiydn Europe and thus the health prospects gfalents who
will benefit from innovative therapies. Through aative dialogue among all stakeholders in the hezdte system
(from payers to patients), this initiative is ateatipt to tackle key policy issues in Europe: (9mbting greater
pricing flexibility for medicines; (ii) ensuring #t health authorities apply best practices foreauation of the
relative effectiveness of medicines; and (iii) imgng greater access to information on medicinepédients in
Europe. The Company has been actively engageddtEC and other stakeholders in order to achiestecaessful
outcome for the HLPF that would help European pé&igain greater and quicker access to its medicine

The Company is committed to improving access toiomegs and enhancing the quality of life for people
around the world. The African Comprehensive HIV/APartnerships (“ACHAP”) in Botswana, a partnership
between the government of Botswana, the Bill & Mé# Gates Foundation and The Merck Company
Foundation/Merck & Co., Inc., is supporting Bots\wanresponse to HIV/AIDS through a comprehensiw an
sustainable approach to HIV prevention, care, tneat and support. In May 2005, the Company initiaeimilar
partnership with the People’s Republic of China@&ed initially in Sichuan Province) to help strévgn China’s
response to the HIV epidemic.

To further catalyze access to HIV medicines in dtgyieg countries, under price reduction guidelitiest
the Company announced in 2001, Merck makes notmofihe sale of its current HIV/AIDS medicinedtire world’s
poorest countries and those hardest hit by thegraid and offers its HIV/AIDS medicines at signéitly reduced
prices to medium-income countries. In February 200&rck announced that it had again reduced threemiStocrin
in the least developed countries of the world dudé hardest hit by the pandemic. By the end 06 20®re than
475,000 patients in more than 75 developing coestriere being treated with antiretroviral regimenistaining
eitherCrixivan or Stocrin. Through these and other actions, Merck is workimgpendently and with partners in the
public and private sectors alike to focus on theteoitical barriers to access to medicines indéeeloping world:
the need for sustainable financing, increasedrnatéznal assistance and additional investmentsdurca&tion, training
and health infrastructure and capacity in develggountries.

The Company is subject to a number of privacy aatd grotection laws and regulations globally. The
legislative and regulatory landscape for privacg data protection continues to evolve, and thescblean an
increasing amount of focus on privacy and datagotain issues with the potential to affect dire¢lig Company’s
business.

Although no one can predict the outcome of theseadher legislative, regulatory and advocacy itiitis,
the Company is well positioned to respond to thaéng health care environment and market forces.
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As patents on certain of the Company’s productsrexperck has entered into, and may continue teren
into, authorized generic agreements which allowGbenpany to benefit when these medicines beconmihbigin
generic form.

The Company anticipates that the worldwide tremaral cost-containment will continue, resulting in
ongoing pressures on health care budgets. As thgp@ay continues to successfully launch new prodgotstribute
to health care debates and monitor reforms, its pr@gucts, policies and strategies should enaldteritaintain a
strong position in the changing economic environtnen

Acquisitions

In December 2006, Merck completed the acquisitio&ima for approximately $1.1 billion. Sirna is a
biotechnology company that is a leader in develpgimew class of medicines based on RNA interfer¢tRNAI")
technology, which could significantly alter theatment of disease. The transaction was accounteasfa business
combination in which the excess of the purchaseepver the fair value of the acquired net asseddeen recorded
as goodwill of $345.9 million. The goodwill was raeductible for tax purposes. The Company recoedeliarge of
$466.2 million for acquired research associatett Bitna’s compounds currently under developmenichvtelated
to the development of treatments for both the higp& and hepatitis C viruses, which are in preickl developmen
as well as licensing agreements held by Sirna.chiaege was not deductible for tax purposes. Theioggactivity
with respect to each of these compounds under dewent is not expected to be material to the Coripaesearch
and development expenses. The allocation of thehpise price also resulted in the recognition ahtangible asset
of $357.8 million, and a related deferred tax ligpof $146.3 million, related to Sirna’s develaptechnology. The
acquisition of Sirna is expected to increase Merelility to use RNAI technology to turn off a tatgd gene in a
human cell, potentially rendering inoperative agyegsponsible for triggering a specific diseasee(Sote 5 to the
consolidated financial statements.)

In June 2006, Merck acquired GlycoFi, a privatedyehbiotechnology company that is a leader in iblel f
of yeast glycoengineering, which is the additiorspécific carbohydrate modifications to the pragéimyeast, and
optimization of biologic drug molecules, for $373limn in cash ($400 million purchase price net$@5 million of
shares already owned and net transaction coste)Cdmpany recorded a $296.3 million charge for meduesearc
in connection with the acquisition which is not detible for tax purposes. The Company also recoeded
$99.4 million intangible asset ($57.6 million nétdeferred taxes) related to GlycoFi's developethi®logy. In May
2006, Merck acquired Abmaxis, a privately-held tiapnaceutical company dedicated to the discovedy an
optimization of monoclonal antibody products foran therapeutics and diagnostics, for $80 millionash.
Substantially all of the purchase price was alleddb an intangible asset relating to Abmaxis’ textbgy platform.
While each of the acquisitions has independentséi®merits, the combination of the GlycoFi antrhaxis
platforms is potentially synergistic, giving Merthe ability to operate across the entire spectriitherapeutic
antibody discovery, development and commercialirat{See Note 5 to the consolidated financial siat#s.)

Operating Results

Sales

Worldwide sales for 2006 increased 3% in total ®@05 primarily driven by higher volumes. Foreign
exchange and price changes had virtually no impacales growth in 2006. Sales performance oveb 2éflects
strong growth ofSingulair, a once-a-day oral medicine indicated for the oleréreatment of asthma and the relief of
symptoms of allergic rhinitis, and the Company’saiaes, which includ&ardasilto help protect against cervical
cancer and genital warts caused by certain typed®f, ProQuad,the combination vaccine for simultaneous
vaccination against measles, mumps, rubella aridel, andRotaTedo help protect against rotavirus
gastroenteritis in infants and children. Also cimtting to the sales growth were higher revenuesifthe Company
relationship with AstraZeneca LP (“AZLP”) primaritriven byNexium,and increased sales ©bzaar/Hyzaafor
high blood pressure. In addition, sales in 200@c¢fertain supply sales associated with actiwitiet expected to
continue beyond 2006, including the Company’s ayeament with Dr. Reddy’s Laboratories (“DRL") foretisale of
generic simvastatin. Sales growth was partiallgetfby lower sales afocor,the Company’s statin for modifying
cholesterol anéroscar, a urology product for the treatment of symptomagnign
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prostate enlargement. Me’'s U.S. marketing exclusivity fcZocorexpired on June 23, 2006, whProscarlost
U.S. marketing exclusivity on June 19, 2006.

Domestic sales increased 8% over 2005, while fareades declined 4%. Foreign sales representedo39%
total sales in 2006. Domestic sales benefited fituerlaunch of three new vaccines, while foreigesalere
negatively affected by the loss of marketing exeit\ssand continued generic erosion relate@torandFosamax
products.

Worldwide sales for 2005 decreased 4% in total @284, reflecting a decrease of 7% related to the
voluntary worldwide withdrawal o¥ioxx, offset by revenue growth in all other product8&. This growth reflects
a 1% favorable effect from foreign exchange, a &¥%ofable effect from price changes and a volumesase of 1%.
Foreign sales represented 42% of total sales f@5.20

SalesV) of the Company’s products were as follows:

($ in millions) 200¢ 200¢ 200<
Singulair $ 3579.0 $ 2975.¢ $ 2,622.(
Cozaar/Hyzaa 3,163.; 3,037.: 2,823.7
Fosama 3,134.. 3,191.; 3,159.°
Zocor 2,802.° 4,381." 5,196.¢
Primaxin 704.¢ 739.¢ 640.¢
Cosopt/Trusop 697.1 617.2 558.¢
Proscai 618.k 741.¢ 733.1
Vasotec/Vasereti 547 .2 623.1 719.2
Cancidas 529.¢ 570.( 430.C
Maxalt 406.4 348.¢ 309.¢
Propecie 351.¢ 291.¢ 270.2
Vioxx - - 1,489.:
Vaccines/Biological(? 1,859. 1,103.: 1,070.:
Other 4,241.¢ 3,391.C 2,949.*

$22,636.0 $22,011.¢ $22,972.¢

(@) Presented net of discounts and retul

(@ These amounts do not reflect sales of vaccinesisaitbst major European markets through the Comjsgoynt venture, Sanofi Pasteur MSD,
the results of which are reflected in equity incdnoen affiliates.

The Company’s pharmaceutical products include fherc and preventive agents, generally sold by
prescription, for the treatment of human disordaraong these ar8ingulair, a leukotriene receptor antagonist
respiratory product for the chronic treatment dhasa and for the relief of symptoms of allergionitis;
Cozaar/HyzaaandVasoteg the Company’s most significant hypertension antéart failure productszosamax
andFosamax Plus @marketed agosavancehroughout the European Union (“EU")), for the treant and, in the
case ofFosamax prevention of osteoporosi&pcor,Merck’s atherosclerosis produ&rimaxinandCancidas, anti-
bacterial/anti-fungal product§osoptandTrusopt,the largest-selling ophthalmological produdsoscar, a urology
product for the treatment of symptomatic benigrstate enlargementjaxalt,an acute migraine product and
Propecia, a product for the treatment of male pattern lusis.

Among the products included within vaccines/biotags arévarivax, a vaccine to help prevent chickeng
M-M-RI, a vaccine against measles, mumps and rud@i@Quad the pediatric combination vaccine against
measles, mumps, rubella and variceBardasil,a vaccine for the prevention of cervical cancer gexital warts
caused by certain types of HPRheumovax a vaccine for the prevention of pneumococcalatisgRotaTeqa
vaccine to help protect against rotavirus gasteritig in infants and children, arbstavaxa vaccine to help preve
shingles (herpes zoster) in individuals 60 yearagef or older.
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Other primarily includes sales of other human plereuticals, pharmaceutical and animal health supply
sales to the Company’s joint ventures and reverama the Company’s relationship with AZLP, primanblating to
sales ofNexiumandPrilosec.Revenue from AZLP was $1.8 billion, $1.7 billiomada$1.5 billion in 2006, 2005 and
2004, respectively. In 2006, other also includetade supply sales associated with activities xpeeted to continue
beyond 2006, including the Company’s arrangemetit @RL for the sale of generic simvastatin.

Segment Revenues

(% in millions) 200¢ 200¢ 200¢
Pharmaceutical segment reven $20,374.{ $20,678.( $21,591.(
Vaccines segment revent() 1,705. 984.2 972.¢
Other segment revenu® 162.1 161.¢ 185.1
Other revenue® 393.¢ 187.] 223.¢
Total revenue: $22,636.0 $22,011.¢ $22,972.¢

(1) In accordance with segment reporting requiremeviegcines segment revenues exclude $153.9 millid9.% million and $97.5 million i
2006, 2005 and 2004, respectively, of vaccinesdajecertain non-U.S. subsidiaries managed by anllided in the Pharmaceutical segment.

(2) Includes other nc-reportable human and animal health segments.

(3) Other revenues are primarily comprised of miscedlams corporate revenues, sales related to divgsteducts or businesses and other supply
sales not included in segment results.

Pharmaceutical Segment Reven
Sales of the Pharmaceutical segment decreased 200&primarily due to declines #ocorandProscar
post-patent expiration, partially offset by increainSingulairandCozaar/Hyzaar.

Singulair, Merck’s once-a-day oral respiratory medicine dadiéd for the treatment of chronic asthma and
the relief of symptoms of allergic rhinitis, contied its strong performance in 2006, reflectingabietinued demand
for asthma and seasonal and perennial allergi@tishmedicationsSingulaircontinues to be the number one
prescribed product in the U.S. respiratory marKetal 2006 sales ddingulairwere $3.6 billion, an increase of 20%
over 2005.

Global sales fo€ozaar, and its companion ageHizaar(a combination o€ozaarand
hydrochlorothiazide), for the treatment of hypesien were $3.2 billion in 2006, a 4% increase ®@5.Cozaar
andHyzaarcompete in the fastest-growing class in the anghigmsive market, angiotensin Il antagonists (“A)IA
Cozaar/Hyzaaremained the number two branded AllA in the Unifdtes and Europe in 2006.

In December 2006, the Company’s Japanese subsldianghedPreminent, known asHyzaarin most
worldwide markets, the first-ever-fixed-dose condbion in Japan of an angiotensin receptor blockdr a
hydrochlorothiazide for the treatment of hypertensiJapan is the second largest pharmaceuticaletiarkhe world.

Global sales foFosamaxandFosamax Plus D for the treatment of postmenopausal, male

and/or glucocorticoid-induced osteoporosis, werd $8lion in 2006, a decrease of 2% over 2005eSalutside of
the United States were affected by the availabdftpther generic alendronate sodium products ineskey markets,
including the United Kingdom, Canada and Germare Company has ongoing litigation in certain ofséo
European countries based on the Company'’s alentdrpasentsFosamaxandFosamax Plus Dogether remain the
most prescribed medicine worldwide for the treathtérosteoporosigz-osamaxandFosamax Plus vill lose marke
exclusivity in the United States in February 2008 &pril 2008, respectively, and the Company expe@nificant
declines in U.S.FosamaxandFosamax Plus Bales after each product’s respective loss of makeusivity.

In August 2006Fosamaxmarketed asosamac) became the first once-weekly, oral medicine for
osteoporosis to be launched in Japan.
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Worldwide sales oZocor, Merck’s statin for modifying cholesterol, were $2.8 bitliin 2006, a decrease
36% from 2005. Sales @ocorwere negatively affected by the loss of U.S. mankeéxclusivity in June 2006.
Global sales oZocorare expected to be $0.6 billion to $0.9 billior2®07.

In February 2006, the Company entered into an ageaewith DRL that authorized the sale of generic
simvastatin. Under the terms of the agreementCtirapany is reimbursed on a cost-plus basis by DRIsdipplying
finished goods and receives a share of the neitpretorded by DRL. Merck continues to offer braddocorand tc
manufacture simvastatin for brand2dcor, Vytorinand the Company’s investigational compound MK-0524B
2006, Merck recorded $208.9 million associated witnDRL arrangement for simvastatin. This revesuet
expected to continue beyond 2006.

In October 2006Januviawas approved by the FDA, and is now the first amig dipeptidyl peptidase-4
(“DPP-4") inhibitor available in the United Statfes the treatment of type 2 diabetes. DPP-4 inbiitepresent a
new class of prescription medications that improl®d sugar control in patients with type 2 diabdig enhancing
natural body system called the incretin systdéamuviahas been approved as monotherapy and as add-apyher
either of two other oral diabetes medications, oretfn or thiazolidinediones (“TZDs"), to improvedad sugar
(glucose) control in patients with type 2 diabetén diet and exercise are not enough.

On January 25, 2007, the Company received a pesifinion aboufanuviafrom the Committee for
Medicinal Products for Human Use (“CHMP”) of therBpean Medicines Agency (“EMEA”) in Europe. The CRM
opinion recommended thaanuviabe approved in the EU for the treatment of typéabetes. Following the
conclusion of the CHMP review, the opinion ftanuviawill be transmitted to the EC. If the EC adopts ¢ipénion,
Januviawill be the first and only prescription medicatiiona new class of drugs known as DPP-4 inhibitetgch
enhance the body’s own ability to lower blood suggucose) when it is elevated. The decision wéllapplicable to
the 27 countries that are members of the EU. Marfetuthorization from the EC is expected in edvbyil 2007
after the adoption of the opinion. Including the Bllerck anticipates approval f@anuviain at least another 55
countries in 2007.

Clinical studies show tha@anuviaprovides significant A1C (a measure of average dlglocose level over
a two- to three-month period) reductions in botmistberapy and when added to two commonly used types
diabetes drugs, metformin and TZDs. Treatment dathuviawas not associated with weight gain or an increais&
of hypoglycemiaJanuviais now available in 11 countries including the @ditStates, Mexico, and Brazil, and other
regulatory filings around the world are moving fand. Global sales afanuviawere $42.9 million in 2006.

In October 2006, the FDA approv&dlinzafor the treatment of cutaneous manifestations tiepts with
CTCL who have progressive, persistent or recuméesgiase on or following two systemic therapies. dperoval of
Zolinzarepresents the first anticancer treatment apprése@TCL since 1999.

Other products experiencing growth in 2006 incl@aesoptto treat glaucomaropeciafor male pattern
hair loss Maxaltto treat migraine pairArcoxiafor the treatment of arthritis and palnyanzfor the treatment of
selected moderate to severe infection in adiltsendfor prevention of acute and delayed nausea andtirgmi
associated with moderately and highly emetogeniceachemotherapy as well as for the treatmenbst-pperative
nausea and vomiting. Also contributing to Merclkitat sales in 2006 was revenue resulting from tbe@any’s
relationship with AZLP, primarily relating to sale§Nexium.

Proscar, Merck’s urology product for the treatment of sytorpatic benign prostate enlargement, lost
marketing exclusivity in the United States in J2006. Merck’s U.S. sales &roscarfor 2006 were $243.7 million,
a decrease of 34% compared with 2005. The Compgrgces the decline in U.Sroscarsales to continue. The
basic patent foProscaralso coverdropecia, howeverPropeciais protected by additional patents which expire in
October 2013.

Vaccines Segment Revenues

Sales of the Vaccines segment increased 73% in 20@6result of new product launches and the casdin
success of in-line vaccines. The following discassf vaccines includes total vaccines sales, #s majority of
which are included in the Vaccines segment anddh®minder, representing certain sales of vaccigyes b
non-U.S. subsidiaries, are managed by and incliddwe Pharmaceutical segment. These amounts defhedt
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sales of vaccines sold in most major European ntstkeough Sanofi Pasteur MS“SPMSL”) the Compan’s joint
venture with Sanofi Pasteur, the results of whichraflected in equity income from affiliates.

In 2006, the Company announced FDA approval ofetimew breakthrough vaccinégsardasil, RotaTeq
andZostavax.

On June 8, 2006, the FDA approv@drdasil, the only vaccine available in the United Stateprevent
cervical cancer and vulvar and vaginal pre-cancaused by HPV types 16 and 18 and to prevent ladegand pre-
cancerous lesions and genital warts caused by Kpast6, 11, 16 and 1&ardasilis approved for 9- to
26-year-old girls and womefardasilis a three dose, intra muscular vaccine given sixemonths. In the United
States, it is estimated that approximately 9,706he will be diagnosed with cervical cancer thisryaad
approximately 3,700 women will die.

In June 2006, the U.S. Centers for Disease Cost(tCDC") Advisory Committee on Immunization
Practices (“ACIP”) voted unanimously to recommehalt tgirls and women 11 to 26 years old be vaccihaiéh
Gardasil. The ACIP recommended th@gardasilbe administered to 11- and 12-year-fdcthales and to females ag
13 to 26 who have not previously been vaccinated that 9- and 10-year-old females be vaccinatél @ardasil at
the discretion of their physicians.

On November 1, 2006, the Company announced th& i@ addedsardasilto the CDC'’s Vaccines for
Children program for eligible girls and women ageid 18. As of February 2, 2007, managed care plgmesenting
at least 96% of privately-insured lives in the @ditStates (currently more than 120 insurance plex)decided to
reimburse foiGardasilwhen covered under the member’s benefit designs&@ resurers are reimbursing the vaccine
at or above the lowest price paid to Merck by gewaon-HMO customers.

In September 200&ardasilwas approved as the first and only vaccine in thedt use in children and
adolescents aged 9 to 15 years and in adult feragks 16 to 26 years for the prevention of cendealcer, high-
grade cervical dysplasias/precancers [cervicahépithelial neoplasia (CIN 2/3)], high-grade/prezsmous vulvar
dysplastic lesions (VIN 2/3) and genital warts by HPV types 6, 11, 16 and T3ardasilis marketed by SPMS
in 19 European countries, including 15 in the ButhHe remaining Central and Eastern European desy@ardasil
is marketed by Merck Sharp & Dohme as eitBardasil or Silgard.

In 2006, total sales dbardasilrecorded by Merck were $234.8 millioBardasilhas been approved in
54 countries, all under accelerated reviews, watjutatory applications pending in approximatelycbOntries.

In February 2005, the Company announced that itGlagoSmithKline (“GSK") entered into a cross-
license and settlement agreement for certain patgns related to HPV vaccines. Pursuant to threexmgent, GSK
received an upfront payment and is receiving raggfirom the Company based upon saleGafdasil, upon
development and launch. The agreement resolvesetaorgpntellectual property claims related to thenghanys anc
GSK'’s vaccine candidates. In addition, in 1995, dkezntered into a license agreement and collalworatith CSL
Limited relating to technology used @ardasil. Gardasiis also the subject of other third-party licensaggeements.
As a consequence of these agreements, the Complhpaywroyalties on the worldwide sales ®&rdasil of
approximately 24% to 26% in the aggregate.

Clinical studies to evaluate the efficacy®@érdasilin females 27 to 45 years of age and males 16 to
26 years of age continue in more than 30 coundéiesnd the world. The Company expects to subnthéd=-DA an
indication for females 27 to 45 years of age inftheth quarter of 2007, and an indication for n3alé to 26 years of
age in 2008. The Company is also conducting ongdingal studies to assess the potential for cprssection
against HPV types related to HPV 16 and 18, inclgdiiPV 31 and 45. Cross-protection, if proven, dqdtentially
expand the vaccine’s prevention coverage agaimgiced cancer.

In February 2006, the FDA approvBdtaTeq the Company’s vaccine to help protect againstviais
gastroenteritis in infants and children. The FDAm@val ofRotaTegvas based on data from the Comparighase |l
clinical trials of nearly 70,000 infants, includidgta from the Rotavirus Efficacy and Safety T(&EST”), one of
the largest pre-licensure vaccine clinical trialereconducted. In these clinical triaRotaTegprevented 98% of
severe cases of rotavirus gastroenteritis and ptesle’4% of rotavirus gastroenteritis cases ofsawerity caused by
serotypes targeted by the vaccine (G1, G2, G3,cGdipared to placebo through the first full
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rotavirus season after vaccinatiRotaTecalso reduced hospitalizations by 96% and emergesmy visits by 94%
for rotavirus gastroenteritis caused by serotypageted by the vaccine through the first two yadirer the third dos:

In February 2006, the CDC’s ACIP unanimously vdaiedecommend that all infants, starting at 6 to
12 weeks of age be vaccinated witbtaTeq now the only rotavirus vaccine available in thated States. The ACI
recommended that the oral, ready-to use vaccirgiviee during the current routine well-baby visit2a4, and
6 months of age. In ApriRotaTegvas made available in the CDC Vaccines for Chilgreogram.

Within the United States, as of February 6, 20@alth insurance plans representing approximatedy 60
covered lives in the eligible age group of infaamtsl young children between six and 32 weeks ohage added
RotaTecto their formulariesRotaTechas been approved in 34 countries and applicat@rikcensure have been fil
in more than 100 countries. In Nicaragua, wHeogaTeqgvas approved in 2006, the Company will provide the
vaccine free of charge for all infants born in toeintry over a three-year period commencing in 8et@006,
through a joint demonstration project with the Nagguan Ministry of Health. In 200&otaTecsales recorded by
Merck were $163.4 million.

In February 2007, Merck updated the labeling infation forRotaTedo include post-marketing reports of
intussusception and hematochezia to the VaccinemsévEvents Reporting System (“VAERS”), a natiorzaicine
safety surveillance program. In February 2007 RBé reported that since the licensureRaftaTecpn February 3,
2006 until January 31, 2007, 28 cases of intusgdigcein infants who receiveldotaTechave been reported in the
United States to VAERS and that this number do¢exeeed the number of cases expected based datkground
rate. REST was specifically designed to evaluateina safety with respect to intussusception. IIsSREhere was
no increased risk of intussuception wRbtaTeq compared to placebo.

In May 2006, the FDA approvetbstavax the Company’s vaccine for prevention of herpesero
(shingles) in individuals 60 years of age and olttewas also approved by regulatory authoritiehs EU and
Australia in May Zostavaxs the first and only medical option approved fog prevention of shingles.

In October 2006, the CDC ACIP voted unanimouslyeimommend that adults 60 years of age and older be
vaccinated wittZostavaxo help prevent shingles. Following the ACIP recoematation, in the United States, as of
February 6, 2007, managed care plans represergprgxmately 85% of covered lives are reimbursiogZostavax.
Sales oZostavaxecorded by Merck in 2006 were $38.6 million.

In June 2006, the ACIP unanimously voted to recomhtbat children 4 to 6 years of age routinely neze
a second dose of varicella (chickenpox)-contaimaccine. Merck’s/arivaxand its combination vaccirRroQuad
are the only vaccines to help protect against @ripkx available in the United States. The ACIP atsted to
recommend that children, adolescents and adultspsndously received one dose of varicella-containiaccine
should receive a catch-up second dose. The ACIEduotinclude the second dose of chickenpox vadnitiee
Vaccines for Children program.

Merck has recently determined that the bulk manufaty process for the Company’s varicella zostarss
(“VZV")-containing vaccines was producing lower aumts of bulk VZV intermediate than expected. TheMaulk
in question was designated for use in fulfillinguite quantities of the three VZV-containing vacesire Varivax,
ProQuadandZostavax As a result, production of the VZV bulk has béemporarily suspended while the Company
identifies the cause of this issue.

This situation does not affect the quality of afyerck’s VZV-containing vaccines currently on the
market, any lots of vaccine in inventory that agady for release to the market or any vaccinestwhitt be filled
and finished from existing VZV bulk.

As the Company works to resolve this issue, itisrdasing the availability ¢froQuad, while increasing
the availability of the component vaccinéarivaxandM-M-R 1l. Additionally, the Company will postpone the
introductions outside the United StatePobQuadandZostavaxuntil the VZV bulk issue is resolved.

Based on this approach and in view of current pt@as, the Company currently expects to meet
anticipated market demand for VZV-containing vaesin
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Costs, Expenses and Othe

Share-Based Compensation

On January 1, 2006, the Company adopted Financiebénting Standards Board (“FASB”) Statement
No. 123R,Share-Based PaymefiFAS 123R”) (see Note 14 to the consolidated fiiahstatements). FAS 123R
requires all share-based payments to employeespgenged over the requisite service period basabengrant-date
fair value of the awards. Prior to adopting FAS R2the Company accounted for employee stock optisirgy the
intrinsic value method which measures shasieed compensation expense as the amount by wigichdrket price ¢
the stock at the date of grant exceeds the exepdise. The Company elected the modified prospedtiansition
method for adopting FAS 123R, and therefore, geemiods were not restated. Under this method, theigions of
FAS 123R apply to all awards granted or modifit@ralanuary 1, 2006. Total pre-tax share-based ensgtion
expense was $312.5 million in 2006, $48.0 millior2D05 and $25.7 million in 2004. Incremental @e-¢xpense
related to the adoption of FAS 123R was $227.8onilin 2006. In addition, the unrecognized expesfsawvards tha
have not yet vested at the date of adoption slealebognized in Net income in the periods afterdduwe of adoption.
At December 31, 2006, there was $273.8 millionotédltpre-tax unrecognized compensation expenstd:ta
nonvested stock option, restricted stock unit agrdgumance share unit awards which will be recogghiaver a
weighted average period of 2.0 years. For segneguirting, share-based compensation expense islextor
unallocated expense.

(% in millions) 200€ Change 200t Chang: 2004
Materials and productio $ 6,001.: 17% $ 5,149.¢ 4% $ 4,965.°
Marketing and administrativ 8,165. 14% 7,155. -1% 7,238."
Research and developmt 4,782.¢ 24% 3,848.( 4% 4,010.:
Restructuring cosl 142.: -56% 322.2 * 107.¢
Equity income from affiliate (2,294.9) 34%  (1,717.) 70%  (1,008.7)
Other (income) expense, r (382.%9) * (110.2) -68% (344.0

$16,414.( 12% $14,648.( -2% $14,970.(

* 100% or greater

Materials and Productiol

In 2006, materials and production costs increa3éd, tompared to a 3% increase in sales. The inetisas
primarily attributable to $736.4 million recordad2006 related to the global restructuring progcampared with
$177.1 million recorded in 2005. Of the amount reed in 2006, $707.3 million represents accelerdegateciation
associated with the planned sale or closure ofdiwe Company’s manufacturing facilities (see é&étto the
consolidated financial statements). The remaini2@ % million represents impairment charges assediafith the
abandonment of certain fixed assets that will myér be used in the business as a result of teeseicturing
actions. Materials and production costs in 2006 aislude stock option expense of $23.8 milliondiibnally,
materials and production costs included a 1% untdMe impact from inflation in 2006.

In 2005, materials and production costs increasédcbmpared to a 4% decline in sales. The incrisase
primarily attributable to $177.1 million recorded2005 related to the global restructuring progr@inthis,
$111.2 million represents impairment charges aasetiwith the abandonment of certain fixed as$etsvtill no
longer be used in the business as a result of tessicturing actions. The remaining $65.9 milliepresents
accelerated depreciation associated with Merclda pb sell or close five of its owned manufacturiaglities.
Additionally, 1% of the increase in materials amdduction costs in 2005 is attributable to the unfable effect
from inflation. The variance in these costs relativ the sales decline reflects the impact oftdn@s noted above, as
well as the unfavorable effect on sales associatttdthe voluntary worldwide withdrawal &fioxxin 2004.

Gross margin was 73.5% in 2006 compared to 76.6200% and 78.4% in 2004. The restructuring charges
noted above had an unfavorable impact of 3.3 p&agerpoints in 2006 and 0.8 percentage points @5 2i5
addition, in 2006Zocorlost U.S. marketing exclusivity which negativelyeafted the gross margin. The impact of
voluntary worldwide withdrawal ofioxxhad an unfavorable effect on the gross margin 0420

54




Marketing and Administrativ

In 2006, marketing and administrative expensesamed 14%, primarily reflecting $673 million of
additional reserves solely for legal defense cfost¥ioxxlitigation (see Note 11 to the consolidated finahci
statements) as well as costs associated with timetes of three new vaccines and other new produetsly
Januviain the United States. In 2006, marketing and adstriaiiive expenses also included a $48 million ohang
establish a legal defense reserveHosamanxitigation (see Note 11 to the consolidated finahstatements), as well
as stock option expense of $143.7 million. Addisithyy marketing and administrative expenses inala&%
unfavorable effect from inflation in 2006.

In 2005, marketing and administrative expensesedesed 1% primarily due to costs recorded in 2004 of
$141.4 million for the voluntary worldwide withdrahof Vioxxand $604 million for the establishment of a reserve
solely for legal defense costs fdioxxlitigation. Partially offsetting the decrease wasaalditional reserve of
$295 million forVioxxlegal defense costs recorded in 2005, as well sis cequired to prepare for the launch of
new vaccines. Additionally, a 4% unfavorable effieom inflation and a 1% unfavorable effect frontkange also
partially offset the declines.

Research and Developme

Research and development expenses increased 22006n Included in the increase is a $466.2 million
acquired research charge related to acquisitidirof, as well as a $296.3 million acquired redeatarge resulting
from the GlycoFi acquisition. In addition, the irase reflects accelerated depreciation costs ob$bilion in 2006
related to the closure of research facilities innextion with the global restructuring programyeedl as stock option
expense of $55.5 million. Additionally, a 2% unfaable effect from inflation also contributed to therease in
2006.

The Company has three drug candidates currentlgrdfiDA review:

In June 2006, the FDA accepted for standard regieWDA for MK-0517, the intravenous prodrug of
Emendfor the treatment of CINV. The Company anticipaaegecision on the NDA in the second quarter of 2007

In July 2006, the FDA accepted for standard reuieevNDA for Janumet the Company’s investigational
oral medicine combininganuviawith metformin, which is designed to provide anitiddal treatment for patients
needing more than one oral agent to help contamidkugar for treatment of type 2 diabetes. The jg2om expects
FDA action on the NDA by the end of March 2007. T@w@mpany is also moving forward as planned withutatgpry
filings in countries outside the United States.

Arcoxia, the Company'’s investigational selective COX-Zilbitor, remains under standard review by the
FDA in the United States. In response to the FD#gprovable letter, Merck included results of the DAE
(Multinational Etoricoxib and Diclofenac Arthritisong-Term) Program that showed the rate of confirmedrttotic
cardiovascular events was similar betw@ecoxiaand diclofenac, the most widely used nonsteroidtt a
inflammatory drug in the world. The Company antitigs FDA action in April 2007. The Company expélctd an
FDA Advisory Committee meeting will be held priar EDA action.Arcoxiais currently available in more than 60
countries in Europe, Latin America, the Asia-Paciéigion and Middle East/Northern Africa.

The Company anticipates filing three NDAs with #RA in 2007:

The Company plans to file an NDA for MK-0518 witietFDA in the second quarter of 2007 and has
received fast track designation for an indicatiotréatment-experienced patients.

Interim 16-week data from the dose-ranging Phasdallof MK-0518, the Company’s investigational\HI
integrase inhibitor, in patients with advanced Hit¥ection were presented at the tt3Annual Conference on
Retroviruses and Opportunistic Infections in Febyi2006. The results showed that the oral investigal
medication at all three doses studied in combinatidh optimized background therapy (“OBT") had aper
antiretroviral activity than OBT alone. Study rdswlso showed that MK-0518 in combination with OBas
generally well tolerated in these patients who wWaileng antiretroviral therapy (“ART”), who weresistant to at
least one drug of each of the three available elas§oral ARTs, and who had limited active ART®p8ons for
treatment. At the American Society for Microbiolog6t Annual International Conference on Antimicrobial
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Agents and Chemotherapy in September 2006, the @oynpresented interim -week data from this ongoing stu
in treatment-experienced patients, which demoredritK-0518 maintaining viral load regression.

In August 2006 at the 18 International AIDS conference, the Company presgtititerim 24-week data
from the Phase Il dose-ranging trial of MK-0518 doated in treatment-naive, HIV-infected patientse Tata
showed that MK-0518 twice daily, when used in camatibpn with tenofovir and lamivudine, achieved anparable
viral load reduction to efavirenz combined with #zame agents in previously untreated patientsepiiegnber 2006
the American Society for Microbiology’s 46th Anndaternational Conference on Antimicrobial Agentsla
Chemotherapy, the Company presented additionainm@4-week data from this Phase Il dose-rangingystn
treatment-naive patients that demonstrated noasera lipid levels in patients taking MK-0518 widnofovir and
lamivudine.

The Company has entered into Phase Ill clinicalgnivith MK-0524A and to support MK-0524B,
investigational therapies for lipid management. [@B24A represents a novel approach to lowering LDlaiSing
HDL-C and lowering triglycerides. MK-0524B combinki-0524A with the proven benefits of simvastatin t
potentially reduce the risk of coronary heart déigebeyond what statins provide alone. The Complmspio file
MK-0524A with the FDA in 2007 and to file MK-0524i@ 2008.

In November 2006, the Company presented data frefmeze 11 study at the American Heart Association’s
Scientific Sessions 2006 in Chicago that showeddministration of MK-0524 with ER niacin significiynreduced
flushing in patients with dyslipidemia comparedtose patients who took ER niacin alone. Flushihgyacterized
by redness of the skin with warming or burning lo& tace and neck caused by the dilation of blo@s$els near the
skin, is a common niacin-induced side effect tlzat cause discomfort to patients and is a signifitastor leading to
discontinuation of niacin therapy.

In October 2006, the Company and H. Lundbeck A/Ba&fmark announced that the submission of an |
for gaboxadol, a novel investigational drug in RhAkdevelopment for the treatment of insomnial aécur in mid-
2007. Phase I clinical studies of gaboxadol shoinguroved sleep quality as well as increased slavensleep
without suppressing REM sleep. In December 2006ckannounced that gaboxadol will likely be a salied
compound.

Also, by mid-year 2007, Merck expects to have fourducts in Phase Il development (including
MK-0524B discussed above):

The Company has initiated a targeted Phase lliraragvith its investigational compound for the treant
of obesity, MK-0364, which is an investigationahoabinoid-1 receptor inverse agonist. Results df &dinical
studies indicate that MK-0364 demonstrated sigaiftoveight-loss efficacy versus placebo and wasigdly safe
and well-tolerated, however, as reported with amotiannabinoid-1 receptor inverse agonist, somefiatyic
adverse experiences have been observed.

As announced in December 2006, the Company plasistbPhase 11l testing of MK-0974, the calcitonin
gene related peptide receptor antagonist for #erirent of migraine headaches. The Phase Il progr&xpected t
commence in first quarter 2007.

Also announced in December 2006, the Company paties that MK-0822, a Cathepsin K inhibitor for the
treatment of osteoporosis, will enter Phase IHitgsin mid-2007.

In August 2006, Merck and Gilead Sciences, Incil¢&l”) established an agreement for the distrdyutf
Atripla, a once-daily, single tablet regimen foe tiheatment of HIV-1 infection in adults, in deveilog countries
around the world. Atripla contains 600 mg of efawiz, a non-nucleoside reverse transcriptase iohjld00 mg of
emtricitabine and 300 mg of tenofovir disoproxiirfarate, both nucleoside reverse transcriptaseiinhsbEfavirenz
is marketed by Merck under the tradenadtecrinin all territories outside of the United Statespn@aa and certain
European countries (where it is commercialized bgtBl-Myers Squibb (“BMS”) under the tradena@estiva).
Emtricitabine and tenofovir disoproxil fumarate ammmercialized by Gilead under the tradenamesizanand
Viread, respectively. The compounds are commordggiibed together as a once-daily, fixed-dose taflarketed
under the tradename Truvada for use as part of icatidn therapy.
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In October 2006, the Company along with BMS ane&llannounced the submission of a Marketing
Authorisation Application (“MAA”) for Atripla in tle EU to the EMEA. The MAA will be reviewed by théi®IP,
subject to validation by the EMEA. The MAA for Apta in the EU was filed jointly by the three comjenthrough
newly established three-way collaboration basddeland. Review of the MAA will be conducted by tR&EA
under the centralized licensing procedure, whidiemfinalized, provides one marketing authorizatioall member
states of the EU. Discussions among the three coi@paegarding agreements for manufacturing, corvialéeration
and distribution of Atripla in the EU are ongoing.

Merck continues to remain focused on augmentinipitsnal efforts by capitalizing on growth
opportunities, ranging from targeted acquisitiamsetsearch collaborations, preclinical and clinmahpounds and
technology transactions that will drive both nesard long-term growth. The Company completed 53stations in
2006 across a broad range of therapeutic categadesell as early—stage technology transactiorsciis currently
evaluating other opportunities, and is actively itamng the landscape for a range of targeted aitipns that meet
the Company'’s strategic criteria. Highlights franese activities for the year include:

In March 2006, Neuromed Pharmaceuticals Ltd. (“Mened”) and Merck signed a research collaboration
and license agreement to research, develop and emiatize novel compounds for the treatment of jzeid other
neurological disorders, including Neuromed’s leachpound, NMED-160 (MK-6721), which is currentlyftase I
development for the treatment of pain. Under theseof the agreement, Neuromed received an upfrayment of
$25 million. The successful development and lawfddMED-160 for an initial single indication on sowdwide
basis would trigger milestone payments totalingZ2llion. Milestones could increase to approxinhate
$450 million if a further indication for NMED-16@ ideveloped and approved and an additional compisund
developed and approved for two indications. Neurbmieuld also receive royalties on worldwide salesIRED-

160 and any additional compounds developed undeatreement.

Also in March 2006, Merck and NicOx S.A. (“NicOx&ntered into a new agreement to collaborate on the
development of new antihypertensive drugs usingXis proprietary nitric oxide-donating technolo@yhe
agreement covers nitric oxide-donating derivativeseveral major classes of antihypertensive agenthe
treatment of high blood pressure, complicationBygfertension, and other cardiovascular and reldissmders.

Merck has the exclusive right to develop and contiaéize antihypertensives that use NicOx’s nitngde-donating
technology for the treatment of systemic hyperi@msi

In May 2006, the Company acquired Abmaxis, a pelyaheld biopharmaceutical company dedicated to the
discovery and optimization of monoclonal antibodgducts for human therapeutics and diagnostic3uhre 2006,
the Company acquired GlycoFi, a privately-held ébinology company, a leader in the field of yeast
glycoengineering and optimization of biologic dmaglecules. In connection with the acquisition, @@mpany
recorded a charge of $296.3 million for acquiresksrch associated with Glycogtechnology platform to be used
the research and development process, for whigheacquisition date, technological feasibility hreot been
established and no alternative future use existed {Acquisitions” above).

In October 2006, Merck and Ambrilia Biopharma If@&mbrilia”), a biopharmaceutical company
developing innovative therapeutics in the fieldsafcer and infectious diseases, announced theyeelninto an
exclusive licensing agreement granting Merck theldvade rights to Ambrilia’s HIV/AIDS protease inthitor
program. Under the terms of this agreement, Anebghanted Merck the exclusive worldwide rightstsoléad
compound, PPL-100, which has completed a Phasgllesdose pharmacokinetic study and is currently Fhase |
repeat dose pharmacokinetic study. In return, Alabmeceived an upfront licensing fee of $17 mitlion signing an
is eligible for cash payments totaling up to $21iiom upon successful completion of developmefinical,
regulatory and sales milestones. Ambrilia will igeeroyalties on all future product sales.

In November 2006, the Company expanded the scojie exXisting strategic collaboration with FoxHallo
Technologies, Inc. (“FoxHollow”) for atheroscleroplaque analysis. Additionally, Merck acquiredake in
FoxHollow with the purchase of $95 million of newissued shares of FoxHollow common stock for $29 6&r
share, representing approximately an 11% stakeeXiséing strategic collaboration, entered int@@05, provided
for FoxHollow to receive an upfront payment witle thpportunity for additional payments if the cobtiadition
continued. Under the terms of the expanded coltimr agreement, Merck will pay $40 million to
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FoxHollow over four years in exchange for FoxHol's agreement to collaborate exclusively with Merckpecifie(
disease areas. Merck will also provide a minimur@d million in funding to FoxHollow over the firttiree years of
the four year collaboration program term, for reskactivities to be conducted by FoxHollow undesrik’s
direction. FoxHollow will receive milestone paymemin successful development of drug products gndistic tests
utilizing results from the collaboration, as wedl @yalties.

In November 2006, Merck and The J. David Gladstios#tutes announced a major collaboration and
license agreement for research and developmemntigEdo treat neurodegenerative diseases, inclugliigeimer’s
disease, that are linked to apoE-regulated meamanis the body. The agreement provides Merck, tincan
affiliate, with a worldwide, exclusive license tesearch, develop and commercialize compounds teatiected to
apoE-regulated pathways and result from collabegatesearch or discoveries that have been madie ifield of
neurodegeneration by the Gladstone Institutes.

Also in November 2006, Merck and Advinus Therapeu(P) Ltd. (“Advinus”) announced they have
formed a drug discovery and clinical developmeniaboration in the area of metabolic disorders. indg and
Merck will work together to develop clinically vdtited drug candidates for metabolic disorders, igck
retaining the right to advance the most promisihthese candidates into las¢age clinical trials. Advinis will recei\
an upfront payment and could potentially receiviegstone payments of $74.5 million for each targetided in the
collaboration. The collaboration will begin with dvtarget programs, and could expand to includerstbeer time.

In December 2006, Merck completed the acquisitio8ima, a publiclyheld biotechnology company that
a leader in developing a new class of medicineedas RNAI technology, which could significantlyealthe
treatment of disease. In connection with the adtiuis the Company recorded a charge of $466.2anillor
acquired research associated with Sirna’s compocamdently under development, for which, at theuasitjon date,
technological feasibility had not been establisaed no alternative future use existed (see “Actjais” above).

Additionally in December 2006, Merck and Idera Phaceuticals (“ldera’announced that they had forrr
a broad collaboration to research, develop and cenmtialize Idera’s Toll-like Receptor (“TLR”) agomss Under the
terms of the agreement, Merck will receive worldevekclusive rights to a number of Idera’s agonishpounds
targeting TLR 7, 8 and 9 for use in combinationhwiterck’s therapeutic and prophylactic vaccinesarnd
development for oncology, infectious diseases alztidimer’s disease. Merck and Idera will engage two-year
research and development collaboration to genemtel agonists targeting TLR 7 and TLR 8 and inooafing both
Merck and Idera chemistry for use in the licendelli§. Merck paid an upfront license fee of $20liomil to Idera and
purchased $10 million of its common stock at $5pB0share. In addition, Merck will fund the reséaand
development collaboration. Idera is eligible toaige milestone payments of up to $165 million i€vimes are
successfully developed in each of the three fieddilitional milestones of up to $260 million woule payable for
follow-on indications in the oncology field and theccessful development of additional vaccinesainintg Idera’s
TLR agonists. There is no limit to the number ofciaes to which Merck can apply Idera’s agonisthimithe
licensed fields. In addition, Idera will receiveyaities on products commercialized under the coliation.

The Company maintains a number of long-term expdoysand fundamental research programs in biology
and chemistry as well as research programs diréoteard product development. The Company'’s reseanch
development programs are generally designed tcsfonuhe development of novel medicines to addeegs, unme
medical needs. Merck’s new efforts to improve ddisgovery involve focusing on nine priority diseaseas, as well
as utilizing new research technologies, buildidgates with external partners and making targatsglisitions
which will complement the Company’s strong interredearch capabilities. The previous announcedprioeity
disease areas are: Alzheimer’s disease; atherosidpcardiovascular disease; diabetes; novel nascbbesity;
oncology (targeted therapies); pain; and sleeprdéss. These therapeutic areas were carefully chosged on a set
of criteria including unmet medical needs, scientipportunity and commercial opportunity. A chaatiecting the
Company’s current research pipeline as of Febri&r2007 is set forth in Item 1. “Business” above.
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Research and development expenses decreased 4b6inlAcluded in 2005 are accelerated depreciation
costs of $121.8 million related to the closureesfaarch facilities. In addition, the decrease c&léhe 2004 impact «
$225.0 million of licensing expense for the initiglyments for certain disclosed research collalmraand
$125.5 million of acquired research expense froenatquisition of Aton Pharma, Inc. in 2004. Pdgtiaffsetting the
decrease is an 8% increase in other research aetbgdeent activities supporting Merck’s pipeling,veell as a 2%
unfavorable effect from inflation.

Restructuring Cost

Restructuring costs were $142.3 million and $32Rillon for 2006 and 2005, respectively. Included i
restructuring costs are separation costs associdtked/erck’s plan to eliminate approximately 7,000 positiopghe
end of 2008. In 2006 and 2005, Merck incurred $213illion and $182.4 million, respectively, in sepidon costs
associated with actual headcount reductions, dsasdieadcount reductions that were probable anldi dxe
reasonably estimated related to the global restringt program. The Company eliminated 3,700 pasgim 2006
and 1,100 positions in 2005 (which are comprisedotfial headcount reductions, and the eliminatfazootractors
and vacant positions). Also, in 2005, the Compatprded $116.8 million for separation costs assediwith other
restructuring programs. Restructuring costs arkidtedd in unallocated expense for segment repogimgoses.

Equity Income from Affiliate

Equity income from affiliates reflects the perfommea of the Company’s joint ventures and partnesship
2006 and 2005, the increase in equity income frifiliaées reflects the successful performancé/gforin andZetia
through the Merck/Schering-Plough partnership. @twevth in 2005 is also attributable to higher parghip returns
from AZLP. See “Selected Joint Venture and Affdéidhformation” below.

Other (Income) Expense, Net

The increase in other (income) expense, net, i 28fects an increase in interest income geneffabea
the Company'’s investment portfolio derived fromheginterest rates and higher average investmetfofio
balances. The decrease in other (income) expeagan2005 primarily reflects a $176.8 million gan 2004 from
the sale of the Company’s 50% equity stake in itsoRean joint venture with Johnson & Johnson, dbasgerealized
gains on the Company'’s investment portfolio recdritie2004.

Segment Profits

($ in millions) 200¢ 200¢ 200¢
Pharmaceutical segment prot $13,649..  $13,157.¢  $13,560.:
Vaccines segment profi 892.¢ 767.C 881.
Other segment profi 380. 355.k 278.2
Other (8,701  (6,916.)  (6,717.)
Income before income tax $ 6,221« $ 7,363.¢ $ 8,002.¢

Segment profits are comprised of segment revermsasscertain elements of materials and productistsco
and operating expenses, including components dfyeiqpeome (loss) from affiliates and depreciatamd
amortization expenses. For internal managementting@resented to the chief operating decisionenathe
Company does not allocate the vast majority ofreatiproduction costs, research and developmerresgs and
general and administrative expenses, as well asabteof financing these activities. Separate twis maintain
responsibility for monitoring and managing thesstspincluding depreciation related to fixed assétzed by these
divisions and, therefore, they are not includeddégment profits. Also excluded from the determoratif segment
profits are taxes paid at the joint venture level a portion of equity income. Additionally, segrhprofits do not
reflect other expenses from corporate and manufagtgost centers and other miscellaneous incoxge(ese).
These unallocated items are reflected in “Otliethe above table. Also included in other are mlisoeous corpora
profits, operating profits related to divested prod or businesses, other supply sales and adjotriteeliminate th
effect of double counting certain items of income @xpense.
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Pharmaceutical segment profits increased 4% in 20@@ared with 2005 reflecting higher equity income
primarily driven by the strong performance of thergk/Schering-Plough partnership, partially offsgthe loss of
U.S. marketing exclusivity fafocorandProscar.Pharmaceutical segment profits declined 3% in Z00%arily
related to the voluntary worldwide withdrawal\ibxx.

Vaccines segment profits increased 16% in 2006drhy the launch of three new vaccines and the
successful performance of in-line vaccines. Vasegment profits declined 13% in 2005 primarifeating
increased marketing and administrative costs reduiv prepare for the launches of three new vaschaccines
segment profits also reflect equity income from StM

Taxes on Income

The Company’s effective income tax rate was 28.7%006, 37.1% in 2005 and 27.1% in 2004. The higher
effective tax rate in 2005 reflects an unfavoratiipact of 9.1 percentage points primarily relaethe Company’s
decision to repatriate $15.9 billion of foreignm@ags in accordance with the American Jobs Creaiiciof 2004
(“AJCA"). The 2006 effective tax rate reflects amfavorable impact of 3.1 percentage points relatgtie non-
deductible acquired research and development asstxiated with the acquisitions of Sirna and Gfycdhe tax
rate in all three years was favorably impacteddsjructuring charges.

Net Income and Earnings per Share

(% in millions except per share amour 200€ Change 200t Changt 200¢

Net income $4,433.¢ -4% $4,631.: -21% $5,830.:
As a % of sale 19.€% 21.(% 25.4%
As a % of average total ass 9.€% 10.€% 14.(%

Earnings per common share assuming dilu $ 2.0¢ -3% $ 2.1C -20% $ 2.6

Net Income and Earnings per Common St

Net income decreased 4% in 2006 and declined 212006. Earnings per common share assuming dilution
declined 3% in 2006 compared to a decline of 202005. These declines primarily reflect the impafccquired
research charges, higher restructuring chargegdeed reserves for legal defense costs and treniratal impact ¢
expensing stock options. These increased costspegtially offset by growth in equity income frorffibates in
2006 and the 2005 net tax charge associated wititriation of foreign earnings in accordance with AJCA. Net
income as a percentage of sales was 19.6% in 2Q0&% in 2005 and 25.4% in 2004. The decreasecipéncentag
of sales ratio in 2006 as compared to 2005 refbetsame factors discussed above. Net incomgeascantage of
average total assets was 9.9% in 2006, 10.6% i 2086 14.0% in 2004.

Selected Joint Venture and Affiliate Information

To expand its research base and realize synergiesdombining capabilities, opportunities and asget
previous years the Company formed a number of jantures. (See Note 9 to the consolidated finhstiéements.)

Merck/Scherin-Plough Partnership

In 2000, the Company and Schering-Plough Corpardti8chering-Plough”) (collectively, the “Partneys”
entered into agreements to create separate equatligd partnerships to develop and market in theéedrbtates new
prescription medicines in the cholesterol-managérard respiratory therapeutic areas. These agrdsrgenerally
provide for equal sharing of development costsfando{promotion of approved products by each compan0il,
the cholesterothanagement partnership agreements were expandsdude all the countries of the world, excluc
Japan. In 2002, ezetimibe, the first in a new atdssholesterol-lowering agents, was launched inWhited States as
Zetia(marketed a&zetroloutside the United States). In July 2004, a contlwingroduct containing the active
ingredients of botiZetiaandZocorwas approved in the United Statesvgsorin (marketed atnegyoutside the
United States).
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The cholesterol agreements provide for the shafrgperating income generated by the Merck/Schering
Plough cholesterol partnership (the “MSP Partnef3tiiased upon percentages that vary by produlets $avel and
country. In the U.S. market, the Partners sharitpron ZetiaandVytorin sales equally, with the exception of the 1
$300 million of annuakZetiasales, on which Schering-Plough receives a grehtme of profits. Operating income
includes expenses that the Partners have conthgcaigaeed to share, such as a portion of manufagfuwosts,
specifically identified promotion costs (includidgect-to-consumer advertising and direct and iifiebte
out-of-pocket promotion) and other agreed uponscfistspecific services such as on-going cliniealarch, market
support, market research, market expansion, asasellspecialty sales force and physician educptimgrams.
Expenses incurred in support of the MSP Partnetshimot shared between the Partners, such as timaykad
administrative expenses (including certain salesgfeosts), as well as certain manufacturing casésnot included
in Equity income from affiliates. However, thesestsoare reflected in the overall results of the Gany. Certain
research and development expenses are generalgdstgually by the Partners, after adjusting fened milestones

Sales of joint venture products were as follows:

($ in millions) 200€ 200t 200¢
Zetia $1,928.6 $1,396.7 $1,053.(
Vytorin 1,955 1,028.: 132.¢

$3,884.. $2,425.( $1,185.

Global sales oFetiaincreased 38% over 2005. Global sale¥ytbrinincreased 90% over 2008ytorinis
the only single tablet cholesterol treatment tovmte LDL cholesterol lowering through the dual inttion of
cholesterol production and absorption.

In June 2006, the MSP Partnership announced neaieih two clinical trials. Data presented at the
International Symposium on Atherosclerosis meesingwed thaVytorin was significantly more effective than
Crestor in reducing LDL cholesterol across all gtddse comparisons and an analysis of the dataeshtvat, when
averaged across all study doségtorin brought more patients at high risk of cardiovascdisease to LDL
cholesterol levels less than 70 mg/dl comparedrésiOr. Also in June, new data released at the isareDiabetes
Association’s (“ADA”) 66th Annual Scientific Sessis showed that at the recommended usual startiegsgbytorin
was superior to Lipitor in the lowering of LDL clasterol in patients with type 2 diabetes and higblesterol. These
data were also published in the December 2006 sMayo Clinic Proceedings.

The results from the Company'’s interest in the ME&Rtnership are recorded in Equity income from
affiliates. Merck recognized equity income of $8&BLmillion in 2006, $570.4 million in 2005 and 18 million in
2004.

AstraZeneca LI

In 1982, the Company entered into an agreementAwtra AB (“Astra”) to develop and market Astra
products in the United States. In 1994, the CompantyAstra formed an equally-owned joint ventuist tteveloped
and marketed most of Astra’s new prescription miadi&in the United States includiRgilosec, the first in a class
of medications known as proton pump inhibitors, akhélows the production of acid from the cellste# stomach
lining.

In 1998, the Company and Astra restructured tha j@nture whereby the Company acquired Astra’s
interest in the joint venture, renamed KBI Inc. BK), and contributed KBI's operating assets toeavrlJ.S. limited
partnership named Astra Pharmaceuticals, L.P.“Rhgnership”), in which the Company maintainsraited partner
interest. The Partnership, renamed AstraZenecdAHR L"), became the exclusive distributor of theogucts for
which KBI retained rights.

Merck earns ongoing revenue based on sales ofrtwanel future KBI products and such revenue was
$1.8 billion, $1.7 billion and $1.5 billion in 2008005 and 2004, respectively, primarily relatingsales oNexium
andPrilosec.In addition, Merck earns certain Partnership retuwhich are recorded in Equity income from
affiliates. Such returns include a priority retgmovided for in the Partnership Agreement, variabterns based, in
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part, upon sales of certain former Astra USA, products, and a preferential return representingck’s share o
undistributed AZLP GAAP earnings. These returnsragated $783.7 million, $833.5 million and $646.Hion in
2006, 2005 and 2004, respectively.

Merial Limited

In 1997, Merck and Rhéne-Poulenc S.A. (now Sanekiftis S.A.) combined their animal health and
poultry genetics businesses to form Merial Limi¢dderial”), a fully integrated animal health comparwhich is a
stand-alone joint venture, equally owned by eactyp®erial provides a comprehensive range of pleraaticals
and vaccines to enhance the health, well-beingoanidrmance of a wide range of animal species.

Sales of joint venture products were as follows:

($ in millions) 2006 2005 2004

Fipronil products $ 886.¢ $ 757.7 $ 679.
Avermectin product 468. 467.5 452.¢
Biological product: 600.7 533.2 476.%
Other product: 238.2 228.¢ 227.¢

$2,194.7 $1,987.C $1,835.¢

The broiler and foreign turkey segments of the pgigenetics business were sold in 2005 and theedtim
turkey segment was divested in 2004. These transaoctompleted the divestiture of Merial’s intergsthe poultry
genetics business. For comparative purposes thargmpresented above for 2005 and 2004 do notdedlevenue
earned from the poultry genetics business.

Sanofi Pasteur MSD

In 1994, Merck and Pasteur Merieux Connaught (nemo8 Pasteur S.A.) established a 50% owned joint
venture to market vaccines in Europe and to cotkatiean the development of combination vaccinesifsiribution ir
Europe.

In 2006, Merck launched three new vaccines tha¢ teaen approved for use in the EU and will be ntad
by SPMSD in certain Western European counti@erdasilfor the prevention of cervical cancer and genitatte/
caused by certain types of HPRptaTedo help protect against rotavirus gastroenterniti;mfants and children; and
Zostavaxo help prevent shingles (herpes zoster) in indigid 60 years of age and older.

In September 2005, SPMSD entered into a Letterrafdstaking (“LOU"), with the EMEA due to Agency
concerns regarding the long-term efficacy of theatiéis B component dflexavac.The hepatitis B component of
Hexavacis manufactured by Merck. The LOU requires, invald part (1) suspension of the Eéxavadicense;

(2) suspension dflexavaddistribution; (3) a recall oflexavacproduct in the EU; (4) a recall éfexavadn a number
of non-EU countries; and (5) a surveillance progeard possible future revaccination. SPMSD, whichkeizs and
sellsHexavadn part of the EU, has notified Merck that it iseeving any rights that it may have to seek damages
from Merck and to be defended, indemnified and thaldnless by Merck in the event of third party il

In September 2005, the EMEA initiated a formal egwof the long-term efficacy of the hepatitis B eme,
HBvaxPRC, and of the hepatitis B component of the hepaBifidib combination vaccind?rocomvaxBoth products
are marketed and sold by SPMSD in its Europeaitdery and are sold elsewhere, under different regrbg Merck.
After extensive review, the EMEA determined in M2306 that each vaccine continues to offer effeqtineection
against hepatitis B and allowed SPMSD to continaeketing each product with minor label changes.
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Sales of joint venture products were as follows:

(% in millions) 200¢ 200¢ 200¢
Hepatitis vaccine $ 70.¢ $811 $ 80t
Viral vaccines 100.1 78.5 54.C
Other vaccine 742.¢ 705.t 672.F

$913.¢ $865.1 $807.(

Johnson & Johnsc®Merck Consumer Pharmaceuticals Company

In 1989, Merck formed a joint venture with Johngodohnson to develop and market a broad range of
nonprescription medicines for U.S. consumers. 58 owned joint venture was expanded in Europ&88land
into Canada in 1996. In March 2004, Merck solcb&o6 equity stake in its European joint venturedionkon &
Johnson for $244.0 million and recorded a $17618anigain as Other (income) expense, net. Merdkaeintinue tc
benefit through royalties on certain products asd eegained the rights to potential future produbat switch from
prescription to over-the-counter status in Europe.

Sales of joint venture products were as follows:

(% in millions) 200¢ 200t  2004®)
Gastrointestinal produc $250.¢ $250.6 $ 269.2
Other product: 1.7 2.5 46.1

$252.¢ $253.: $ 315.

@ Includes sales of the European joint venture upuigh March 2004

Capital Expenditures

Capital expenditures were $980.2 million in 2006 &t.4 billion in 2005. Expenditures in the Unitgthtes
were $714.7 million in 2006 and $938.7 million iB05. Expenditures during 2006 included $334.8 onillior
production facilities, $314.6 million for researahd development facilities, $7.9 million for enviroental projects,
and $322.9 million for administrative, safety arehgral site projects. Capital expenditures for 28@7estimated to
be $1.2 billion.

