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PART |
Iltem 1. Business.

Merck & Co., Inc. (“Merck” or the “Company”}§ia global researdtiriven pharmaceutical company that discovers, dg@selmanufacture
and markets a broad range of innovative produdmmpoove human and animal health, directly andufgtoits joint ventures. The Company
sells its products primarily to drug wholesalerd agtailers, hospitals, clinics, government agenaied managed health care providers sut
health maintenance organizations and other inititsit The Companyg’professional representatives communicate thetafémess, safety a
value of its products to health care professioimajgivate practice, group practices and managee @ayanizations.

Product Sales

Sales by category of the Company’s products were as\iallo

($in millions) 200¢ 200z 200z

Atherosclerosi $5,223.( $5077.¢ $ 5552.:
Hypertension/heart failut 3,646." 3,421.¢ 3,477.¢
Osteoporosi: 3,159.¢ 2,676.¢ 2,243.!
Respiratory 2,622.( 2,009.. 1,489.¢
Anti-inflammatory/analgesic 1,779.¢ 2,677.: 2,587.:
Anti-bacterial/an-fungal 1,200.¢ 1,028.! 821.(
Vaccines/biological: 1,036.: 1,056.: 1,028.:
Urology 733.1 605.t 547.:
Ophthalmological: 726.5 675.1 621.
Human immunodeficiency viru“HIV") 255t 290.¢ 294.:
Other 2,555.¢ 2,967.1 2,783.¢
Total $22,938.¢  $22,485.!  $21,445.1

1Presented net of discounts and retu

The Company'’s products include therapeuticfaedentive agents, generally sold by prescriptionthe treatment of human disorders.
Among these are atherosclerosis products, of whogtor (simvastatin) is the largest-selling; hypertendieatt failure products, the most
significant of which ar€€ozaar(losartan potassiumpyzaar(losartan potassium and hydrochlorothiazide), ¥asoteqenalapril maleate); ¢
osteoporosis produdtosamaxalendronate sodium), for treatment and preverdforsteoporosis; a respiratory produgingulair
(montelukast sodium), a leukotriene receptor amegdor treatment of asthma and for relief of syamps of seasonal allergic rhinitis; anti-
inflammatory/analgesics, which inclut#oxx (rofecoxib), which was voluntarily withdrawn frorhe market worldwide on September 30,
2004, andArcoxia (etoricoxib), agents that specifically inhibit t8€®X-2 enzyme, which is responsible for pain anthimmmation (“coxib”);
anti-bacterial/anti-fungal products, which includ&gmaxin (imipenem and cilastatin sodiungancidas(caspofungin acetate) avanz
(ertapenem sodium); vaccines/biologicals, of whighnivax (varicella virus vaccine live), a live virus vaceifor the prevention of
chickenpoxM-M-R Il (measles, mumps and rubella virus vaccine liag)ediatric vaccine for measles, mumps and ruldefiaumovax
(pneumococcal vaccine polyvalent), a vaccine fergrevention of pneumococcal disease Radombivax HBhepatitis B vaccine
[recombinant]) are the largest-selling; a urologyduct,Proscar(finasteride), for treatment of symptomatic benggostate enlargement;
ophthalmologicals, of whicosopt(dorzolamide hydrochloride and timolol maleate dylrnic solution) andrusopt(dorzolamide
hydrochloride ophthalmic solution) are the larggsiting; and HIV products, which includ&ocrin(efavirenz) ancCrixivan (indinavir sulfate
for the treatment of human immunodeficiency virdéction in adults.

Other primarily includes sales of other hurpAarmaceuticals, pharmaceutical and animal heafiplg sales to the Company’s joint
ventures and revenue from the Company’s relatignafth AstraZeneca LP, primarily relating to satésNexium(esomeprazole magnesium)
andPrilosec(omeprazole).
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In August 2004, the Company announced thattlse Food and Drug Administration (“FDA”) grantachew indication foHyzaarfor
initial use in appropriate patients with severedrygnsion.

In October 2004, the indications foancidaswere expanded with FDA approval for empirical thpgréor presumed fungal infections in
febrile neutropenic patients.

Voluntary Withdrawal of Vioxx -©n September 30, 2004, Merck announced a volumtaridwide withdrawal otioxx, its arthritis and
acute pain medication. The Company’s decision, Wwiias effective immediately, was based on new thisse data from a prospective,
randomized, placebo-controlled clinical trial, ARPYRe (Adenomatous Polyp Prevention\dioxx).

The trial, which was stopped, was designesiiuate the efficacy dfioxx25 mg in preventing the recurrence of colorectyp®in
patients with a history of colorectal adenomas tarfdirther assess the cardiovascular safeliafx. In this study, there was an increased
relative risk for confirmed cardiovascular evestsch as heart attack and stroke, beginning aftendi@hs of treatment in the patients taking
Vioxxcompared to those taking placebo. The resultshiofitst 18 months of the APPROVe study did notvslany increased risk of
confirmed cardiovascular events gioxx, and in this respect, were similar to the resofitsvo placebo-controlled studies described in the
most recent U.S. labeling fétioxx.

Merck presented data from APPROVe at the Aca@riCollege of Rheumatology (“ACR”) Annual Scieiatifleeting in San Antonio on
October 18, 2004. The Company had requested thertnity to present the data at the ACR meeting.

The Company estimates that there were 10%omill.S. prescriptions written fafioxxfrom May 1999 through August 2004. Based on
this estimate, the Company estimates that the nuofhgatients who have takéfioxxin the United States since its 1999 launch is
approximately 20 million. The number of patientsside the United States who have takéoxxis undetermined at this time.

In October 2004, the Company received a Iétten Senator Charles Grassley, Chairman of thet®eBommittee on Finance, requesting
certain documents and information relate&toxx. The Company also received requests for informdtiom other Congressional
committees. The Company intends to cooperate Wwéhe inquiries so that the Company can contingescribe the reasons for the
Company’s voluntary withdrawal &fioxxand to answer any questions related to the Compatgyelopment and extensive testing of the
medicine and its disclosures of the results oftitslies.

Also, in October 2004, the Company receivéetter from a group of five state Attorneys Geneadding concerns that the Company’s
return and refund program for unuséidxxwill not provide consumers with adequate notice aiiblbe unduly burdensome. The Company is
cooperating with the Attorneys General to respantheir concerns.

On February 16-18, 2005, the FDA held a joieeting of the Arthritis Advisory Committee and thrug Safety and Risk Management
Advisory Committee. The committees discussed threallvbenefit to risk considerations (includingdiavascular and gastrointestinal safety
concerns) for COX-2 selective nonsteroidal antiaimimatory drugs and related agents. On Februargdd, the members of the committees
were asked to vote on whether the overall riskugetgenefit profile foioxxsupports marketing in the United States. The mesbkthe
committees voted 17 to 15 in support of the mankgetfVioxxin the United States. The Company looks forwardisaussions with the FDA
and other regulatory authorities abdibxx.

As previously announced, the Board of Dirextmirthe Company appointed a Special Committeeview the Company’s actions prior to
its voluntary withdrawal o¥/ioxx,to act for the Board in responding to shareholiigiation matters related to the withdrawahibxxand to
advise the Board with respect to any action thatghbe taken as a result of the review.
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Arcoxia- Arcoxiahas been launched in 51 countries in Europe, atierica and Asia. On October 29, 2004, the Compamj§irmed
that it had received an “approvable” letter frora #DA for the Company’s New Drug Application (“NDRAfor Arcoxia. The FDA informed
Merck in the letter that before approval of the NBan be issued, additional safety and efficacy ftatArcoxiaare required. On October 22,
2004, the European Medicines Evaluation Agency (&) announced that it would conduct a review ¢f@&DX-2 inhibitors, including
Arcoxia, in light of the worldwide withdrawal ofioxx. The EMEA said that it had been asked to conchetéview by the European
Commission as a “precautionary measure” and thabitid look at all aspects of the cardiovasculéetyaof COX-2 inhibitors, including
thrombotic and cardio-renal events. On Januar@85, the EMEA’s Committee on Medicinal ProductsHmman Use (“CHMP”) held
hearings in connection with its review. Additiomagetings were held by the CHMP in mid-Februarydotinue its review to determine
whether there is a need to make European Union’{*tlitle changes to the products’ marketing authatians, including labeling, and to
determine whether additional studies are needed=ébnuary 17, 2005, CHMP announced that it hadloded that the available data show
an increased risk of cardiovascular adverse e¥entSOX-2 inhibitors as a class relative to placeimd some NSAIDS. According to CHMP,
the data also suggested an association betweetiothuoé use and dose and the probability of sufigr cardiovascular event and therefore
recommended use of the lowest effective dose of Q@nhibitors for the shortest possible duratiortreatment. Further, CHMP introduced a
contra-indication for all COX-2 inhibitors in patits with ischemic heart disease or stroke, andredgithe contra-indication for certain
patients having higher classes of congestive liadute. Specifically with respect tarcoxia, CHMP also introduced a contra-indication in
patients with hypertension whose blood pressuneisinder control, and advised tatoxiamay be associated with more frequent and
severe effects on blood pressure, particularlygitdr doses, than some other COX-2 inhibitors,r@edmmended monitoring of blood
pressure for all patients takidgcoxia. CHMP stated that these are interim measures peigénfinalization of the class review which is
expected in April 2005. Finally, CHMP concludedtth@ore research is needed in the field to evaltreardiovascular safety of COX-2
inhibitors, and that ongoing cardiovascular trisuld continue as planned.

Merck is working with other regulatory agertie the countries wherrcoxiais approved to assess whether changes to the ibiagcr
information for the coxib class of drugs, includifgcoxia,are warranted.

Acquisitionsd In March 2004, the Company acquired Aton Pharma, (f\ton”), a privately held biotechnology compafocusing on
the development of novel treatments for canceradhdr serious diseases. Atertlinical pipeline of histone deacetylase inhitstoepresents
class of anti-tumor agents with potential for effig based on a novel mechanism of action. Thedeadlict candidate, suberoylanilide
hydroxamic acid (SAHA), is currently in Phase lihatal trials for the treatment of cutaneous T-tathphoma.

In 2003, the Company, through its wholly owsedbsidiary, MSD (Japan) Co., Ltd., completed temndiers to acquire the remaining 49%
of the common shares of Banyu Pharmaceutical Gd.,(IBanyu”) that it did not already own for angaggate purchase price of
approximately $1.5 billion. On March 30, 2004, Meoompleted its acquisition of Banyu. Full ownepsbf Banyu enhances Merck’s
position in Japan, the world’s second-largest plaaeutical market.

Joint Ventured] In 2000, the Company and Schering-Plough CorpardtiSchering-Plough”) entered into agreements &atr separate
equally-owned partnerships to develop and mark#terinited States new prescription medicines énctiolesterol-management and
respiratory therapeutic areas. In December 20@l¢hiolesterol-management partnership agreemenésaexpanded to include all the
countries of the world, excluding Japan. In Octak@02,Zetia (ezetimibe) (brandeBzetroloutside the United States), the first in a newsclas
of cholesterol-lowering agents, was launched inthged States. As of December 31, 20B2etrolhas been launched in more than 50
countries outside the United States. In July 20@4orin (ezetimibe/simvastatin) (marketedlasgyin many countries outside the United
States), a combination product containing the adtigredients of botAetiaandZocor,was approved in the United States. As of
December 31, 2004, in addition to the United Statgtorin had been approved in 15 countries.
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In November 2004, Merck and Schering-Plougtoamced a new clinical trial farfytorin,IMPROVE IT (Improved Reduction of
OutcomesVytorin Efficacy International Trial). This trial will evahteVytorinin reducing major cardiovascular events througérisive lipid
lowering of LDL cholesterol in 10,000 patients wihute coronary syndrome. IMPROVE IT is the folatiye-scale outcomes trial being
conducted orvytorin.

In 1982, the Company entered into an agreemightAstra AB (“Astra”) to develop and market Aatproducts in the United States. In
1994, the Company and Astra formed an equally ovjmietiventure that developed and marketed moststfa’s new prescription medicines
in the United States includirigrilosec, the first of a class of medications known asgmgiump inhibitors, which slows the production oiick
from the cells of the stomach lining.

In 1998, the Company and Astra restructureddmt venture whereby the Company acquired Astirterest in the joint venture, renamed
KBI Inc. (“KBI"), and contributed KBI's operatingssets to a new U.S. limited partnership named A&a@maceuticals, L.P. (the
“Partnership”), in which the Company maintainsraifed partner interest. The Partnership, renamethZsneca LP, became the exclusive
distributor of the products for which KBI retaingdhts. The Company earns certain Partnershipnstas well as ongoing revenue based on
sales of current and future KBI products. The Raship returns include a priority return provided ih the Partnership Agreement, variable
returns based, in part, upon sales of certain fofs&ra USA, Inc. products, and a preferential metepresenting the Company’s share of
undistributed Partnership GAAP earnings. In conjiamcwith the 1998 restructuring, for a paymen$d#3.0 million, Astra purchased an
option to buy the Company’s interest in the KBI giwots, excluding the Company’s interest in thergastestinal medicineSlexiumand
Prilosec. The Company also granted Astra an option (thef&h Option”) to buy the Company’s common stockriggt in KBI, at an
exercise price based on the net present valudioiaged future net sales biexiumandPrilosec.

In April 1999, Astra merged with Zeneca Grdlp, forming AstraZeneca AB (“AstraZeneca”). Asesult of the merger, in exchange for
the Company’s relinquishment of rights to futuregrAgroducts with no existing or pending U.S. pttext the time of the merger, Astra paid
$967.4 million, which is subject to a true-up cddtion in 2008 that may require repayment of albgrortion of this amount. The merger also
triggers a partial redemption of the Company’s tedipartner interest in 2008. Furthermore, as atreSthe merger, AstraZeneca’s option to
buy the Company’s interest in the KBI productsxsreisable in 2010 and the Company has the righ¢daire AstraZeneca to purchase such
interest in 2008. In addition, the Shares Optioexiarcisable two years after Astra’s purchase ®Qbmpany’s interest in the KBI products.

In 1989, the Company formed a joint venturthwibhnson & Johnson to develop, market and maturtaconsumer health care products
in the United States. This 50% owned joint ventuas expanded into Europe in 1993, and into Canad896. Significant joint venture
products aréepcid AC(famotidine), an over-the-counter form of the Comya ulcer medicatioffepcid(famotidine), as well aBepcid
Completean over-the-counter product which combines the Gomjs ulcer medication with antacids (calcium caxdte and magnesium
hydroxide). In March 2004, the Company sold to 3mm& Johnson its interest in the European joimtwes which is discussed further on
page 9 undebDivestitures.

Effective April 1992, the Company, through terck Vaccine Division, and Connaught Laboratagrlas. (now Sanofi Pasteur S.A.),
agreed to collaborate on the development and niagkef combination pediatric vaccines and to pragrs#lected vaccines in the United
States. The research and marketing collaboratiablea the companies to pool their resources toditgpthe development of vaccines
combining several different antigens to protectdrkn against a variety of diseases, including Hasmiusinfluenzaetype b, hepatitis B,
diphtheria, tetanus, pertussis and poliomyelitifilé/combination vaccine development efforts camdiminder this agreement, no vaccines
currently being promoted.

In 1994, the Company, through the Merck Vaediivision, and Pasteur Mérieux Connaught (now 8&asteur S.A.) formed a joint
venture to market human vaccines in Europe andltabiorate in the development of combination vaesifor distribution in the then existil
EU and the European Free Trade Association. The
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Company and Sanofi Pasteur contributed, among thivegs, their European vaccine businesses forlesfpaaes in the joint venture, knowr
Pasteur Mérieux MSD, S.N.C. (now Sanofi Pasteur MSII.C.). The joint venture is subject to monitgrby the EU, to which the partners
made certain undertakings in return for an exemgtiom European Competition Law, effective untild@enber 2006. The joint venture
maintains a presence, directly or through affisade branches in Belgium, Italy, Germany, Spaian€e, Austria, Ireland, Sweden and the
United Kingdom, and through distributors in thet refsits territory.

In 1997, the Company and Rhéne-Poulenc S.@w @anofi-Aventis S.A.) combined their respectinéaal health and poultry genetics
businesses to form Merial Limited (“Merial”), a llintegrated animal health company, which is adt@one joint venture, equally owned
each party. Merial provides a comprehensive rafigdhv@maceuticals and vaccines to enhance thehh&atl-being and performance of a
wide range of animal species.

Competition] The markets in which the Company’s pharmaceutigaligss is conducted are highly competitive anehoffiighly
regulated. Global efforts toward health care cost@inment continue to exert pressure on producingrand access.

Such competition involves an intensive se&ochechnological innovations and the ability torket these innovations effectively. With its
long-standing emphasis on research and developthenompany is well prepared to compete in thecbdfar technological innovations.
Additional resources to meet competition includaliy control, flexibility to meet customer specifitions, an efficient distribution system
and a strong technical information service. The @any is active in acquiring and marketing prodticteugh joint ventures and licenses and
has been refining its sales and marketing efforfatther address changing industry conditionseifibance its product portfolio, the Comp
continues to pursue external alliances, from estdge to late-stage product opportunities, inclgigiiint ventures and targeted acquisitions.
However, the introduction of new products and psses by competitors may result in price reducténs product replacements, even for
products protected by patents. For example, thebeuwf compounds available to treat diseases tipicereases over time and has resulted
in slowing the growth in sales of certain of thenxany’s products.

Legislation enacted in all states in the Whi&ates, particularly in the area of human phaeutical products, allows, encourages or, in a
few instances, in the absence of specific instomstifrom the prescribing physician, mandates tleeofisSgeneric” products (those containing
the same active chemical as an innovator’s prodatter than “brand-name” products. Governmentdlaher pressures toward the
dispensing of generic products have significarglyuced the sales of certain of the Company’s pitscha longer protected by patents, such
asVasoteandVaseretig(enalapril maleate in combination with hydrochldiiazide), the U.S. rights to which have been sold. In additio
Zocorhas lost patent protection in certain countriesidetthe United States and the Company has expedemdecline iZocorsales in
those countries.

Distribution D The Company sells its human health products prignaridrug wholesalers and retailers, hospitaisic$, government
agencies and managed health care providers suwaith maintenance organizations and other inigtitsit Vaccines are also sold directly to
physicians. The Company’s professional represamttommunicate the effectiveness, safety and \adlttee Company’s products to health
care professionals in private practice, group jicastand managed care organizations.

In the fourth quarter of 2003, the Companyleangented a new distribution program for U.S. whaless to moderate the fluctuations in
sales caused by wholesaler investment buying apcbive efficiencies in the distribution of Comparfyapmaceutical products. The new
program lowered previous limits on average monghlschases of Company pharmaceutical products bydussomers. Following the
implementation of the program, fluctuations in 2@@des caused by wholesaler investment buying sigwéficantly moderated.

Raw Materials] Raw materials and supplies, which are generalljlaa from multiple sources, are purchased wortiwéand are
normally available in quantities adequate to meetrteeds of the Company’s business.
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Government Regulation and InvestigationThe pharmaceutical industry is subject to globgltation by regional, country, state and
local agencies. Of particular importance is the FDAhe United States, which administers requireismenvering the testing, approval, safety,
effectiveness, manufacturing, labeling and marketihprescription pharmaceuticals. In many casesFDA requirements have increased
amount of time and money necessary to develop medupts and bring them to market in the Unitede&stalin 1997, the Food and Drug
Administration Modernization Act (the “FDA Modermition Act”) was passed and was the culmination @draprehensive legislative reform
effort designed to streamline regulatory procedwidisin the FDA and to improve the regulation ofigs, medical devices and food. The
legislation was principally designed to ensuretiimely availability of safe and effective drugs amdlogics by expediting the premarket
review process for new products. A key provisiotthaf legislation is the re-authorization of thedergtion Drug User Fee Act of 1992,
which permits the continued collection of user firem prescription drug manufacturers to augmenfFEsources earmarked for the review
of human drug applications. This helps providert#sources necessary to ensure the prompt apprbsafeoand effective new drugs.

In the United States, the government maddfgignt progress in expanding health care accesmlgting the Medicare Prescription Drug,
Improvement and Modernization Act of 2003, whichsveigned into law in December 2003. This statutieddh voluntary drug discount card
for Medicare beneficiaries in June 2004 and witl @adescription drug coverage on January 1, 2006ldmentation of the new benefit will
support the Company’s goal of improving access édinines by expanding insurance coverage, whilsgoving market-based incentives for
pharmaceutical innovation. At the same time, theefieis designed to assure that prescription dasjis will be controlled by competitive
pressures and by encouraging the appropriate useditines. The Company has taken a leadershiprralentributing to the success of the
new Medicare-endorsed discount cards by providsgiedicines free for low-income Medicare benefiemwho exhaust their $600
transitional assistance allowance in Medicare-esetbdrug discount cards. This action is consistéthtthe Company’s longtanding Patier
Assistance Program, which provides free mediciogmtients in the United States who lack drug cagerand cannot afford their medicines.
During 2005, the Company will be negotiating witlegcription drug plans under the new Medicare dhegefit to offer Merck products to
Medicare beneficiaries beginning January 1, 20a&uthe terms of the new benefit.

In addressing cost containment outside of ki, the Company has made a continuing efforetoahstrate that its medicines can help
save costs in overall patient health care. In adipricing flexibility across the Company’s pradyortfolio has encouraged growing use of
its medicines and mitigated the effects of incregigiost pressures.

For many years, the pharmaceutical industsytieeen under federal and state oversight with ppeczal process for new drugs, drug
safety, advertising and promotion, drug purchasing reimbursement programs and formularies varjaustier review. The Company
believes that it will continue to be able to condte operations, including the introduction of ndmgs to the market, in this regulatory
environment. One type of federal initiative to @intfederal health care spending is the prospectiVeapitated” payment system, first
implemented to reduce the rate of growth in Medigaimbursement to hospitals. Such a system esttallin advance a flat rate for
reimbursement for health care for those patientsvfeom the payor is fiscally responsible. This tyfigpayment system and other cost
containment systems are now widely used by publitmivate payors and have caused hospitals, heslihtenance organizations and other
customers of the Company to be more cost-consaiotigir treatment decisions, including decisioagarding the medicines to be made
available to their patients. The Company contirtoesork with private and federal employers to sloereases in health care costs. Further,
the Company’s efforts to demonstrate that its miedgcan help save costs in other areas, and gfieribility across its product portfolio,
have encouraged the use of the Company’s mediamesave helped offset the effects of increasirsg pessures.

Also, federal and state governments have pdrsuwethods to directly reduce the cost of drugsvaedines for which they pay. For
example, federal laws require the Company to pagifipd rebates for medicines reimbursed by Medidai provide discounts for outpatient
medicines purchased by certain Public Health Sereitities and “disproportionate share” hospitatspitals meeting certain criteria), and to
provide minimum
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discounts of 24% off of a defined “non-federal ager manufacturer price” for purchases by certampmments of the federal government
such as the Department of Veterans Affairs andigartment of Defense.

Initiatives in some states seek rebates bettwmdninimum required by Medicaid legislation, onge cases for patients beyond those who
are eligible for Medicaid. Under the Federal Vaesiffior Children entitlement program, the U.S. Cenfier Disease Control and Prevention
(“CDC") funds and purchases recommended pediafricines at a public sector price for the immundrabf Medicaid-eligible, uninsured,
native American and certain underinsured childidre Company was awarded a CDC contract in 200théosupply of $322 million of
pediatric vaccines for the Vaccines for Childreagyzam. As of January 1, 2006, patients previoutytde for Medicaid who are also
Medicare beneficiaries (65 years and older or déshhwill leave the state-administered Medicaidtegsto be covered by the new Medicare
prescription drug benefit.