Depreciation expense was $2.1 billion in 2006 ahd $illion in 2005, of which $1.5 billion and
$1.1 billion, respectively, applied to locationstire United States. Total depreciation expens®@62nd 2005
includes accelerated depreciation of $763.8 miliad $84.6 million, respectively, associated wiiih global
restructuring plan. Additionally, depreciation erpe for 2005 reflects $103.1 million associatedhlie closure of
the Terlings Park basic research center (see Ntutehe consolidated financial statements).

Analysis of Liquidity and Capital Resources

Merck’s strong financial profile enables the Compémfully fund research and development, focus on
external alliances, support in-line products anaim&e upcoming launches while providing signifitaash returns
to shareholders. Cash provided by operating aesyitvhich was $6.8 billion in 2006, continues &the Company’s
primary source of funds to finance capital expan@s, treasury stock purchases and dividends paitbtkholders.
At December 31, 2006, the total of worldwide castl mvestments was $16.5 billion, including $8.llidn of cash,
cash equivalents and short-term investments, ar@lt$lfion of long-term investments.
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Selected Data

($ in millions) 200¢ 200¢ 200¢
Working capital $2,507.t $7,806.¢  $1,688.¢
Total debt to total liabilities and equi 15.2% 18.1% 16.1%
Cash provided by operations to total d 1.0:1 0.9:1 1.3:1

During 2006, the Company began shifting its mixnefestments from short-term to long-term, resuliimg
reduction of working capital in line with historidavels relative to the level at December 31, 2063005, to enab
execution of the AJCA repatriation, the Companyngfeal its mix of investments from long-term to skterm,
resulting in a significant increase in working d¢apas of December 31, 2005. The AJCA created teampo
incentives through December 31, 2005 for U.S. matibnals to repatriate accumulated income earnégide of the
United States as of December 31, 2002. In conneetith the AJCA, the Company repatriated $15.9dnillduring
2005. As a result, the Company recorded an incaxeharge of $766.5 million in Taxes on Income 002 related
to this repatriation, $185 million of which was génh 2005 and the remainder of which was paid @fitst quarter of
2006. As of December 31, 2005, approximately $8li of the AJCA repatriation was invested inlful
collateralized overnight repurchase agreementsaasincluded in Short-term investments in the Cbdated
Balance Sheet. In early 2006, the Company begamesiing its repurchase agreement balances inér sttort- and
long-term investments. Working capital levels amrenthan adequate to meet the operating requiranoétihe
Company. The ratios of total debt to total lia@kt and equity and cash provided by operationst&d tiebt reflect th
strength of the Company’s operating cash flowstaedability of the Company to cover its contractolaligations.

As previously disclosed, the Internal Revenue Ser(ilRS”) has been examining the Company’s tax
returns for the years 1993 to 2001 and had issoddes of deficiency with respect to a partnerghapsaction
entered into in 1993, and two minority interestiggfinancings entered into in 1995 and 2000, respely. The IRS
has recently concluded its examination of the y&883-2001 and will issue a Final Revenue AgenisoRen the
first quarter. On February 13, 2007, the Compartgred into closing agreements with the IRS covesieneral
specific items, including the 1993 partnership sestion and the 1995 and 2000 minority interesttgdimancings.
Under the terms of the closing agreements, the @ompxpects to make a payment of approximately35gilBon in
the first quarter of 2007. This payment will beseff during 2007 by (i) a tax refund of $150 millimn amounts
previously paid related to these matters and @3#@0 million federal tax benefit related to intgrancluded in the
payment, resulting in a net cash cost to the Compéapproximately $2.3 billion. The Company hasyiously
established reserves for these matters and wigledhclusion of the IRS examination, including ¢hesing
agreements, does not have a material effect o@éhgpany’s results of operations, financial positodiquidity, it
will have a material adverse effect on the Compsueg'sh flow for the first quarter of 2007 when plagment is
made. The impact for years subsequent to 2001egbaintnership transaction and the minority inteegstity
financings is included in the closing agreemerttsoaigh those years remain open in all other respect

As previously disclosed, during October 2006 thenPany received a notice of reassessment from the
Canada Revenue Agency (“CRA”") containing adjustmealated to certain intercompany pricing mattehngctv
result in additional taxes due of approximatelydiillion (U.S. dollars) plus interest of $360 riah (U.S. dollars)
(see Note 17 to the consolidated financial statés)efihe Company disagrees with the positions téyethe CRA
and believes they are without merit. The Compalignids to contest the reassessment through the Pp2aks
process and the courts if necessary. In conneutittnthe appeals process, in the notice of reassass the
Company is required to post a deposit of up totmitof the tax and interest assessed. During Jgr2f07, the
Company pledged collateral consisting of cash asth @quivalents of $802 million to a financial ington which
provided a Letter of Guarantee to the CRA. Manag#rhelieves that resolution of these matters vatl imave a
material adverse effect on the Company’s finaneisition or liquidity. However, an unfavorable ridimn could
have a material adverse effect on the Companytdteesf operations or cash flows in the quartewirich an
adjustment is recorded or the tax is due.
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The Company'’s contractual obligations as of Decer8the 2006 are as follows:

Payments Due by Period

($ in millions) Total 2007 2008-200¢ 2010-2011 Thereafte
Purchase obligatior $1,108.! $ 366.« $ 614.C $ 1111 $ 17.C
Loans payable and current portion of long-term

debt 1,285.; 1,285.; - - -
Long-term debi 5,551.( - 1,696.: 529.¢ 3,325.!
Operating lease 211t 65.¢ 78.t 33.c 33.¢

$8,156.. $1,717.i $ 2,388t $ 673.& $ 3,376

Purchase obligations consist primarily of goods serdices that are enforceable and legally bindimdy
include obligations for minimum inventory contraatssearch and development and advertising. Rdseantracts
do not include milestone payments contingent upburé events. Loans payable and current portidargfterm deb
includes $500.0 million of notes which were rededrg the Company in February 2007, upon notificafiom the
remarketing agent that, due to an overall ris@ierest rates, it would not exercise its annuabopb remarket the
notes. Loans payable and current portion of lomgrtgebt also reflects $336.2 million of long-datexies that are
subject to repayment at the option of the holderamannual basis. Required funding obligation2@f7 relating to
the Company’s pension and other postretirementfligri@ns are not expected to be material.

In December 2004, the Company increased the cgpafdils shelf registration statement filed witleth
Securities and Exchange Commission (“SEC”") to iskel#t securities by an additional $3.0 billion February 2005,
the Company issued $1.0 billion of 4.75% ten-yestes under the shelf. In November 2006, the Compssued
$500 million of 5.75% twenty-year notes and $250iom of 5.125% five-year notes under the shelfeTamaining
capacity under the Company’s shelf registratiotestent is approximately $2.0 billion.

In April 2006, the Company extended the maturitiedz its $1.5 billion, five-year revolving credécility
from February 2010 to April 2011. The facility pides backup liquidity for the Company’s commergiaper
borrowing facility and is for general corporate poses. The Company has not drawn funding fromféuigity.

The Company’s long-term credit ratings assignedlopdy’s and Standard & Poor’s are Aa3 and AA-,
respectively, each with a negative outlook. Thesiegs continue to allow access to the capital etarlnd flexibility
in obtaining funds on competitive terms. The Conypaontinues to maintain a conservative financiafipe. Total
cash and investments of $16.5 billion exceeds uhe &f loans payable and long-term debt of $6.8dmill The
Company also has long-term credit ratings that rermaong the top 4% of rated non-financial corporet. Despite
this strong financial profile, certain contingemtats, if realized, which are discussed in Notedlthe consolidated
financial statements, could have a material advienpact on the Company’s liquidity and capital neses. The
Company does not participate in any off-balanceshgangements involving unconsolidated subsielkattiat
provide financing or potentially expose the Comptmynrecorded financial obligations.

In July 2002, the Board of Directors approved pasgs over time of up to $10.0 billion of Merck swar
Total treasury stock purchased under this prograg®06 was $1.0 billion. As of December 31, 20@5%illion
remains under the 2002 stock repurchase authanzapproved by the Merck Board of Directors.

Financial Instruments Market Risk Disclosures

Foreign Currency Risk Manageme

While the U.S. dollar is the functional currencytiké Company’s foreign subsidiaries, a signifigamttion
of the Company’s revenues are denominated in foreigrencies. Merck relies on sustained cash figererated
from foreign sources to support its long-term cotnment to U.S. dollar-based research and developrifierthe
extent the dollar value of cash flows is diministasda result of a strengthening dollar, the Comisany
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ability to fund research and other dc-based strategic initiatives at a consistent leeyy lve impaired. The Compa
has established revenue hedging and balance $sleatanagement programs to protect against vajaifi future
foreign currency cash flows and changes in fain@alaused 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. dollarevaf future cash flows derived from foreign cuogdenominated
sales, primarily the euro and Japanese yen. T@welihis objective, the Company will partially hedanticipated
third-party sales that are expected to occur dggulanning cycle, typically no more than threergeato the future.
The Company will layer in hedges over time, incihegshe portion of sales hedged as it gets claséne expected
date of the transaction, such that it is probaidehtedged transaction will occur. The portion déséedged is based
on assessments of cost-benefit profiles that censidtural offsetting exposures, revenue and exggheate
volatilities and correlations, and the cost of iegdnstruments. The hedged anticipated sales apecified
component of a portfolio of similarly denominateddign currency-based sales transactions, eactichwesponds
to the hedged risk in the same manner. Merck maniégganticipated transaction exposure principaily purchased
local currency put options, which provide the Compwith a right, but not an obligation, to selléign currencies i
the future at a predetermined price. If the U.Sladstrengthens relative to the currency of thedesl anticipated
sales, total changes in the options’ cash flowly fffset the decline in the expected future U.&lat cash flows of
the hedged foreign currency sales. Converseligeifd.S. dollar weakens, the options’ value redteegro, but the
Company benefits from the increase in the valuth®fanticipated foreign currency cash flows. Whilweaker
U.S. dollar would result in a net benefit, the nerkalue of the Company’s hedges would have detlie
$38.7 million and $113.0 million, respectively, finca uniform 10% weakening of the U.S. dollar at &aber 31,
2006 and 2005. The market value was determined@sforeign exchange option pricing model and hgjdill
factors except exchange rates constant. Becausekencipally uses purchased local currency ptioog, a
uniform weakening of the U.S. dollar will yield thergest overall potential loss in the market valfiehese options.
The sensitivity measurement assumes that a charmeeiforeign currency relative to the U.S. dollauld not affec
other foreign currencies relative to the U.S. doldthough not predictive in nature, the Compamjidves that a
10% threshold reflects reasonably possible nean-tdranges in Merck’s major foreign currency expesuelative to
the U.S. dollar. The cash flows from these consrace reported as operating activities in the Cliseted Statement
of Cash Flows.

The primary objective of the balance sheet risk ag@ment program is to protect the U.S. dollar vafue
foreign currency denominated net monetary assets fhe effects of volatility in foreign exchangattmight occur
prior to their conversion to U.S. dollars. Merclngipally utilizes forward exchange contracts, whénable the
Company to buy and sell foreign currencies in titare at fixed exchange rates and economicallyeoftfse
consequences of changes in foreign exchange amtbeant of U.S. dollar cash flows derived from tle¢ aissets.
Merck routinely enters into contracts to fully affshe effects of exchange on exposures denomiiradeleloped
country currencies, primarily the euro and Japagese For exposures in developing country currenchee
Company will enter into forward contracts on a miaréted basis and only when it is deemed econohticdo so
based on a cost-benefit analysis that considemn#gnitude of the exposure, the volatility of tixeleange rate and
the cost of the hedging instrument. The Companialb minimize the effect of exchange on monetasets and
liabilities by managing operating activities and asset positions at the local level. The Compa®gsdorward
contracts to hedge the changes in fair value déiceforeign currency denominated available-foessgcurities
attributable to fluctuations in foreign currencycbange rates. A sensitivity analysis to changékénsalue of the
U.S. dollar on foreign currency denominated deiies, investments and monetary assets and ligsilitidicated th:
if the U.S. dollar uniformly weakened by 10% agamiscurrency exposures of the Company at Decer@be2006
and 2005, Income before taxes would have decligeBR.7 million and $3.5 million, respectively. Berse Merck i
in a net short position relative to its major fgreicurrencies after consideration of forward cartza uniform
weakening of the U.S. dollar will yield the largesterall potential net loss in earnings due to excfe. This
measurement assumes that a change in one foraigmcy relative to the U.S. dollar would not affetter foreign
currencies relative to the U.S. dollar. Although predictive in nature, the Company believes th#% threshold
reflects reasonably possible near-term changeseirth/s major foreign currency exposures relative toltte. dollar
The cash flows from these contracts are reportegpasating activities in the Consolidated Statenoéi@ash Flows.
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Interest Rate Risk Managemt

In addition to the revenue hedging and balancetstskemanagement programs, the Company may use
interest rate swap contracts on certain investimglarrowing transactions to manage its net exgosuinterest rate
changes and to reduce its overall cost of borrowiing Company does not use leveraged swaps agdnaral, does
not leverage any of its investment activities tivatild put principal capital at risk. At December, 2006, the
Company was a party to seven pay-floating, recéikest interest rate swap contracts designatedingdlue hedges
of fixed-rate notes in which the notional amountstech the amount of the hedged fixed rate notesteliseone swap
maturing in 2007 with a notional amount of $350limil; two swaps maturing in 2011 with notional amtsiof
$125 million each; one swap maturing in 2013 witlogional amount of $500 million and three swapsuriag in
2015 with notional amounts of $250 million eache®waps effectively convert the fixed-rate obligas to floating-
rate instruments. The cash flows from these cotstrae reported as operating activities in the Glitsted
Statement of Cash Flows.

The Company’s investment portfolio includes cashieajents and short-term investments, which at
December 31, 2006 included repurchase agreembatmdrket values of which are not significantly aofed by
changes in interest rates. The market value o€tirapany’s medium- to long-term fixgdte investments is modes
impacted by changes in U.S. interest rates. Chaingesdium- to long-term U.S. interest rates haweoae
significant impact on the market value of the Comps fixed-rate borrowings, which generally havader
maturities. A sensitivity analysis to measure ptérchanges in the market value of the Compamyestments, de
and related swap contracts from a change in irntesss indicated that a one percentage pointéseré interest
rates at December 31, 2006 and 2005 would havéymgiimpacted the net aggregate market valudesé
instruments by $111.0 million and $236.2 millioespectively. A one percentage point decrease atrbDier 31,
2006 and 2005 would have negatively impacted thaggregate market value by $171.0 million and $28illion,
respectively. The decreased sensitivity is atteblg to a change in the mix of investments fronrtstesm variable
rate at December 31, 2005 to long-term fixed ratefddecember 31, 2006. The fair value of the Camfsadebt wa
determined using pricing models reflecting one petage point shifts in the appropriate yield curvés fair value
of the Company’s investments was determined usicgnzbination of pricing and duration models.

Critical Accounting Policies and Other Matters

The consolidated financial statements include segmounts that are based on management’s best
estimates and judgments. Estimates are used imueteg such items as provisions for sales discoantd returns,
depreciable and amortizable lives, recoverabilftingentories produced in preparation for prodactriches, amoun
recorded for contingencies, environmental lialgtand other reserves, pension and other postnetirtebenefit plan
assumptions, share-based compensation assumg@amnssitions and taxes on income. Because of thertainty
inherent in such estimates, actual results magdifbm these estimates. Application of the follogriaccounting
policies result in accounting estimates havinggbiential for the most significant impact on theefiicial statements.

Revenue Recognitic

Revenues from sales of products are recognized titteeand risk of loss passes to the customereRees
for domestic pharmaceutical sales are recognizéteaime of shipment, while for many foreign sulisiies, as well
as for vaccine sales, revenues are recognizee dintle of delivery. Recognition of revenue alsouiegs reasonable
assurance of collection of sales proceeds and aiaplof all performance obligations. Domestica#lges discounts
are issued to customers as direct discounts gidim-of-sale or indirectly through an intermediaviiolesale
purchaser, known as chargebacks, or indirectihénform of rebates. Additionally, sales are geterabde with a
limited right of return under certain conditionse\Rnues are recorded net of provisions for sakeodnts and
returns, which are established at the time of sale.

The provision for aggregate indirect customer diste covers chargebacks and rebates. Chargebacks ar
discounts that occur when a contracted customehgses directly through an intermediary wholesatelpaser. The
contracted customer generally purchases prodiist edntracted price plus a mark-up from the whalkss The
wholesaler, in turn, charges the Company backiferdifference between the price initially paid bg t
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wholesaler and the contract price paid to the wdadér by the customer. The provision for chargebéskased o
expected sell-through levels by the Company’s wéalke customers to contracted customers, as weltanated
wholesaler inventory levels. Rebates are amoun&idvased upon definitive contractual agreementegad
requirements with private sector and public se@Wedicaid) benefit providers, after the final disgang of the
product by a pharmacy to a benefit plan particip@he provision is based on expected payments,hndrie driven b
patient usage and contract performance by the bhgmefider customers.

The Company assumes a first-in, first-out movenoeéirtventory within the supply chain for purposéds o
estimating its aggregate indirect customer discacotual. In addition, the Company uses histodoatomer
segment mix, adjusted for other known events, @depto estimate the expected provision. Amountsugctfor
aggregate indirect customer discounts are evalwatedquarterly basis through comparison of infaromeprovided
by the wholesalers and other customers to the ate@acrued. Adjustments are recorded when trendigoificant
events indicate that a change in the estimatedgicovis appropriate.

The Company continually monitors its provision &mgregate indirect customer discounts. There were n
material adjustments to estimates associated hittaggregate indirect customer discount provigia®0i06, 2005 or
2004.

Summarized information about changes in the aggedgdirect customer discount accrual is as follows

($ in millions) 200¢ 200t
Balance, January $1,166.8 $1,030.:
Current provisior 3,519.¢ 4,419.:
Adjustments to prior yeal (29.5) 134.7
Payment: (3,899.) (4,417.¢
Balance, December : $ 7571 $1,166.!

Accruals for chargebacks are reflected as a diggliction to accounts receivable and accrualsefoates a
accrued expenses. The accrued balances relatiliege provisions included in Accounts receivablg Accrued and
other current liabilities were $60.4 million and%67 million, respectively, at December 31, 2006] §164.3 milliot
and $1.0 billion, respectively, at December 31,200

The Company maintains a returns policy that all@s/sustomers to return product within a specifiediod
prior to and subsequent to the expiration dateggaly, six months before and twelve months aftedpct
expiration). The estimate of the provision for retiis based upon historical experience with agtetarns.
Additionally, the Company considers factors suckeasls of inventory in the distribution channelpguct dating an
expiration period, whether products have been distoed, entrance in the market of additional gienssmpetition,
changes in formularies or launch of over-the-coupteducts, to name a few. The product returnsipiow, as well
as actual returns, were less than 1.0% of net ga306, 2005 and 2004.

Through its distribution program with U.S. whole=al the Company encourages wholesalers to align
purchases with underlying demand and maintain itoregs within specified levels. The terms of thegnam allow
the wholesalers to earn fees upon providing vigyhihto their inventory levels as well as by achig certain
performance parameters, such as, inventory manageoustomer service levels, reducing shortagendaind
reducing product returns. Information provided tigb the wholesaler distribution program includesnis such as
sales trends, inventory on-hand, on-order quaatity product returns.

Wholesalers generally provide only the above maetibdata to the Company, as there is no regulatory
requirement to report lot level information to méawiurers, which is the level of information neededetermine th
remaining shelf life and original sale date of intary. Given current wholesaler inventory level$jeth are generall
less than a month, the Company believes that ¢ateof order lot information across all wholesalestomers would
have limited use in estimating sales discountsrahdns.
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Inventories Produced in Preparation for Product babes

The Company capitalizes inventories produced ipgnation for product launches sufficient to support
initial market demand. Typically, capitalizationsich inventory does not begin until the relatemtipct candidates
are in Phase Il clinical trials and are considdretiave a high probability of regulatory approvidie Company
monitors the status of each respective productimvttie regulatory approval process; however, theagamy
generally does not disclose specific timing forulegpry approval. If the Company is aware of angcsfic risks or
contingencies other than the normal regulatory @ggrprocess or if there are any specific issuestifled during th
research process relating to safety, efficacy, faamuring, marketing or labeling, the related inwey would
generally not be capitalized. Expiry dates of thheentory are impacted by the stage of completidre Company
manages the levels of inventory at each stagetimize the shelf life of the inventory in relatiém anticipated
market demand in order to avoid product expiryéssiror inventories that are capitalized, antieigdtiture sales
and shelf lives support the realization of the imteey value as the inventory shelf life is suffitieo meet initial
product launch requirements. At December 31, 208&ntories produced in preparation for produchtzhes
consisted of three vaccine products, a new fornauldor an existing vaccine product, and a new coumgl for type
2 diabetes, all of which the Company launched @d62@\ccordingly, there are no significant invengsrproduced in
preparation for product launches capitalized atdbdwer 31, 2006. The build-up of inventories produice
preparation for product launches did not have arateffect on the Company’s liquidity.

Contingencies and Environmental Liabilities

The Company is involved in various claims and lggakeedings of a nature considered normal to its
business, including product liability, intellectymbperty and commercial litigation, as well asiiddal matters such
as antitrust actions. (See Note 11 to the condelitifinancial statements.) The Company recorduatzfor
contingencies when it is probable that a liabitigs been incurred and the amount can be reasosstityated. These
accruals are adjusted periodically as assessmieaitgie or additional information becomes availabte.product
liability claims, a portion of the overall accruslactuarially determined and considers such faaisrpast experienc
number of claims reported and estimates of clafmarred but not yet reported. Individually signéfic contingent
losses are accrued when probable and reasonalvhabkt.

Legal defense costs expected to be incurred inesdiom with a loss contingency are accrued whebatsta
and reasonably estimable. As of December 31, 20@5Company had a reserve of $685 million solehjtofuture
legal defense costs related to YiexxLawsuits and th&ioxxInvestigations. During 2006, the Company spent
$500 million in the aggregate, including $175 roifliin the fourth quarter, in legal defense costddvade related to
(i) the VioxxProduct Liability Lawsuits, (ii) th&ioxxShareholder Lawsuits, (iii) théioxx Foreign Lawsuits, and
(iv) the Vioxx Investigations (collectively, theVioxxLitigation). In the third and fourth quarter of @6, the
Company recorded charges of $598 million and $74bamj respectively, to increase the reserve sdiehjits future
legal defense costs relatedimxxto $858 million at December 31, 2006. This resésvgased on certain
assumptions and is the best estimate of the antbanthe Company believes, at this time, it caisoeably estimate
will be spent through 2008. Some of the signifidactors considered in the establishment and orgganiew of the
reserve for th&/ioxxlegal defense costs were as follows: the actudsdnsurred by the Company up to that time;
development of the Company’s legal defense strageglystructure in light of the scope of MiexxLitigation; the
number of cases being brought against the Compheyosts and outcomes of completed trials andhitest current
information regarding anticipated timing, progressiand related costs of pre-trial activities aimalg in theVioxx
Product Liability Lawsuits. Events such as schedititials that are expected to occur throughout 28@¥ into 2008,
and the inherent inability to predict the ultimatgcomes of such trials, limit the Company’s apitit reasonably
estimate its legal costs beyond the end of 200dleé/the Company does not anticipate that it wikdeo increase tt
reserve every quarter, it will continue to monitsrlegal defense costs and review the adequatheaissociated
reserves and may determine to increase its restvigal defense costs at any time in the fuiijdfeased upon the
factors set forth, it believes it would be apprafeito do so.

The Company currently anticipates that a numbafiotxProduct Liability Lawsuits will be tried in 2007.
A trial in the Oregon securities case is schedtde@007, but the Company cannot predict whethisrttial will
proceed on schedule or the timing of any of the#ioxx Shareholder Lawsuit trials. The Company believes ith
has meritorious defenses to MiexxLawsuits and will vigorously defend against themview of the inherent
difficulty of predicting the outcome of litigatioparticularly where there are many claimants aed th
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claimants seek indeterminate damages, the Comgamable to predict the outcome of these mattasaathis time
cannot reasonably estimate the possible loss gerafiloss with respect to théoxx Lawsuits. Unfavorable
outcomes in th&ioxxLitigation could have a material adverse effecttmCompany’s financial position, liquidity
and results of operations. The Company has noblegiad any reserves for any potential liabilitiating to theVioxx
Litigation.

As of December 31, 2006, the Company establistredexve of approximately $48 million solely for its
future legal defense costs for thesamax.itigation. Some of the significant factors conseldin the establishment
of the reserve for thEosamaxitigation legal defense costs were as follows:dbtial costs incurred by the
Company thus far; the development of the Compalegal defense strategy and structure in light efdteation of
the Fosamaxmultidistrict litigation; the number of cases beimgpught against the Company; and the anticipated
timing, progression, and related costs of pre-ai@ivities in thecosamax.itigation. The Company will continue to
monitor its legal defense costs and review the aaleyof the associated reserves. Due to the untedture of
litigation, the Company is unable to estimate d@sts beyond the end of 2008. Unfavorable outcoméseiFosamax
Litigation could have a material adverse effecttmCompany’s financial position, liquidity and ués of
operations. The Company has not established apyvessfor any potential liability relating to tR@samax
Litigation.

The Company is a party to a number of proceedinggdht under the Comprehensive Environmental
Response, Compensation and Liability Act, commdmnigwn as Superfund, and other federal and statwaquts.
When a legitimate claim for contribution is asseéri liability is initially accrued based upon #stimated
transaction costs to manage the site. Accrualadjtested as feasibility studies and related castssnents of
remedial techniques are completed, and as thetdxterhich other potentially responsible partieBRPs”) who may
be jointly and severally liable can be expectedantribute is determined.

The Company is also remediating environmental cuirmtation resulting from past industrial activity at
certain of its sites and takes an active role émiidying and providing for these costs. A worldeigurvey was
initially performed to assess all sites for potahtiontamination resulting from past industriaiidties. Where
assessment indicated that physical investigatiowaaranted, such investigation was performed,ighog a better
evaluation of the need for remedial action. Wherchsneed was identified, remedial action was thérated.
Estimates of the extent of contamination at eatehveére initially made at the pre-investigatiorgstand liabilities
for the potential cost of remediation were accraethat time. As more definitive information becaawvailable
during the course of investigations and/or remeefifalrts at each site, estimates were refined anduals were
adjusted accordingly. These estimates and relatedias continue to be refined annually.

The Company believes that it is in compliance Inradterial respects with applicable environmerdaald
and regulations. Expenditures for remediation andrenmental liabilities were $12.6 million in 200#nd are
estimated at $94.2 million for the years 2007 tiglo2011. In management'’s opinion, the liabilities dll
environmental matters that are probable and reé$peatimable have been accrued and totaled $188li6n and
$100.4 million at December 31, 2006 and DecembgRBQ5, respectively. These liabilities are undisted, do not
consider potential recoveries from insurers or ogaties and will be paid out over the periodseshediation for the
applicable sites, which are expected to occur milynaver the next 15 years. Although it is not pitide to predict
with certainty the outcome of these matters, ondltienate costs of remediation, management doebel@ve that
any reasonably possible expenditures that maydered in excess of the liabilities accrued shaxdeed
$62.0 million in the aggregate. Management alsc dmé believe that these expenditures should resalmaterial
adverse effect on the Company’s financial positresults of operations, liquidity or capital resoes for any year.

Share-Based Compensation

The Company recognizes compensation cost relatispdre-based payment transactions in Net income
using a fair-value measurement method, in accoeaiiithh FAS 123R, which it adopted on January 1,6200
FAS 123R requires all share-based payments to e including grants of employee stock optiomfet
recognized in Net income as compensation expersedlin fair value over the requisite service peoibithe awards.
The Company determines the fair value of certaarestbased awards using the Black-Scholes optiaringrimodel
which uses both historical and current market tmaestimate the fair value. This method
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incorporates various assumptions such as th-free interest rate, expected volatility, expectaddend yield anc
expected life of the options.

Pensions and Other Postretirement Benefit P

Net pension and other postretirement benefit atated $563.7 million in 2006 and $561.8 millionZ@05.
Pension and other postretirement benefit plan mé&tion for financial reporting purposes is calcathtising actuari:
assumptions including a discount rate for plan fieabligations and an expected rate of return lam@ssets.

The Company reassesses its benefit plan assumptioasegular basis. For both the pension and other
postretirement benefit plans, the discount raeréduated annually and modified to reflect the pievg market rate
at December 31 of a portfolio of high-quality fixettome debt instruments that would provide thefaicash flows
needed to pay the benefits included in the benbfigation as they come due. At December 31, 28@5Company
changed its discount rate to 6.00% from 5.75%tBULS. pension plans and its U.S. other postragre benefit
plans.

The expected rate of return for both the pensi@hather postretirement benefit plans representavbeage
rate of return to be earned on plan assets ovardtied the benefits included in the benefit oltiigaare to be paid.
In developing the expected rate of return, the Camgronsiders longerm compound annualized returns of histol
market data as well as actual returns on the Coppatan assets and applies adjustments that tefiece recent
capital market experience. Using this referencerinftion, the Company develops forward-looking metu
expectations for each asset category and a weiglvierdge expected long-term rate of return forgetad portfolio
allocated across these investment categories. Xgrected portfolio performance reflects the contiiru of active
management as appropriate. As a result of thig/sisafor 2007, the Company’s expected rate ofrnetidi 8.75%
remained unchanged from 2006 for its U.S. pensimhaher postretirement benefit plans.

The target investment portfolio of the Company’$lbension and other postretirement benefit pns i
allocated 45% to 60% in U.S. equities, 20% to 3@%fernational equities, 15% to 25% in fixed-in@m
investments, and up to 8% in cash and other in\egisn The portfolio’s equity weighting is consigtesith the long-
term nature of the plans’ benefit obligation. Thpected annual standard deviation of returns ofdhget portfolio,
which approximates 13%, reflects both the equiliycation and the diversification benefits amongdbeet classes in
which the portfolio invests.

Actuarial assumptions are based upon managemeggtebtimates and judgment. A reasonably possible
change of plus (minus) 25 basis points in the distoate assumption, with other assumptions hefgtamt, would
have an estimated $39.8 million favorable (unfaEpimpact on net pension and postretirement liecest. A
reasonably possible change of plus (minus) 25 lpesigs in the expected rate of return assumptigti, other
assumptions held constant, would have an estin&it8d million favorable (unfavorable) impact on petsion and
postretirement benefit cost. The Company does xueta to have a minimum pension funding requirenueier the
Internal Revenue Code during 2007. The precedipgtmgtical changes in the discount rate and exdeeate of
return assumptions would not impact the Companysling requirements.

Effective December 31, 2006, the Company adoptefiB-Atatement No. 15&mployers’ Accounting for
Defined Benefit Pension and Other Postretiremeah®|an amendment of FASB Statements No. 87, T0632R
(“FAS 158"), except for the requirement to measulesn assets and benefit obligations as of the Cagipdiscal
year end balance sheet, which is effective as eeEBder 31, 2008. In connection with the adoptioRrA8 158, ne
loss amounts, which reflect experience differeatfaimarily relating to differences between expéaad actual
returns on plan assets as well as the effectsafgds in actuarial assumptions, are recorded asipanent of
Accumulated other comprehensive income. Expectenlire are based on a calculated market-relatec dlassets.
Under this methodology, asset gains/losses reguitinm actual returns that differ from the Compangkpected
returns are recognized in the market-related vafgssets ratably over a five-year period. Alsd,logs amounts in
Accumulated other comprehensive income in excesemédin thresholds are amortized into net penai@hother
postretirement benefit cost over the average reim@service life of employees. Amortization of hegses for the
Company’s U.S. plans at December 31, 2006 is egpdotincrease net pension and other postretirebesrefit cost
by approximately $96.4 million annually from 200i#dugh 2011.
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Acquisitions

The Company accounts for acquired businesses tlg#ngurchase method of accounting in accordande wit
FAS 141 Business Combinationsvhich requires that the assets acquired anditiabiassumed be recorded at the
date of acquisition at their respective fair valulsy excess of the purchase price over the estighiatir values of ne
assets acquired is recorded as goodwill. If the @y determines the acquired company is a developstage
company which has not commenced its planned phociperations, the acquisition will be accountedaf® an
acquisition of assets rather than a business catibimand, therefore, goodwill would not be recakdEhe fair value
of intangible assets, including acquired resedschased on significant judgments made by manageraed
accordingly, for significant items, the Companyitghly obtains assistance from third party valuatipecialists.
Amounts are allocated to acquired research andnaegpgkat the date of acquisition if technologicakfbility has not
been established and no alternative future useéeeiBor projects which can be used immediatethénresearch
process that have alternative future uses, the @oynpapitalizes these intangible assets and armaertiem over an
appropriate useful life. The valuations and uskfelassumptions are based on information availabker the
acquisition date and are based on expectationagsuinptions that are deemed reasonable by managdien
judgments made in determining estimated fair vahssigned to assets acquired and liabilities asspasewell a:
asset lives, can materially impact the Companyssilte of operations.

For intangible assets, including acquired resedhghCompany typically uses the income approaclciwh
estimates fair value based on each project’s piegjecash flows. Future cash flows are predomindtaged on a net
income forecast of each project, consistent wigiidnical pricing, margins and expense levels oflanproducts.
Revenues are estimated based on relevant markedrsitgrowth factors, expected industry trendsyiddal project
life cycles, and the life of each research progeatiderling patent, if any. Expected revenuestae adjusted for the
probability of technical and marketing success tedresulting cash flows are discounted at a aslusted discount
rate.

Taxes on Income

The Company'’s effective tax rate is based on pxréAeome, statutory tax rates and tax planning
opportunities available in the various jurisdicgdn which the Company operates. An estimated &éffetax rate for
a year is applied to the Company’s quarterly ofegaesults. In the event that there is a signifitaausual or one-
time item recognized, or expected to be recognirethe Company’s quarterly operating results,ttheattributable
to that item would be separately calculated andrdsdl at the same time as the unusual or one-téme iThe
Company considers the resolution of prior yeamtetters to be such items. Significant judgmenééired in
determining the Company’s effective tax rate anevialuating its tax positions. The Company esthbliseserves
when, despite its belief that the tax return posgiare fully supportable, certain positions atelyi to be challenged
and that it may not succeed. (See Note 17 to thedlimated financial statements.) The Company #slpjhese
reserves in light of changing facts and circumstansuch as the closing of a tax audit.

Tax regulations require items to be included intthereturn at different times than the items aféected in
the financial statements. As a result, the effectax rate reflected in the financial statementlifierent than that
reported in the tax return. Some of these diffeesrare permanent, such as expenses that are natidézion the ta
return, and some are timing differences, such peed@tion expense. Timing differences create defetax assets
and liabilities. Deferred tax assets generallyespnt items that can be used as a tax deductionedit in the tax
return in future years for which the Company hasaaly recorded the tax benefit in the financiaesteents. The
Company establishes valuation allowances for iferded tax assets when the amount of expectedeftdxable
income is not likely to support the use of the dsidun or credit. Deferred tax liabilities generatgpresent tax
expense recognized in the financial statementa/fdch payment has been deferred or expense forhwhie
Company has already taken a deduction on the tarrebut has not yet recognized as expense ifirthecial
statements.

As previously disclosed, in October 2004, the AM&s signed into law. The AJCA creates a temporary
incentive for U.S. multinationals to repatriate @owlated income earned outside of the United Stetexf
December 31, 2002. In connection with the AJCA,Gleenpany repatriated $15.9 billion during 2005 (Nete 17 to
the consolidated financial statements). As a rexthis repatriation, the Company recorded annmedax charge of
$766.5 million in Taxes on Income in 2005 relatedhis repatriation. This charge was partially effsy a
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$100 million benefit associated with a decisiontiplement certain tax planning strategies. The Camyphas no
changed its intention to indefinitely reinvest ameuated earnings earned subsequent to Decemb2082, At
December 31, 2006, foreign earnings of $12.5 billiave been retained indefinitely by subsidiary panies for
reinvestment. No provision will be made for incotares that would be payable upon the distributiosuch
earnings and it is not practicable to determineatin@unt of the related unrecognized deferred incaxdability.

Recently Issued Accounting Standards

In July 2006, the FASB issued Interpretation Ng.A&ounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. X08IN 48”), which is effective January 1, 2007. F#8 clarifies the
accounting for the uncertainty in tax positionsréguiring companies to recognize in their finanstatements, the
impact of a tax position, if that position is mdikely than not of being sustained on audit basedhe technical
merits of the position. Among other provisions, FIBlalso requires expanded disclosures at the feeach annual
period presented. The Company continues to evathatenpact of FIN 48 on its financial position amsults of
operations. At this time, the effects of adopti@véanot yet been determined.

In September 2006, the FASB issued Statement NQ.Febr Value Measuremen(SFAS 157"), which will
be effective January 1, 2008. This Statement aarthe definition of fair value, establishes arfeavork for
measuring fair value, and expands the disclosurdaiovalue measurements. The effect of adoptfdRAS 157 on
the Company’s financial position and results ofratiens is not expected to be material.

Cautionary Factors That May Affect Future Results

This report and other written reports and oralstegnts made from time to time by the Company may
contain so-called “forward-looking statements,”@lwhich are based on management’s current exji@tsaand are
subject to risks and uncertainties which may caeselts to differ materially from those set fonththe statements.
One can identify these forward-looking statementshieir use of words such as “expects,” “plans,iliiv
“estimates,” “forecasts,” “projects” and other weraf similar meaning. One can also identify thenth®yfact that
they do not relate strictly to historical or curréacts. These statements are likely to addres€timepany’s growth
strategy, financial results, product developmerdgdpct approvals, product potential and developmengrams. One
must carefully consider any such statement andldhmderstand that many factors could cause aotsalts to
differ materially from the Company’s forward-lookjrstatements. These factors include inaccuratergdgans and a
broad variety of other risks and uncertaintiesiuding some that are known and some that are rofoNvard-
looking statement can be guaranteed and actuakfu#sults may vary materially.

The Company does not assume the obligation to agatat forwardeoking statement. One should carefi
evaluate such statements in light of factors, idiclg risk factors, described in the Company’s §Brwith the
Securities and Exchange Commission, especiallyasm§ 10-K, 10-Q and 8-K. In Item 1. “Business” bistannual
report on Form 10-K the Company discusses in metaildvarious important factors that could caudeaaesults to
differ from expected or historic results. The Compaotes these factors for investors as permitjetth® Private
Securities Litigation Reform Act of 1995. One shibuhderstand that it is not possible to predidtentify all such
factors. Consequently, the reader should not censidy such list to be a complete statement giai#ntial risks or
uncertainties.

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

The information required by this Item is incorpaby reference to the discussion under “Financial
Instruments Market Risk Disclosures” in Item 7. ‘“DMaggement’s Discussion and Analysis of Financialdoon and
Results of Operations.”
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Iltem 8. Financial Statements and Supplementary Date
(a) Financial Statements

The consolidated balance sheet of Merck & Co., &mcl subsidiaries as of December 31, 2006 and 2005,
and the related consolidated statements of incofmetained earnings, of comprehensive income d&rdsh flows
for each of the three years in the period endecebéer 31, 2006, the Notes to Consolidated Finastakements,
and the report dated February 27, 2007 of PricawatseCoopers LLP, independent registered pubdicwating
firm, are as follows:

Consolidated Statement of Income

Merck & Co., Inc. and Subsidiaries
Years Ended December 31

($ in millions except per share amounts)

200¢ 200¢ 2004
Sales $22,636.( $22,011.¢ $22,972.¢
Costs, Expenses and Otl
Materials and productio 6,001.: 5,149.¢ 4,965."
Marketing and administrativ 8,165.¢ 7,155.! 7,238.7
Research and developme 4,782.¢ 3,848.( 4,010.:
Restructuring cost 142.% 322.2 107.¢
Equity income from affiliate (2,294.9 (1,717.) (1,008.)
Other (income) expense, r (382.%) (110.9) (344.0
16,414.¢  14,648.  14,970.(
Income Before Taxe 6,221.¢ 7,363.¢ 8,002.¢
Taxes on Incom 1,787.¢ 2,732.¢ 2,172,
Net Income $ 4,433.¢ $ 4,631.0 $ 5,830.:
Basic Earnings per Common Sh, $ 204 $ 211 $ 268
Earnings per Common Share Assuming Dilut $ 20 $ 21C $ 262
Consolidated Statement of Retained Earnings
Merck & Co., Inc. and Subsidiaries
Years Ended December 31
($ in millions)
200¢ 200¢ 2004
Balance, January $37,980.( $36,687.. $34,186.
Net Income 4,433.¢ 4,631.: 5,830.:
Common Stock Dividends Declar (3,318.) (3,338.) (3,329.)
Balance, December ¢ $39,095.: $37,980.( $36,687.:

Consolidated Statement of Comprehensive Income
Merck & Co., Inc. and Subsidiaries

Years Ended December 31

($ in millions)

200¢ 200t 200¢

Net Income $4,433.¢ $4,631.! $5,830.
Other Comprehensive Income (Lo
Net unrealized (loss) gain on derivatives, netafand net income realizatit (50.9) 81.5 (31.7)
Net unrealized gain (loss) on investments, neawfand net income realizatit 26.1 50.2 (100.9)
Minimum pension liability, net of ta 22.k (7.0 4.9)
Cumulative translation adjustment relating to egjirivestees, net of te 18.¢ (26.9) 26.1
16.€ 98.2 (111.9
Comprehensive Incon $4,450.«  $4,729.t  $5,718.

The accompanying notes are an integral part ofelmmsolidated financial statements.
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Consolidated Balance Shee
Merck & Co., Inc. and Subsidiaries
December 3:

($ in millions)
200¢ 200t
Assets
Current Asset
Cash and cash equivalel $ 59147 $ 9,585.:
Shor-term investment 2,798.0 6,052.:
Accounts receivabl 3,314.¢ 2,927
Inventories (excludes inventories of $416.1 in 2886 $753.8 in 2005 classified in Other assets —

see Note 7 1,769.¢ 1,658.:

Prepaid expenses and ta: 1,433.( 826.:
Total current asse 15,230.: 21,049.:
Investments 7,788.: 1,107.¢
Property, Plant and Equipment (at cc

Land 408.¢ 433.(

Buildings 9,745.¢ 9,479.¢

Machinery, equipment and office furnishir 13,172. 12,785..

Construction in progres 882.% 1,015

24,209.! 23,713.:
Less allowance for depreciati 11,015. 9,315.;
13,194.: 14,398..
Goodwill 1,431.¢ 1,085.°
Other Intangibles, Ne 943.¢ 518.7
Other Asset: 5,981.¢ 6,686.(
$44,569.¢  $44,845.
Liabilities and Stockholders’ Equity
Current Liabilities

Loans payable and current portion of |-term debt $ 1,285 $ 2972.(

Trade accounts payak 496.€ 471.1

Accrued and other current liabilitit 6,653.! 5,277.¢

Income taxes payab 3,460.¢ 3,691.t

Dividends payabli 826.¢ 830.(
Total current liabilities 12,722 13,242.
Long-Term Debt 5,551.( 5,125.¢
Deferred Income Taxes and Noncurrent Liabili 6,330.! 6,092.¢
Minority Interests 2,406.: 2,407.:
Stockholder Equity

Common stock, one cent par va

Authorized— 5,400,000,000 shar:

Issuec— 2,976,223,337 shar— 2006 and 200 20.¢ 29.¢
Other pairin capital 7,166.* 6,900.(
Retained earning 39,095.: 37,980.(
Accumulated other comprehensive incc (1,164.9) 2.t

45,127.: 44,962..

Less treasury stock, at cost

808,437,892 shares — 2006

794,299,347 share— 2005 27,567. 26,984 .

Total stockholder equity 17,559. 17,977,
$44,569.6  $44,845.

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

(% in millions)
200¢€ 200% 200
Cash Flows from Operating Activities
Net income $ 4433¢ $ 46310 $ 5830.
Adjustments to reconcile net income to net cashkigea by operatin
activities:
Depreciation and amortizatic 2,268.¢ 1,708.: 1,450.°
Deferred income taxe (530.2 9.C 48.¢
Equity income from affiliate (2,294.4 (1,717.) (1,008.9)
Dividends and distributions from equity affiliat 1,931.¢ 1,101.: 587.(
Shar«-based compensatic 312.t 48.C 25.7
Acquired researc 762.F — 125.¢
Other 18.1 647.k 234.¢
Net changes in assets and liabiliti
Accounts receivabl (709.9 345.¢ 173.1
Inventories 226.5 125.¢ 331.¢
Trade accounts payak 16.4 63.€ (323.9
Accrued and other current liabilitis 461.¢ 238.2 1,382.:
Income taxes payab (138.2) 663.2 465.5
Noncurrent liabilities (125.6) (412.2) (473.7)
Other 131.2 156.2 (50.5)
Net Cash Provided by Operating Activiti 6,765.: 7,608.! 8,799.:
Cash Flows from Investing Activities
Capital expenditure (980.2 (1,402.7) (1,726.)
Purchases of securities, subsidiaries and othestment: (20,044.) (125,308.) (82,269.)
Proceeds from sales of securities, subsidiarieo#rer investment 16,143.¢ 128,981. 82,363.¢
Other (3.0) (3.3 (6.€)
Net Cash (Used) Provided by Investing Activit (4,883.) 2,267.: (1,638.)
Cash Flows from Financing Activities
Net change in shc-term borrowings (1,522.9 1,296.: (252.9)
Proceeds from issuance of d 755.1 1,000.( 405.1
Payments on del (506.2) (1,014.9 (37.9)
Redemption of preferred units of subsidi — — (1,500.0
Purchases of treasury stc (1,002.9 (1,015.9 (974.6)
Dividends paid to stockholde (3,322.¢) (3,349.9 (3,310.)
Proceeds from exercise of stock opti 369.¢ 136.t 240.:
Other (375.9 (93.7) (161.9
Net Cash Used by Financing Activiti (5,604.9) (3,040.9 (5,591.9)
Effect of Exchange Rate Changes on Cash and Cashdients 52.1 (128.9) 108.2
Net (Decrease) Increase in Cash and Cash Equisi (3,670.6 6,706.! 1,677.¢
Cash and Cash Equivalents at Beginning of ® 9,585.1 2,878.¢ 1,201.(
Cash and Cash Equivalents at End of Y $ 5914° $ 9,585 $ 2,878.

The accompanying notes are an integral part of tlissolidated 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 pharmaceuticaigany that discovers, develops, manufactures and
markets a broad range of innovative products tadavg human and animal health. The Company’s omersitire
principally managed on a products basis and argpdesd of two reportable segments: the Pharmaadsigment
and the Vaccines segment. The Pharmaceutical seégnotrdes human health pharmaceutical product&eted
either directly or through joint ventures. Thesedurcts consist of therapeutic and preventive agsotd by
prescription, for the treatment of human disordktsrck sells these human health pharmaceuticalystscprimarily
to drug wholesalers and retailers, hospitals, guwent agencies and managed health care providehsasuthealth
maintenance organizations and other institutiohg Yaccines segment includes human health vaccowipts
marketed either directly or through a joint venturkese products consist of preventative pediadolescent and
adult vaccines, primarily administered at physiafices. Merck sells these human health vaccimesapily to
physicians, wholesalers, physician distributors gmdernment entities. The Company’s professioralegentatives
communicate the effectiveness, safety and valminpharmaceutical and vaccine products to healté c
professionals in private practice, group practemesd managed care organizations.

2. Summary of Accounting Policies

Principles of Consolidation —Fhe consolidated financial statements include tte®ants of the Company
and all of its subsidiaries in which a controllimjerest is maintained. Controlling interest isedtetined by majority
ownership interest and the absence of substarttireeparty participating rights or, in the casevafiable interest
entities, by majority exposure to expected lossesidual returns or both. For those consolidatédisliaries where
Merck ownership is less than 100%, the outsidek$imiders’interests are shown as Minority interests. Investsan
affiliates over which the Company has significarfluience but not a controlling interest, such asrgsts in entities
owned equally by the Company and a third party éhatunder shared control, are carried on the yagis.

Foreign Currency Translation -Fhe U.S. dollar is the functional currency for thempany’s foreign
subsidiaries.

Cash and Cash Equivalents Gash equivalents are comprised of certain highjyidi investments with
original maturities of less than three months.

Inventories —Substantially all domestic inventories are valuethe lower of last-in, first-out (“LIFO”fos!
or market for both book and tax purposes. Foreaigertories are valued at the lower of first-insfiout (“FIFO”)
cost or market. Inventories consist of currentlyketed products and certain products awaiting ey approval.
In evaluating the recoverability of inventories guoed in preparation for product launches, the Gomronsiders
the probability that revenue will be obtained frime future sale of the related inventory togethigh the status of tr
product within the regulatory approval process.

Investments —vestments classified as available-for-sale gpented at fair value, with unrealized gains or
losses, to the extent not hedged, reported neixahtAccumulated other comprehensive income. liaeats in debt
securities classified as held-to-maturity, consisteith management’s intent, are reported at dogtairment losses
are charged to Other (income) expense, net, fardttan-temporary declines in fair value. The Conypeonsiders
available evidence in evaluating potential impaint& its investments, including the duration amteat to which
fair value is less than cost and the Company’stglzind intent to hold the investment.

Revenue Recognition Revenues from sales of products are recognized titteand risk of loss passes to
the customer. Revenues for domestic pharmacesttas are recognized at the time of shipment, vibilenany
foreign subsidiaries, as well as for vaccine salegenues are recognized at the time of deliveegdgnition of
revenue also requires reasonable assurance oftimfief sales proceeds and completion of all peréoce
obligations. Domestically, sales discounts areddso customers as direct discounts at the pohsalsf or
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indirectly through an intermediary wholesale pussraknown as chargebacks, or indirectly in thenfof rebates
Additionally, sales are generally made with a leditright of return under certain conditions. Revenare recorded
net of provisions for sales discounts and retuntsch are established at the time of sale. Accrialshargebacks
are reflected as a direct reduction to accountsivable and accruals for rebates are recordedcaseat expenses.
The accrued balances relative to these provisiteladed in Accounts receivable and Accrued andratheent
liabilities were $60.4 million and $696.7 milliorespectively, at December 31, 2006 and $164.3anikind

$1.0 billion, respectively, at December 31, 2005.

Effective January 1, 2006, the Company began razimgnrevenue from the sale of vaccines to the Fdde
government for placement into stockpiles relatethéoPediatric Vaccine Stockpile in accordance Biglourities and
Exchange Commission (“SEC”) Interpretati@gmmission Guidance Regarding Accounting for Saflé&ccines
and BioTerror Countermeasures to the Federal Gowent for Placement into the Pediatric Vaccine Stdelor the
Strategic National Stockpil@he Company retrospectively applied the impac@adafpting the Interpretation by
reducing Accrued and other current liabilities 4¥$.4 million and increasing Income taxes payapl§42.3 million
and Retained earnings by $61.1 million, respectives$ of December 31, 2005. There was no impatteto
Company'’s results of operations for 2006 or 200% impacts of adoption on 2004 results of operativare
increases to the following: Sales of $34.2 milliMgterials and production costs of $5.9 millionx&s on income of
$11.6 million, Net Income of $16.7 million and Eergs per common share assuming dilution of $0.01.

Depreciation —Depreciation is provided over the estimated udefat of the assets, principally using the
straight-line method. For tax purposes, acceleratethods are used. The estimated useful lives pitymrange from
10 to 50 years for Buildings, and from 3 to 15 gefar Machinery, equipment and office furnishings.

Acquisitions —The Company accounts for acquired businesses tigngurchase method of accounting in
accordance with Financial Accounting Standards 8¢&fASB”) Statement No. 14Business Combinationavhich
requires that the assets acquired and liabilisssimed be recorded at the date of acquisitioreatbspective fair
values. Any excess of the purchase price overgtimated fair values of net assets acquired isrdezbas goodwill.

If the Company determines the acquired companydsvelopment stage company which has not comméteed
planned principal operations, the acquisition Wélaccounted for as an acquisition of assets rétthara business
combination and, therefore, goodwill would not bearded. In accordance with FASB Interpretation &o.
Applicability of FASB Statement No. 2 to Businessiflinations Accounted for by the Purchase Me, the
Company allocates amounts to acquired researchhvaneexpensed at the at the date of acquisititatifnological
feasibility has not been established and no alteméuture use existed. For projects which camsed immediately
in the research process that have alternativeduises, the Company capitalizes these intangibktsaand amortizes
them over an appropriate useful life. The operatesylts of the acquired business are reflectédarCompany’s
consolidated financial statements and results efatjpns as of the date of acquisition.

Goodwill and Other Intangibles -Goodwill represents the excess of acquisition cos¢s the fair value of
net assets of businesses purchased. Goodwillignasito reporting units within the Company’s segtseand
evaluated for impairment on at least an annuakbasing a fair value based test. Other acquireshgibles are
recorded at cost and are amortized on a straigathasis over their estimated useful lives ranfiogn 3 to 20 years
(see Note 8). When events or circumstances waaregtiew, the Company will assess recoverabilipyrffuture
operations of other intangibles using undiscourtesh flows derived from the lowest appropriate ags®ipings,
generally the subsidiary level. Impairments ar@gaized in operating results to the extent thatyoag value
exceeds fair value, which is determined based em#h present value of estimated future cash flows.

Research and DevelopmentResearch and development is expensed as incurpéeritand milestone
payments made to third parties in connection wegearch and development collaborations prior taletgry
approval are expensed as incurred. Payments maliedgarties subsequent to regulatory approvalkapitalized
and amortized over the shorter of the remainingnise or product patent life.

Share-Based CompensationEffective January 1, 2006, the Company adopted FS&&Bement No. 123R,
Share-Based PaymeftFAS 123R") (see Note 14). FAS 123R requires hre-based payments to employees to be
expensed over the requisite service period basdkeogrant-date fair value of the awards and
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requires that the unvested portion of all outstagdiwards upon adoption be recognized using the $aimvalue an
attribution methodologies previously determinedem@ASB Statement No. 128ccounting for Stock-Based
Compensation The Company continues to use the Black-Scholestian method and applied the requirements of
FAS 123R using the modified prospective methocbmRd adoption of FAS 123R, employee share-based
compensation was recognized using the intrinsisevatethod, which measures share-based compensapiense as
the amount at which the market price of the stadk@date of grant exceeds the exercise priceorangly, no
compensation expense was recognized for the Congsingre-based compensation plans other thansfor it
performancedased awards, restricted stock units and opticarsted to employees of certain equity method iness

Legal Defense Costs +egal defense costs expected to be incurred inexiom with a loss contingency
are accrued when probable and reasonably estimable.

Use of Estimates -Fhe consolidated financial statements are preparednformity with accounting
principles generally accepted in the United Stdt@AAP”) and, accordingly, include certain amouttigat are based
on management’s best estimates and judgments. &strare used in determining such items as prosdir sales
discounts and returns, depreciable and amortidatale, recoverability of inventories produced ireparation for
product launches, amounts recorded for contingeneigvironmental liabilities and other reservesspen and other
postretirement benefit plan assumptions, shareebes@mpensation, acquisitions and taxes on incoraeaise of the
uncertainty inherent in such estimates, actualtesuay differ from these estimates.

Reclassifications —-€ertain reclassifications have been made to pear smounts to conform with the
current year presentation.

Recently Issued Accounting Standardd ke FASB recently issued Interpretation No. A8¢ounting for
Uncertainty in Income Taxes — an interpretatiofrA5B Statement No. 1¢%IN 48”) and Statement No. 15Fair
Value Measuremen{sFAS 157").

FIN 48, which is effective January 1, 2007, clasfthe accounting for the uncertainty in tax posgiby
requiring companies to recognize in their finanstatements, the impact of a tax position, if fzgition is more
likely than not of being sustained on audit basedhe technical merits of the position. Among otpevisions,
FIN 48 also requires expanded disclosures at tHeoéaach annual period presented. The Companyntes to
evaluate the impact of FIN 48 on its financial piosi and results of operations. At this time, tffeas of adoption
have not yet been determined.

FAS 157, which will be effective January 1, 200@yifies the definition of fair value, establishes
framework for measuring fair value, and expandsdiselosures on fair value measurements. The effeatioption
of FAS 157 on the Company’s financial position aesults of operations is not expected to be materia

3. Voluntary Product Withdrawal

On September 30, 2004, the Company announced ataojuvorldwide withdrawal o¥ioxx, its arthritis
and acute pain medication. The Company’s decisibich was effective immediately, was based on reee-year
data from a prospective, randomized, placebo-cteatralinical trial, APPROVe (Adenomatous Polyp WReation on
Vioxx).

In connection with the withdrawal, in 2004 the Canyp recorded an unfavorable adjustment to net ircom
of $552.6 million, or $0.25 per share. The adjusthte pre-tax income was $726.2 million. Of thisamt,
$491.6 million related to estimated customer retfwhproduct previously sold and was recorded r@slaction of
Sales, $93.2 million related to write-offs of intery held by the Company and was recorded in Mal&end
production expense, and $141.4 million relatedstoveated costs to undertake the withdrawal of tleelpct and was
recorded in Marketing and administrative expense fBx benefit of this adjustment was $173.6 millizhich
reflects the geographical mix ¥foxxreturns and the cost of the withdrawal. The adjesitndid not include charges
for future legal defense costs (see Note 11).ibzxwithdrawal process was completed during 2005 aadtists
associated with the withdrawal were in line witke triginal amounts recorded by the Company in 2004.
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4. Restructuring

Global Restructuring Program

In November 2005, the Company announced the ingtiake of a global restructuring program desigoed t
reduce the Company’s cost structure, increasei@ffiy and enhance competitiveness. The initialssiieglude the
implementation of a new supply strategy by the Mevianufacturing Division, which is intended to dea leaner,
more cost-effective and customer-focused manufexggumodel over a three-year period. As part of ghiggram,
Merck announced plans to sell or close five martufang sites and two preclinical sites by the en@@)8, and
eliminate approximately 7,000 positions companyewithe Company has also sold or closed certairr tdbdities
and sold related assets in connection with theuetsiring program. The pre-tax costs of this regtriing program
were $935.5 million in 2006, $401.2 million in 2086d are expected to be $300 million to $500 nrilii® 2007.
Through the end of 2008, when the initial phasthefrestructuring program is expected to be subatgncomplete,
the cumulative pre-tax costs of the program areetqul to range from $1.9 billion to $2.2 billionppgroximately
70% of the cumulative pre-tax costs are non-cashting primarily to accelerated depreciation favde facilities
scheduled for closure. Since the inception of fbea restructuring program through December 3062¢he
Company has recorded total pre-tax accumulated od$1.3 billion and eliminated approximately 48fbsitions,
comprised of employee separations and the elintinaif contractors and vacant positions.

The following table summarizes the charges relaigtie global restructuring program by type of cost

Separatio  Accelerate:

Year Ended December 31, 2006 Cost:  Depreciatior  Othel Total
Materials and production $ - % 707.: $ 29.1 $736.
Research and developmer - 56.5 0.3 56.¢
Restructuring costs 113.7 - 28.€ 142.c

$ 1137 763.¢ $ 58.C $935.

Year Ended December 31, 2C

Materials and productio $ - % 65.¢ $111.2 $177.1
Research and developmt - 18.7 - 18.7
Restructuring cosl 182.¢ - 23.C 205.

$ 182.«< $ 84.€ $134.2 $401.

Separation costs are associated with actual heatioeductions, as well as those headcount redusction
which were probable and could be reasonably estih@pproximately 3,700 positions were eliminate@906 and
approximately 1,100 were eliminated in 2005 (whacl comprised of actual headcount reductions, laad t
elimination of contractors and vacant positions).

Accelerated depreciation costs primarily relatéhtofive Merck-owned manufacturing facilities (Pensl
End, United Kingdom; Okazaki, Japan; Kirkland, CdagaAlbany, Georgia, and Danville, Pennsylvania) tire two
preclinical sites (in Okazaki and Menuma, Japatetgold or closed by the end of 2008. These atoain an
effort to reduce costs and consolidate the Comgamgnufacturing and research facilities. Throughethd of 2006,
three of the manufacturing facilities had beenethsold or had ceased operations and the twoipicatIsites were
closed. All of the sites have and will continueofterate up through the respective closure datessiane future cash
flows are sufficient to recover the respective buakies, Merck was required to accelerate depieniaf the site
assets rather than writing them off immediatelye Bhie assets include manufacturing and reseacdhiés and
equipment.

Other activity in 2006 and 2005 includes approxieha$25.0 million and $111.2 million, respectively,
associated with the impairment of certain fixede#sshat will no longer be used in the business @sult of these
restructuring actions and must therefore, be writt#. Additionally, other activity in 2006 and 2B@ncludes
$34.2 million and $23.0 million, respectively, rigdd to curtailment, settlement and termination gearon the
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Compan'’s pension and other postretirement benefit plages Kote 15). In 2006, other activity also incluges-tax
gains of $40.7 million resulting from the saledarilities in connection with the global restrudhg program.