Outside the United States, the Company eneosistmilar regulatory and legislative issues irshaf the countries where it does business.
There, too, the primary thrust of governmental ingand action is toward determining drug safety affectiveness, often with mechanisms
for controlling the prices of prescription druggighe profits of prescription drug companies. Thelas adopted directives concerning the
classification, labeling, advertising, wholesalstdbution and approval for marketing of medicipabducts for human use. The Company’s
policies and procedures are already consistenttivitlsubstance of these directives; consequenttybelieved that they will not have any
material effect on the Company’s business.

The Company is subject to the jurisdictiorvafious regulatory agencies and is, therefore estithp potential administrative actions. Such
actions may include seizures of products and ativérand criminal sanctions. Under certain circtiamces, the Company on its own may
deem it advisable to initiate product recalls. Qwmpany believes that it should be able to come#éetively within this environment.

In addition, certain countries within the Ee¢cognizing the economic importance of the resebed®ed pharmaceutical industry and the
value of innovative medicines to society, are wogkivith industry representatives and the Europeamr@ission on proposals to complete
“Single Market” in pharmaceuticals and improve toenpetitive climate through a variety of meansudahg market deregulation.

There has been an increasing amount of foosysisacy issues in countries around the worldiuding the United States and the EU. In
the United States and the EU, governments haveigdiggislative and regulatory initiatives regagdprivacy, including federal privacy
regulations and recently enacted state privacy Bmwserning health and other personal informatidrich have affected the Company’s
operations.

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

Patent portfolios developed for products idtroed by the Company normally provide market execitys Basic patents are in effect for the
following major products in the United Statéscoxia, Cancidas, Comva@Haemophilus conjugate and hepatitis B [recombinant] vaccine)
Cosopt, Cozaar, CrixivanEmend(aprepitant) Fosamax, Hyzaarlnvanz, Maxal{rizatriptan benzoate)PedvaxHIB Haemophilub
conjugate vaccine)Primaxin, Propecidfinasteride), Proscar, Recombivax HB, Singulair, Timoptic-fiEolol maleate ophthalmic gel
forming solution),Trusopt, Vioxx and ZocarBasic patents are also in effect in the UnitexteSt forZetiaandVytorin, which were developed
by the Merck/Schering-Plough partnership. A basitept is also in effect f@ustiva/Stocrin Bristol-Myers Squibb, under an exclusive
license from the Company, seSsistivain the United States, Canada and certain Europeantries. The Company markedsocrinin other
countries throughout the world. The basic patenAfggrastat(tirofiban hydrochloride) in the United States vaagested with the product in
2003. The Company retains basic patent@fpgrastatoutside the United States.

8




Table of Contents

In 2003 Zocorlost its basic patent protection in Canada andagedountries in Europe, including the United Kingdand Germany, and
the Company experienced a declin&€atorsales in those countries. In June 2008;orwill lose its market exclusivity in the United Stat
and the Company expects a decline in U&:orsales.

The FDA Modernization Act includes a Pediaficlusivity Provision that may provide an additbsix months of market exclusivity in
the United States for indications of new or cursentarketed drugs if certain agreed upon pediatiiclies are completed by the applicant.
These exclusivity provisions were re-authorizedl@ttober 1, 2007 by the “Best Pharmaceuticalsdbildren Act” passed in January 2002.
In 2004, the FDA granted an additional six monthmarket exclusivity in the United StatesTausoptuntil October 2008. In 2003, the FDA
granted an additional six months of market excitssin the United States tBosamaxuntil February 2008, andosamaxOnce Weekly until
January 2019. However, on January 28, 2005, theCh8rt of Appeals for the Federal Circuit in Wasjion, D.C. found the Company’s
patent claims for once-weekly administratiorFosamaxo be invalid. Based on the Court of Appeals’ decisFosamaxwill lose its market
exclusivity in the United States in February 2088 the Company expects a decline in lF@samaxsales at that time. Prior to the decision,
Merck’s patent for once-weekly administrationFafsamaxwas set to expire in July 2018. Merck disagreeh tié decision of the Court of
Appeals and has requested reconsideration by the 6bAppeals. For further information with resptethe Company’s patents, see “Patent
Litigation” on page 22.

While the expiration of a product patent ndiyneesults in a loss of market exclusivity for tbevered pharmaceutical product, commel
benefits may continue to be derived from: (i) lajesinted patents on processes and intermediatdeddb the most economical method of
manufacture of the active ingredient of such prod(i} patents relating to the use of such prod(ig) patents relating to novel compositions
and formulations; and (iv) in the United Statesrkatiexclusivity that may be available under fetlra. The effect of product patent
expiration on pharmaceutical products also depepds many other factors such as the nature of tr&ehand the position of the product in
it, the growth of the market, the complexities @ednomics of the process for manufacture of theeaigredient of the product and the
requirements of new drug provisions of the Fedeaald, Drug and Cosmetic Act or similar laws ancutations in other countries.

Additions to market exclusivity are soughttie United States and other countries througteddhvant laws, including laws increasing
patent life. Some of the benefits of increasesaitent life have been partially offset by a gengralease in the number of, incentives for and
use of generic products. Additionally, improvementstellectual property laws are sought in thdteh States and other countries through
reform of patent and other relevant laws and imgletation of international treaties.

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

Royalties received during 2004 on patent amakhow licenses and other rights amounted to ®ldfllion. The Company also paid
royalties amounting to $734.1 million in 2004 ungatent and know-how licenses it holds.

Discontinued Operations -©n August 19, 2003, the Company completed the sffinf Medco Health Solutions, Inc. (“Medco Health”
as a separate, publicly-traded company. The sffinas effected by way of a pro rata dividend mn@pany stockholders of all the outstanc
shares of common stock of Medco Health. Basedlettex ruling the Company received from the U.$etnal Revenue Service, receipt of
Medco Health shares in the distribution wasft@e for U.S. federal income tax purposes, but@@sh received in lieu of fractional shares
taxable.

Divestituresd] In March 2004, the Company completed the sale hmslan & Johnson of the Company’s 50% equity stakisiEuropean
non-prescription pharmaceuticals joint venture withnson & Johnson.
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In 2003, the Company sold its U.S. righté&\ggrastat(tirofiban hydrochloride injection) to Guilford Plraaceuticals Inc., including the
basic U.S. product patents (but not process patiartthe product.

In 2002, the Company sold its U.S. right¥asotec, VaseretiendVasotec 1.V. Injectiofenalaprilat) to Biovail Laboratories Incorporated
(“Biovail”), a subsidiary of Biovail Corporation.tAhe same time, the Company’s Canadian subsidideyck Frosst Canada & Co. (“Merck
Frosst”)and Biovail entered into a supply agreement undechvMerck Frosst agreed to supply Biovail for animmium of five years with bul
tablets of formulated enalapril maleate and endlamaleate in combination with hydrochlorothiaziie distribution by Biovail in the United
States a¥asotecandVaseretic. The basic product patents ¥asoteandVaseretichad expired in the United States prior to these
transactions.

Research and Development

The Company’s business is characterized byntheduction of new products or new uses for éxgsproducts through a strong research
and development program. Approximately 13,100 peapt employed in the Company’s research activiigpenditures for the Company’s
research and development programs were $4.0 biti@904, $3.2 billion in 2003 and $2.7 billion2002 and are estimated to continue a
same level as the full-year 2004 expense in 2086.dompany maintains its ongoing commitment toaxedeover a broad range of
therapeutic areas and clinical development in stipgdanew products. Total expenditures for the @&l 995 through 2004 exceeded
$23.1 billion with a compound annual growth ratel 8¢6.

The Company maintains a number of long-terpi@atory and fundamental research programs irogiohnd chemistry as well as
research programs directed toward product developrReojects related to human health are beingezhan in various fields such as
bacterial, fungal, and viral infections, cardiouasc disease and atherosclerosis, cancer, depnesisidoetes, obesity, neurodegenerative
disease, psychiatric disease, pain and inflammaitiomunology, respiratory diseases, ophthalmologgpiratory diseases, osteoporosis and
men/women health programs, endoparasitic and eetsitia diseases, companion animal diseases, auligiion improvement.

In the development of human health produatiystry practice and government regulations inthied States and most foreign countries
provide for the determination of effectiveness aafkty of new chemical compounds through preclinests and controlled clinical
evaluation. Before a new drug may be marketederi_thited States, recorded data on preclinical éinital experience are included in the
NDA or the biological Product License Applicatic‘PLA”) to the FDA for the required approval. Thewv#dopment of certain other products
is also subject to government regulations covesafgty and efficacy in the United States and mangign countries. There can be no
assurance that a compound that is the result oparticular program will obtain the regulatory apyals necessary for it to be marketed.

As stated above, the Company maintains basiarch programs in a number of areas directeddguwaduct development. Once the
Company'’s scientists discover a new compound tteat believe has promise to treat a medical condittee Company commences
preclinical testing with that compound. Preclinitedting includes laboratory testing and animattyastudies to gather data on chemistry,
pharmacology and toxicology. Compounds that arecsedl for study in humans then must undergo futesging to determine how they are
metabolized and excreted in animals and then peelgara stable dose form that is bioavailable. giteelinical testing phase takes about six
years on average. If the compound continues to gitomise, the Company will initiate clinical tegfim accordance with establish
regulatory requirements. The three phases of dinésting take a total of six years on averagmtaplete. The clinical testing begins with
Phase | studies which are used to determine teatdmpound is safe in humans, usually using heathynteers. Phase | studies are
concerned with detecting adverse effects and ysdalhot provide data on the efficacy of the commbto treat the targeted medical
condition. If Phase | studies do not identify hunalerability problems, the compound then enterasefll which is the first time the
compound is studied in patients with the diseaagttie compound is being studied to treat. Phadedé and efficacy trials are commence
determine the appropriate dosing for the compotmdonfirm the compound’s efficacy and to determirieether any adverse effects will
limit the compound’s usefulness. If the resultsrirthe Phase Il trials are satisfactory, the Compmamymences large-scale Phase Il trials to
confirm the compound’s efficacy and safety. Upomptetion of those trials, if satisfactory, the
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Company submits regulatory filings with the appiaf® regulatory agencies around the world to hhegtoduct candidate approved for
marketing. In the United States, the FDA approvatpss begins once a complete NDA is submitted@celved by the FDA. Pursuant to
Prescription Drug User Fee Act, the FDA review péttargets for efficacy NDAs or supplemental NDAither six months, for priority
review, or ten months, for a standard review. WitBd days after receipt of an NDA, the FDA detemsiif the application is sufficiently
complete to permit a substantive review. The FDgp assesses, at that time, whether the applicailbbe granted a priority review or
standard review. According to FDA guidelines, apty review is granted if the compound is cons@dketo constitute a “significant
improvement, compared to marketed products, inofydion-drug products/therapies in the treatmeagrbsis, or prevention of a disease.”
The determination of whether the application itatile” and type of review (i.e., standard or ptigrare then communicated to the Company.
Once the review timelines are defined, it is gelieessumed that the FDA will act upon the applimatwithin those timelines, unless a major
amendment has been submitted (either at the Cortgpawy initiative or the FDA'’s request) to the perglapplication. If this occurs, the
FDA may extend the review period to allow for ravief the new information, but by no more than 189 Extensions to the review period
are communicated to the Company. The average tariecpfrom the start of preclinical testing to FBAproval is approximately 14 years.

In November 2004, the Company announced iffitedia Biologics License Application fétroQuad(measles, mumps, rubella and
varicella (Oka/Merck) virus vaccine live) with tR®A. ProQuadis an investigational vaccine for simultaneous ireattton against measles,
mumps, rubella and varicella in children 12 morith42 years of ag&roQuadcombines two established Merck vaccindsM-R Il and
Varivax.

The Company'’s late-stage pipeline includesdhl?hase 1l vaccines which are expected to be istgloinfior FDA approval in 2005. The
three vaccines a®ardasil,a vaccine to prevent human papillomavirus (“HPVifection and the associated development of cerciater
and genital warts; a vaccine for the preventiomasiter (shingles) and the reduction of pain asssttwmith it; andRotaTeq a vaccine to
protect against rotavirus, a highly contagious¥ithat is the most common cause of severe gas#riienin infants and young children. The
Company expects to file PLAs with the FDA for thester vaccine anRotaTedn the second quarter of 2005 and @&ardasilin the second
half of 2005.

On February 2, 2005, the Company announcedtthad GlaxoSmithKline plc (“GSK”) entered intcceoss-license and settlement
agreement for certain patent rights related to MBtines. Pursuant to the agreement, GSK will vecan upfront payment and royalties
from the Company based on salessafrdasil,upon development and launch. The agreement resobrepeting intellectual property claims
related to the Company’s and GSK's vaccine candgdathe Company will continue with its researchedigoment and, after appropriate
regulatory reviews, commercialization activiti€sapproved, foiGardasil.

The Company is also studying a DPP-IV inhihitoglucose-lowering mechanism, used alone aednmbination for the treatment of Type
2 diabetes. The compound is currently in Phasditical studies and the Company expects to subBmNDA to the FDA in 2006.

The Company’s early-stage pipeline includesd@ates in each of the following areas: Alzheirs@lisease, arthritis, atherosclerosis,
cancer, diabetes, endocrine disorders, glaucorfegtious diseases, obesity, osteoporosis, psyahditease, neurodegenerative disease,
respiratory disease, urogenital disorders and wasciThe Company supplements its internal resegitbhan aggressive licensing and exte
alliance strategy focused on the entire spectrunotdborations from early research to late-stagamounds, as well as new technologies. In
2004, the Company completed 50 transactions, imgjueksearch collaborations, preclinical and chhimompounds, and technology
transactions. Transactions completed in 2004 irchgteements with the following companies: H. LwewkA/S (“Lundbeck”) for the
treatment of sleep disorders, Bristol-Myers Squit@MS”) for the treatment of Type 2 diabetes, Verfharmaceuticals Incorporated
(“Vertex”) for the treatment of cancer; DOV Pharraatical, Inc. (“DOV”) for the treatment of depressiand related psychiatric disorders,
Nastech Pharmaceutical In“Nastech”) for the treatment of obesity and Onorfeceutical Co., Ltd. (“Ono”) for the treatmentamfute
stroke.
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In February 2004, the Company announced theattéred into an agreement with Lundbeck for tteusive development and
commercialization in the United States of gaboxada@ompound licensed to Lundbeck by a third pdrdy is currently in Phase 11|
development for the treatment of sleep disordeexckiand Lundbeck will jointly complete the ongoiRgase 11l clinical program. The
companies anticipate that Merck will file an NDAtlwihe FDA between late 2006 and early 2007. FoligWDA approval, the companies
plan to co-promote gaboxadol in the United Stdte§une 2004, Merck and Lundbeck announced an sxtewnf their agreement for the
exclusive development and commercialization of galdol to Japan.

In March 2004, the Company acquired Aton,iagtely held biotechnology company focusing ondeeelopment of novel treatments for
cancer and other serious diseases. Aton’s clipipaline of histone deacetylase inhibitors represarclass of antiimor agents with potent
for efficacy based on a novel mechanism of actigon’s lead product candidate, suberoylanilide loydmic acid (SAHA), is currently in
Phase Il clinical trials for the treatment of cigans T-cell lymphoma.

In April 2004, Merck and BMS entered into andavide collaborative agreement for muraglitazak]®8s product for use in treating
patients with Type 2 diabetes. Merck and BMS wliitially develop and market muraglitazar. In Decenit®4, BMS submitted an NDA to
the FDA for muraglitazar. Muraglitazar has the ptigd to be the first in a novel class of drugswnaas glitazars. This class of dual
alpha/gamma PPAR agonists, including muraglitagahought to control blood sugar. In clinical tsiamuraglitazar has reduced blood
glucose levels, decreased triglyceride levels anckased higlilensity lipoprotein (HDL) cholesterol levels in Tey@ diabetes patients and
been generally well tolerated.

In June 2004, Merck and Vertex entered ingdolal collaboration to develop and commerciali2&880, Vertex’s lead Aurora kinase
inhibitor that is in Phase | clinical developmeat the treatment of cancer. Aurora kinases areigaf@d in the onset and progression of many
different human cancers and novel Aurora kinasitdrs, such as VX-680, have the potential to @ayimportant future role in the
treatment and management of a wide range of tuypest

In August 2004, Merck and DOV announced aragrent for the development and commercializatidd@¥/’s novel triple-uptake
inhibitors being developed for depression and egl@isychiatric disorders. Merck has licensed exausorldwide rights to DOV 21,947,
which is in Phase |, for all therapeutic indicason

In September 2004, Merck and Nastech annouacgabal alliance to develop and commercializetidlep'Y (PYY) 3-36 Nasal Spray,
Nastecl's product for the treatment of obesity, whichisrently in Phase | development. The investigatiéhéy 3-36 Nasal Spray is
designed to deliver the natural, appetite-reguigiiormone PYY directly to the bloodstream.

In November 2004, Merck and Ono announcedttieat signed an agreement granting Merck the wadewicense for ONO-2506 ((2R)-2-
propyloctanoic acid), a novel intravenous compocundently in Phase Il development for the treatnadreicute stroke. In addition, Ono
received exclusive rights in Japan to develop aatketEmend(aprepitant), Merck’s drug for use in combinatioithiother antiemetic agents
for prevention of acute and delayed nausea andtimrassociated with initial and repeat coursekiglily emetogenic cancer chemotherapy,
including cisplatin. Ono also received rights ipaato co-market a second brand of MK-431, Merakgstigational oral compound for the
treatment of diabetes, under a yet to be deterntiagidmark.

The chart below reflects the Company’s redepipeline as of February 15, 2005. Candidates shin#whase Il include specific products.
Candidates shown in Phase | and Il include the mdsanced compound with a specific mechanism iwengherapeutic area. Back-up
compounds, regardless of their phase of developradditional indications in the same therapeutémarand additional line extensions or
formulations for in-line products are not shownedinical areas shown are those where the Compasiynitiated Good Laboratory Practices
studies in compounds with mechanisms distinct ftbase in Phase | and Il. The Company’s programganerally designed to focus on the
development of novel medicines to address largeeimedical needs.
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Preclinical Phase | Phase Il Phase Il
Alzheimer’s Diseast Alzheimer’'s Diseast AIDS HPV and Related Cervical
c-7617 c-1605 Cancer and Genital Warts
Antibacterials Arthritis Alzheimer’s Disease Gardasil
c-7198 c-9136
Antiviral c-9101 Arthritis Diabetes
Cancer c-4462 MK-431
Arthritis c-8585 c-9787
VX-680* Atherosclerosis Rotavirus Gastroenteritis
Atherosclerosis CINV c-8834 RotaTeq
c-9280 c-1602
Cancer Diabetes Cancer (CTCL) Insomnia
c-0730 SAHA* Gaboxadol *
Cardiovascular Disease Endocrine Diabetes
c-0239 c-3347 Shingles
Diabetes c-0302 HIV Vaccine Zoster Vaccine
c-7717 Multiple Sclerosis
Glaucoma Glaucoma c-6448
c-3859 Obesity
Immunology Obesity c-2624
Nastech PYY3-36* c-2735
Insomnia Osteoporosis ¢-5093
c-3578 Pediatric Vaccine
Osteoporosis Pain Psychiatric Disease
c-8928 c-9054
Pain c-6740 Respiratory Disease
c-1246 c-3193
Respiratory Disease Parkinson’s Disease c-3885
c-6161 Stroke
Vaccines Psychiatric Disease ONO 2506*
DOV*
Urinary Incontinence
-4699
-0172
2004 U.S. Submissions
Osteoporosis Diabetes
FosamaxPlus Vitamin D Muraglitazar*
Pediatric Vaccine
ProQuad
*Licensed

All product or service marks appearing in typen different from that of the surrounding texé drademarks or service marks owned b
licensed to Merck, its subsidiaries or affiliates(uding ZetiaandVytorin, trademarks owned by entities of the Merck/SclieRiough
partnership), except as not€&bzaarandHyzaarare registered trademarks of E.l. du Pont de Nesnand Company, Wilmington, DE and
PrilosecandNexiumare trademarks of the AstraZeneca group. The thB8einarks fovasotecandVasereticare owned by Biovail
Laboratories Incorporated. The U.S. trademarkifggrastatis owned by Guilford Pharmaceuticals Inc.

Employees

At the end of 2004, the Company had approxiga3,000 employees worldwide, with approximatgély700 employed in the United
States, including Puerto Rico. Approximately 22%wofldwide employees of the Company are represdmngedhrious collective bargaining
groups.

In 2003, the Company announced plans to editeid,400 positions as part of a cost-reductidrainie that was completed at the end of
2004. As of December 31, 2004, the Company hadrdited 5,100 positions, as the Company identifaditeonal opportunities to eliminate
positions and reduce costs. Most of the additietialinations came from contractor positions. Thian is expected to result in
approximately $300 million in savings in 2005 withampacting either key productivity initiatives thre Company’s ability to meet its
business objectives.

Environmental Matters



The Company believes that it is in compliaimcell material respects with applicable environtaéfaws and regulations. In 2004, the
Company incurred capital expenditures of approxaiye$50.2 million for environmental protection féiés. The Company is also
remediating environmental contamination resultirogrf

13




Table of Contents

past industrial activity at certain of its sitexpenditures for remediation and environmental liaés were $24.5 million in 2004, and are
estimated at $65.6 million for the years 2005 tglo2009. These amounts do not consider potentiavezies from insurers or other parties.
The Company has taken an active role in identifgnd providing for these costs, and in managemepiision, the liabilities for all
environmental matters which are probable and reddgrestimable have been accrued. Although it tpogsible to predict with certainty the
outcome of these environmental matters, or thenali costs of remediation, management does n@vedlhat any reasonably possible
expenditures that may be incurred in excess oftposvided should result in a material adverseceffea the Company’s financial position,
results of operations, liquidity or capital resasc

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

This report and other written reports anal statements made from time to time by the Caamgpnay contain so-called “forward-
looking statements,” all of which are subject ks and uncertainties. One can identify these falsh@oking statements by their use of wao
such as “expects,” “plans,” “will,” “estimates,”dfecasts,” “projects” and other words of similaranimg. One can also identify them by the
fact that they do not relate strictly to historicalcurrent facts. These statements are likehdtvess the Company’s growth strategy, financial
results, product approvals and development progr&me must carefully consider any such statemeshshould understand that many fac
could cause actual results to differ materiallynfrthe Company’s forward-looking statements. Thes#ofs include inaccurate assumptions
and a broad variety of other risks and uncertaptiecluding some that are known and some thatatreNo forward-looking statement can be
guaranteed and actual future results may vary mdierAlthough it is not possible to predict oridtify all such factors, they may include the
following:

» On September 30, 2004, Merck voluntarily withdiéigxxfrom the market. Numerous product liability lawsugis well as a number of
putative class actions have been filed agains€Ctrapany in state and federal courts relating tcstiie and use afioxx. In addition to
these lawsuits, a number of purported class actiame been brought against the Company and sexaraht and former officers and
directors of the Company alleging that the Compaiagle false and misleading statements regandiogxin violation of the federal
securities laws and the Employee Retirement Inc8awurity Act (“ERISA”). In addition, a number ofaieholders have filed derivative
suits asserting claims against the Board member£ampany officers. The Company has also been nameddefendant in actions in
various countries outside the United States. Tha@2my anticipates that additional lawsuits relatmyioxxwill be filed against it. The
Company is also being investigated by the Secarétied Exchange Commission (“SEC”), the U.S. Depamtrof Justice, certain
Congressional committees and the District Attoreeffice in Munich, Germany. The Company has stétatlit is reasonably possible t
its insurance coverage will not be adequate to rcibs@lefensive costs and any losses. Unfavoraltieomes in th&/ioxx Lawsuits (as
defined on page 18) or resulting from Wiexx Investigations (as defined on page 19) could havairial adverse effect on the Company’
financial position, liquidity and results of opecats.

» As noted aboveArcoxiais currently marketed in 51 countries outside timétédl States and it has received an “approvabtégriérom the
FDA. The Company is currently unable at this timgtedict any future action that the FDA will takéh respect taArcoxia. The FDA
held a hearing on February 16-18 to discuss s&sties related to COX-2 inhibitors. In additiore tbtHMP in Europe is conducting a
review of all aspects of the cardiovascular safét€OX-2 inhibitors. In connection with that revieas interim measures, the summary of
product characteristics for COX-2 inhibitors wasised, including adding new contra-indications @®X-2 inhibitors generally and for
Arcoxiaspecifically. The Company is unable at this timeredict the final outcome of CHMP’s review. Thaaames of each of these
reviews could materially, negatively affect the kedrpotential oArcoxia.

» Generic competition as product patents for seym@ducts have recently expired in the United Statesother countries. In 200Bpcor
lost its basic patent protection in Canada andatetountries in Europe, including the United Kingdand Germany, and the Company
experienced a decline #ocorsales in those countries. In June 200g&corwill lose its market exclusivity in the United Statand the
Company expects a decline
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U.S.Zocorsales. In 2003, the FDA granted an additional sixtins of market exclusivity in the United Stateg-tsamaxuntil

February 2008, andosamaxOnce Weekly until January 2019. However, on Jan@8ry@005, the U.S. Court of Appeals for the Feldera
Circuit in Washington, D.C. found the Company’squdtclaims for once-weekly administrationfifsamaxo be invalid. Based on the
Court of Appeals’ decisiorsosamaxwill lose its market exclusivity in the United Statin February 2008 and the Company expects a
decline in U.SFosamaxsales at that time. Prior to the decision, Merggdtent for once-weekly administrationfedsamaxvas set to expir
in July 2018. Merck disagrees with the decisiothef Court of Appeals and has requested reconsidetay the Court of Appeal.

* In July 2004, the Opposition Division of the EurapePatent Office rendered an oral decision to rexbk Company patent in Europe th
covers the weekly administration of alendronatee Tiompany has appealed this decision; howeverdlmséhat decisiorFosamaxwill
lose its market exclusivity in most major Europeaarkets after 200°

* Increasec‘bran¢” competition in therapeutic areas important to thenfany's lon¢-term business performanc

 The difficulties and uncertainties inherent in ngwwduct development. The outcome of the lengthycamdplex process of new product
development is inherently uncertain. A candidatefedl at any stage of the process and one or tateestage product candidates could fail
to receive regulatory approval. New product cantgislanay appear promising in development but faietech the market because of
efficacy or safety concerns, the inability to ohtaecessary regulatory approvals, the difficultgxcessive cost to manufacture and/or the
infringement of patents or intellectual properyhtis of others. Furthermore, the sales of new mtsdmay prove to be disappointing and
fail to reach anticipated level

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

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

» Efficacy or safety concerns with respect to marttgteducts, whether or not scientifically justifiddading to product recalls, withdrawals
or declining sales

 Legal factors, including product liability claimasntitrust litigation and governmental investigaipanvironmental concerns and patent
disputes with branded and generic competitors,oinyhich could preclude commercialization of protduor negatively affect the
profitability of existing products

 Lost market opportunity resulting from delays amgdertainties in the approval process of the FDA faneign regulatory authoritie

* Increased focus on privacy issues in countriesratdlie world, including the United States and thke B the United States, federal and
state governments have pursued legislative andategy initiatives regarding patient privacy, indlag federal and recently issued state
privacy regulations concerning health informatiswhjch have affected the Compé s operations

» Changes in tax laws including changes relateddddkation of foreign earnings, as well as the ichpé legislation capping and ultimately
repealing Section 936 of the Internal Revenue Goalating to earnings from the Compi's Puerto Rican operation:

» Changes in accounting pronouncements promulgatestilmglard-setting or regulatory bodies, includimg Einancial Accounting Standards
Board and the SEC, that are adverse to the Com

» Economic factors over which the Company has norogrihcluding changes in inflation, interest ragesl foreign currency exchange ra
This list should not be considered anagistive statement of all potential risks and uraieties.
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Geographic Area and Segment Information

The Company'’s operations are principally maukgn a products basis with one reportable segriéetMerck Pharmaceutical segment
which includes products marketed either directlyhwough joint ventures. Merck Pharmaceutical patslgonsist of therapeutic and
preventive agents, sold by prescription, for tle@tment and prevention of human disorders.

The Company'’s operations outside the UnitedeStare conducted primarily through subsidiaeses worldwide by subsidiaries outside
the United States were 41% of sales in 2004, 41%&alefs in 2003 and 39% in 2002.

The Company’s worldwide business is subjecistks of currency fluctuations, governmental atsiand other governmental proceedings
abroad. The Company does not regard these riskslagerrent to further expansion of its operatam®ad. However, the Company closely
reviews its methods of operations and adopts sfiegeesponsive to changing economic and poliGoabitions.

In recent years, the Company has been expauitdioperations in countries located in Latin Aiogrthe Middle East, Africa, Eastern
Europe and Asia Pacific where changes in governpelities and economic conditions are making itsglals for the Company to earn fair
returns. Business in these developing areas, \sbilgetimes less stable, offers important opporemitdr growth over time.

Financial information about geographic araas @perating segments of the Company’s busineasasporated by reference to pages 56
(beginning with the caption “Segment Reporting"dl&Y of the Company’s 2004 Annual Report to stotddies.

Available Information

The Company’s Internet website addressvisv.merck.comThe Company will make available, free of chargtha “Investor
Information” portion of its website, its Annual Rapon Form 10-K, Quarterly Reports on Form 10-Qrrént Reports on Form 8-K, and all
amendments to those reports filed or furnishedyansto Section 13(a) or 15(d) of the Securitiestaxge Act of 1934, as amended, as soon
as reasonably practicable after such reports amtrehically filed with, or furnished to, the SEC.

The Company’s corporate governance guidelmesthe charters of the Board of Directors’ sewanding committees are available on the
Company’s website atww.merck.com/about/corporategovernaacel all such information is available in print toyastockholder who
requests it from the Company.

Item 2. Properties.

The Company’s corporate headquarters is |daat¥/hitehouse Station, New Jersey. The CompadySs pharmaceutical business is
conducted through divisional headquarters locatddpper Gwynedd and West Point, Pennsylvania. Tdrafany’s vaccines business is
conducted through divisional headquarters locaiéfést Point. Principal research facilities for famiealth products are located in Rahv
New Jersey and West Point. The Company also haiigtion facilities for human health products ateniocations in the United States ¢
Puerto Rico. Branch warehouses provide servicesigiout the country. Outside the United Statesuidin subsidiaries, the Company owns
or has an interest in manufacturing plants or opieperties in Australia, Canada, Japan, Singa8weath Africa, and other countries in
Western Europe, Central and South America, and. Asia

Capital expenditures for 2004 were $1,726.lionicompared with $1,915.9 million for 2003. Imet United States, these amounted to
$1,143.6 million for 2004 and $1,307.8 million 2003. Abroad, such expenditures amounted to $582l6n for 2004 and $608.1 million
for 2003.
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The Company and its subsidiaries own theingipial facilities and manufacturing plants und#desi which they consider to be satisfactory.
The Company considers that its properties are adggperating condition and that its machinery aqa@ment have been well maintained.
Plants for the manufacture of products are suitdl¢heir intended purposes and have capacitidpanjected capacities adequate for cur
and projected needs for existing Company prod&ime capacity of the plants is being converted) aiity needed modification, to the
requirements of newly introduced and future prosluct

Item 3. Legal Proceedings.

The Company is involved in various claims &ghl proceedings of a nature considered normits tausiness, including product liability,
intellectual property, and commercial litigatios, well as additional matters such as antitrusbasti

Vioxx Litigation
Product Liability Lawsuit:

As previously disclosed, federal and statelpeo liability lawsuits involving individual claimss well as several putative class actions
have been filed against the Company with respe¥tdrx. As of January 31, 2005, the Company has beerdenmvis aware that it has been
named as a defendant in approximately 850 lawswifigsh include approximately 2,425 plaintiff grougléeging personal injuries resulting
from the use o¥ioxx. Certain of these lawsuits include allegationsardmng gastrointestinal bleeding, cardiovasculamngs, thrombotic
events or kidney damage. The Company has alsorimead as a defendant in approximately 90 putatagsa@ctions alleging personal
injuries or seeking (i) medical monitoring as autesf the putative class members’ usevadxx, (i) disgorgement of certain profits under
common law unjust enrichment theories, and/or @ious remedies under state consumer fraud anbusiness practice statutes, including
recovering the cost dfioxxpurchased by individuals and third-party payorshsag union health plans (all of the actions disedss this
paragraph are collectively referred to as th8dxx Product Liability Lawsuits”). The actions filed the state courts of California and New
Jersey, respectively, have been transferred togdesjudge in each state for coordinated proceediimgaddition, the Company filed a motion
with the Judicial Panel on Multidistrict Litigatiqithe “JPML") seeking to transfer to a single federal judge aatdinate for pretrial purpos
all federal cases alleging personal injury andfmm®@mic loss relating to the purchase or us€iokx; several plaintiffs in certaiwioxx
Product Liability Lawsuits pending in federal cohave made similar requests. On February 16, 20@5]PML granted the motions to
transfer allVioxx Product Liability Lawsuits pending in federal caunationwide into one Multidistrict Litigation (“MD’) for coordinated
pre-trial proceedings. The MDL has been transfetoatie United States District Court for the Easteistrict of Louisiana before District
Judge Eldon E. Fallon.

Shareholder Lawsuits

As previously disclosed, in addition to ¥ie@xx Product Liability Lawsuits, a number of purportddss action lawsuits were filed in late
2003 and early 2004 by several shareholders ittiited States District Court for the Eastern Dettdf Louisiana naming as defendants the
Company and several current or former officers @dinectors of the Company. These cases have beaolabated. After the announcement of
the withdrawal oVioxx, the Company was named as a defendant in addipoingorted securities class action lawsuits fileéederal courts
in New Jersey, Pennsylvania and Louisiana. Thetsenscallege that the defendants made false aniéaxii®g statements regardivgpxxin
violation of Sections 10(b) and 20(a) of the Se@msgiExchange Act of 1934, including with respecthtte withdrawal o¥/ioxx,and seek
unspecified compensatory damages and the coststpingluding attorneys’ fees. Plaintiffs requesttification of a class of purchasers of
Company stock during various periods between Mayl229 and October 29, 2004. In addition, two shaiders filed an individual
securities action in the United States District @dor the Central District of lllinois seeking cgmnsatory damages and costs. Certain
complaints include allegations under Sections 21arid 15 of the Securities Act of 1933 that certdiiters and directors made incomplete
and misleading statements in a registration stateared certain prospectuses filed in connectioh e Merck Stock Investment Plan, a
dividend reinvestment plan (all of the actions dgs®ed in this paragraph are collectively refercedst the ‘Vioxx Securities Lawsuits”).
Several plaintiffs have dismissed their complaimithout prejudice. As of January 31, 2005, a tofal4 Vioxx Securities Lawsuits were
pending in various federal courts.
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As previously disclosed, in March 2004, twargholder derivative actions were filed in the ©diStates District Court for the Eastern
District of Louisiana naming the Company as a nahitefendant and certain members of the Board gpaspresent), together with certain
executive officers, as defendants. The complainse @ut of substantially the same factual alleyeithat are made in th@oxx Securities
Lawsuits. The derivative suits, which are purpdstémtought to assert rights of the Company, assainns against the Board members and
officers for breach of fiduciary duty, waste of porate assets, unjust enrichment, abuse of caantidbbross mismanagement. After the
withdrawal ofVioxx,additional shareholder derivative actions wereadfilethe New Jersey Superior Court for Hunterdonr@p and in the
United States District Court for the District of Wdersey against the Company and certain officeds@embers of the Board (past and
present) (all of the actions discussed in this graah are collectively referred to as th€itxx Derivative Lawsuits”). Two of th&ioxx
Derivative Lawsuits include allegations that certdirectors made false and misleading statemergsrinection with certain Proxy
Statements filed with the SEC in violation of Sentil4(a) of the Securities Act of 1933. As of Jagid, 2005, a total of sevafioxx
Derivative Lawsuits were pending.

On October 29, 2004, two individual sharehddaade a demand on the Board to take legal aajamst Mr. Raymond Gilmartin,
Chairman, President and Chief Executive Officer atiér individuals for allegedly causing damagéh® Company with respect to the
allegedly improper marketing &fioxx.In response to that demand letter, the Board céddars determined at its November 23, 2004 meeting
that the Board would take the shareholders’ requedér consideration and it remains under condiidera

In addition to these shareholder actions,esthe announcement of the withdrawaMadxx, putative class actions have been filed against
the Company in the United States District Courttfar Eastern District of Louisiana and in the UdiiStates District Court for the District of
New Jersey (th* VioxxERISA Lawsuits” and, together with thMeéoxx Securities Lawsuits and th&oxx Derivative Lawsuits, the Vioxx
Shareholder Lawsuits”) on behalf of certain of @@mpany’s current and former employees who arégjzaihts in certain of the Company’s
retirement plans asserting claims under the Emgl®tirement Income Security Act (“ERISAThe lawsuits make similar allegations to
allegations contained in th@oxx Securities Lawsuits. As of January 31, 2005, d tftd1 Vioxx ERISA Lawsuits were pending.

In October 2004, the plaintiff in one of tMeoxx ERISA Lawsuits filed a motion with the JPML to teder to a single federal judge and
coordinate for pretrial purposes all of Mxx ERISA Lawsuits. In November 2004, the Company redgpd to that motion and filed its own
motion seeking coordination of all of tMioxx Shareholder Lawsuits. On February 23, 2005, thelJ§tdnted the motions to transfer all
Vioxx Shareholder Lawsuits pending in federal courtsomatide into one MDL for coordinated pre-trial predéngs. The MDL has been
transferred to the United States District Courttfar District of New Jersey before District Judgerfey R. Chesler.

International Lawsuit:

In addition to the lawsuits discussed abave,Gompany has been named as a defendant in aictisasous countries in Europe,
Australia, Canada, Brazil and Israel relate®imxx.

Additional Lawsuits

Based on media reports and other source€;dhgany anticipates that additionabxxProduct Liability Lawsuits antfioxx Shareholder
Lawsuits (collectively, the VioxxLawsuits”) will be filed against it and/or certaifiits current and former officers and directorshia future.

Insurance

The Company has product liability insuranaediaims brought in th¥ioxx Product Liability Lawsuits of up to approximately
$630 million after deductibles and co-insuranceasTimsurance provides coverage for legal defenses@nd potential damage amounts that
have been or will be incurred in connection with WioxxProduct Liability Lawsuits. The Company believeattthis insurance coverage
extends to additionalioxxProduct Liability Lawsuits that may be filed in theéure. The Company currently believes that it hiakeast
approximately $190 million of Directors’ and Offise insurance coverage for tMeoxx Securities Lawsuits and
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Vioxx Derivative Lawsuits. The Company has fiduciary atiter insurance for théioxx ERISA Lawsuits with stated upper limits of

$275 million. Additional insurance coverage fordaelaims may also be available under upper lesass policies that provide coverage for
a variety of risks. There are likely to be disputéth insurers about the availability of some drddlthis insurance coverage. At this time, the
Company believes it is reasonably possible itsrenste coverage with respect to WiexxLawsuits will not be adequate to cover its defense
costs and any losses.

Recently, Merck received notice that the Conypaupper level excess insurers (which provideeggdnsurance potentially applicable to
all of theVioxx Lawsuits) commenced an arbitration seeking, amahgrahings, to cancel those policies and to vdidfaheir obligations
under those policies with respect to tfiexxLawsuits, and also to void their coverage obligaiwith respect to certain other types of losses
covered by those policies. The notice also purporteserve the right of the insurers to raise rotlogerage defenses, including with respe
the application of exclusions, the definition of$p compliance with policy conditions, exhaustidbamplicable underlying and upper cover
limits, and satisfactory proof of loss. As mostlodse insurers also issued lower level excessipslto Merck, it is likely that such insurers
will also dispute their obligation to provide cosge under other policies. Merck intends to contiggirously the insurers’ claims and will
attempt to enforce its rights under applicable iasae policies. The amounts actually recovered uihgepolicies discussed in this section
may be less than the amounts specified in the gieggaragraph.

The Company notes that the discussion cordamthis section updates the disclosure entitl@édritingencies and Environmental
Liabilities — VioxxLitigation — Insurance” in Note 11 to the Compangsnsolidated Financial Statements filed with tBn
February 28, 2005 on Form 8-K and contained inGbmpany’s 2004 Annual Report to stockholders winsahcorporated by reference in
this Form 10-K.

Investigations

In November 2004, the Company was advisedheystaff of the SEC that it was commencing an madrinquiry concernin/ioxx. On
January 28, 2005, the Company announced thatdivwed notice that the SEC issued a formal notidew#stigation. Also, the Company
received a subpoena from the U.S. Department dicdugquesting information related to the Compamgsearch, marketing and selling
activities with respect t¥lioxxin a federal health care investigation under crahstatutes. There are also ongoing investigatignsertain
Congressional committees. Also, the District Ateyris Office in Munich, Germany notified the Compangubsidiary in Germany that it
received complaints and commenced an investigationder to determine whether any criminal chargfesuld be brought in Germany
concerningVioxx (together with the previously mentioned investigas, the “Vioxx Investigations”). The Company will cooperate withcd
the VioxxInvestigations. The Company cannot predict theamte of these inquiries; however, they could reisudt potential civil disposition
from the SEC and/or potential civil or criminal gigssitions from the Justice Department.

Reserve:

The Company currently anticipates that onmore of theVioxxProduct Liability Lawsuits may go to trial in thiest half of 2005. The
Company cannot predict the timing of any trialshwigspect to th¥ioxx Shareholder Lawsuits. The Company believes thatstmeritorious
defenses to th&ioxx Lawsuits and will vigorously defend against themview of the inherent difficulty of predicting tloeitcome of
litigation, particularly where there are many claims and the claimants seek indeterminate damtmge€ompany is unable to predict the
outcome of these matters, and at this time camastonably estimate the possible loss or rangessefidth respect to théioxx Lawsuits. The
Company has not established any reserves for aeytoal liability relating to thé/ioxx Lawsuits or thé/ioxxInvestigations (collectively, the
" VioxxLitigation”). The Company has established a resef#675 million solely for its future legal defensosts related to théoxx
Litigation. This reserve is based on certain asgionp and is the minimum amount that the Compartig\es at this time it can reasonably
estimate will be spent over a multi-year periode Tompany significantly increased the reserve whlead the ability to reasonably estimate
its future legal defense costs for Mi@xxLitigation. Some of the significant factors thatreeonsidered in the establishment of the reseam
the VioxxLitigation were as follows: the actual costs inegrby the Company up to that time; the developroétite Company’s legal
defense strategy and structure in light of the agpd scope of théioxx Litigation; the number of cases being brought agfaime Company;
and the anticipated timing, progression and relatesds of pre-trial activities and trials in thiexxProduct Liability Lawsuits. The Company
will continue to monitor its legal defense costd aeview the adequacy of the associated reservdavbrable outcomes in théoxx
Lawsuits or resulting from theioxxInvestigations could have a material adverse etfadhe Company'’s financial position, liquidity and
results of operations.
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Commercial Litigation

Beginning in 1993, the Company was namedriaraber of antitrust suits, certain of which werdiied as class actions, instituted by
most of the nation’s retail pharmacies and consarmeseveral states. In 1994, these actions, eXoeftose pending in state courts, were
consolidated for pre-trial purposes in the fedeaalrt in Chicago, lllinois. In 1996, the Companyla®veral other defendants settled the
federal class action, which represented the siiagigest group of claims. Since that time, the Comydaas settled substantially all of the
remaining cases on satisfactory terms; the few iingacases have been inactive for several yedrs.dompany has not engaged in any
conspiracy and no admission of wrongdoing was nmadevas included in any settlement agreements.

As previously disclosed, the Company was joiimeongoing litigation alleging manipulation bygrmaceutical manufacturers of Average
Wholesale Prices (“AWP”), which are sometimes usethlculations that determine public and privatetsr reimbursement levels. In 2002,
the JPML ordered the transfer and consolidatioallgfending federal AWP cases to federal court@astBn, Massachusetts. Plaintiffs filed
one consolidated class action complaint, which eg@ped the claims previously filed in various fedelistrict court actions and also
expanded the number of manufacturers to includeesshich, like the Company, had not been defendardgay prior pending case. In
May 2003, the court granted the Company’s motiodismiss the consolidated class action and dismhitteee Company from the class action
case. Subsequent to the Company’s dismissal, &netiffls filed an amended consolidated class aatmmplaint, which did not name the
Company as a defendant. The Company and 30 otlempleeutical manufacturers remain defendants igisikar complaints pending in
federal court in Massachusetts filed by the NewkY@ounties of Suffolk, Rockland, Nassau, Westche@aondaga and New York City and
three cases pending in Kentucky, Alabama and Wgnoithe Company and the other defendants hawkditel argued their motion to
dismiss the Suffolk case and are awaiting the &ofinal decision on the motion. In addition, ther@pany is a defendant in cases brought on
behalf of the citizens of Kentucky and Wisconsiegihg fraudulent practices regarding AWP, which @ompany will vigorously defend.

As previously disclosed, the Company has lmegned as a defendant in antitrust cases in fedeual in Minnesota and in state court in
California, each alleging an unlawful conspiracyoaq different sets of pharmaceutical manufactueeotect high prices in the United
States by impeding importation into the United &tatf lower-priced pharmaceuticals from Canada.Jtmpany and the other defendants
have filed a motion to dismiss the action.

As previously disclosed, a suit in federalrtdn Alabama by two providers of health servicesi€edy patients alleges that 15
pharmaceutical companies overcharged the plairiftsa class of those similarly situated, for ptereuticals purchased by the plaintiffs
under the program established by Section 340BePilblic Health Service Act. The Company and themwdefendants have filed a motiot
dismiss the complaint on numerous grounds.

As previously disclosed, in January 2003,Uh®. Department of Justice notified the federalrtouNew Orleans, Louisiana that it was
going to intervene at that time in a pending Fedeatse Claims Act case that was filed under se&lécember 1999 against the Company.
The court issued an order unsealing the comphaimch was filed by a physician in Louisiana, andeyed that the complaint be served. The
complaint, which alleged that the Company’s dis¢mgnof Pepcidin certain Louisiana hospitals led to increasesosts to Medicaid, was
dismissed. An amended complaint was filed unddrasghthe case has been administratively closetidgourt until the seal is lifted. The
allegations contained in the amended complainuakaown.