Other Restructuring Programs

As part of a cost-reduction initiative announce®ictober 2003 and completed at the end of 2004, the
Company eliminated 5,100 positions. The Companypetad a similar program in 2005 with 900 positibeing
eliminated through December 31, 2005. As a redutiese restructuring actions, the Company recordstiucturing
costs of $116.8 million for 2005 and $107.6 millimm 2004. Of these amounts, in 2005 and 2004 esgely,
$91.5 million and $84.4 million related to employssverance benefits, $25.3 million and $21.5 nmillielated to
curtailment, settlement and termination chargetherCompany’s pension and other postretirementfligriens (see
Note 15) and $1.7 million related to a modificatiarthe terms of certain employ¢ stock option grants in 2004
only.

The following table summarizes the charges anddipgrrelating to the global restructuring programad a
other programs:

Separatio  Accelerate

Costs() Depreciatior  Othel Total
Restructuring reserves as of January 1, ¢ $ 457 $ - $ - $ 45.7
Expense 273.¢ 84.6  159.f 518.(
(Payments) receipts, n (79.9 - (32.0 (211.9)
Non-cash activity - (84.€) (127.5 (212.0)
Restructuring reserves as of December 31, : $ 240.: $ - $ - $ 240.:
Expense $ 1137 $ 763.6 $ 58.C $935.¢
(Payments) receipts, ne (176.9) - (9.9 @ (185.7%)
Non-cash activity - (763.5)  (48.6¢) (812.9)
Restructuring reserves as of December 31, 20! $ 1775 $ - $ - $177.7

(1) Includes separation costs associated with the dlodstructuring program as well as amounts fromesthestructuring programs. The oth
restructuring programs were substantially compla$eof the end of the first quarter of 2006.

() Includes proceeds from the sales of facilitiesdnnection with the global restructuring program.

The Company also closed its basic research cenfiegrlings Park, United Kingdom in 2006. In antatijpn
of the closing, the Company incurred additionaledexated depreciation costs of $103.1 million rdedrto Research
and development expense during 2005 not reflectélae above table, which reduced the assets ofékésarch cent
down to their net realizable values. Subsequebieimember 31, 2005, no further research and developwas
performed at this site.

The Company records restructuring activities inoadance with FASB Statement No. 1Enployers’
Accounting for Postemployment Bene— an amendment of FASB Statement No. 5 armthd FASB Statement
No. 88,Employers’ Accounting for Settlements and Curtailte®f Defined Benefit Pension Plans for Terminatio
Benefits, and FASB Statement No. 144¢counting for the Impairment and Disposal of Ldriged Assets and FAS
Statement No. 14@&\ccounting for Costs Associated with Exit or Disgldictivities.For segment reporting,
restructuring charges are recorded in unallocatpdrese.

5. Research Collaborations, Acquisitions and License gkeements

Merck continues its strategy of establishing strergernal alliances to complement its substamiarnal
research capabilities, including research collatimma, acquisitions, licensing padinical and clinical compounds a
technology transfers to drive both near- and la@rgatgrowth. During 2006, Merck signed 53 such agesgs.

On December 29, 2006, Merck completed the acguosidf Sirna Therapeutics, Inc. (“Sirna”) for $13 pe
share in cash, for a total value of approximatdlyl$illion, which included the purchase of allstahding Sirna
shares, warrants and stock options. The aggregatbgse price of $1.1 billion was paid on Januar30®7, and
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accordingly, is reflected as a liability within Aced and other current liabilities in the Comg’s consolidate:
balance sheet at December 31, 2006. Sirna wasliglgtifield biotechnology company that is a leader in bigpieg a
new class of medicines based on RNA interferenR®&&i”) technology, which could significantly alter theatemen
of disease. RNAi-based therapeutics selectivelglgze¢ the destruction of the RNA transcribed framiredividual
gene. The acquisition of Sirna is expected to meeeMerck’s ability to use RNAI technology to twffia targeted
gene in a human cell, potentially rendering inopeeaa gene responsible for triggering a specifsedse. The
transaction was accounted for under the purchasieosh@f accountingin which the assets acquired and the
liabilities assumed from Sirna at the date of asitjon were recorded at their respective fair valas of the
acquisition date in the Company’s consolidatedrfgial statements. The determination of fair valggplires
management to make significant estimates and asgumpThe excess of the purchase price over ihedhue of the
acquired net assets has been recorded as goo@i%d#6.9 million. The goodwill was fully allocated the
Pharmaceutical segment and is not deductible fopt@poses. Also, the Company recorded a charge of

$466.2 million for acquired research associatett Bitna’s compounds currently under developmemtwfach, at
the acquisition date, technological feasibility med been established and no alternative futureexisted. The
acquired research charge related to the developofi¢rgatments for both the hepatitis B and heisafltviruses,
which are in preclinical development, as well asitising agreements held by Sirna. The charge, vidicht
deductible for tax purposes, was recorded in Rebemrd development expense and was determined bpeadhe
present value of expected future cash flows of ppduct candidates resulting from this technolodjysted for the
probability of its technical and marketing succeskzing an income approach reflecting appropridgs&-adjusted
discount rates of 27.0% to 30.0%. The ongoing dgtivith respect to each of these compounds undeeldpment i
not expected to be material to the Compangsearch and development expenses. The allo@dttbe purchase pri
also resulted in the recognition of an intangitdeet of $357.8 million and a related deferred i@sility of

$146.3 million, as well as other assets and litidi— net of $112.6 million. The intangible agsdates to Sirna’s
developed technology that can be used immediatellyd research and development process and hesasilte future
uses. This intangible asset will be amortized teeRech and development expense on a straightdisis bver a
seven year useful life. Pro forma financial infotima is not required because Sirna’s historicahficial results are
not significant when compared with the Companysficial results. The transaction closed on Dece@®e?006,
and accordingly, Sirna’s operating results wererafifécted in the Company’s results of operatiars2006.

Also, in December 2006, Merck and Idera Pharmacaist(“ldera”) announced that they had formed a
broad collaboration to research, develop and cormialeze Idera’s Toll-like Receptor (“TLR”) agonistgnder the
terms of the agreement, Merck will receive worldevekclusive rights to a number of Idera’s agonishpounds
targeting TLR 7, 8 and 9 for use in combinationlviterck’s therapeutic and prophylactic vaccinesasnd
development for oncology, infectious diseases alztidimer’s disease. Merck and Idera will engage two-year
research and development collaboration to genemtel agonists targeting TLR 7 and TLR 8 and inooafing both
Merck and Idera chemistry for use in the licendelli§. Merck paid an upfront license fee of $20lioml to Idera,
which was recorded as Research and developmenmsxpand purchased $10 million of its common stdck
$5.50 per share. In addition, Merck will fund tlesearch and development collaboration. Iderag#ddi to receive
milestone payments of up to $165 million if vacareee successfully developed in each of the thed#sf Additiona
milestones of up to $260 million would be payaldefbllow-on indications in the oncology field atite successful
development of additional vaccines containing 18eTd R agonists. There is no limit to the numbewatcines to
which Merck can apply Idera’s agonists within tleehsed fields. In addition, Idera will receive attjes on products
commercialized under the collaboration.

In November 2006, the Company expanded the scojte efisting strategic collaboration with FoxHallo
Technologies, Inc. (“FoxHollow”) for atherosclemplaque analysis. Additionally, Merck acquiredaks in
FoxHollow with the purchase of $95 million of newissued shares of FoxHollow common stock for $29 6&r
share, representing approximately an 11% stakeseTtleares are recorded as an equity method invesimibe
Consolidated Balance Sheet at December 31, 20@6eXisting strategic collaboration, entered int@@5, provide
for FoxHollow to receive an upfront payment witle thpportunity for additional payments if the cobtiadition
continued. Under the terms of the expanded colktimr agreement, Merck will pay $40 million to Faxlldw over
four years in exchange for FoxHollow’s agreemertdtaborate exclusively with Merck in specifiedease areas.
Merck will also provide a minimum of $60 million fanding to FoxHollow over the first
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three years of the four year collaboration progtarm, for research activities to be conducted byHedlow under
Merck’s direction. FoxHollow will receive milestoniyyments on successful development of drug prsdarct
diagnostic tests utilizing results from the colledt@n, as well as royalties.

In October 2006, Merck and Ambrilia Biopharma If@&mbrilia”), a biopharmaceutical company
developing innovative therapeutics in the fieldsaficer and infectious diseases, announced theyegninto an
exclusive licensing agreement granting Merck theldwaide rights to Ambrilia’s HIV/AIDS protease inhitor
program. Under the terms of the agreement, Amhygileated Merck the exclusive worldwide rights ®léad
compound, PPL-100, which has completed a Phasgllesdose pharmacokinetic study and is currently Fhase |
repeat dose pharmacokinetic study. In return, Alalréceived an upfront licensing fee of $17 mitlion signing,
which the Company recorded as Research and develdmrpense in 2006, and is eligible for cash paysne
totaling up to $215 million upon successful comipletof development, clinical, regulatory and safekestones.
Ambrilia will receive royalties on all future produsales.

In June 2006, the Company acquired all of the antiihg equity of GlycoFi, Inc. (“GlycoFi”) for
approximately $373 million in cash ($400 millionrpbase price net of $25 million in shares alreagimed and net
transaction costs). GlycoFi was a privately-helatdsithnology company that is a leader in the fidlgdeast
glycoengineering, which is the addition of specdfarbohydrate modifications to the proteins in yeasd
optimization of biologic drug molecules. Glyco$technology platform is used in the developmerglydoprotein, a
well as the optimization of a glycoprotein targatconnection with the acquisition, the Companyorded a charge
$296.3 million for acquired research associatett @ilycoFi’'s technology platform to be used in thegarch and
development process, for which, at the acquisitiate, technological feasibility had not been esthbd and no
alternative future use existed. This charge isdealuctible for tax purposes. The Company expe@tgdiohnology to
be fully developed over the next one to two ye@re charge was recorded in Research and develomxrpehse ar
was determined based upon the present value otduture cash flows of new product candidatesltimg from
this technology adjusted for the probability ofteéshnical and marketing success utilizing an ine@pproach
reflecting the appropriate risk-adjusted discoam¢r The Company also recorded a $99.4 milliomigitzle asset
($57.6 million net of deferred taxes) related tgedlFi's developed technology that can be used inimtelg in the
research and development process and has alterfiativre uses. This intangible asset will be amedito Research
and development expense on a straight-line basisafive year useful life. The remaining net assequired in this
transaction were not material. Because GlycoFiavdsvelopment stage company that had not commetsced
planned principal operations, the transaction veasanted for as an acquisition of assets rather dsaa business
combination and, therefore, goodwill was not reedrdGlycoFi’s results of operations have been uetuwith the
Company’s consolidated financial results sinceatguisition date.

In May 2006, the Company acquired all of the eqaftAbmaxis, Inc. (“Abmaxis”) for approximately
$80 million in cash. Abmaxis was a privately-heldgharmaceutical company dedicated to the discoaady
optimization of monoclonal antibody (“MAb”) producfor human therapeutics and diagnostics. Abmaxigidped
and validated a breakthrough antibody engineegnpriology platform, Abmaxi®-silico Immunization, which has
alternative future uses to the Company with noifitant technological or engineering risks at tlaedof acquisition
In connection with the acquisition, the Companyedited substantially all of the purchase price onAxis’
technology platform and recorded an intangible tass$135.3 million ($78.5 million net of deferréalxes). This
intangible asset will be amortized to Researchdmaetlopment expense on a straitihé-basis over a five year use
life. The remaining net assets acquired in thisgagtion were not material. Because Abmaxis wasvaldpment
stage company that had not commenced its planmecial operations, the transaction was accourdgedd an
acquisition of assets rather than as a businesbination and, therefore, goodwill was not record&isimaxis’ results
of operations have been included with the Compacgrsolidated financial results since the acqoisitate.

In March 2006, Neuromed Pharmaceuticals Ltd. (“idened”) and Merck signed a research collaboration
and license agreement to research, develop and emiatize novel compounds for the treatment of @aid other
neurological disorders, including Neuromed’s leathpound, NMED-160 (MK-6721), which is currentlyfinase Il
development for the treatment of pain. Under thengeof the agreement, Neuromed received an upfrayrnent of
$25 million which the Company recorded as Reseanthdevelopment expense in 2006. The
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successful development and launch of NN-160 for an initial single indication on a worldwitasis would trigge
milestone payments totaling $202 million. Milestsrm®uld increase to approximately $450 million fiiether
indication for NMED-160 is developed and approvad an additional compound is developed and appréetivo
indications. Neuromed would also receive royaltiesvorldwide sales of NMED-160 and any additiorahpounds
developed under this agreement.

In 2005, Agensys, Inc. (“Agensys”), a cancer bibtemlogy company, and Merck announced the formation
of a global alliance to jointly develop and comniglize AGS-PSCA, Agensys’ fully human MAb to Prdst&tem
Cell Antigen. Also in 2005, Merck entered into ajteement with Geron Corporation to develop a canaecine
against telomerase, an enzyme, active in most caetls that maintains telomere length at the erichromosomes,
which allows the cancer to grow and metastasize long periods of time.

In 2004, the Company acquired Aton Pharma, Inctqi®), a privately-held biotechnology company
focusing on the development of novel treatmentséorcer and other serious diseases. Aton’s clipipaline of
histone deacetylase inhibitors represents a cleastibtumor agents with potential for efficacy bdson a novel
mechanism of action. Aton’s lead product candidatihe time of acquisition, suberoylanilide hydnode acid,
known as vorinostat, for the treatment of cutanébwsll lymphoma was approved by the Food and Drug
Administration in October 2006 and is marketedaknzain the United States. Consideration for the actjarsi
consisted of an upfront payment, as well as coetihgayments based upon the regulatory filing, @apgrand sale ¢
products. In connection with the transaction, tloenBany recorded a charge of $125.5 million, inctuoleResearch
and development expense, for acquired researchiatsdwith products in development for which,eg acquisition
date, technological feasibility had not been egthbt and no alternative future use existed. Thmiging net assets
acquired in this transaction were not material.&8se Aton was a development stage company thatdtad
commenced its planned principal operations, thestretion was accounted for as an acquisition atasather than
as a business combination and, therefore, goodwa#l not recorded. Aton’s results of operations Hsaen included
with the Company’s since the acquisition date.

6. Financial Instruments

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 foreigrencies. Merck relies on sustained cash figererated
from foreign sources to support its long-term cotmment to U.S. dollar-based research and developrierthe
extent the dollar value of cash flows is diministasda result of a strengthening dollar, the Comisaatlyility to fund
research and other dollar-based strategic inigatat a consistent level may be impaired. The Cagnpas
established revenue hedging and balance sheahaskgement programs to protect against volatififyture
foreign currency cash flows and changes in fain@alaused by volatility in foreign exchange rates.

The objective of the revenue hedging program igtluce the potential for longer-term unfavorablangdes
in foreign exchange to decrease the U.S. dollarevaf future cash flows derived from foreign cuogdenominated
sales, primarily the euro and Japanese yen. T@welihis objective, the Company will partially hedanticipated
third-party sales that are expected to occur adggulanning cycle, typically no more than threergeato the future.
The Company will layer in hedges over time, inciegghe portion of sales hedged as it gets clasérg expected
date of the transaction, such that it is probatie the hedged transaction will occur. The portibrales hedged is
based on assessments of cost-benefit profilestimsider natural offsetting exposures, revenueeaigtiange rate
volatilities and correlations, and the cost of iegdnstruments. The hedged anticipated sales apecified
component of a portfolio of similarly denominateadign currency-based sales transactions, eactichwesponds
to the hedged risk in the same manner. Merck maniéganticipated transaction exposure principaith purchased
local currency put options, which provide the Compwith a right, but not an obligation, to selléign currencies i
the future at a predetermined price. If the U.Sladstrengthens relative to the currency of thedesl anticipated
sales, total changes in the options’ cash flowly faffset the decline in the expected future U.&lat cash flows of
the hedged foreign currency sales. Converseliaeifd.S. dollar weakens, the options’ value redteegro, but the
Company benefits from the increase in the valuta@fanticipated foreign currency cash flows.
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The designated hedge relationship is based ondiosaiges in the options’ cash flows. Accordinghg t
entire fair value change in the options is defeireficcumulated other comprehensive income (“AOGIfd
reclassified into Sales when the hedged anticipegeenue is recognized. The hedge relationshiprifeptly effective
and therefore no hedge ineffectiveness is recorfleel fair values of currency options are reportedécounts
receivable or Other assets. The cash flows fromsetioentracts are reported as operating activitidlsd Consolidated
Statement of Cash Flows.

The primary objective of the balance sheet risk ag@ment program is to protect the U.S. dollar vafue
foreign currency denominated net monetary assets fhe effects of volatility in foreign exchangattmight occur
prior to their conversion to U.S. dollars. Merclngipally utilizes forward exchange contracts, whénable the
Company to buy and sell foreign currencies in titare at fixed exchange rates and economicallyeotfse
consequences of changes in foreign exchange amtbeant of U.S. dollar cash flows derived from tle¢ aissets.
Merck routinely enters into contracts to fully affshe effects of exchange on exposures denomiiradeleloped
country currencies, primarily the euro and Japagese For exposures in developing country currenchee
Company will enter into forward contracts on a miaréted basis, and only when it is deemed econafiwdo so
based on a cost-benefit analysis that considemn#gnitude of the exposure, the volatility of tixeleange rate and
the cost of the hedging instrument. The Companialb minimize the effect of exchange on monetasets and
liabilities by managing operating activities and asset positions at the local level.

Foreign currency denominated monetary assets abilities are remeasured at spot rates in effe¢hen
balance sheet date with the effects of changesatrates reported in Other (income) expense,Tiegt.forward
contracts are not designated as hedges and arednarknarket through Other (income) expense, natoAlingly,
fair value changes in the forward contracts helfigafe the changes in the value of the remeasugsetsaand
liabilities attributable to changes in foreign @mcy exchange rates, except to the extent of thiefepvard
differences. These differences are not significl to the short-term nature of the contracts, whjipically have
average maturities at inception of less than ore.ye

The Company uses forward contracts to hedge thegelsain fair value of certain foreign currency
denominated available-for-sale securities attriblet#o fluctuations in foreign currency exchangesaChanges in
the fair value of the hedged securities due tatdlations in spot rates are offset in Other (incomg)ense, net, by the
fair value changes in the forward contracts atteble to spot rate fluctuations. Hedge ineffectegwas not
material during 2006, 2005 and 2004. Changes ironéracts’ fair value due to spot-forward diffecen are
excluded from the designated hedge relationshipreoagnized in Other (income) expense, net. Thesruats were
not significant for the years ended December 30620005 and 2004.

The fair values of forward exchange contracts eperted in the following four balance sheet lirgns:
Accounts receivable (current portion of gain pesi}i Other assets (non-current portion of gaintfmsj, Accrued
and other current liabilities (current portion oé$ position), or Deferred income taxes and noeratitiabilities (non-
current portion of loss position). The cash flonanf these contracts are reported as operatingtsiin the
Consolidated Statement of Cash Flows.

Interest Rate Risk Managemt

The Company may use interest rate swap contraatemain investing and borrowing transactions to
manage its net exposure to interest rate changetanduce its overall cost of borrowing. The Campdoes not
use leveraged swaps and, in general, does noalgwemy of its investment activities that would prncipal capital
at risk.

At December 31, 2006, the Company was a partywerspay-floating, receive-fixed interest rate swap
contracts designated as fair value hedges of fiagglnotes in which the notional amounts matchatheunt of the
hedged fixed-rate notes. There is one swap matimi2907 with a notional amount of $350 million;dwwaps
maturing in 2011 with notional amounts of $125 oilleach; one swap maturing in 2013 with a noti@mabunt of
$500 million and three swaps maturing in 2015 widhional amounts of $250 million each. The swascgf/ely
convert the fixed-rate obligations to floating-raistruments. The fair value changes in the natesuly offset in
interest expense by the fair value changes invlag sontracts. The fair values of these contragtseported in
Accounts receivable, Other assets, Accrued and otireent liabilities, or Deferred income taxes aaehcurrent

85




liabilities. The cash flows from these contracts @ported as operating activities in the Constdidi&tatement ¢
Cash Flows.

Fair Value of Financial Instrumen
Summarized below are the carrying values and fdires of the Company’s financial instruments at
December 31, 2006 and 2005. Fair values were estihisased on market prices, where available, dedgaotes.

2006 2005
Carrying Value  Fair Value Carrying Valur  Fair Value

Assets
Cash and cash equivale $ 59147 $ 59147 $ 9,5685.0 $ 9,585.0
Shor-term investment 2,798.: 2,798.: 6,052.: 6,052.:
Long-term investment 7,788.: 7,788.: 1,107.¢ 1,107.¢
Purchased currency optio 43.€ 43.¢ 145.¢ 145.¢
Forward exchange contrac 11.1 11.1 13.7 13.7
Interest rate sway 26.Z 26.2 13.5 13.5
Liabilities
Loans payable and current portion of I-term

debt $ 1,285 $ 1,284.¢ $ 2,972.(  $ 2974.
Long-term debi 5,551.( 5,612." 5,125.¢ 5,171.
Forward exchange contrac 25.5 25.k 26.C 26.C

In connection with the American Jobs Creation A2@04 (“AJCA”) the Company repatriated $15.9 bill
during 2005 (see Note 17). As of December 31, 2882 billion of the AJCA repatriation was invesiadully
collateralized overnight repurchase agreementswesdncluded in Short-term investments in the Cbdated
Balance Sheet. In early 2006, the Company reindehtese repurchase agreement balances into othtr ahd long-
term investments.

A summary of the December 31 carrying values aid/édues of the Company’s investments and gross
unrealized gains and losses on the Company’s &ledfar-sale-investments recorded, net of tax, @A\ is as
follows:

2006
Carrying Fair Gross Unrealized

Value Value Gains Losse:

Corporate notes and bon $ 5,189 $ 5,189 $ 7.2 $ (5.0)
U.S. Government and agency securi 2,028.: 2,028.: 2.3 3.7
Commercial pape 1,110.: 1,110.: - -
Municipal securitie: 708.t 708.t 4.3 1.3
Mortgaget-backed securitie 615.4 615.4 1.8 (0.7)
Asse-backed securitie 456.5 456.5 0.8 (0.9
Foreign government boni 191.2 191.2 - (0.7)
Repurchase agreemel 81.t 81.t - -
Other debt securitie 47.1 47.1 8.8 -
Equity securitiet 158.¢ 158.¢ 85.t (0.7)
Total Available-for-sale $10,586.!  $10,586.! $110.7 $(12.5)
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Substantially all of the Compa’s unrealized losses at December 31, 2006 werenitincmus |0ss positior
for less than 12 months.

2005
Carrying Fair Gross Unrealize

Value Value Gains Losse:

Repurchase agreemel $5,214.; $5,214.: $ - $ -
Corporate notes and bon 755.7 755.7 0.1 -
Commercial pape 654.7 654.7 - -
Municipal securitie: 288.: 288.: 0.5 (1.9
U.S. Government and agency securi 51.¢ 51.¢ - (0.2
Other debt securitie 45.C 45.C 10.1 (0.3
Equity securitiet 150.¢ 150.4 60.C 4.9
Total Available-for-sale $7,160.; $7,160.: $70.7 $ (6.6)

Available-for-sale debt securities maturing witbime year totaled $2.8 hillion at December 31, 2@fahe
remaining debt securities, $6.3 billion mature witfive years.

Concentrations of Credit Risk

As part of its ongoing control procedures, the Camypmonitors concentrations of credit risk asseciat
with corporate issuers of securities and finanicistitutions with which it conducts business. Cteik is minimal as
credit exposure limits are established to avoidrecentration with any single issuer or instituti&our
U.S. customers represented, in aggregate, approdymane-fifth of the Company’s accounts receivadtlie
December 31, 2006. The Company monitors the credihiness of its customers to which it grants dregtims in thu
normal course of business. Bad debts have beem@inThe Company does not normally require colidter other
security to support credit sales.

7. Inventories

Inventories at December 31 consisted of:

200¢ 200t
Finished good $ 403.¢ $ 400.C
Raw materials and work in proce 1,688.¢ 1,929.¢
Supplies 92.¢ 82.1
Total (approximates current co 2,185t 2,411.¢

Reduction to LIFO cost - -
$2,185.t $2,411.¢

Recognized as
Inventories $1,769.c  $1,658.:
Other asset $ 416.1 $ 753.¢

Inventories valued under the LIFO method comprsggroximately 62% of inventories at both
December 31, 2006 and 2005. Amounts recognizedlzer @ssets are comprised entirely of raw matesiadswork
in process inventories, which include inventorig@sgroducts not expected to be sold within one ,yancipally
vaccines, and, as of December 31, 2005, inventprisduced in preparation for product launches.
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8. Other Intangibles

Other intangibles at December 31 consisted of:

200¢ 200t
Patents and product rigt $1,656.0  $1,656.
Other 775.¢ 180.4
Total acquired cos $2,432..  $1,836.
Patents and product rigr $1,321.F  $1,191.¢
Other 166.¢ 126.2
Total accumulated amortizatic $1,488.0  $1,318.(

The increase in other intangibles in 2006 primanéiffects intangibles in connection with the acgigas of
Sirna, GlycoFi and Abmaxis (see Note 5). Aggrega®rtization expense was $170.3 million in 2006,
$163.9 million in 2005, and $192.0 million in 200%he estimated aggregate amortization expenseaftr ef the
next five years is as follows: 2007, $235.7 milli@@08, $183.8 million; 2009, $134.2 million; 2081,32.1 million
and $104.6 million in 2011.

9. Joint Ventures and Other Equity Method Affiliates

Equity income from affiliates reflects the perfommea of the Company’s joint ventures and other gquit
method affiliates and was comprised of the follogvin

Years Ended December 200¢ 200t 2004
Merck/Scherin-Plough $1,218¢ $ 570« $ 132(
AstraZeneca LI 783.7 833.t 646.t
Other@ 292.1 313.2 229.7

$2,294.«  $1,717..  $1,008.:

@ Primarily reflects results from Merial Limited, againt ventures with Sanofi Pasteur and Johnsoro&nkon

Merck/Scherin-Plough

In 2000, the Company and Schering-Plough Corpargti8chering-Plough”) (collectively the “Partners”)
entered into agreements to create separate equatligd partnerships to develop and market in theéedrbtates new
prescription medicines in the cholesterol-manageraed respiratory therapeutic areas. These agredsrgenerally
provide for equal sharing of development costsfando{promotion of approved products by each compan0il,
the cholesterothanagement partnership agreements were expanddude all the countries of the world, excluc
Japan. In 2002, ezetimibe, the first in a new atdssholesterol-lowering agents, was launched inWhited States as
Zetia(marketed a&zetroloutside the United States). As reported by the KI&achering-Plough cholesterol
partnership (the “MSP Partnership”), global salegetiatotaled $1.93 billion in 2006, $1.4 billion in 20@5d
$1.1 billion in 2004. In July 2004, a combinatiomguct containing the active ingredients of bagtiaandZocor,
was approved in the United Statesvgsorin (marketed asnegyoutside of the United States). Global sale¥ytbrin
were $1.96 billion in 2006, $1.0 billion in 2005c6$132.4 million in 2004.

The cholesterol agreements provide for the shafrgperating income generated by the MSP Partnershi
based upon percentages that vary by product, Ealelsand country. In the U.S. market, the Partsbese profits on
ZetiaandVytorin equally, with the exception of the first $300 nahi of annuaketiasales, on which Scherirglougt
receives a greater share of profits. Operatingnmetcludes expenses that the Partners have crhgcagreed to
share, such as a portion of manufacturing coses;ispally identified promotion costs (including
direct-to-consumer advertising and direct and iifiabte out-of-pocket promotion) and other agregdm costs for
specific services such as on-going clinical redgar@arket support, market research, market expanaowell as a
specialty sales force and physician education pragr Expenses incurred in support of the MSP Ratiipebut not
shared between the Partners, such as marketingcemishistrative expenses (including certain salesefocosts), as
well as certain manufacturing costs, are not inetloh Equity income from affiliates.
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However, these costs are reflected in the ovezalllts of the Company. Certain research and dewednpexpense
are generally shared equally by the Partners, aétgisting for earned milestones.

The respiratory therapeutic agreements providéhi@gjoint development and marketing by the Partoées
once-daily, fixed-combination tablet containing tetive ingredients montelukast sodium and lorakadi
Montelukast sodium is sold by Merck &sgulairand loratadine is sold by Schering-Plough as Qtatit January
2002, the respiratory partnership reported on tesidfilPhase Ill clinical trials of a fixedembination tablet containir
montelukast sodium and loratadine. This Phasedutysdid not demonstrate sufficient added benéfithe treatment
of seasonal allergic rhinitis. Although the monkelst sodium and loratadine combination tablet cmgdhave
approval in any country, Phase Il clinical devetamt is ongoing.

AstraZeneca LI

In 1982, Merck entered into an agreement with A8Ba(“Astra”) to develop and market Astra’s prodsict
under a royalty-bearing license. In 1993, the Camg{satotal sales of Astra products reached a levai triggered the
first step in the establishment of a joint ventousiness carried on by Astra Merck Inc. (“AMI”),which Merck and
Astra each owned a 50% share. This joint ventorenéd in 1994, developed and marketed most of Astreawv
prescription medicines in the United States incigdirilosec,the first of a class of medications known as proton
pump inhibitors, which slows the production of afrimim the cells of the stomach lining.

In 1998, Merck and Astra completed the restructudhthe ownership and operations of the joint uent
whereby the Company acquired Astra’s interest inl Al@named KBI Inc. (“KBI”), and contributed KBI'sperating
assets to a new U.S. limited partnership, Astrariheeuticals L.P. (the “Partnership”), in exchafgea 1% limited
partner interest. Astra contributed the net assigits wholly owned subsidiary, Astra USA, Inc.,ttee Partnership in
exchange for a 99% general partner interest. Th&ahip, renamed AstraZeneca LP (“AZLP”) uponrA'st 1999
merger with Zeneca Group Plc (the “AstraZeneca er€ygbecame the exclusive distributor of the productsifieich
KBI retained rights.

While maintaining a 1% limited partner interestNALP, Merck has consent and protective rights idegh
to preserve its business and economic interestsidimg restrictions on the power of the generatrpa to make
certain distributions or dispositions. Furthermandjmited events of default, additional rightsiviie granted to the
Company, including powers to direct the actionsoofremove and replace, the Partnership’s chieiee officer
and chief financial officer. Merck earns ongoingerue based on sales of current and future KBIlyartsdand such
revenue was $1.8 billion, $1.7 billion and $1.3ibil in 2006, 2005 and 2004, respectively, prinyardlating to sales
of NexiumandPrilosec.In addition, Merck earns certain Partnership retwwrhich are recorded in Equity income
from affiliates as reflected in the table abovectsteturns include a priority return provided forthe Partnership
Agreement, variable returns based, in part, uptessa# certain former Astra USA, Inc. products, angreferential
return representing Merck’s share of undistribla@d P GAAP earnings. The AstraZeneca merger triggepartial
redemption of Merck’s limited partnership intergs008. Upon this redemption, AZLP will distribuie KBI an
amount based primarily on a multiple of Merck’s mage annual variable returns derived from salédbeformer
Astra USA, Inc. products for the three years ptiothe redemption (the “Limited Partner Share ofdegl Value”).

In conjunction with the 1998 restructuring, forayment of $443.0 million, which was deferred, Astra
purchased an option (the “Asset Option”) to buy &ké&s interest in the KBI products, excluding thesgaintestinal
medicinesNexiumandPrilosec.The Asset Option is exercisable in 2010 at an éserarice equal to the net present
value as of March 31, 2008 of projected future greevenue to be received by the Company from fBegfoducts
(the “Appraised Value”). Merck also has the rightéquire Astra to purchase such interest in 2@@8eaAppraised
Value. In addition, the Company granted Astra atioopto buy Merck’s common stock interest in KBkegcisable
two years after Astra’s purchase of Merck’s inteneshe KBI products. The exercise of this optlmnAstra is also
provided for in the year 2017 or if combined anresdes of the two products fall below a minimum amtgrovided,
in each case, only so long as either the Mercloapti 2008 or AstraZeneca’s option in 2010 has leeemcised. The
exercise price is based on the net present valastohated future net saleséxiumandPrilosecas determined at
the time of exercise.
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The 1999 AstraZeneca merger constituted a TriggenEunder the KBI restructuring agreements. As a
result of the merger, in exchange for Merck’s mgliilshment of rights to future Astra products withexisting or
pending U.S. patents at the time of the mergemaisaid $967.4 million (the “Advance Payment”), alhis subject
to a true-up calculation in 2008 that may requégayment of all or a portion of this amount. Thaértp Amount is
directly dependent on the fair market value in 260&he Astra product rights retained by the Conyp@ccordingly,
recognition of this contingent income has beenmeteuntil the realizable amount, if any, is detivable, which is
not anticipated prior to 2008.

Under the provisions of the KBI restructuring agneats, because a Trigger Event has occurred, theofu
the Limited Partner Share of Agreed Value, the Apgmd Value and the True-Up Amount is guarantedztta
minimum of $4.7 billion. Distribution of the LimitePartner Share of Agreed Value and payment of the
True-Up Amount will occur in 2008. AstraZeneca'sghase of Merck’s interest in the KBI products @mtingent
upon the exercise of either Merck’s option in 200&\straZeneca’s option in 2010 and, therefore npayt of the
Appraised Value may or may not occur.

Sanofi Pasteur MSD

In 1994, Merck and Pasteur Mérieux Connaught (nano8 Pasteur S.A.) established an equally-owned
joint venture to market vaccines in Europe andaitaborate in the development of combination vaesifor
distribution in Europe. Joint venture vaccine salese $913.9 million for 2006, $865.1 million fod@5 and
$807.0 million for 2004.

Merial Limited

In 1997, Merck and Rhéne-Poulenc S.A. (now Sanekitis S.A.) combined their animal health and
poultry genetics businesses to form Merial Limi¢dderial”), a fully integrated animal health comparwhich is a
stand-alone joint venture, equally owned by eactyp®erial provides a comprehensive range of plereaticals
and vaccines to enhance the health, well-beingoanidrmance of a wide range of animal species. aMeeles were
$2.2 billion for 2006, $2.0 billion for 2005 and.8illion for 2004.

Johnson & Johnso®Merck Consumer Pharmaceuticals Company

In 1989, Merck formed a joint venture with Johngodohnson to develop and market a broad range of
nonprescription medicines for U.S. consumers. 58 owned venture was expanded into Europe in 1&88jnto
Canada in 1996. In March 2004, Merck sold its 5@ty stake in its European joint venture to Jolm&alohnson
for $244.0 million and recorded a $176.8 milliorirgas Other (income) expense, net (see Note 16)cheill
continue to benefit through royalties on certaioducts and also regained the rights to potenttaréuproducts that
switch from prescription to over-the-counter statugurope. Sales of product marketed by the jo@mtture,
including sales of the European joint venture updlgh March 2004, were $252.6 million for 2006, $236million
for 2005 and $315.3 million for 2004.

Investments in affiliates accounted for using theigy method, including the above joint venturesaked
$3.5 billion at December 31, 2006 and $3.0 bill@recember 31, 2005. These amounts are reportethar assets.

Summarized information for those affiliates is akbofws:

Years Ended December 200¢ 200t 2004
Sales $14,277.( $11,804.¢ $9,821.:
Materials and production cos 5,308." 4,627 . 4,140.¢
Other expense, n 4,042.¢ 3,918.( 3,691 .«
Income before taxe 4,926.: 3,259.: 1,988.¢
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December 3: 200¢ 200¢

Current assel $7,772." $6,389.(
Noncurrent asse 1,483.¢ 1,430.t
Current liabilities 4,074.¢ 3,420.(
Noncurrent liabilities 215.¢ 160.4

10. Loans Payable, Lon-Term Debt and Other Commitments

Loans payable at December 31, 2006 and 2005 indI§id86.2 million and $337.5 million, respectivedy,
long-dated notes that are subject to repaymeieadption of the holders on an annual basis. Lpagable at
December 31, 2006 and 2005 also included $500l®mif notes with annual interest rate resets Whiere
redeemed by the Company in February 2007, upoficaiton from the remarketing agent that, due teaerall rise
in interest rates, it would not exercise its anmamion to remarket the notes. Loans payable acbéer 31, 2006
and 2005, also included $349.8 million of fixederabtes due in 2007, and $510.1 million of fixe rrotes due in
2006, respectively. In December 2006, a foreigrsilidry of the Company entered into an 18-montl@0#hillion
line of credit with a financial institution. At Dember 31, 2006, borrowings under the line of cregite $90 million
and are included in Loans payable. Loans payalileaémber 31, 2005 included $1.6 billion of comransaper
borrowings issued by a foreign subsidiary undeB.8 illion commercial paper borrowing facility abtished in
October 2005 to provide funding for a portion af thompany’s repatriation in connection with the AJGee
Note 17). There was no commercial paper outstaratii@ecember 31, 2006. The weighted average intextesfor
all of these borrowings was 4.9% and 4.3% at Deeer8l, 2006 and 2005, respectively.

Long-term debt at December 31 consisted of:

200¢ 200¢

6.0% Astra note due 20( $1,380.( $1,380.(
4.8% notes due 201 1,017.( 992.(
4.4% notes due 201 503.( 509.¢
6.4% debentures due 20 499.7 499.7
5.8% notes due 20: 497.¢ -
6.0% debentures due 20 497.C 496.¢
2.5% notes due 20( - 343.(
Variable-rate borrowing due 20C 300.( 300.(
5.1% notes due 201 249.1 -
6.3% debentures due 20 247.¢ 247.¢
Other 360.2 357.2
$5,551.( $5,125.¢

The Company was a party to interest rate swap actstivhich effectively convert the 2.5%, the 4.456,
5.1% and $750 million of the 4.8% fixed-rate ndiefloating-rate instruments (see Note 6).

Other (as presented in the table above) at DeceBihe@006 and 2005 consisted primarily of $328.kiani
of borrowings at variable rates averaging 4.7% 28680, respectively. Of these borrowings, $158.7ionilare
subject to repayment at the option of the holdegirming in 2011 and $106.0 million are subjeatsipayment at the
option of the holders beginning in 2010. In botlange Other also included foreign borrowings at iragyates up to
11.6%.

The aggregate maturities of long-term debt for ezche next five years are as follows: 2007,
$449.0 million; 2008, $1.4 billion; 2009, $307.2llon; 2010, $6.0 million; 2011, $258.7 million.

Rental expense under the Company’s operating leasesf sublease income, was $201.4 million in&00
The minimum aggregate rental commitments under axoeellable leases are as follows: 2007, $65.8anilli
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2008, $45.4 million; 2009, $33.1 million; 2010, $22nillion; 2011, $10.4 million and thereafter, $38nillion. The
Company has no significant capital leases.

11. Contingencies and Environmental Liabilities

The Company is involved in various claims and lggakeedings of a nature considered normal to its
business, including product liability, intellectymbperty and commercial litigation, as well asiiddal matters such
as antitrust actions. The Company records accfaatontingencies when it is probable that a liépihas been
incurred and the amount can be reasonably estimakexbe accruals are adjusted periodically as sisesgs change
or additional information becomes available. Fardurct liability claims, a portion of the overallauoal is actuarially
determined and considers such factors as pastierper number of claims reported and estimate$aghs incurred
but not yet reported. Individually significant congent losses are accrued when probable and realgasimable.
Legal defense costs expected to be incurred inesdiom with a loss contingency are accrued whebatiste and
reasonably estimable.

The Company'’s decision to obtain insurance coveiagependent on market conditions, including eost
availability, existing at the time such decisions made. As a result of a number of factors, protialgility insurance
has become less available while the cost has isedesignificantly. The Company has evaluated stssrand has
determined that the cost of obtaining product ligbinsurance outweighs the likely benefits of twverage that is
available and as such, has no insurance for cqstatuct liabilities effective August 1, 2004, inding liability for
products first sold after that date. The Companyaentinue to evaluate its insurance needs anddises, availabilit
and benefits of product liability insurance in toeure.

Vioxx Litigation

Product Liability Lawsuit:

As previously disclosed, individual and putativasd actions have been filed against the Compastaia
and federal courts alleging personal injury anét@nomic loss with respect to the purchase or tisoax. All such
actions filed in federal court are coordinated muatidistrict litigation in the U.S. District Cotifor the Eastern
District of Louisiana (the “MDL") before Districtutige Eldon E. Fallon. A number of such actiongifile state court
are coordinated in separate coordinated proceedingiate courts in New Jersey, California and Berad the
counties of Philadelphia, Pennsylvania and Clarkr@®p Nevada. As of December 31, 2006, the Compaaybeen
served or was aware that it had been named a®ndiaft in approximately 27,400 lawsuits, which uclel
approximately 46,100 plaintiff groups, alleging ge@mal injuries resulting from the use\tibxx, and in
approximately 264 putative class actions allegiagspnal injuries and/or economic loss. (All of Hwions discussed
in this paragraph are collectively referred totes‘tVioxxProduct Liability Lawsuits”.) Of these lawsuits,
approximately 8,300 lawsuits representing approsetga?3,700 plaintiff groups are or are slated ¢drbthe federal
MDL and approximately 16,800 lawsuits represengipgroximately 16,800 plaintiff groups are includec
coordinated proceeding in New Jersey Superior Gmefdre Judge Carol E. Higbee.

In addition to the/ioxxProduct Liability Lawsuits discussed above, thénataof over 4,025 plaintiffs had
been dismissed as of December 31, 2006. Of theses have been over 1,225 plaintiffs whose claimsewdismisse
with prejudice (i.e., they cannot be brought agaither by plaintiffs themselves or by the cou@ser 2,800
additional plaintiffs have had their claims disneidswithout prejudice (i.e., they can be broughtir@ga

In the MDL, Judge Fallon in July 2005 indicatedttha would schedule for trial a series of casesduhe
period November 2005 through 2006, in the followiagegories: (i) heart attack with short term ({ggheart attack
with long term use; (iii) stroke; and (iv) cardiccalar injury involving a prescription written aft&pril 2002 when
the labeling folioxxwas revised to include the results of the VIGORItThese trials began in November 2005 and
concluded in December 2006. The next scheduleldrirthe MDL is a re-trial in Barnett v. Merck ohe issue of
damages as discussed below.

Merck has entered into a tolling agreement (thdlifig Agreement”) with the MDL Plaintiffs’ Steering
Committee that establishes a procedure to haliuieing of the statute of limitations (tolling) #scertain categories
of claims allegedly arising from the use\ibxxby non-New Jersey citizens. The Tolling Agreemenlias to
individuals who have not filed lawsuits and mayray not eventually file lawsuits and only to those
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claimants who seek to toll claims alleging injuriesulting from a thrombotic cardiovascular evésat tresults in
myocardial infarction or ischemic stroke. The TdliAgreement provides counsel additional time t@l@ate
potential claims. The Tolling Agreement requireg &olled claims to be filed in federal court. As@&cember 31,
2006, approximately 14,180 claimants had enteredTiolling Agreements.

Merck voluntarily withdrewioxxfrom the market on September 30, 2004. Many steses a two-year
statute of limitations for product liability claimeequiring that claims must be filed within twoaye after the
plaintiffs learned or could have learned of thaitgmtial cause of action. As a result, some may Beptember 30,
2006 as a deadline for filingioxxcases. It is important to note, however, that #ivedegarding statutes of limitations
can be complex, varies from state to state, cdadiespecific, and in some cases, might be affelyethe existence
of pending class actions. For example, some steates three year statutes of limitations and, inesamstances, the
statute of limitations is even longer. Merck expgedtiat there will be legal arguments concerningpfoper
application of these statutes, and the decisioidwiup to the judges presiding in individual cagestate and fede|
proceedings.

The Company has previously disclosed the outcorhsev@raVioxxProduct Liability Lawsuits that were
tried prior to September 30, 2006 (see chart below)

In August 2006, in Barnett v. Merck, a case befludge Fallon in the MDL, a jury in New Orleans,
Louisiana returned a plaintiff verdict in the seddaderalVioxxcase to go to trial. The jury awarded $50 millian i
compensatory damages and $1 million in punitive aigas. On August 30, 2006, Judge Fallon overtureed a
excessive the damages portion of the verdict addred a new trial on damages. Judge Fallon has-¢eal for
October 29, 2007 on the issue of damages. Merckiledsmotions for a new trial on all issues and Jadgment as a
Matter of Law, both of which are currently pendimefore the Court. Plaintiff has opposed Merck’simmoand has
asked the Judge to reduce the amount of the awtrdrrthan re-try the case.

Juries found in favor of Merck on all counts in foarth and fifth cases to go to trial in the MDILhe jury
returned its verdict for Merck in Mason v. Merck November 8, 2006 and in Dedrick v. Merck on Deceni8,
2006.

On November 22, 2006, Judge Fallon denied a mditexhin the MDL to certify a nationwide class df a
persons who allegedly suffered personal injury essalt of takingvioxx.

On December 15, 2006, the jury in Albright v. Merakcase tried in state court in Birmingham, Alabam
returned a verdict for Merck on all counts.

The Company previously disclosed that in April 206Garza v. Merck, a jury in Rio Grande City, asx
returned a verdict in favor of the plaintiff. In@ember 2006, the Texas state court granted thep@oy's request to
investigate possible jury bias because a juror tidchthat he had, prior to the trial, on severaasions borrowed
money from the plaintiff. On December 21, 2006, ¢bart entered judgment for plaintiff in the amooht
$7.75 million, plus interest, reduced from the orid award of $32 million because of the Texasestaip on punitive
damages. The Company is seeking a new trial andpgleal the verdict if the court does not granee trial.

On October 31, 2006, in California Superior Conrtos Angeles, a consolidated trial began in trsesa
Appell v. Merck and Arrigale v. Merck. On Janua®, 2007, Judge Victoria Chaney declared a misasab both
plaintiffs after the jury reported that it was dkedked.

On October 5, 2006, in the coordinated proceediriddw Jersey Superior Court, Judge Higbee dismissed
claims of the United Kingdom plaintiffs. These pl#ifs have appealed.

The first case scheduled for trial in the Texasrdimated proceeding, Rigby v. Merck, was schedtded
begin trial on November 7, 2006. The Rigby case wedgntarily dismissed on October 23, 2006 whenptiantiff
filed a notice of non-suit with the Court.

A consolidated trial, Hermans v. Merck and Humestollerck, began on January 17, 2007, in the
coordinated proceeding in New Jersey Superior Gmefidre Judge Higbee. Humeston v. Merck was firstl tin
2005, but Judge Higbee set aside the November jp@@verdict in favor of Merck and ordered a neialton the
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grounds of newly discovered evidence. The Hermams#ston trial is separated into two phases: a géphase
regarding Merck’s conduct and a plaintiff-specffttase. There will be jury questions and a delii@nafter phase |
regarding Merck’s conduct. If the jury answers afithe questions in the affirmative, the case wmitive to phase Il.
In phase Il each plaintiff will present his or tsprecific case. At the end of phase I, the juryl déliberate and will
answer questions with respect to each of the taimtiffs. The jury will answer separate verdict stsebut in the
course of only one deliberation. If the case mdwes punitive phase, there will be a single prestéo for each side
and one jury deliberation for both plaintiffs.

The first case scheduled for trial in the Philati&gpcoordinated proceeding, McCool v. Merck, was
scheduled to begin trial on February 26, 2007. gla@tiff voluntarily dismissed with prejudice hease on
January 16, 2007.

On September 28, 2006, the New Jersey SuperiortGppellate Division, heard argument on plaintiffs
appeal of Judge Higbee’s dismissal of the SinelaMerck case. This putative class action was pailly filed in
December 2004 and sought the creation of a mentioaitoring fund. Judge Higbee had granted the Cayipa
motion to dismiss in May 2005. On January 16, 200& Appellate Division reversed the decision aanded the
case back to Judge Higbee for further factual ipgdihe Company has petitioned the New Jersey Supr@ourt for
review of the Appellate Division’s decision.

To date in the/ioxxProduct Liability Lawsuits, of the 29 plaintiffs whe claims have been scheduled for
trial, the claims of seven were dismissed, thentdadf seven were withdrawn from the trial calertaplaintiffs, and
juries have decided in Mer's favor nine times and in plaintiffs’ favor foumes. In addition, in the recent California
trial involving two plaintiffs, the jury could notach a verdict for either plaintiff and a mistrieds declared. A New
Jersey state judge set aside one of the nine Mendicts. With respect to the four plaintiffs’ véets, Merck already
has filed an appeal or sought judicial review iokeaf those cases, and in one of those four, adéfelge
overturned the damage award shortly after triahddition, a consolidated trial with two plaintifscurrently
ongoing in the coordinated proceeding in New Je&sgyerior Court before Judge Higbee and another tri
Schwaller v. Merck, has commenced in state coudadison County, lllinois.

94




The following chart sets forth the results of alBUVioxxProduct Liability trials to date.

State or
Federal
Verdict Date Plaintiff Court Result Comments
Aug. 19, 2005 Ernst Texas Verdict for Plaintiff Jury awarded plaintiff $253.4 million; the Court
reduced amount to approximately $26.1 million plus
interest. The judgment is now on appt
Nov. 3, 2005 Humeston N.J. Verdict for Merck; Judge has ordered a new trial, which is currently
then judge overturned thg ongoing.
verdict
Feb. 17, 2006 Plunkett Federal Mistrial after jury Merck prevailed in February 2006 retrial.
deadlocked in first trial; | Plaintiff has moved for a new trial.
verdict for Merck in
retrial
April 5, 2006 McDarby N.J. Verdict for Plaintiff Plaintiff was awarded $13.5 million in damages.
Merck’s motion for a new trial is pending, as is
plaintiff’s motion for attorne’s fees
April 5, 2006 Cona N.J. Verdict for Merck on However, the jury awarded plaintiff the nominal sym
failure to warn claim of $135 for his Consumer Fraud Act claim. Merckls
motion for a new trial on the Consumer Fraud Act]
claim is pending, as is plaintiff's motion for
attorneY's fees
April 21, 2006 Garza Texas Verdict for Plaintiff Judge reduced $32 million jury award to
$7.75 million plus interest. Merck has moved for g
new trial.
July 13, 200¢ Doherty N.J. Verdict for Merck Plaintiff has moved for a new trie
Aug. 2, 200€ Grossber¢ California | Verdict for Merck Plaintiff has moved for a new tric
Aug. 17, 2006 Barnett Federal Verdict for Plaintiff Plaintiff awarded $51 million in damages. The judge
ruled the award was “grossly excessive,” and has
scheduled a new trial on damages in October 2007.
Merck’s motion for a new trial on the remaining
issues is pending
Sept. 26, 200 Smith Federal Verdict for Merck
Nov. 15, 200¢ Mason Federal Verdict for Merck
Dec. 13, 200¢ Dedrick Federal Verdict for Merck Plaintiff has moved for a new trie
Dec. 15, 200¢ Albright Alabama | Verdict for Merck Plaintiff has moved for a new trie
Jan. 18, 2007 Arrigale/Appel | California | Mistrial declared after the
jury deadlockec

Other Lawsulits

As previously disclosed, on July 29, 2005, a Nemeestate trial court certified a nationwide clagthird-
party payors (such as unions and health insuralaces)that paid in whole or in part for th@xxused by their plan
members or insureds. The named plaintiff in thaecseeks recovery of certafioxx purchase costs (plus penalties)
based on allegations that the purported class menplaéd more foWioxxthan they would have had they known of
the product’s alleged risks. Merck believes thatdtass was improperly certified. The trial courtiing is
procedural only; it does not address the merigaihtiffs’ allegations, which the Company intertdsdefend
vigorously. On March 31, 2006, the New Jersey Sop&ourt, Appellate Division, affirmed the clasartification
order. On July 19, 2006, the New Jersey Supremet@euided to exercise its discretion to hear tben@any’s
appeal of the Appellate Division’s decision. On Agg24, 2006, the Appellate Division ordered a sifathe
proceedings in Superior Court pending a rulinghey $upreme Court. Oral argument before the Nevey&apreme
Court is scheduled to take place in March 2007.

As previously reported, the Company has also baemed as a defendant in separate lawsuits brougthie
Attorneys General of Alaska, Louisiana, Mississjyontana, Texas and Utah. These actions allegehtba
Company misrepresented the safetymfixxand seek (i) recovery of the cost\dbxxpurchased or reimbursed by
state and its agencies; (ii) reimbursement ofiaths paid by the state and its agencies for medaraices for the
treatment of persons injured bjyoxx; (iii) damages under various common law theorsl/or (iv) remedies
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under various state statutory theories, includiatesconsumer fravand/orfair business practices or Medicaid fre
statutes, including civil penalties.

Shareholder Lawsuits

As previously disclosed, in addition to tiieoxxProduct Liability Lawsuits, the Company and various
current and former officers and directors are dééais in various putative class actions and indiaidawsuits under
the federal securities laws and state securitigs (ghe “VioxxSecurities Lawsuits”). All of th&ioxxSecurities
Lawsuits pending in federal court have been transfieby the Judicial Panel on Multidistrict Litigat (the “JPML")
to the United States District Court for the Distiaé New Jersey before District Judge Stanley Resldr for inclusiol
in a nationwide MDL (the “Shareholder MDL"). Jud@&esler has consolidated texx Securities Lawsuits for all
purposes. Plaintiffs request certification of asslaf purchasers of Company stock between May 249 and
October 29, 2004. The complaint alleges that tHeraiants made false and misleading statementsdiagafioxxin
violation of Sections 10(b) and 20(a) of the Se@siExchange Act of 1934, and seeks unspecifiethemsatory
damages and the costs of suit, including attorniees. The complaint also asserts a claim undeid®e20A of the
Securities and Exchange Act against certain defesdalating to their sales of Merck stock. In diddi, the
complaint includes allegations under Sections 21arid 15 of the Securities Act of 1933 that certifendants mar
incomplete and misleading statements in a registratatement and certain prospectuses filed imection with the
Merck Stock Investment Plan, a dividend reinvestnpdem. Defendants have filed a motion to dismiesdomplaint.
Oral argument on the motion to dismiss is schedtdddke place in March 2007.

As previously disclosed, on August 15, 2005, a dampwas filed in Oregon state court by the Stdte
Oregon through the Oregon state treasurer on behtie Oregon Public Employee Retirement Fundresjahe
Company and certain current and former officersdinetctors. The complaint, which was brought ur@ezgon
securities law, alleges that plaintiff has suffedednages in connection with its purchases of Meocchmon stock at
artificially inflated prices due to the Companylkeged violations of law related to disclosures@bdioxx. The
current and former officers and directors have redténto a tolling agreement and, on June 30, 26@6e dismissed
without prejudice from the case. On July 19, 2086,Court denied the Company’s motion to dismissctbmplaint,
but required plaintiff to amend the complaint. Rtéf filed an amended complaint on September 2D& Merck
filed a motion to require plaintiffs to make thewglaint more definite and certain, which was derigdhe Court.
Merck filed an answer to the complaint in Januad9 2

As previously disclosed, various shareholder dériesactions filed in federal court were transferte the
Shareholder MDL and consolidated for all purposedurige Chesler (theVioxxDerivative Lawsuits”). The
consolidated complaint arose out of substantiaiéygame factual allegations that are made ivitvex Securities
Lawsuits. TheVioxxDerivative Lawsuits, which were purportedly brougihtissert rights of the Company, assert
claims against certain members of the Board paspagsent and certain executive officers for brezgdiduciary
duty, waste of corporate assets, unjust enrichnadtse of control and gross mismanagement. On Magds,
Judge Chesler granted defendants’ motion to disaridsdenied plaintiffsfequest for leave to amend their comple
Plaintiffs’ appeal of the District Court’s decisioafusing them leave to amend the complaint isezuly pending
before the United States Court of Appeals for thed Circuit.

As previously disclosed, on October 29, 2004, mdiviidual shareholders made a demand on the Bdard o
Directors of the Company to take legal action agfaitr. Raymond Gilmartin, former Chairman, Prestdamd Chief
Executive Officer and other individuals for allefjedausing damage to the Company with respecte@tegedly
improper marketing o¥ioxx.In July 2006, the Board received another sharehddder demanding that the Board
take legal action against the Board and manageaiévierck for allegedly causing damage to the Comypateating
to the Company'’s allegedly improper marketing/adxx.In December 2006, each of these demands was rejegte
the Board of Directors.

As previously announced, the Board of Directorscamied a Special Committee to review the Company’s
actions prior to its voluntary withdrawal ¥foxx, to act for the Board in responding to sharehdlitigation matters
related to the withdrawal afioxx, and to advise the Board with respect to any adtiat should be taken as a result
of the review. In December 2004, the Special Contemitetained the Honorable John S. Martin, Jr.elfévoise &
Plimpton LLP to conduct an independent investigabbsenior management’s conduct
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with respect to the cardiovascular safety profflVioxxduring the perioVioxxwas developed and marketed. T
review was completed in the third quarter of 2006 the full report (including appendices) was mpdelic in
September 2006.

In addition, as previously disclosed, various pueatlass actions filed in federal court under Emeployee
Retirement Income Security Act (“ERISA&gainst the Company and certain current and fooffigers and directol
(the “Vioxx ERISA Lawsuits” and, together with th@oxx Securities Lawsuits and th&oxx Derivative Lawsuits, th
“ Vioxx Shareholder Lawsuits”) have been transferred t&thereholder MDL and consolidated for all purpo3ée
consolidated complaint asserts claims on behatedfin of the Company’s current and former empdsy&ho are
participants in certain of the Company’s retiremgans for breach of fiduciary duty. The lawsuitaka similar
allegations to the allegations contained in\exx Securities Lawsuits. On October 7, 2005, defendaatged to
dismiss the ERISA complaint. On July 11, 2006, &u@gesler granted in part and denied in part defeisdmotion
to dismiss.

International Lawsuit:

As previously disclosed, in addition to the lawsultscussed above, the Company has been named as a
defendant in litigation relating tgioxxin various countries (collectively, thevVioxxForeign Lawsuits”jn Europe, a
well as Canada, Brazil, Argentina, Australia, Tyrkend Israel.

Additional Lawsuits

Based on media reports and other sources, the Gongpeicipates that additiongioxx Product Liability
Lawsuits,Vioxx Shareholder Lawsuits anoxx Foreign Lawsuits (collectively, theVioxxLawsuits”) will be filed
against it and/or certain of its current and formficers and directors in the future.

Insurance

As previously disclosed, the Company has prodadbillty insurance for claims brought in théoxxProduc
Liability Lawsuits with stated upper limits of agximately $630 million after deductibles and cotiremce. This
insurance provides coverage for legal defense emstpotential damage amounts that have been bbavihcurred
in connection with th&ioxxProduct Liability Lawsuits. The Company believeattthis insurance coverage extends
to additionalVioxx Product Liability Lawsuits that may be filed in theéure. The Company has Directors and Offi
insurance coverage applicable to Yiexx Securities Lawsuits andioxxDerivative Lawsuits with stated upper limits
of approximately $190 million. The Company has €iduy and other insurance for th@xxERISA Lawsuits with
stated upper limits of approximately $275 milligxdditional insurance coverage for these claims eday be
available under upper-level excess policies thatige coverage for a variety of risks. There agpdies with certain
insurers about the availability of some or alllutinsurance coverage and there are likely todoiétianal disputes.
The Company’s insurance coverage with respecte¥itxx Lawsuits will not be adequate to cover its defertssts
and any losses.

As previously disclosed, the Company’s upper lexeless insurers (which provide excess insurance
potentially applicable to all of théioxxLawsuits) have commenced an arbitration seekingngnother things, to
cancel those policies, to void all of their obligas under those policies and to raise other c@eeissues with
respect to th&/ioxxLawsuits. Merck intends to contest vigorously theurers’ claims and will attempt to enforce its
rights under applicable insurance policies. The ammactually recovered under the policies disaigs¢his section
may be less than the amounts specified in the gieggaragraph.

Investigations

As previously disclosed, in November 2004, the Canypwas advised by the staff of the SEC that it was
commencing an informal inquiry concernikigpxx.On January 28, 2005, the Company announced trextetved
notice that the SEC issued a formal notice of itigation. Also, the Company has received subpoé&woas the
U.S. Department of Justice (the “DOJ") requestinfgimation related to the Company'’s research, mergend
selling activities with respect tdioxxin a federal health care investigation under crahstatutes. In addition, as
previously disclosed, investigations are being cateld by local authorities in certain cities in &we in order to
determine whether any criminal charges should badirt concerninyioxx. The Company is cooperating with
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these governmental entities in their respectivestigations (th* VioxxInvestigation). The Company canni
predict the outcome of these inquiries; howeveay ttould result in potential civil and/or crimirdibpositions.

As previously disclosed, the Company has receivednaber of Civil Investigative Demands (“CID") from
a group of Attorneys General from 31 states andik&ict of Columbia who are investigating whetliee Company
violated state consumer protection laws when marg&fioxx. The Company is cooperating with the Attorneys
General in responding to the CIDs.

In addition, the Company received a subpoena ineBdper 2006 from the State of California Attorney
General seeking documents and information relatede placement ofioxxon California’s Medi-Cal formulary.
The Company is cooperating with the Attorney Genereesponding to the subpoena.