Governmental Proceedings

As previously disclosed, the Company has wetka subpoena from the U.S. Department of Justicennection with its investigation of
the Company’s marketing and selling activities. TQwmpany has also reported that it has receivedibl@/estigative Demand from the
Attorney General of Texas regarding the Company’s
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marketing and selling activities relating to TexiasApril 2004, the Company received a subpoenafiioe office of the Inspector General for
the District of Columbia in connection with an istigation of the Company’s interactions with phiesis in the District of Columbia,
Maryland and Virginia. In November 2004, the Compeaceived a letter request from the Departmedusfice in connection with its
investigation of the Company'’s pricing BEpcid. The Company is cooperating with all of these gtigmtions. The Company cannot predict
the outcome of these investigations; however, poissible that unfavorable outcomes could havetanmbhadverse effect on the Company’s
financial position, liquidity and results of opeaats. In addition, from time to time, other fedesalstate regulators may seek information
about practices in the pharmaceutical industrydquiries other than the investigations discussetisparagraph. It is not feasible to predict
the outcome of any such inquiries.

Vaccine Litigation

The Company is a party in claims brought uriderConsumer Protection Act of 1987 in the Unkéagdom, which allege that certain
children suffer from a variety of conditions aseault of being vaccinated with various bivalentcines for measles and rubella and/or
trivalent vaccines for measles, mumps and rubigltdiding the Company’M-M-R Il. The conditions include autism, with or without
inflammatory bowel disease, epilepsy, diabetesgehalitis, encephalopathy, deafness, chronic fatgyndrome and transverse myelitis. In
early September 2003, the Legal Services Commig8i8C") announced its decision to withdraw pulflimding of the litigation brought by
the claimants. This decision was confirmed on abpgthe Funding Review Committee (“FRC”) on Sepbem30, 2003. The claimants’
application for judicial review of the decisionwdthdraw public funding was dismissed in Februa®p£2 and the April 2004 trial date was
vacated. The lead claimants have decided not tty apphe Court of Appeals for permission to appeeal decision. As a result, legal aid for
all lead claimants has now been discharged. Thdeauhclaimants were subject to a “show cause”qutape to withdraw legal aid unless the
claimants could show cause as to why it shoulcbearithdrawn. The FRC heard 37 of the “show caaggdeals by the non-lead claimants in
October 2004. The appeals involving autism (26)enersuccessful, but funding was reinstated forgikeals involving other non-autism
conditions such as epilepsy, deafness, encephatitisransverse myelitis. In light of the 11 susfdsappeals, the LSC has reconsidered the
cases of some other claimants and, to date, futdisgpeen reinstated in an additional 86 non-keawkautism cases, to the limited extent
necessary to allow solicitors to provide a reporttee individual cases to the LSC. It is not yed\n how many of the 97 appeals involve
claimants suing the Company. All claimants forcalhditions had until February 28, 2005 to give c®if their intention to continue or
discontinue with their claims, irrespective of whet or not they had secured legal aid funding. @ioas for further conduct of the litigation
will be made at a case management hearing schettutekle place on March 17 and 18, 2005. The Compalhvigorously defend against
these lawsuits.

As previous disclosed, the Company is alsartydo individual and class action product liailawsuits and claims in the United States
involving pediatric vaccines (i.e., hepatitis B gare and Haemophilusfluenzatype b vaccine) that contained thimerosal, a puadize used
in vaccines. Merck has not distributed thimerogaitaining pediatric vaccines in the United Statesesthe fall of 2001. As of December 31,
2004, there were approximately 300 active thimdneadated lawsuits with approximately 820 plairgifOther defendants include vaccine
manufacturers who produced pediatric vaccines aantathimerosal as well as manufacturers of thimsat. In these actions, the plaintiffs
allege, among other things, that they have suffamdological injuries as a result of exposuréntmerosal from pediatric vaccines. Two s
court cases and two federal district court caseseneduled for trial in 2005. The Company willongusly defend against these lawsuits;
however, it is possible that unfavorable outconmgddhave a material adverse effect on the Comgdinancial position, liquidity and
results of operations.

The Company has been successful in havingadgbis type either dismissed or stayed on tlegu that the action is prohibited under
the National Vaccine Injury Compensation ProgradM\(ICP”). The NVICP prohibits any person from filirgg maintaining a civil action (in
state or federal court) seeking damages againsteine manufacturer for vaccine-related injurielesma petition is first filed in the United
States Court of Federal Claims (hereinafter thectitee Court”).Under the NVICP, before filing a civil action agsira vaccine manufactur
the petitioner must either (a) pursue his or héitipe to conclusion in Vaccine Court and then tiyne
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file an election to proceed with a civil actionlieu of accepting the Vaccine Court’s adjudicatadrihe petition or (b) timely exercise a right
to withdraw the petition prior to Vaccine Court adiication in accordance with certain statutorilgguribed time periods. The Company is
aware that there are numerous cases pending irinéaCourt involving allegations that thimerosal-taining vaccines and/or té-M-R |
vaccine cause autism spectrum disorders. The Coyriparot a party to these Vaccine Court proceedbegause the petitions are brought
against the Department of Health and Human Services

Patent Litigation

From time to time, generic manufacturers admpiaceutical products file Abbreviated New Drug Agations (“ANDASs”) with the FDA
seeking to market generic forms of the Companydsipcts prior to the expiration of relevant patawsied by the Company. Generic
pharmaceutical manufacturers have submitted AN@Akd¢ FDA seeking to market in the United Statawege forms ofFosamax Prilosec
andPropeciaprior to the expiration of the Company’s (and AZ&aeca’s in the case Bfilosec)patents concerning these products. The
generic companies’ ANDAs generally include allegasi of non-infringement, invalidity and unenforciigbof the patents. Generic
manufacturers have received FDA approval to malgeneric form oPrilosec. The Company has filed patent infringement suittederal
court against companies filing ANDAs for generieradronate and finasteride, and AstraZeneca an@dhgpany have filed patent
infringement suits in federal court against compariiling ANDAs for generic omeprazole. Similar @at challenges exist in certain foreign
jurisdictions. The Company intends to vigorouslyere its patents, which it believes are valid, againfringement by generic compan
attempting to market products prior to the expinatilates of such patents. As with any litigatitveré can be no assurance of the outcomes,
which, if adverse, could result in significantlyostened periods of exclusivity for these products.

A trial in the United States with respecthe tilendronate daily product concluded in Noven20érl. In November 2002, a decision was
issued by the U.S. District Court in Delaware firglthe Company’s patent valid and infringed. OndBet 30, 2003, the U.S. Court of
Appeals for the Federal Circuit affirmed the valjdand infringement of the Company’s basic U.Septatovering the use of alendronate in
any form. A request for rehearing was denied. &l in the United States involving the alendronaézkly product was held in March 2003.
On August 28, 2003, the U.S. District Court in Dred@e upheld the validity of the Company’s U.S. patovering the weekly administration
of alendronate. However, on January 28, 2005, tise Oourt of Appeals for the Federal Circuit in Wagton, D.C. found the Company’s
patent claims for once-weekly administratiorFosamaxo be invalid. Based on the Court of Appeals’ decisFosamaxwill lose its market
exclusivity in the United States in February 2008 the Company expects a decline in k@samaxsales at that time. Prior to the decision,
Merck’s patent for once-weekly administrationFafsamaxwas set to expire in July 2018. Merck disagreeh tié decision of the Court of
Appeals and has requested reconsideration by thet 6GbAppeals.

In January 2003, the High Court of JusticeHngland and Wales held that patents of the Compeawtgcting the alendronate daily and
weekly products were invalid in the United Kingdo@m November 6, 2003, the Court of Appeals of Emgland Wales affirmed the ruling
by the High Court of Justice for England and Walas:opean countries permit companies seeking appof\a generic product to reference
data of the innovative product in certain circumsts under data exclusivity regulations. The Comes been granted leave to appeal a
decision of the U.K. regulatory authority thatdista for weekly alendronate may be referenced bypemies seeking approval of generic
weekly alendronate products. The Company has aézbdn appeal of a grant by the Swedish regulaotiority of approval of generic
weekly alendronate products which referenced thmgamy’s data on weekly alendronate for their apakov

As previously announced by the Company, oy 40| 2004, the Opposition Division of the Europ&atent Office rendered an oral
decision to revoke the Company’s patent in Eurbpé ¢covers the weekly administration of alendron@te August 19, 2004, the written
opinion was issued confirming the oral decisioroléng the Company’s patent. On September 16, 2B0@4Company filed an appeal of this
decision. Based on other patents, the alendronegilywproduct is protected in most major Europeankets until at least 2007.
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On October 5, 2004, in an action in Austrahallenging the validity of the Company’s Australigatent for the weekly administration of
alendronate, the patent was found to be invali® Chmpany has appealed the decision.

In addition, in Japan a proceeding has bded &hallenging the validity of the Company’s Jagmmpatent for the weekly administration of
alendronate.

In the case of omeprazole, the trial couthm United States rendered an opinion in Octob82 2(pholding the validity of the Company’s
and AstraZeneca'’s patents covering the stabilipemhdilation of omeprazole and ruling that one defatd omeprazole product did not
infringe those patents. The other three defendantslucts were found to infringe the formulationiguais. In December 2003, the U.S. Court
of Appeals for the Federal Circuit affirmed the idaamn of the trial court. With respect to certaih@ generic manufacturers’ omeprazole
products, no trial date has yet been set.

In the case of finasteride, an ANDA has belex seeking approval of a generic versiorPodpeciaand alleging invalidity of the
Company’s patents. The Company filed a patentrigiment lawsuit in the District Court of DelawaneSeptember 2004. A trial is not
anticipated before 2006.

Other Litigation

As previously disclosed, on July 6, 2004, thited States District Court for the District of Mdersey granted a motion by the Company,
Medco Health and certain officers and directordismiss a purported class action complaint invawtaims related to the Company’s
revenue recognition practice for retail co-paymematisl by individuals to whom Medco Health provigdsmrmaceutical benefits as well as
other allegations. The complaint was dismissed mijudice. On August 20, 2004, the same courttgththe Company’s motion to dismiss
with prejudice a related shareholder derivativéoactPlaintiffs in both actions have appealed theisions.

Prior to the spin-off of Medco Health, the Guany and Medco Health agreed to settle, on a aletisn basis, a series of lawsuits asserting
violations of ERISA (the “Gruer Cases”). The Compavedco Health and certain plaintiffs’ counsetéilthe settlement agreement with the
federal district court in New York, where cases omnced by a number of plaintiffs, including paganits in a number of pharmaceutical
benefit plans for which Medco Health is the pharynbenefit manager, as well as trustees of suchsplaave been consolidated. The propt
class settlement has been agreed to by plaintiffivé of the cases filed against Medco Health tr@dCompany. Under the proposed
settlement, the Company and Medco Health have ddoegay a total of $42.5 million, and Medco Heditis agreed to modify certain
business practices or to continue certain specifiesiness practices for a period of five years. fith@ncial compensation is intended to
benefit members of the settlement class, whichugtes ERISA plans for which Medco Health administeagoharmacy benefit at any time
since December 17, 1994. In 2003, the district tcoraliminarily approved the settlement and heldrivys to hear objections to the fairness
of the proposed settlement. The district court appd the settlement in 2004, but has not yet déteuthe number of class member plans
that have properly elected not to participate egbttlement. The settlement becomes final ordpndf when all appeals have been resolved.
Three notices of appeal have been filed and thelkgbp court is expected to hear arguments regatti| appeals in March 2005 and decide
the appeals thereafter. Currently, certain classibee plans have indicated that they will not pgstte in the settlement. Cases initiated by
three such plans and two individuals remain pendirthe Southern District of New York. Plaintiffis these cases have asserted claims base
on ERISA as well as other federal and state laasale the same as or similar to the claims thaitde®n asserted by settling class members
in the Gruer Cases. The Company and Medco Headthamned as defendants in these cases. Medco Hedlthe Company agreed to the
proposed settlement in order to avoid the significast and distraction of prolonged litigation.

After the spin-off of Medco Health, Medco Hishssumed substantially all of the liability expasfor the matters discussed in the
foregoing paragraph. These cases are being deféaydelédco Health.
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There are various other legal proceedingscjpally product liability and intellectual propersuits involving the Company, which are
pending. While it is not feasible to predict theamme of such proceedings or the proceedings discuabove, in the opinion of the
Company, all such proceedings are either adequebsigred by insurance or, if not so covered, shootdultimately result in any liability th
would have a material adverse effect on the firgrpmisition, liquidity or results of operationstbe Company other than proceedings for
which a separate assessment is provided.

Environmental Matters

As previously disclosed, in December 2003 Mhriginia Department of Environmental Quality (“VABR") issued a Notice of Violation to
the Company’s Elkton, Virginia facility for air pmit limit exceedances reported by the facility assult of performance testing of a process
train. The Company is currently in discussions WItkDEQ and believes that its discussions will résulcapital improvements together with
monetary sanctions which will be immaterial buthetceed $100,000.

The Company is a party to a number of procegsibrought under the Comprehensive EnvironmergapBnse, Compensation and
Liability Act, commonly known as Superfund, and ertliederal and state equivalents. These proceedagjsto require the operators of
hazardous waste disposal facilities, transporteveagte to the sites and generators of hazardostewdisposed of at the sites to clean up the
sites or to reimburse the government for cleanigtsc@he Company has been made a party to thesequliogs as an alleged generator of
waste disposed of at the sites. In each case ptfergment alleges that the defendants are joimityseverally liable for the cleanup costs.
Although joint and several liability is allegede#e proceedings are frequently resolved so thatlkbeation of cleanup costs among the
parties more nearly reflects the relative contiing of the parties to the site situation. The Canys potential liability varies greatly from
site to site. For some sites the potential liapiktde minimisand for others the costs of cleanup have not yen betermined. While it is not
feasible to predict the outcome of many of theseg@edings brought by federal or state agenciesiatp litigants, in the opinion of the
Company, such proceedings should not ultimatelylré@s any liability which would have a materialadse effect on the financial position,
results of operations, liquidity or capital resas®f the Company. The Company has taken an aciieén identifying and providing for
these costs and such amounts do not include angtied for anticipated recoveries of cleanup cérsis insurers, former site owners or
operators or other recalcitrant potentially resjiagarties.

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

Not applicable.
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Executive Officers of the Registrant (as of March @, 2005)
RAYMOND V. GILMARTIN 0O Age 64

June, 19941 Chairman of the Board (since November, 1994), Beggiand Chief Executive Officer

DAVID W. ANSTICE O Age 56

January, 20081 President, Human Healfh responsible for the Company’s prescription drugress in Japan, Latin America, Canada,
Australia, New Zealand and the Company’s joint uemtelationship with Schering-Plough

March, 20010 President, The Americas and U.S. Human Héealthesponsible for one of the two prescription drugsions comprising

U.S. Human Health, as well as the Company’s prpson drug business in Canada and Latin Americd,tha Company’s joint
venture relationship with Schering-Plough

January, 19971 President, Human Health-The Amerid¢asresponsible for the Company’s human health busimetbee United States,
Canada and Latin America

MARCIA J. AVEDON O Age 43
January, 20081 Senior Vice President, Human Resources
September, 2002 Vice President, Talent Management and Organiza&titectiveness

Prior to September, 2002, Dr. Avedon held seveamaics human resources positions (1995 to 2002)oaewell International
(diversified manufacturing and technology company)

RICHARD T. CLARK O Age 59

June, 20031 President, Merck Manufacturing Divisidh responsible for the Company’s manufacturing, infation services and
operational excellence organizations worldwide

January, 20081 Chairman, President and Chief Executive OfficerdbteHealth Solutions, Inc. (Medco Health), formealywholly-
owned subsidiary of the Company

January, 20001 President, Medco Health
June, 19971 Executive Vice President/Chief Operating Officerddo Health
CELIA A. COLBERTO Age 48

January, 19971 Vice President, Secretary (since September, 1988Aasistant General Counsel (since November, 1993)

CAROLINE DORSAL Age 45

August, 20027 Vice President and Treasurér responsible for the Company’s treasury and taxtfans, and for providing financial
support for the Merck Manufacturing and Merck Reskd aboratories Divisions as well as Human Resesirc

September, 1998 Vice President and Treasuiér responsible for the Company'’s treasury and taxtfans and for providing financial
support for the Asia Pacific Division

25




Table of Contents
KENNETH C. FRAZIERO Age 50

December, 19991 Senior Vice President and General Couseksponsible for legal and public affairs functi@aml The Merck
Company Foundation (a not-for-profit charitableanigation affiliated with the Company)

January, 19991 Vice President and Deputy General Counsel
RICHARD C. HENRIQUES JR Age 49

August, 20021 Vice President, Controllérl responsible for the Corporate Controller's Groug providing financial support for the
Human Health operations in the United States, Carlaatin America, Europe, the Middle East, Afridapan, and Australia/New
Zealand and the Merck Vaccine Division (MVD)

November, 20001 Vice President, Controlldrl responsible for the Corporate Controller’s Groud providing financial support for
U.S. Human Health, Canada and Latin America (TheeAoas) and MVD

February, 19991 Vice President, Controllérl responsible for the Corporate Controller's Groug providing financial support for The
Americas

PETER S. KIMO Age 46
January, 20081 President, Merck Research Laboratories (MRL)
February, 20011 Executive Vice President, Research and DeveloprnRt,

Prior to February, 2001, Dr. Kim served as Membahe Whitehead Institute (1985 - 2001), Profesddiology at the Massachusetts
Institute of Technology (1988 — 2001), and Investig of the Howard Hughes Medical Institute (199601)

JUDY C. LEWENTO Age 56

January, 20081 Executive Vice President, Chief Financial Officed&President, Human Health Asiaresponsible for financial and
corporate development functions, internal auditocagporate licensing, the Company’s prescriptiamgdousiness in Asia North and
Asia South, the Company’s joint venture relatiopshand Merck Capital Ventures, LLC, a subsididgrthe Company

February, 20011 Executive Vice President and Chief Financial Office responsible for financial and corporate developriemttions,
internal auditing, corporate licensing, the Compaigint venture relationships, and Merck Capitanitures, LLC

November, 20001 Senior Vice President and Chief Financial Officeresponsible for financial and corporate developnfigmttions,
internal auditing, corporate licensing, the Compsaijgint venture relationships, and Merck Capitaritures, LLC

January, 19971 Senior Vice President (since January, 1993) andfGhinancial Officer (since April, 199Q) responsible for financial
and corporate development functions, internal engliand the Company'’s joint venture relationships

ADEL MAHMOUD O Age 63

May, 199900 President, Merck Vaccines

26




Table of Contents
MARGARET G. MCGLYNNO Age 45

January, 20081 President, U.S. Human Health responsible for one of the two prescription drugsions (hospital and specialty
product franchises) comprising U.S. Human HealtBH), and the Managed Care Group of USHH

August, 20010 Executive Vice President, Customer Marketing anéssaJSHH
November, 19981 Senior Vice President, Worldwide Human Health Mérig
BRADLEY T. SHEARESO Age 48

January, 20081 President, U.S. Human Health responsible for one of the two prescription drugsions (primary care product
franchises) comprising U.S. Human Health (USHH)

March, 20010 President, U.S. Human Health responsible for one of the two prescription drugsions (hospital and specialty prod
franchises) comprising USHH

July, 199800 Vice President, Hospital Marketing and Sales, USHH
JOAN E. WAINWRIGHTO Age 44

January, 20010 Vice President, Public Affairs

June, 200@ Vice President, Corporate Communications, Publi@ifd

Prior to June, 2000, Ms. Wainwright was Deputy Cassioner for Communications at the U.S. Social gcAdministration (1994 —
2000)

PER WOLD-OLSENO Age 57

January, 19971 President, Human Health-Europe, Middle East & Adfit responsible for the Company’s prescription drugress in
Europe, the Middle East and Africa and worldwidenlaum health marketing

All officers listed above serve at the pleasofrthe Board of Directors. None of these offioges elected pursuant to any arrangement or
understanding between the officer and the Board.
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PART Il
Item 5. Market for Registrant’'s Common Equity, Related Sto&holder Matters and Issuer Purchases of Equity Sedities.

The required information on market informateomd dividends is incorporated by reference to gef the Company’s 2004 Annual
Report to stockholders and the required informatinrthe number of holders of the Company’s comntocksis incorporated by reference to
page 60 of the Company’s 2004 Annual Report tol3tolclers.

Issuer purchases of equity securities foithihee month period ended December 31, 2004 ardlaws$:

Issuer Purchases of Equity Securities

Total Number of ($ in millions)
Total Shares Purchasec Approx. Dollar Value
Number Average as Part of Of Shares That May Ye
Of Shares Price Paid Publicly Announced Be Purchased Under th
Period Purchased Per Share Plans or Programs Plans or Programs
October 1- October 31, 200 — — — $ 8,831.¢
November 13- November 30, 200 4,915,000 $ 27.0¢ 4,915,001 $ 8,698.¢
December - December 31, 20C 5,083,000 $ 30.27 5,083,00! $ 8,545.(
Total
(Quarter to Date 200« 9,998,000 $ 28.6¢ 9,998,001 $ 8,545.(

Item 6. Selected Financial Data.

The information required for this item is imporated by reference to the data for the lastfis@al years of the Company included under
Results for Year and Year-End Position in the Setb&inancial Data table on page 60 of the Comma2§04 Annual Report to stockholde

Item 7. Management’s Discussion and Analysis of Financial@dition and Results of Operations.

The information required for this item is imporated by reference to pages 20 through 35 oftmapany’s 2004 Annual Report to
stockholders.

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

The information required for this item is imporated by reference to pages 30 (beginning wighcaption “Financial Instruments Market
Risk Disclosures”) to 31 of the Company’s 2004 AainReport to stockholders.
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Item 8. Financial Statements and Supplementary Data.

(a) Financial Statements

The consolidated balance sheet of Merck & @w.,and subsidiaries as of December 31, 2002808, and the related consolidated
statements of income, of retained earnings, of eelrgnsive income and of cash flows for each ottihee years in the period ended
December 31, 2004, and the report dated Februar@@®5 of PricewaterhouseCoopers LLP, independagistered public accounting firm,
are incorporated by reference to pages 36 throdggn8 page 59, respectively, of the Company’s 20@4ual Report to stockholders.

(b) Supplementary Data

Selected quarterly financial data for 2004 26@3 are incorporated by reference to the dattagwed in the Condensed Interim Financial
Data table on page 35 of the Company’s 2004 AnReglort to stockholders.

Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure.
Not applicable.
Item 9A. Controls and Procedures.

Management of the Company, with the partiégpadf its Chief Executive Officer and Chief FingadOfficer, evaluated the effectiveness
of the Company’s disclosure controls and procediBased on their evaluation, as of the end of tréod covered by this Form 10-K, the
Company’s Chief Executive Officer and Chief Finah@fficer have concluded that the Company’s disate controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) undeB#wmurities Exchange Act of 1934, as amended) &etipfe.

Management is responsible for establishingraathtaining adequate internal control over finahogporting, as such term is defined in
Exchange Act Rule 13a-15(f). Management conduateevaluation of the effectiveness of internal cohtwver financial reporting based on
the framework irinternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidriee Treadway
Commission (COSO). Based on this evaluation, managéconcluded that internal control over financégdorting was effective as of
December 31, 2004 based on criterigniernal Control — Integrated Framewoissued by COSO. Management’s assessment of the
effectiveness of internal control over financigboeting as of December 31, 2004 has been auditéttibgwaterhouseCoopers LLP, an
independent registered public accounting firm, BridewaterhouseCoopers LLP has issued an attestafiort on management’s assessment
of the effectiveness of the Company’s internal oaraver financial reporting, which is incorporateyg reference to page 59 of the Company’
2004 Annual Report to stockholders.