Reserve:

The Company currently anticipates that a numbéfiotxProduct Liability Lawsuits will be tried
throughout 2007. A trial in the Oregon securitiasecis scheduled for 2007, but the Company camedigh whether
this trial will proceed on schedule or the timirfgaay of the otheWioxx Shareholder Lawsuit trials. The Company
believes that it has meritorious defenses toioex Lawsuits and will vigorously defend against themview of the
inherent difficulty of predicting the outcome diigiation, particularly where there are many claitsaand the
claimants seek indeterminate damages, the Compamgable to predict the outcome of these mattadsaathis tim
cannot reasonably estimate the possible loss gerafloss with respect to théoxx Lawsuits. The Company has 1
established any reserves for any potential ligbitfating to the/ioxxLawsuits or the/ioxxInvestigations, including
for those cases in which verdicts or judgments Hmen entered against the Company, and are nowsirverdict
proceedings or on appeal. In each of those casgSdmpany believes it has strong points to raisappeal and
therefore that unfavorable outcomes in such cagesa probable. Unfavorable outcomes in\@xx Litigation (as
defined below) could have a material adverse efiadhe Company’s financial position, liquidity aresults of
operations.

Legal defense costs expected to be incurred inexdiom with a loss contingency are accrued whebatsta
and reasonably estimable. As of December 31, 20@5Company had a reserve of $685 million solehjtofuture
legal defense costs related to YHexxLitigation.

During 2006, the Company spent $500 million in dggregate, including $175 million in the fourth dea,
in legal defense costs worldwide related to (i) Wiexx Product Liability Lawsuits, (ii) th&ioxxShareholder
Lawsuits, (iii) theVioxxForeign Lawsuits, and (iv) théioxxInvestigations (collectively, theVioxxLitigation”). In
the third quarter and fourth quarter of 2006, tleenBany recorded charges of $598 million and $7&anil
respectively, to increase the reserve solely fofuture legal defense costs related toMlexx Litigation to
$858 million at December 31, 2006. In increasingriserve, the Company considered the same fabtdri
considered when it previously established reseimethe Vioxx Litigation. Management now believes it has a better
estimate of the Company’s expenses and can redgasdimate such costs through 2008. Some of tafsiant
factors considered in the establishment and ongavigw of the reserve for thdoxxlegal defense costs were as
follows: the actual costs incurred by the Compahg;development of the Company’s legal defenséegtyaand
structure in light of the scope of théoxx Litigation; the number of cases being brought agjaime Company; the
costs and outcomes of completed trials and the mwetnt information regarding anticipated timipgogression,
and related costs of pre-trial activities and #rial theVioxx Product Liability Lawsuits. Events such as schediule
trials, that are expected to occur throughout 284 into 2008, and the inherent inability to préthe ultimate
outcomes of such trials, limit the Company’s abiti reasonably estimate its legal costs beyoneiigeof 2008. The
Company will continue to monitor its legal defem®sts and review the adequacy of the associatedvess

Other Product Liability Litigation

As previously disclosed, the Company is a defenagaptoduct liability lawsuits in the United States
involving Fosamax(the “Fosamaxiitigation”). As of December 31, 2006, 104 cased haen filed against Merck in
either federal or state court, including 4 casekkkeek class action certification, as well as alges and medical
monitoring. In these actions, plaintiffs allege,arg other things, that they have suffered osteasécof the jaw,
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generally subsequent to invasive dental procedsuels as tooth extraction or dental implaand/ordelayed healing
in association with the use BbsamaxOn August 16, 2006, the JPML ordered thatRheamaxproduct liability
cases pending in federal courts nationwide shoelttdnsferred and consolidated into one multidistiigation (the
“ FosamaxMDL") for coordinated pre-trial proceedings. TResamaxMDL has been transferred to Judge John
Keenan in the United States District Court for 8mithern District of New York. As a result of tHeML order, over
80 cases are before Judge Keenan. Judge Keen@shed a Case Management Order setting forth alslehe
governing the proceedings which focuses primanigruresolving the class action certification mosiom 2007. The
Company intends to defend against these lawsuits.

As of December 31, 2006, the Company establistredexve of approximately $48 million solely for its
future legal defense costs for thesamax.itigation. Some of the significant factors conselin the establishment
of the reserve for thEosamax.itigation legal defense costs were as follows:dbtial costs incurred by the
Company thus far; the development of the Compalegal defense strategy and structure in light efdteation of
the FosamaxMDL; the number of cases being brought againsQbmpany; and the anticipated timing, progression,
and related costs of pre-trial activities in Fesamax.itigation. The Company will continue to monitos ikegal
defense costs and review the adequacy of the assdceieserves. Due to the uncertain nature oétibg, the
Company is unable to estimate its costs beyoneénieof 2008. Unfavorable outcomes in Fesamax_itigation
could have a material adverse effect on the Comipdimancial position, liquidity and results of apgions.

Commercial Litigation

Beginning in 1993, the Company was named in a numbantitrust suits, certain of which were ceéias
class actions, instituted by most of the natiostsit pharmacies and consumers in several staltesCdompany
settled the federal class action, which represethtedingle largest group of claims and has sestldxstantially all of
the remaining cases on satisfactory terms. Theréemaining cases have been inactive for severaty@&ae
Company has not engaged in any conspiracy and mgssin of wrongdoing was made or included in agtyleamen
agreements.

As previously disclosed, the Company was joinedrigoing litigation alleging manipulation by
pharmaceutical manufacturers of Average Wholesate® (“AWP”), which are sometimes used in caldoles that
determine public and private sector reimbursemerel. In 2002, the JPML ordered the transfer am$alidation o
all pending federal AWP cases to federal court@astBn, Massachusetts. Plaintiffs filed one constdd class action
complaint, which aggregated the claims previougdfin various federal district court actions aislo expanded the
number of manufacturers to include some which, tileeCompany, had not been defendants in any peioding
case. In May 2003, the court granted the Commamgtion to dismiss the consolidated class actimhdismissed th
Company from the class action case. SubsequehétGdmpany’s dismissal, the plaintiffs filed an awhed
consolidated class action complaint, which didmane the Company as a defendant. The Company amg ottzer
pharmaceutical manufacturers are defendants idasicomplaints pending in federal and state corotight
individually by a number of counties in the Statd&New York. The Company and the other defendargsaaraiting
the final ruling on their motion to dismiss in tBeffolk County case, which was the first of the N€ark county
cases to be filed. In addition, as of Decembe2806, the Company was a defendant in state casagltirby the
Attorneys General of Kentucky, lllinois, Alabamajasbnsin, Mississippi, Arizona, Hawaii and Alask#,of which
are being defended.

As previously disclosed, the Company has been naseddefendant in antitrust cases in federal éourt
Minnesota and in state court in California, eadbgahg an unlawful conspiracy among different sts
pharmaceutical manufacturers to protect high pricgle United States by impeding importation itite United
States of lower-priced pharmaceuticals from Can@tia.court dismissed the federal claims in the Msuta case
with prejudice and the plaintiffs filed a Notice Appeal. The Federal Court of Appeals for the BigBircuit
affirmed the dismissal of the federal claims. Ttatesclaims in that action were dismissed withaefuglice, but hav
not been refiled in any jurisdiction.

99




In the California antitrust action, the parties @ged in discovery and the defendant manufactuiledsfbr
summary judgment. In December 2006, the court gchaimmary judgment in favor of Merck and the other
defendants and dismissed the case. The plaintffe filed a Notice of Appeal in the California stajppeals court.

As previously disclosed, a suit in federal courAlabama by two providers of health services todyee
patients alleges that 15 pharmaceutical companiecbarged the plaintiffs and a class of thoselangisituated, fo
pharmaceuticals purchased by the plaintiffs undemprogram established by Section 340B of the Puiialth
Service Act. The Company and the other defend@etsd motion to dismiss the complaint on numermgusinds
which was recently denied by the court. After deafghe motion to dismiss, the case was dismissdantarily by
the parties.

As previously disclosed, in January 2003, the D@tifiad the federal court in New Orleans, Louisidhat
it was not going to intervene at that time in agirg Federal False Claims Act case that was filedkeun seal in
December 1999 against the Company. The court issue@dder unsealing the complaint, which was filgda
physician in Louisiana, and ordered that the coinplze served. The complaint, which alleged thet@ompany’s
discounting ofPepcidin certain Louisiana hospitals led to increasesoists to Medicaid, was dismissed. An amended
complaint was filed under seal and the case has &g®inistratively closed by the Court until thalgs lifted. The
State of Louisiana has filed its own amended coimplancorporating the allegations contained in skealed amende
complaint. The allegations contained in the sealednded complaint are unknown.

In April 2005, the Company was named in a qui tamsuit under the Nevada False Claims Act. The L
which the Nevada Attorney General has intervenkeyes that the Company inappropriately offered madnpricing
and other marketing and pricing inducements tcagetustomers and also failed to comply with itBgatiions under
the Medicaid Best Price scheme related to sucmgeraents. In May 2006, the Company’s motion to disrthis
action was denied by the district court. The Conypardefending against this lawsuit.

Governmental Proceedings

As previously disclosed, the Company has receivagb@oena from the DOJ in connection with its
investigation of the Comparg/marketing and selling activities, including noalipricing programs and samples. -
Company has also reported that it has receivedef©m the Attorney General of Texas regarding@unpany’s
marketing and selling activities relating to TexAs.previously disclosed, the Company receivedlaro€ID from
the Attorney General of Texas asking for additianfdrmation regarding the Company’s marketing aalling
activities related to Texas, including with respectertain of its nominal pricing programs and phes. In April
2004, the Company received a subpoena from theeoffi the Inspector General for the District of @obia in
connection with an investigation of the Companiyiteractions with physicians in the District afl@mbia, Marylanc
and Virginia. In November 2004, the Company recgigdetter request from the DOJ in connection t#h
investigation of the Company’s pricing Bépcid.In September 2005, the Company received a subgfoamahe
lllinois Attorney General. The subpoena seeks mfation related to repackaging of prescription drddgeere was no
activity relating to Merck in the lllinois mattem 2006.

As previously disclosed, the Company has receivietter from the DOJ advising it of the existenéaqjui
tam complaint alleging that the Company violatedaie rules related to its calculations of bestgrnd other
federal pricing benchmark calculations, certainvbfch may affect the Company’s Medicaid rebategdilon. The
DOJ has informed the Company that it does not thterintervene in this action and has closed igstigation. The
lawsuit continues, however.

The Company is cooperating with all of these inigegions. The Company cannot predict the outcome of
these investigations; however, it is possible thdavorable outcomes could have a material adweffeet on the
Company'’s financial position, liquidity and resuttsoperations. In addition, from time to time, etlederal, state or
foreign regulators or authorities may seek infoioratibout practices in the pharmaceutical industrthe
Company’s business practices in inquiries othem tha investigations discussed in this sectiois. ot feasible to
predict the outcome of any such inquiries.

As previously disclosed, on February 23, 2004 Jthléan Antitrust Authority (“ICA”) adopted a meas
commencing a formal investigation of Merck Sharp&hme (ltalia) S.p.A. (“MSD ltaly”) and the Companwpder
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Article 14 of the Italian Competition Law and Atec82 EC to ascertain whether the Company and M8Ip
committed an abuse of a dominant position by refysd grant to ACS Dobfar S.p.A. (“Dobfargn Italian compan
a voluntary license under the Company’s Iltalian@ementary Protection Certificate (“SPC”), pursuntiomestic
legislation passed in 2002, to permit Dobfar to ofaoture imipenem and cilastatin (“1&C”"), the a@iingredients in
Tienam, in Italy for sale outside Italy in countries whegratent protection had expired or never existededring
before the ICA was held on May 2, 2005 and on Iuhe005, the ICA found, on a preliminary basist tihe
Company'’s refusal to grant the license was an abliaglominant position, and imposed interim measuequiring
the Company to grant a license to manufacture 1&@aly for stockpiling purposes only, until exgien of the SPC.
On November 16, 2005, the Italian Administrativeicaenied the Company’s appeal of the ICA’s ordéie
Company’s SPC expired in January 2006. Proceedtiefyse the ICA continued on the merits of the Aeti82
investigation and, in an effort to resolve the miatthe Company offered a commitment to the ICAspant to which
the Company would grant non-exclusive licenses uitgédtalian SPC for finasteride with respect ittakteride 5 mg
for the treatment of benign prostate hyperplasie deadline for the ICA to adopt its final decisamto whether the
Company’s commitment warrants the closure of thee és.March 16, 2007.

Vaccine Litigation

As previously disclosed, the Company is a partglams brought under the Consumer Protection Act of
1987 in the United Kingdom, which allege that cerhildren suffer from a variety of conditionsasesult of being
vaccinated with various bivalent vaccines for megasind rubella and/or trivalent vaccines for measteimps and
rubella, including the CompanyM-M-R Il. The conditions include autism, with or withdaoflammatory bowel
disease, epilepsy, encephalitis, encephalopathiyla@eBarre syndrome and transverse myelitis. Ehete now 6
claimants proceeding or, to the Company’s knowledgending to proceed against the Company. The i2om will
defend against these lawsuits.

As previously disclosed, the Company is also aypartndividual and class action product liabiligvsuits
and claims in the United States involving pediataccines (e.g., hepatitis B vaccine) that conthihémerosal, a
preservative used in vaccines. Merck has not tisteid thimerosal-containing pediatric vaccinehim Wnited States
since the fall of 2001. As of December 31, 2006r¢hwere approximately 250 active thimerosal relde/suits with
approximately 670 plaintiffs. Other defendants ule other vaccine manufacturers who produced pediatccines
containing thimerosal as well as manufacturerfiofi¢rosal. In these actions, the plaintiffs alleg@ong other
things, that they have suffered neurological irgairds a result of exposure to thimerosal from peciigaccines. Two
cases scheduled for trial in 2006 were dismisseahe; a state court case in Ohio voluntarily disedssy the
plaintiffs, and the second, a Federal District Coase in Texas in which the Court entered sumiuaiyment in
favor of defendants in 2005 and plaintiffs ultimgateoluntarily dismissed their appeal. The Comparily defend
against these lawsuits; however, it is possibleuhéavorable outcomes could have a material aéveffect on the
Company'’s financial position, liquidity and resuitisoperations.

The Company has been successful in having cagbsdfpe either dismissed or stayed on the grahatl
the action is prohibited under the National Childti&/accine Injury Act (the “Vaccine Act”). The Vdoe Act
prohibits any person from filing or maintaining igitaction (in state or federal court) seeking dayes against a
vaccine manufacturer for vaccine-related injuriekess a petition is first filed in the United Swteourt of Federal
Claims (hereinafter the “Vaccine Court”). Under Waccine Act, before filing a civil action agairestaccine
manufacturer, the petitioner must either (a) putsger her petition to conclusion in Vaccine Ccamt then timely
file an election to proceed with a civil actionlieu of accepting the Vaccine Court’s adjudicatadrthe petition or
(b) timely exercise a right to withdraw the petitiprior to Vaccine Court adjudication in accordandth certain
statutorily prescribed time periods. The Companyoisa party to Vaccine Court proceedings becaus@étitions ar
brought against the United States Department ofthlead Human Services. The cases with trial degksred to in
the preceding paragraph as having been dismissedbsaught by plaintiffs who claimed to have madarely
withdrawal of their Vaccine Court petitions.

The Company is aware that there are approximat@icases pending in the Vaccine Court involving
allegations that thimerosal-containing vaccinedaniheM-M-R Il vaccine cause autism spectrum disorders. Not all
of the thimerosatontaining vaccines involved in the Vaccine Coudgeeding are Company vaccines. The Com
is the sole source of thd-M-R 1l vaccine domestically. In June 2007, the Speleiasters presiding over
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the Vaccine Court proceedings are scheduled tankeefearing in which both petitioners and the goremt will
present evidence on the issue of whether thesénesccan cause autism spectrum disorders. Thahigdarexpecte:
to last a number of weeks. Since it is not a pahty,Company will not participate in the proceeding

Patent Litigation

From time to time, generic manufacturers of phaeuécal products file Abbreviated New Drug
Applications (“ANDA’s") with the FDA seeking to mket generic forms of the Company’s products priothie
expiration of relevant patents owned by the Comp&msneric pharmaceutical manufacturers have sudhitt
ANDA's to the FDA seeking to market in the Unitetht®s a generic form éfosamax Prilosec, Nexium Propecia,
TrusoptandCosoptprior to the expiration of the Company’s (and AZ&aeca’s in the case BfilosecandNexium)
patents concerning these products. The generic @oieg ANDA's generally include allegations of non-
infringement, invalidity and unenforceability ofetlpatents. Generic manufacturers have received &iptoval to
market a generic form drilosec.The Company has filed patent infringement suitiederal court against compan
filing ANDA's for generic alendronatefosamay), finasteride Propecia), dorzolamide {Trusopt) and
dorzolamide/timolol Cosopt), and AstraZeneca and the Company have filed patgimgement suits in federal
court against companies filing ANDA's for generimeprazole Prilosec) and esomeprazoleNexium). Similar
patent challenges exist in certain foreign jurigdits. The Company intends to vigorously defeng@tents, which it
believes are valid, against infringement by genesimpanies attempting to market products priohéexpiration
dates of such patents. As with any litigation, ¢hean be no assurance of the outcomes, whichyéfrad, could resu
in significantly shortened periods of exclusivity these products.

In February 2007, Schering Plough Corporation (¥tfy Plough”) received a notice from a generic
company indicating that it had filed an ANDA fBdetiaand that it is challenging the U.S. patents thatliated for
Zetia.Merck and Schering Plough mark&dtiathrough a joint venture and they are considerirmgagpropriate
response.

On February 22, 2007, the Company received a nitioe a generic company indicating that it haddibn
ANDA for montelukast and that it is challenging tHeS. patent that is listed f&ingulair. The Company is
considering the appropriate response.

As previously disclosed, on January 28, 2005, ti Qourt of Appeals for the Federal Circuit in
Washington, D.C. found the Company’s patent cldion®nce-weekly administration #fosamaxo be invalid. The
Company exhausted all options to appeal this dectisi 2005. Based on the Court of Appeals’ deciskmsamax
andFosamax Plus Dvill lose market exclusivity in the United StatesHebruary 2008 and April 2008, respectively,
and the Company expects a significant decline . BFosamaxandFosamax Plus Bales after each product’s
respective loss of market exclusivity.

In May 2005, the Federal Court of Canada Trial Bitmi issued a decision refusing to bar the approfval
generic alendronate on the ground that Merck’smidte weekly alendronate was likely invalid. Thiscision cannot
be appealed and generic alendronate was launch@ahiada in June 2005. In July 2005, Merck was sutte
Federal Court of Canada by Apotex seeking damawgdsst sales of generic weekly alendronate dubégatent
proceeding.

As previously disclosed, in September 2004, the @y appealed a decision of the Opposition Division
(the “Opposition Division”) of the European Patéffice (the “EPQ”) that revoked the Company’s paterEurope
that covers the once-weekly administration of atendte. On March 14, 2006, the Board of AppeahefEPO
upheld the decision of the Opposition Division. $hpresently the Company is not entitled to maeketusivity for
Fosamayin most major European markets after 2007. In @&diMerck’s basic patent covering the use of
alendronate has been challenged in several Eurapearries. The Company has received adverse dasig
Germany, Holland and the United Kingdom. The decish the United Kingdom was upheld on appeal. The
Company has appealed the decisions in Germany aliand.

In June 2006, the Company filed lawsuits in fedecalrt against Barr Laboratories, Inc. and Teva
Pharmaceutical Industries Ltd. (“Teva”) assertingtttheir respective manufacturing processes fdimgeheir
alendronate products would infringe one or more@ss patents of the Company.
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On October 5, 2004, in an action in Australia aivadiing the validity of the ComparsyAustralian patent fc
the once-weekly administration of alendronate phtent was found to be invalid. That decision wgiseld on
appeal.

In addition, as previously disclosed, in Japanaz@eding has been filed challenging the validityhef
Company’s Japanese patent for the once-weekly astnaition of alendronate.

On January 18, 2006, the Company sued Hi-Tech Rt@inCo., Inc. (“Hi-Tech”) of Amityville, New York
for patent infringement in response to Hi-Tech’plagation to the FDA seeking approval of a genggcsion of
Merck’s ophthalmic drug$rusoptandCosopt, which are used for treating elevated intraocptassure in people
with ocular hypertension or glaucoma. In the lawdderck sued to enforce a patent covering an adtigredient
dorzolamide, which is present in bathusoptandCosopt.In that case, the District Court entered judgmer¥lerck’s
favor and Hi-Tech appealed. A hearing of the appea conducted in December 2006 and a decisioandipg.
Merck has elected not to enforce two U.S. patestisd with the FDA which cover the combination ofzblamide
and timolol, the two active ingredients@osopt.This lawsuit automatically stays FDA approval of Féch’s
ANDA'’ s for 30 months from January 2006 or until an askveourt decision, whichever may occur earlier. péen
covering dorzolamide provides exclusivity fbrusoptand Cosoptuntil October 2008 (including six months of
pediatric exclusivity). After such time, the Compaxpects sales of these products to decline.

In the case of omeprazole, the trial court in tiétédl States rendered an opinion in October 200@lgjng
the validity of the Company’s and AstraZeneca’spt covering the stabilized formulation of omeptazand ruling
that one defendant’s omeprazole product did noinigé those patents. The other three defendargsiysts were
found to infringe the formulation patents. In Ded®m2003, the U.S. Court of Appeals for the Fed€raduit
affirmed the decision of the trial court. With respto the Compang’patent infringement claims against certain ¢
generic manufacturers’ omeprazole products, tla¢ddncluded in June 2006 and a decision is pending

The Company and AstraZeneca received notice inli2ctd005 that Ranbaxy Laboratories Limited
(“Ranbaxy”) has filed an ANDA for esomeprazole maginm. The ANDA contains Paragraph IV challenges to
patents orNexium.On November 21, 2005, the Company and AstraZengz@é Ranbaxy in the United States Disl
Court in New Jersey. Accordingly, FDA approval aridaxy’s ANDA is stayed for 30 months until Aprd@8 or
until an adverse court decision, if any, whicheway occur earlier. The Company and AstraZenecavegeaotice ir
January 2006 that IVAX Pharmaceuticals, Inc., sqbsatly acquired by Teva, had filed an ANDA for esprazole
magnesium. The ANDA contains Paragraph IV challsrtiggatents oiNexium. On March 8, 2006, the Company
and AstraZeneca sued Teva in the United Statesi@i€tourt in New Jersey. Accordingly, FDA approeéiTeva'’s
ANDA is stayed for 30 months until September 2008mtil an adverse court decision, if any, whichreway occur
earlier.

In the case of finasteride, an ANDA has been fdedking approval of a generic versiorPobpeciaand
alleging invalidity of the Compang’patents. The Company filed a patent infringenteemsuit in the District Court ¢
Delaware in September 2004. In 2006, the Compaaghed a settlement with the generic company, DiddiRe
Laboratories (“DRL"), under which DRL may sell anggic 1 mg finasteride product beginning in Jan2dry3.

In Europe, the Company is aware of various comsaseeking registration for generic losartan (theveac
ingredient forCozaar). The Company has patent rights to losartan genke from E.I. du Pont de Nemours and
Company (“du Pont”). The Company and du Pont hded patent infringement proceedings against variou
companies in Portugal, Spain and Norway.

Other Litigation

On July 27, 2005, Merck was served with a furthereholder derivative suit filed in the New Jersey
Superior Court for Hunterdon County against the @any and certain current and former officers amelaiors. This
lawsuit seeks to recover or cancel compensatiomdealao the Company’s executive officers in 2008 asserts
claims for breach of fiduciary duty, waste and ghjenrichment. On July 21, 2006, the Court gradiféndants’
motion to dismiss based on plaintiff's failure t@ke pre-suit demand on Merck’s Board of Directord denied
plaintiff's request for leave to amend. Thus, #ase has been terminated.
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In November 2005, an individual shareholder detdea letter to the Board alleging that the Comzany
sustained damages through the Company’s adoptiiie 6hange in Control Separation Benefits Plaa (IC
Plan”) in November 2004. The shareholder made aadédnon the Board to take legal action against theards
current or former members for allegedly causing agento the Company with respect to the adoptichefCIC Plar
In response to that demand letter, the independentbers of the Board determined at the Novembe2@25 Board
meeting that the Board would take the shareholdedsest under consideration and it remains unalesideration.

As previously disclosed, on August 20, 2004, théé¢hStates District Court for the District of Neersey
granted a motion by the Company, Medco Health &oist Inc. (“Medco Health”) and certain officersdagirectors
to dismiss a shareholder derivative action invajvitaims related to the Company’s revenue recagnjpractice for
retail co-payments paid by individuals to whom Meditealth provides pharmaceutical benefits as veetither
allegations. The complaint was dismissed with giieje. Plaintiffs appealed the decision. On Decembe005, the
U.S. Court of Appeals for the Third Circuit uphatibst of the District Court’s decision dismissing guit, and sent
the issue of whether the Company’s Board of Dinecpwoperly refused the shareholder demand reladinige
Company’s treatment of retail co-payments backeoDRistrict Court for reconsideration under a dif legal
standard. Plaintiffs moved to remand their actmstate court on August 18, 2006, and the Dis@mirt granted that
motion on February 1, 2007. The shareholder dévieatuit is currently pending before the Superiou@ of New
Jersey, Chancery Division, Hunterdon County.

As previously disclosed, prior to the spin-off oElto Health, the Company and Medco Health agreed to
settle, on a class action basis, a series of lasvasserting violations of ERISA (the “Gruer Cage$he Company,
Medco Health and certain plaintiffs’ counsel filda: settlement agreement with the federal distocirt in New
York, where cases commenced by a number of pl&piifcluding participants in a number of pharmaioel benefit
plans for which Medco Health is the pharmacy bemeéinager, as well as trustees of such plans, ihese
consolidated. Medco Health and the Company ag@#uetproposed settlement in order to avoid theifsignt cost
and distraction of prolonged litigation. The propd<lass settlement has been agreed to by plaintiffve of the
cases filed against Medco Health and the Compangebthe proposed settlement, the Company and Mddatih
have agreed to pay a total of $42.5 million, andibteHealth has agreed to modify certain businesstiges or to
continue certain specified business practices fueraod of five years. The financial compensat®miended to
benefit members of the settlement class, whichuthes ERISA plans for which Medco Health administeae
pharmacy benefit at any time since December 174.188e District Court held hearings to hear ob@wtito the
fairness of the proposed settlement and approwvedetilement in 2004, but has not yet determinechtimber of
class member plans that have properly electedonmditicipate in the settlement. The settlemenobress final only i
and when all appeals have been resolved. Ceriaiis chember plans have indicated that they wilpadticipate in
the settlement. Cases initiated by three such @adgwo individuals remain pending in the Southistrict of New
York. Plaintiffs in these cases have asserted cldiased on ERISA as well as other federal and lstatethat are the
same as or similar to the claims that had beentassley settling class members in the Gruer Cades.Company
and Medco Health are named as defendants in tlasses.c

Three notices of appeal were filed and the appgetiatirt heard oral argument in May 2005. On Decer8}
2005, the appellate court issued a decision vegtia district court’s judgment and remanding thses to the
district court to allow the district court to regelcertain jurisdictional issues. A hearing wasiheladdress such
issues on February 24, 2006. The District Courttédsa ruling on August 10, 2006 resolving suctsgligtional issue
in favor of the settling plaintiffs. The class mezndand other party that had previously appealedihtrict Court’s
judgment have renewed their appeals. The renewgebégpare presently being briefi

After the spin-off of Medco Health, Medco Healttsased substantially all of the liability exposuoe the
matters discussed in the foregoing two paragraptsse cases are being defended by Medco Health.

There are various other legal proceedings, pritigipaoduct liability and intellectual property $si
involving the Company, which are pending. Whilesihot feasible to predict the outcome of such pedings or the
proceedings discussed in this Note, in the opinitiie Company, all such proceedings are eitheqzately covered
by insurance or, if not so covered, should notndtely result in any liability that would have ateréal
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adverse effect on the financial position, liquidityresults of operations of the Company, othen gh@ceedings fc
which a separate assessment is provided in this.Not

Environmental Matters

The Company is a party to a number of proceedinggdht under the Comprehensive Environmental
Response, Compensation and Liability Act, commdmnigwn as Superfund, and other federal and statwaquts.
These proceedings seek to require the operatdrazairdous waste disposal facilities, transportevgaste to the site
and generators of hazardous waste disposed of aitds to clean up the sites or to reimburse tlvergpment for
cleanup costs. The Company has been made a pdhgde proceedings as an alleged generator of Wastesed of
at the sites. In each case, the government altbgéshe defendants are jointly and severally &bl the cleanup
costs. Although joint and several liability is @é, these proceedings are frequently resolvedatdtte allocation of
cleanup costs among the parties more nearly reftbetrelative contributions of the parties toshe situation. The
Company’s potential liability varies greatly frortesto site. For some sites the potential liabilitgle minimisand for
others the costs of cleanup have not yet beenrdeted. While it is not feasible to predict the aute of many of
these proceedings brought by federal or state dggnc private litigants, in the opinion of the Quemy, such
proceedings should not ultimately result in anpility which would have a material adverse effecttbe financial
position, results of operations, liquidity or capitesources of the Company. The Company has t@ketive role in
identifying and providing for these costs and sastounts do not include any reduction for anticigatzoveries of
cleanup costs from insurers, former site ownersparators or other recalcitrant potentially resplaesarties.

On June 13, 2006, potassium thiocyanate was adeitiedischarged from the Company’s plant in West
Point, Pennsylvania through the Upper Gwynedd Tdmmauthority’s wastewater treatment plant into the
Wissahickon Creek, causing a fishkill. Federal State agencies are investigating the dischargehen@ompany is
currently cooperating with the investigations.

In management’s opinion, the liabilities for alv@nmental matters that are probable and reasgnabl
estimable have been accrued and totaled $129.idmihd $100.4 million at December 31, 2006 ands200
respectively. These liabilities are undiscountexindt consider potential recoveries from insurerstber parties and
will be paid out over the periods of remediationtfte applicable sites, which are expected to opdunarily over the
next 15 years. Although it is not possible to pcediith certainty the outcome of these mattergherultimate costs
of remediation, management does not believe thateasonably possible expenditures that may beriedun exces
of the liabilities accrued should exceed $62.0imilin the aggregate. Management also does navgethat these
expenditures should result in a material adverezedn the Company’s financial position, resuk®perations,
liquidity or capital resources for any year.

12. Preferred Stock of Subsidiary Companie:

In December 2004, the Company redeemed variabdepraferred units of a subsidiary at $1.5 billidmpar
value plus accrued dividends. Because these peefeacurities were held at the subsidiary level there
previously included in Minority interests in thenswlidated financial statements.

In connection with the 1998 restructuring of AMéé&sNote 9), the Company assumed a $2.4 billion par
value preferred stock obligation with a dividenteraf 5% per annum, which is carried by KBI anduned in
Minority interests. While a small portion of thegferred stock carried by KBI is convertible into KEbmmon
shares, none of the preferred securities are ctbheinto the Company’s common shares and, theeefbey are not
included as common shares issuable for purposesnoputing Earnings per common share assuming alilee
Note 18).

13. Stockholders Equity

Other paid-in capital increased by $266.5 millinr2D06 and $30.2 million in 2005, and decreased by
$86.8 million in 2004. The changes primarily refléee impact of shares issued upon exercise oksiptions and
related income tax benefits, as well as the issiafcestricted shares. In addition, the increas2006 reflects the
impact of recognizing share-based compensationnsepas a result of the adoption of FAS 123R (sde N4).

105




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

2006 2005 2004
Shares Cost  Share Cos Share Cos
Balance, January 794.: $26,984.. 767.6€ $26,191.¢ 754.ft $25,617.!
Purchase 26.4 1,002.: 33.2 1,015. 24.¢ 974.¢
Issuance@ (12.9) (419.9 (6.5 (222.7)  (11.9 (400.9)
Balance, December : 808.2 $27,567. 794.2 $26,984. 767.¢ $26,191.

@ Issued primarily under stock option plai

At December 31, 2006 and 2005, 10 million shargsreferred stock, without par value, were authatize
none were issued.

14. Share-Based Compensation Plan

The Company has share-based compensation planswhidé employees, non-employee directors and
employees of certain of the Company’s equity methedstees may be granted options to purchasesbére
Company common stock at the fair market value etithe of grant. In addition to stock options, @@mpany grant
performance share units (“PSUs”) and restrictedkstmits (“RSUs”) to certain management level ergps. These
plans were approved by the Companghareholders. At December 31, 2006, 187.7 mileeres were authorized
future grants under the Company'’s share-based amsagien plans. The Company settles employee shesedb
compensation awards primarily with treasury shares.

Employee stock options are granted to purchaseslrCompany stock at the fair market value atithe
of grant. These awards generally vest one-thirth gaar over a thregear period, with a contractual term of 10 ye
RSUs are stock awards that are granted to emplayeksntitle the holder to shares of common stsdke awards
vest, as well as non-forfeitable dividend equivideihe fair value of the awards is determined fagat! on the grant
date based on the Company’s stock price. PSUd@sk awards where the ultimate number of shareesvill be
contingent on the Company’s performance againséaet objective or set of objectives. The faiueabf each PSU
is determined on the date of grant based on thep@owis stock price. Over the performance period,nhmber of
shares of stock that are expected to be issuedevididjusted based on the probability of achievemiea
performance target and final compensation expeiisbewecognized based on the ultimate numbehefes issued.
The Company did not recognize compensation expensennection with PSU’s in 2006, 2005 or 2004.1BBSU
and RSU payouts will be in shares of Company s#fték the end of a three-year period, subjectéadihms
applicable to such awards.

Effective January 1, 2006, the Company adopted F23R. Employee share-based compensation expense
was previously recognized using the intrinsic vahethod which measures share-based compensatiensxps the
amount at which the market price of the stock atdate of grant exceeds the exercise price. FAR 1@quires the
recognition of the fair value of share-based comsp#an in net income, which the Company recognizea straight-
line basis over the requisite service period. Addélly, the Company elected the modified prospectiansition
method for adopting FAS 123R, and therefore, goeniods were not retrospectively adjusted. Undisrritethod, the
provisions for FAS 123R apply to all awards grargednodified after January 1, 2006. In additiorg timrecognized
expense of awards that have not yet vested atateead adoption are recognized in net income inrétevant period
after the date of adoption. Also effective Janugr2006, the Company adopted FASB Staff Positid3RE3,
Transition Election Related to Accounting for trexEffects of Share-Based Payment Awarabich provides the
Company an optional short cut method for calcugathre historical pool of windfall tax benefits upadopting
FAS 123R.
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The following table provides amounts of share-bags®dpensation cost recorded in the Consolidated
Statement of Income (substantially all of the 2688 2004 amounts were related to RSUSs):

Years Ended December 200¢ 200t 200<
Pre-tax shar-based compensation expel $312.f  $48.C $25.7
Income tax benefit (98.5) (16.9) (9.0
Total shar-based compensation expense, net o $214.C $31.z $16.7

As a result of the adoption of FAS 123R, effecthamuary 1, 2006, the incremental impact on the
Company’s share-based compensation expense rethe€bmpany’s results of operations as follows:

Year Ended December . 200¢
Income Before Taxe $227.¢
Net Income $159.(
Earnings per Common Share Assuming Dilut $ 0.07

FAS 123R requires the Company to present pro fonfieamation for periods prior to the adoption aghié
Company had accounted for employee share-basedermaion under the fair value method of that Stateéntor
purposes of pro forma disclosure, the estimated/édue of awards at the date of grant, includimgse granted to
retirementeligible employees, is amortized to expense owerrdlguisite service period. The following tablestrate:
the effect on net income and earnings per commareshthe Company had applied the fair value metioo
recognizing employee share-based compensatiohdoydars ended December 31, 2005 and 2004:

Years Ended December 200t 200¢
Net income, as reporte $4,631.0  $5,830.:
Compensation expense, net of t
Reportec 31.2 16.7
Fair value metho (357.)) (491.9
Pro forma net incom $4,305..  $5,355.(
Earnings per common sha
Basic- as reporte: $2.11 $2.6:
Basic- pro forma $1.9¢ $2.41
Assuming dilutior- as reportes $2.1( $2.62
Assuming dilutior- pro forma $1.9¢ $2.4(

The pro forma amounts and the fair value of eadloogrant were estimated on the date of grantgia
Black-Scholes option pricing model. Upon the adaptf FAS 123R, compensation expense is being rézed
immediately for awards granted to retirement-elgiémployees or over the period from the grant tatbe date
retirement eligibility is achieved. This approastknown as the non-substantive vesting period gmprdf the
Company had been applying this approach for stptions granted to retirement-eligible employees, dffect on
pro forma earnings per share assuming dilutioniHferyears ended December 31, 2005 and 2004, aslgpdown the
above table, would not have been significant.

In 2005 and 2004, pro forma compensation expensecalaulated using the Black-Scholes model utigjzin
assumptions based on historical data, such tharnsepwas determined using separate expected tsumpsons for
each vesting tranche. As a result, pro forma corsgion expense for any stock options granted aéeuvary 1, 2004
but prior to January 1, 2006 was calculated udiegaccelerated amortization method prescribed iB8B-A
Interpretation No. 28Accounting for Stock Appreciation Rights and Otfiariable Stock Option or Award Plans.
Upon adoption of FAS 123R, effective January 1,&@08e Company recognizes compensation expensg tinsn
straight-line method.
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The Company continues to use the Black-Scholesmpticing model for option grants after adoptidn o
FAS 123R. In applying this model, the Company us®s historical data and current market data tionegé the fair
value of its options. The Black-Scholes model rezgiseveral assumptions including expected tertheobptions,
risk-free rate, volatility, and dividend yield. Tlegpected term represents the expected amoumheftkhiat options
granted are expected to be outstanding, basedstoribal and forecasted exercise behavior. Thefresk rate is
based on the rate at grant date of zero-couponTWeBsury Notes with a term equal to the expeaad of the
option. Expected volatility is estimated using arta of historical and implied volatility. The hisitwal component is
based on historical monthly price changes. Theigdplolatility is obtained from market data on thempany’s
traded options.

The weighted average fair value of options graime2D06, 2005 and 2004 was $7.25, $6.66 and $1ie50
option, respectively, and were determined usingdhewing assumptions:

Year Ended December . 200¢ 200t 2004
Expected dividend yiel 4.2% 4.8% 3.4%
Risk-free interest rat 4.6% 4.C% 3.1%
Expected volatility 26% 32% 30%
Expected life (years 5.7 5.7 5.7

Summarized information relative to the Company&ektoption plans (options in thousands) is as ¥adlo

Weighte

Weighte Average Aggregat

Average Remaining Intrinsic

Numbe Exercist  Contractue Value

of Option: Price Term ($000s
Balance at December 31, 2C 250,088.0 $ 54.52
Granted 33,524.: 36.1(
Exercised (12,256.9) 30.1¢
Forfeited (16,018.) 56.7

Outstanding at December 31, 200 255,336.° $ 53.1: 5.11 $666,620.:

Exercisable at December 31, 20C 193,798 $ 58.3: 3.3t $182,489..

Additional information pertaining to the Compangt®ck option plans is provided in the table below:

Year Ended December . 200¢ 200t 200«
Total intrinsic value of stock options exercis $ 67.2 $58.& $278.¢
Fair value of stock options vest $857.¢  $949.:  $900.7
Cash received from the exercise of stock opt $369.¢ $136.5 $240.:
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A summary of the Compa’s nonvested RSUs and PSUs (shares in thousandsfamber 31, 2006, is
follows:

RSUs PSUs
Weightec Weightec
Average Average
Numbe  Grant Dat Numbe  Grant Dat
of Share  Fair Value of Share  Fair Value

Nonvested at December 31, 2C 4,765.. $ 35.9: 1,022.: $ 39.7¢
Granted 1,583.¢ 35.4¢ 523.2 35.1¢
Vested (76.7) 34.6¢ - -
Forfeited (271.%) 35.1¢ (168.7%) 34.7¢
Nonvested at December 31, 20( 6,000.t $ 35.8¢ 1,376.¢ $  38.5¢

At December 31, 2006, there was $273.8 millionotédiltpretax unrecognized compensation expense re
to nonvested stock options, RSU and PSU awardshwhiit be recognized over a weighted average pesiod
2.0 years. For segment reporting, share-based awmapien is recorded in unallocated expense.

15. Pension and Other Postretirement Benefit Plan

The Company has defined benefit pension plans sayefigible employees in the United States and in
certain of its international subsidiaries. Pendienefits in the United States are based on a fartalt considers
final average pay and years of credited servicadifition, the Company provides medical, dentalldadnsurance
benefits, principally to its eligible U.S. retireasd similar benefits to their dependents, throitgybther
postretirement benefit plans. The Company usescamber 31 measurement date for substantially ai gfension
plans and for its other postretirement benefit plan

The net cost for the Company’s pension and othstretirement benefit plans consisted of the follayvi
components:

Other Postretiremet

Pension Benefit Benefits
Years Ended December 200¢ 200t 2004 200¢ 200t 200¢
Service cos $363.7 $338.¢ $307.7 $ 91.2 $ 87.¢ $ 86.C
Interest cos 341.: 310.¢ 286.C 100.1 106.C 105.7
Expected return on plan ass (436.¢) (400.7) (367.7) (112.¢ (103.00 (89.9
Net amortizatior 169.2 156.1 130.( 1.9 22.C 31
Termination benefit 29.7 32.C 18.¢ 3.6 6.5 3.1
Curtailments - 9.1 - (2.6) 0.7 (12.9
Settlement: 147 4.2 23.C - - -
Net pension and postretirement ¢ $482.C $441.7 $397.« $ 81.7 $120.1 $124.1

The net pension cost attributable to U.S. plankided in the above table was $327.2 million in 2006
$295.3 million in 2005 and $283.0 million in 2004.

The cost of health care and life insurance benffitactive employees was $311.6 million in 2006,
$324.6 million in 2005 and $295.3 million in 2004.

In connection with the Company’s restructuring @si (see Note 4), Merck recorded termination cleaige
2006, 2005 and 2004 on its pension and other givetreent benefit plans related to expanded eligybibr certain
employees exiting the Company. Also, in connectiith these restructuring activities, the Compargorded
curtailment losses in 2005 on its pension and gibetretirement benefit plans.
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In 2006 and 2004, amendments that changed partitcguatributions and the service recognized for
eligibility for other postretirement benefit plagenerated curtailment gains.

In addition, the Company recorded settlement loss2606 and 2004 and a settlement gain in 2005 on
certain of its domestic pension plans resultingnfemployees electing to receive their pension hisna$ lump sum
payments.

Effective December 31, 2006, the Company adoptefiB-Atatement No. 15&mployers’ Accounting for
Defined Benefit Pension and Other Postretiremeah®] an amendment of FASB Statements No. 87, 10632R
(“FAS 158"), except for the requirement to meagulem assets and benefit obligations as of the Cagipdiscal
year end, which is effective as of December 31826@\S 158 required the Company to fully recogrizefundec
status of its benefit plans. Each overfunded paecognized as an asset and each underfundet poognized as
a liability. Previously unrecognized net losses antecognized plan changes are recognized as actenpof AOC
at December 31, 2006 (see Note 19).

The effects of applying FAS 158 at December 316206re as follows:

Before After

Application o FAS 15¢  Application o

FAS 15¢  Adjustment FAS 15¢

Prepaid expenses and ta: $ 1417 $ 156 $ 1,433.(
Other asset 7,193.: (1,211.9 5,981.¢
Accrued and other current liabilitir (6,654.4) 11 (6,653.9)
Deferred income taxes and noncurrent liabili (6,309.9 (20.9 (6,330.9)
Accumulated other comprehensive income (i (51.9) 1,215.¢ 1,164.:

110




Summarized information about the changes in plaatasand benefit obligation, the funded statusthe
amounts recorded at December 31, 2006 and 20G5f@lews:

Other Postretiremel

Pension Benefit Benefits
200¢ 200% 200¢€ 200t
Fair value of plan assets at Janua $6,070.¢ $5,480.¢ $1,277..  $1,165.
Actual return on plan asse 955.7 391.¢ 209.¢ 101.¢
Company contribution 494.¢ 497. 36.5 46.3
Benefits paid from plan asse (468.¢) (306.2) (39.9) (36.7)
Other 4.8 6.6 - -
Fair value of plan assets at Decembe $7,056." $6,070.¢ $1,484.. $1,277.
Benefit obligation at January $6,523.¢ $5,879.! $1,816.¢ $1,892.
Service cos 363.% 338.¢ 91.5 87.¢
Interest cos 341.C 310.¢ 100.1 106.(
Actuarial losses (gain: 150.7 286.3 (16.0) (29.9)
Benefits paic (502.7) (329.)) (62.0 (88.5)
Plan amendmen 11.3 18.2 (111.9 (159.))
Curtailments (22.7) (12.2) - 0.7
Termination benefit 29.7 32.C 3.6 6.5
Other 31.¢ (0.6) - -
Benefit obligation at December $6,926.¢ $6,523.! $1,821.¢ $1,816.¢
Funded status at December $ 129.¢ $ (4529 $ (337.€) $(539.9
Unrecognized net los $ - $2,300.0 % - % 6825
Unrecognized plan chang - 85.4 - (338.9
Net amount recorde $ 129.¢ $1,932.¢ $ (337.€ $(195.9)
Recognized as
Other asset $ 9157 $2,347:. $ 376 $ -
Accrued and other current liabilitis (20.0 (8.0 (24.¢) (24.9
Deferred income taxes and noncurrent liabili (765.9 (439.9) (689.5) (170.5
Accumulated other comprehensive i - 32.7 - -

The fair value of U.S. pension plan assets includebe preceding table was $4.4 billion in 2006 an
$3.8 billion in 2005. The pension benefit obligatiof U.S. plans included in this table was $4.8dsilin 2006 and
$4.1 billion in 2005.
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The weighted average asset allocations of the imer# portfolio for the pension and other postestient
benefit plans at December 31 are as follows:

Other
Pensior Postretirement
Benefits Benefits
200¢ 200¢ 200¢ 200¢
U.S. equities 39% 39% 56% 54%
International equitie 34% 33% 28% 29%
Fixec-income investment 22% 19% 15% 15%
Real estate and other investme 4% 3% 0% 0%
Cash and cash equivalel 1% 6% 1% 2%
10C% 10C% 10C% 10C%

The target investment portfolios for the Compameéssion plans are determined by country basedeon th
nature of the liabilities and considering the denapdic composition of the plan participants (average, years of
service and active versus retiree status) anddardance with local regulations. The weighted agerarget
allocation was 38% in U.S. equities, 34% in intéioreal equities, 23% in fixethcome investments, 4% in real esl
and other investments, and 1% in cash and caskagois. Other investments include insurance cotgtifar certain
international pension plans.

The target investment portfolio for the Companytises postretirement benefit plans is allocated 46%
60% in U.S. equities, 20% to 30% in internatiorgliges, 15% to 20% in fixed-income investments] ap to 8% in
cash and other investments. The portfolio’s adfmtation is consistent with the long-term natufeéhe plans’
benefit obligation, and is well diversified amotg tasset classes in which the portfolio invests.

Contributions to the pension plans and other ptistraent benefit plans during 2007 are expectdakto
$115.0 million and $81.0 million, respectively.

Expected benefit payments are as follows:

Othel

Pensio Postretiremel

Benefits Benefits

2007 $ 239.¢ $ 76.4
2008 261.% 81.¢
2009 280.¢ 88.1
2010 300.7 94.¢
2011 336.( 101.2
2012- 2016 2,185.¢ 611.F

Expected benefit payments are based on the samepiisns used to measure the benefit obligatiods an
include estimated future employee service.

At December 31, 2006 and 2005, the accumulatedfibehdigation was $5.4 billion and $5.0 billion,
respectively, for all pension plans and $3.2 hillamd $3.1 billion, respectively, for U.S. penspans. The Compat
recorded a minimum pension liability, representimg extent to which the accumulated benefit ohiligeéxceeded
plan assets for certain of the Company’s pensianglof $29.9 million prior to the adoption of FAS8 at
December 31, 2006, and had a minimum pension il $34.5 million at December 31, 2005.

For pension plans with benefit obligations in excekplan assets at December 31, 2006 and 200%ithe
value of plan assets was $785.3 million and $6&%lBon, respectively, and the benefit obligatiomsv$1.6 billion
and $1.5 billion, respectively. For those plandweitcumulated benefit obligations in excess of plssets at
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December 31, 2006 and 2005, the fair value of pksets was $187.1 million and $144.8 million, retipely, and
the accumulated benefit obligation was $535.2 orilland $456.5 million, respectively.

Effective with the adoption of FAS 158, net lossocamts, which reflect experience differentials priitya
relating to differences between expected and aottiatns on plan assets as well as the effecthariges in actuarial
assumptions, are recorded as a component of AO&Ilads amounts in excess of certain thresholdaramtized
into net pension and other postretirement beneft over the average remaining service life of eygés. The
estimated net loss and prior service cost (cradipunts that will be amortized from AOCI into nengion and
postretirement benefit cost during 2007 are $188Illon and $11.2 million, respectively, for pensiplans and are
$25.4 million and $(43.4) million, respectivelyyfother postretirement benefit plans.

The Company reassesses its benefit plan assumptioasegular basis. The weighted average assunsptio
used in determining pension plan and U.S. pengionother postretirement benefit plan informatioa as follows:

U.S. Pension and Oth
Postretiremen

Pension Plan Benefit Plan:
December 3. 200€ 200t 200<¢ 200¢ 200%f 200<
Net cost
Discount rate 5.1%% 5.4(% 5.65% 5.7%% 6.0(% 1 6.258%
Expected rate of return on plan as: 7.65% 7.65% 7.7(% 8.7%% 8.7%% 8.75%
Salary growth rat 42(% 4.10% 4.1(% 4.5(% 4.5(% 4.5(%
Benefit obligation
Discount rate 5.35% 5.15% 5.4(% 6.0(% 5.7% 6.0(%
Salary growth rati 42% 4.2% 4.1(% 4.50% 4.5% 4.5(%

@) 5.75% used for other postretirement benefit pli

The expected rate of return for both the pensiahather postretirement benefit plans representatkeag:
rate of return to be earned on plan assets ovgrdhied the benefits included in the benefit oligaare to be paid
and is determined on a country basis. In develotliegexpected rate of return within each countrg,long-term
historical returns data is considered as well &sahceturns on the plan assets and other capadtets experience.
Using this reference information, the long-ternuretexpectations for each asset category and ahteeigverage
expected return for each country’s target portfidideveloped, according to the allocation amomgéhinvestment
categories. The expected portfolio performancescidlthe contribution of active management as apiatte. For
2007, the Company’s expected rate of return of%®.¥bll remain unchanged from 2006 for its U.S. pensand
other postretirement benefit plans.

The health care cost trend rate assumptions fer @bstretirement benefit plans are as follows:

December 3: 200¢ 200t
Health care cost trend rate assumed for next 9.C% 9.C%
Rate to which the cost trend rate is assumed tlinee 5% 5.%
Year that the trend rate reaches the ultimate trata 201¢ 2012

A one percentage point change in the health casetend rate would have had the following effects:

One Percentage
Point
Increas Decreas

Effect on total service and interest cost compas $ 35%&8 $ (28.9)
Effect on benefit obligatio $ 27258 $ (2221
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16. Other (Income) Expense, Ne

Years Ended December 200¢ 200t 2004
Interest incom $(764.5) $(480.9 $(300.])
Interest expens 375.1 385t 293.7
Exchange gain (25.0 (26.7) (18.9
Minority interests 120.t 121.¢ 154.%
Other, ne (89.0 (120.5) (473.9

$(382.7) $(110.5) $(344.0)

The increase in interest income reflects intemsdine generated from the Company’s investmentgdartf
derived from higher interest rates and higher ayeiavestment portfolio balances. Interest paid $28&7.5 million
in 2006, $354.1 million in 2005 and $284.6 million2004.

The reduced minority interest in 2005 is attriblgaio the redemption of subsidiary variable-ratef@mred
units (see Note 12). Other, net in 2004 primaiffects a $176.8 million gain from the sale of @@mpany’s 50%
equity stake in its European joint venture withrdain & Johnson, as well as realized gains on thepaoy’s
investment portfolio.

17. Taxes on Income

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

200¢ Tax Rate

Amount 200¢ 200% 2004

U.S. statutory rate applied to income before te $ 2,177 35.(% 35.(% 35.(%

Differential arising from

Foreign earning (1,024.) (16.5) (22.¢) (20.0
Tax exemption for Puerto Rico operatic (87.€) (1.9 1.3 (1.6)
Acquired researc 266.¢ 4.3 - 0.5
State taxe 129.¢ 2.1 2.5 1.3
AJCA - - 10.4 -
Other 325.2 5.2 3.3 1.8

$ 1,787.¢ 28.1% 37.1% 27.1%

Other includes the tax effect of minority interestsntingency reserves, research credits, expoentives
and miscellaneous items. Domestic companies canétibapproximately 34% in 2006, 43% in 2005 and 362004
to consolidated Income before taxes.
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Taxes on income consisted of:

Years Ended December 200¢ 200t 200¢
Current provision

Federa $1,618.« $1,688.. $1,429.:
Foreign 458.: 739.¢ 530.¢
State 241.1 295.¢ 163.¢
2,317.¢ 2,723.¢ 2,123.¢

Deferred provision
Federa (374.)) 97.C 95.¢
Foreign (130.9) (134.0 (32.9)
State (25.¢) 46.C (14.9
(530.9) 9.C 48.¢

$1,787.¢  $2,732.¢ $2,172.°

Deferred income taxes at December 31 consisted of:

2006 2005
Assets Liabilities Assets Liabilities
Other intangible: $ 27.% $ 3441 $ 36.C $ 158.:
Inventory relatec 455.2 177.% 628.1 266.¢
Accelerated depreciatic - 1,262.: - 1,539.:
Advance paymer 338.¢ - 338.¢ -
Equity investment 142.¢ 863.¢ 104.t 676.1
Pensions and OPE 281.¢ 188.¢ 151.2 789.¢
Compensation relate 249.1 - 151.¢ -
Vioxxlegal defense costs resel 306.¢ - 241.1 -
Net operating losse 448.¢ - 314.¢ -
Other 1,404.( 269.2 1,208.¢ 426.%
Subtotal 3,653." 3,105.¢ 3,175.: 3,856.!
Valuation allowanct (101.9) - (17.¢) -
Total deferred taxe $3,551.¢ $ 3,105.¢ $3,157.° $ 3,856.!
Net deferred income tax: $ 446.( $ 698.¢
Recognized as
Prepaid expenses and ta: $1,177. $ 662.-
Other asset 183.7 68.t
Income taxes payab $ 62.¢ $ 159.7
Deferred income taxes and noncurt
liabilities 852.¢ 1,269.¢

The Company has net operating loss (“NOL”") carryfards in a number of jurisdictions, the most
significant of which is the United Kingdom with NQiarryforwards of $182.8 million which have no egpion date.
The valuation allowance in both years primarilyate$ to certain Canadian NOL carryforwards resgitiom a legal
entity reorganization.

115




Income taxes paid in 2006, 2005 and 2004 were [$iflidn, $1.7 billion and $1.9 billion, respectiyel
Stock option exercises did not have a significamgact on taxes paid in 2006 or 2005. Stock opti@rases reduce
income taxes paid in 2004 by $121.7 million.

As previously disclosed, the Internal Revenue Ser(ilRS") has been examining the Company’s tax
returns for the years 1993 to 2001 and had issagdeas of deficiency with respect to a partnergrapsaction
entered into in 1993, and two minority interestiggfinancings entered into in 1995 and 2000, respely. The IRS
has recently concluded its examination of the y&883-2001 and will issue a Final Revenue AgentsoRen the
first quarter. On February 13, 2007, the Compartgred into closing agreements with the IRS covesieneral
specific items, including the 1993 partnership setion and the 1995 and 2000 minority interestitgdimancings.
Under the terms of the closing agreements, the @osnpxpects to make a payment of approximately3bgilBon in
the first quarter of 2007. This payment will beseff during 2007 by (i) a tax refund of $150 millimn amounts
previously paid related to these matters and @3@0 million federal tax benefit related to intrancluded in the
payment, resulting in a net cash cost to the Compéapproximately $2.3 billion. The Company haspously
established reserves for these matters and wigledhclusion of the IRS examination, including ¢hesing
agreements, does not have a material effect oGohgpany’s results of operations, financial positoriquidity, it
will have a material adverse effect on the Compauegsh flow for the first quarter of 2007 when plagment is
made. The impact for years subsequent to 2001egbaintnership transaction and the minority inteegstity
financings is included in the closing agreementsoaigh those years remain open in all other respect

As previously disclosed, Merck’s Canadian tax nesufior the years 1998 through 2004 are being exaunin
by the Canada Revenue Agency (“CRA”). On October2006, CRA issued the Company a notice of reassass
containing adjustments related to certain intercamyppricing matters which result in additional thye of
approximately $1.4 billion (U.S. dollars) plus irgst of $360 million (U.S. dollars). The Compangatjrees with the
positions taken by CRA and believes they are witlmoerit. The Company intends to contest the assarssthrough
the CRA appeals process and the courts if necedsargnnection with the appeals process, in theaof
reassessment, the Company is required to postasile up to one half of the tax and interest assd. During
January 2007, the Company pledged collateral cimgisf cash and cash equivalents of $802 millma financial
institution which provided a Letter of Guarantedite CRA. Management believes that resolution e§¢hmatters
will not have a material adverse effect on the Canys financial position or liquidity. However, amfavorable
resolution could have a material adverse effedherCompany’s results of operations or cash flowthé quarter in
which an adjustment is recorded or the tax is due.

As previously disclosed, in October 2004, the AJMZas signed into law. The AJCA created temporary
incentives for U.S. multinationals to repatriatewoulated income earned outside the United State$ a
December 31, 2002. In accordance with the AJCACbmpany repatriated $15.9 billion during 2005. Twmpany
recorded an income tax charge of $766.5 milliomédxes on Income in 2005 related to this repatnati85 million
of which was paid in 2005 and the remainder wad jpathe first quarter of 2006. This charge wagipHy offset by
a $100 million benefit associated with a decisimimiplement certain tax planning strategies. Then@any has not
changed its intention to indefinitely reinvest atalated earnings earned subsequent to Decemb2032, At
December 31, 2006, foreign earnings of $12.5 billiave been retained indefinitely by subsidiary panies for
reinvestment. No provision will be made for incotares that would be payable upon the distributafreuch
earnings and it is not practicable to determineatim@unt of the related unrecognized deferred inctaxdiability. In
addition, the Company has subsidiaries operatirigu@rto Rico and Singapore under tax incentivetgriduat expire
in 2015 and 2026, respectively.
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18. Earnings per Share

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

Years Ended December 200¢ 200¢% 2004
Average common shares outstanc 2,177.¢ 2,197.C 2,219.(
Common shares issualt® 10.1 34 7.4
Average common shares outstanding assuming dil 2,187 2,200.. 2,226.

(@ Issuable primarily under sha-based compensation plar

In 2006, 2005 and 2004, 222.5 million, 242.4 milliand 233.1 million common shares issuable under th
Company’s share-based compensation plans wereded:foom the computation of earnings per commomnesha
assuming dilution because the effect would have begidilutive.

19. Comprehensive Income

The components of Other comprehensive income (kresas follows:

Pretax® Tax  After Tax
Year Ended December 31, 2006
Net unrealized loss on derivative: $ (11172 $452 $ (66.0
Net loss realization 25.k (10.9 15.1
Derivatives (85.7) 34.¢ (50.9)
Net unrealized gain on investment 33.¢ (7.8) 26.1
Net loss realization 0.2 (0.2 -
Investments 34.1 (8.0 26.1
Minimum pension liability 34.¢ (12.9) 22.5
Cumulative translation adjustment related
to equity investees 29.C (20.1) 18.¢

$ 122 $ 44 $ 16.€

Year Ended December 31, 2C

Net unrealized gain on derivativ $ 93¢ $387F $ 55:¢
Net loss realizatio 44.C (18.0 26.C
Derivatives 137.¢ (56.9) 81.c
Net unrealized loss on investme (23.5) 1.€ (21.9
Net loss realizatio 71.1 1.1 72.2
Investment: 47.€ 2.7 50.:
Minimum pension liability (11.9 4.¢ (7.0)
Cumulative translation adjustment related to

equity investee (40.€) 14.2 (26.9)

$ 1327 $(345 $ 98
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Pretax® Tax  After Tax

Year Ended December 31, 2C

Net unrealized loss on derivativ $ (117 $48.2 $ (69.9)
Net loss realizatio 64.2 (26.9) 37.¢
Derivatives (53.¢) 21.¢ (31.9)
Net unrealized loss on investme (38.9 (9.6) (48.0
Net income realizatio (89.7) 36.¢ (52.9
Investment: (128.]) 27.2 (100.9)
Minimum pension liability (7.2 2.3 (4.9
Cumulative translation adjustment related to

equity investee 40.2 (14.1 26.1

$ (148.7) $37.2 $ (1119

@ Net of applicable minority interes

The components of Accumulated other comprehenss@nie (loss) are as follows:

December 3: 200¢ 200t
Net unrealized (loss) gain on derivati $ (35.9 $ 15.€
Net unrealized gain on investme 85.¢€ 59.t
Minimum pension liability - (22.5)
Pension plan net lo: (1,103.9) -
Other postretirement benefit plan net | (315.)) -
Pension plan chang (57.9) -
Other postretirement benefit plan chan 243.2 -

Cumulative translation adjustment relate«
equity investee 18.€ (0.3
$(1,164.9) $52.:

At December 31, 2006, $21.8 million of the net atized loss on derivatives is associated with oystio
maturing in the next 12 months, which hedge araigig foreign currency denominated sales over #raegeriod.

20. Segment Reporting

The Company'’s operations are principally managed products basis and are comprised of two replertab
segments: the Pharmaceutical segment and the \éscsggment. During the fourth quarter of 2006 Mhecines
segment, previously included in All Other, met thportable segment criteria pursuant to FASB StatgriNo. 131,
Disclosures about Segments of an Enterprise andt&&InformationAll prior periods have been recast to reflect
Vaccines as a reportable segment.

The Pharmaceutical segment includes human headthmatteutical products marketed either directly or
through joint ventures. These products consishefapeutic and preventive agents, sold by presmniptor the
treatment of human disorders. Merck sells thesedmunealth pharmaceutical products primarily to duglesalers
and retailers, hospitals, government agencies arthged health care providers such as health maimten
organizations and other institutions. The Vaccesegment includes human health vaccine productseteatleither
directly or through a joint venture. These prodwtssist of preventative pediatric, adolescentachdt vaccines,
primarily administered at physician offices. Meg#Is these human health vaccines primarily to ickeyss,
wholesalers, physician distributors and governmeatities. The Vaccines segment includes the vagirityaof the
Company'’s vaccine sales, but excludes certain sdleagccines by non-U.S. subsidiaries managed
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by and included in the Pharmaceutical segmentrgelaomponent of the pediatric and adolescent masds fundes
by the U.S. government through the U.S. Center®isease Control and Prevention Vaccines for CéildProgram.

All Other includes other non-reportable human amidhal health segments. The accounting policiesHer
segments described above are the same as thosibeless Note 2. Revenues and profits for thesersags are as
follows:

Pharmaceutic  Vaccines®  All Other Total

Year Ended December 31, 2006
Segment revenue $ 20,374. $ 1,705 $ 162.1 $22,242.
Segment profits 13,649.: 892.¢ 380.7 14,922.
Included in segment profits:

Equity income from affiliates 1,673.: 72.4 315.2 2,060."

Depreciation and amortization (153.0 (5.0 - (158.0)
Year Ended December 31, 2C
Segment revenue $ 20,678.t $ 984.2 $ 161.t $21,824.
Segment profit: 13,157.¢ 767.( 355.8  14,280.:
Included in segment profit

Equity income from affiliate 1,006.t 108.¢ 290.1 1,405t

Depreciation and amortizatic (148.9) (4.2 - (153.0
Year Ended December 31, 2C
Segment revenu $ 21,591.( $ 972.¢ $ 185.1 $22,748.
Segment profit: 13,560.. 881.4 278.2  14,719.¢
Included in segment profit

Equity income from affiliate 512.¢ 111z 196.4 820.t

Depreciation and amortizatic (151.9) 4.3 - (156.7)

(1) In accordance with segment reporting requiremeviegcines segment revenues exclude $153.9 millid9.% million and $97.5 million i
2006, 2005 and 2004, respectively, of vaccine daje=ertain non-U.S. subsidiaries managed by aptiged in the Pharmaceutical segment.

Segment profits are comprised of segment revermsasscertain elements of materials and productistsco
and operating expenses, including components dfyeipeome (loss) from affiliates and depreciatemd
amortization expenses. For internal managementting@resented to the chief operating decisionenathe
Company does not allocate the vast majority ofretiproduction costs, research and developmermrnsgs and
general and administrative expenses, as well asateof financing these activities. Separate @ws maintain
responsibility for monitoring and managing thesstspincluding depreciation related to fixed assétzed by these
divisions and, therefore, they are not includeddggment profits.

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

Years Ended December 200¢ 200t 200¢
Segment revenus $22,242..  $21,824.8  $22,748.¢
Other revenue 393.¢ 187.1 223.¢

$22,636.  $22,011.¢ $22,972.¢

Other revenues are primarily comprised of misceltars corporate revenues, sales related to divested
products or businesses and other supply salesiclatied in segment results.

119




Sales® of the Company’s products were as follows:

Years Ended December 200¢ 200t 2004
Singulair $ 3,579.( $ 2,975.¢ $ 2,622.(
Cozaar/Hyzaa 3,163.: 3,037.: 2,823."
Fosama> 3,134.: 3,191.: 3,159.°
Zocor 2,802.° 4,381.° 5,196.t
Primaxin 704.¢ 739.¢ 640.¢
Cosopt/Trusop 697.1 617.2 558.¢
Proscai 618.t 741.2 733.1
Vasotec/Vasereti 547.2 623.1 719.2
Cancidas 529.¢ 570.( 430.(
Maxalt 406.¢ 348.2 309.¢
Propecie 351.¢ 291.¢ 270.2
Vioxx - - 1,489.!
Vaccines/Biological«2) 1,859.: 1,103.: 1,070.:
Other 4,241.¢ 3,391.: 2,949.!

$22,636.( $22,011.¢ $22,972.¢

@) presented net of discounts and retui

(2) These amounts do not reflect sales of vaccinesisatbst major European markets through the Comisajoynt venture, Sanofi Pasteur
MSD, the results of which are reflected in equityoime from affiliates

Other primarily includes sales of other human plam@uticals, pharmaceutical and animal health supply
sales to the Company'’s joint ventures and reverara the Company’s relationship with AZLP, primanBlating to
sales oNexiumandPrilosec.Revenue from AZLP was $1.8 billion, $1.7 billionda®1.5 billion in 2006, 2005 and
2004, respectively.

Consolidated revenues by geographic area whereedkaire as follows:

Years Ended December 200¢ 200t 2004
United State: $13,776.8  $12,766.C  $13,506.:
Europe, Middle East and Afric 4,977.. 5,203.! 5,440.¢
Japar 1,479.( 1,637.¢ 1,668.:
Other 2,403.: 2,403.¢ 2,357.¢

$22,636.0  $22,011.¢ $22,972.¢
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A reconciliation of total segment profits to coridated Income before taxes is as follo

Years Ended December 200¢ 200t 200¢
Segment profit: $14,922.¢ $14,280.: $14,719.¢
Other profits 256.7 175.c 24.¢
Adjustments 516.: 615.2 481.:
Unallocated
Interest incomt 764.: 480.¢ 300.1
Interest expens (375.)) (385.5 (293.%)
Equity income from affiliate 233. 311.¢ 187.7
Depreciation and amortizatic (2,110.9) (1,555.) (1,294.6
Research and developme (4,782.9) (3,848.0 (4,010.9
Other expenses, n (3,204.) (2,711.0 (2,112.9)
$ 6,221.. $ 7,363.¢ $ 8,002.¢

Other profits are primarily comprised of miscellans corporate profits as well as operating proétated
to divested products or businesses and other sgpigg. Adjustments represent the elimination efetfiect of
double counting certain items of income and expeEgaity income from affiliates includes taxes paidhe joint
venture level and a portion of equity income tlsatdt reported in segment profits. Other expensasjnclude
expenses from corporate and manufacturing coserseand other miscellaneous income (expense), net.

Long-lived asseté) by geographic area where located is as follows:

Years Ended December 200¢ 200¢% 2004
United State: $11,542. $11,525. $11,894.!
Europe, Middle East and Afric 1,730.° 1,991.: 2,043.
Japar 942.¢ 1,074. 1,127.:
Other 1,353.¢ 1,411.: 1,413.¢

$15,569.¢ $16,002.¢ $16,478.¢

@ Long-lived assets are comprised of property, plant agdigment, net; goodwill and intangible assets,

The Company does not disaggregate assets on agpsahd services basis for internal management
reporting and, therefore, such information is netsented.
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Report of Independent Registered Public Accountindgrirm

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

We have completed integrated audits of Merck & @w,’'s consolidated financial statements andfriternal
control over financial reporting as of December 3106, in accordance with the standards of thei®@admpany
Accounting Oversight Board (United States). Ounggis, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated badasheets and the related consolidated statemieintsome, of
retained earnings, of comprehensive income andsii ows present fairly, in all material respetitg, financial
position of Merck & Co., Inc. and its subsidiareisDecember 31, 2006 and December 31, 2005, an@shés of
their operations and their cash flows for eacthefthree years in the period ended December 35, i20bnformity
with accounting principles generally accepted i thmited States of America. These financial statémare the
responsibility of the Compang’management. Our responsibility is to expresspamian on these financial stateme
based on our audits. We conducted our audits skte&tements in accordance with the standardie d?ublic
Company Accounting Oversight Board (United Stat€hpse standards require that we plan and perfoenatdit to
obtain reasonable assurance about whether thecfalatatements are free of material misstatenfemtaudit of
financial statements includes examining, on aklasts, evidence supporting the amounts and disessn the
financial statements, assessing the accountingiplas used and significant estimates made by neanagt, and
evaluating the overall financial statement pres@naWe believe that our audits provide a reastabasis for our
opinion.

As discussed in Note 14 to the consolidated firdrstatements, the Company changed the manneriaimuth
accounts for share-based compensation in 2006.

As discussed in Note 15 to the consolidated firdrstatements, the Company changed the manneriaimuth
accounts for defined benefit pension and otherrptisgment plans effective December 31, 2006.

Internal control over financial reporting

Also, in our opinion, management’s assessment,dex in the accompanying Management’s Report arriat
Control Over Financial Reporting, that the Compamaintained effective internal control over finaneiporting as
of December 31, 2006 based on criteria establigsh&dernal Control — Integrated Framewoiksued by the
Committee of Sponsoring Organizations of the Tremgd@ommission (COSO), is fairly stated, in all nnitie
respects, based on those criteria. Furthermoyimopinion, the Company maintained, in all mategapects,
effective internal control over financial reporting of December 31, 2006, based on criteria estadiininternal
Control — Integrated Framewotksued by the COSO. The Company’s managementpsmsible for maintaining
effective internal control over financial reportingd for its assessment of the effectiveness efrat control over
financial reporting. Our responsibility is to expseopinions on management’s assessment and offébeéveness of
the Company’s internal control over financial repay based on our audit. We conducted our audittefnal control
over financial reporting in accordance with thendtards of the Public Company Accounting Oversigbam (United
States). Those standards require that we plan arfidrp the audit to obtain reasonable assurancet atdwether
effective internal control over financial reportingis maintained in all material respects. An aafiinternal control
over financial reporting includes obtaining an ustiEnding of internal control over financial repogt, evaluating
management’s assessment, testing and evaluatimg#ign and operating effectiveness of internatrobrand
performing such other procedures as we considegssacy in the circumstances. We believe that odit ptovides a
reasonable basis for our opinions.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding
the reliability of financial reporting and the pegption of financial statements for external pugsois accordance
with generally accepted accounting principles. mpany’s internal control over financial reportimgludes those
policies and procedures that (i) pertain to thentesiance of records that, in reasonable detailjrately and fairly
reflect the transactions and dispositions of treetssof the company; (ii) provide reasonable assarthat
transactions are recorded as necessary to perepiagation of financial statements in accordance
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with generally accepted accounting principles, toad receipts and expenditures of the company @irgbmade onl
in accordance with authorizations of managementdinedtors of the company; and (iii) provide reesiole assuran
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements.
Also, projections of any evaluation of effectivesés future periods are subject to the risk thatmis may become

inadequate because of changes in conditions, bthtealegree of compliance with the policies orcpaures may
deteriorate.

PricewaterhouseCoopers LLP
Florham Park, New Jersey
February 27, 2007
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(b) Supplementary Data

Selected quarterly financial data for 2006 and 2&@5contained in the Condensed Interim FinanceéhD

table below.

Condensed Interim Financial Data (Unaudited)

(% in millions except per share amour 4th Q@B 3rd Q@  2nd QW.B) 1st C
20064).()

Sales 6,044.; $5,410.. $ 5,771.7 $5,409.¢
Materials and production costs 1,669.. 1,544. 1,445.; 1,342.
Marketing and administrative expenses 2,345.6  2,370.¢ 1,734.( 1,715.(
Research and development expens 1,722.¢ 945.¢ 1,172t 942.(
Restructuring costs 55.¢ 49.€ (6.9 43.7
Equity income from affiliates (584.7) (595.9) (611.9) (503.9)
Other (income) expense, ne (77.7) (134.9) (70.]) (100.¢)
Income before taxes 911.¢ 1,230.¢ 2,108.: 1,970.
Net income 473.¢ 940.¢ 1,499.: 1,520.(
Basic earnings per common shar $0.22 $0.4: $0.6¢ $0.7(
Earnings per common share assuming dilutiol $0.2:2 $0.4: $0.6¢ $0.6¢
2005@

Sales 5765.¢ $5,416.. $ 5,467.! $5,362..
Materials and production cos 1,478.&  1,238.¢ 1,160.¢ 1,271.
Marketing and administrative expent 2,139.. 1,661. 1,749t 1,605.!
Research and development exper 1,112.( 942.¢ 946.¢ 846.¢
Restructuring cost 228.¢ 79.¢ 5.8 7.8
Equity income from affiliate (586.€) (480.]) (334.) (316.9)
Other (income) expense, r (126.9) (24.7) 14.C 26.5
Income before taxe 1,520.( 1,998.: 1,924.¢ 1,920.°
Net income 1,119.7 1,420.¢ 720.¢  1,370.
Basic earnings per common sh $0.51 $0.6¢ $0.3¢ $0.62
Earnings per common share assuming dilu $0.51 $0.6¢ $0.3:¢ $0.62

@ Amounts for 2006 include acquired research expeasssciated with acquisition

(@) Amounts for fourth and third quarter 2006 and fduguarter 2005 include the impact of additiolVioxx legal defense reserves (see
Note 11). Amounts for fourth quarter 2006 include impact oFosamalegal defense reserves (see Note

@ Amounts for 2005 include the impact of the netctearge primarily associated with the AJCA repatinat(see Note 17

“ Amounts for 2006 and 2005 include the impact dfueturing actions (see Note ¢

®) Amounts for 2006 reflect the incremental impaatxgfensing stock optior




Iltem 9. Changes in and Disagreements with Accountants on &cunting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures.

Management of the Company, with the participatibitsoChief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of the Comfmdisclosure controls and procedures. Based dnekeluation,
as of the end of the period covered by this ForaK1the Company’s Chief Executive Officer and Chi@fiancial
Officer have concluded that the Company'’s disclesuantrols and procedures (as defined in Rulesl58a) or
15d-15(e) under the Securities Exchange Act of 1884amended (the “Act”)) are effective.

Management is responsible for establishing and taigimg adequate internal control over financial
reporting, as such term is defined in Rule 13aj1&(the Act. Management conducted an evaluaticthef
effectiveness of internal control over financigboeting based on the framewaorklimternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrike Treadway Commission (“COSOBased or
this evaluation, management concluded that intexoiairol over financial reporting was effectived®ecember 31,
2006 based on criteria Internal Control — Integrated Frameworksued by COSO. Managemenéssessment of t
effectiveness of internal control over financigboeting as of December 31, 2006 has been audited by
PricewaterhouseCoopers LLP, an independent regisfarblic accounting firm, and PricewaterhouseCoopeP
has issued a report on management’s assessméet @ff¢ctiveness of the Company’s internal cordxa@r financial
reporting.

There have been no changes in internal control favancial reporting for the period covered by tieéport
that have materially affected, or are reasonakblyfito materially affect, the Company’s internahtrol over
financial reporting.

Managements Report

Managemerns Responsibility For Financial Statements

Responsibility for the integrity and objectivity tife Company'’s financial statements rests with
management. The financial statements report on gaameant’s stewardship of Company assets. Theserstate are
prepared in conformity with generally accepted atimg principles and, accordingly, include amouhts are base
on management'’s best estimates and judgments. dNardfial information included in the Annual Repant o
Form 10-K has also been prepared by managemerns aodsistent with the financial statements.

To assure that financial information is reliablel assets are safeguarded, management maintains an
effective system of internal controls and procedui@portant elements of which include: carefuésgbn, training
and development of operating and financial managersrganization that provides appropriate divisib
responsibility; and communications aimed at asguttiat Company policies and procedures are undststo
throughout the organization. A staff of internatiars regularly monitors the adequacy and appboatf internal
controls on a worldwide basis.

To ensure that personnel continue to understansyidtem of internal controls and procedures, aridips
concerning good and prudent business practice€ohgpany periodically conducts the Management'sv&tdship
Program for key management and financial persofiinés. program reinforces the importance and undedshg of
internal controls by reviewing key corporate pagiprocedures and systems. In addition, the Coyripas
compliance programs, including an ethical busineastices program to reinforce the Company’s lotagpding
commitment to high ethical standards in the condbids business.

The financial statements and other financial infation included in the Annual Report on Form 10-Klya
present, in all material respects, the Companyaricial condition, results of operations and céshd. Our formal
certification to the Securities and Exchange Corsmisis included in this Form 10-K filing. In adidih, in
May 2006, the Company submitted to the New Yorlcktexchange (“NYSE”) a certificate of the CEO dgfitig
that he was not aware of any violation by the Camypaf NYSE Corporate Governance Listing Standards.
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Managemens Report on Internal Control Over Financial Repayti

Management is responsible for establishing and taigimg adequate internal control over financial
reporting, as such term is defined in ExchangeRde 13a-15(f). Management conducted an evaluatidhe
effectiveness of internal control over financigboeting based on the frameworklimternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrike Treadway Commission (“COSOBased or
this evaluation, management concluded that intexoiairol over financial reporting was effectived®ecember 31,
2006 based on criteria Internal Control — Integrated Frameworésued by COSO. Management’s assessment of
the effectiveness of internal control over finahegporting as of December 31, 2006 has been autite
PricewaterhouseCoopers LLP, an independent regisfarblic accounting firm, and PricewaterhouseCoopeP
has issued a report on management’s assessméet @ff¢ctiveness of the Company’s internal cordxa@r financial
reporting, which is included herein.

Richard T. Clark Judy C. Lewen
Chief Executive Officer Executive Vice Preside
and Presiden and Chief Financial Office

Item 9B. Other Information.

None.

PART IlI

Iltem 10. Directors, Executive Officers and Corporate Governace.

The required information on directors and nomiriseéscorporated by reference from the discussiaheun
Item 1. Election of Directors of the Company’s Rr&tatement for the Annual Meeting of Stockholderbe held
April 24, 2007. Information on executive officessdet forth in Part | of this document on pageth86ugh 39.

The required information on compliance with Sectl@a) of the Securities Exchange Act of 1934 is
incorporated by reference from the discussion uttteeheading “Section 16(a) Beneficial Ownershipdétang
Compliance” of the Company’s Proxy Statement fer Amnual Meeting of Stockholders to be held Apd| 2007.

The Company has adopted a Code of Condu@Qu+Values and Standardgpplicable to all employees,
including the principal executive officer, princlgaancial officer, and principal accounting offic The Code of
Conduct is available on the Company’s website atwmerck.com/about/corporategovernandéne Company
intends to post on this website any amendments twaivers from, its Code of Conduct. A printed gapll be sent,
without charge, to any stockholder who requedty ivriting to the Chief Ethics Officer of Merck &, Inc., One
Merck Drive, Whitehouse Station, NJ 08889-0100.

The required information on the identification bétaudit committee and the audit committee findncia
expert is incorporated by reference from the disicusunder the heading “Board Committees” of thenBany’s
Proxy Statement for the Annual Meeting of Stockleoddto be held April 24, 2007.

Item 11. Executive Compensation

The information required on executive compensagdncorporated by reference from the discussiatean
the headings “Compensation Discussion and Analy$&fmmary Compensation Table”, “All Other
Compensation — 2006” table, “Grants of Plan-Basad#ls Table”, “Outstanding Equity Awards at Fistekr-
End Table”, “Option Exercises and Stock Vested &gliRetirement Plan Benefits and related “Pensienddits”
table, Nonqualified Deferred Compensation and eelaables, Potential Payments on Termination onGéan
Control, including the discussion under the subhmegd“Separation”, “Separation Plan Payment andefien
Estimates” table, “Individual Agreements”, “CharigeControl” and “Change in Control Payment and Bine
Estimates” table, as well as all footnote informatto the various tables, of the Company’s Proxatedhent for the
Annual Meeting of Stockholders to be held April 2007.
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The required information on director compensat®imcorporated by reference from the discussioreund
the heading “Director Compensation” and relatedrébior Compensation” table and “Schedule of DireEtes”
table of the Company’s Proxy Statement for the Asimeeting of Stockholders to be held April 24, 200

The required information under the headings “Conspéion Committee Interlocks and Insider
Participation” and “Compensation Committee Rep@thcorporated by reference from the Company’sPro
Statement for the Annual Meeting of Stockholderbedeld April 24, 2007.

Iltem 12. Security Ownership of Certain Beneficial Owners andMlanagement and Related Stockholde
Matters.

Information with respect to securities authorizedi§suance under equity compensation plans is
incorporated by reference from the discussion utfteeheading “Equity Compensation Plan Informatiohthe
Company’s Proxy Statement for the Annual Meetingtfckholders to be held April 24, 2007. Informatigith
respect to security ownership of certain beneficiahers and management is incorporated by referfeocethe
discussion under the heading “Security Ownershifertain Beneficial Owners and Management” of thenfany’s
Proxy Statement for the Annual Meeting of Stockleoddto be held April 24, 2007.

Iltem 13. Certain Relationships and Related Transactions, an@®irector Independence.

The required information on transactions with retlpersons is incorporated by reference from the
discussion under the heading “Relationships witls@e Firms” and the discussion with respect toaalto Dr. Kim
under the subheading “Perquisities” of the “Comp¢ings Discussion and Analysis” of the Company’sx¥yro
Statement for the Annual Meeting of Stockholderbedeld April 24, 2007.

The required information on director independescacorporated by reference from the discussioreund
the heading “Independence of Directors” of the Canyps Proxy Statement for the Annual Meeting ofcBtwlders
to be held April 24, 2007.

Item 14. Principal Accountant Fees and Services

The information required for this item is incorpta@ by reference from the discussion under “Audit
Committee” beginning with the caption “Pre-Approvailicy for Services of Independent Registered ieubl
Accounting Firm” through “All Other Fees” of the @pany’s Proxy Statement for the Annual Meeting of
Stockholders to be held April 24, 2007.

PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part @ fhorm 10-K
1. Financial Statements
Consolidated statement of income for the yeaded December 31, 2006, 2005 and 2004
Consolidated statement of retained earningghidyears ended December 31, 2006, 2005 and 2004

Consolidated statement of comprehensive incomthéoyears ended December 31, 2006, 2005 and
2004

Consolidated balance sheet as of December085, 2nd 2005
Consolidated statement of cash flows for theryended December 31, 2006, 2005 and 2004
Notes to consolidated financial statements

Report of PricewaterhouseCoopers LLP, independgistered public accounting firm
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2. Financial Statement Schedules
Schedules are omitted because they are eitheequired or not applicable.

Financial statements of affiliates carried on theity basis have been omitted because, considered
individually or in the aggregate, such affiliatesmbt constitute a significant subsidiary.

3. Exhibits

Exhibit
Number Description

2.1 — Master Restructuring Agreement dated as of Juné998 between Astra AB, Merck & Co., In
Astra Merck Inc., Astra USA, Inc., KB USA, L.P., #ha Merck Enterprises, Inc., KBI Sub Inc.,
Merck Holdings, Inc. and Astra Pharmaceuticals, (F®rtions of this Exhibit are subject to a reques
for confidential treatment filed with the Commissje— Incorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :

2.2 — Agreement and Plan of Merger by and among Mercka&, @ic., Spinnaker Acquisition Corp., a
wholly owned subsidiary of Merck & Co., Inc. andr& Therapeutics, Inc., dated as of October 30,
2006— Incorporated by reference to Current ReporForm &K dated October 30, 20(

3.1 — Restated Certificate of Incorporation of Merck &.Clmc. (October 1, 200— Incorporated b
reference tForm 1(-Q Quarterly Report for the period ended SeptembePG04

3.2 — By-Laws of Merck & Co., Inc. (as amended effective Ny 2005 — Incorporated by reference
Current Report oForm &K dated May 24, 200

4.1 — Indenture, dated as of April 1, 1991, between M&dRo., Inc. and Morgan Guaranty Trt
Company of New York, as Trustee — Incorporatedddgnence to Exhibit 4 to Registration
Statement olForm $-3 (No. 3:-39349)

4.2 — First Supplemental Indenture between Merck & Quc, bnd First Trust of New York, National
Association, as Trustee — Incorporated by refereéadexhibit 4(b) to Registration Statement on
Form $-3 (No. 33:-36383)

*10.1 — Executive Incentive Plan (as amended effective kaalyr27, 1996) — Incorporated by reference to
Form 1(-K Annual Report for the fiscal year ended Decemberl395

*10.2 — Base Salary Deferral Plan (as adopted on Octohet@35, effective January 1, 1997) —
Incorporated by reference Form 1(-K Annual Report for the fiscal year ended Decemberl996

*10.3 — Merck & Co., Inc. Deferral Program (amended andatesl as of September 28, 20—
Incorporated by reference to Current ReporForm ¢-K dated September 26, 20

*10.4 — 1996 Incentive Stock Plan (amended and restateéi@ecember 19, 200t
*10.5 — 2001 Incentive Stock Plan (amended and restatefiscember 19, 200t
*10.6 — 2004 Incentive Stock Plan (amended and restatefiscember 19, 200t
*10.7 — 2007 Incentive Stock Plan (as amended effectivebéer 19, 200€

*10.8 — Merck & Co., Inc. Change in Control Separation Haad’lan — Incorporated by reference to
Current Report oForm &K dated November 23, 20(

*10.9 — Merck & Co., Inc. Separation Benefits Plan for Noimn Employees (amended and restated effective
as of July 11, 200¢— Incorporated by reference to Current ReporForm ¢-K dated July 11, 200

*10.10 — Non-Employee Directors Stock Option Plan (as amendeldrastated February 24, 1998) —
Incorporated by reference Form 1(-K Annual Report for the fiscal year ended Decembel 997

*10.11 — 1996 Non-Employee Directors Stock Option Plan fasreded April 27, 1999) — Incorporated by
reference tForm 1(-Q Quarterly Report for the period ended June 30, :

*10.12 — 2001 Noi-Employee Directors Stock Option Plan (as amendeil Ap, 2002)— Incorporated by
reference tForm 1(-Q Quarterly Report for the period ended June 30, :
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Exhibit
Number Description

*10.13 — 2006 Non-Employee Directors Stock Option Plan @ffe April 25, 2006; as amended and restated
February 27, 2007

*10.14 — Supplemental Retirement Plan (as amended effegsimaary 1, 1995) —thcorporated by reference
Form 1(-K Annual Report for the fiscal year ended Decembe1394

*10.15 — Retirement Plan for the Directors of Merck & Cag¢l(amended and restated June 21, 1—
Incorporated by reference Form 1(-Q Quarterly Report for the period ended June 30, :

*10.16 — Plan for Deferred Payment of Direct’ Compensation (amended and restated as of Octo
2006)— Incorporated by reference to Current ReporForm ¢-K dated September 26, 20

*10.17 — Offer Letter between Merck & Co., Inc. and PeteKBn, dated December 15, 20— Incorporatec
by reference tForm 1(-K Annual Report for the fiscal year ended Decembe2803

*10.18 — Offer Letter between Merck & Co., Inc. and Petee&cher, dated March 15, 20— Incorporated b
reference tForm 1(-Q Quarterly Report for the period ended March 31,&

*10.19 — Letter Agreement between Merck & Co., Inc. and Wetd-Olsen, dated July 19, 20—
Incorporated by reference to Current ReporForm ¢-K dated July 28, 200

*10.20 — Letter Agreement between Merck & Co., Inc. and Brad . Sheares, dated August 24, 2
*10.21 — Letter Agreement between Merck & Co., Inc. and DaM. Anstice, dated December 15, 2(

1C.22 — Amended and Restated License and Option Agreenatati s of July 1, 1998 between Astra AB
Astra Merck Inc. — Incorporated by reference torrdi0-Q Quarterly Report for the period ended
June 30, 199

1C.23 — KBI Shares Option Agreement dated as of July 18199and among Astra AB, Merck & Co., Ir
and Merck Holdings, Inc. — Incorporated by refeete Form 10-Q Quarterly Report for the period
ended June 30, 19¢

1C.24 — KBI-E Asset Option Agreement dated as of July 1, 1908ral among Astra AB, Merck & Co., In
Astra Merck Inc. and Astra Merck Enterprises Inclreorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :

1C.25 — KBI Supply Agreement dated as of July 1, 1998 betwAstra Merck Inc. and Astra Pharmaceutic
L.P. (Portions of this Exhibit are subject to auest for confidential treatment filed with the
Commission). — Incorporated by reference to ForaQlQuarterly Report for the period ended
June 30, 199

10.26 — Second Amended and Restated Manufacturing Agreedaget! as of July 1, 1998 among Merck &
Co., Inc., Astra AB, Astra Merck Inc. and Astra USAc. — Incorporated by reference to
Quarterly Report for the period ended June 30, :

1C.27 — Limited Partnership Agreement dated as of July9b8lbetween KB USA, L.P. and KBI Sub I—
Incorporated by reference Form 1(-Q Quarterly Report for the period ended June 30, :

1C.28 — Distribution Agreement dated as of July 1, 1998'eein Astra Merck Enterprises Inc. and A:
Pharmaceuticals, L.P. — Incorporated by refereadeorm 10-Q Quarterly Report for the period
ended June 30, 19¢

1C.29 — Agreement to Incorporate Defined Terms dated akiné 19, 1998 between Astra AB, Merck & Co.,
Inc., Astra Merck Inc., Astra USA, Inc., KB USA,R., Astra Merck Enterprises Inc., KBI Sub Inc.,
Merck Holdings, Inc. and Astra Pharmaceuticals, EPIncorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :

1C.30 — Form of Voting Agreement made and entered intof &3adober 30, 2006 by and between Mercl
Co., Inc. and Sirna Therapeutics, Inc. — Incorpetdiy reference to Current Report on
Form &K dated October 30, 20(

12 — Computation of Ratios of Earnings to Fixed Chat
21 — Subsidiaries of Merck & Co., In
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Exhibit
Number Description

23 — Consent of Independent Registered Public Accourfing — Contained on page 132 of this Reg
24.1 — Power of Attorne)

24.2 — Certified Resolution of Board of Directa

311 — Rule 13i-14(a)/15-14(a)Certification of Chief Executive Office

312 — Rule 13i-14(a)/15+-14(a)Certification of Chief Financial Office

321 — Section 1350 Certification of Chief Executive O

32.2 — Section 1350 Certification of Chief Financial O#it
* Management contract or compensatory plan or arraagt

Copies of the exhibits may be obtained by stockéisldipon written request directed to the Stockholde
Services Department, Merck & Co., Inc., P.O. Bo® 8 WS 3AB-40, Whitehouse Station, New Jersey
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signedn its behalf by the undersigned, thereunto duly athorized.

Dated: February 28, 2007

MERCK & CO., INC.

By RICHARD T. CLARK

(Chief Executive Officer and President)

By CELIA A. COLBERT
Celia A. Colbert
(Attorney-in-Fact)

Pursuant to the requirements of the Securities Exadnge Act of 1934, this report has been signed
below by the following persons on behalf of the ra@gtrant and in the capacities and on the dates indated.

Signatures

RICHARD T. CLARK

JUDY C. LEWENT

JOHN CANAN

LAWRENCE A. BOSSIDY
WILLIAM G. BOWEN
JOHNNETTA B. COLE
WILLIAM B. HARRISON, JR.
WILLIAM N. KELLEY
ROCHELLE B. LAZARUS
THOMAS E. SHENK

ANNE M. TATLOCK

SAMUEL O. THIER

WENDELL P. WEEKS
PETER C. WENDELL

Title

Chief Executive Officer and Preside
Principal Executive Officer; Directc

Executive Vice President and Chief
Financial Officer; Principal Financial
Officer

Vice President, Controller; Principal
Accounting Officer

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Date

February 28, 200

February 28, 2007

February 28, 2007

February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200
February 28, 200

Celia A. Colbert, by signing her name hereto, dodsereby sign this document pursuant to powers of
attorney duly executed by the persons named, filedith the Securities and Exchange Commission as antabit
to this document, on behalf of such persons, all ithe capacities and on the date stated, such persoimcluding

a majority of the directors of the Company.

By CELIA A. COLBERT
Celia A. Colbert
(Attorney-in-Fact)

131




Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtee Registration Statements on Form S-3 (Nos.
33-39349, 33-60322, 33-57421, 333-17045, 333-36383,77569, 333-72546, 333-87034 and 333-118186pan
Form S-8 (Nos. 33-21087, 33-21088, 33-51235, 33%53383-64273, 33-64665, 333-91769, 333-30526, 33H3,
333-53246, 333-56696, 333-72206, 333-65796, 33%191333-109296, 333-117737, 333-117738, 333-132b611
333-139562) of Merck & Co., Inc. of our report dhteebruary 27, 2007, relating to the consolidaieafcial
statements, management’s assessment of the effieetis of internal control over financial reportargl the
effectiveness of internal control over financigbeeting, which is incorporated by reference in thimwual Report on
Form 10-K.

PricewaterhouseCoopers LLP

Florham Park, New Jersey
February 27, 2007
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EXHIBIT INDEX

Exhibit
Number Description

2.1 — Master Restructuring Agreement dated as of Juné998 between Astra AB, Merck & Co., In
Astra Merck Inc., Astra USA, Inc., KB USA, L.P., tha Merck Enterprises, Inc., KBI Sub Inc.,
Merck Holdings, Inc. and Astra Pharmaceuticals, (F®rtions of this Exhibit are subject to a reques
for confidential treatment filed with the Commissje— Incorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :
2.2 — Agreement and Plan of Merger by and among Mercko§, @ic., Spinnaker Acquisition Corp.
wholly owned subsidiary of Merck & Co., Inc. andr& Therapeutics, Inc., dated as of October 30,
2006— Incorporated by reference to Current ReporForm &K dated October 30, 20(
3.1 — Restated Certificate of Incorporation of Merck &.Clmc. (October 1, 200— Incorporated b
reference tForm 1(-Q Quarterly Report for the period ended SeptembeP304
3.2 — By-Laws of Merck & Co., Inc. (as amended effectMay 24, 2005) — Incorporated by reference to
Current Report oForm ¢-K dated May 24, 200
4.1 — Indenture, dated as of April 1, 1991, between M&dRo., Inc. and Morgan Guaranty Trust
Company of New York, as Trustee — Incorporatedddgnence to Exhibit 4 to Registration
Statement olForm £-3 (No. 33-39349)
4.2 — First Supplemental Indenture between Merck & Quc, bnd First Trust of New York, National
Association, as Trustee — Incorporated by refereéadexhibit 4(b) to Registration Statement on
Form $-3 (No. 33:-36383)
*10.1 — Executive Incentive Plan (as amended effective Waatyr27, 1996) — Incorporated by reference to
Form 1(-K Annual Report for the fiscal year ended Decembel995
*10.2 — Base Salary Deferral Plan (as adopted on Octohet@35, effective January 1, 1997) —
Incorporated by reference Form 1(-K Annual Report for the fiscal year ended Decemberl996
*10.3 — Merck & Co., Inc. Deferral Program (amended andatesl as of September 28, 20—
Incorporated by reference to Current ReporForm ¢-K dated September 26, 20
*10.4 — 1996 Incentive Stock Plan (amended and restatefiscember 19, 200t
*10.5 — 2001 Incentive Stock Plan (amended and restateéi@ecember 19, 200t
*10.6 — 2004 Incentive Stock Plan (amended and restateéfi@ecember 19, 200t
*10.7 — 2007 Incentive Stock Plan (as amended effectiveeber 19, 200€

*10.8 — Merck & Co., Inc. Change in Control Separation Baésd’lan— Incorporated by reference
Current Report oForm &K dated November 23, 20(
*10.9 — Merck & Co., Inc. Separation Benefits Plan for Noimn Employees (amended and restated effe

as of July 11, 200¢— Incorporated by reference to Current ReporForm &K dated July 11, 200

*10.10 — Non-Employee Directors Stock Option Plan (as amendeldrestated February 24, 1998) —
Incorporated by reference Form 1(-K Annual Report for the fiscal year ended December397

*10.11 — 1996 Non-Employee Directors Stock Option Plan fasreded April 27, 1999) — Incorporated by
reference tForm 1(-Q Quarterly Report for the period ended June 30, :

*10.12 — 2001 Noi-Employee Directors Stock Option Plan (as amendeti Ap, 2002)— Incorporated by
reference tdForm 1(-Q Quarterly Report for the period ended June 30, :

*10.13 — 2006 Noi-Employee Directors Stock Option Plan (effective iRp5, 2006; as amended and reste
February 27, 2007

*10.14 — Supplemental Retirement Plan (as amended effedtimaary 1, 1995) —+ncorporated by reference
Form 1(-K Annual Report for the fiscal year ended Decembe1994

*10.15 — Retirement Plan for the Directors of Merck & Ca¢l(amended and restated June 21, 1996) —
Incorporated by reference Form 1(-Q Quarterly Report for the period ended June 30, :

*10.16 — Plan for Deferred Payment of Direct’ Compensation (amended and restated as of Octo
2006)— Incorporated by reference to Current ReporForm ¢-K dated September 26, 20
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Exhibit
Number Description

*10.17 — Offer Letter between Merck & Co., Inc. and PeteKBn, dated December 15, 2000 — Incorporated
by reference tForm 1(-K Annual Report for the fiscal year ended Decembe2803
*10.18 — Offer Letter between Merck & Co., Inc. and Petee&cher, dated March 15, 20— Incorporated b
reference tdForm 1(-Q Quarterly Report for the period ended March 31,&
*10.19 — Letter Agreement between Merck & Co., Inc. and Wetd-Olsen, dated July 19, 20—
Incorporated by reference to Current ReporForm ¢-K dated July 28, 200
*10.20 — Letter Agreement between Merck & Co., Inc. and Brad . Sheares, dated August 24, 2
*10.21 — Letter Agreement between Merck & Co., Inc. and [daM. Anstice, dated December 15, 2(
1C.22 — Amended and Restated License and Option Agreenatati s of July 1, 1998 between Astra AB
Astra Merck Inc. — Incorporated by reference torrdi0-Q Quarterly Report for the period ended
June 30, 199
1C.23 — KBI Shares Option Agreement dated as of July 18189and among Astra AB, Merck & Co., Inc.
and Merck Holdings, Inc. — Incorporated by refeet@ Form 10-Q Quarterly Report for the period
ended June 30, 19¢
1C.24 — KBI-E Asset Option Agreement dated as of July 98 By and among Astra AB, Merck & Co., Inc.,
Astra Merck Inc. and Astra Merck Enterprises Inclreorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :
1C.25 — KBI Supply Agreement dated as of July 1, 1998 betwAstra Merck Inc. and Astra Pharmaceutic
L.P. (Portions of this Exhibit are subject to auest for confidential treatment filed with the
Commission) — Incorporated by reference to FornQLlQuarterly Report for the period ended
June 30, 199
10.26 — Second Amended and Restated Manufacturing Agreedated as of July 1, 1998 among Mercl
Co., Inc., Astra AB, Astra Merck Inc. and Astra USAc. — Incorporated by reference to
Quarterly Report for the period ended June 30, :
1C.27 — Limited Partnership Agreement dated as of July9B8lbetween KB USA, L.P. and KBI Sub I—
Incorporated by reference Form 1(-Q Quarterly Report for the period ended June 30, :
1C.28 — Distribution Agreement dated as of July 1, 1998'eein Astra Merck Enterprises Inc. and A:
Pharmaceuticals, L.P. — Incorporated by refereadeotrm 10-Q Quarterly Report for the period
ended June 30, 19¢
1C.29 — Agreement to Incorporate Defined Terms dated asiné 19, 1998 between Astra AB, Merck & C
Inc., Astra Merck Inc., Astra USA, Inc., KB USA,R., Astra Merck Enterprises Inc., KBI Sub Inc.,
Merck Holdings, Inc. and Astra Pharmaceuticals, EPIncorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 30, :
1C.30 — Form of Voting Agreement made and entered intof &3abober 30, 2006 by and between Merck &
Co., Inc. and Sirna Therapeutics, Inc. — Incorpetdiy reference to Current Report on
Form ¢-K dated October 30, 20(

12 — Computation of Ratios of Earnings to Fixed Chat
21 — Subsidiaries of Merck & Co., Ini
23 — Consent of Independent Registered Public Accouriting — Contained on page 132 of this Reg

24.1 — Power of Attorney

24.2 — Certified Resolution of Board of Directa

31.1 — Rule 13i-14(a)/15+-14(a)Certification of Chief Executive Office
31.2 — Rule 13i-14(a)/1514(a)Certification of Chief Financial Office
32.1 — Section 1350 Certification of Chief Executive Ofit

32.2 — Section 1350 Certification of Chief Financial Offit

* Management contract or compensatory plan or arraage
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Exhibit 10.¢

MERCK & CO., INC.
1996 INCENTIVE STOCK PLAN
(Amended and Restated as of December 19, 2006)




1996 INCENTIVE STOCK PLAN

The 1996 Incentive Stock Plan (“ISP”), effeetianuary 1, 1996, is established to encouragéogegs of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates, itsjt ventures and the Merck Institute for TherafeResearch to acquire Common Stock in the
Company. It is believed that the ISP will stimulataployees’ efforts on the Company’s behalf, vahid to maintain and strengthen their desire
to remain with the Company, will be in the interesthe Company and its Stockholders, and will emage such employees to have a greater
personal financial investment in the Company thtoaginership of its Common Stock.

1. Administration

The ISP shall be administered by the Comp@rsand Benefits Committee of the Board of Direstof the Company (the “Committee”).
The Committee is authorized, subject to the prowisiof the ISP, to establish such rules and reiguks it deems necessary for the proper
administration of the ISP, and to make such detgations and to take such action in connection thigheor in relation to the ISP as it deems
necessary or advisable, consistent with the ISB.ddmmittee may delegate some or all of its powedrauthority hereunder to the Chief
Executive Officer or other senior member of managienas the Committee deems appropriate; providasleber, that the Committee may not
delegate its authority with regard to any matteaaion affecting an officer subject to Sectionoféhe Securities Exchange Act of 1934.

For the purpose of this section and all subsefjsections, the ISP shall be deemed to inchidgtan and any comparable sub-plans
established by subsidiaries which, in the aggregétall constitute one plan governed by the termh$osth herein.

2. Eligibility

Regular full-time and part-time employeestef Company, its subsidiaries, its affiliates, @i®f ventures and the Merck Institute for
Therapeutic Research, including officers, whetharai directors of the Company, and employeesjoira. venture partner or affiliate of the
Company who provide services to the joint ventuith wuch partner or affiliate and who are not dives or officers of the Company for
purposes of Section 16 of the Securities ExchangeofA1934, shall be eligible to participate in 8 (“Eligible Employees”) if designated by
the Committee or its delegate. Those directors aremot regular employees are not eligible.

3. Incentives

Incentives under the ISP may be granted incer@/or a combination of (a) Incentive Stock Opigor other statutory stock option);
(b) Nonqualified Stock Options; (c) Stock ApprematRights; (d) Restricted Stock Grants, and (ejdPmance Shares (together “Incentives”).
All Incentives shall be subject to the terms andditions set forth herein and to such other ternts@nditions as may be established by the
Committee. Determinations by the Committee unded 8P including without limitation, determinatioofthe Eligible Employees, the form,
amount and timing of Incentives, the terms and igioms of Incentives, and the agreements evidericiogntives, need not be uniform and
may be made selectively among Eligible Employees wceive, or are eligible to receive, Incentivesslunder, whether or not such Eligible
Employees are similarly situated.

4. Shares Available for Incentives

(a) Shares Subject to Issuance or TransfeiSubject to adjustment as provided in Section 4¢cgdf, there is hereby reserved for issuance
under the ISP 130 million shares of the Compangm@on Stock (“Common Stock”). The shares availfdseranting awards shall be
increased by the number of shares as to which mptio other benefits granted under the Plan hseth expired, terminated or been
cancelled. In addition, any shares reserved foaisse under the Company’s 1991 Incentive Stock &t@h1987 Incentive Stock Plan (“Prior
Plans”) in




excess of the number of shares as to which optiopgher benefits have been awarded thereundey goly such shares as to which options or
other benefits granted under the Prior Plans maselaexpire, terminate or be cancelled, shall ladsteserved and available for issuance or
reissuance under the ISP. Shares under this Plaiendelivered by the Company from its authorizetiumissued shares of Common Stock or
from Common Stock held in the Treasury.

(b) Limit on an Individual’s Incentives. In any given year, no Eligible Employee may recéiveentives covering more than three million
shares of the Company’s Common Stock (such nunflsrazes may be adjusted in accordance with Sed{o)).

(c) Adjustment of Shares.In the event of a reorganization, recapitalizatgtock split, stock dividend, extraordinary cashidind,
combination of shares, merger, consolidation, sgiftering, spin off, split off, split up or otheimilar change in the capital structure of the
Company, the Committee shall make equitable adgstento (i) the number and kind of shares authdriazeissuance under the ISP, (ii) the
number and kind of shares subject to outstandiogritives, (iii) the option price of Stock Optionsdgiv) the grant value of Stock
Appreciation Rights. Any such determination shalifimal, binding and conclusive on all parties.

5. Stock Options

The Committee may grant options qualifyingrasentive Stock Options under the Internal Reve@aode of 1986, as amended, or any
successor code thereto (the “Code”), other statuiptions under the Code, and Nonqualified Opti@adiectively “Stock Options”). Such
Stock Options shall be subject to the followingrisrand conditions and such other terms and condis the Committee may prescribe:

(a) Option Price. The option price per share with respect to eachkS@iption shall be determined by the Committee siwatl not be less
than 100% of the fair market value of the Commarckbn the date the Stock Option is granted, asroéted by the Committee.

(b) Period of Option. The period of each Stock Option shall be fixed iy Committee but shall not exceed ten (10) years.

(c) Payment.The option price shall be payable in cash at tine the Stock Option is exercised. No shares skabdued until full payment
therefore has been made. A grantee of a Stock @pliall have none of the rights of a stockholdéil the shares are issued.

(d) Exercise of Option.The shares covered by a Stock Option may be puedhassuch installments and on such exercise datése
Committee or its delegate may determine. Any shao¢purchased on the applicable exercise datebmapurchased thereafter at any time
prior to the final expiration of the Stock Optidn.no event (including those specified in parageaf#), (f) and (g) of this section) shall any
Stock Option be exercisable after its specifiedrtion period.

(e) Termination of Employment. Upon the termination of a Stock Option grantee’pkyment (for any reason other than retirement,
death or termination for deliberate, willful or geomisconduct), Stock Option privileges shall batkd to the shares which were immediately
exercisable at the date of such termination. The@ittee, however, in its discretion, may providattAny Stock Options outstanding but not
yet exercisable upon the termination of a Stockidbpgrante’s employment may become exercisable in accordasitbea schedule to be
determined by the Committee. Such Stock Optionileges shall expire unless exercised or surrendenddr a Stock Appreciation Right
within such period of time after the date of teration of employment as may be established by tharGittee, but in no event later than the
expiration date of the Stock Option. If a Stock iOptgrantee’s employment is terminated for delitesravillful or gross misconduct, as
determined by the Company, all rights under thels®ption shall expire upon receipt of the noti€swch termination.
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() Retirement. Upon retirement of a Stock Option grantee, StockdDpprivileges shall apply to those shares immtedizexercisable at
the date of retirement. The Committee, howeveitsidiscretion, may provide that any Stock Optionsstanding but not yet exercisable upon
the retirement of a Stock Option grantee may becexeecisable in accordance with a schedule to terméned by the Committee. Stock
Option privileges shall expire unless exercisedhiwisuch period of time as may be established byChmmittee, but in no event later than the
expiration date of the Stock Option.

(g) Death. Upon the death of a Stock Option grantee, Stocko@girivileges shall apply to those shares whichewsmediately
exercisable at the time of death. The Committeeigver, in its discretion, may provide that any Kt@ptions outstanding but not yet
exercisable upon the death of a Stock Option geamigy become exercisable in accordance with a shéalbe determined by the Commit
Such privileges shall expire unless exercised bglleepresentatives within a period of time as meitged by the Committee but in no event
later than the expiration date of the Stock Option.

(h) Limits on Incentive Stock Options.Except as may otherwise be permitted by the CéadeCbmmittee shall not grant to an Eligible
Employee Incentive Stock Options, that, in the aggte, are first exercisable during any one caleyear to the extent that the aggregate fair
market value of the Common Stock, at the time tloehtive Stock Options are granted, exceeds $100,00

6. Stock Appreciation Rights

The Committee may, in its discretion, granigat to receive the appreciation in the fair mankaue of shares of Common Stock (“Stock
Appreciation Right”) either singly or in combinatiavith an underlying Stock Option granted hereuratarnder the Prior Plans. Such Stock
Appreciation Rights shall be subject to the follogiterms and conditions and such other terms anditbons as the Committee may prescribe:

(a) Time and Period of Grant. If a Stock Appreciation Right is granted with resp® an underlying Stock Option, it may be grardéthe
time of the Stock Option Grant or at any time tlaétier but prior to the expiration of the Stock @ptiGrant. If a Stock Appreciation Right is
granted with respect to an underlying Stock Optairthe time the Stock Appreciation Right is grdrttee Committee may limit the exercise
period for such Stock Appreciation Right, beford after which period no Stock Appreciation Righaklattach to the underlying Stock
Option. In no event shall the exercise period f&ta@ck Appreciation Right granted with respectraiaderlying Stock Option exceed the
exercise period for such Stock Option. If a Stoglpreciation Right is granted without an underly8tgck Option, the period for exercise of
the Stock Appreciation Right shall be set by thenGuttee.

(b) Value of Stock Appreciation Right.If a Stock Appreciation Right is granted with resip® an underlying Stock Option, the grantee
will be entitled to surrender the Stock Option whis then exercisable and receive in exchangeftireran amount equal to the excess of the
fair market value of the Common Stock on the da¢ediection to surrender is received by the Compamy the Stock Option price multiplied
by the number of shares covered by the Stock Opttinh are surrendered. If a Stock AppreciationhRig granted without an underlying
Stock Option, the grantee will receive upon exerabthe Stock Appreciation Right an amount eqodhe excess of the fair market value of
the Common Stock on the date the election to sderesuch Stock Appreciation Right is received ly@mpany over the fair market value of
the Common Stock on the date of grant multipliedi®/number of shares covered by the grant of thekSAppreciation Right.

(c) Payment of Stock Appreciation Right.Payment of a Stock Appreciation Right shall benie form of shares of Common Stock, casl
any combination of shares and cash. The form ofrfggyf upon exercise of such a right shall be detechby the Committee either at the time
of grant of the Stock Appreciation Right or at thee of exercise of the Stock Appreciation Right.
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7. Performance Share Awards

The Committee may grant awards under whichh@ayt may be made in shares of Common Stock, cashyotombination of shares and
cash if the performance of the Company or any slidogi, division or affiliate of the Company selattey the Committee during the Award
Period meets certain goals established by the Ctarern({'Performance Share Awards3uch Performance Share Awards shall be subjebe
following terms and conditions and such other teamd conditions as the Committee may prescribe:

(a) Award Period and Performance GoalsThe Committee shall determine and include in ad?Per&nce Share Award grant the period of
time for which a Performance Share Award is madevéird Period”). The Committee shall also estabfisiformance objectives
(“Performance Goals”) to be met by the Companyskgliary or division during the Award Period as adition to payment of the Performance
Share Award. The Performance Goals may includeiregsiper share, return on stockholders’ equityrrebn assets, net income, or any other
financial or other measurement established by trar@ittee. The Performance Goals may include mininamch optimum objectives or a sin
set of objectives.

(b) Payment of Performance Share AwardsThe Committee shall establish the method of catmgahe amount of payment to be made
under a Performance Share Award if the Perform&@uads are met, including the fixing of a maximunympant. The Performance Share
Award shall be expressed in terms of shares of Com&tock and referred to as “Performance Shareftet ghe completion of an Award
Period, the performance of the Company, subsidiadivision shall be measured against the Perfoom&@nvals, and the Committee shall
determine whether all, none or any portion of dderance Share Award shall be paid. The Committeis discretion, may elect to make
payment in shares of Common Stock, cash or a catibimof shares and cash. Any cash payment shblhbed on the fair market value of
Performance Shares on, or as soon as practicébte@rthe date of payment.

(c) Revision of Performance GoalsAt any time prior to the end of an Award Perioce thommittee may revise the Performance Goals
the computation of payment if unforeseen eventsioatich have a substantial effect on the perforreasf the Company, subsidiary or
division and which in the judgment of the Committeake the application of the Performance Goalsiunfdess a revision is made.

(d) Requirement of Employment.A grantee of a Performance Share Award must remaime employ of the Company until the
completion of the Award Period in order to be datitto payment under the Performance Share Awaodiged that the Committee may, in its
sole discretion, provide for a partial payment vehguch an exception is deemed equitable.

(e) Dividends. The Committee may, in its discretion, at the timhéhe granting of a Performance Share Award, previtht any dividends
declared on the Common Stock during the Award Feaad which would have been paid with respectetddPmance Shares had they been
owned by a grantee, be (i) paid to the granteéij)accumulated for the benefit of the grantee asdd to increase the number of Performance
Shares of the grantee.

(H Limit on Performance Share Awards.Incentives granted as Performance Share Awards tindesection and Restricted Stock Grants
under Section 8 shall not exceed, in the aggredataillion shares of Common Stock (such nhumbeshaires may be adjusted in accordance
with Section 4(c)).

8. Restricted Stock Grants

The Committee may award shares of Common Stoeakgrantee, which shares shall be subject téotlmving terms and conditions and
such other terms and conditions as the Committaeprescribe (“Restricted Stock Grant”):

4




(a) Requirement of Employment.A grantee of a Restricted Stock Grant must renrathé employment of the Company during a period
designated by the Committee (“Restriction Periad"rder to retain the shares under the RestriStedk Grant. If the grantee leaves the
employment of the Company prior to the end of tlestRction Period, the Restricted Stock Grant desithinate and the shares of Common
Stock shall be returned immediately to the Compangvided that the Committee may, at the time efghant, provide for the employment
restriction to lapse with respect to a portion ortipns of the Restricted Stock Grant at differémies during the Restriction Period. The
Committee may, in its discretion, also providegach complete or partial exceptions to the employmestriction as it deems equitable.

(b) Restrictions on Transfer and Legend on Stock Certi€ates.During the Restriction Period, the grantee maysedit assign, transfer,
pledge, or otherwise dispose of the shares of CamBtock except to a successor under Section 1@hé&tach certificate for shares of
Common Stock issued hereunder shall contain a tegeting appropriate notice of the restrictionghie grant.

(c) Escrow Agreement.The Committee may require the grantee to enterdntescrow agreement providing that the certifcate
representing the Restricted Stock Grant will remiaithe physical custody of an escrow holder wadtifestrictions are removed or expire.

(d) Lapse of Restrictions All restrictions imposed under the Restricted StGeknt shall lapse upon the expiration of the Ret&in Period
if the conditions as to employment set forth abbbsee been met. The grantee shall then be entdledve the legend removed from the
certificates.

(e) Dividends. The Committee shall, in its discretion, at the tioi¢ghe Restricted Stock Grant, provide that arwddinds declared on the
Common Stock during the Restriction Period shaliezibe (i) paid to the grantee, or (ii) accumuddta the benefit of the grantee and paid to
the grantee only after the expiration of the Restm Period.

() Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uhéesection and Performance Share Awards L
Section 7 shall not exceed, in the aggregate, llbmshares of Common Stock (such number of sharag be adjusted in accordance with
Section 4(c)).

9. Discontinuance or Amendment of the Plan

The Board of Directors may discontinue the #&Bny time and may from time to time amend orsethe terms of the ISP as permitted by
applicable statutes, except that it may not revakalter, in a manner unfavorable to the granté@sp Incentives hereunder, any Incentives
then outstanding, nor may the Board amend the li#tout stockholder approval where the absence cif sgpproval would cause the Plan to
fail to comply with Rule 16b-3 under the Securitteschange Act of 1934, or any other requiremergpgflicable law or regulation. No
Incentive shall be granted under the ISP after Biaez 31, 2000, but Incentives granted theretofaag extend beyond that date.

10. Nontransferability

Each Incentive Stock Option granted unded & shall not be transferable other than by willher laws of descent and distribution; each
other Incentive granted under the ISP may be temabfe subject to the terms and conditions as mastablished by the Committee in
accordance with regulations promulgated under gwifities Exchange Act of 1934, or any other ajjlie law or regulation.

11. No Right of Employment

The ISP and the Incentives granted hereuridst sot confer upon any Eligible Employee the tighcontinued employment with the
Company, its subsidiaries, its affiliates, its jomentures or the Merck Institute for Therapeutes®arch or affect in any way the right of
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such entities to terminate the employment of agiEl Employee at any time and for any reason.

12. Taxes

The Company shall be entitled to withhold dneount of any tax attributable to any option grengny amount payable or shares deliver
under the ISP after giving the person entitleceeive such amount or shares notice as far in agdvas practicable.

Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Opo Upon the occurrence of a Change in Controh &ock Option which is outstanding
immediately prior to the Change in Control, otheart the Key R&D Options, shall immediately becomléyfvested and exercisable.

2. Vesting of Key R&D Options.

(i) Subject to (a)(2)(ii) of this Schedule,arpthe occurrence of a Change in Control, eachR&p Option shall continue to be subject to
the performance-based vesting schedule applichbtetb immediately prior to the Change in Control.

(i) Notwithstanding (a)(2)(i) of this Scheeulif the Stock Options do not continue to be @uding following the Change in Control or are
not exchanged for or converted into options to pase securities of a successor entity (“Succesptoiz”), then, upon the occurrence of a
Change in Control, all or a portion of each Key R&ption shall immediately vest and become exertésibthe following percentages: (A) if
such Key R&D Option’s first milestone has not beeached before the date of the Change in Contéh af the then-unvested portion of the
Key R&D Option shall vest and become exercisabtetae remainder shall be forfeited; (B) if only bu€ey R&D Option’s first milestone has
been reached before the date of the Change in @o#2% of the then-unvested portion of the Key R&ption shall vest and become
exercisable and the remainder shall be forfeitad;(&) if such Key R&D Option’s first and secondestones have been reached before the
date of the Change in Control, 100% of the thenegted portion of the Key R&D Option shall vest d&mttome exercisable.

3. Post-Termination Exercise Period. If St@giions continue to be outstanding following thea@de in Control or are exchanged for or
converted into Successor Options, then the podf@such Stock Options or such Successor Optionapplicable, that is vested and exercis
immediately following the termination of employmeaitthe holder thereof after the Change in Corghalll remain exercisable following such
termination for five years from the date of suamtimation (but not beyond the remainder of the témareof) provided, however, that, if such
termination is by reason of gross misconduct, deatietirement (as these terms are applied to aszgrahted under the Plans), then those
provisions of the Plan that are applicable to mieation by reason of gross misconduct, deathteraent, if any, shall apply to such
termination. If the effect of vesting pursuanthéstSection (a) would cause a Stock Option or SasmeStock Option to terminate earlier the
such accelerated vesting had not occurred, thetethreof such Stock Option shall not expire eatien if such accelerated vesting had not
occurred.

4. Cashout of Stock Options. If the Stock @i do not continue to be outstanding following@enge in Control and are not exchanged
for or converted into Successor Options, each haltia vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for each shar€€ofmmon Stock subject to a vested and exercisallieng@an amount of cash determined by
the Committee prior to the Change in Control butdnevent less than the excess of the Change itr@@&rice over the exercise price thereof
(subject to any existing deferral elections theeffiect). If the consideration to be paid in a Giaim Control is not entirely shares of common
stock of an acquiring or resulting




corporation, then the Committee may, prior to the@e in Control, provide for the cancellation ofstanding Stock Options at the time of
Change in Control, in whole or in part, for caslhguant to this provision or may provide for the leege or conversion of outstanding Stock
Options at the time of the Change in Control, irolehor in part, and, in connection with any sucbvsion, may (but shall not be obligated to)
permit holders of Stock Options to make such edectirelated thereto as it determines are apprepriat

5. Incentive Stock Options Not Amended. Thest®n does not apply to any incentive stock optigthin the meaning of Section 422 of the
Internal Revenue Code.