There have been no significant changes inmatecontrol over financial reporting for the peticovered by this report that have materially
affected, or are reasonably likely to materiallfeaf, the Company’s internal control over finaneegporting.

Item 9B. Other Information
None.
PART llI
Item 10. Directors and Executive Officers of the Registrant.

The required information on directors and nuaes is incorporated by reference to pages 8 thraligpf the Company’s Proxy Statement
for the Annual Meeting of Stockholders to be hefain26, 2005. Information on executive officerssit forth in Part | of this document on
pages 25 through 27.
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The required information on the audit comnaitfimancial expert is incorporated by referencpage 13 (under the heading “Financial
Expert on Audit Committee”) of the Company’s Pr&&tatement for the Annual Meeting of Stockholderbadeld April 26, 2005.

The required information on the identificatioithe audit committee is incorporated by refeesticpages 12 (under the caption “Board
Committees”) to 13 of the Company’s Proxy Statenfenthe Annual Meeting of Stockholders to be ha&fatil 26, 2005.

The required information on compliance wittct8#n 16(a) of the Securities Exchange Act of 183icorporated by reference to page 50
(under the caption “Section 16(a) Beneficial OwhgrRReporting Compliance”) of the CompasyProxy Statement for the Annual Meeting
Stockholders to be held April 26, 2005.

The Company has adopted a Code of Condu€urValues and Standar@gpplicable to all employees, including the printigeecutive
officer, principal financial officer, and principaktcounting officer. The Code of Conduct is avdédain the Company’s website at
www.merck.com/about/corporategovernandéde Company intends to post on this website amgralments to, or waivers from, its Code of
Conduct. A printed copy will be sent, without chayrtp any stockholder who requests it by writinghte Chief Ethics Officer of Merck & Cc
Inc., One Merck Drive, Whitehouse Station, NJ 088390.

Item 11. Executive Compensation.

The information required for this item is imporated by reference to pages 16 (under the cafffiompensation of Directorsthrough 17
pages 25 (beginning with the caption “Summary Camsp#@on Table”) through 27; pages 29 (beginnindnhe caption “Annual Benefits
Payable Under Merck & Co., Inc. Retirement Plans”35; page 15 (under the caption “Compensation i@itiee Interlocks and Insider
Participation”); pages 19 (under the caption “Conga¢ion and Benefits Committee Report on Execu@iempensation”) through 24; and
page 36 (under the caption “Performance GraphthefCompany’s Proxy Statement for the Annual MeptihStockholders to be held
April 26, 2005.

Item 12. Security Ownership of Certain Beneficial Owners andMlanagement and Related Stockholder Matters.

Information with respect to securities authed for issuance under equity compensation plaimedsporated by reference to page 28
(under the caption “Equity Compensation Plan Infation”) of the Company’s Proxy Statement for thenAal Meeting of Stockholders to be
held April 26, 2005. Information with respect taadty ownership of certain beneficial owners anahagement is incorporated by reference
to pages 18 (under the caption “Security Ownershipertain Beneficial Owners and Management”) tofithe Company’s Proxy Statement
for the Annual Meeting of Stockholders to be hefalin26, 2005.

Item 13. Certain Relationships and Related Transactions.

The information required for this item is imporated by reference to page 12 (under the capetationships with Outside Firms”) and
page 35 (under the caption “Indebtedness of Manag#inof the Company’s Proxy Statement for the Amdrideeting of Stockholders to be
held April 26, 2005.

Item 14. Principal Accountant Fees and Services.

The information required for this item is imporated by reference to pages 37 (beginning wkighcption “Pre-Approval Policy for
Services of Independent Registered Public Accogrinm”) to 38 of the Company’s Proxy Statementtfad Annual Meeting of
Stockholders to be held April 26, 2005.
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PART IV

Item 15. Exhibits and Financial Statement Schedules.

Documents filed as part of this Form 10-K

1

2

. Financial Statements

The following consolidated financial statements esgybrt of independent registered public accourfiimg are incorporated herein
reference to the Compa’s 2004 Annual Report to stockholders, as notedage 29 of this documer

Consolidated statement of income for the years@seember 31, 2004, 2003 and 2!
Consolidated statement of retained earnings foyéaes ended December 31, 2004, 2003 and
Consolidated statement of comprehensive incomthéoyears ended December 31, 2004, 2003 and
Consolidated balance sheet as of December 31, 2002002
Consolidated statement of cash flows for the yeaded December 31, 2004, 2003 and z
Notes to consolidated financial stateme
Report of PricewaterhouseCoopers LLP, independgistered public accounting fir
. Financial Statement Schedule

Schedules are omitted because they are eitheeqoired or not applicabl

Financial statements of affiliates carriedtlom equity basis have been omitted because, coadid®dividually or in the aggregate, such
affiliates do not constitute a significant subsigia

3. Exhibits
Exhibit
Number Description

2.1 O Master Restructuring Agreement dated as of Jun&@998 between Astra AB, Merck & Co., Inc., AstragleInc., Astra USA

3.1

3.2

4.1

4.2

*10.1

Inc., KB USA, L.P., Astra Merck Enterprises, IN€BI Sub Inc., Merck Holdings, Inc. and Astra Phaomaticals, L.P.
(Portions of this Exhibit are subject to a reqdestonfidential treatment filed with the Commissjdl Incorporated by
reference to Form -Q Quarterly Report for the period ended June 308:

0 Restated Certificate of Incorporation of Merck &.Clmc. (October 1, 2004) Incorporated by reference to Form 10-Q
Quarterly Report for the period ended SeptembePG04

0 By-Laws of Merck & Co., Inc. (as amended effectBeptember 28, 2004) Incorporated by reference to Current Report on
Form &K dated September 28, 20

O Indenture, dated as of April 1, 1991, between M&dBo., Inc. and Morgan Guaranty Trust Company ef\NYork, as Trustee
— Incorporated by reference to Exhibit 4 to RegistraStatement on Form-3 (No. 3:-39349)

0 First Supplemental Indenture between Merck & Quc, bnd First Trust of New York, National Assoaati as Trustee —
Incorporated by reference to Exhibit 4(b) to Reagisvn Statement on Forn-3 (No. 33:-36383)

O Executive Incentive Plan (as amended effective lraatyr27, 1996)1 Incorporated by reference to Form 10-K Annual Repor
for the fiscal year ended December 31, 1

*

Management contract or compensatory plan or arraage
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Exhibit
Number

*10.2

*10.3

*10.4

*10.5
*10.6
*10.7

*10.8

*10.9

*10.10

*10.11

*10.12

*10.13

*10.14

10.1¢

*10.16

Description
Base Salary Deferral Plan (as adopted on Octohelt@8b, effective January 1, 1997) Incorporated by reference to Form 10-
K Annual Report for the fiscal year ended Decen8igr1i99¢

Merck & Co., Inc. Deferral Program (amended andatesl as of January 1, 2005)

1991 Incentive Stock Plan (as amended effectiveugei 23, 1994)] Incorporated by reference to Form 10-K Annual Repor
for the fiscal year ended December 31, 1

1996 Incentive Stock Plan (amended and restatefi esbruary 22, 2005)
2001 Incentive Stock Plan (amended and restatetifesbruary 22, 2005)
2004 Incentive Stock Plan (amended and restatetifesbruary 22, 2005)

Merck & Co., Inc. Change in Control Separation Hagad’lan — Incorporated by reference to Currentdreon Form & datec
November 23, 200

Non-Employee Directors Stock Option Plan (as amenadedrastated February 24, 1998)Incorporated by reference to
Form 1(-K Annual Report for the fiscal year ended Decen8igri997

1996 Non-Employee Directors Stock Option Plan (asraded April 27, 1999)1 Incorporated by reference to Form 10-Q
Quarterly Report for the period ended June 30, :

2001 Non-Employee Directors Stock Option Plan ¢asreded April 19, 2002) Incorporated by reference to Form 10-Q
Quarterly Report for the period ended June 30, :

Supplemental Retirement Plan (as amended effegtimaary 1, 1995) Incorporated by reference to Form 10-K Annual
Report for the fiscal year ended December 31, :

Retirement Plan for the Directors of Merck & Ca¢l (amended and restated June 21, 189@)corporated by reference to
Form 1(-Q Quarterly Report for the period ended June 306:

Plan for Deferred Payment of Directors’ Compensafeimended and restated as of January 1, 2005)

Limited Liability Company Agreement of Merck Capitgentures, LLC (Dated as of November 27, 2000)ncorporated by
reference to Form K Annual Report for the fiscal year ended Decen8igr200C

Offer Letter between Merck & Co., Inc. and PeteKin, dated December 15, 2000 — Incorporated bgresice to Form 10-K
Annual Report for the fiscal year ended Decembe2803

*  Management contract or compensatory plan or arraage
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Exhibit
Number

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

12
13

14

21
23
24.1
24.2

31.1

Description

Amended and Restated License and Option Agreenaet ds of July 1, 1998 between Astra AB and Adieeck Inc.]
Incorporated by reference to Form-Q Quarterly Report for the period ended June 368:

KBI Shares Option Agreement dated as of July 1818pand among Astra AB, Merck & Co., Inc. and MeHoldings, Inc.J
Incorporated by reference to Form-Q Quarterly Report for the period ended June 368:

KBI-E Asset Option Agreement dated as of July 98By and among Astra AB, Merck & Co., Inc., Astfarck Inc. and
Astra Merck Enterprises In[0 Incorporated by reference to Form-Q Quarterly Report for the period ended June 308:

KBI Supply Agreement dated as of July 1, 1998 betwastra Merck Inc. and Astra Pharmaceuticals, {PBrtions of this
Exhibit are subject to a request for confidentiaatment filed with the Commission)) Incorporated by reference to Form QO-
Quarterly Report for the period ended June 30, :

Second Amended and Restated Manufacturing Agreedatat as of July 1, 1998 among Merck & Co., IAstra AB, Astra
Merck Inc. and Astra USA, IndJ Incorporated by reference to Form-Q Quarterly Report for the period ended June 308

Limited Partnership Agreement dated as of July9B8lbetween KB USA, L.P. and KBI Sub Ii¢. Incorporated by reference
to Form 1(-Q Quarterly Report for the period ended June 308:

Distribution Agreement dated as of July 1, 1998veetn Astra Merck Enterprises Inc. and Astra Phaeu@eals, L.P[
Incorporated by reference to Form-Q Quarterly Report for the period ended June 368:

Agreement to Incorporate Defined Terms dated akiné 19, 1998 between Astra AB, Merck & Co., IAstra Merck Inc.,
Astra USA, Inc., KB USA, L.P., Astra Merck Enterges Inc., KBI Sub Inc., Merck Holdings, Inc. andrasPharmaceuticals,
L.P.0O Incorporated by reference to Form-Q Quarterly Report for the period ended June 308:

Computation of Ratios of Earnings to Fixed Charges

2004 Annual Report to stockholders (only thoseipostincorporated by reference in this documentaemed “filed”)

Code of Conduct ©ur Values and Standard$ Incorporated by reference to Form 10-K Annual Refmrthe fiscal year
ended December 31, 20

Subsidiaries of Merck & Co., Inc.

Consent of Independent Registered Public Accouriiing [0 Contained on page 36 of this Ref
Power of Attorney

Certified Resolution of Board of Directors

Rule 13a — 14(a)/15d-14(a) Certification of ChiekEutive Officer
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Exhibit
Number Description

31.2 O Rule 13a - 14(a)/15d-14(a) Certification of Chigfdncial Officer
321 O Section 1350 Certification of Chief Executive Offic

32.2 00 Section 1350 Certification of Chief Financial O#ic

Copies of the exhibits may be obtained byldtolders upon written request directed to the Stolder Services Department, Merck &
Co., Inc., P.O. Box 100—WS 3AB-40, Whitehouse $tatNew Jersey 08889-0100.
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SIGNATURES

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

MERCK & CO., INC.
Dated: March 11, 200
By RAYMOND V. GILMARTIN
(Chairman of the Boart
President and Chief Executive Offic

By CELIA A. COLBERT
Celia A. Colber!
(Attorney-in-Fact)

Pursuant to the requirements of the Securities Exange Act of 1934, this report has been signed beldwy the following persons on
behalf of the registrant and in the capacities andn the dates indicated.

Signatures Title Date
RAYMOND V. GILMARTIN Chairman of the Board, President ¢ March 11, 200!
Chief Executive Officer; Princip:
Executive Officer; Directc

JUDY C. LEWENT Executive Vice President, Chi March 11, 200!
Financial Officer and President, Hun
Health Asia; Principal Financial Offic

RICHARD C. HENRIQUES, JR Vice President, Controlle March 11, 200!
Principal Accounting Office
LAWRENCE A. BOSSIDY Director March 11, 200!
WILLIAM G. BOWEN Director March 11, 200!
JOHNNETTA B. COLE Director March 11, 200!
WILLIAM B. HARRISON, JR. Director March 11, 200!
WILLIAM N. KELLEY Director March 11, 200!
ROCHELLE B. LAZARUS Director March 11, 200!
THOMAS E. SHENK Director March 11, 200!
ANNE M. TATLOCK Director March 11, 200!
SAMUEL O. THIER Director March 11, 200!
PETER C. WENDELL Director March 11, 200!

Celia A. Colbert, by signing her name hereto, dodsereby sign this document pursuant to powers of attney duly executed by the
persons named, filed with the Securities and Exch@ie Commission as an exhibit to this document, on balf of such persons, all in the
capacities and on the date stated, such personslinding a majority of the directors of the Company.

By CELIA A. COLBERT

Celia A. Colber
(Attorney-in-Fact)
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation byregfee in the Registration Statements on Form Se3.(83-39349, 33-60322, 33-51785, 33-
57421, 333-17045, 333-36383, 333-77569, 333-72538,87034 and 333-118186) and on Form S-8 (No21887, 33-21088, 33-40177,
33-51235, 33-53463, 33-64273, 33-64665, 333-91389;30526, 333-31762, 333-40282, 333-53246, 33B66833-72206, 333-65796,
333-101519, 333-109296, 333-117737 and 333-117a13gerck & Co., Inc. of our report dated Februa®; 2005, relating to the
consolidated financial statements, management&sas®ent of the effectiveness of internal contr@rdinancial reporting and the
effectiveness of internal control over financighoeting, which appears in the Annual Report to léhatders, which is incorporated in this
Annual Report on Form 10-K.

PricewaterhouseCoopers LLP

Florham Park, New Jersey
March 11, 2005
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Exhibit
Number

2.1

3.1

3.2

4.1

4.2

*10.1

*10.2

*10.3

*10.4

*10.5

*10.6

*10.7

*10.8

*10.9

*10.1C

*10.11

EXHIBIT INDEX

Description
Master Restructuring Agreement dated as of Juné998 between Astra AB, Merck & Co., Inc., Astrarglelnc., Astra
USA, Inc., KB USA, L.P., Astra Merck Enterprisescl, KBl Sub Inc., Merck Holdings, Inc. and AstraaPmaceuticals, L.
(Portions of this Exhibit are subject to a reqdestonfidential treatment filed with the Commissja] Incorporated by
reference to Form -Q Quarterly Report for the period ended June 308:

Restated Certificate of Incorporation of Merck &.Clmc. (October 1, 2004) Incorporated by reference to Form 10-Q
Quarterly Report for the period ended Septembe2B04

By-Laws of Merck & Co., Inc. (as amended effectBeptember 28, 2004) Incorporated by reference to Current Report on
Form ¢-K dated September 28, 20

Indenture, dated as of April 1, 1991, between M&daRo., Inc. and Morgan Guaranty Trust Company efWNYork, as
Trustee— Incorporated by reference to Exhibit 4 to RegigtraStatement on Formr-3 (No. 3:-39349)

First Supplemental Indenture between Merck & Quc, Bnd First Trust of New York, National Assoaiati as Trustee —
Incorporated by reference to Exhibit 4(b) to Regison Statement on Forn-3 (No. 33:-36383)

Executive Incentive Plan (as amended effective lraalyr27, 1996)1 Incorporated by reference to Form 10-K Annual
Report for the fiscal year ended December 31, :

Base Salary Deferral Plan (as adopted on Octohet@85, effective January 1, 1997) Incorporated by reference to
Form 1(-K Annual Report for the fiscal year ended Decen8igri99¢

Merck & Co., Inc. Deferral Program (amended andatesl as of January 1, 2005)

1991 Incentive Stock Plan (as amended effectiveuged 23, 1994)1 Incorporated by reference to Form 10-K Annual
Report for the fiscal year ended December 31, :

1996 Incentive Stock Plan (amended and restateél flesbruary 22, 2005)
2001 Incentive Stock Plan (amended and restateflRsbruary 22, 2005)
2004 Incentive Stock Plan (amended and restateflRsbruary 22, 2005)

Merck & Co., Inc. Change in Control Separation Basd’lan — Incorporated by reference to Currenpéteon Form 8-K
dated November 23, 20(

Non-Employee Directors Stock Option Plan (as amendeldrastated February 24, 1998)Incorporated by reference to
Form 1(-K Annual Report for the fiscal year ended Decen8igri997

1996 Non-Employee Directors Stock Option Plan fasraded April 27, 1999) Incorporated by reference to Form 10-Q
Quarterly Report for the period ended June 30, :

2001 Non-Employee Directors Stock Option Plan (asrded April 19, 2002) Incorporated by reference to Form 10-Q
Quarterly Report for the period ended June 30, :

*

Management contract or compensatory plan or arraage
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Description

Supplemental Retirement Plan (as amended effegsimaary 1, 1995) Incorporated by reference to Form 10-K Annual
Report for the fiscal year ended December 31, :

Retirement Plan for the Directors of Merck & Caw¢l (amended and restated June 21, 189®)corporated by reference to
Form 1(-Q Quarterly Report for the period ended June 306:

Plan for Deferred Payment of Directors’ Compensafeimended and restated as of January 1, 2005)

Limited Liability Company Agreement of Merck Capitsentures, LLC (Dated as of November 27, 2000)ncorporated b
reference to Form -K Annual Report for the fiscal year ended Decen8igr200C

Offer Letter between Merck & Co., Inc. and PeteKin, dated December 15, 200D Incorporated by reference to Form 10-
K Annual Report for the fiscal year ended Decen8igr2003

Amended and Restated License and Option Agreenaget és of July 1, 1998 between Astra AB and Adieeck Inc.[]
Incorporated by reference to Fo10-Q Quarterly Report for the period ended June 308:

KBI Shares Option Agreement dated as of July 1818pand among Astra AB, Merck & Co., Inc. and MeHoldings, Inc.
O Incorporated by reference to Form-Q Quarterly Report for the period ended June 308

KBI-E Asset Option Agreement dated as of July B8 By and among Astra AB, Merck & Co., Inc., Adtfarck Inc. and
Astra Merck Enterprises InO Incorporated by reference to Form-Q Quarterly Report for the period ended June 308:

KBI Supply Agreement dated as of July 1, 1998 betwAstra Merck Inc. and Astra Pharmaceuticals, (Pertions of this
Exhibit are subject to a request for confidentiehtment filed with the Commission) Incorporated by reference to
Form 1(-Q Quarterly Report for the period ended June 308:

Second Amended and Restated Manufacturing Agreedaged as of July 1, 1998 among Merck & Co., IAstra AB, Astr:

Merck Inc. and Astra USA, In¢] Incorporated by reference to Form 10-Q Quarterlgdrefor the period ended June 30,
1998

Limited Partnership Agreement dated as of July9B8lbetween KB USA, L.P. and KBI Sub I¢. Incorporated by
reference to Form -Q Quarterly Report for the period ended June 308:

Distribution Agreement dated as of July 1, 1998veein Astra Merck Enterprises Inc. and Astra Phaeutgcals, L.P[]
Incorporated by reference to Form-Q Quarterly Report for the period ended June 308:

Agreement to Incorporate Defined Terms dated asiné 19, 1998 between Astra AB, Merck & Co., IAstra Merck Inc.,
Astra USA, Inc., KB USA, L.P., Astra Merck Enterges Inc., KBI Sub Inc., Merck Holdings, Inc. andras

Pharmaceuticals, L.IO Incorporated by reference to Formr-Q Quarterly Report for the period ended June 308:

*  Management contract or compensatory plan or arraage
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MERCK & CO., INC. DEFERRAL PROGRAM

The Deferral Program (“the Program”) is inteddo permit a select group of management to deé®me which would otherwise be
immediately payable to them as annual base satamder various incentive plans of Merck & Co.,.I{fithe Company”).

I. ADMINISTRATION

This Program is administered by the Compeosathd Benefits Committee of the Company’s BoarBioéctors. This Committee is
composed of non-employee directors only. The Cotemishall have responsibility for determining whiichestments will be available under
the Program, and those investments shall be lmteSichedule | hereto. The Committee shall revieminkrestment selections at least once
every five years. The Committee shall make all sleos affecting the timing, price or amount of @myl all of the Deferred Compensation of
participants subject to Section 16 of the Secwifigchange Act of 1934, as amended (“Section 1&8€#"), but may otherwise delegate any
of its authority under this Program.

II. ELIGIBILITY

Eligibility to defer under this Program wileletermined in accordance with the terms of the@amy’s Base Salary Deferral Plan and
various incentive plans. However, the Committeethasauthority to refuse to permit an employeeddigipate in this Program, if the
Committee determines that such participation wgerdgbardize the Program’s compliance with applicddole or the Program’s status as a top
hat plan under the Employee Retirement Income Sgdurt.

[ll. DEFERRAL INTO A DEFERRED COMPENSATION ACCOUNT

A. Election to Defer

A participant’s decision to defer under thedgtam must be made, (i) for the Base Salary Ddfetean, prior to the commencement of the
pay period during which the base salary to be dedewill be earned, (ii) for annual incentive plapsgor to the commencement of the
performance year during which the bonus moniestddferred will be earned, and (iii) for long-teimaentive plans, prior to the
commencement of the last year of the award peniwthg which the bonus monies to be deferred wileeened. For purposes of annual
incentive plans only, a participant who is hiredtby Company during a performance year may malaeation, no later than the thirtieth (
th) day from the participarg’date of hire, to defer bonus monies to be eadnedg such performance year. For the Base Salafgrial Plan
only amounts equal to or in excess of five per¢g%) of Annual Base Salary (as defined in the B3alary Deferral Plan) and less than or
equal to the lesser of (1) fifty percent (50%) afmiial Base Salary or (2) the Participant's Annuag@Salary in excess of the amount
determined under Section 401(a)(17) of the InteRelenue Code may be deferred. For the annualoaiggtérm incentive plans, only
amounts in excess of $3,000 may be deferred. Ansmmteferred are known as “Deferred Compensatind'will be credited to the
participant’s “Deferred Compensation Account.” Deéel Compensation shall be held in one accountdégss of the plan (Base Salary
Deferral or incentive plan) under which it was aedd.




B. Election of Distribution Schedule

1. Timing of Election

The participant shall also elect a distribntszhedule for his/her Deferred Compensation. Aiggpant’s election of a distribution schedule
in connection with a deferral election under anraral/or long-term incentive plans shall be madéasame time that the participant makes
the election to defer. A participant’s initial efien of a distribution schedule in connection wdgferrals under the Base Salary Deferral Plan
shall be made at the same time as the initial ddfefection, shall be irrevocable during the cdbamnyear for which it was made and shall
apply to all deferrals of Annual Base Salary uatilew distribution election becomes effective. €aéter, an election of a different
distribution schedule in connection with defernatgler the Base Salary Deferral Plan may be madepyatime, provided, however, that such
new distribution schedule shall only apply prospety to deferrals of Annual Base Salary in thddwling calendar year.

2. Distribution Schedule

A participant may elect to have payments begithe participant’s actual retirement date, sqbest to that date or prior thereto. A
participant may elect a lump sum or a schedulenntial installments, up to a maximum of 15 annustiaitments. No installment, however,
may be payable more than fifteen years after thcpzant’s termination of employment.

C. Election of Investment Alternatives

The participant shall designate, in accordavitle procedures established by the Company fohn sigsignation, the portion (in multiples
1%) of the Deferred Compensation to be allocateghipinvestment alternative available under thisgPam.

IV. VALUATION OF DEFERRED COMPENSATION ACCOUNTS
A. Common Stock
1. Initial Crediting

The amount allocated to Merck Common Stocll §igaused to determine the number of full andipbshares of Merck Common Stock
which such amount would purchase at the closingepsf Merck Common Stock on the New York Stock Erae on the date cash payments
of base salary, for amounts deferred under the Batay Deferral Plan, or incentive awards, for ante deferred under the various incentive
plans, would otherwise be paid to the participétie( Deferral Date”). Should the Committee deterniinat valuation on any Deferral Date
would not constitute fair market value, then thertuttee shall decide on which date fair market gadball be determined using the valua
method set forth in this paragraph. The Company stedit the participant’s Deferred Compensatiaccéunt with the number of full and
partial shares of Merck Common Stock so determiredvever, at no time prior to the delivery of setfares shall any shares be purchased
or earmarked for such Account and the participhatl :ot have any of the rights of a shareholdéhwespect to shares credited to his/her
Deferred Compensation Account.




2. Dividends

The Company shall credit the Participant'sddefd Compensation Account with the number ofdulll partial shares of Merck Common
Stock purchasable at the closing price of Merck @am Stock on the New York Stock Exchange as ofiite each dividend is paid on the
Common Stock, with the dividends which would hagerpaid on the number of shares credited to secbukt (including pro rata
dividends on any partial share) had the sharesestited then been issued and outstanding.

3. Redesignations

The value of Merck Common Stock for purposie®designation shall be the closing price of MeGzkmmon Stock on the New York
Stock Exchange on (i) the day when the redesigmaéquest is received pursuant to administrativdedimes established by the Human
Resources Financial Services area of the Treagpgrtiment, provided the request is received poithé close of the New York Stock
Exchange on such day or (ii) the next followingibass day if the request is received when the Nevk Btock Exchange is closed.

4. Distributions

Distributions of Merck Common Stock will belwad at the closing price of Merck Common StocklumNew York Stock Exchange on
the distribution date.

5. Limitations

Shares of Merck Common Stock to be delivergden the provisions of this Program may be deligddrng the Company from its authorized
but unissued shares of Common Stock or from Com&took held in the treasury. The amount of sharafiale each year under this
Program shall be one-tenth of one-percent of ondiétg shares of Merck Common Stock on the lastiassi day of the preceding calendar
year plus any shares authorized under this Prograrevious years but not used, minus any shastshiited under the Executive Incent
Plan after April 26, 1994.

6. Adjustments

In the event of a reorganization, recapitaiirg stock split, stock dividend, combination bbses, merger, consolidation, rights offering or
any other change in the corporate structure oreshairthe Company, the number and kind of sharéeotk Common Stock available under
this Program or credited to participants’ Defer@mmpensation Accounts shall be adjusted accordingly

B. Mutual Funds
1. Initial Crediting

The amount allocated to each Mutual Fund dlellised to determine the number of full and davtigual Fund shares that such amount
would purchase at the closing net asset valuesokihtual Fund shares on the Deferral Date. The Gmyghall credit the participant’s
Deferred Compensation Account with the number bfdiad partial Mutual Fund shares so
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determined. However, no Mutual Fund shares shabusehased or earmarked for such Account, nor gihalparticipant have the rights of a
shareholder with respect to such Mutual Fund shares

2. Dividends

The Company shall credit the participant'sé@efd Compensation Account with the number ofdalll partial Mutual Fund shares
purchasable, at the closing net asset value dfititeal Fund shares as of the date each dividepdidson the Mutual Fund shares, with the
dividends which would have been paid on the nurobshares credited to such Account (including @ita dividends on any partial share)
had the shares then been owned by the participapufposes of the above computation.

3. Redesignations

The value of Mutual Fund shares for purpogeedaesignation shall be the net asset value df 8uttual Fund at the close of business on
(i) the day when the redesignation request is vecepursuant to administrative guidelines establishy the Human Resources Financial
Services area of the Treasury department, provigedequest is received prior to the close of tbevNork Stock Exchange on such day or
(i) the next following business day if the requissteceived when the New York Stock Exchangeased.

4. Distributions
Mutual Fund distributions will be valued bagedthe closing net asset value of the Mutual Falrates on the distribution date.
5. Adjustments

In the event of a reorganization, recapitaiirg stock split, stock dividend, combination bbses, merger, consolidation, rights offering or
any other change in the corporate structure oreshaira Mutual Fund, the number and kind of shafdéisat Mutual Fund credited to
participants’ Deferred Compensation Accounts shaladjusted accordingly.

V. REDESIGNATION WITHIN A DEFERRED COMPENSATION ACC OUNT

A. Basic Redesignation Rules

A participant, or the beneficiary or legal regentative of a deceased participant, may redasgmounts credited to a Deferred
Compensation Account among the investments availatdier this Program in accordance with the foltmuiules:

(1) Eligible Participants- Active employees, separated employees and rgiagttipants are eligible to redesignate; provjdemvever,
that no such redesignation shall be made into MEakmon Stock




(2) Frequency and Timin- Effective June 1, 1999, there is no limit on thentwer of times a participant may redesignate amounts
measured by Mutual Funds, or, subject to SectidoeRyw, Merck Common Stock. Redesignation shak tallace on (i) the day when
the redesignation request is received pursuardrtorastrative guidelines established by the Humasdrirces Financial Services area
of the Treasury department, provided the requesttisived prior to the close of the New York Stéolchange on such day or (i) the
next following business day if the request is reegdiwhen the New York Stock Exchange is clo:

(3) Amount and Extent of Redesignat- Redesignation must be in 1% multiples of the gtreent from which redesignation is being
made.

(4) Beneficiaries or Legal Representati- The beneficiary or legal representative of a demg@articipant may redesignate subject to the
same rules as participants. However, the beneficiategal representative shall have one opponrtunitedesignate any amount out of
Merck Common Stock without regard to the rule sethfin Section B, below; thereafter, the beneficiar legal representative shall be
subject to the same redesignation rules as paatitspincluding the limitation on redesignation ofiMerck Common Stock

B. Special Rules for Redesignation Out of Common Stock

1. Frequency and Timing

For Section 16 Officers, redesignations mdy be made out of Merck Common Stock during anydein period established by the
Company from time-to-time and is restricted to anmtetheld in Merck Common Stock for longer than(§ixmonths.

2. Material, Nonpublic Information

The Committee, in its sole discretion and veittvice of counsel, at any time may rescind a igdason out of Merck Common Stock if
such redesignation was made by a participant what, the time of the redesignation was in the pesisa of material, nonpublic information
with respect to the Company; and b) in the Committestimation benefited from such informationtie timing of his/her redesignation. The
Committee’s determination shall be final and birgdilm the event of such rescission, the particigabéeferred Compensation Account shall
be returned to a status as though such redesigrtaib not occurred. Notwithstanding the above Qbmmittee shall not rescind a
redesignation if the facts were reviewed by theigiaant with the General Counsel of the Compang designee prior to the redesignation
and if the General Counsel or designee had condltid such participant was not in possession vé@m& material, nonpublic information.

C. Conversion of Common Stock Accounts

The Committee may, in its sole discretion,wahall of the shares of Merck Common Stock altedao a participant’s Deferred
Compensation Account in the manner provided beldwera a position which a terminated or retired paréint has taken or wishes to take is,
in the opinion of the Committee, such as would madkeertain the propriety of the participantiaving a continued interest in Merck Comr
Stock. The date of conversion shall be the datmofmencement of such other employment or the dateedCommittee’s action, whichever
is later.




Conversion shall be from an expression of @atushares of Merck Common Stock in the partidijgabeferred Compensation Account to
an expression of value in United States dolla@niother available investment. The value of the M&ommon Stock shall be based upon its
closing price on the New York Stock Exchange ondhte of conversion or if no trading took placesoch day, the next business day on
which trading took place. Any conversion under fiasagraph shall be irrevocable and absolute.

VI. DISTRIBUTION OF DEFERRED COMPENSATION ACCOUNTS

Distribution of Deferred Compensation Accousttgall be made in accordance with the participadisgibution schedule pro rata by
investment. Distributions from Merck Common StodH tse made in shares, with cash payable for amjigiahare, subject to the limitations
set forth in Article IV, Section A.5. For SectioB Dfficers, distribution of amounts in Merck Comm®tock is also restricted to amounts f
in Merck Common Stock for longer than six monthistiibutions from Mutual Funds will be in cash. Disutions will be valued on the
fifteenth day of the distribution month (or, if $uday is not a business day, the next businessastalypaid as soon thereafter as practicable.

A. Retirement

A participant’s retirement from active servigdl cause distributions of his/her Deferred Comgation Account to commence as soon as
administratively feasible in accordance with thetipgpant’s previously elected schedule.

If a participant retires from active servigéopto age 65, the Committee may establish a diffedistribution schedule. The schedule
chosen by the Committee, however, shall not betshtitan the participant’s previously elected sciednless there has been or would be a
significant change in the participant’s economicwmstances attributable to the participant’s eaatiyement. If the Committee decides to
change the participant’s distribution schedule,ghsicipant’s Deferred Compensation Account mestistributed ratably over no less than
five years. However, if a participant has retirethe Company’s request, the limitation in the paing sentence does not apply.

B. Death

In the event of a participasttieath, distributions under this Program will coemee as soon as administratively feasible in acoarel witt
his/her previously elected schedule. The partidigdveneficiary or legal representative, however, negyiest that the Committee change :
distribution schedule.

C. Automatic Distribution

If a participant terminates employment fors@as other than death, divestiture or a separdtierto reorganization, reduction in force,
elimination of the participant’s job, or to tak@asition with a joint venture or other businesstgrtefined in Section E, below, and is not
eligible to retire from active service under ondtef Company’s pension plans, then his/her Defeb@uipensation Account will be
automatically paid in a lump sum as soon as adinétigely feasible following his/her termination efmployment. Furthermore, except as
provided in Schedule Il, any participant who dietires from active service, or whose
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employment terminates as a result of a divestitore, separation due to reorganization, reductidorice, or elimination of the participant's
job, but whose Deferred Compensation Account iselat less than $125,000 on the date of his/tehdeetirement, termination due
divestiture or separation will have his/her Defdr@ompensation Account distributed in a lump sursah as administratively feasible
following his/her death, retirement, or terminatiure to divestiture or separation.

D . Termination Due to Divestiture or Separation

If a participant is employed by a subsidiafyie Company that is sold, so that the subsid&no longer considered within the controlled
group of the Company, that participant shall bestaered to have terminated employment with the Gamggor purposes of this Program. If
a participant’s employment terminates as a redudtdivestiture of a division or subsidiary of tGempany, or as a result of a separation due
to a reorganization, reduction in force, or elintioa of the participant’s job, distributions undeis Program will commence as soon as
administratively feasible after such terminatioreafployment in accordance with his/her previoustgted schedule or such schedule as the
Committee, in its discretion, may approve in aceo® with Section G, below.

E. Joint Venture Service

A participant’s termination of employment irder to take a position with a joint venture orastbusiness entity in which the Company
shall directly or indirectly own fifty percent orare of the outstanding voting or other ownershiprigst shall not be considered a termination
of employment with the Company for purposes ofritistion under this Program.

F. Hardship Distributions

The Committee, in its sole discretion, mayedete the time of distribution of a participarieferred Compensation Account, if the
participant experiences severe financial hardsbhtd illness, accident or death in the immediateilfy, loss of or damage to property due to
casualty, or other extraordinary and unforeseegiblemstances. Such participant should providebmmittee with a statement in
reasonable detail as to the nature of such finahaiaship together with a statement that suchlamt@n is necessary to alleviate such
hardship.

G. PostRetirement, PostDivestiture and PostSeparation Modifications

A participant who has retired from active sesvor whose employment has terminated as a refaltivestiture or separation as described
in Section D, above, may submit one petition toGloenmittee requesting an extension of the periatisifibution of his/her Deferred
Compensation Account. Such petition must be receyethe Committee prior to the first distributitmthe participant of his/her previously
elected distribution schedule. Any revised disthiitru schedule may not exceed fifteen years frondtite of actual retirement, or the
divestiture or separation date and will be effextive beginning of the next calendar year. The Citteenshall in no event grant a new
schedule under which the participant would cumwddyi receive a greater portion of his/her Defei@mnpensation Account as measured at
the end of each calendar year. Except as provitu&thedule I, a participant who is an active epgdomay not make a request under this
paragraph.




VIlI. DEDUCTIONS FROM DISTRIBUTIONS

The Company will deduct from each distributaimounts required to be withheld for income, So8idurity and other tax purposes. Such
withholding will be done on a pro rata basis peestment. The Company may also deduct any amduatsarticipant owes the Company for
any reason.

VIIl. BENEFICIARY DESIGNATIONS

A participant under this program may desigr@abeneficiary to receive his/her Deferred Comptmsaccount upon the participant’s
death. Should the beneficiary predecease the panticor should the participant not name a berafjcithe participant’s Deferred
Compensation Account will be distributed to thetiggyant’s estate.

IX. AMENDMENTS

The Committee may amend this Program at ang.tHowever, such amendment shall not materialgestly affect any right or
obligation with respect to any Deferred Compensat@de theretofore.
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SCHEDULE |

DEFERRAL PROGRAM INVESTMENT ALTERNATIVES
(January 1, 2002 — January 10, 2003)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Fu
American Funds EuroPacific Growth Fu
Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income Func

Fidelity Low-Priced Stock Fun

Fidelity Retirement Money Mark
Fidelity Spartar® Government Incom
Fidelity Spartar® U.S. Equity Inde)
Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

Liberty Acorn Fun«-Class Z

PIMCO Foreign Bond Institution:
PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:
Putnam Global Equity Fund A

Putnam International Voyager

Putnam Vista £

T. Rowe Price Blue Chip Growth Fui
Vanguard Asset Allocatio

* From September 20, 2002 — September 30, 20@2imestment was briefly named the Putnam Globalv®r Fund A as a result of the
merger, in September 2002, of Putnam Global Eduityd A with Putnam Global Growth Fund A. The mer§adi briefly retained the
name “Putnam Global Growth Fund A.” Effective Oaoli, 2002, the merged fund changed its hame tm&nu Global Equity Fund
A




SCHEDULE |

DEFERRAL PROGRAM INVESTMENT ALTERNATIVES
(Effective January 11, 2003 to July 31, 2003)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Retirement Money Mark

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

Liberty Acorn Class :

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:

Putnam Global Equity /

Putnam International Capital Opportunities Fund
Putnam Vista £

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to April 30, 2003, known as Putnam InternasibVoyager Fund /
Redesignation of Deferred Amounts measured by Putma Vista A on July 31, 2003

Prior to 4 p.m. ET on July 31, 2003, each participaho has any part of his/her Deferred Compensaiicount measured by the Putnam
Vista A investment alternative may redesignateatimeunt in such investment alternative in accordavitte Article V, Section A. If a
participant does not redesignate the amount medsyréhe Putnam Vista A investment alternativertg ather remaining investment
alternatives before 4 p.m. ET on July 31, 2003 tihe amount in the Putnam Vista A account shatedesignated as of 4 p.m. ET on
July 31, 2003, to the Fidelity Mid-Cap Stock Fund.
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SCHEDULE |

DEFERRAL PROGRAM INVESTMENT ALTERNATIVES
(Effective July 31, 2003-November 19, 2003)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Fund Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Marki

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutiot
PIMCO Total Return Institution:

Putnam Global Equity /

Putnam International Capital Opportunities Fund ,
T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn Clas

**  Prior to April 30, 2003, known as Putnam Internaéib\/oyager Fund /

Redesignation of Deferred Amounts measured by Putma Global Equity A and Putnam International Capital Opportunities Fund A
(collectively, the “Putnam Funds”) on November 192003

Prior to 4 p.m. ET on November 19, 2003, each gpeit who has any part of his/her Deferred Comgigms Account measured by a Putr
Funds investment alternative may redesignate thtmuahin such investment alternative in accordanitle Article V, Section A. If a

participant does not redesignate the amount medshy a Puthnam Funds investment alternative nip other remaining investment
alternative(s) before 4 p.m. ET on November 19 32@@en the amount in the Putnam Funds investniemhative shall be redesignated as of
4 p.m. ET on November 19, 2003, to the FidelityilRetent Money Market portfolio.
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SCHEDULE |

DEFERRAL PROGRAM INVESTMENT ALTERNATIVES
(November 19, 2003 to April 2, 2004)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Class Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Marki

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutiot
PIMCO Total Return Institution:

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn ClaAs

12




SCHEDULE |

DEFERRAL PROGRAM INVESTMENT ALTERNATIVES
(April 2, 2004 to January 31, 2005)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Class Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Marki

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn ClaAs
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SCHEDULE |
(February 1, 2005)*
Merck Common Stock Fund

Mutual Funds

AXA Rosenberg U.S. Small Capitalization Accol
American Funds EuroPacific Growth Fu— Class A
Columbia Acorn Fun— Class 2

Fidelity Diversified International Fun

Fidelity Freedom 2005 Fur

Fidelity Freedom 2010 Fur

Fidelity Freedom 2015 Fur

Fidelity Freedom 2020 Fur

Fidelity Freedom 2025 Fur

Fidelity Freedom 2030 Fur

Fidelity Freedom 2035 Fur

Fidelity Freedom 2040 Fur

Fidelity Low-Priced Stock Fun

Fidelity Retirement Money Market Portfol

GMO U.S. Core Fun— M

PIMCO Total Return Fun— Institutional Clas:
SSgA S&P 500 Index Fur

T. Rowe Price Blue Chip Growth Fui

* Or as near thereto as is administratively feas
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SCHEDULE II

SPECIAL PROVISIONS APPLICABLE TO
MEDCO HEALTH EMPLOYEES
(Approved July 23, 2002)

DEFINITIONS
Medco Health— Medco Health Solutions, Inc.

Medco Health Employee- A participant who is (i) employed by Medco Hegttfior to the Spin-Off or (ii) employed by Merckigrto the
Spin-Off and expected to be employed by Medco Headior to or as of the Spin-Off.

Separated Medco Health EmployeeA participant in the Deferral Program who is eoydd by Medco Health as of the date of the Spin-Off
and is considered to have terminated employmeiht thé Company as a result of the Spin-Off.

SpinOff — The distribution by Merck to its shareholderghaf equity securities of Medco Health. The Spin-@iff be a divestiture for
purposes of the Deferral Program.

SPECIAL PROVISIONS

Notwithstanding anything to the contrary in Artialé Section C of the Deferral Program, the Defdr@mpensation Account of ea
Separated Medco Health Employee shall be paidnoatéordance with Article VI, Section D, withougeed to the $125,000 threshold set
forth in Section C.

Notwithstanding anything to the contrary in Artialé Section G of the Deferral Program, each MeHealth Employee may submit t

petition for an extension of the distribution schledpermitted under Section G either prior to tp@SOff or once the Medco Health
Employee has become a Separated Medco Health Eeglpyovided, however, that if a Medco Health Empébomakes a request for a new
distribution schedule prior to the Spin-Off andrtredter does not become a Separated Medco Healpolee, then such request shall not be
effective.
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Exhibit 10.5

MERCK & CO., INC.
1996 INCENTIVE STOCK PLAN

(Amended and Restated as of February 22, 2005)




1996 INCENTIVE STOCK PLAN

The 1996 Incentive Stock Plan (“ISP”), effeetidanuary 1, 1996, is established to encouragéogesgs of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates, itsnt ventures and the Merck Institute for TherafmeResearch to acquire Common Stock in the
Company. It is believed that the ISP will stimulataployees’ efforts on the Company’s behalf, valid to maintain and strengthen their
desire to remain with the Company, will be in thierest of the Company and its Stockholders, aticentourage such employees to have a
greater personal financial investment in the Corgghrough ownership of its Common Stock.

1. Administration

The ISP shall be administered by the Compensand 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 reégukass it deems necessary for the proper
administration of the ISP, and to make such deteatiuns and to take such action in connection thigneor in relation to the ISP as it deems
necessary or advisable, consistent with the ISB.ddmmittee may delegate some or all of its powerauthority hereunder to the Chief
Executive Officer or other senior member of manageias the Committee deems appropriate; providedeber, that the Committee may
not delegate its authority with regard to any mradteaction affecting an officer subject to Sectidhof the Securities Exchange Act of 1934.

For the purpose of this section and all subsetjsections, the ISP shall be deemed to inchideptan and any comparable sub-plans
established by subsidiaries which, in the aggregdial constitute one plan governed by the temhgosth herein.

2. Eligibility

Regular full-time and part-time employeesh& Company, its subsidiaries, its affiliates, disij ventures and the Merck Institute for
Therapeutic Research, including officers, whetharat directors of the Company, and employeesjoird 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 Exchargef1934, shall be eligible to participate in 18 (“Eligible Employees”) if designated
by the Committee or its delegate. Those directdrs are not regular employees are not eligible.

3. Incentives

Incentives under the ISP may be granted inca@yor a combination of (a) Incentive Stock Omidor 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 teetterms and conditions set forth herein and tb sticer terms and conditions as may be
established by the Committee. Determinations bybmmittee under the ISP including without limitettj determinations of the Eligible
Employees, the form, amount and timing of Incergjtbe terms and provisions of Incentives, andatireements evidencing Incentives, need
not be uniform and may be made selectively amorgjli¢ Employees who receive, or are eligible toeige, Incentives hereunder, whether
or not such Eligible Employees are similarly siact

4. Shares Available for Incentives

(a) Shares Subiject to Issuance or TransfeSubject to adjustment as provided in Section 4¢cedif, there is hereby reserved for issui
under the ISP 130 million shares of the




Company’s Common Stock (“Common Stock”). The sharaslable for granting awards shall be increasethb number of shares as to
which options or other benefits granted under tla@ Rave lapsed, expired, terminated or been ciaglcéh addition, any shares reserved for
issuance under the Company’s 1991 Incentive Sttark &d 1987 Incentive Stock Plan (“Prior Plaria"gxcess of the number of shares ¢
which options or other benefits have been awarderktinder, plus any such shares as to which optioother benefits granted under the
Prior Plans may lapse, expire, terminate or beaed; shall also be reserved and available faraisse or reissuance under the ISP. Shares
under this Plan may be delivered by the Company fite authorized but unissued shares of CommorkQtofrom Common Stock held in
the Treasury.

(b) Limit on an Individual's Incentives. In any given year, no Eligible Employee may recéneentives covering more than three mill
shares of the Company’s Common Stock (such numftsrases may be adjusted in accordance with Sed{i.