(b) Restricted Stock Units and Performance Share Uts.

1. Vesting of Restricted Stock Units. Upon ¢leeurrence of a Change in Control, each unvestgiticted stock unit award which is
outstanding immediately prior to the Change in @aininder the Plan shall immediately become fuligted.

2. Vesting of Performance Share Units. Up@ndbcurrence of a Change in Control, each unvessgdrmance share unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become vesteth amount equal to the PSU Pro F
Amount.

3. Settlement of Restricted Stock Units anddPmance Share Units.

(i) If the Common Stock continues to be widegld and freely tradable following the Change on€ol or is exchanged for or converted
into securities of a successor entity that are lyideld and freely tradable, then the restrictextlsiunits and the vested performance share unit:
shall be paid in shares of Common Stock or suclratcurities as soon as practicable after thealake Change in Control (subject to any
existing deferral elections then in effect).

(i) If the Common Stock does not continud&widely held and freely tradable following thea@le in Control and is not exchanged fo
converted into securities of a successor entitydmawidely held and freely tradable, then therieted stock units and the vested performance
share units shall be paid in cash as soon as pabtgi after the date of the Change in Control exthip any existing deferral elections then in
effect).

(c) Other Provisions.

1. Except to the extent required by applicdébe for the entirety of the Protection Periock thaterial terms of the Plan shall not be
modified in any manner that is materially adverséhe Qualifying Participants (it being understdloat this Section (c) of this Schedule shall
not require that any specific type or levels ofiggawards be granted to Qualifying Participantofeing the Change in Control).

2. During the Protection Period, the Plan matybe amended or modified to reduce or eliminageprotections set forth in Section (c)(1) of
this Schedule and may not be terminated.

3. The Company shall pay all legal fees atated expenses (including the costs of expertsieevie and counsel) reasonably and in good
faith incurred by a Qualifying Participant if thauglifying Participant prevails on his or her cldion relief in an action (x) by the Qualifying
Participant claiming that the provisions of Sect{o)(1) or (c)(2) of this Schedule have been vidiatbut, for avoidance of doubt, excluding
claims for Plan benefits in the ordinary coursej &) if applicable, by the Company or the QuatifyiParticipant’s employer to enforce post-
termination covenants against the Qualifying Pgndict.

4. This section does not apply to any incengitock option within the meaning of Section 422hef Internal Revenue Code.
5. Anything in the Plan as amended by thise8ake notwithstanding, the Company reserves the tigmake such further changes as may
be required if and to the extent required to aaalderse consequences under the American Jobsd@réati of 2004, as amended.
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(d) Definitions.
For purposes of this Schedule, the followiagrs shall have the following meanings:

1. “Change in Control” shall have the mearsegforth in the Company’s Change in Control SepameBenefits Plan; provided, however,
that, as to any award under the Plan that consisieferred compensation subject to Section 409theiCode, the definition of “Change in
Control” shall be deemed modified to the extentassary to comply with Section 409A of the Code.

2. “Change in Control Price” shall mean, wiélspect to a share of Common Stock, the higheApthe highest reported sales price, regular
way, of such share in any transaction reportecherNew York Stock Exchange Composite Tape or atagonal exchange on which such
shares are listed or on the NASDAQ National Markeing the 10-day period prior to and including tle#e of a Change in Control and (B) if
the Change in Control is the result of a tendesxmwhange offer, merger, or other, similar corpotatasaction, the highest price per such share
paid in such tender or exchange offer, mergeroerpsimilar corporate transaction; provided thathe extent all or part of the consideration
paid in any such transaction consists of securitiesther non-cash consideration, the value of sechirities or other non-cash consideration
shall be determined by the Committee.

3. “Key R&D Options” shall mean those performa-based options granted to employees under thé&késearch and Development
Program described in the applicable Schedule t&tlies and Regulations for the Plan, if any.

4. “Protection Period” shall mean the periegibning on the date of the Change in Control ardirg) on the second anniversary of the date
of the Change in Control.

5. “PSU Pro Rata Amount” shall mean for eaelféd*mance Share Unit award, the amount deterntigedultiplying (x) and (y), where
(x) is the number of Target Shares subject to #irdoPmance Share Unit award times the Assumed Redioce Percentage and (y) is a fract
the numerator of which is the number of whole aadigl calendar months elapsed during the appkcpblformance period (counting any
partial month as a whole month for this purpose) tae denominator of which is the total number @iiths in the applicable performance
period. The Assumed Performance Percentage shdfteemined by (1) averaging the ranks during theaw Period as follows: (A) as to any
completed performance year as of the Change inr@pttte actual rank (except that, if fewer thand@@s have elapsed since the completic
such performance year, the Target Rank shall bé) uaed (B) as to any performance year that isrmglete or has not yet begun as of the
Change in Control, the Target Rank, (2) roundirgakierage rank calculated pursuant to the foregdagse (1) to the nearest whole number
using ordinary numerical rounding, and (3) using final Award Percentage associated with the nukstermined in the foregoing clause
The Target Rank is the rank associated with 100%erchart of Final Award Percentages.

6. “Qualifying Participants” shall mean thasedividuals who participate in the Plan (whethecagent or former employees) as of
immediately prior to the Change in Control.
(e) Application.

This Schedule shall apply to Stock Optionstrieted stock unit awards and performance shaiteawmrds under the Plans granted prior to
November 24, 200¢
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2001 INCENTIVE STOCK PLAN

The 2001 Incentive Stock Plan (“ISP”), effeetianuary 1, 2001, is established to encouragéogegs of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates ansl jbint ventures to acquire Common Stock in the gamy (“Common Stock”)lt is believed the
the ISP will stimulate employees’ efforts on then@any’s behalf, will tend to maintain and strengthieeir desire to remain with the
Company, will be in the interest of the Company asdtockholders and will encourage such employeésve a greater personal financial
investment in the Company through ownership o€itsnmon Stock.

1. Incentives

Incentives under the ISP may be granted incargyor a combination of (a) Incentive Stock Omi¢or other statutory stock options);
(b) Nonqualified Stock Options; (c) Stock ApprematRights; (d) Restricted Stock Grants and (efdPerance Shares (collectively
“Incentives”). All Incentives shall be subject teetterms and conditions set forth herein and th sticer terms and conditions as may be
established by the Compensation and Benefits Caeendf the Board of Directors (the “Committee”).

2. Eligibility

Regular full-time and part-time employeestd Company, its subsidiaries, its affiliates asdadtnt ventures, including officers, whether or
not directors of the Company, and employees ofrd y@nture partner or affiliate of the Company wirovide services to the joint venture v
such partner or affiliate, shall be eligible totgapate in the ISP (“Eligible Employees”) if desigted by the Committee. Directors of the
Company who are not regular employees are notddigdp participate in the ISP.

3. Administration

The ISP shall be administered by the Commifibe Committee shall be responsible for the adstriaiion of the ISP including, without
limitation, determining which Eligible Employeeseive Incentives, what kind of Incentives are madéer the ISP and for what number of
shares, and the other terms and conditions of kwentives. Determinations by the Committee unberl8P including, without limitation,
determinations of the Eligible Employees, the foamount and timing of Incentives, the terms andvigions of Incentives and the agreements
evidencing Incentives, need not be uniform and bwynade selectively among Eligible Employees witeike, or are eligible to receive,
Incentives hereunder, whether or not such Eligihigployees are similarly situated.

The Committee shall have the responsibilitgafistruing and interpreting the ISP and of esséiblg and amending such rules and
regulations as it may deem necessary or desirablé proper administration of the ISP. Any dewisbr action taken or to be taken by the
Committee, arising out of or in connection with twnstruction, administration, interpretation affe of the ISP and of its rules and
regulations, shall, to the maximum extent permitiggpplicable law, be within its absolute disaet{except as otherwise specifically
provided herein) and shall be conclusive and bigdipon the Company, all Eligible Employees and gengon claiming under or through any
Eligible Employee.

The Committee may delegate some or all gigtser and authority hereunder to the Chief Exeeutficer or other senior member of
management as the Committee deems appropriatadpth\nowever, that the Committee may not delegatguthority with regard to any
matter or action affecting an officer subject tet8® 16 of the Securities Exchange Act of 1934.

For the purpose of this section and all subsatjsections, the ISP shall be deemed to inchideptan and any comparable sub-plans
established by subsidiaries which, in the aggregétall constitute one plan governed by the temh$osth herein.




4. Shares Available for Incentives

(a) Shares Subject to Issuance or TransfeiSubject to adjustment as provided in Section 4¢cgdf, there is hereby reserved for issuance
under the ISP 95 million shares of Common Stocle 3tmares available for granting awards shall beeaszd by the number of shares as to
which options or other benefits granted under 8f have lapsed, expired, terminated or been cahdaladdition, any shares reserved for
issuance under the Company’s 1996 Incentive Sttark &d 1991 Incentive Stock Plan (“Prior Plane”gkcess of the number of shares as to
which options or other benefits have been awarderetinder, plus any such shares as to which opicother benefits granted under the Prior
Plans may lapse, expire, terminate or be cancshed|, also be reserved and available for issuanceigsuance under the ISP. Shares unde
ISP may be delivered by the Company from its auledrbut unissued shares of Common Stock or fromr@on Stock held in the Treasury.

(b) Limit on an Individual’s Incentives. In any given year, no Eligible Employee may recéieentives covering more than three
(3) million shares of the Company’s Common Stoclcfsnumber of shares shall be adjusted in accoedaith Section 4(c)).

(c) Adjustment of Shares.In the event of a reorganization, recapitalizat&tock split, stock dividend, extraordinary casbidénd,
combination of shares, merger, consolidation, ggttering, spin off, split off, split up or othsimilar change in the capital structure of the
Company, the Committee shall make equitable adgstento (i) the number and kind of shares authdrigeissuance under the ISP, (ii) the
number and kind of shares subject to outstandiogritives, (iii) the option price of Stock Optiongdg(iv) the grant value of Stock
Appreciation Rights. Any such determination shalffimal, binding and conclusive on all parties.

5. Stock Options

The Committee may grant options qualifyingrasentive Stock Options under the Internal Reve@ade of 1986, as amended, or any
successor code thereto (the “Code”), other statudptions under the Code and Nonqualified Optimudléctively “Stock Options”). Such
Stock Options shall be subject to the followingrierand conditions and such other terms and condiis the Committee may prescribe:

(a)Option Price. The option price per share with respect to eachk3@iption shall be determined by the Committee datl not be less
than 100% of the fair market value of the Commarckin the date the Stock Option is granted, aasraeted by the Committee.

(b)Period of Option. The period of each Stock Option shall be fixedhw €ommittee, but shall not exceed ten (10) years.

(c)Payment.No shares shall be issued until full payment ofapion price has been made. The option priceslmegyaid in cash or, if
the Committee determines, in shares of Common Sioekcombination of cash and shares. If the Cotemapproves the use of shares of
Common Stock as a payment method, the Committdeesttablish such conditions as it deems apprapfiat the use of Common Stock to
exercise a stock option. Stock options awarded uheel SP shall be exercised through the Compaugker-assisted stock option exercise
program, provided such program is available atithe of the option exercise, or by such other meahe Committee may determine from
time to time. The Committee may establish rules @modedures to permit an optionholder to deferge@mn of gain upon the exercise of a
stock option.

(d)Exercise of Option.The Committee shall determine how and when sharesred by a Stock Option may be purchased. The
Committee may establish waiting periods, the dateshich options become exercisable or “vested” exetcise periods, provided that in
no event (including those specified




in paragraphs (e), (f) and (g) of this section)lisdmay Stock Option be exercisable after its spediexpiration period.

(e)Termination of Employment. Upon the termination of a Stock Option grantee’pkyment (for any reason other than retirement,
death or termination for deliberate, willful or ggomisconduct), Stock Option privileges shall b&tkd to the shares which were
immediately exercisable at the date of such tertiinaThe Committee, however, in its discretionyrpaovide that any Stock Options
outstanding but not yet exercisable upon the teation of a Stock Option granteseémployment may become exercisable in accordaitht
a schedule as may be determined by the Committedh Stock Option privileges shall expire unlessreised or surrendered under a Stock
Appreciation Right within such period of time aftbe date of termination of employment as may babtished by the Committee, but in no
event later than the expiration date of the Stopkdd.

(f) Retirement. Upon retirement of a Stock Option grantee, StockdDpprivileges shall apply to those shares immiedijeexercisable at
the date of retirement. The Committee, howeveitsidiscretion, may provide that any Stock Optionsstanding but not yet exercisable
upon the retirement of a Stock Option grantee mepplne exercisable in accordance with a scheduteagidhe determined by the
Committee. Stock Option privileges shall expireass| exercised within such period of time as magdtablished by the Committee, but in
no event later than the expiration date of the IS@ption.

(g)Death. Upon the death of a Stock Option grantee, Stocko@grivileges shall apply to those shares whichenmmediately
exercisable at the time of death. The Committeeigver, in its discretion, may provide that any Kt@ptions outstanding but not yet
exercisable upon the death of a Stock Option geamigy become exercisable in accordance with a sdhed may be determined by the
Committee. Such privileges shall expire unless@ged by legal representative(s) within a periotime as determined by the Committee,
but in no event later than the expiration datehef $tock Option.

(h) Termination Due to Misconduct. If a Stock Option grantee’s employment is terrtedefor deliberate, willful or gross misconduct,
as determined by the Company, all rights undefStioek Option shall expire upon receipt of the ret€ such termination.

(i) Limits on Incentive Stock Options.Except as may otherwise be permitted by the CédeCbmmittee shall not grant to an Eligible
Employee Incentive Stock Options that, in the aggte, are first exercisable during any one calepdar to the extent that the aggregate
market value of the Common Stock, at the time tloehtive Stock Options are granted, exceeds $100¢dGuch other amount as the
Internal Revenue Service may decide from timentti

6. Stock Appreciation Rights

The Committee may, in its discretion, granight to receive the appreciation in the fair mankalue of shares of Common Stock (“Stock
Appreciation Right”) either singly or in combinatiavith an underlying Stock Option granted hereuratamnder the Prior Plans. Such Stock
Appreciation Rights shall be subject to the follogyterms and conditions and such other terms andittons as the Committee may prescribe:

(a)Time and Period of Grant. If a Stock Appreciation Right is granted with resp an underlying Stock Option, it may be grardéd
the time of the Stock Option grant or at any titmeréafter but prior to the expiration of the St@ition grant. If a Stock Appreciation Ric
is granted with respect to an underlying Stock @ptat the time the Stock Appreciation Right isngeal the Committee may limit the
exercise period for such Stock Appreciation Ritpefore and after which period no Stock Appreciaftight shall attach to the underlying
Stock Option. In no event shall the exercise pefiwd Stock Appreciation Right granted with resgecan underlying Stock Option exceed
the exercise period




for such Stock Option. If a Stock Appreciation Righgranted without an underlying Stock Optiore freriod for exercise of the Stock
Appreciation Right shall be set by the Committee.

(b)Value of Stock Appreciation Right.If a Stock Appreciation Right is granted with resip® an underlying Stock Option, the grantee
will be entitled to surrender the Stock Option whis then exercisable and receive in exchangeftirese amount equal to the excess of the
fair market value of the Common Stock on the dlageelection to surrender is received by the Compamey the Stock Option price
multiplied by the number of shares covered by tuelSOption which is surrendered. If a Stock Apdon Right is granted without an
underlying Stock Option, the grantee will receiy®n exercise of the Stock Appreciation Right an am&qual to the excess of the fair
market value of the Common Stock on the date thetieh to surrender such Stock Appreciation Righeceived by the Company over the
fair market value of the Common Stock on the daigrant multiplied by the number of shares covdrgdhe grant of the Stock
Appreciation Right.

(c)Payment of Stock Appreciation Right.Payment of a Stock Appreciation Right shall behim form of shares of Common Stock, cash
or any combination of shares and cash. The forpagfment upon exercise of such a right shall beraeted by the Committee either at the
time of grant of the Stock Appreciation Right otttz time of exercise of the Stock AppreciationiRig

7. Performance Share Awards

The Committee may grant awards under whicheayt may be made in shares of Common Stock, cashyocombination of shares and
cash if the performance of the Company or any slidnyi, division, affiliate or joint venture of tt@ompany selected by the Committee during
the Award Period meets certain goals establishetidZommittee (“Performance Share Awards”). SuetidPmance Share Awards shall be
subject to the following terms and conditions andrsother terms and conditions as the Committee pnescribe:

(a)Award Period and Performance GoalsThe Committee shall determine and include in adParénce Share Award grant the period
of time for which a Performance Share Award is m@@evard Period”). The Committee shall also establperformance objectives
(“Performance Goals”) to be met by the Companysgliary, division or joint venture during the Awapgriod as a condition to payment of
the Performance Share Award. The Performance Gaaysinclude earnings per share, return on stocldnsl@quity, return on assets, net
income or any other financial or other measureresteblished by the Committee. The Performance Goajsinclude minimum and
optimum objectives or a single set of objectives.

(b)Payment of Performance Share AwardsThe Committee shall establish the method of calmdahe amount of payment to be mi
under a Performance Share Award if the Perform&uads are met, including the fixing of a maximunympant. The Performance Share
Award shall be expressed in terms of shares of Com&tock and referred to as “Performance Sharetet ghe completion of an Award
Period, the performance of the Company, subsidd@iwsion or joint venture shall be measured agdims Performance Goals, and the
Committee shall determine whether all, none or@myion of a Performance Share Award shall be pHEig. Committee, in its discretion,
may elect to make payment in shares of Common Stash or a combination of shares and cash. Arty gagment shall be based on the
fair market value of Performance Shares on, opbas 8s practicable prior to, the date of payment.

(c)Revision of Performance GoalsAt any time prior to the end of an Award Periode ttommittee may revise the Performance Goals
and the computation of payment if unforeseen eveetar which have a substantial effect on the perémce of the Company, subsidiary,
division or joint




venture and which, in the judgment of the Commijtteake the application of the Performance Goalaiunhless a revision is made.

(d)Requirement of Employment.A grantee of a Performance Share Award must rematme employ of the Company until the
completion of the Award Period in order to be déatitto payment under the Performance Share Awaodjged that the Committee may, in
its discretion, provide for a full or partial payntevhere such an exception is deemed equitable.

(e)Dividends. The Committee may, in its discretion, at the timhéhe granting of a Performance Share Award, previtht any dividenc
declared on the Common Stock during the Award Eedad which would have been paid with respecttddPmance Shares had they been
owned by a grantee, be (i) paid to the granteéij)accumulated for the benefit of the grantee aadd to increase the number of
Performance Shares of the grantee.

(f) Limit on Performance Share Awards.Incentives granted as Performance Share Awards tinidesection and Restricted Stock
Grants under Section 8 shall not exceed, in theemgge, six (6) million shares of Common Stock (smember of shares shall be adjuste
accordance with Section 4(c)).

8. Restricted Stock Grants

The Committee may award shares of Common Stoekgrantee, which shares shall be subject tfofl@ving terms and conditions and
such other terms and conditions as the Committgeprescribe (“Restricted Stock Grant”):

(a)Requirement of Employment.A grantee of a Restricted Stock Grant must renrathé employment of the Company during a period
designated by the Committee (“Restriction Periad™drder to retain the shares under the Restristedk Grant. If the grantee leaves the
employment of the Company prior to the end of tlestRction Period, the Restricted Stock Grant desithinate and the shares of Common
Stock shall be returned immediately to the Compganoyided that the Committee may, at the time ofgtemnt, provide for the employment
restriction to lapse with respect to a portion ortjpns of the Restricted Stock Grant at differimies during the Restriction Period. The
Committee may, in its discretion, also providegach complete or partial exceptions to the employmestriction as it deems equitable.

(b)Restrictions on Transfer and Legend on Stock Certi€ates.During the Restriction Period, the grantee maysedit assign, transfer,
pledge or otherwise dispose of the shares of Confatock. Each certificate for shares of Common Stssked hereunder shall contain a
legend giving appropriate notice of the restricsiom the grant.

(c)Escrow Agreement.The Committee may require the grantee to enterdantescrow agreement providing that the certifcate
representing the Restricted Stock Grant will remiaithe physical custody of an escrow holder wadtifestrictions are removed or expire.

(d)Lapse of Restrictions.All restrictions imposed under the Restricted St@cknt shall lapse upon the expiration of the Re&in
Period if the conditions as to employment set fattbve have been met. The grantee shall then lieénid have the legend removed from
the certificates.

(e)Dividends. The Committee shall, in its discretion, at the tiofiehe Restricted Stock Grant, provide that arwd#inds declared on the
Common Stock during the Restriction Period shaliezibe (i) paid to the grantee, or (ii) accumuddis the benefit of the grantee and paid
to the grantee only after the expiration of thetRetson Period.




(f) Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uthitesection and Performance Share Awards
under Section 7 shall not exceed, in the aggregat€6) million shares of Common Stock (such nundfeshares shall be adjusted in
accordance with Section 4(c)).

9. Transferability

Each Incentive Stock Option granted unded 8 shall not be transferable other than by willher laws of descent and distribution; each
other Incentive granted under the ISP will nottamsferable or assignable by the recipient, and moaye made subject to execution,
attachment or similar procedures, other than byavithe laws of descent and distribution or agdeined by the Committee in accordance
with regulations promulgated under the Securitieshange Act of 1934, or any other applicable lawegulation.

10. Discontinuance or Amendment of the Plan

The Board of Directors may discontinue the é&Rny time and may from time to time amend oisesthe terms of the ISP as permitted by
applicable statutes, except that it may not revakater, in a manner unfavorable to the grantéesp Incentives hereunder, any Incentives
then outstanding, nor may the Board amend the li#tout stockholder approval where the absence cif sgpproval would cause the Plan to
fail to comply with Rule 16b-3 under the Securitieschange Act of 1934, or any other requiremergpgflicable law or regulation. Unless
approved by the Company’s stockholders, no adjustsnar reduction of the exercise price of any @umding Incentives shall be made by
cancellation of outstanding Incentives and the sgbent regranting of Incentives at a lower pricthtosame individual. No Incentive shall be
granted under the ISP after December 31, 2003nloantives granted theretofore may extend beyoatdate.

11. No Right of Employment or Participation

The ISP and the Incentives granted hereurtdgl ot confer upon any Eligible Employee the tigghcontinued employment with the
Company, its subsidiaries, its affiliates or itsiforentures or affect in any way the right of setttities to terminate the employment of an
Eligible Employee at any time and for any reasoo.imdlividual shall have a right to be granted atehtive, or having been granted an
Incentive, to receive any future Incentives.

12. No Limitation on Compensation

Nothing in the ISP shall be construed to lithé right of the Company to establish other plan® pay compensation to its employees, in
cash or property, in a manner which is not expyeassthorized under the ISP.
13. No Impact on Benefits

Except as may otherwise be specifically statedler any employee benefit plan, policy or programamount payable in respect of any
Incentive shall be treated as compensation forgaep of calculating an employee’s right under arghlan, policy or program.
14. No Constraint on Corporate Action

Nothing in the ISP shall be construed (i)itoit, impair or otherwise affect the Company’s tigin power to make adjustments,
reclassifications, reorganizations or changessofapital or business structure, or to merge osaltate, or dissolve, liquidate, sell or transfer
all or any part of its business or assets, oefiept as provided in Section 10, to limit the tighpower of the Company or any subsidiary to
take any action which such entity deems to be sacg®r appropriate.
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15. Withholding Taxes

The Company shall be entitled to deduct frow payment under the ISP, regardless of the forsuoh payment, the amount of all
applicable income and employment taxes requireldyto be withheld with respect to such paymennay require the Eligible Employee to
pay to it such tax prior to and as a conditionhaf inaking of such payment. In accordance with gpjieable administrative guidelines it
establishes, the Committee may allow an Eligiblepkrtyee to pay the amount of taxes required by @bet withheld from an Incentive by
withholding from any payment of Common Stock duaassult of such Incentive, or by permitting tHggible Employee to deliver to the
Company, shares of Common Stock having a fair matdee, as determined by the Committee, equdiéammount of such required
withholding taxes.

16. Governing Law
The ISP, and all agreements hereunder, sbalbhstrued in accordance with and governed biathe of the State of New Jersey.

Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Opso Upon the occurrence of a Change in Controh &ock Option which is
outstanding immediately prior to the Change in @anbther than the Key R&D Options, shall immedlgtbecome fully vested and
exercisable.

2. Vesting of Key R&D Options.

(i) Subject to (a)(2)(ii) of this Schedule,anpthe occurrence of a Change in Control, eachK&E Option shall continue to be subject
the performance-based vesting schedule applichbteto immediately prior to the Change in Control.

(ii) Notwithstanding (a)(2)(i) of this Scheeuylif the Stock Options do not continue to be @uiding following the Change in Control or
are not exchanged for or converted into optiorputehase securities of a successor entity (“Suocé&ygtions”), then, upon the occurrence
of a Change in Control, all or a portion of eaclylR&D Option shall immediately vest and become eisable in the following
percentages: (A) if such Key R&D Option’s first estone has not been reached before the date Ghdwgge in Control, 14% of the then-
unvested portion of the Key R&D Option shall vesstldecome exercisable and the remainder shallrbestéad; (B) if only such Key R&D
Option’s first milestone has been reached befoealtite of the Change in Control, 42% of the thevested portion of the Key R&D Option
shall vest and become exercisable and the remash@dirbe forfeited; and (C) if such Key R&D Optisfirst and second milestones have
been reached before the date of the Change in @oh@0% of the then-unvested portion of the KeyIR&ption shall vest and become
exercisable.

3. Post-Termination Exercise Period. If St@giions continue to be outstanding following thea@de in Control or are exchanged for or
converted into Successor Options, then the podf@uch Stock Options or such Successor Optionspplicable, that is vested and
exercisable immediately following the terminatidremployment of the holder thereof after the Chaing€ontrol shall remain exercisable
following such termination for five years from ttlate of such termination (but not beyond the redetiof the term thereof) provided,
however, that, if such termination is by reasogralss misconduct, death or retirement (as thesgstare applied to awards granted under
the Plans), then those provisions of the Planahatpplicable to a termination by reason of gnissonduct, death or retirement, if any,
shall apply to such termination. If the effect ekting pursuant to this Section (a) would caus®ek3Option or
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Successor Stock Option to terminate earlier thandh accelerated vesting had not occurred, thetetim of such Stock Option shall not
expire earlier than if such accelerated vestingr@tdbccurred.

4. Cashout of Stock Options. If the Stock Ops$i do not continue to be outstanding following@eange in Control and are not
exchanged for or converted into Successor Optieesh holder of a vested and exercisable option lsbantitled to receive, as soon as
practicable following the Change in Control, fockahare of Common Stock subject to a vested aatisable option, an amount of cash
determined by the Committee prior to the Chang@&adntrol but in no event less than the excess o€tenge in Control Price over the
exercise price thereof (subject to any existingdef elections then in effect). If the consideratio be paid in a Change in Control is not
entirely shares of common stock of an acquiringesulting corporation, then the Committee may, mieathe Change in Control, provide
the cancellation of outstanding Stock Options attiime of the Change in Control, in whole or intpor cash pursuant to this provision or
may provide for the exchange or conversion of auding Stock Options at the time of the Changedntfl, in whole or in part, and, in
connection with any such provision, may (but shall be obligated to) permit holders of Stock Opditm make such elections related the
as it determines are appropriate.

5. Incentive Stock Options Not Amended. Thest®n does not apply to any incentive stock optidthin the meaning of Section 422 of
the Internal Revenue Code.

(b) Restricted Stock Units and Performance Share Units.

1. Vesting of Restricted Stock Units. Upon tleeurrence of a Change in Control, each unvestgiticted stock unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fulbgted.

2. Vesting of Performance Share Units. Up@ndbcurrence of a Change in Control, each unvgstefdrmance share unit award whicl
outstanding immediately prior to the Change in @aininder the Plan shall immediately become vesteth amount equal to the PSU Pro
Rata Amount.

3. Settlement of Restricted Stock Units anddPmance Share Units.

(i) If the Common Stock continues to be wideéld and freely tradable following the Change on€ol or is exchanged for or converted
into securities of a successor entity that are lyitleld and freely tradable, then the restrictetistunits and the vested performance share
units shall be paid in shares of Common Stock ohsither securities as soon as practicable aftedidite of the Change in Control (subject
to any existing deferral elections then in effect).

(i) If the Common Stock does not continud&widely held and freely tradable following thea@le in Control and is not exchanged
or converted into securities of a successor etitdy are widely held and freely tradable, thenréstricted stock units and the vested
performance share units shall be paid in cash@s & practicable after the date of the ChangeointrGl (subject to any existing deferral
elections then in effect).

(c) Other Provisions.

1. Except to the extent required by applicddne for the entirety of the Protection Period thaterial terms of the Plan shall not be
modified in any manner that is materially adverséhe Qualifying Participants (it being understdloat this Section (c) of this Schedule
shall not require that any specific type or lexalgquity awards be granted to Qualifying Partioigafollowing the Change in Control).

2. During the Protection Period, the Plan matybe amended or modified to reduce or eliminageprotections set forth in Section (c)(1)
of this Schedule and may not be terminated.




3. The Company shall pay all legal fees afated expenses (including the costs of expertslezwie and counsel) reasonably and in ¢
faith incurred by a Qualifying Participant if thauglifying Participant prevails on his or her cldion relief in an action (x) by the Qualifying
Participant claiming that the provisions of Sect{o)(1) or (c)(2) of this Schedule have been vidiatbut, for avoidance of doubt, excluding
claims for Plan benefits in the ordinary coursej &) if applicable, by the Company or the QualifyiParticipant’s employer to enforce
post-termination covenants against the QualifyiagiBipant.

4. This section does not apply to any incengitock option within the meaning of Section 422hef Internal Revenue Code.

5. Anything in the Plan as amended by thise8ake notwithstanding, the Company reserves th# tigmake such further changes as
may be required if and to the extent required wwicadverse consequences under the American Jelagi@r Act of 2004, as amended.

(d) Definitions.
For purposes of this Schedule, the followiagrs shall have the following meanings:

1. “Change in Control” shall have the mearsegforth in the Compang’Change in Control Separation Benefits Plan; jpledj howeve
that, as to any award under the Plan that consigteferred compensation subject to Section 409theiCode, the definition of “Change in
Control” shall be deemed modified to the extentassary to comply with Section 409A of the Code.

2. “Change in Control Price” shall mean, wiglspect to a share of Common Stock, the highehpthe highest reported sales price,
regular way, of such share in any transaction tepoon the New York Stock Exchange Composite Tapmteer national exchange on wh
such shares are listed or on the NASDAQ Nationalkgtaduring the 10-day period prior to and inclglthe date of a Change in Control
and (B) if the Change in Control is the result ¢éader or exchange offer, merger, or other, singiteporate transaction, the highest price
per such share paid in such tender or exchangg oférger or other, similar corporate transactmoyided that, to the extent all or part of
the consideration paid in any such transactionistmef securities or other non-cash consideratimayalue of such securities or other non-
cash consideration shall be determined by the Cdteeni

3. “Key R&D Options” shall mean those perfomma-based options granted to employees under th&Riésearch and Development
Program described in the applicable Schedule t&tlies and Regulations for the Plan, if any.

4. “Protection Period” shall mean the periegjibning on the date of the Change in Control ardirey on the second anniversary of the
date of the Change in Control.

5. “PSU Pro Rata Amount” shall mean for eaelféd*mance Share Unit award, the amount deterntigedultiplying (x) and (y), where
(x) is the number of Target Shares subject to #mfoRmance Share Unit award times the Assumed Pedgicce Percentage and (y) is a
fraction, the numerator of which is the number dioke and partial calendar months elapsed duringppiicable performance period
(counting any partial month as a whole month fig gurpose) and the denominator of which is thal taamber of months in the applicable
performance period. The Assumed Performance Pergershall be determined by (1) averaging the rdokieg the Award Period as
follows: (A) as to any completed performance yeaofthe Change in Control, the actual rank (exteqt, if fewer than 90 days have
elapsed since the completion of such performanag ylee Target Rank shall be used), and (B) asygarformance year that is incomplete
or has not yet begun as of the Change in ContrelTarget Rank, (2) rounding the average rank ket pursuant to the foregoing clause
(1) to the nearest whole number using ordinary




numerical rounding, and (3) using the Final Awaedd@ntage associated with the number determinggkiforegoing clause (2). The Target
Rank is the rank associated with 100% on the afdfinal Award Percentages.

6. “Qualifying Participants” shall mean thasdividuals who participate in the Plan (whethecasent or former employees) as of
immediately prior to the Change in Control.

(e) Application.
This Schedule shall apply to Stock Opiaestricted stock unit awards and performanceesingit awards under the Plans granted prior
to November 24, 2004.
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MERCK & CO., INC.
2004 INCENTIVE STOCK PLAN
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MERCK & CO., INC.
2004 INCENTIVE STOCK PLAN
(Amended December 19, 2006)

1. Purpose

The 2004 Incentive Stock Plan (the “Plan”jeefive May 1, 2003, is established to encouragpleyees of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates ansd jibint ventures to acquire Common Stock in the Gamy (“Common Stock”)lt is believed the
the Plan will serve the interests of the Company itmistockholders because it allows employeesit@ la greater personal financial interest in
the Company through ownership of, or the rightaquare its Common Stock, which in turn will stimtéeemployees’ efforts on the Company’s
behalf, and maintain and strengthen their desirertmain with the Company. It is believed that thenRalso will assist in the recruitment of
employees.

2. Administration

The Plan shall be administered by the Compgersand Benefits Committee of the Board of Direstof the Company (the “Committee”).
A Director of the Company may serve on the Commaitiely if he or she (i) is a “Non-Employee Directtor purposes of Rule 16B-under th
Securities Exchange Act of 1934, as amended (tlelf&nge Act”), and (i) satisfies the requiremeritan “outside director” for purposes of
Section 162(m) of the Internal Revenue Code (thed&C). The Committee shall be responsible for tthmiaistration of the Plan including,
without limitation, determining which Eligible Emp}ees receive Incentives, the types of Incentikieyg teceive under the Plan, the number of
shares covered by Incentives granted under the Btahthe other terms and conditions of such Irieesit Determinations by the Committee
under the Plan including, without limitation, detenations of the Eligible Employees, the form, amioand timing of Incentives, the terms and
provisions of Incentives and the writings evidegcincentives, need not be uniform and may be maetively among Eligible Employees
who receive, or are eligible to receive, Incentiieseunder, whether or not such Eligible Employaressimilarly situated.

The Committee shall have the responsibilitgafistruing and interpreting the Plan, including tight to construe disputed or doubtful Plan
provisions, and of establishing, amending and caimg} such rules and regulations as it may deeragsszey or desirable for the proper
administration of the Plan. Any decision or actiaken or to be taken by the Committee, arisingodatr in connection with the construction,
administration, interpretation and effect of tharPand of its rules and regulations, shall, tontfaximum extent permitted by applicable law,
within its absolute discretion (except as othervgigecifically provided herein) and shall be fifahding and conclusive upon the Company, all
Eligible Employees and any person claiming undeghosugh any Eligible Employee.

The Committee, as permitted by applicableestat, may delegate any or all of its power andharity hereunder to the Chief Executive
Officer or such other senior member of managemetha Committee deems appropriate; provided, horyévat the Committee may not
delegate its authority with regard to any matteadion affecting an officer subject to Sectionaféhe Exchange Act and that no such
delegation shall be made in the case of Incentivesided to be qualified under Section 162(m) ef @ode.

For the purpose of this section and all subsatjsections, the Plan shall be deemed to in¢hidd’lan and any comparable sub-plans
established by subsidiaries which, in the aggreghtall constitute one Plan governed by the teenh$osth herein.

3. Eligibility

(a)Employees.Regular full-time and part-time employees emploggdhe Company, its parent, if any, or its subsids its affiliates
and its joint ventures, including officers, whetleemot directors of the Company, and employeesjofnt venture partner or affiliate of the
Company who provide services to the joint ventuith wuch partner or affiliate (each such persoriEanployee”), shall be eligible to
participate in the Plan if designated by the Corteri(“Eligible Employees”).

(b)Non-employeesThe term “Employee” shall not include any of thédwing (collectively, “Excluded Persons”): a ditec who is not
an employee or an officer; a person who is an ieddpnt




contractor, or agrees or has agreed that he/sdreirglependent contractor; a person who has ameagmt or understanding with the
Company, or any of its affiliates or joint venty@rtners that he/she is not an employee or andididimployee, even if he/she previously
had been an employee or Eligible Employee; a perdunis employed by a temporary or other employnagpeincy, regardless of the
amount of control, supervision or training providgdthe Company or its affiliates; or a “leased type” as defined under Section 414
(n) of the Code. An Excluded Person is not an BlggEmployee and cannot receive Incentives evarcdurt, agency or other authority
rules that he/she is a common-law employee of tagany or its affiliates.

(c)No Right To Continued Employment.Nothing in the Plan shall interfere with or limit any way the right of the Company, its
parent, its subsidiaries, its affiliates or itsmjoventures to terminate the employment of anyigipent at any time, nor confer upon any
participant the right to continue in the employttid Company, its parent, its subsidiaries, itdiaféis or its joint ventures. No Eligible
Employee shall have a right to receive an Incertivany other benefit under this Plan or havinghbgranted an Incentive or other benefit,
to receive any additional Incentive or other beméfeither the award of an Incentive nor any begaefiising under such Incentives shall
constitute an employment contract with the Comp#@syparent, its subsidiaries, its affiliates arjiint ventures, and, accordingly, this Plan
and the benefits hereunder may be terminated atirmeyin the sole and exclusive discretion of tleempany without giving rise to liability
on the part of the Company, its parent, its subsies, its affiliates or its joint ventures for seance. Except as may be otherwise specifi
stated in any other employee benefit plan, policgrogram, neither any Incentive under this Planamy amount realized from any such
Incentive shall be treated as compensation forpamgoses of calculating an employee’s benefit uaggrsuch plan, policy or program.

4. Term of the Plan

This Plan shall be effective as of May 1, 20fiibject to the approval of the Plan by the aféitiwe vote of the stockholders of the Company
entitled to vote thereon at the time of such apakaMo Incentive shall be granted under the Pl#er &pril 30, 2013, but the term and exercise
of Incentives granted theretofore may extend beybatidate.

5. Incentives

Incentives under the Plan may be granted ynose or a combination of (a) Incentive Stock Omsio(b) Nonqualified Stock Options,
(c) Stock Appreciation Rights, (d) Restricted St@iants, (e) Performance Shares, (f) Share Awardg@ Phantom Stock Awards
(collectively “Incentives”). All Incentives shallebsubject to the terms and conditions set fortkiheand to such other terms and conditions as
may be established by the Committee.

6. Shares Available for Incentives

(a)Shares Available.Subject to the provisions of Section 6(c), the mmaxin nhumber of shares of Common Stock of the Com tizaty
may be issued under the Plan is 115 million. Argrel under this Plan or under the predecessortimeedtock Plans that are not purchased
or awarded under an Incentive that has lapsedregkgierminated or been cancelled, may be usetthédiurther grant of Incentives under
Plan. Incentives and similar awards issued by &ityehat is merged into or with the Company, acgdiby the Company or otherwise
involved in a similar corporate transaction witke filompany are not considered issued under this Bkares under this Plan may be
delivered by the Company from its authorized bussured shares of Common Stock or from issued aaatjtered Common Stock held as
treasury stock, or both. In no event shall fradimshares of Common Stock be issued under the Plan.

(b)Limit on an Individual's Incentives. In any calendar year, no Eligible Employee may ikex@) Incentives covering more than
3 million shares of the Company’s Common Stock lisuember of shares shall be adjusted in accordaitheSection 6(c)), or (i) any
Incentive if such person owns more than 10 perogtite stock of the Company within the meaning eét®n 422 of the Code, or (iii) any
Incentive Stock Option, as defined in Section 42the Code, that would result in such person réngia grant of Incentive Stock Options
for stock that would have an aggregate fair maviéie in excess of $100,000, determined as ofithe that the Incentive Stock Option is
granted, that would be exercisable for the firsitiby such person during any calendar year.
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(c)Adjustment of Shares.In the event of a reorganization, recapitalizat&tock split, stock dividend, extraordinary castiaind,
combination of shares, merger, consolidation, sgitering, spin off, split off, split up or othsimilar change in the capital structure of the
Company, the Committee shall make equitable adgstento (i) the number and kind of shares authdrizeissuance under the Plan,

(ii) the number and kind of shares subject to @amding Incentives, (iii) the option price of StdOktions and (iv) the grant value of Stock
Appreciation Rights. Any such determination shalffimal, binding and conclusive on all parties.

7. Stock Options

The Committee may grant options qualifyingrasentive Stock Options as defined in Section 42the Code, and options other than
Incentive Stock Options (“Nonqualified Options”p{lectively “Stock Options”). Such Stock Optionsaithe subject to the following terms
and conditions and such other terms and conditisrtbe Committee may prescribe:

(a)Stock Option Price.The option price per share with respect to eachkS@iption shall be determined by the Committee,Stwatll not
be less than 100 percent of the fair market vaftbe@Common Stock on the date the Stock Optigrasted, as determined by the
Committee.

(b)Period of Stock Option.The period of each Stock Option shall be fixed ey Committee, provided that the period for all &toc
Options shall not exceed ten years from the graotzided further, however, that, in the event & tleath of an Optionee prior to the
expiration of a Nonqualified Option, such Nonqualif Option may, if the Committee so determinesgxercisable for up to eleven years
from the date of the grant. The Committee may, sgbsnt to the granting of any Stock Option, extiredterm thereof, but in no event shall
the extended term exceed ten years from the ofigiaat date.

(c)Exercise of Stock Option and Payment ThereforeNo shares shall be issued until full payment ofdpgon price has been made.
The option price may be paid in cash or, if the @otiee determines, in shares of Common Stock anabination of cash and shares of
Common Stock. If the Committee approves the ushafes of Common Stock as a payment method, therfttea shall establish such
conditions as it deems appropriate for the useamhi@on Stock to exercise a Stock Option. Stock @gtewarded under the Plan shall be
exercised through such procedure or program aSdhemittee may establish or define from time to timbich may include a designated
broker that must be used in exercising such Stquko®s. The Committee may establish rules and phaees to permit an optionholder to
defer recognition of gain upon the exercise of@sOption.

(d)First Exercisable Date. The Committee shall determine how and when sharesred by a Stock Option may be purchased. The
Committee may establish waiting periods, the datewhich Stock Options become exercisable or “wEst@d, subject to paragraph (b) of
this section, exercise periods. The Committee ncaglarate the exercisability of any Stock Optiomportion thereof.

(e)Termination of Employment. Unless determined otherwise by the Committee, upertermination of a Stock Option grantee’s
employment (for any reason other than gross miseoidStock Option privileges shall be limited hetshares that were immediately
exercisable at the date of such termination. The@ittee, however, in its discretion, may providattAny Stock Options outstanding but
not yet exercisable upon the termination of a Stopkion grantee’s employment may become exercisaldecordance with a schedule
determined by the Committee. Such Stock Optionilpges shall expire unless exercised within suciodeof time after the date of
termination of employment as may be establishetheyCommittee, but in no event later than the extjoin date of the Stock Option.

(f) Termination Due to Misconduct. If a Stock Option grantee’s employment is terrtedaor gross misconduct, as determined by the
Company, all rights under the Stock Option shafliexupon the date of such termination.

(g)Limits on Incentive Stock Options. Except as may otherwise be permitted by the Cawl&ligible Employee may not receive a
grant of Incentive Stock Options for stock that Vaoliave an aggregate fair market value in exce§400,000 (or such other amount as the
Internal Revenue Service may decide from timen®}j determined as of the time that the IncentteelSOption is granted, that would be
exercisable for the first time by such person dyany calendar year.
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8. Stock Appreciation Rights

The Committee may, in its discretion, granigat to receive the appreciation in the fair mankaue of shares of Common Stock (“Stock
Appreciation Right”) either singly or in combinatiovith an underlying Stock Option granted hereun8eich Stock Appreciation Right shall
be subject to the following terms and conditiond anch other terms and conditions as the Commiti®e prescribe:

(a)Time and Period of Grant. If a Stock Appreciation Right is granted with respt® an underlying Stock Option, it may be grardéed
the time of the Stock Option grant or at any titmeréafter but prior to the expiration of the St@gition grant. If a Stock Appreciation Ric
is granted with respect to an underlying Stock @ptat the time the Stock Appreciation Right isngeal the Committee may limit the
exercise period for such Stock Appreciation Riplefore and after which period no Stock Appreciattight shall attach to the underlying
Stock Option. In no event shall the exercise pefiwd Stock Appreciation Right granted with redgecan underlying Stock Option exceed
the exercise period for such Stock Option. If acBtappreciation Right is granted without an underyStock Option, the period for
exercise of the Stock Appreciation Right shall éels/ the Committee.

(b)Value of Stock Appreciation Right.If a Stock Appreciation Right is granted with resp® an underlying Stock Option, the grantee
will be entitled to surrender the Stock Option whis then exercisable and receive in exchangeftirema amount equal to the excess of the
fair market value of the Common Stock on the dlagealection to surrender is received by the Compaagcordance with exercise
procedures established by the Company over th&k &ption price (the “Spread”) multiplied by the nber of shares covered by the Stock
Option which is surrendered. If a Stock AppreciatRight is granted without an underlying Stock ©Optithe grantee will receive upon
exercise of the Stock Appreciation Right an amaantal to the excess of the fair market value ofGhenmon Stock on the date the election
to surrender such Stock Appreciation Right is nesgtiby the Company in accordance with exercisegutaes established by the Company
over the fair market value of the Common Stocklmndate of grant multiplied by the number of shamsered by the grant of the Stock
Appreciation Right. Notwithstanding the foregoimgjts sole discretion the Committee at the timgrénts a Stock Appreciation Right may
provide that the Spread covered by such Stock Aygien Right may not exceed a specified amount.

(c)Payment of Stock Appreciation Right.Payment of a Stock Appreciation Right shall behim form of shares of Common Stock, cash
or any combination of shares and cash. The forpagfment upon exercise of such a right shall beraeted by the Committee either at the
time of grant of the Stock Appreciation Right otttz time of exercise of the Stock AppreciationiRig

9. Performance Share Awards

The Committee may grant awards under whichheayt may be made in shares of Common Stock, cashyocombination of shares and
cash if the performance of the Company or its paseany subsidiary, division, affiliate or joinemture of the Company selected by the
Committee during the Award Period meets certaiisgestablished by the Committee (“Performance SAarards”). Such Performance Share
Awards shall be subject to the following terms aodditions and such other terms and conditionb@afommittee may prescribe:

(a)Award Period and Performance GoalsThe Committee shall determine and include in adParénce Share Award grant the period
of time for which a Performance Share Award is m@@evard Period”). The Committee also shall establperformance objectives
(“Performance Goals”) to be met by the Companypdient, subsidiary, division, affiliate or joineénture of the Company during the Award
Period as a condition to payment of the Perform&@tare Award. The Performance Goals may includeegtréce, pre-tax profits, earnings
per share, return on stockholders’ equity, returrassets, sales, net income or any combinatiomeofaregoing or, solely for an Award not
intended to constitute “performance-based compemsainder Section 162(m) of the Code, any otheafficial or other measurement
established by the Committee. The Performance Goajsinclude minimum and optimum objectives orragk set of objectives.

(b)Payment of Performance Share AwardsThe Committee shall establish the method of calmgahe amount of payment to be m;
under a Performance Share Award if the Perform&uas are met, including the fixing of a maximunypant. The Performance Share
Award shall be expressed in terms of shares of Com&tock and referred to as “Performance Sharef$ér ghe completion of an Award
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Period, the performance of the Company, its paseisidiary, division, affiliate or joint venturé the Company shall be measured against
the Performance Goals, and the Committee shaltméte, in accordance with the terms of such Peréorce Share Award, whether all,
none or any portion of a Performance Share Awaatl ble paid. The Committee, in its discretion, nedgct to make payment in shares of
Common Stock, cash or a combination of shares ask. @ny cash payment shall be based on the fakehaalue of Performance Shares
on or as soon as practicable prior to, the dafgmgment. The Committee may establish rules andegitores to permit a grantee to defer
recognition of income upon the attainment of a &enrfince Share Award.

(c)Revision of Performance GoalsAs to any Award not intended to constitute “perfarme-based compensation” under Section 162
(m) of the Code, at any time prior to the end ofavard Period, the Committee may revise the Perforte Goals and the computation of
payment if unforeseen events occur which have ataobal effect on the performance of the Compésyparent, subsidiary, division,
affiliate or joint venture of the Company and whiaihthe judgment of the Committee, make the appibe of the Performance Goals unfair
unless a revision is made.

(d)yRequirement of Employment.A grantee of a Performance Share Award must reingime employ of the Company, its parent,
subsidiary, affiliate or joint venture until theropletion of the Award Period in order to be entitte payment under the Performance Share
Award; provided that the Committee may, in its dision, provide for a full or partial payment whegch an exception is deemed equita

(e)Dividends. The Committee may, in its discretion, at the timhéhe granting of a Performance Share Award, previdht any dividenc
declared on the Common Stock during the Award Feaad which would have been paid with respectetddPmance Shares had they been
owned by a grantee, be (i) paid to the granteéij)accumulated for the benefit of the grantee ased to increase the number of
Performance Shares of the grantee.

(H) Limit on Performance Share Awards.Incentives granted as Performance Share Awards tinidesection, Restricted Stock Grants
under Section 10 and Other Share Based Awards B&i#ion 11 shall not exceed, in the aggregatejilldn shares of Common Stock
(such number of shares shall be adjusted in acnoedaith Section 6(c)).

10. Restricted Stock Grants

The Committee may award shares of Common Stoek Eligible Employee, which shares shall bgexttio the following terms and
conditions and such other terms and conditione@€bmmittee may prescribe (“Restricted Stock Gyant

(a)Requirement of Employment.A grantee of a Restricted Stock Grant must renrathé employment of the Company during a period
designated by the Committee (“Restriction Periad"rder to retain the shares under the RestriStedk Grant. If the grantee leaves the
employment of the Company prior to the end of tlestRction Period, the Restricted Stock Grant sfesthinate and the shares of Common
Stock shall be returned immediately to the Compganoyided that the Committee may, at the time ofgrant, provide for the employment
restriction to lapse with respect to a portion ortjpns of the Restricted Stock Grant at differimies during the Restriction Period. The
Committee may, in its discretion, also providegach complete or partial exceptions to the emplaymestriction as it deems equitable.

(b)Restrictions on Transfer and Legend on Stock Certi€ates.During the Restriction Period, the grantee maysedl{ assign, transfer,
pledge or otherwise dispose of the shares of Confatock. Each certificate for shares of Common Steskied hereunder shall contain a
legend giving appropriate notice of the restricsiamthe grant.

(c)Escrow Agreement.The Committee may require the grantee to enterantescrow agreement providing that the certifcate
representing the Restricted Stock Grant will reniaithe physical custody of an escrow holder wadtitestrictions are removed or expire.

(d)Lapse of Restrictions.All restrictions imposed under the Restricted StGcknt shall lapse upon the expiration of the Re&in
Period if the conditions as to employment set fattbve have been met. The grantee shall then likeénod have the legend removed from
the certificates. The Committee may establish




rules and procedures to permit a grantee to deergnition of income upon the expiration of the tReson Period.

(e)Dividends. The Committee shall, in its discretion, at the tiofiehe Restricted Stock Grant, provide that arwd#inds declared on the
Common Stock during the Restriction Period shaliezibe (i) paid to the grantee, or (ii) accumuddta the benefit of the grantee and paid
to the grantee only after the expiration of thetRetson Period.

(f) Performance Goals.The Committee may designate whether any Restristeck Grant is intended to be “performance-based
compensation” as that term is used in Section 1pathe Code. Any such Restricted Stock Grantgtestied to be “performance-based
compensation” shall be conditioned on the achievgratone or more Performance Goals (as define&kkittion 9(a)), to the extent required
by Section 162(m).

(g)Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uhdesection, Performance Share Awards under
Section 9 and Other Share Based Awards under &ektlighall not exceed, in the aggregate, 12 mibisares of Common Stock (such
number of shares shall be adjusted in accordantteSeiction 6(c)).

11. Other Share-Based Awards

The Committee may grant an award of shareswfmon stock (a “Share Award”) to any Eligible Eoy#e on such terms and conditions as
the Committee may determine in its sole discretigimare Awards may be made as additional compendatigervices rendered by the Eligi
Employee or may be in lieu of cash or other comagns to which the Eligible Employee is entitledrir the Company. Incentives granted as
Share Based Awards under this section, Perform8haee Awards under Section 9 and Restricted Stoaht&under Section 10 shall not
exceed, in the aggregate, 12 million shares of Com8tock (such number of shares shall be adjustaddordance with Section 6(c)).

12. Transferability

Each Incentive Stock Option granted undefaa shall not be transferable other than by withe laws of descent and distribution; each
other Incentive granted under the Plan will notrbesferable or assignable by the recipient, ang mo&be made subject to execution,
attachment or similar procedures, other than byavithe laws of descent and distribution or agdeined by the Committee in accordance
with regulations promulgated under the Securitieshange Act of 1934, or any other applicable lawegulation. Notwithstanding the
foregoing, the Committee, in its discretion, magptdrules permitting the transfer, solely as diftising the grantee’s lifetime, of Stock Options
(other than Incentive Stock Options) to membera gfantee’s immediate family or to trusts, famigriperships or similar entities for the
benefit of such immediate family members. For thispose, immediate family member means the grasmsguse, parent, child, stepchild,
grandchild and the spouses of such family memiérs.terms of a Stock Option shall be final, bindémgl conclusive upon the beneficiaries,
executors, administrators, heirs and successdredfrantee.

13. Discontinuance or Amendment of the Plan

The Board of Directors may discontinue thenRitiany time and may from time to time amend viseethe terms of the Plan as permittet
applicable statutes, except that it may not, witlibha consent of the grantees affected, revokédter, én a manner unfavorable to the grantees
of any Incentives hereunder, any Incentives thdastanding, nor may the Board amend the Plan witetmakholder approval where the
absence of such approval would cause the Plaril tw feomply with Rule 168 under the Exchange Act, or any other requireroéapplicabli
law or regulation. Unless approved by the Compaastdskholders or as otherwise specifically provideder this Plan, no adjustments or
reduction of the exercise price of any outstandimugntives shall be made in the event of a dedfirstock price, either by reducing the exer
price of outstanding Incentives or through cantielteof outstanding Incentives in connection wiglgranting of Incentives at a lower price to
the same individual.

14. No Limitation on Compensation

Nothing in the Plan shall be construed totitihe right of the Company to establish other plant pay compensation to its employees, in
cash or property, in a manner which is not expyessthorized under the Plan.
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15. No Constraint on Corporate Action

Nothing in the Plan shall be construed (ilinat, impair or otherwise affect the Company’shigor power to make adjustments,
reclassifications, reorganizations or changessofapital or business structure, or to merge osaltate, or dissolve, liquidate, sell or transfer
all or any part of its business or assets, oefiept as provided in Section 13, to limit the tighpower of the Company, its parent, or any
subsidiary, affiliate or joint venture to take aagtion which such entity deems to be necessarpmmoariate.

16. Withholding Taxes

The Company shall be entitled to deduct frow payment under the Plan, regardless of the fdreuch payment, the amount of all
applicable income and employment taxes requireldyto be withheld with respect to such paymennay require the Eligible Employee to
pay to it such tax prior to and as a conditionha&f inaking of such payment. In accordance with gpjieable administrative guidelines it
establishes, the Committee may allow an Eligiblepkrtyee to pay the amount of taxes required by @bet withheld from an Incentive by
withholding from any payment of Common Stock duaassult of such Incentive, or by permitting tHigiile Employee to deliver to the
Company, shares of Common Stock having a fair ntarkdee, as determined by the Committee, equdig¢amount of such required
withholding taxes.

17. Compliance with Section 16

With respect to Eligible Employees subjecB#xtion 16 of the Exchange Act (“Section 16 Offi€grtransactions under the Plan are
intended to comply with all applicable conditiorfsRule 16b-3 or its successor under the ExchandeTacthe extent that compliance with any
Plan provision applicable solely to the SectiorCQifficers is not required in order to bring a tragt&mn by such Section 16 Officer into
compliance with Rule 16b-3, it shall be deemed anoil void as to such transaction, to the extemhjted by law and deemed advisable by the
Committee and its delegees. To the extent any siaviof the Plan or action by the Plan administsatovolving such Section 16 Officers is
deemed not to comply with an applicable conditibRole 16b-3, it shall be deemed null and voidaasttch Section 16 Officers, to the extent
permitted by law and deemed advisable by the Rlanirastrators.

18. Use of Proceeds

The proceeds received by the Company frons#he of stock under the Plan shall be added tgeheral funds of the Company and shall be
used for such corporate purposes as the Boardre€®rs shall direct.
19. Governing Law

The Plan, and all agreements hereunder, Bealbnstrued in accordance with and governed biathe of the State of New Jersey without
giving effect to the principles of conflicts of law
20. Offset and Suspension of Exercise

Anything to the contrary in the Plan notwiteding, the Plan administrators may (i) offset lngentive by amounts reasonably believed to
be owed to the Company by the grantee and (ii)ldigaan Incentive to be exercised or otherwise péyauring a time when the Company is
investigating reasonably reliable allegations afsgrmisconduct by the grantee.
21. Effect of a Change in Control

(a) Options.

1. Vesting of Options Other Than Key R&D Optiongds the occurrence of a Change in Control, eacbkSdption which is outstanding
immediately prior to the Change in Control, otheart the Key R&D Options, shall immediately becomiéyfvested and exercisable.

2. Vesting of Key R&D Options.




(i) Subject to Section 21(a)(2)(ii), upon the ocemce of a Change in Control, each Key R&D Optiballscontinue to be subject to the
performance-based vesting schedule applicabletthemenediately prior to the Change in Control.

(ii) Notwithstanding Section 21(a)(2)(i), if thedsk Options do not continue to be outstanding feilhgy the Change in Control or are not
exchanged for or converted into options to purclsaseirities of a successor entity (“Successor @ptjpthen, upon the occurrence of a
Change in Control, all or a portion of each Key R&ption shall immediately vest and become exertésabthe following percentages:
(A) if such Key R&D Option’s first milestone hastrmeen reached before the date of the Change itr@@ot4% of the then-unvested
portion of the KeyR&D Option shall vest and becoaxercisable and the remainder shall be forfeitByljf(only such Key R&D Optiors
first milestone has been reached before the dateea€hange in Control, 42% of the then-unvestatigroof the Key R&D Option shall
vest and become exercisable and the remaindertsh&iifeited; and (C) if such Key R&D Option’sdirand second milestones have
been reached before the date of the Change in @oh@0% of the then-unvested portion of the KeyDR@ption shall vest and become
exercisable.

3. Post-Termination Exercise Period. If Stock Opgicontinue to be outstanding following the Chaing@ontrol or are exchanged for or
converted into Successor Options, then the podf@uch Stock Options or such Successor Optionapplicable, that is vested and
exercisable immediately following the terminatidremployment of the holder thereof after the Chaing@ontrol shall remain exercisable
following such termination for five years from ttlate of such termination (but not beyond the redetiof the term thereof) provided,
however, that, if such termination is by reasograiss misconduct, death or retirement (as thesestare applied to awards granted under
the Plan), then those provisions of the Plan treaaplicable to a termination by reason of grossamduct, death or retirement shall apply
to such termination.

4. Cashout of Stock Options. If the Stock Optioasdt continue to be outstanding following the Gjgim Control and are not exchanged
for or converted into Successor Options, each haltla vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for each shar€ommon Stock subject to a vested and exercisatienpn amount of cash determined
by the Committee prior to the Change in Controlibuio event less than the excess of the Chan@eitrol Price over the exercise price
thereof (subject to any existing deferral electitren in effect). If the consideration to be paicdiChange in Control is not entirely share
common stock of an acquiring or resulting corparatihen the Committee may, prior to the Changedntrol, provide for the cancellation
of outstanding Stock Options at the time of the rigjeain Control in whole or in part for cash purduarthis Section 21(a)(4) or may prov
for the exchange or conversion of outstanding S@pkons at the time of the Change in Control irolghor in part, and, in connection with
any such provision, may (but shall not be obligatgdermit holders of Stock Options to make suelst®ns related thereto as it determines
are appropriate.

(b) Restricted Stock Units and Performance Share Units.

1. Vesting of Restricted Stock Units. Upon the aoence of a Change in Control, each unvested céstiristock unit award which is
outstanding immediately prior to the Change in @aininder the Plan shall immediately become fuligted.

2. Vesting of Performance Share Units. Upon theioetice of a Change in Control, each unvested pedioce share unit award which is
outstanding immediately prior to the Change in @aininder the Plan shall immediately become vesteth amount equal to the PSU Pro
Rata Amount.