(c) Recapitalization Adjustment. In the event of a reorganization, recapitalizat&togck split, stock dividend, combination of shares
merger, consolidation, rights offering, or any atbleange in the corporate structure or shareseo€tbmpany, the Committee shall make such
adjustment, if any, as it may deem appropriatbénumber and kind of shares authorized by theitSfhe number and kind of shares
covered by Incentives granted, in the case of S@jutions, in the option price, and in the casaotlsappreciation rights, in the fair market
value.

5. Stock Options

The Committee may grant options qualifyindrantive 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 Optimadiectively “Stock Options”). Such
Stock Options shall be subject to the followingrterand conditions and such other terms and condiigs the Committee may prescribe:

(a) Option Price. The option price per share with respect to eachkS@iption shall be determined by the Committee dhatl not be less
than 100% of the fair market value of the Commarckbn the date the Stock Option is granted, asrohéhed by the Committee.

(b) Period of Option. The period of each Stock Option shall be fixed iy €ommittee but shall not exceed ten (10) years.

(c) Payment. The option price shall be payable in cash at tihe tihe Stock Option is exercised. No shares shadued until full
payment therefore has been made. A grantee ofck Stption shall have none of the rights of a stadtter until the shares are issued.

(d) Exercise of Option.The shares covered by a Stock Option may be purdhiassuch installments and on such exercise @atése
Committee or its delegate may determine. Any shaoépurchased on the applicable exercise datebmgurchased thereafter at any time
prior to the final expiration of the Stock Optidn.no event (including those specified in parageafa), (f) and (g) of this section) shall any
Stock Option be exercisable after its specifiedmtion period.

(e) Termination of Employment. Upon the termination of a Stock Option grantee’pkryment (for any reason other than retirement,
death or termination for deliberate, willful or geomisconduct), Stock Option privileges shall b@tkd to the shares which were immediately
exercisable at the date of such termination. The@itee, however, in its discretion, may providattany Stock Options outstanding but not
yet exercisable upon the termination of a Stockiddpgrante’s employment may become exercisable in accordasitbea schedule to be
determined by the Committee. Such Stock Optionilpges shall expire unless exercised or
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surrendered under a Stock Appreciation Right withioh period of time after the date of terminatitbemployment as may be established by
the Committee, but in no event later than the exjgin date of the Stock Option. If a Stock Optioargee’s employment is terminated for
deliberate, willful or gross misconduct, as detemai by the Company, all rights under the Stock @ypsihall expire upon receipt of the notice
of such termination.

(f) Retirement. Upon retirement of a Stock Option grantee, StockdDpprivileges shall apply to those shares immetijaexercisable 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 exercisedhimisuch period of time as may be established byCthmmittee, but in no event later than
the expiration date of the Stock Option.

(g) Death. Upon the death of a Stock Option grantee, Stocko@ptrivileges shall apply to those shares whicheammediately
exercisable at the time of death. The Committeegver, in its discretion, may provide that any Kt@ptions outstanding but not yet
exercisable upon the death of a Stock Option geami@y become exercisable in accordance with a stdhemlbe determined by the
Committee. Such privileges shall expire unless@sed by legal representatives within a periodroétas determined by the Committee but
in no event later than the expiration date of tteclSOption.

(h) Limits on Incentive Stock Options.Except as may otherwise be permitted by the CdeCommittee shall not grant to an Eligible
Employee Incentive Stock Options, that, in the aggte, are first exercisable during any one caleyelar to the extent that the aggregate fair
market value of the Common Stock, at the time toemtive Stock Options are granted, exceeds $100,00

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 combinatiovith an underlying Stock Option granted hereurmarnder the Prior Plans. Such Stock
Appreciation Rights shall be subject to the follogriterms 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 resipi® an underlying Stock Option, it may be grardaéd
the time of the Stock Option Grant or at any titmeréafter but prior to the expiration of the St@gbtion Grant. If a Stock Appreciation Right
is granted with respect to an underlying Stock @ptat the time the Stock Appreciation Right isngeal the Committee may limit the exerc
period for such Stock Appreciation Right, before after which period no Stock Appreciation Righalslattach to the underlying Stock
Option. In no event shall the exercise period f&tack Appreciation Right granted with respectriauaderlying Stock Option exceed the
exercise period for such Stock Option. If a Stogpreciation Right is granted without an underlyBtgck 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 resfg@ an underlying Stock Option, the grantee
will be entitled to surrender the Stock Option whis then exercisable and receive in exchangeftiveran amount equal to the excess of the
fair market value of the Common Stock on the dia¢eeiection to surrender is received by the Compamy the Stock Option price multipli
by the number of shares covered by the Stock Optlunh are surrendered. If a Stock AppreciationhRig granted without an underlying
Stock Option, the grantee will receive upon exercithe Stock Appreciation Right an amount
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equal to the excess of the fair market value of@Gbemmon Stock on the date the election to surresgigh Stock Appreciation Right is
received by the Company over the fair market valutne Common Stock on the date of grant multipbgdhe number of shares covered by
the 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 forpagient upon exercise of such a right shall berohéted by the Committee either at the
time of grant of the Stock Appreciation Right ottad time of exercise of the Stock AppreciationtRig

7. Performance Share Awards

The Committee may grant awards under whichrgay may be made in shares of Common Stock, cashyotombination of shares and
cash if the performance of the Company or any slidosi, division or affiliate of the Company selattsy the Committee during the Award
Period meets certain goals established by the Ctimen(i'‘Performance Share Awards”). Such Perform&iwae Awards shall be subject to
the following terms and conditions and such oteems and conditions as the Committee may prescribe:

(a) Award Period and Performance GoalsThe Committee shall determine and include in adPerince Share Award grant the perio
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 Goalsimehyde earnings per share, return on stockholdsygity, return on assets, net
income, or any other financial or other measurersstablished by the Committee. The Performances3nal include minimum and
optimum objectives or a single set of objectives.

(b) Payment of Performance Share AwardsThe Committee shall establish the method of calmgahe amount of payment to be made
under a Performance Share Award if the Perform&uads are met, including the fixing of a maximunymant. The Performance Share
Award shall be expressed in terms of shares of Cam&tock and referred to as “Performance Sharefset he completion of an Award
Period, the performance of the Company, subsidiadivision shall be measured against the Perfoom&nals, and the Committee shall
determine whether all, none or any portion of gd*arance Share Award shall be paid. The Committeis discretion, may elect to make
payment in shares of Common Stock, cash or a catibmof shares and cash. Any cash payment shalhbed on the fair market value of
Performance Shares on, or as soon as practicdblegrthe date of payment.

(c) Revision of Performance GoalsAt any time prior to the end of an Award Periods ommittee may revise the Performance Goals
and the computation of payment if unforeseen evertsr which have a substantial effect on the parémce of the Company, subsidiary or
division and which in the judgment of the Commitieake the application of the Performance Goalsiuafdess a revision is made.

(d) Requirement of Employment.A grantee of a Performance Share Award must reinalme employ of the Company until the
completion of the Award Period in order to be émdito payment under the Performance Share Awaadjged that the Committee may, in
its sole discretion, provide for a partial paymehere such an exception is deemed equitable.

(e) Dividends. The Committee may, in its discretion, at the tifi¢he granting of a Performance Share Award, pevidht any dividends
declared on the Common Stock during the Award Beaad which would have been paid with respecietddPmance Shares had they
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been owned by a grantee, be (i) paid to the grantg@) accumulated for the benefit of the granéand used to increase the number of
Performance Shares of the grantee.

() Limit on Performance Share Awards.Incentives granted as Performance Share Awards tindesection and Restricted Stock Gri
under Section 8 shall not exceed, in the aggredateillion shares of Common Stock (such numbeshafres may be adjusted in accordance
with Section 4(c)).

8. Restricted Stock Grants

The Committee may award shares of Common Stoakgrantee, which shares shall be subject téotlmving terms and conditions and
such other terms and conditions as the Committeeprescribe (“Restricted Stock Grant”):

(a) Requirement of Employment.A grantee of a Restricted Stock Grant must remathé employment of the Company during a period
designated by the Committee (“Restriction Periad"grder to retain the shares under the Restrigtedk Grant. If the grantee leaves the
employment of the Company prior to the end of tlestRction Period, the Restricted Stock Grant steathinate and the shares of Common
Stock shall be returned immediately to the Compangyided that the Committee may, at the time efdhant, provide for the employment
restriction to lapse with respect to a portion ortipns of the Restricted Stock Grant at differmies 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 maysadit assign, transfer,
pledge, or otherwise dispose of the shares of CamBtock except to a successor under Section 1@hé&ach certificate for shares of
Common Stock issued hereunder shall contain a ¢egiting appropriate notice of the restrictionghie grant.

(c) Escrow Agreement.The Committee may require the grantee to enterantescrow agreement providing that the certifate
representing the Restricted Stock Grant will renmiaithe physical custody of an escrow holder wadtitestrictions are removed or expire.

(d) Lapse of Restrictions All restrictions imposed under the Restricted St@eknt shall lapse upon the expiration of the Reg&in
Period if the conditions as to employment set fattbve have been met. The grantee shall then tiledid have the legend removed from
the certificates.

(e) Dividends. The Committee shall, in its discretion, at the tiofiehe Restricted Stock Grant, provide that arwddinds declared on the
Common Stock during the Restriction Period shdfiezibe (i) paid to the grantee, or (ii) accumuddts the benefit of the grantee and paid to
the grantee only after the expiration of the Restn Period.

() Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uhiesection and Performance Share Awards
under Section 7 shall not exceed, in the aggredateillion shares of Common Stock (such humbeshafres may be adjusted in accordance
with Section 4(c)).

9. Discontinuance or Amendment of the Plar

The Board of Directors may discontinue the & RBny time and may from time to time amend orseethe terms of the ISP as permittec
applicable statutes, except that it may not rexakalter, in a manner unfavorable to the grantéesp Incentives hereunder, any Incentives
then outstanding, nor may the Board amend the li#®ut stockholder approval
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where the absence of such approval would causelémeto fail to comply with Rule 16b-3 under thec@gties Exchange Act of 1934, or any
other requirement of applicable law or regulatin. Incentive shall be granted under the ISP aferdnber 31, 2000, but Incentives granted
theretofore may extend beyond that date.

10. Nontransferability

Each Incentive Stock Option granted unded & shall not be transferable other than by wilihar laws of descent and distribution; each
other Incentive granted under the ISP may be temabfe subject to the terms and conditions as masstablished by the Committee in
accordance with regulations promulgated under dwifities Exchange Act of 1934, or any other ajpylie law or regulation.

11. No Right of Employment

The ISP and the Incentives granted hereurtdsdl isot confer upon any Eligible Employee the tighcontinued employment with the
Company, its subsidiaries, its affiliates, its jorentures or the Merck Institute for Therapeutas®arch or affect in any way the right of such
entities to terminate the employment of an Eligiblaployee at any time and for any reason.

12. Taxes

The Company shall be entitled to withhold émeount of any tax attributable to any option grentay amount payable or shares
deliverable under the ISP after giving the persatitled to receive such amount or shares notidarais advance as practicable.
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Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Opiso Upon the occurrence of a Change in Controh &eck 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,anpthe occurrence of a Change in Control, eachiR&p Option shall continue to be subject to
the performance-based vesting schedule applichbteto immediately prior to the Change in Control.

(ii) Notwithstanding (a)(2)(i) of this Sche@uylif the Stock Options do not continue to be @ding following the Change in Control or
not exchanged for or converted into options to pase securities of a successor entity (“Succesptioi®”), then, upon the occurrence of a
Change in Control, all or a portion of each Key R&ption shall immediately vest and become exeréésiaithe following percentages:

(A) if such Key R&D Option'’s first milestone hastrimeen reached before the date of the Change itr@oh4% of the then-unvested portion
of the Key R&D Option shall vest and become exaiftlis and the remainder shall be forfeited; (B)nifycsuch Key R&D Option’s first
milestone has been reached before the date oftthege in Control, 42% of the then-unvested poribtne Key R&D Option shall vest and
become exercisable and the remainder shall betffeand (C) if such Key R&D Option’s first andcemd milestones have been reached
before the date of the Change in Control, 100%efthen-unvested portion of the Key R&D Option kliast and become exercisable.

3. Post-Termination Exercise Period. If St@gitions continue to be outstanding following thea@Ge in Control or are exchanged for or
converted into Successor Options, then the podfauch Stock Options or such Successor Optiongpplicable, that is vested and
exercisable immediately following the terminatidreeployment of the holder thereof after the Chaing€ontrol shall remain exercisable
following such termination for five years from tbate of such termination (but not beyond the redetiof the term thereof) provided,
however, that, if such termination is by reasograss misconduct, death or retirement (as thesgstare applied to awards granted under the
Plans), then those provisions of the Plan thabpmdicable to a termination by reason of gross aridact, death or retirement, if any, shall
apply to such termination. If the effect of vestmgrsuant to this Section (a) would cause a Stquio® or Successor Stock Option to
terminate earlier than if such accelerated vediamnot occurred, then the term of such Stock @ggiall not expire earlier than if such
accelerated vesting had not occurred.

4. Cashout of Stock Options. If the Stock Omi do not continue to be outstanding following@nge in Control and are not exchanged
for or converted into Successor Options, each matla vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for each shar€ofnmon Stock subject to a vested and exercisaliep@an amount of cash determined by
the Committee prior to the Change in Control buténevent less than the excess of the Change itr@&trice over the exercise price ther
(subject to any existing deferral elections thepffect). If the consideration to be paid in a Gipaim Control is not entirely shares of comr
stock of an acquiring or resulting corporation ritlee Committee may, prior to the Change in Conpuadvide for the cancellation of
outstanding Stock Options at the time of the Changgontrol, in whole or in part, for cash pursutmthis provision or may provide for the
exchange or conversion of outstanding Stock Optatrike time of the Change in Control, in wholeropart, and, in connection with any
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such provision, may (but shall not be obligatedo@dmit holders of Stock Options to make such @astrelated thereto 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 Uts.

1. Vesting of Restricted Stock Units. Upon tleeurrence of a Change in Control, each unves®ticted stock unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fultgted.

2. Vesting of Performance Share Units. Up@ndbcurrence of a Change in Control, each unvestgdrmance 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
Rata Amount.

3. Settlement of Restricted Stock Units anddPmance Share Units.

(i) If the Common Stock continues to be widield and freely tradable following the Change antol or is exchanged for or converted
into securities of a successor entity that are lyitleld and freely tradable, then the restrictegtlstunits and the vested performance share
units shall be paid in shares of Common Stock oh sither securities as soon as practicable aftedale of the Change in Control (subject to
any existing deferral elections then in effect).

(i) If the Common Stock does not continudoeowidely held and freely tradable following thea@be in Control and is not exchanged for
or converted into securities of a successor etitday are widely held and freely tradable, thenrtfsricted stock units and the vested
performance share units shall be paid in cash@s &® practicable after the date of the Changeintr@l (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 Periods thaterial terms of the Plan shall not be
modified in any manner that is materially advers¢he Qualifying Participants (it being understdlodt this Section (c) of this Schedule shall
not require that any specific type or levels ofiggawards be granted to Qualifying Participanttofeing the Change in Control).

2. During the Protection Period, the Plan maiybe amended or modified to reduce or elimina¢eprotections 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 expertsleee and counsel) reasonably and in good
faith incurred by a Qualifying Participant if thau@lifying 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 viedlatbut, 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 Qualifying Paoaiat.

4. This section does not apply to any incensitock option within the meaning of Section 422hef Internal Revenue Code.

5. Anything in the Plan as amended by thiseSake notwithstanding, the Company reserves the t@gmake such further changes as may
be required if and to the extent required to awaalderse consequences under the American Jobsd@rdéati of 2004, as amended.
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(d) Definitions.
For purposes of this Schedule, the followiegrs shall have the following meanings:

1. “Change in Control” shall have the mearsegforth in the Company’s Change in Control SejmanaBenefits Plan; provided, however,
that, as to any award under the Plan that consigtsferred compensation subject to Section 409%h®fCode, 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, wigispect to a share of Common Stock, the highehthe highest reported sales price,
regular way, of such share in any transaction teplasn the New York Stock Exchange Composite Tapher national exchange on which
such shares are listed or on the Nasdaq Nationgde¥lduring the 10-day period prior to and incldthe date of a Change in Control and
(B) if the Change in Control is the result of adenor exchange offer, merger, or other, similaporate transaction, the highest price per
such share paid in such tender or exchange offergen or other, similar corporate transaction; jgted that, to the extent all or part of the
consideration paid in any such transaction coneissgcurities or other non-cash considerationy#iee of such securities or other non-cash
consideration shall be determined by the Committee.

3. “Key R&D Options” shall mean those performe-based options granted to employees under th&iésearch and Development
Program described in the applicable Schedule t&ktlles and Regulations for the Plan, if any.

4. “Protection Period” shall mean the perieginning on the date of the Change in Control ardirgy on the second anniversary of the
date of the Change in Control.

5. "“PSU Pro Rata Amount” shall mean for eaelfétmance Share Unit award, the amount deternfizadultiplying (x) and (y), where
(x) is the number of Target Shares subject to #rfoRmance Share Unit award times the Assumed Pegliace Percentage and (y) is a
fraction, the numerator of which is the number dioke and partial calendar months elapsed duringipdicable performance period
(counting any partial month as a whole month fés flurpose) and the denominator of which is thal teamber of months in the applicable
performance period. The Assumed Performance Pagershall be determined by (1) averaging the rdokisig the Award Period as follow
(A) as to any completed performance year as o€tmenge in Control, the actual rank (except thdgwfer than 90 days have elapsed sinc
completion of such performance year, the TargekRhall be used), and (B) as to any performance @ is incomplete or has not yet
begun as of the Change in Control, the Target R@kounding the average rank calculated pursteatite foregoing clause (1) to the nea
whole number using ordinary numerical rounding, é8)dusing the Final Award Percentage associatéld thhe number determined in the
foregoing clause (2). The Target Rank is the radoaiated with 100% on the chart of Final AwardcBetages.

6. “Qualifying Participants” shall mean thasdividuals who participate in the Plan (whethercasent 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 shaiteawards under the Plans granted prior to
November 24, 200¢
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2001 INCENTIVE STOCK PLAN

The 2001 Incentive Stock Plan (“ISP”), effgetidanuary 1, 2001, is established to encouragéogesgs of Merck & Co., Inc. (the
“Company”), its subsidiaries, its affiliates ans jbint ventures to acquire Common Stock in the gamy (“Common Stock”). It is believed
that the ISP will stimulate employees’ efforts e Company’s behalf, will tend to maintain andrsgthen their desire to remain with the
Company, will be in the interest of the Company as@tockholders and will encourage such employeésve a greater personal financial
investment in the Company through ownership o€isnmon Stock.

1. Incentives

Incentives under the ISP may be granted inca@yor a combination of (a) Incentive Stock Omidor other statutory stock options);
(b) Nonqualified Stock Options; (c) Stock ApprematRights; (d) Restricted Stock Grants and (ejdPerance Shares (collectively
“Incentives”). All Incentives shall be subject teetterms and conditions set forth herein and tb sticer terms and conditions as may be
established by the Compensation and Benefits Caieenif the Board of Directors (the “Committee”).

2. Eligibility

Regular full-time and part-time employeesha Company, its subsidiaries, its affiliates asdatnt ventures, including officers, whether
or not directors of the Company, and employeesjoird venture partner or affiliate of the Compaslgo provide services to the joint venture
with such partner or affiliate, shall be eligibtegarticipate in the ISP (“Eligible Employees”diésignated by the Committee. Directors of the
Company who are not regular employees are nobéigo participate in the ISP.

3. Administration

The ISP shall be administered by the Commiftbe Committee shall be responsible for the adstiaiion of the ISP including, without
limitation, determining which Eligible Employeescegve Incentives, what kind of Incentives are madéer the ISP and for what number of
shares, and the other terms and conditions of buamntives. Determinations by the Committee underlSP 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 bermiémd may be made selectively among Eligible Eygds who receive, or are eligible to
receive, Incentives hereunder, whether or not slicfible Employees are similarly situated.

The Committee shall have the responsibilitgaristruing and interpreting the ISP and of establg and amending such rules and
regulations as it may deem necessary or desirabkaé proper administration of the ISP. Any demisor action taken or to be taken by the
Committee, arising out of or in connection with tanstruction, administration, interpretation afféa of the ISP and of its rules and
regulations, shall, to the maximum extent permitigépplicable law, be within its absolute disaet{except as otherwise specifically
provided herein) and shall be conclusive and bipdipon the Company, all Eligible Employees and gengon claiming under or through &
Eligible Employee.

The Committee may delegate some or all gigtwer and authority hereunder to the Chief Exeeu¥ficer or other senior member of
management as the Committee deems appropriatadpop\however, that the Committee may not delegaguthority with regard to any
matter or action affecting an officer subject tetBm 16 of the Securities Exchange Act of 1934.

For the purpose of this section and all subsetjsections, the ISP shall be deemed to inchideptan and any comparable sub-plans
established by subsidiaries which, in the aggregduial constitute one plan governed by the temhgosth herein.




4. Shares Available for Incentives

(a) Shares Subiject to Issuance or TransfelSubject to adjustment as provided in Section 4écedf, there is hereby reserved for issui
under the ISP 95 million shares of Common Stocle 3tmares available for granting awards shall beased by the number of shares as to
which options or other benefits granted under 8 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 Plaris"gxcess of the number of shares ¢
which options or other benefits have been awarderktinder, plus any such shares as to which optioother benefits granted under the
Prior Plans may lapse, expire, terminate or beeaadg¢ shall also be reserved and available foaissel or reissuance under the ISP. Shares
under this ISP may be delivered by the Company fiterauthorized but unissued shares of Common Sipélom Common Stock held in tl
Treasury.

(b) Limit on an Individual's Incentives. In any given year, no Eligible Employee may recdieentives covering more than three
(3) million shares of the Company’s Common Stoelcksnumber 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, combination of sharasrger,
consolidation, rights offering, spin off, split offplit up or other event identified by the Comettthe Committee shall make such
adjustments, if any, as it may deem appropriat@ ithe number and kind of shares authorized femasice under the ISP, (ii) the number and
kind of shares subject to outstanding Incentiviés ttfe option price of Stock Options and (iv) tfeér market value of stock appreciation
rights.

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 Optimudiéctively “Stock Options”). Such
Stock Options shall be subject to the followingrterand conditions and such other terms and condiigs the Committee may prescribe:

(a)Option Price. The option price per share with respect to eachkSBption shall be determined by the Committee dhatl not be
less than 100% of the fair market value of the Cami&tock on the date the Stock Option is grantediedermined by the Committee.

(b)Period of Option. The period of each Stock Option shall be fixed ey Committee, but shall not exceed ten (10) years.

(c)Payment.No shares shall be issued until full payment ofdapgon price has been made. The option priceslmegyaid in cash or,
if the Committee determines, in shares of CommaxelSor a combination of cash and shares. If the i@itime approves the use of she
of Common Stock as a payment method, the Comnstial establish such conditions as it deems apjatepior the use of Common
Stock to exercise a stock option. Stock optionsrda@dunder the ISP shall be exercised through tmepgany’s broker-assisted stock
option exercise program, provided such progranvaslable at the time of the option exercise, oshgh other means as the Committee
may determine from time to time. The Committee rastgblish rules and procedures to permit an optiien to defer recognition 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 datewhich options become exercisable or “vested” exafcise periods, provided that
in no event (including those specified




in paragraphs (e), (f) and (g) of this section)listiay Stock Option be exercisable after its spediExpiration period.