3. Settlement of Restricted Stock Units and Peréoroe Share Units.

(i) If the Common Stock continues to be widely hefdl freely tradable following the Change in Cohtrois exchanged for or converted
into securities of a successor entity that are lyitleld and freely tradable, then the restrictettlstunits and the vested performance s
units shall be




paid in shares of Common Stock or such other siesids soon as practicable after the date of tan@e in Control (subject to any
existing deferral elections then in effect).

(ii) If the Common Stock does not continue to beely held and freely tradable following the Chaing€ontrol and is not exchanged
or converted into securities of a successor etitdy are widely held and freely tradable, thenréstricted stock units and the vested
performance share units shall be paid in cash@s & practicable after the date of the ChangeointrGl (subject to any existing deferral
elections then in effect).

(c) Other Provisions.

1. Except to the extent required by applicable fmwthe entirety of the Protection Period, the eniad terms of the Plan shall not be
modified in any manner that is materially adverséhte Qualifying Participants (it being understaboat this Section 21(c) shall not require
that any specific type or levels of equity awardsggbanted to Qualifying Participants following tBeange in Control).

2. During the Protection Period, the Plan may moaimended or modified to reduce or eliminate tlo¢ggtions set forth in Section 21(c)(1)
and may not be terminated.

3. The Company shall pay all legal fees and relatgeenses (including the costs of experts, evidandecounsel) reasonably and in good
faith incurred by a Qualifying Participant if thauglifying Participant prevails on his or her cldion relief in an action (x) by the Qualifying
Participant claiming that the provisions of Sectiirfc)(1) or 21(c)(2) of the Plan have been viagteut, for avoidance of doubt, excluding
claims for plan benefits in the ordinary coursed &) if applicable, by the Company or the QualifyiParticipant’s employer to enforce
post-termination covenants against the QualifyiagiBipant.

(d) Definitions. For purposes of this Section 21, the following teshall have the following meanings:

1. “Change in Control” shall have the meaning sethfin the Company’s Change in Control Separafienefits Plan; provided, however,
that, as to any award under the Plan that consigteferred compensation subject to Section 409theiCode, the definition of “Change in
Control” shall be deemed modified to the extentassary to comply with Section 409A of the Code.

2. “Change in Control Price” shall mean, with resge a share of Common Stock, the higher of (&)highest reported sales price, regular
way, of such share in any transaction reportecherNew York Stock Exchange Composite Tape or athéonal exchange on which such
shares are listed or on the Nasdaqg National Matleng the ten-day period prior to and including thate of a Change in Control and (B) if
the Change in Control is the result of a tendeex@hange offer, merger, or other, similar corpotatesaction, the highest price per such
share paid in such tender or exchange offer, mengether, similar corporate transaction; provideat, to the extent all or part of the
consideration paid in any such transaction consistecurities or other noncash considerationytiee of such securities or other noncash
consideration shall be determined by the Committee.

3. “Key R&D Options” shall mean those performaneesdxd options granted to employees under the KegaRels and Development
Program described in the applicable Schedule t&tlies and Regulations for the Plan.

4. “Protection Period” shall mean the period begigron the date of the Change in Control and endimthe second anniversary of the date
of the Change in Control.

5. “PSU Pro Rata Amount” shall mean for each Perforce Share Unit award, the amount determined Hptying (x) and (y), where

(x) is the number of Target Shares subject to #mfoRmance Share Unit award times the Assumed Pedgicce Percentage and (y) is a
fraction, the numerator of which is the number dioke and partial calendar months elapsed duringppiicable performance period
(counting any partial month as a whole month fig gurpose) and the denominator of which is thal tatmber of months in the applicable
performance period. The Assumed Performance Pagershall be determined by (1) averaging the rdokieg the Award Period as
follows: (A) as to any completed performance year




as of the Change in Control, the actual rank (eixtteqt, if fewer than 90 days have elapsed sineetimpletion of such performance year,
the Target Rank shall be used), and (B) as to anppnance year that is incomplete or has not ggtih as of the Change in Control, the
Target Rank, (2) rounding the average rank caledlaursuant to the foregoing clause (1) to theastavhole number using ordinary
numerical rounding, and (3) using the Final Awaeld@ntage associated with the number determintéekiforegoing clause (2). The Target
Rank is the rank associated with 100% on the afdfinal Award Percentages.

6. “Qualifying Participants” shall mean those indivals who participate in the Plan (whether asaniror former employees) as of
immediately prior to the Change in Control.

(e) Application. This Section 21 shall apply to Stock Options, iet&d stock unit awards and performance shareawstrds granted after
November 23, 2004. (NOTE: For incentives grantefdigeNovember 23, 2004, see Merck Change in Costiiokédule.)

Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Optiongdd the occurrence of a Change in Control, eactkSdption which is outstanding
immediately prior to the Change in Control, otheart the Key R&D Options, shall immediately becomléyfvested and exercisable.

2. Vesting of Key R&D Options.

(i) Subject to (a)(2)(ii) of this Schedule, upom tiiccurrence of a Change in Control, each Key R&idd shall continue to be subject to
the performance-based vesting schedule applichbteto immediately prior to the Change in Control.

(i) Notwithstanding (a)(2)(i) of this Schedule tife Stock Options do not continue to be outstapéifiowing the Change in Control or
are not exchanged for or converted into optiorputehase securities of a successor entity (“Suocé&ygtions”), then, upon the
occurrence of a Change in Control, all or a portiberach Key R&D Option shall immediately vest dr@tome exercisable in the
following percentages: (A) if such Key R&D Optiorfisst milestone has not been reached before tteeafghe Change in Control, 14%
of the then-unvested portion of the Key R&D Optgirall vest and become exercisable and the remashadirbe forfeited; (B) if only
such Key R&D Option'’s first milestone has been restbefore the date of the Change in Control, 428#heothenunvested portion of tt
Key R&D Option shall vest and become exercisabtétae remainder shall be forfeited; and (C) if sigly R&D Option’s first and
second milestones have been reached before thefdhi Change in Control, 100% of the then- ursggtortion of the Key R&D
Option shall vest and become exercisable.

3. Post-Termination Exercise Period. If Stock Ompsicontinue to be outstanding following the Chaing@ontrol or are exchanged for or
converted into Successor Options, then the podf@uch Stock Options or such Successor Optionspplicable, that is vested and
exercisable immediately following the terminatidremployment of the holder thereof after the Chaing€ontrol shall remain exercisable
following such termination for five years from thate of such termination (but not beyond the regeif the term thereof) provided,
however, that, if such termination is by reasografss misconduct, death or retirement (as thesgstare applied to awards granted under
the Plans), then those provisions of the Planahatpplicable to a termination by reason of gnissonduct, death or retirement, if any,
shall apply to such termination. If the effect ekting pursuant to this Section (a) would caus®eak3Option or Successor Stock Option to
terminate earlier than if such accelerated vediednot occurred, then the term of such Stock @iwll not expire earlier than if such
accelerated vesting had not occurred.

4. Cashout of Stock Options. If the Stock Optioasdt continue to be outstanding following the Gjgim Control and are not exchanged
for or converted into Successor Options, each haltla vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for
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each share of Common Stock subject to a vesteéxardisable option, an amount of cash determinetthéyCommittee prior to the Change
in Control but in no event less than the excegsb@Change in Control Price over the exercise flieesof (subject to any existing deferral
elections then in effect). If the consideratiorbopaid in a Change in Control is not entirely skasf common stock of an acquiring or
resulting corporation, then the Committee may,mieathe Change in Control, provide for the caratéh of outstanding Stock Options at
the time of the Change in Control, in whole or artpfor cash pursuant to this provision or mayvjite for the exchange or conversion of
outstanding Stock Options at the time of the Changeontrol, in whole or in part, and, in conneatioith any such provision, may (but
shall not be obligated to) permit holders of St@kions to make such elections related theretodetérmines are appropriate.

5. Incentive Stock Options Not Amended. This Sectioes not apply to any incentive stock option imithe meaning of Section 422 of the
Internal Revenue Code.

(b) Restricted Stock Units and Performance Share Units.

1. Vesting of Restricted Stock Units. Upon the aoence of a Change in Control, each unvested céstiristock unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fulbgted.

2. Vesting of Performance Share Units. Upon theigeaice of a Change in Control, each unvested pedoce share unit award which is
outstanding immediately prior to the Change in @aininder the Plan shall immediately become vesteth amount equal to the PSU Pro
Rata Amount.

3. Settlement of Restricted Stock Units and Peréoroe Share Units.

(i) If the Common Stock continues to be widely hafdl freely tradable following the Change in Cohtmois exchanged for or converted
into securities of a successor entity that are lyitleld and freely tradable, then the restrictettlstunits and the vested performance s
units shall be paid in shares of Common Stock ohsither securities as soon as practicable aftedalte of the Change in Control
(subject to any existing deferral elections theeffect).

(ii) If the Common Stock does not continue to bdety held and freely tradable following the Chaimg€ontrol and is not exchanged"
or converted into securities of a successor etitay are widely held and freely tradable, thenrtrstricted stock units and the vested
performance share units shall be paid in cash@s & practicable after the date of the ChangeointrGl (subject to any existing deferral
elections then in effect).

(c) Other Provisions.

1. Except to the extent required by applicable fmwthe entirety of the Protection Period, the eniad terms of the Plan shall not be
modified in any manner that is materially adverséhte Qualifying Participants (it being understalodt this Section (c) of this Schedule
shall not require that any specific type or lexalgquity awards be granted to Qualifying Partioigafollowing the Change in Control).

2. During the Protection Period, the Plan may moaimended or modified to reduce or eliminate tlméggtions set forth in Section (c)(1) of
this Schedule and may not be terminated.

3. The Company shall pay all legal fees and relatgeénses (including the costs of experts, evidandecounsel) reasonably and in good
faith incurred by a Qualifying Participant if theulifying Participant prevails on his or her cldion relief in an action (x) by the Qualifying
Participant claiming that the provisions of Sectfo}{1) or (c)(2) of this Schedule have been viadafbut, for avoidance of doubt, excluding
claims for Plan benefits in the ordinary course]) @) if applicable, by the Company or the QualifyiParticipant's employer to enforce
post-termination covenants against the QualifyiagiBipant.
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4. This section does not apply to any incentivelstaption within the meaning of Section 422 of thiernal Revenue Code.

5. Anything in the Plan as amended by this Schedoteithstanding, the Company reserves the rigimaée such further changes as ma
required if and to the extent required to avoideade consequences under the American Jobs Créatiai 2004, as amended.

(d) Definitions. For purposes of this Schedule, the following tesimall have the following meanings:

1. “Change in Control” shall have the meaning sethfin the Company’s Change in Control Separaienefits Plan; provided, however,
that, as to any award under the Plan that consigieferred compensation subject to Section 409theiCode, the definition of “Change in
Control” shall be deemed modified to the extentassary to comply with Section 409A of the Code.

2. “Change in Control Price” shall mean, with regpge a share of Common Stock, the higher of (&)highest reported sales price, regular
way, of such share in any transaction reportecherNew York Stock Exchange Composite Tape or atagonal exchange on which such
shares are listed or on the Nasdaq National Matkeng the 10-day period prior to and including ttege of a Change in Control and (B) if
the Change in Control is the result of a tendexmhange offer, merger, or other, similar corpotatasaction, the highest price per such
share paid in such tender or exchange offer, mengether, similar corporate transaction; providkeat, to the extent all or part of the
consideration paid in any such transaction consistgcurities or other non-cash considerationytiae of such securities or other non-
cash consideration shall be determined by the Cdieeni

3. “Key R&D Options” shall mean those performaneesdxd options granted to employees under the KegaRas and Development
Program described in the applicable Schedule t&tlies and Regulations for the Plan, if any.

4. “Protection Period” shall mean the period begigron the date of the Change in Control and endimthe second anniversary of the date
of the Change in Control.

5. “PSU Pro Rata Amount” shall mean for each Pertorce Share Unit award, the amount determined Wtgphying (x) and (y), where

(x) is the number of Target Shares subject to #rdoPRmance Share Unit award times the Assumed Redioce Percentage and (y) is a
fraction, the numerator of which is the number tioke and partial calendar months elapsed duringyipdicable performance period
(counting any partial month as a whole month fig gurpose) and the denominator of which is thal taatmber of months in the applicable
performance period. The Assumed Performance Pagershall be determined by (1) averaging the rdokisg the Award Period as
follows: (A) as to any completed performance yesofthe Change in Control, the actual rank (exdegt, if fewer than 90 days have
elapsed since the completion of such performanag ylee Target Rank shall be used), and (B) aay@arformance year that is incomplete
or has not yet begun as of the Change in ContrelTarget Rank, (2) rounding the average rank &kt pursuant to the foregoing clause
(1) to the nearest whole number using ordinary rrigakrounding, and (3) using the Final Award Petege associated with the number
determined in the foregoing clause (2). The TaRgtk is the rank associated with 100% on the afdfinal Award Percentages.

6. “Qualifying Participants” shall mean those indivals who participate in the Plan (whether asaniror former employees) as of
immediately prior to the Change in Control.

(e) Application. This Schedule shall apply to Stock Options, resdastock unit awards and performance share urdt@gswnder the Plans
granted prior to November 24, 2004.

12






Exhibit 10.%

MERCK & CO., INC.
2007 INCENTIVE STOCK PLAN

(as amended effective December 19, 2006)




MERCK & CO., INC.
2007 INCENTIVE STOCK PLAN
(Effective December 19, 2006)

1. Purpose

The 2007 Incentive Stock Plan (the “Plan”jeefive May 1, 2006, is established to encouragpleyees of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates ans jibint ventures to acquire Common Stock in the Gamy (“Common Stock”)lt is believed the
the Plan will serve the interests of the Company itmistockholders because it allows employeesit@ la greater personal financial interest in
the Company through ownership of, or the rightaquare its Common Stock, which in turn will stimtéeemployees’ efforts on the Company’s
behalf, and maintain and strengthen their desirertmain with the Company. It is believed that thenRalso will assist in the recruitment of
employees.

2. Administration

The Plan shall be administered by the Compgersand Benefits Committee of the Board of Direstof the Company (the “Committee”).
A Director of the Company may serve on the Commaitiely if he or she (i) is a “Non-Employee Directtor purposes of Rule 16B-under th
Securities Exchange Act of 1934, as amended (tlelf&nge Act”), and (i) satisfies the requiremeritan “outside director” for purposes of
Section 162(m) of the Internal Revenue Code (thed&C). The Committee shall be responsible for tthmiaistration of the Plan including,
without limitation, determining which Eligible Emp}ees receive Incentives, the types of Incentikieyg teceive under the Plan, the number of
shares covered by Incentives granted under the Btahthe other terms and conditions of such Irieesit Determinations by the Committee
under the Plan including, without limitation, detenations of the Eligible Employees, the form, amioand timing of Incentives, the terms and
provisions of Incentives and the writings evidegcincentives, need not be uniform and may be maetively among Eligible Employees
who receive, or are eligible to receive, Incentiieseunder, whether or not such Eligible Employaressimilarly situated.

The Committee shall have the responsibilitgafistruing and interpreting the Plan, including tight to construe disputed or doubtful Plan
provisions, and of establishing, amending and caimg} such rules and regulations as it may deeragsszey or desirable for the proper
administration of the Plan. Any decision or actiaken or to be taken by the Committee, arisingodatr in connection with the construction,
administration, interpretation and effect of tharPand of its rules and regulations, shall, tontfaximum extent permitted by applicable law,
within its absolute discretion (except as othervgigecifically provided herein) and shall be fifahding and conclusive upon the Company, all
Eligible Employees and any person claiming undeghosugh any Eligible Employee.

The Committee, as permitted by applicableestat, may delegate any or all of its power andharity hereunder to the Chief Executive
Officer or such other senior member of managemetha Committee deems appropriate; provided, horyévat the Committee may not
delegate its authority with regard to any matteaation affecting an “officer” as such term is defil in Rule 16(a)-1(f) of the Exchange Act (a
“Section 16 Officer”) and that no such delegatibalsbe made in the case of Incentives intenddzktqualified under Section 162(m) of the
Code.

For the purpose of this section and all subsefjsections, the Plan shall be deemed to in¢hidd’lan and any comparable sub-plans
established by subsidiaries which, in the aggregatall constitute one Plan governed by the teeh$osth herein.

3. Eligibility

(a)Employees.Regular full-time and part-time employees emploggdhe Company, its parent, if any, or its subsids its affiliates
and its joint ventures, including officers, whetleemot directors of the Company, and employees jofnt venture partner or affiliate of the
Company who provide services to the joint ventuith wuch partner or affiliate (each such persoriEmployee”), shall be eligible to
participate in the Plan if designated by the Corteri(“Eligible Employees”).
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(b)Non-employeesThe term “Employee” shall not include any of thédwing (collectively, “Excluded Persons”): a ditec who is not
an employee or an officer; a person who is an iaddpnt contractor, or agrees or has agreed trgtlidhed an independent contractor; a
person who has any agreement or understandingh@t@ompany, or any of its affiliates or joint verg partners that he/she is not an
employee or an Eligible Employee, even if he/stevimusly had been an employee or Eligible Emplogegerson who is employed by a
temporary or other employment agency, regardlesissodmount of control, supervision or trainingypded by the Company or its affiliate
or a “leased employee” as defined under Section(d)Ldf the Code. An Excluded Person is not aniBliEgEmployee and cannot receive
Incentives even if a court, agency or other authiatiles that he/she is a common-law employee @bmpany or its affiliates.

(c)No Right To Continued Employment.Nothing in the Plan shall interfere with or limit any way the right of the Company, its
parent, its subsidiaries, its affiliates or itsmjoventures to terminate the employment of anyigipent at any time, nor confer upon any
participant the right to continue in the employttod Company, its parent, its subsidiaries, itdiafés or its joint ventures. No Eligible
Employee shall have a right to receive an Incentivany other benefit under this Plan or havinghbgrnted an Incentive or other benefit,
to receive any additional Incentive or other benéfeither the award of an Incentive nor any beaefiising under such Incentives shall
constitute an employment contract with the Comp#syparent, its subsidiaries, its affiliates arjint ventures, and accordingly, this Plan
and the benefits hereunder may be terminated afirmeyin the sole and exclusive discretion of tleempany without giving rise to liability
on the part of the Company, its parent, its subsiel, its affiliates or its joint ventures for seance. Except as may be otherwise specifi
stated in any other employee benefit plan, policgrogram, neither any Incentive under this Planamy amount realized from any such
Incentive shall be treated as compensation forpamgoses of calculating an employee’s benefit uaggrsuch plan, policy or program.

4. Term of the Plan

This Plan shall be effective as of May 1, 208fbject to the approval of the Plan by a majasftyhe votes cast at the Annual Meeting of
stockholders of the Company on or about April ZB)& No Incentive shall be granted under the Pfr April 30, 2011 (or such earlier date
that the Plan may be terminated by the Board)th®iterm and exercise of Incentives granted thémetanay extend beyond that date.

5. Incentives

Incentives under the Plan may be granted ynome or a combination of (a) Incentive Stock Opi¢“ISOs”), (b) Nonqualified Options
(together with ISOs, “Stock Options”), (c) Stockgkpciation Rights, (d) Restricted Stock GrantsRefjformance Awards, (f) Share Awards
and (g) Phantom Stock Awards (collectively, “Indeas”). All Incentives shall be subject to the taramd conditions set forth herein and to
such other terms and conditions as may be establlisi the Committee. In general, Incentives mayest, and Stock Options and Stock
Appreciation Rights may not be exercisable, eatlian one year from their grant date except in cdsa intervening event, such as for
example, a change in control of the Company, ogthatee’s death, retirement, termination of th@leyment caused by the Company, or
other event as established by the Committee, ceqasred by applicable law.

6. Shares Available for Incentives

(a)Shares Available.Subject to the provisions of Section 6(c), the mmaxin number of shares of Common Stock of the Complzeiy
may be issued under the Plan is 155 million.

(i) A Stock Option or Stock Appreciati®ight shall be counted as one share for purposteedimit set forth in Section 6(a) at the
time of grant. A combination of Tandem SAR and &t@ption, where the exercise of the Tandem SARtockSOption results in the
cancellation of the other, shall be counted asstraee for purposes of the limit set forth in Set#da) at the time of grant.

(i) A Restricted Stock Grant, Performar&hare, Share Award or Phantom Stock Award skatblointed as four shares for purposes
of the limit set forth in Section 6(a) at the tiwiegrant.




(iii) Any shares under this Plan or untter 1991, 1996, 2001 or 2004 Incentive Stock Pllaatare not purchased or awarded under
an Incentive because such Incentive has lapse@eexperminated or been canceled may be usedhéoiurther grant of Incentives under
Plan.

(iv) Notwithstanding anything to the caary: (a) shares tendered in payment of the exeqrise of a Stock Option shall not be added
to the maximum share limitations described abdveskares withheld by the Company to satisfy tlhentihholding obligation shall not be
added to the maximum share limitations described@pand (c) all shares covered by a Stock ApptieciRight, to the extent that it is
exercised and whether or not shares of Common Steckctually upon exercise of the right, shaltbesidered issued or transferred
pursuant to the Plan.

(v) Incentives and similar awards issbgdn entity that is merged into or with the Compaatquired by the Company or otherwise
involved in a similar corporate transaction witke filompany are not considered issued under this Bkares under this Plan may be
delivered by the Company from its authorized bussued shares of Common Stock or from issued aadjtered Common Stock held as
treasury stock, or both. In no event shall fracishares of Common Stock be issued under the Plan.

(b)Limit on an Individual’s Incentives. In any calendar year, no Eligible Employee may irex@) with respect to Incentives
denominated with respect to shares of Common Stackntives covering more than 3 million sharethefCompany’s Common Stock
(such number of shares shall be counted as prowid8dction 6(a) and shall be adjusted in accorelavith Section 6(c)), or (ii) with respe
to Incentives denominated in cash, Incentives wiflir market value exceeding that of 3 millionrgsaof Common Stock determined as of
the date such Incentive is granted.

(c)Adjustment of Shares.In the event of a reorganization, recapitalizat&tock split, stock dividend, extraordinary castiaind,
combination of shares, merger, consolidation, sgiftering, spin off, split off, split up or otheimilar change in the capital structure of the
Company, the Committee shall make equitable adgstento (i) the number and kind of shares authdri@eissuance under the Plan,

(i) the number and kind of shares subject to auding Incentives, (iii) the option price of Sta@ktions and (iv) the grant value of Stock
Appreciation Rights. Any such determination shalifimal, binding and conclusive on all parties.

7. Stock Options

The Committee may grant options qualifyind2®s as defined in Section 422 of the Code, andog@bther than 1ISOs (“Nonqualified
Options”). Such Stock Options shall be subjechtfollowing terms and conditions and such othengeand conditions as the Committee may
prescribe:

(a)Stock Option Price.The option price per share with respect to eachkSBption shall be determined by the Committee, dwatll not
be less than 100 percent of the fair market vafube@Common Stock on the date the Stock Optigrasted, as determined by the
Committee.

(b)Period of Stock Option.The period of each Stock Option shall be fixed iy Committee, provided that the period for all 8toc
Options shall not exceed ten years from the gmaoyided further, however, that, in the event & tleath of an Optionee prior to the
expiration of a Nonqualified Option, such Nonqualif Option may, if the Committee so determinesgkercisable for up to eleven years
from the date of the grant. The Committee may, sgbent to the granting of any Stock Option, extiredterm thereof, but in no event shall
the extended term exceed ten years from the ofignaat date.

(c)Exercise of Stock Option and Payment ThereforeNo shares shall be issued until full payment ofdhgon price has been made.
The option price may be paid in cash or, if the Gotiee determines, in shares of Common Stock, eamation of cash and shares of
Common Stock, or through a cashless exercise puoeedat allows grantees to sell immediately somalmf the shares underlying the
exercised portion of the Option in order to gereemtfficient cash to pay the option price. If then@nittee approves the use of shares of
Common Stock as a payment method, the Committdeesttablish such conditions as it deems apprapfiat the use of Common Stock to
exercise a Stock Option. Stock Options awarded uth@ePlan shall be exercised through such proeeduprogram as the Committee may
establish or define from time to time, which maglide a designated broker that must be used irciskgg such Stock Options. The
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Committee may establish rules and procedures tmipan option holder to defer recognition of gapou the exercise of a Stock Option.

(d)First Exercisable Date. The Committee shall determine how and when sharesred by a Stock Option may be purchased. The
Committee may establish waiting periods, the datewhich Stock Options become exercisable or “wEst@d, subject to paragraph (b) of
this section, exercise periods. The Committee ncaglarate the exercisability of any Stock Optiomportion thereof.

(e)Termination of Employment. Unless determined otherwise by the Committee, upertermination of a Stock Option grantee’s
employment (for any reason other than gross misectihdStock Option privileges shall be limited ke tshares that were immediately
exercisable at the date of such termination. The@ittee, however, in its discretion, may providattAny Stock Options outstanding but
not yet exercisable upon the termination of a Stopkion grantee’s employment may become exercisaldecordance with a schedule
determined by the Committee. Such Stock Optionilpges shall expire unless exercised within suafopeof time after the date of
termination of employment as may be establishethbyCommittee, but in no event later than the extjoin date of the Stock Option.

(f) Termination Due to Misconduct. If a Stock Option grantee’s employment is terrtedaor gross misconduct, as determined by the
Company, all rights under the Stock Option shafliexupon the date of such termination.

(g)Limits on ISOs . Except as may otherwise be permitted by the Cad&ligible Employee may not receive a grant @$Sor stock
that would have an aggregate fair market valuxaess of $100,000 (or such other amount as thenalt®evenue Service may decide from
time to time), determined as of the time that 8@ lis granted, that would be exercisable for trst fime by such person during any calel
year. If any grant is made in excess of the lipitsvided in the Code, such grant shall automatidadicome a Nonqualified Option.

(h)No dividend equivalents. Anything in the Plan to the contrary notwithstangd no dividends or dividend equivalents may biel joa
Stock Options.

8. Stock Appreciation Rights

The Committee may, in its discretion, granight to receive the appreciation in the fair mankalue of shares of Common Stock (“Stock
Appreciation Right”) either singly or in combinatiavith an underlying Stock Option granted hereun8eich Stock Appreciation Right shall
be subject to the following terms and conditiond anch other terms and conditions as the Committeeprescribe:

(2)Time and Period of Grant. If a Stock Appreciation Right is granted with resp® an underlying Stock Option (a “Tandem SARY"),
may be granted at the time of the Stock Option tgpamt any time thereafter but prior to the exjpina of the Stock Option grant. At the tir
the Tandem SAR is granted the Committee may lingtexercise period for such Stock Appreciation Ribgbfore and after which period no
Stock Appreciation Right shall attach to the unglag Stock Option. In no event shall the exercisdqa for a Tandem SAR exceed the
exercise period for such Stock Option. If a Stoglpreciation Right is granted without an underly8tgck Option (a “Stand Alone SAR”),
the period for exercise of the Stock AppreciatioghRshall be set by the Committee.

(b)Value of Stock Appreciation Right. The grantee of a Tandem SAR will be entitled taesuder the Stock Option which is then
exercisable and receive in exchange therefore auanequal to the excess of the fair market vafub@Common Stock on the date the
election to surrender is received by the Compargcoordance with exercise procedures establishédeb§ompany over the Stock Option
price (the “Spread”jnultiplied by the number of shares covered by tteelSOption which is surrendered. The grantee $faand Alone SAI
will receive upon exercise of the Stock AppreciatiRight an amount equal to the excess of the fanket value of the Common Stock on
the date the election to surrender such Stand AS#ie is received by the Company in accordance &itrcise procedures established by
the Company over the fair market value of the Comi@tock on the date of grant multiplied by the nemtf shares covered by the grant of
the Stand Alone SAR. Notwithstanding the foregoingts sole discretion the Committee at the
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time it grants a Stock Appreciation Right may pdevithat the Spread covered by such Stock Appreni&ight may not exceed a specified
amount.

(c)Payment of Stock Appreciation Right. Payment of a Stock Appreciation Right shall béhimform of shares of Common Stock, ¢
or any combination of shares and cash. The forpagfment upon exercise of such a right shall beraeted by the Committee either at the
time of grant of the Stock Appreciation Right oitla time of exercise of the Stock AppreciationtRig

(d)No dividend equivalents. Anything in the Plan to the contrary notwithstangg no dividends or dividend equivalents may biel joa
Stock Appreciation Rights.

9. Performance Awards

The Committee may grant awards denominatethémes of Common Stock (“Performance Shares”)enochinated in dollarsPerformanc
Units”) if the performance of the Company or itsgra or any subsidiary, division, affiliate or joiwenture of the Company selected by the
Committee during the Award Period meets certailsgestablished by the Committee (“Performance AwgrdPerformance Awards shall be
subject to the following terms and conditions andrsother terms and conditions as the Committee pnescribe:

(a)Award Period and Performance GoalsThe Committee shall determine and include in adParénce Share Award grant the period
of time for which a Performance Share Award is m@@evard Period”). The Committee also shall establperformance objectives
(“Performance Goals”) to be met by the Companypéent, subsidiary, division, affiliate or joiremture of the Company during the Award
Period as a condition to payment of the Performaward. The Performance Goals may include shaeepgre-tax profits, earnings per
share, return on stockholders’ equity, return @etss sales, net income, total shareholder retuamycombination of the foregoing or,
solely for an Award not intended to constitute fpemance-based compensation” under Section 162{tecCode, any other financial or
other measurement established by the CommitteeP&hermance Goals may include minimum and optinobjactives or a single set of
objectives.

(b)Payment of Performance AwardsThe Committee shall establish the method of calmgahe amount of payment to be made under
a Performance Award if the Performance Goals are im&uding the fixing of a maximum payment. Aftkie completion of an Award
Period, the performance of the Company, its pasetisidiary, division, affiliate or joint venturé the Company shall be measured against
the Performance Goals, and the Committee shaltrdéte, in accordance with the terms of such Peréoree Award, whether all, none or
any portion of a Performance Award shall be paltk Tommittee, in its discretion, may elect to mpagment in shares of Common Stock,
cash or a combination of shares and cash. Anygagiment shall be based on the fair market valighafes of Common Stock on, or as
soon as practicable prior to, the date of payniEm. Committee may establish rules and procedurpsrit a grantee to defer recognition
of income upon the attainment of a Performance Awar

(c)Revision of Performance GoalsAs to any Award not intended to constitute “perfame-based compensation” under Section 162
(m) of the Code, at any time prior to the end ofavard Period, the Committee may revise the Peréorre Goals and the computation of
payment if unforeseen events occur which have ataobal effect on the performance of the Compésyparent, subsidiary, division,
affiliate or joint venture of the Company and whiaihthe judgment of the Committee, make the apgitic of the Performance Goals unfair
unless a revision is made.

(d)Requirement of Employment.A grantee of a Performance Award must remain iretheloy of the Company, its parent, subsidiary,
affiliate or joint venture until the completion tife Award Period in order to be entitled to paymerder the Performance Award; provided
that the Committee may, in its discretion, providea full or partial payment where such an exeapts deemed equitable.

(e)Dividends. The Committee may, in its discretion, at the timhéhe granting of a Performance Award, provide iy dividends
declared on the Common Stock during the Award Eedad which would have been paid with respecttddPmance Shares had they been
owned by a grantee, be (i) paid to the granteéij)accumulated for the benefit of the grantee ased to increase the number of
Performance Shares of the grantee or (iii) not paigccumulated.




10. Restricted Stock Grants

The Committee may award actual shares of Caom&tock (“Restricted Stock”) or phantom shares ofton Stock (“Restricted Stock
Units”) to an Eligible Employee, which shares shlsubject to the following terms and conditiond auch other terms and conditions as the
Committee may prescribe (“Restricted Stock Grants”)

(a)Requirement of Employment.A grantee of a Restricted Stock Grant must renrathé employment of the Company during a period
designated by the Committee (“Restricted Period'9rider to receive the shares, cash or combingtiereof under the Restricted Stock
Grant. If the grantee leaves the employment ofdbmpany prior to the end of the Restricted Petloel,Restricted Stock Grant shall
terminate and any shares of Common Stock shaktoerred immediately to the Company, provided that@ommittee may, at the time of
the grant, provide for the employment restrictiodapse with respect to a portion or portions ef Restricted Stock Grant at different times
during the Restricted Period. The Committee maijtsidiscretion, also provide for such complet@artial exceptions to the employment
restriction as it deems equitable.

(b)Restrictions on Transfer and Legend on Stock Certi€ates.During the Restricted Period, the grantee may elbtassign, transfer,
pledge or otherwise dispose of the Restricted S&rent, including but not limited to any share<Coimmon Stock. Any certificate for
shares of Common Stock issued hereunder shallioctagend giving appropriate notice of the resisns in the grant.

(c)Escrow Agreement.The Committee may require the grantee to enterdantescrow agreement providing that any certifate
representing the Restricted Stock Grant will remiaithe physical custody of an escrow holder wadtifestrictions are removed or expire.

(d)Lapse of Restrictions All restrictions imposed under the Restricted StGeknt shall lapse upon the expiration of the Retstl
Period if the conditions as to employment set fattbve have been met. The grantee shall then lieénid have the legend removed from
any certificates for Restricted Stock. RestrictéacE Units may be paid in the form of shares of @am Stock, cash or any combination of
shares and cash as determined by the CommitteeCaimenittee may establish rules and proceduresrtoipa grantee to defer recognition
of income upon the expiration of the Restricteddrer

(e)Dividends. The Committee may, in its discretion, at the timhéhe Restricted Stock Grant, provide that anyabwvids declared on
Common Stock during the Restricted Period or dinitlequivalents be (i) paid to the grantee, o@umulated for the benefit of the
grantee and paid to the grantee only after theratipn of the Restricted Period or (iii) not paidazcumulated.

(f) Performance Goals.The Committee may designate whether any Restri8teck Grant is intended to be “performance-based
compensation” as that term is used in Section 1p2rthe Code. Any such Restricted Stock Grantgtesied to be “performance-based
compensation” shall be conditioned on the achievgrotone or more Performance Goals (as define&kkittion 9(a)), to the extent required
by Section 162(m).

11. Other Share-Based Awards

The Committee may grant an award of actualeshaf common stock (a “Share Award”) or phantorrel of common stock (a “Phantom
Stock Award”) to any Eligible Employee on such terand conditions as the Committee may determiiits Bole discretion. Share Awards
may be made as additional compensation for servezetered by the Eligible Employee or may be in bé cash or other compensation to
which the Eligible Employee is entitled from ther@gany.

12. Transferability

Each ISO granted under the Plan shall notdresterable other than by will or the laws of des@nd distribution; each other Incentive
granted under the Plan will not be transferablassignable by the recipient, and may not be mabjeto execution, attachment or similar
procedures, other than by will or the laws of desead distribution or as determined by the Corneriih accordance with the Exchange Ac
any other applicable




law or regulation. Notwithstanding the foregoingg Committee, in its discretion, may adopt rulesigting the transfer, solely as gifts during
the grantee’s lifetime, of Stock Options (othemth&0s) to members of a grantee’s immediate faonilyp trusts, family partnerships or similar
entities for the benefit of such immediate familgmbers. For this purpose, immediate family membegime the grantee’s spouse, parent,
child, stepchild, grandchild and the spouses ofigamily members. The terms of a Stock Option shalfinal, binding and conclusive upon
beneficiaries, executors, administrators, heirsamatessors of the grantee.

13. Discontinuance or Amendment of the Plan

The Board of Directors may discontinue thenRitiany time and may from time to time amend viseethe terms of the Plan as permittet
applicable statutes, except that it may not, witlibha consent of the grantees affected, revokédter, én a manner unfavorable to the grantees
of any Incentives hereunder, any Incentives theatanding, nor may the Board amend the Plan witktmakholder approval where the
absence of such approval would cause the Plarl to feomply with Rule 168 under the Exchange Act, or any other requireroéapplicabli
law or regulation. Notwithstanding the foregoingthsut consent of affected grantees, Incentives begmended, revised or revoked when
necessary to avoid penalties under Section 40%3Aefnternal Revenue Code of 1986, as amendedsbalgproved by the Company’s
stockholders or as otherwise specifically provideder this Plan, no adjustments or reduction oktlercise price of any outstanding
Incentives shall be made in the event of a dedfirstock price, either by reducing the exerciseguof outstanding Incentives or through
cancellation of outstanding Incentives in connectigth regranting of Incentives at a lower pricalie same individual.

14. No Limitation on Compensation

Nothing in the Plan shall be construed totitihe right of the Company to establish other plant pay compensation to its employees, in
cash or property, in a manner which is not expyessthorized under the Plan.

15. No Constraint on Corporate Action

Nothing in the Plan shall be construed (ilirrdt, impair or otherwise affect the Company’shitgr power to make adjustments,
reclassifications, reorganizations or changessofapital or business structure, or to merge osaltate, or dissolve, liquidate, sell or transfer
all or any part of its business or assets, oefifept as provided in Section 13, to limit the tighpower of the Company, its parent, or any
subsidiary, affiliate or joint venture to take aagtion which such entity deems to be necessarpmnogriate.

16. Withholding Taxes

The Company shall be entitled to deduct frow payment under the Plan, regardless of the fdreuch payment, the amount of all
applicable income and employment taxes requireldwyto be withheld with respect to such paymennay require the Eligible Employee to
pay to it such tax prior to and as a conditionhaf naking of such payment. In accordance with gpjieable administrative guidelines it
establishes, the Committee may allow an Eligiblepkrtyee to pay the amount of taxes required by @bet withheld from an Incentive by
withholding from any payment of Common Stock duaassult of such Incentive, or by permitting tHgible Employee to deliver to the
Company, shares of Common Stock having a fair matdee, as determined by the Committee, equdiéamount of such required
withholding taxes.

17. Compliance with Section 16

With respect to Eligible Employees who areti®ecl6 Officers, transactions under the Plan atended to comply with all applicable
conditions of Rule 16b-3 or its successor undeitkhehange Act. To the extent that compliance with Blan provision applicable solely to the
Section 16 Officers is not required in order tangra transaction by such Section 16 Officer intmpliance with Rule 1613, it shall be deeme
null and void as to such transaction, to the expenmitted by law and deemed advisable by the Cdteenand its delegees. To the extent any
provision of the Plan or action by the Plan adntiaters involving such Section 16 Officers is dedmet to comply with an applicable
condition of Rule 16b-3, it shall be deemed null apnid as to such Section 16 Officers, to the expenmitted by law and deemed advisable by
the Plan administrators.




18. Use of Proceeds

Any proceeds received by the Company undePtae shall be added to the general funds of thepgamy and shall be used for such
corporate purposes as the Board of Directors sliraitt.

19. Governing Law

The Plan, and all agreements hereunder, Bealbnstrued in accordance with and governed biathe of the State of New Jersey without
giving effect to the principles of conflicts of law

20. Offset and Suspension of Exercise

Anything to the contrary in the Plan notwidrading, the Plan administrators may (i) offset Argentive by amounts reasonably believed to
be owed to the Company by the grantee and (ii)ldigaan Incentive to be exercised or otherwise péyauring a time when the Company is
investigating reasonably reliable allegations afsgrmisconduct by the grantee.

21. Effect of a Change in Control.
(a) Options.

1. Vesting of Options Other Than Key R&D Optiongds the occurrence of a Change in Control, eacbkSdption which is outstanding
immediately prior to the Change in Control, otheart the Key R&D Options, shall immediately becomiéyfvested and exercisable.

2. Vesting of Key R&D Options.

(i) Subject to Section 21(a)(2)(ii), upon the ogemce of a Change in Control, each Key R&D Optiballscontinue to be subject to the
performance-based vesting schedule applicabletthemenediately prior to the Change in Control.

(ii) Notwithstanding Section 21(a)(2)(i), if thedsk Options do not continue to be outstanding feilhgy the Change in Control or are not
exchanged for or converted into options to purclsaseirities of a successor entity (“Successor @ptjpthen, upon the occurrence of a
Change in Control, all or a portion of each Key R&ption shall immediately vest and become exertésabthe following percentages:
(A) if such Key R&D Option’s first milestone hastrmeen reached before the date of the Change itr@@ot4% of the then-unvested
portion of the Key R&D Option shall vest and becoaxercisable and the remainder shall be forfei®yljf only such Key R&D

Option’s first milestone has been reached befaealtte of the Change in Control, 42% of the theveated portion of the Key R&D
Option shall vest and become exercisable and thairgler shall be forfeited; and (C) if such Key R&Iption’s first and second
milestones have been reached before the date @fttarge in Control, 100% of the then-unvested pomif the Key R&D Option shall
vest and become exercisable.

3. Post-Termination Exercise Period. If Stock Opgicontinue to be outstanding following the Chaing@ontrol or are exchanged for or
converted into Successor Options, then the podf@uch Stock Options or such Successor Optionapplicable, that is vested and
exercisable immediately following the terminatidremployment of the holder thereof after the Chaing@ontrol shall remain exercisable
following such termination for five years from tHate of such termination (but not beyond the redwif the term thereof) (provided,
however, that, if such termination is by reasograiss misconduct, death or retirement (as thesestare applied to awards granted under
the Plan), then those provisions of the Plan treaaplicable to a termination by reason of grossamduct, death or retirement shall apply
to such termination).

4. Cashout of Stock Options. If the Stock Optioasdt continue to be outstanding following the Gjgim Control and are not exchanged
for or converted into Successor Options, each haltla vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for each shar€ommon Stock subject to a vested and exercisatienpan amount of cash determined
by the Committee prior to the Change in Controlibuto event less than the excess of the ChanGeiitrol
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Price over the exercise price thereof (subjechipexisting deferral elections then in effect)thé consideration to be paid in a Change in
Control is not entirely shares of common stockrofaquiring or resulting corporation, then the Cdttee may, prior to the Change in
Control, provide for the cancellation of outstargdBtock Options at the time of the Change in Camtravhole or in part for cash pursuan
this Section 21(a)(4) or may provide for the exa®nor conversion of outstanding Stock Options attitine of the Change in Control in
whole or in part, and, in connection with any spebvision, may (but shall not be obligated to) petmolders of Stock Options to make si
elections related thereto as it determines areogpiate.

(b) Restricted Stock Grants and Performance Share Wards.

1. Vesting of Restricted Stock Grants. Upon theuo@nce of a Change in Control, each unvested iRiestrStock Grant which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fulbgted.

2. Vesting of Performance Award. Upon the occureesfca Change in Control, each unvested PerformAnaed which is outstanding
immediately prior to the Change in Control under Blan shall immediately become vested in an amequml to the PSU Pro Rata Amot

3. Settlement of Restricted Stock Grants and Padoce Awards.

(i) If the Common Stock continues to be widely hatdl freely tradeable following the Change in Colndr is exchanged for or convert
into securities of a successor entity that are lyideld and freely tradeable, then the vested Itices shall be paid in shares of Common
Stock or such other securities as soon as pratgiedter the date of the Change in Control, ohimform of cash with respect to
Performance Units (subject to any existing defeglattions then in effect).

(ii) If the Common Stock does not continue to beely held and freely tradeable following the Chaimmg€ontrol and is not exchanged
for or converted into securities of a successatyetitat are widely held and freely tradeable, tktiemvested Incentives shall be paid in
cash as soon as practicable after the date oftthed® in Control (subject to any existing defeetattions then in effect).

(c) Other Provisions.

1. Except to the extent required by applicable fmwthe entirety of the Protection Period, the eniad terms of the Plan shall not be
modified in any manner that is materially adverséhte Qualifying Participants (it being understalodt this Section 21(c) shall not require
that any specific type or levels of equity awardgbanted to Qualifying Participants following tBeange in Control).

2. During the Protection Period, the Plan may moaimended or modified to reduce or eliminate tloéegtions set forth in Section 21(c)(1)
and may not be terminated.

3. The Company shall pay all legal fees and relatgebnses (including the costs of experts, evidandecounsel) reasonably and in good
faith incurred by a Qualifying Participant if theulifying Participant prevails on his or her cldion relief in an action (x) by the Qualifying
Participant claiming that the provisions of Sectitir{c)(1) or 21(c)(2) of the Plan have been vialdteut, for avoidance of doubt, excluding
claims for plan benefits in the ordinary course] &) if applicable, by the Company or the QualifyiParticipant’s employer to enforce
post-termination covenants against the QualifyiagiBipant.

(d) Definitions . For purposes of this Section 21, the followingrie shall have the following meanings:

1. “Change in Control” shall have the meaning sethfin the Company’s Change in Control Separafienefits Plan; provided, however,
that, as to any award under the Plan that consisieferred compensation subject to Section 409theiCode, the definition of “Change in
Control” shall be deemed modified to the extentassary to comply with Section 409A of the Code.
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2. “Change in Control Price” shall mean, with regpge a share of Common Stock, the higher of (&)hiighest reported sales price, regular
way, of such share in any transaction reportecherNew York Stock Exchange Composite Tape or athéonal exchange on which such
shares are listed or on the NASDAQ National Markeing the ten-day period prior to and including ttate of a Change in Control and
(B) if the Change in Control is the result of adenor exchange offer, merger, or other, similapocate transaction, the highest price per
such share paid in such tender or exchange offegen or other, similar corporate transaction; futed that, to the extent all or part of the
consideration paid in any such transaction consfssgcurities or other noncash considerationyttiee of such securities or other noncash
consideration shall be determined by the Committee.

3. “Key R&D Options” shall mean those performan@esdxd options granted to employees under the KegaRas and Development
Program described in the applicable Schedule t&tlies and Regulations for the Plan.

4. “Protection Period” shall mean the period begigron the date of the Change in Control and endimthe second anniversary of the date
of the Change in Control.

5. “PSU Pro Rata Amount” shall mean for each Perforce Award, the amount determined by the Committesn it grants Performance
Awards.

6. “Qualifying Participants” shall mean those indivals who participate in the Plan (whether asentror former employees) as of
immediately prior to the Change in Control.
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Exhibit 10.1:

MERCK & CO., Inc.
2006 NON-EMPLOYEE DIRECTORS
STOCK OPTION PLAN
(Effective April 25, 2006; as amended and restateldebruary 27, 2007)




2006 NON-EMPLOYEE DIRECTORS STOCK OPTION PLAN

The 2006 Non-Employee Directors Stock OptitanRthe “Plan”) is established to attract, ret@iml compensate for service as members of
the Board of Directors of Merck & Co., Inc. (thed@pany” or “Merck”) highly qualified individuals whare not current or former employees
of the Company and to enable them to increase dlwaiership in the Company’s Common Stock. The Rl#irbe beneficial to the Company
and its stockholders since it will allow these RBimgs to have a greater personal financial stakkdrCompany through the ownership of
Company stock, in addition to underscoring themomn interest with stockholders in increasing thkig of the Company stock longer term.

1. Eligibility

All members of the Company’s Board of Directors vare not current or former employees of the Compargny of its subsidiaries (“Non-
Employee Directors”) shall participate in this Plan

2. Awards

Only nonqualified stock options to purchase shafédderck Common Stock (“NQSOs”) and Restricted &tGgants (collectively,
“Incentives”) may be granted under this Plan.

3. Shares Availabl

a) Number of Shares Available: There is hereby reskeforissuance under this Plan 1 million sharelefck Common Stock, par vali
$0.01 per share, which may be authorized but uetsshares, treasury shares, or shares purchaskd open marke

b) Recapitalization Adjustment: In the eventiokorganization, recapitalization, stock sptibck dividend, extraordinary cash dividend,
combination of shares, merger, consolidation, sgiffering or other similar change in the capitalisture or shares of the Company,
adjustments in the number and kind of shares aigttbby this Plan, in the number and kind of sham&red by Incentives, and in
option price of outstanding NQSOs under, this Rlaall be made if, and in the same manner as, sijoktments are made to
incentives issued under the Company’s then cutresintive Stock Plan subject to any required adbipthe Board of Directors or the
stockholders of the Company and compliance witHiegiple securities law:

4. Annual Grant of Nonqualified Stock Optic

Each year on the first Friday following the Compamnnual Meeting of Stockholders, each individakdcted, reelected or continuing as a
Non-Employee Director shall automatically receiveNQSO to purchase 5,000 shares of Merck CommorkStosuch other amount as
may be determined by the Board from time to timetwithstanding the foregoing, if, on that first éfiy, the General Counsel of the
Company determines, in her/his sole discretiort, ttheCompany is in possession of material, undged information about the Company,
then the annual grant of NQSOs to Non-Employeedbirs shall be suspended until the second busi@safter public dissemination of
such information and the price, exercisability datel option period shall then be determined byreefee to such later date. If Merck
Common Stock is not




traded on the New York Stock Exchange on any dgtaiat would otherwise be awarded, then the gttaait be made the next day therea
that Merck Common Stock is so traded.

. Option Price

The price of the NQSO shall be the closing pricéefck Common Stock on the date of the grant aseglon the New York Stock
Exchange.

. Option Period

An NQSO granted under this Plan shall become esahb# at 12:01 a.m. in three equal installmentsjéstito rounding) on each of the fir
second and third anniversaries of the date of gradtshall expire at 11:59 p.m. on the day befoeetenth anniversary thereof (“Option
Period”). As used in this Plan, all times shall méae time for New York, NY.

. Paymeni

The NQSO price and any required tax withholdingny, shall be paid in cash in U.S. dollars attilme the NQSO is exercised or in such
other manner as permitted for option exercises uthdeCompany’s Incentive Stock Plan (the “ISP”plagable to “officers” (as defined in
Rule 16a-1 of the Securities Exchange Act of 198d {Exchange Act”)) of Merck and its affiliate$.the Compensation and Benefits
Committee of the Board of Directors of the Compapproves the use of previously owned shares of GumBtock for any portion of the
exercise price for NQSOs granted under the ISP, @ same provision also shall apply to this Pldre NQSOs shall be exercised thro
the Company’s broker-assisted stock option exeqmisgram, provided such program is available atithe of the option exercise, or by
such other means as in effect from time to timetfier|SP.

. Cessation of Servic

Upon cessation of service as a Non-Employee Dirdéto reasons other than Retirement or death), tdse NQSOs immediately
exercisable at the date of cessation of servick Isb@xercisable by the grantee. Such NQSOs nauskbrcised by 11:59 p.m. on the day
before the same day of the third month after sessation of service (but in no event after theratioin of the Option Period) or they shall
be forfeited. For example, if service ends on Janid and this section applies, the NQSOs wouldrexm later than 11:59 p.m. on April
11. All other NQSOs shall expire at 11:59 p.m. loa day of such cessation of service.

. Retiremen

If a grantee ceases service as a Non-Employeetbirand is then at least age 65 with ten or moeesgyef service or age 70 with five or
more years of service (such cessation of servia€'lRetirement” and begins on the first day afewvie ends), then any of his/her
outstanding NQSOs shall continue to become exdnieises if service had continued. All outstanding®@3 must be exercised by the
expiration of the Option Period, or such NQSOs Idtmforfeited. Notwithstanding the foregoing, igeantee dies before the NQSOs are
forfeited, Section 10 shall control.




10. Death

Upon the death of a grantee, all unvested NQSUOkIsmome immediately exercisable. The NQSOs whietome exercisable upon the
date of death and those NQSOs which were exereisabthe date of death may be exercised by theeg'ariegal representatives or heirs
by the earlier of (i) 11:59 p.m. on the day befibre third anniversary of the date of death (ii) éixpiration of the Option Period; if not
exercised by the earlier of (i) or (ii), such NQShsill be forfeited. Notwithstanding the foregoiifdpcal law applicable to a deceased
grantee requires a longer or shorter exercise getfi@se provisions shall comply with that law.

11. Restricted Stock Grai

The Board may award actual shares of Common St&#s(ricted Stock”) or phantom shares of Commortcls{tRestricted Stock Units”)
to a Non-Employee Director, which shares shalluigext to the terms and conditions and as the Bueyl prescribe from time to time.

12. Administration and Amendment of the P

This Plan shall be administered by the Board o&€&tors of Merck. The Board may delegate to anygreos group, who may further so
delegate, the Board’s powers and obligations heleuas they relate to day to day administratiothefexercise process. This Plan may be
terminated or amended by the Board of Directoris @sems advisable. However, an amendment revtbiagrice, date of exercisability,
option period of, or amount of shares under an N@B&I not be made more frequently than every sintims unless necessary to comply
with applicable laws or regulations. Unless apptblrg the Companyg' stockholders, no adjustments or reduction oettezcise price of ar
outstanding NQSO shall be made directly or by chettoen of outstanding NQSOs and the subsequemargimg of NQSOs at a lower price
to the same individual. No amendment may revokater in a manner unfavorable to the grantees aogmtives then outstanding, nor may
the Board amend this Plan without stockholder aygiravhere the absence of such approval would céngsBlan to fail to comply with

Rule 16b3 under the Exchange Act or any other requiremeapplicable law or regulation. An Incentive may be granted under this P
after December 31, 2015 but NQSOs granted pritliabdate shall continue to become exercisablevadbe exercised, and Restricted
Stock Grants shall continue to vest, accordindnéir tterms.

13. Transferability

Except as set forth in this section, the NQSOstgrhnnder this Plan shall not be exercisable dutieggrantee’s lifetime by anyone other
than the grantee, the grantee’s legal guardiaheogtantee’s legal representative, and shall niamsferable other than by will or by the

laws of descent and distribution. Incentives grdnteder this Plan shall be transferable duringaatge’s lifetime only in accordance with
the following provisions.

The grantee may only transfer an NQSO while seramg Non-Employee Director of the Company or withme year of ceasing service as
a Non-Employee Director due to Retirement as ddfineSection 9.
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The NQSO may be transferred only to the grantgeisise, children (including adopted children angatédren) and grandchildren
(collectively, “Family Members”), to one or moreusts for the benefit of Family Members or, at thsektion of the Board of Directors, to
one or more partnerships where the grantee arfganisly Members are the only partners, in accordavitiethe rules set forth in this
section. The grantee shall not receive any paymieother consideration for such transfer (exceat ifhthe transfer is to a partnership, the
grantee shall be permitted to receive an intereité partnership in consideration for the trarsfer

Any NQSO transferred in accordance with this secsiball continue to be subject to the same terrdscanditions in the hands of the
transferee as were applicable to such NQSO pritiredransfer, except that the gransegght to transfer such NQSO in accordance wiiy
section shall not apply to the transferee. Howelféhe transferee is a natural person, upon thesfieree’s death, the NQSO privileges may
be exercised by the legal representatives or b&@agés of the transferee within the exercise priotherwise applicable to the NQSO.

Any purported transfer of an NQSO under this secsioall not be effective unless, prior to suchgfan the grantee has (1) met the
minimum stock ownership target then in place fareBiors of the Company, (2) notified the Compantheftransferee’s name and address,
the number of shares under the Option to be trenesfeand the grant date and exercise price of shales, and (3) demonstrated, if
requested by the Board of Directors, that the psepdransferee qualifies as a permitted transigmder the rules set forth in this section. In
addition, the transferee must sign an agreemenhthar she is bound by the rules and regulatidéiseoPlan and by the same insider trac
restrictions that apply to the grantee and prowiag additional documents requested by the Companyder to effect the transfer. No
transfer shall be effective unless the Companyitaffect a registration statement filed under $leeurities Act of 1933 covering the
securities to be acquired by the transferee upercese of the NQSO, or the General Counsel of Maakdetermined that registration of
such shares is not necessary.

14. Compliance with SEC Regulatio

It is the Company’s intent that the Plan complylirespects with Rule 16b-3 of the Exchange Awrtl any regulations promulgated
thereunder. If any provision of this Plan is l&trnd not to be in compliance with the Rule, thevision shall be deemed null and void. All
grants and exercises of NQSOs under this Plan kbaakecuted in accordance with the requiremenBeofion 16 of the Exchange Act, as
amended, and any regulations promulgated thereunder

15. Miscellaneou:s
Except as provided in this Plan, no Non-Employee&or shall have any claim or right to be graraedNQSO under this Plan. Neither the
Plan nor any action thereunder shall be constraagivéng any director any right to be retainedha service of the Company.

16. Effective Date

This Plan shall be effective April 25, 2006 or slater date as stockholder approval is obtained.

17. No Constraint on Corporate Actic

Nothing in this Plan shall be construed (i) to lirmi impair or otherwise affect the Company’s righppower to make adjustments,
reclassifications, reorganizations or changessodapital or business structure, or to merge osa@lghate, liquidate, sell or transfer all or any
part of its




business or assets, or (ii) except as providecati® 12, to limit the right or power of the Comgaor any subsidiary to take any action
which such entity deems to be necessary or apptepri

18. Governing Law

This Plan, and all agreements hereunder, shalbbstied in accordance with and governed by ths #@wthe State of New Jersey.
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Exhibit 10.2(

August 24, 2006
Dear Brad:

This letter agreement (“Agreement”) sgpeles Peter Loescher’s letter to you dated Juld@6 concerning your employment status
with Merck & Co., Inc. (“Merck” or the “Company”)ral incorporates revisions to the earlier lettecuised by your attorneys and Merck’s
attorneys. As you and Peter discussed, as pargjeharal restructuring of Merck’s worldwide humagahh business, your current position as
President, U.S. Human Health will be eliminatethatclose of business on September 30, 2006 andijidoe separated from employment.
Merck is offering you severance arrangements s#t fielow, contingent on your timely acceptance morevocation of the terms set forth in
this Agreement:

1. Employment Status.

(a) Transition Assignmer. Effective July 12, 2006 you were relieved of giemal responsibilities and your sole assignmed
effectuate the full transition of your responsiié as President, U.S. Human Health, under mgtiine Your status as an “officer” as
defined in Rule 16a-1(f) as defined under the SdearExchange Act of 1934 ended at the close eirt@ss on July 12, 2006. You
agree to use your best efforts to perform thisgmssent and such other duties as | may assign t@gduo otherwise conduct yourself
in the best interests of the Company. Your gradklase salary will remain at their current leved ou will continue to be eligible to
participate in the Company’s employee benefit plamd programs, as they may be amended from tirtimé& on the same terms and
conditions applicable to Company employees at goade level. At my sole discretion, your employmstatus may be converted at
any time to paid inactive status prior to Septend8r2006. While on paid inactive status, your gradd base salary will be
unchanged; you will continue to receive monthlyasabayments; you will continue to accrue pensi@dit and be eligible to
participate in the plans that you elected undeflthable benefits program; provided, however, thati will not be eligible to
participate in the short term and long term disgbilenefit plans which benefits you agree to wa

(b) Termination of EmploymentYour employment will terminate on September 3W& (“Separation Date”), provided that you have not
terminated your employment by resignation prioth® Separation Date. Your resignation will be degtoeoccur in the event that you
engage in conduct inconsistent with your respolitiés and obligations as a Merck employee or ifi ymluntarily terminate your
employment by quitting or commencing employmeng¢wlsere. The termination of your employment on tepa8ation Date will be a
“Separation from Service” (“Separation”) under Merck & Co., Inc. Separation Benefits Plan for Nonimn Employees (“Separation
Plan”) and you will be eligible for the benefitspdipable to a “Bridged Employee” described in thiedhure entitled “Special
Separation Program for Bridged Employees” (the dBed Employee Brochure”) under the Separation Hlaa.summary plan
description (“SPD”) that describes the benefitsilaiée to you under the Separation Plan and thédgd Employee Brochure that
describes the effect of a separation on other ltsrfef a“Bridged
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Employee” have been provided to you andeerporated herein by reference. If there is amfl between the SPD and this
Agreement or between the Bridged Employee Brochatethis Agreement, the SPD or Bridged EmployeeBuce, as the case may
be, shall goverr

2. Separation Benefits. Upon your Separation, you will receive the follogy separation benefits all in accordance withSF® and Bridged

Employee Brochure:

(&) _Separation PaySubject to paragraph 3(b) below, you will recesegenty-eight (78) weeks’ pay as described irBfAB, payable in
periodic installments in accordance with the Cony’'s normal payroll periods, minus applicable dedunstiand withholdings

(b) Retirement Plal. You will receive the Bridged Pension Benefit dédsed in the Bridged Employee Brochure, subjeqiaoagraph 3(b
below.

(c) Medical and Dental Benefit¥ou will be eligible to select retiree medicabasental benefits as described in the Bridged Eygso
Brochure.

(d) Life Insurance. You will be eligible to be considered a retiree life insurance plan purposes as described iBtidged Employe:
Brochure.

(e) Outplacemen. You will eligible to receive Senior Executive 8iee outplacement services over a period of twéh& months

(H  Equity Grants You will be considered “retired” for purposesyafur outstanding unexercised stock options, reettistock units,
leader shares and performance share units, inasaeh if any. It is your responsibility to familize yourself with the terms of your
individual equity grants

(o) _Special Payment in Lieu of EIP BonuSubject to paragraph 3(b) below, you will receavepecial payment of $412,500, minus
applicable deductions and withholdings, in lielaofEIP bonus for your performance in 2006. Youedet election, if any, with
respect to such EIP bonus will not apply to thiscéal payment. In the event that you die before $ipecial payment is made, the
payment will be made to your este

3. Payments.

(&) Generally. All payments made pursuant this Agreement wilbased on your current base salary and are subjegplicable
deductions and withholding. Upon your Separatiaeget for the payments described in this Agreeraedtthe attached Bridged
Employee Brochure, no other compensation will bid payou or on your behal

(b) Section 409A. Payments generally may not be made on accows#gpsration from service for six months following termination o

employment of a “Specified Employee” as define®inp. Treas. Reg. Sec. 1.409A-1(i) or any succeahgoeto, which in general
includes the top 50 employees of a company rankembmpensation. You are a “Specified Employee.” S[lwhere payments are
characterized in this Agreement as subject togaragraph, no such payments will be made to yar pithe first day of the seventh
month following termination of your employment. t@ad, amounts that would otherwise have been payhbing the six months
immediately following your Separation will be acculated and paid in a lump sum, without interessa@m as administratively
practicable following such six month period (i@n, or after April 1, 2007,
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4. Deferral Program Account. Your Deferred Program Account, if applicable,lwi¢ paid out to you in accordance with the terms a
conditions of the Merck deferral program applicalseparated employees, subject to paragrapto8¢h)s Agreement.

5.Lump Sum Payment. As soon as practicable after your Separationckeiill pay to you, subject to appropriate tax vitthding, a gross
lump sum in the amount of $137,500. This lump s@aynpent is not subject to the delay described iagraph 3(b) of this Agreement. As a
condition of receiving this lump sum payment, youeg to execute and return to me the release ioi€kattached hereto as Attachment “A” on
or soon after September 30, 2006. Merck’s obligetmpay this lump sum will not arise until the oeation period for such executed release
has passed without your revocation thereof.

6. Financial Counseling. You may continue to participate in the Compargxecutive Financial Services Program through triea2007 at
the level established for Management Committee neesitiom time to time (currently, reimbursemento$10,000 per calendar year).

7. Nondisparagement. You agree not to disparage Merck, its affiliamshsidiaries, or joint ventures, and their progucfficers, directors,
employees, former employees, representatives agmtggn any way whatsoever; provided, howevet,tb¢hing set forth herein will prohibit
you from making any statement or engaging in cohtluthe extent such statement or conduct is reduiy law, court order or legal proce
The Company agrees that neither its employees vdre executive officers of the Company on July T®&nor members of the Company’s
Board of Directors will disparage you or your penfiance as a Merck employee.

8. Noncompete. For a period of eighteen months following youp&mtion Date, you agree not to conduct busineserimpetition with Merck
“Conduct business in competition with Merck” meafias,purposes of this Agreement,

(a) to be, or become being connected in any manitler a Competitor as defined below, directly adinectly, as an individual or as a
director, trustee, officer or employee of, or debequity investor in, or consultant or other inelegent contractor to, a Competitor, or
through ownership, management, operation or coofralperson or entity that is a Competifmmvidedthat in no event shall ownership
of 1% or less of the outstanding equity securitieany issuer whose securities are registered uhdeecurities Exchange Act of 1934,
as amended, standing alone, be prohibited by titipasagraph so long as you do not have, or exemigerights to manage, operate or
control the business of such issuer; or

(b) individually or in partnership or conjunctiorittvany other person or entity to engage in, worknork for or with as an employee or
consultant, advise, manage, lead, be employed bjfibated with, or own or operate any enterprseendeavor, not defined below as a
Competitor, that discovers, develops, markets itg pearmaceutical or biological products or vaesinunless you have first obtained the
consent of Merck’s General Counsel. Your requestémsent must include the name of the companwhich you would like to work

(or otherwise become associated), the nature aof gpaposed employment, association or relationslitipp such company, and any other
information requested by the General Counsel. Timsent of the General Counsel required hereundenetibe unreasonably withheld,
provided, howevetthat you understand and agree that the decisiothwh® grant any such requested consent will iberaéned by the
General Counsel in the exercise of his or her digleretion. No such consent will be effective usliéss set forth in a signed, written
communication from the General Counsel to you.
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(c) “Competitor” means any of the following compasias well as their parents, subsidiaries, afi@nd successors: Abbott
Laboratories, Amgen, AstraZeneca, Bristol MyersiBlguGlaxo Smith Kline, Genentech, Johnson & John&sdi Lilly, Novartis/Chiron,
Pfizer, Roche/Hoffmann-La Roche, Sanofi/Adventish&ing Plough and Wyeth.

9. Nonsolicitation . For a period of eighteen months following youp&=tion Date, you agree not to solicit, enticespade, induce or
otherwise attempt to influence any person, wharipleyed by Merck, its subsidiaries or joint ventign the date of this Agreement, to leave
the employ of Merck, its subsidiaries or joint wamets, by (1) making initial contact with a Merck @oyee for such purpose or engaging in
discussion with a Merck employee about such purposesult, (2) causing any third party to makéahicontact with a Merck employee for
the purpose of soliciting, enticing, persuadingnalucing them to leave the employ of Merck, org8)viding a third party information about
any Merck employee for the purpose of recruitmérhat employee.

10. Confidential Information . You acknowledge and agree that, in the courg@wf employment with the Company, you had accesstie
secrets, and confidential and proprietary busiirgssmation (“Confidential Information”) owned by pertinent to, the Company and its
subsidiaries or joint ventures. You agree not szldise Confidential Information except as you detee in good faith, with the advice of
counsel, to be required of you by law or legal pss; subpoena or court order, provided that, psiany such required disclosure, you will use
your reasonable best efforts to provide sufficiestice to the Company so as to enable the Compmaimydrpose an effective objection to si
disclosure.

11.Litigation . In connection with litigation, investigation, inigqy or proceedings before a court, arbitrator,gfoment or administrative
agency or other tribunal, you may be asked by Mavdkstify as a witness or to provide informat@mmcerning matters you were or might
have been involved in during the course of yourlegrpent with Merck. You agree to cooperate fullyiwMerck’s counsel by making yours
available to such counsel, upon reasonable advastiee, to discuss your information or to reviewytestimony reasonably in advance of
such litigation or proceedings, by making yourseféilable to testify at depositions or trial asuieed or requested by Merck, and by notifying
Merck immediately upon becoming aware of any liiig)a, investigation, inquiry or proceedings invalgiMerck. Other than travel expenses
and applicable, or statutorily mandated, witnegs fgou agree that you will not be paid in conmectiith your testimony, appearance or
participation pursuant to this paragraph in sutthdtion or proceedings. You further agree that wdllnot participate in any lawsuit or other
legal action or administrative proceeding initiatgda third party against or involving Merck, extap such participation is solicited by Merck
or authorized by Merck, unless commanded to doysa \rlid and lawfully issued subpoena. You aghee if you are subjected to a subpoena
requiring you to bear witness on matters concergmg employment with or your knowledge about Mengdu will contact the Company as
soon as reasonably practicable and cooperateviitlythe Company in its chosen manner of proceeditaghing in this provision shall be
construed as precluding you from cooperating véth énforcement or regulatory agencies in connegtiitim any lawful government inquiries.

12.Breach of Agreement and Forfeiture of Benefits

(@) The forfeiture of benefits provision set forth etSPD is incorporated by reference into this Agrert with respect to all amounts ¢
benefits payable hereund

(b) Separate and apart from any other remeatyMerck may have, in the event that Merck reaslynddtermines that you have breached
or violated paragraph 7, 8, 9, 10 or 11 of thiséegnent, Merck’s obligation to pay amounts describguhragraphs 2(a), 2(g) and 5 of
this Agreement will immediately cease as of theadtsuch breach or violation and Merck (i) will
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relieved of any further obligation to makelsyayments and (ii) will be entitled to demand] gou agree to immediately tender, all
benefits and payments previously made to you heleu

(c) You agree that your breach of paragraphd@, 10 of this Agreement will cause immediate aregparable injury to Merck and it is and
will be impossible to estimate and determine thmalge that will be suffered by Merck in the evenyofir breach. You agree that yt
breach of any of these paragraphs will cause imatedind irreparable injury to Merck and that &l will be impossible to estimate
and determine the damage that will be sufferetiénetvent of a breach. Separate and apart fromtaey emedy that Merck may ha
you further agree that, in the event of such adirellerck will be entitled, in addition to any otrevailable remedies, to (i) tempor:
and permanent injunctive relief from any such bhdayg you and by your employers, employees, partagrants and associates, of the
terms set forth in this paragraph, without the ssitg of proving actual damages, or immediate r@piarable harm, or of posting a
bond, ii) an award of liqguidated damages equalltmanies paid to you or received by you in accoawith paragraphs 2(a), 2(g)
and 5 of this Agreement, and (iii) all associatttdraey's fees and cost

13.Reformation . You agree that if any portion(s) of paragrapi®(s9, 10, 11 or 12 is determined to be invalid hsdetermination will not
affect the enforceability of the remaining portiamisuch paragraph(s) and such paragraph(s) wititeepreted as if the invalid portions had
not been inserted. You agree that if such invaligitcaused by the length of any period of timéhersize of any area, then the period of tim
the area, or both, will, without need of furthetiac by any party, be deemed to be reduced toiager area that will cure the invalidity.

14.Confidentiality . You agree to hold the existence of this Agreenagitthe terms and conditions of this Agreemestiiict confidence and
you agree not to disclose, except as may be rahbirdaw or legal process, any such informatioang third party other than members of y
immediate family, your former spouse, financial isdvs, outplacement firm, tax authorities, tax egt@ts or anyone preparing your tax
returns, or legal advisors. Notwithstanding theefming, you may disclose to executive search fad prospective employers the provisions
of this Agreement related to your agreement nabtoduct business in competition with Merck.

15.Release In consideration of the promises of the Companget forth in this Agreement, and with the intienbe bound legally, you agree
to irrevocably RELEASE AND FOREVER DISCHARGE Mer&kCo., Inc., together with its benefit plans, suliiies and affiliates and their
officers, directors, employees, agents, predecgespartners, successors, fiduciaries and assifredgasees”) from and with respect to any
manner of actions, suits, debts, claims, demandgssbver in law or equity arising out of or in amgy relating to your employment with the
Company or the termination of your employment, rigiag out of or in any way relating to any transawe, occurrence, act or omission or any
loss, damage or injury occurring at any time upnd including the date and time on which you shga Agreement (“Claims”), including, but
not limited to (a) any and all Claims based upoy law, statute, ordinance, regulation, constitutorexecutive order or based in contract, tort
or common law or any other legal or equitable thiedrelief; (b) any and all Claims based on thepfoyee Retirement Income Security Ac
1974; (c) any and all Claims arising under thelcights laws of any federal, state or local jurtsithn, including, but not limited to, Title VII ¢
the Civil Rights Act of 1964, the Americans withdabilities Act; Sections 503 and 504 of the Relialiibn Act; the Family and Medical
Leave Act; the Age Discrimination in Employment Attte Pennsylvania Human Relations Act; and the Newey Law Against
Discrimination; (d) any and all Claims under anyistleblower laws or whistleblower provisions of etHaws including, but not limited to, the
New Jersey Conscientious Employee Protection Awt;(@) any and all Claims for counsel fees or ct
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You understand that by signing this Agneat, you are waiving any and all Claims againgtamd all Releasees released by this
Agreement to the greatest extent allowable underNothing in this paragraph shall be read as asvaif any vested rights in any savings or
pension plan. The foregoing release does not releawaive claims or rights that cannot be waivedblw and does not release or waive any
claims or rights to indemnification under Mercks-laws, or by applicable law, or under Merskdirectors and officers insurance, that you |
have now or in the future.

16.No Representation. You acknowledge that no promise, other than tbengses in this Agreement, have been made to ydutet in

signing this Agreement you are not relying upon siagement or representation made by or on beh#tedReleasees and each or any of them
concerning the merits of any Claims or the nataneount, extent or duration of any damages relatrany Claims or the amount of any
money, benefits, or compensation due you or clailmegou, or concerning the Agreement or concerimg other thing or matter.

17.Voluntariness. You agree that you are relying solely upon youngudgment; that you are legally competent to $sige Agreement; that
you are signing this Agreement of your free witlat you have read and understood the Agreementebsifgning it; and that you are signi
this Agreement in exchange for consideration tloat lyelieve is satisfactory and adequate.

18.No Admissions. You agree and acknowledge that neither the off¢iniese arrangements nor this Agreement will bestaed as an
admission or as evidence that Merck or its agesne ffiailed in any way to act properly in connectidgth your employment or the termination
thereof. To the contrary, the Company specificdfiyies any wrongful or unlawful treatment towards.yThis Agreement has been proposed
by the Company solely for the purpose of reachinguéually acceptable resolution of issues you haised arising out of the termination of
your employment

19. Applicable Law . You acknowledge and agree that your employmdatioaship with Merck is governed solely and exolely under the
laws of the State of New Jersey and the UniteceStand that any question as to the scope, intatfmetand effect of this Agreement will be
resolved under the substantive and procedural ¢ditiee State of New Jersey without giving effectitty conflict of laws provisions.

20. Severability . All provisions and portions of this Agreement asverable. If any provision or portion of this &gment or the application
any provision or portion of the Agreement will betefmined to be invalid or unenforceable to angmeixbr for any reason, all other provisions
and portions of this Agreement will remain in fidrce and effect and will continue to be enforceablthe fullest and greatest extent permitted
by law.

21. Amendment, Termination of Plans. Merck retains the right (to the extent permitbydaw) to amend or terminate the Separation Ptah a
any benefit or plan described in the SPD and/oBtfigged Employee Brochure (or otherwise) at ametiand nothing in this Agreement
affects or alters that right. While it has no cuatrimtention to do so, Merck also may extend, dragtte, the Separation Plan in the future. If
sign and return the Agreement, any later amendoretermination will not decrease the amount of $&fien Pay or the other Separation
Benefits you are eligible to receive as descrilpetthis Agreement.

22.Complete Agreement This Agreement constitutes the complete and figatement between the parties and supersedeeades all
prior or contemporaneous agreements, negotiat@rdiscussions relating to the subject matter isf Adgreement.
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In accordance with the federal Older Workers’ Beneit Protection Act of 1990, you have forty-five (45pays from your initial
receipt of this Agreement within which to considemwhether to sign the Agreement. Should you choose $ign this Agreement, you are
entitled to revoke your acceptance at any time witin seven (7) calendar days after signing it. If resked by you within that time period,
the Agreement will be null and void for all purpose. The Agreement will not become effective or enfoeable until the revocation perioc
has expired. Lastly, you have the right to consulivith an attorney before signing this Agreement.

Please indicate your acceptance of tigie@ment by signing and dating this letter andrnég it to me. A duplicate of this letter, signed
by me, is enclosed for your records.
Very truly yours,

/s/ Richard T. Clark
Richard T. Clark
Chief Executive Officer and Preside

ACCEPTED:

Dated

Bradley Sheare
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Attachment “A”
RELEASE AND WAIVER OF CLAIMS

In consideration of the lump sum to bi&lpa me by Merck & Co., Inc. (“Merck” or “the Corapy”), as set forth in paragraph 5 of the
agreement between me and Merck dated August 24, @ Agreement”), and with the intent to be bduegally, | agree to irrevocably
RELEASE AND FOREVER DISCHARGE Merck & Co., Inc. gether with its benefit plans, subsidiaries andiafiés and their officers,
directors, employees, agents, predecessors, pariawcessors, fiduciaries and assigns (“Releasiesi and with respect to any manner of
actions, suits, debts, claims, demands whatsoavami or equity arising out of or in any way retatito my employment with the Company or
the termination of my employment, or arising oubofn any way relating to any transaction, occuoces act or omission or any loss, damac
injury occurring at any time up to and including tthate and time on which | sign this Release (‘f84), including, but not limited to (a) any
and all Claims based upon any law, statute, ordi@aregulation, constitution or executive ordebased in contract, tort or common law or
other legal or equitable theory of relief; (b) amd all Claims based on the Employee RetirememiniecSecurity Act of 1974; (c) any and all
Claims arising under the civil rights laws of argléral, state or local jurisdiction, including, Imat limited to, Title VIl of the Civil Rights Act
of 1964; the Americans with Disabilities Act; Sects 503 and 504 of the Rehabilitation Act; the Fpm@ind Medical Leave Act; the Age
Discrimination in Employment Act; the Pennsylvariaman Relations Act; and the New Jersey Law Agdhstrimination; (d) any and all
Claims under any whistleblower laws or whistlebloyweovisions of other laws including, but not lietik to, the New Jersey Conscientious
Employee Protection Act; and (e) any and all Claiorsounsel fees or costs.

I understand that by signing this Rele&sen waiving any and all Claims against any ah&ealeasees released by this Release to the
greatest extent allowable under law. Nothing is fRelease shall be read as a waiver of any vegfied in any savings or pension plan. This
Release does not release or waive claims or righatscannot be waived by law and does not releas@ive any claims or rights (i) to
indemnification under Merck’s by-laws, or by applide law, or under Merck’s directors and officersurance, or (ii) arising under the
Agreement, that | may have now or in the futurieave had 45 days to consider the terms of thiseReland | have been advised of my right to
have my counsel review this Release before | sigrhave the right to revoke my agreement to gmns of this Release by notifying Merck in
writing within 7 calendar days after executing Belease.

Accepted:

Dated
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December 15, 2006

David W. Anstice
Dear David:

This letter agreement (“Agreement”) will canfii our discussions and sets forth the arrangentieatdhave been made concerning your
employment status with Merck & Co., Inc. (“Merck?’ the “Company”). We have agreed as follows:

1. Employment Status.

(a) Job Assignment.Effective September 15, 2006, you were appointadeémewly created position of Executive Vice Riest, Strategic
Initiatives, reporting to me (“New Assignment”). tihe New Assignment, you will serve on Executiver@uittee and will continue as an
“officer” as defined in Rule 16a-1(f) under the 8eties Exchange Act of 1934.

(b) Job Duties.Your duties in your New Assignment will include) functioning as the primary sustaining sponsah®Company’s End-
to-End and Global Support Function initiatives,hwitill accountability for the successful realizatiof these two elements of the Company’s
Plan to Win; (i) helping to refine the Company’s strategicedition in key pharmaceutical emerging marketgérticular, China and India);
(iii) serving as a member of the Human Health OfregaCommittee and the Research Strategic Reviemr@Gittee; (iv) assisting your
successors in their transitions to your formersagéPresident, Asia Pacific Human Health and leafléhe Merck/Schering Plough Joint
Venture, as necessary; and (v) performing suclhr aliiées as may be assigned me. You agree to dgweatefull business time, attention and
best efforts and abilities in the performance afryduties and will not, without the consent of @empany, serve as an employee, director or
consultant or other independent contractor to segpect to any business other than the Companitsaaffiliates.

(c) Compensation and BenefitsWhile employed in the New Assignment, you will remaligible for salary increases, bonus (subject to
Section 1(d)) and long-term incentives. You wilhtiaue to be eligible to participate in the Compangmployee benefit plans and program:
they may be amended from time to time, on the dammes and conditions applicable to Company emplepegour grade level.

(d) Bonus. You will be eligible for an award under the Compa Executive Incentive Plan (“EIP”), or, in cdarta&ases an amount in lieu
of such an award, as follows: (i) for performaneary2006, unless your employment is terminatecCturse (as defined in Section 2(a)), the
Company agrees to grant to you an EIP award (@naount in lieu of such award should your employnesats prior to the payout of such
award) in an amount no less than the amount oEtReaward paid to you for performance year 2005¢ckvAmount will be payable in 2007 at
such time when EIP awards are generally paid ter@mployees; (ii) for any calendar year subsequee?006 during which you are employed
for the entire calendar year (i.through the close of business on December 31)wjlbbe eligible for an EIP award determined in aatance
with the manner in which the Company makes suchrdebations for employees at your level, includiwithout limitation, the Company’s
performance, your division’s performance and theps¢impact and complexity of your individual cabtitions, which award (if any)
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and will be payable in the calendar year followihg performance year in question at such time Bsaldlards are generally paid to other
employees; and (iii) for the Severance Year (agddfin Section 2(c)), if any, you will be entitlémlan amount in lieu of an EIP award in
accordance with Section 4(b).

(e) No Separation.You agree that your appointment to the New Assigntrigenot a “Separation from Service” within theanang of the
Company’s Separation Benefits Plan for Non-Uniorplyees.

(f) Length of Assignment.Your employment will continue to be on an “at wilfasis, which means that either you or the Compaay
terminate the employment relationship at any tiwigh or without notice, for any lawful reason.

2. Definitions.

(a) Big Pharmaceutical Competitdhe term “Big Pharmaceutical Competitor” means afithe following companies as well as their
parents, subsidiaries, affiliates, joint ventured auccessors: Abbott Laboratories, Amgen, AstraZanBristol Myers Squibb, Glaxo Smith
Kline, Genentech, Johnson & Johnson, Eli Lilly, Idais/Chiron, Pfizer, Roche/Hoffmann-La Roche, S#Awentis, Schering Plough and
Wyeth.

(b) _CauseThe term “Cause” means your (i) intentional or iegped failure or refusal to perform reasonably assigduties, (ii) dishonesty,
willful misconduct, gross insubordination or graggjligence in the performance of your duties, {fiij)olvement in a transaction in connection
with the performance of the your duties to the Camypor any of its affiliates which transaction ivarse to the interests of the Company or
any of its affiliates and which is engaged in fergonal profit, (iv) willful violation of any lawsule or regulation in connection with the
performance of your duties (other than traffic &t@ns or similar minor offenses), (v) indictmetdnviction or plea of no contest with respect
to (x) any felony or (y) other crime involving métarpitude (whether or not a felony), (vi) actioninaction materially adversely affecting the
reputation of the Company or any of its affiliatggvii) breach of the covenants contained in Sec8 of this Agreement or breach of any o
agreement to which you and the Company are parties.

(c) CompetitorThe term “Competitor” means any person, compamytioer entity that (i) discovers, develops, marketsells
pharmaceutical or biological products or vaccinggahere in the world; and (ii) is not a Big Pharmatical Competitor.

(d) Severance EvenThe term “Severance Event” means any cessatignwfemployment at the Company, whether as atrefal
decision by you or a decision by the Company, eixttegi a “Severance Evendbes not occur if the cessation of your employneectirs as th
result of (i) a decision by the Company to termengdur employment for Cause; (ii) a decision by y@leave employment with the Company
in the presence of circumstances that would happated a decision by the Company to terminate goyployment for Cause; or (iii) an
employment termination that entitles you to receigeerance benefits under the Merck & Co., Inc.ngkan Control Separation Benefits Plan
as in effect from time to time.

(e) _Severance Yedrhe term “Severance Year” means that calendar (feamy) during which a Severance Event occurs.

3. Consideration. You acknowledge that in exchange for your agreerneeatcept and abide by the terms of this Agreempentare receiving
benefits which are being provided to you solelyspiant to this Agreement and to which you otherwisald not be entitled. Specifically, (a)
consideration of
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your initial execution, the Company has agreedferdo you the New Assignment, a guaranteed ElBrewor amount in lieu of such awal
as set forth in Section 1(d) and other terms &f &dreement; and (b) in consideration of your reeeion of this Agreement, the Company is
providing you with the Severance Benefits as sehfim Section 4 and other terms of this Agreement.

4. Severance Benefitsn consideration of your Agreement to accept arideaby the terms of this Agreement, the Companyprdvide you
with the following benefits (“Severance Benefitst) the condition that your employment ends asékalt of a Severance Event (as defined in
Section 2(b)) and on the further condition thapmupresentation by the Company after a SeveraneatEyou reaffirm your acceptance of th
Agreement by re-executing this Agreement withintthee period set forth in Section 20 and by notssgfuently revoking that acceptance:

(a) Severance PaySubject to Section 5(b), you will receive severapag in the form of continued monthly salary payimseminus
applicable deductions and withholdings, for a pgbbeginning on the day after a Severance Eveneadihg on the earlier of: (i) that date
which is eighteen months after a Severance Evinduly 31, 2013; or (iii) your breach of any dfet conditions set forth in Section 8.

(b) Severance Year BonusSubject to Section 5(b), you will be entitled toypeent of an amount in lieu of an EIP award shoudry
employment end in a Severance Year, which amouhb&iequal to the product obtained by multiplythg amount of your EIP award for the
performance year immediately preceding the Severdiear times a fraction the numerator of whicthiss tumber of complete months of
service provided by you in the Severance Year. (the number of complete months worked by you inSbeerance Year immediately
preceding the Severance Event) and the denomiagtehich is 12. The amount (if any) payable in ademce with this Section 4(b) will be
payable in the calendar year following the Sevegarear at such time as EIP awards are generaltytpaither employees. Notwithstanding
anything to the contrary above, this Section 4(lyvat apply should a Severance Year occur inmdde year 2006. In such case, the amount
(if any) payable in lieu of an EIP award will bese forth in Section 1(d)(i).

(c) Financial Counseling.You will be eligible to continue to participatetile Company’s Executive Financial Services Prodi@nthe
balance of a Severance Year at the then curreet éstablished for Executive Committee members fiiome to time (currently, reimburseme
up to $10,000 per calendar year). In addition,Gbenpany will provide you with reimbursement for ounseling, if required, relative to your
tax obligations, if any, under the laws of any dowrfor a period commencing on January 1st of éerdar year immediately following the
Severance Year and ending on Decembef@lthe third calendar year following the SeveraMear. The total cost of such tax/financial
counseling payable by Merck under this Section 4gt)not exceed $75,000.

(d) Relocation BenefitsIf you decide to relocate your primary residenctsioie the United States, then Merck, in accordavitie
Company policy, will provide one-way return tripfare and temporary living for a maximum of sixtgys for you and your accompanying
dependents; will ship your household goods to thiatpf some other mutually agreed upon area; ailicceansider you eligible for home sale
assistance, with buyout, under the Company'’s tlerent Relocation Policyprovidedthat your relocation is completed prior to the tyear
anniversary of a Severance Event, pravided furtheithat Merck’s payment(s) for these benefits willrbduced by any relocation
reimbursement/expenses (for the same move) youbmaytitled to by arrangement with another employeu understand and agree that y
eligibility for the benefits of this Section 4(d) contingent on your compliance with the procedofdake then current Company Relocation
Policy and other related Company policies.
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5. Payments.

(a) Generally. All severance payments made pursuant to Sectigroftais Agreement will be based on your then entibase salary as of
the time of a Severance Event and are subjectgiicaple deductions and withholding. Subject totfec5(b), the severance payments
pursuant to Section 4(a) will be made by electrar@nsfer or by mail, in accordance with your ndrmanner of payment, on or about the
regularly scheduled paydays for Merck salaried eygss or within thirty (30) days after you haveerecuted this Agreement and the
revocation period of Section 20 has elapsed, whighis later.

(b) Section 409 (A)Payments generally may not be made on accounpafaton from service for six months following tteemination of
employment of a “Specified Employee” as define®imp. Reg. Sec. 1.409A-1(i) or any successor thewdtich in general includes the top 50
employees of a company ranked by compensation.ar®a “Specified Employee,” thus to the extent neglby Section 409A of the Internal
Revenue Code of 1986, as amended, no paymentisenillade to you prior to the first day of the sixtbnth following termination of your
employment. Instead, amounts that would otherwésebeen payable will be accumulated and paidowttmterest, as soon as
administratively practicable following such six ntbmeriod.

6. Other Benefits. Your entitlement to benefits under the Companyissien, health and welfare and other plans will beegned by the
relevant plan documents and/or Company policiesakoidance of doubt, you acknowledge that younateand will not be eligible for
severance benefits under the Company’s currentyosaccessor Separation Benefits Plan.

7.Release In consideration of the promises of the Compaget forth in this Agreement, and with the intenbe bound legally, you agree
irrevocablyRELEASE AND FOREVER DISCHARGE Merck & Co., Inc., together with its benefit plassibsidiaries, affiliates and joint
ventures and their officers, directors, employeggnts, predecessors, partners, successors, fida@ad assigns (“Released Partiésiin anc
with respect to any manner of actions, suits, defdsms, demands whatsoever in law or equity mgisiut of or in any way relating to your
employment with the Company, your transfer to tlesvMssignment or the cessation of your employmanérising out of or in any way
relating to any transaction, occurrence, act orssian or any loss, damage or injury occurring gttane up to and including the date and time
on which you sign this Agreement (“Claims”), incing, but not limited to (a) any and all Claims bdisgon any law, statute, ordinance,
regulation, constitution or executive order or lsaisecontract, tort or common law or any other legaequitable theory of relief; (b) any and
Claims based on the Employee Retirement IncomerBgéict of 1974; (c) any and all Claims arisingdan the civil rights laws of any feder.
state or local jurisdiction, including, but not ibed to, Title VII of the Civil Rights Act of 1964he Americans with Disabilities Act;

Sections 503 and 504 of the Rehabilitation Act;Faenily and Medical Leave Act; the Age Discrimimatin Employment Act; the
Pennsylvania Human Relations Act; and the New ydraer Against Discrimination; (d) any and all Clamander any whistleblower laws or
whistleblower provisions of other laws includingitimot limited to, the New Jersey Conscientious Exyge Protection Act; and (e) any and all
Claims for counsel fees or costs.

You understand that by signing this Agreemepat, are waiving any and all Claims against any @h&eleased Parties released by this
Agreement to the greatest extent allowable underNothing in this paragraph shall be read as a@vaif any vested rights in any savings or
pension plan.
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8. Conditions of Agreement.

(a) Terms and Conditions. This Agreement is conditioned on your abiding btte¢ terms and conditions of this Agreement ardtéims
and conditions set forth in the Company’s Condgioh Employment Agreement, incorporated hereindigrence.

(b) Confidentiality . You agree to hold the existence of this Agreerrtiietterms and conditions of this Agreement, ihmumstances
surrounding your employment with Merck (includingithout limitation, your transfer to the New Assigant) and the cessation thereof, in
strict confidence and you agree not to discloseepikas may be required by law or legal processsaoh information to any third party other
than members of your immediate family, tax authesittax consultants or legal advisors. You agneg if you are subjected to a subpoena or
other court process or order requiring you to lvéairess on matters concerning your employment withour knowledge about Merck you
shall contact the Company immediately unless ratiion is prohibited by law or order of a court.thag in this provision shall be construed
as precluding you from cooperating with federastate law enforcement or regulatory agencies imeotion with any lawful government
inquiries.

(c) Non Disparagement You agree not to communicate negatively about @therwise disparage Merck or its products oheatd any ¢
the Released Parties in any way whatsoever.

(d) Agreement Not to CompeteYou agree that during your continued employmetihatCompany and for a period of eighteen months
after the cessation of your employment at the Camppgou will not conduct business in competitiothwilerck. “Conduct business in
competition with Merck,” means, for purposes ostAgreement,

(i) to be, or become connected in any manner witBig Pharmaceutical Competitor, directly or indthg, as an individual or as a director,
trustee, officer or employee of, or debt or equityestor in, or consultant or other independentrmtor to, a Big Pharmaceutical
Competitor, or through ownership, management, diperar control of a person or entity that is a Bilgarmaceutical Competitgsrovided
that in no event shall ownership of 1% or lesshefautstanding equity securities of any issuer wtsesurities are registered under the
Securities Exchange Act of 1934, as amended, stgradone, be prohibited by this subparagraph sg &myou do not have, or exercise, any
rights to manage, operate or control the businesaah issuer; or

(i) to be or become an employee, consultant oemithdependent contractor, director, trustee, ficaxf of a Competitor, without the prior
consent of Merck’s General Counsel. Your requastémsent must include the name of the companwhich you would like to work (or
otherwise become associated), the nature of yapgzed employment, association or relationship sitth company, and any other
information requested by the General Counsel. Whigedecision whether to consent to a request nmaaecordance with this subparagraph
will be within the sole discretion of Merck’'s GeakCounsel, such consent will not be unreasonalfilyhsld. No such consent will be
effective unless it is set forth in a signed, veritcommunication from the General Counsel to you.

(e) Non Solicitation. You agree that during your continued employmenihatCompany and for a period of eighteen monttes #iie
cessation of your employment at the Company, ydunet solicit, entice, persuade, induce or otheméttempt to influence any Merck
Employee (as defined below) to leave the employlefck, its subsidiaries, affiliates or joint verdgr by (i) making initial contact with a
Merck Employee for such purpose or engaging inugision with a Merck Employee about such purpogsesrlt, (ii) causing any other person
to make initial contact with a Merck Employee for




Page 6 of 9

the purpose of soliciting, enticing, persuadingnalucing them to leave the employ of Merck, itssdlaries, affiliates or joint ventures or
(iii) providing any other person information abauty Merck Employee for the purpose of recruitmdrthat employee. For the purposes of
Section 8(e), a Merck Employee means any person attthe time of the action, is, or at anytimetia preceding six (6) months was,
employed by Merck, or any of its subsidiaries, |@ffes or joint ventures.

(f) Non Disclosure.You acknowledge that, in the course of your emplegtiwith the Company, you had access to trade tsezne to
confidential and/or proprietary information ownedthe Company. You agree not to disclose such indédion to third parties.

(9) Extension of Time.The period of time during which you are prohibifesim engaging in the activities described in subsas (d) and
(e) of this Section 8 will be extended by the Iéngt time, if any, during which you are in breadhthwse subsections.

(h) Reformation. You agree that if any portion of this Section 8léermined to be invalid, such determination wit affect the
enforceability of the remaining portions of Sect®band this Section 8 will be interpreted as ifitihealid portions had not been inserted. You
agree that if such invalidity is caused by the targf any period of time or the size of any arethis paragraph, then the period of time or the
area, or both, will, without need of further actiopany party, be deemed to be reduced to a periadea that will cure the invalidity.

9. Remedy. You agree that a violation of any of your agreetaeontained in Section 8 will cause immediate iamggbarable injury to Merck
and it is and will be impossible to estimate antédaine the damage that will be suffered by Merckie event of your breach. Separate and
apart from any other remedy that Merck may have,agree that, in the event that you violate anyoafr agreements in Section 8, Merck will
be entitled to (a) temporary and permanent injweatélief from any such breach by you, your empiteyemployees, partners, agents, or other
associates or any of them, without the necessipr@fing actual damages, or immediate and irrepartadrm, or of posting a bond; (b) cease
and desist from providing you with any further biéiseunder this Agreement; and (c) an award ofitlgted damages equal to all monies paid
to you or received by you in accordance with Sestié(a) and 4(b) of this Agreement; and (d) albaisged attorney’s fees and costs.

10. Merck Covenant. Merck agrees to instruct its Executive Officers #melmembers of its Board of Directors not to digga you to third
parties.

11.Litigation . In connection with litigation, investigation, iaigqy or proceedings before a court, arbitrator,eyoment or administrative
agency or other tribunal, you may be asked by Mavdkstify as a witness or to provide informat@mmcerning matters you were involved in
during the course of your employment with Merck.uYagree to cooperate fully with Merck’s counsehhgking yourself reasonably available
to such counsel to discuss your information oretaew your testimony reasonably in advance of sitigiation or proceedings, by making
yourself available to testify at depositions oaltas required or requested by Merck. Other tharetrexpenses and applicable, or statut
mandated, witness fees, you agree that you wilbegtaid in connection with your testimony, appeeesor participation pursuant to this
paragraph in such litigation or proceedings. Thisagraph does not affect any right you may hawedemnification under Merck’s corporate
bylaws or policies, or your eligibility to have Mikradvance to you reasonable costs, disbursemedtscaunsel fees under certain
circumstances, in connection with proceedings edl&d or arising out of your activities as a Meetkployee. Merck will continue to pay for
legal counsel bills incurred by you during the @muof litigation, subject to the terms of our exigtarrangement on this subject.
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12. No Representation. You acknowledge that no promise, other than thengses in this Agreement, have been made to yduteat in
signing this Agreement you are not relying upon siagement or representation made by or on beh#tedReleased Parties and each or ar
them concerning the merits of any Claims or theirggtamount, extent or duration of any damagesimgléo any Claims or the amount of any
money, benefits, or compensation due you or clailnyegou, or concerning the Agreement or conceraimg other thing or matter.

13. Voluntariness . You agree that you are relying solely upon youngudgment; that you are over eighteen years efeagl are legally
competent to sign this Agreement; that you areisggthis Agreement of your free will; that you haead and understood the Agreement
before signing it; and that you are signing thigegment in exchange for consideration that yolebkelis satisfactory and adequate.

14. Legal Counsel. You acknowledge that you have been informed of yimint to consult with legal counsel, have beermoemnaged to do so,
that you have in fact engaged legal counsel tcessprt you with respect to this Agreement and thansel has negotiated the terms of this
Agreement on your behalf.

15. Complete Agreement This Agreement constitutes the complete and faigatement between the parties and supersedesades all
prior or contemporaneous agreements, negotiat@rdiscussions relating to the subject matter isf Adgreement.

16. Applicable Law . You acknowledge and agree that your employméatioaship with Merck is governed solely and exalalyy under the
laws of the State of New Jersey and the UniteceStand that any question as to the scope, intatfimetand effect of this Agreement will be
resolved under the substantive and procedural ¢difee State of New Jersey without giving effecaty conflict of laws provisions.

17. Other Severance PayYou agree that neither Merck nor any of the Releéd®rties owes you severance pay, termination indgrar

other amounts payable upon a termination of empémtrim the nature of severance or unemployment easgtion (“Other Severance Pay”)
under the laws or regulations of any state or ayuirt the event that a court, administrative agemrcother such authority rules that you are
owed Other Severance Pay, amounts payable undéors8mf this Agreement will be reduced by the amtoof such Other Severance Pay and
you agree to be a constructive trustee of such atada carry out the purposes of this Section

18. Severability . All provisions and portions of this Agreement aexerable. If any provision or portion of this Agment or the application
of any provision or portion of the Agreement wi## determined to be invalid or unenforceable toextgnt or for any reason, all other
provisions and portions of this Agreement will rémia full force and effect and will continue to baforceable to the fullest and greatest
extent permitted by law

19. Initial Execution. Your initial execution of this Agreement will ackntedge your acceptance of the terms and conditfisis
Agreement. By your initial execution, you acknowgedhat

(&) Acceptance. You have been given a period of twenty-one (2sdvithin which to consider your initial executiofithis Agreement.
You may accept this Agreement at any time withis freriod of time by signing the Agreement and n@hg it me.

(b) Revocability . You have been informed that, upon your initiad@xtion, this Agreement will not become effectiveenforceable unt
seven (7) calendar days after such execu
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You may revoke your acceptance of this Agreemeanhgttime within that seven (7) calendar day pebgdending written notice to

me. Such notice must be received by me within éves (7) calendar day period in order to be effectind, if so received, would void
this Agreement for all purposes.

20. Re-execution.Upon the Company’s determination that a Severanveatthas occurred, it will present this Agreemenydu for re-

execution. You agree that you must re-executeAgieement as a condition precedent to your entéleno the Severance Benefits set forth in
Section 4. By your re-execution of this Agreemgot) acknowledge that:

(&) Acceptance. You have been given a period of twenty-one (2jsdwithin which to consider whether to re-exedhte Agreement.
You may accept this Agreement at any time withis geriod of time by signing the Agreement and m@ing it me.

(b) Revocability . You have been informed that, upo-execution, this Agreement as-executed will not become effective or enforcei
until seven (7) calendar days after such re-execulfou may revoke your acceptance of this Agredraeme-executed at any time
within that seven (7) calendar day period by seméintten notice to me. Such notice must be reablweme within the seven (7)

calendar day period in order to be effective ahsloireceived, would void this Agreement as re-atet, but will not affect this
Agreement as initially execute

(c) ReleaseUpon re-execution, the date of suct-execution will be the date on which you sign thgrédement for the purposes of t
Agreement, including without limitation, for the qposes of the Release set forth in Sectic

21.Intent to be Bound. You and the Company have entered into this Agesgwith the intent to be legally bound.

[ signature page followg




Page 9 of 9

Please indicate your initial acceptance of thise®gnent by signing and dating this letter and rétgrit to me. A duplicate of this letter, signed
by me, is enclosed for your records.

Very truly yours,

/s/ Richard T. Clark
Richard T. Clark
President, CE(
Merck & Co., Inc.

ACCEPTED:

/s/ David W. Anstice

Dated: December 15, 200
David W. Anstice

RE-EXECUTED:
Dated:

David W. Anstice






Exhibit 12

MERCK & CO., INC. AND SUBSIDIARIES
Computation of Ratios of Earnings to Fixed Charges

($ in millions except ratio data)

Twelve Month:

Ended
December 31 Years Ended December &
2006 2005 2004 2003 2002 2001

Income from Continuing Operations

Before Taxe! $ 6,221. $7,363.¢ $7,974.! $9,051..¢ $ 9,651. $ 9,948..
Add (Subtract)
One-third of rents 67.¢ 68.2 71.¢ 75.€ 67.2 64.2
Interest expense, gro 375.1 385.t 293.7 350.¢ 390.¢ 463.7
Interest capitalized, net of amortizati 29.4 (1.0 (21.9) (30.1) (36.9) (66.1)
Equity (income) loss from affiliates, r

of distributions (362.5) (615.9 (421.9 79.2 (156.0) (113.%)
Preferred stock dividends, net of 120.( 120.( 151.( 150.¢ 164.: 199.€

Earnings from Continuin

Operations $ 6,451.. $7,320.° $8,048.¢ $9,678.: $10,080. $10,495.

One-third of rents $ 67.¢ $ 682 $ 71¢ $ 75.€ $ 67.2 $ 642
Interest expense, gro 375.1 385t 293.% 350.¢ 390.¢ 463.7
Preferred stock dividenc 166.( 166.7 207.1 215.¢ 234.5 285.1

Fixed Charges from Continuing

Operations $ 608.¢ $ 620.c $ 572.5 $ 642.1 $ 692.f $ 813.(

Ratio of Earnings to Fixed Charg

from Continuing Operation 11 12 14 15 15 13

For purposes of computing these ratios, “earnirgsisist of income from continuing operations betasees, one-third of rents (deemed by the
Company to be representative of the interest fantwrent in rents), interest expense, net of arsocepitalized, equity (income) loss from
affiliates, net of distributions, and dividends mreferred stock of subsidiary companies. “Fixedrghga” consist of one-third of rents, interest
expense as reported in the Company’s consolidataddial statements and dividends on preferreckstbsubsidiary companies.






MERCK & CO., INC. SUBSIDIARIES

The following is a list of subsidiaries of tB®mpany, doing business under the name stated.

as of 12/31/06

Exhibit 21

Country or State

Name of Incorporation
Abmaxis Inc. Delaware
AMRAD Pharmaceuticals Pty. Lt Australia
Banyu Pharmaceutical Company, L Japar
Blue Jay Investments C.' Netherland:
BRC Ltd Bermuda
Charles E. Frosst (U.K.) Limite United
Kingdom
Chibret A/S Denmark
Chibret Pharmazeutische Gm| Germany
Chine-MSD HIV/AIDS Public Private Partnership, Ir China
Chippewa Holdings LL( Delaware
Cloverleaf International Holdings S.. Luxembourg
CM Delaware LLC Delaware
Comesort, Inc Delaware
Coophavet S.A.<! France
Crosswinds B.V Netherland:
Dieckmann Arzneimittel Gmbl Germany
European Insurance Risk Excess Limi Ireland
Farmaco-Companhia Farmaceutica, L Portugal
Farmasi-Produtos Farmaceuticos, L Portugal
Financiere MSD S.A.< France
Fontelabc-Produtos Farmaceuticos, L¢ Portugal
Fregenal Holdings S./ Panamz
Frosst Iberica, S.A Spain
Frosst Laboratories, In Delaware
Frosst Portugues— Produtos Farmaceuticos, Lc Portugal
GlycoFi, Inc. Delaware
Hangzhou MSD Pharmaceutical Company Lim1 China
Hawk and Falcon L.L.C Delaware
Heptafarma Companhia Farmaceutica, | Portugal
Infodoc AS? Norway
International Indemnity Ltc Bermuda
Istituto Di Richerche Di Biologia Molecolare S.p. Italy
Istituto Gentili S.p.A./Inc Italy/Delawart
Johnson & Johnsc— Merck Consumer Pharmaceuticals Comp? New Jerse!
KBI Inc. Delaware
KBI Sub Inc. Delaware
KBI-E Inc. Delaware
KBI-P Inc. Delaware
Kiinteisto Oy Viistotie 11 Finland
Laboratoires Merck Sharp & Doht-Chibret SNC France
Laboratorios Abello, S.A Spain
Laboratorios Biopat, S.# Spain




Name

Country or State
of Incorporation

Laboratorios Chibret, S./
Laboratorios Frosst, S./
Laboratorios Medichip S.L
Laboratorios Neurogard, S..

Laboratorios Quimic-Farmaceuticos Chibret, Ld

Maple Leaf Holdings SRI
MCM Vaccine Co!

Medco de Mexico Managed Care S. de R.L. de |

Medco Holdings S. de R.L. de C.

Medco Servicios de Mexico, S. de R.L. de C
Merck and Company, Incorporat

Merck Borinquen Holdings, In¢

Merck Capital Resources, Ir

Merck Capital Ventures, LL(

Merck Cardiovascular Health Compa
Merck Finance Co., Inc

Merck Foreign Sales Corporation L
Merck Frosst Canada Lt

Merck Frosst Compan

Merck Frosst Finco LI

Merck Hamilton, Inc

Merck HDAC Research, LL(

Merck Holdings Il Corp

Merck Holdings, Inc

Merck Institute for Vaccinolog

Merck Investment Co., In

Merck LMC Cash Management (Bermuda) L
Merck Oncology Holdings, Inc

Merck Resource Management, i

Merck Respiratory Health Compa

Merck SH Inc.

Merck Sharp & Dohme (Argentina) In
Merck Sharp & Dohme (Asia) Limite
Merck Sharp & Dohme (Australia) Pty. Limite
Merck Sharp & Dohme (China) Limite
Merck Sharp & Dohme (Enterprises) B.
Merck Sharp & Dohme (Europe) Ir

Merck Sharp & Dohme (Holdings) B.)
Merck Sharp & Dohme (Holdings) Limited

Merck Sharp & Dohme (I.A.) Corj

Merck Sharp & Dohme (International) Limite
Merck Sharp & Dohme (Investments) B.
Merck Sharp & Dohme (Ireland) Lt

Merck Sharp & Dohme (Isra— 1996) Company Ltc

Merck Sharp & Dohme (ltalia) S.p./

Merck Sharp & Dohme (Lebanon) S.A.
Merck Sharp & Dohme (Middle East) Limitt
Merck Sharp & Dohme (New Zealand) Limit
Merck Sharp & Dohme (Panama) S

Spain
Spain
Spain
Spain
Portugal
Barbados
Pennsylvani:
Mexico
Mexico
Mexico
Delaware
Delaware
Delaware
Delaware
Nevada
Delaware
Bermuda
Canade
Canad¢
Canade
California
Delaware
Delaware
Delaware
Delaware
Delaware
Bermuda
Delaware
Delaware
Nevada
Delaware
Delaware
Hong Kong
Australia
Hong Kong
Netherlands
Delaware
Netherlands
United
Kingdom
Delaware
Bermuda
Netherlands
Bermuda
Israel

Italy
Lebanon
Cyprus
New Zealanc
Panam:




Name

Country or State
of Incorporation

Merck Sharp & Dohme (Philippines) In

Merck Sharp & Dohme (Puerto Rico) Lt

Merck Sharp & Dohme (Singapore) L

Merck Sharp & Dohme (Sweden) A.

Merck Sharp & Dohme (Switzerland) Gmt

Merck Sharp & Dohme Asia Pacific Services Pte |
Merck Sharp & Dohme B.\

Merck Sharp & Dohme Bulgaria EOC

Merck Sharp & Dohme Chibret A.(

Merck Sharp & Dohme Comercializadora, S. de R.LCdé.
Merck Sharp & Dohme d.o.:

Merck Sharp & Dohme de Espana, S

Merck Sharp & Dohme de Mexico S.A. de C
Merck Sharp & Dohme de Venezuela S.F

Merck Sharp & Dohme Farmaceutica Lt

Merck Sharp & Dohme Finance Europe Limited

Merck Sharp & Dohme Gmb

Merck Sharp & Dohme Holdings de Mexico, S.A. de C
Merck Sharp & Dohme Idea A

Merck Sharp & Dohme Industria Quimica e Veterindiiimitada
Merck Sharp & Dohme inovativna zdravila d.c

Merck Sharp & Dohme International Services B

Merck Sharp & Dohme Ireland (Human Health) |

Merck Sharp & Dohme island |

Merck Sharp & Dohme Limite

Merck Sharp & Dohme Luxembourg (Holdings) S.a
Merck Sharp & Dohme Manufacturir
Merck Sharp & Dohme O.L

Merck Sharp & Dohme of Pakistan Limit
Merck Sharp & Dohme Peru SF

Merck Sharp & Dohme Pharmaceuticals L
Merck Sharp & Dohme Quimica de Puerto Rico,
Merck Sharp & Dohme Research L

Merck Sharp & Dohme Romania SF
Merck Sharp & Dohme S. de R.L. de C
Merck Sharp & Dohme S./

Merck Sharp & Dohme Sl

Merck Sharp & Dohme Tunisie S¢

Merck Sharp & Dohme, Limitad

Merck Sharp Dohme llaclari Limited Sirke
Merck Technology (U.S.) Company, Ir
Merck Ventures, Inc

Merck-Banyu Co., Ltd

Merial (1A) LLP 1

Merial (Thailand) Ltc!

Merial Animal Health Co. Ltd!

Merial Animal Health Ltd

Merial Argentina SA
Merial Asia PTE, Ltd?!

Philippines
Bermuda
Bermuda
Sweder
Switzerland
Singapore
Netherlands
Bulgaria
Switzerlanc
Mexico
Croatia
Spain
Mexico
Venezuele
Brazil
United
Kingdom
Austria
Mexico
Switzerland
Brazil
Slovenia
Netherlands
Ireland
Iceland
United
Kingdom
Luxembourg
Ireland
Estonia
Pakistar
Peru
Russis
Delaware
Bermuda
Romanis
Mexico
Morocco
Latvia
Tunisia
Portugal
Turkey
Nevada
Delaware
Japar
Puerto Ricc
Thailand
China
United
Kingdom
Argentina
Singapore




Country or State

Name of Incorporation
Merial Australia PTY LTD? Australia
Merial B.V.1 Netherland:s
Merial Belgium? Belgium
Merial Colombia S.Al Colombia
Merial Distribution SAS! France
Merial GmbH?1 Germany
Merial Hong Kong Limitect Hong Kong
Merial Inc.1 Delaware
Merial International Trading (Shanghai) Co., L1 China
Merial Italia SpAl Italy

Merial Japan, Limited Japar
Merial Korea Ltd? Korea
Merial Laboratorios S~ Spain
Merial Limited/LLC 1 United

Merial Nanjing Animal Health Co. Lt
Merial New Zealand Limited

Merial Norden A/<t

Merial Philippines, Inct

Merial Portugues— Saude Animal LDA?
Merial SA?

Merial SAS?

Merial Saude Animal LTD/!

Merial Taiwan Co., Ltd?

Merial Venezuela , C.A1

ML Holdings (Canada) Inc

MSD (Nippon Holdings) B\

MSD (Norge) A/S

MSD (Proprietary) Limitec

MSD (Thailand) Ltd.

MSD Australia Pty Ltc

MSD Australia Superannuation Pty L
MSD Brazil (Investments) B.\

MSD Chibropharm Gmbt

MSD China (Investments) B.\

MSD Eurofinance L.F

MSD Finance B.V

MSD Finland Oy

MSD International Holdings, Inq

MSD Ireland (Holdings) S.A

MSD Ireland (Investments) Lt

MSD Ireland Resource

MSD Korea Ltd.

MSD Lakemedel (Scandinavia) Aktiebol
MSD Latin America Services Lt

MSD Latin America Services S. de R.L. de C

MSD Limited

MSD Magyarorszag Ki

MSD Mexico (Investments) B.\
MSD Overseas Manufacturing C

Kingdom/Delawar
China

New Zealanc
Denmark
Philippines
Portugal
Uruguay
France
Brazil
Taiwan
Venezuele
Canade
Netherlands
Norway
South Africa
Thailand
Australia
Australia
Netherlands
Germany
Netherlands
Bermuda
Netherlands
Finland
Delaware
Luxembourg
Bermuda
Ireland
Korea
Sweder
Bermuda
Mexico
United Kingdom
Hungary
Netherlands
Bermuda




Name

Country or State
of Incorporation

MSD Overseas Manufacturing Co. (Irelal
MSD Pharmaceuticals Private Limit
MSD Polska Sp.z.0.¢

MSD Puerto Rico Holdings, Ini
MSD Scandinavia A!

MSD Sharp & Dohme Gmbl

MSD Somerset Ltc

MSD Stamford Singapore Pte L
MSD Technology Singapore Pte. L
MSD Technology, L.P

MSD Unterstutzungskasse Gml
MSD Ventures Singapore Pte. L
MSD Warwick (Manufacturing) Ltd
MSD-Essex Gmbt

MSDJ Holdings (Canada) In
MSD-SP Ltd.

MSP Distribution Services (C) LL%
MSP Distribution Services (R) LL%
MSP Singapore Company, LL!

MSP Technology (U.S.) Company, LI!
Neopharmed S.p./

P.T. Merck Sharp & Dohme Indone:
Pasteur Vaccins S.A

Readington Investments, Ir

Rosetta Biosoftware UK Ltc

Rosetta Inpharmatics LL
Ruskin Limited

Sanofi Pasteur MSD A/
Sanofi Pasteur MSD Al
Sanofi Pasteur MSD At
Sanofi Pasteur MSD A
Sanofi Pasteur MSD Ap
Sanofi Pasteur MSD Gestion S1
Sanofi Pasteur MSD Gmb
Sanofi Pasteur MSD Gmb
Sanofi Pasteur MSD Ltd.

Sanofi Pasteur MSD Lt
Sanofi Pasteur MSD N.V./S.;
Sanofi Pasteur MSD C
Sanofi Pasteur MSD S.;
Sanofi Pasteur MSD S./
Sanofi Pasteur MSD S.p.
Sanofi Pasteur MSD SN?
Seneca | LLC

Sharp & Dohme, S.A

Sirna Therapeutics, In
STELLARYX, Inc.

TELERx Marketing Inc

The MSD Foundation Limited

Ireland
India
Poland
Puerto Ricc
Norway
Germany
Bermuda
Singapore
Singapore
Delaware
Germany
Singapore
Bermuda
Switzerlanc
Canade
United
Kingdom
Nevada
Nevada
Delaware
Delaware
Italy
Indonesie
France
New Jerse)
United
Kingdom
Delaware
Bermuda
Denmark
Sweder
Switzerlanc
Norway
Denmark
France
Austria
Germany
United
Kingdom
Ireland
Belgium
Finland
Portugal
Spain
Italy
France
Delaware
Spain
Delaware
Nevada
Pennsylvani:
United
Kingdom




Name

Country or State
of Incorporation

Thomas Morson & Son Limite

Tradewinds Manufacturing Sk
Transrow Manufacturing Ltct
UAB Merck Sharp & Dohmi
Variopharm Arzneimittel Gmbt

1 own less than 100¢

United

Kingdom
Barbados
Bermuda
Lithuania
Germany






EXHIBIT 24.1

POWER OF ATTORNEY

Each of the undersigned does hereby ap@iLIA A. COLBERT and KENNETH C. FRAZIER and eachthem, severally, his/her
true and lawful attorney or attorneys to executdelmalf of the undersigned (whether on behalf ef@ompany, or as an officer or director
thereof, or by attesting the seal of the Companytieerwise) the Form 10-K Annual Report of MerckC&., Inc. for the fiscal year ended
December 31, 2006 under the Securities ExchangefAkd34, including amendments thereto and alll@ihiand other documents in
connection therewith.

IN WITNESS WHEREOF, this instrument haeb duly executed as of the '®2lay of February 2007.

MERCK & CO., Inc.

By /s/ Richard T. Clark
Richard T. Clark
(Chief Executive Officer and Presider

/s/ Richard T. Clarl Chief Executive Officer and Preside

Richard T. Clark (Principal Executive Officer; Director)

/s/ Judy C. Lewent Executive Vice President & Chief Financial Officer

Judy C. Lewen (Principal Financial Officer)

/s/ John Cana Vice President, Controlle

John Canal (Principal Accounting Officer)
DIRECTORS

/s/ Lawrence A. Bossid /sl Thomas E. Sher

Lawrence A. Bossid Thomas E. Shen

/s/ William G. Bower /s/ Anne M. Tatloc}k

William G. Bowen Anne M. Tatlock

/s/ Johnnetta B. Col /s/ Samuel O. Thie

Johnnetta B. Col Samuel O. Thie

/s/ William B. Harrison, Jr /s/ Wendell P. Week

William B. Harrison, Jr Wendell P. Week

/s/ William N. Kelley /sl Peter C. Wende

William N. Kelley Peter C. Wende

/s/ Rochelle B. Lazarus
Rochelle B. Lazaru







EXHIBIT 24.2

I, Debra A. Bollwage, Senior Assistanti®tary of Merck & Co., Inc. (the “Company”), a poration duly organized and existing under
the laws of the State of New Jersey, do herebyfgéhiat the following is a true copy of a resoturtiadopted by Unanimous Written Consent of
the Board of Directors of said Company on Febr2ay?2007 in accordance with the provisions of tlgel Bws of said Company:

“ Special Resolution No. - 2007

RESOLVED, that the proposed form of Form 1@4khual Report of the Company for the fiscal yeadeshDecember 31, 2006 attached
hereto is hereby approved with such changes gsrtiper officers of the Company, with the adviceofinsel, deem appropriate; and

RESOLVED, that each officer and director whaynbbe required to execute the aforesaid Form 1aKual Report or any amendments
thereto (whether on behalf of the Company or asficer or director thereof, or by attesting thalsef the Company, or otherwise) is her
authorized to execute a power of attorney appainfielia A. Colbert and Kenneth C. Frazier and eddhem, severally, his/her true and
lawful attorney or attorneys to execute in histh@me, place and stead (in any such capacity) soich EOK Annual Report and any and
amendments thereto and any and all exhibits aret dilcuments necessary or incidental in connettierewith and to file the same with
the Securities and Exchange Commission, each dfaseirneys to have power to act with or withowet ¢thers, and to have full power and
authority to do and perform in the name and on h@fi@ach of said officers and directors, or bah the case may be, every act whatsoeve
necessary or advisable to be done in the premssiglg and to all intents and purposes as any sifiiter or director might or could do in
person.”

IN WITNESS WHEREOF, | have hereunto suibezl my signature and affixed the seal of the Camythis 28" day of February 2007.

[Corporate Seal] /s/ Debra A. Bollwage
Debra A. Bollwage
Senior Assistant Secretal







Exhibit 31.1

CERTIFICATION
I, Richard T. Clark, certify that:
1. I have reviewed this annual report on F&d¥K of Merck & Co., Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officérésd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and phares, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control divemcial reporting to be designed under
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the regisadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change inrggistrant’s internal control over financial repogtthat occurred during the registrant’'s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasonéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officrénd | have disclosed, based on our most recat@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materia¢aknesses in the design or operation of internatalbover financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatdlves management or other employees who havendisant role in the registrard’interna
control over financial reporting.
Date: February 28, 20(

By: /s/ Richard T. Clark
Richard T. Clark
Chief Executive Officer and Preside







Exhibit 31.Z

CERTIFICATION
I, Judy C. Lewent, certify that:
1. I have reviewed this annual report on F&d¥K of Merck & Co., Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officérésd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and phares, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control divemcial reporting to be designed under
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c¢) Evaluated the effectiveness of the regisadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change inrggistrant’s internal control over financial repogtthat occurred during the registrant’'s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasonéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officrénd | have disclosed, based on our most recat@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materia¢aknesses in the design or operation of internatalbover financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatdlves management or other employees who havendisant role in the registrard’interna
control over financial reporting.
Date: February 28, 20(

By: /s/ Judy C. Lewent
Judy C. Lewent
Executive Vice President & Chief Financial Offic







Exhibit 32.1

Section 1350
Certification of Chief Executive Officer

Pursuant to 18 U.S.C. Section 1350, the uigiegd officer of Merck & Co., Inc. (the “CompanyBHereby certifies that the Company’s
Annual Report on Form 10-K for the fiscal year esh@ecember 31, 2006 (the “Report”) fully complieshathe requirements of Section 13(a)

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

Dated: February 28, 2007 /s/ Richard T. Clark

Name: Richard T. Clark
Title: Chief Executive Officer and Preside







Exhibit 32.2

Section 1350
Certification of Chief Financial Officer

Pursuant to 18 U.S.C. Section 1350, tigetsigned officer of Merck & Co., Inc. (the “Cornmyd), hereby certifies that the Company’s
Annual Report on Form 10-K for the fiscal year esh@ecember 31, 2006 (the “Report”) fully complieshathe requirements of Section 13(a)

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

Dated: February 28, 2007 /s/ Judy C. Lewent

Name: Judy C. Lewent

Title: Executive Vice President & Chief Financial
Officer