(e)Termination of Employment. Upon the termination of a Stock Option grantee’playment (for any reason other than retirement,
death or termination for deliberate, willful or ggomisconduct), Stock Option privileges shall ba&tkd to the shares which were
immediately exercisable at the date of such tertiinaThe Committee, however, in its discretionymaovide that any Stock Options
outstanding but not yet exercisable upon the teation of a Stock Option grantee’s employment magob&e exercisable in accordance
with a schedule as may be determined by the Com@i8uch Stock Option privileges shall expire wkeercised or surrendered und
Stock Appreciation Right within such period of tiratter the date of termination of employment as iaestablished by the Committee,
but in no event later than the expiration datehef$tock Option.

(f) Retirement. Upon retirement of a Stock Option grantee, Stockddprivileges shall apply to those shares immiedifaexercisabli
at the date of retirement. The Committee, howendts discretion, may provide that any Stock Opsi@utstanding but not yet
exercisable upon the retirement of a Stock Optiamige may become exercisable in accordance veithedule as may be determinec
the Committee. Stock Option privileges shall expindess exercised within such period of time as begstablished by the Committee,
but in no event later than the expiration datehef$tock Option.

(g)Death. Upon the death of a Stock Option grantee, Stocko@Qprivileges shall apply to those shares whicheansmediately
exercisable at the time of death. The Committeegver, in its discretion, may provide that any Kt@ptions outstanding but not yet
exercisable upon the death of a Stock Option geami@y become exercisable in accordance with a atdhead may be determined by the
Committee. Such privileges shall expire unless@sed by legal representative(s) within a periotiraé as determined by the
Committee, but in no event later than the expiratiate of the Stock Option.

(h) Termination due to Misconduct. If a Stock Option grantee'employment is terminated for deliberate, willfulgross misconduc
as determined by the Company, all rights undeStioek Option shall expire upon receipt of the r@t€ such termination.

(i) Limits on Incentive Stock Options.Except as may otherwise be permitted by the CdeeCommittee shall not grant to an Elig
Employee Incentive Stock Options that, in the agate, are first exercisable during any one calepédar to the extent that the aggregate
fair market value of the Common Stock, at the tthreIncentive Stock Options are granted, excee@8,$00, or such other amount as
the Internal Revenue Service may decide from tioniinte.

6. Stock Appreciation Rights

The Committee may, in its discretion, granight 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 hereuradarnder the Prior Plans. Such Stock
Appreciation Rights shall be subject to the follogriterms 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 resip® an underlying Stock Option, it may be granted
at the time of the Stock Option grant or at anyetitmereafter but prior to the expiration of thecBt@ption grant. If a Stock Appreciation
Right is granted with respect to an underlying BtOption, at the time the Stock Appreciation Righgranted the Committee may limit
the exercise period for such Stock AppreciationhRigefore and after which period no Stock AppregraRight shall attach to the
underlying Stock Option. In no event shall the eisa period for a Stock Appreciation Right grantéth respect to an underlying Stock
Option exceed the exercise period




for such Stock Option. If a Stock Appreciation Righgranted without an underlying Stock Optiorg geriod 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 resfp® an underlying Stock Option, the
grantee will be entitled to surrender the Stocki@ptvhich is then exercisable and receive in exghaherefor an amount equal to the
excess of the fair market value of the Common Stotkhe date the election to surrender is recdyetthe Company over the Stock
Option price multiplied by the number of sharesared by the Stock Option which is surrendered.3t@ck Appreciation Right is
granted without an underlying Stock Option, thengga will receive upon exercise of the Stock Apan Right an amount equal to t
excess of the fair market value of the Common Stotkhe date the election to surrender such Stgugkeciation Right is received by t
Company over the fair market value of the Commamctksbon the date of grant multiplied by the numbiestares covered by the grant of
the Stock Appreciation Right.

(c)Payment of Stock Appreciation Right.Payment of a Stock Appreciation Right shall behia form of shares of Common Stock,
cash or any combination of shares and cash. The ddpayment upon exercise of such a right shatlétermined by the Committee
either at the time of grant of the Stock AppreocatRight or at the time of exercise of the Stoclpfggiation Right.

7. Performance Share Awards

The Committee may grant awards under whichrgay may be made in shares of Common Stock, cashyotombination of shares and
cash if the performance of the Company or any sliduyi, division, affiliate or joint venture of tHeompany selected by the Committee du
the Award Period meets certain goals establishetidfommittee (“Performance Share Awards”). SustidPmance Share Awards shall be
subject to the following terms and conditions andhsother terms and conditions as the Committee pnescribe:

(a)Award Period and Performance GoalsThe Committee shall determine and include in ad?eréince Share Award grant the
period of time for which a Performance Share Awianthade (“Award Period”). The Committee shall adstablish performance
objectives (“Performance Goals”) to be met by tleenPany, subsidiary, division or joint venture dgrihe Award Period as a condition
to payment of the Performance Share Award. TheoRagnce Goals may include earnings per sharejretustockholders’ equity,
return on assets, net income or any other finaociather measurement established by the Commiktez Performance Goals may
include minimum and optimum objectives or a sirgge of objectives.

(b)Payment of Performance Share AwardsThe Committee shall establish the method of catimgahe amount of payment to be
made under a Performance Share Award if the PedlocerGoals are met, including the fixing of a maximpayment. The Performance
Share Award shall be expressed in terms of shdr@smmon Stock and referred to as “Performance &hyaAfter the completion of an
Award Period, the performance of the Company, slidnsi, division or joint venture shall be measuagginst the Performance Goals,
and the Committee shall determine whether all, rarany portion of a Performance Share Award dhalbaid. The Committee, in its
discretion, may elect to make payment in shar€Sooimon Stock, cash or a combination of shares asl. @ny cash payment shall be
based on the fair market value of Performance Shamgor as soon as practicable prior to, the afgpayment.

(c)Revision of Performance GoalsAt any time prior to the end of an Award Period tbommittee may revise the Performance
Goals and the computation of payment if unforesaemts occur which have a substantial effect orp#ieormance 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 rematmre employ of the Company until the
completion of the Award Period in order to be émdito payment under the Performance Share Awaodjged that the Committee may,
in its discretion, provide for a full or partialypaent where 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
dividends declared on the Common Stock during tiwarl Period, and which would have been paid witipeet to Performance Shares
had they been owned by a grantee, be (i) paidegtantee, or (i) accumulated for the benefithef grantee and used 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 theeggde, six (6) million shares of Common Stock fsnember of shares shall be adju:
in accordance with Section 4(c)).

8. Restricted Stock Grants

The Committee may award shares of Common Stoakgrantee, which shares shall be subject téotlmving 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 (“Restrictiorid®¥) in order to retain the shares under the Retst Stock Grant. If the grantee
leaves the employment of the Company prior to ticead the Restriction Period, the Restricted StGchnt shall terminate and the shares
of Common Stock shall be returned immediately to@ompany provided that the Committee may, atithe of the grant, provide for t
employment restriction to lapse with respect tmeipn or portions of the Restricted Stock Grandifferent times during the Restriction
Period. The Committee may, in its discretion, gdemvide for such complete or partial exceptionth®wemployment restriction as it
deems equitable.

(b)Restrictions on Transfer and Legend on Stock Certi€ates.During the Restriction Period, the grantee maysedlf assign,
transfer, pledge or otherwise dispose of the shafr€&mmon Stock. Each certificate for shares ain@mn Stock issued hereunder shall
contain a legend giving appropriate notice of #hrnictions in the grant.

(c)Escrow Agreement.The Committee may require the grantee to enterdantescrow agreement providing that the certifate
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 StGeknt shall lapse upon the expiration of the Ret&in
Period if the conditions as to employment set fattbve have been met. The grantee shall then lileéid have the legend removed
from the certificates.

(e)Dividends. The Committee shall, in its discretion, at the tiofieche Restricted Stock Grant, provide that arwdginds declared on
the Common Stock during the Restriction Periodlgitiier be (i) paid to the grantee, or (ii) acclamed for the benefit of the grantee :
paid to the grantee only after the expiration ef Restriction Period.
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(f) Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uhéesection and Performance Share Awards
under Section 7 shall not exceed, in the aggregat€6) million shares of Common Stock (such numifeshares shall be adjusted in
accordance with Section 4(c)).

9. Transferability

Each Incentive Stock Option granted unded @ shall not be transferable other than by wilihar laws of descent and distribution; each
other Incentive granted under the ISP will notiamsferable or assignable by the recipient, and moaype made subject to execution,
attachment or similar procedures, other than biawithe 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 Plat

The Board of Directors may discontinue the &BRny time and may from time to time amend orsethe terms of the ISP as permittec
applicable statutes, except that it may not rexakalter, in a manner unfavorable to the grantéesyp Incentives hereunder, any Incentives
then outstanding, nor may the Board amend the [@®ut stockholder approval where the absence df 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 @mging Incentives shall be made by
cancellation of outstanding Incentives and the sgbent regranting of Incentives at a lower prictheosame individual. No Incentive shall
granted under the ISP after December 31, 2003nbentives granted theretofore may extend beyoatdate.

11. No Right of Employment or Participation

The ISP and the Incentives granted hereurtddl isot confer upon any Eligible Employee the tighcontinued employment with the
Company, its subsidiaries, its affiliates or itmforentures or affect in any way the right of secttities to terminate the employment of an
Eligible Employee at any time and for any reasoa.imdividual shall have a right to be granted arehtive, 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 plam® pay compensation to its employees, in
cash or property, in a manner which is not expyessthorized under the ISP.

13. No Impact on Benefits

Except as may otherwise be specifically statgder any employee benefit plan, policy or programamount payable in respect of any
Incentive shall be treated as compensation forqaep of calculating an employee’s right under arghplan, policy or program.

14. No Constraint on Corporate Action

Nothing in the ISP shall be construed (i)imait, impair or otherwise affect the Company’s ttigin power to make adjustments,
reclassifications, reorganizations or changessofaipital or business structure, or to merge osa@latate, or dissolve, liquidate, sell or tran:
all or any part of its business or assets, oe¢ijept 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®or appropriate.
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15. Withholding Taxes

The Company shall be entitled to deduct framy payment under the ISP, regardless of the forsuoh payment, the amount of all
applicable income and employment taxes requireldiyto be withheld with respect to such paymennay require the Eligible Employee to
pay to it such tax prior to and as a conditionhaf tnaking of such payment. In accordance with apjieable administrative guidelines it
establishes, the Committee may allow an Eligibleptayee to pay the amount of taxes required by atvet withheld from an Incentive by
withholding from any payment of Common Stock du@assult of such Incentive, or by permitting tHigisle Employee to deliver to the
Company, shares of Common Stock having a fair ntadee, as determined by the Committee, equdi¢atnount of such required
withholding taxes.

16. Governing Law
The ISP, and all agreements hereunder, sbabbstrued in accordance with and governed biathe of the State of New Jersey.
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Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Opiso Upon the occurrence of a Change in Controh &eck 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, upoe thccurrence of a Change in Control, each Key R&Iidd shall continue to be
subject to the performance-based vesting schegplicable thereto immediately prior to the Chang€ontrol.

(i) Notwithstanding (a)(2)(i) of this Schedule tife Stock Options do not continue to be outstapébiiowing the Change in Control
or are not exchanged for or converted into optiorsurchase securities of a successor entity (“S&ssmr Options”), then, upon the
occurrence of a Change in Control, all or a portiberach Key R&D Option shall immediately vest dretome 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 iOptshall vest and become exercisable and the retaashall be forfeited;

(B) if only such Key R&D Option’s first milestoneak been reached before the date of the Changenima;at2% of the then-
unvested portion of the Key R&D Option shall vestldbecome exercisable and the remainder shallrbetéal; and (C) if such Key
R&D Option’s first and second milestones have heached before the date of the Change in Contdol4dlof the then-unvested
portion of the Key R&D Option shall vest and becoaxercisable.

3. Post-Termination Exercise Period. If St@gitions continue to be outstanding following thea@Ge in Control or are exchanged for or
converted into Successor Options, then the podfa@uch Stock Options or such Successor Optionapplicable, that is vested and
exercisable immediately following the terminatidreeployment of the holder thereof after the Chaing€ontrol shall remain exercisable
following such termination for five years from tbate of such termination (but not beyond the redetiof the term thereof) provided,
however, that, if such termination is by reasogroiss misconduct, death or retirement (as thesestare applied to awards granted under the
Plans), then those provisions of the Plan thabppdicable to a termination by reason of gross aridact, death or retirement, if any, shall
apply to such termination. If the effect of vestmgrsuant to this Section (a) would cause a Stquio® or Successor Stock Option to
terminate earlier than if such accelerated vediamnot occurred, then the term of such Stock @ggiall not expire earlier than if such
accelerated vesting had not occurred.

4. Cashout of Stock Options. If the Stock @i do not continue to be outstanding following@ange in Control and are not exchanged
for or converted into Successor Options, each matla vested and exercisable option shall beledtib receive, as soon as practicable
following the Change in Control, for each shar€ofnmon Stock subject to a vested and exercisalieo@an amount of cash determined by
the Committee prior to the Change in Control buténevent less than the excess of the Change itr@&hrice over the exercise price ther
(subject to any existing deferral elections thepffect). If the consideration to be paid in a Gipaim Control is not entirely shares of comr
stock of an acquiring or resulting corporation ritlee Committee may, prior to the Change in Conpuadvide for the cancellation of
outstanding Stock Options at the time of the Changeontrol, in whole or in part, for cash pursumthis provision or may provide for the
exchange or conversion of outstanding Stock Optatrike time of the Change in Control, in wholeéropart, and, in connection with any
such provision, may (but shall not be obligatedpmit holders of Stock Options to make such &lastrelated thereto 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 tlceurrence of a Change in Control, each unvestgidicted stock unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fultgted.

2. Vesting of Performance Share Units. Upadbcurrence of a Change in Control, each unvgmtfdrmance 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
Rata Amount.

3. Settlement of Restricted Stock Units andd?Pemance Share Units.

(i) If the Common Stock continues to be widely haidl freely tradable following the Change in Cohtmois exchanged for or
converted into securities of a successor entityahawidely held and freely tradable, then thérieed stock units and the vested
performance share units shall be paid in shar€oofmon Stock or such other securities as soonaasigaible after the date of the
Change in Control (subject to any existing defegtattions then in effect).

(i) If the Common Stock does not continue to beety held and freely tradable following the Chamg€ontrol and is not
exchanged for or converted into securities of a&asgor entity that are widely held and freely thdelathen the restricted stock units
and the vested performance share units shall lokeipaash as soon as practicable after the ddteedhange in Control (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 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 Participantfofeing the Change in Control).

2. During the Protection Period, the Plan malybe 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 expertsleee and counsel) reasonably and in good
faith incurred by a Qualifying Participant if theuglifying 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 viedatbut, 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 Qualifying Paodict.

4. This section does not apply to any incensitock option within the meaning of Section 422hef Internal Revenue Code.

5. Anything in the Plan as amended by thise8ake notwithstanding, the Company reserves tha tigmake such further changes as may
be required if and to the extent required to awaalderse consequences under the American Jobs@réati of 2004, as amended.
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(d) Definitions.
For purposes of this Schedule, the followiegrts shall have the following meanings:

1. “Change in Control” shall have the mearsegforth in the Company’s Change in Control SejanaBenefits Plan; provided, however,
that, as to any award under the Plan that consigtsferred compensation subject to Section 409%h@iCode, 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, wigispect to a share of Common Stock, the highehthe highest reported sales price,
regular way, of such share in any transaction teplasn the New York Stock Exchange Composite Tapheer national exchange on which
such shares are listed or on the Nasdaq Nationgde¥lduring the 10-day period prior to and incldthe date of a Change in Control and
(B) if the Change in Control is the result of adenor exchange offer, merger, or other, similaporate transaction, the highest price per
such share paid in such tender or exchange offergen or other, similar corporate transaction; jgted that, to the extent all or part of the
consideration paid in any such transaction consissgcurities or other non-cash considerationy#iee of such securities 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 thd&isearch and Development
Program described in the applicable Schedule t&ktlles and Regulations for the Plan, if any.

4. “Protection Period” shall mean the perieginning on the date of the Change in Control ardirgy on the second anniversary of the
date of the Change in Control.

5. "PSU Pro Rata Amount” shall mean for eaelfétmance Share Unit award, the amount deternfizadultiplying (x) and (y), where
(x) is the number of Target Shares subject to #rfoRmance Share Unit award times the Assumed Peglioce Percentage and (y) is a
fraction, the numerator of which is the number bioke and partial calendar months elapsed duringipdicable performance period
(counting any partial month as a whole month fés flurpose) and the denominator of which is thal teamber of months in the applicable
performance period. The Assumed Performance Pagershall be determined by (1) averaging the rdokisig the Award Period as follow
(A) as to any completed performance year as o€tmenge in Control, the actual rank (except thdgwfer than 90 days have elapsed sinc
completion of such performance year, the TargekRhall be used), and (B) as to any performance @ is incomplete or has not yet
begun as of the Change in Control, the Target R@kounding the average rank calculated pursteatite foregoing clause (1) to the nea
whole number using ordinary numerical rounding, é8)dusing the Final Award Percentage associatéld thhe number determined in the
foregoing clause (2). The Target Rank is the radoaiated with 100% on the chart of Final AwardcBetages.

6. “Qualifying Participants” shall mean thasdividuals who participate in the Plan (whethercasent 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 shaiteawards under the Plans granted prior to
November 24, 200¢
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Exhibit 10.7

MERCK & CO., INC.
2004 INCENTIVE STOCK PLAN

(Amended and Restated as of February 22, 2005)




MERCK & CO., INC.
2004 INCENTIVE STOCK PLAN
(Amended November 23, 2004)

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 and jioint ventures to acquire Common Stock in the gamy (“Common Stock”). It is believed
that the Plan will serve the interests of the Comypend its stockholders because it allows employ@bave a greater personal financial
interest in the Company through ownership of, erright to acquire its Common Stock, which in twili stimulate employees’ efforts on the
Company’s behalf, and maintain and strengthen thesire to remain with the Company. It is belietteat the Plan also will assist in the
recruitment of employees.

2. Administration

The Plan shall be administered by the Compgmmsand Benefits Committee of the Board of Direstof the Company (the “Committee”).
A Director of the Company may serve on the Commitirly if he or she (i) is a “Non-Employee Directtor purposes of Rule 16b-3 under
the Securities Exchange Act of 1934, as amended'Bkchange Act”), and (ii) satisfies the requirentseof an “outside directofor purpose:
of Section 162(m) of the Internal Revenue Code (@mde”). The Committee shall be responsible fa #ldministration of the Plan including,
without limitation, determining which Eligible Empfees receive Incentives, the types of Incentikieg teceive under the Plan, the numb
shares covered by Incentives granted under the Bhahthe other terms and conditions of such Ireesit Determinations by the Committee
under the Plan including, without limitation, deténations of the Eligible Employees, the form, amitoand timing of Incentives, the terms
and provisions of Incentives and the writings eunitdeg Incentives, need not be uniform and may bderslectively among Eligible
Employees who receive, or are eligible to receliweentives hereunder, whether or not such Eligihigployees are similarly situated.

The Committee shall have the responsibilitgarfistruing and interpreting the Plan, including tight to construe disputed or doubtful F
provisions, and of establishing, amending and caimsg such rules and regulations as it may deeresseay or desirable for the proper
administration of the Plan. Any decision or actiaken or to be taken by the Committee, arisingobwtr in connection with the construction,
administration, interpretation and effect of tharPand of its rules and regulations, shall, tonleeimum extent permitted by applicable law,
be within its absolute discretion (except as otleevgpecifically provided herein) and shall be fiténding and conclusive upon the
Company, all Eligible Employees and any persomulag under or through any Eligible Employee.

The Committee, as permitted by applicableedtat/, may delegate any or all of its power andhauity hereunder to the Chief Executive
Officer or such other senior member of managemgitit@ Committee deems appropriate; provided, howévat the Committee may not
delegate its authority with regard to any matteaction affecting an officer subject to Sectionaf@he Exchange Act and that no such
delegation shall be made in the case of Incentivesded to be qualified under Section 162(m) ef@ode.

For the purpose of this section and all subertisections, the Plan shall be deemed to inthidd’lan and any comparable sub-plans
established by subsidiaries which, in the aggregdia@l constitute one Plan governed by the teeh$osth herein.
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3. Eligibility

(a)Employees.Regular full-time and part-time employees emploggdhe Company, its parent, if any, or its subsidi its affiliates
and its joint ventures, including officers, whetlemot directors of the Company, and employeesjofnt venture partner or affiliate of
the Company who provide services to the joint ventith such partner or affiliate (each such person‘Employee”)shall be eligible t
participate in the Plan if designated by the Cortewri{“Eligible Employees”).

(b)Non-employeesThe term “Employee” shall not include any of th#dwing (collectively, “Excluded Persons”): a ditec who is
not an employee or an officer; a person who isxdependent contractor, or agrees or has agreetdlsite is an independent contractor;
a person who has any agreement or understandihgh@tCompany, or any of its affiliates or jointgre partners that he/she is not an
employee or an Eligible Employee, even if he/slevijously had been an employee or Eligible Emplogegeerson who is employed by a
temporary or other employment agency, regardlefiseohmount of control, supervision or training\ypded by the Company or its
affiliates; or a “leased employee” as defined urfsiection 414 (n) of the Code. An Excluded Persamisan Eligible Employee and
cannot receive Incentives even if a court, agemaytleer authority rules that he/she is a commondawployee of the Company 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 itsjoventures to terminate the employment of anyigipeint at any time, nor confer upon any
participant the right to continue in the employtled Company, its parent, its subsidiaries, itdiaféis or its joint ventures. No Eligible
Employee shall have a right to receive an Incentivany other benefit under this Plan or havingnbgranted an Incentive or other
benefit, to receive any additional Incentive oresthenefit. Neither the award of an Incentive noy benefits arising under such
Incentives shall constitute an employment contwattt the Company, its parent, its subsidiariesaffiiates or its joint ventures, and,
accordingly, this Plan and the benefits hereundsyr be terminated at any time in the sole and ekaudiscretion of the Company
without giving rise to liability on the part of tt@ompany, its parent, its subsidiaries, its at@gor its joint ventures for severance. Ex
as may be otherwise specifically stated in anyrotheployee benefit plan, policy or program, neitay Incentive under this Plan nor
any amount realized from any such Incentive shalirbated as compensation for any purposes oflatifoyian employee’s benefit under
any such plan, policy or program.

4. Term of the Plan

This Plan shall be effective as of May 1, 20flibject to the approval of the Plan by the affitiwe vote of the stockholders of the
Company entitled to vote thereon at the time ohsagproval. No Incentive shall be granted undePla@ after April 30, 2013, but the term
and exercise of Incentives granted theretofore exéend beyond that date.

5. Incentives

Incentives under the Plan may be granted ynose or a combination of (a) Incentive Stock Opsio(b) Nonqualified Stock Options,
(c) Stock Appreciation Rights, (d) Restricted St@rants, (e) Performance Shares, (f) Share Awardgg 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 number of shares of Common Stock of the Compzaty
may be issued under the Plan is 115 million. Argrek under this Plan or under the predecessortineedtock Plans that are not
purchased or awarded under an Incentive that lpasdia expired, terminated or been cancelled, mayséd for the further grant of
Incentives under the Plan. Incentives and simifeards issued by an entity that is merged into ¢in wie Company, acquired by the
Company or otherwise involved in a similar corperinsaction with the Company are not considesgaieid under this Plan. Shares
under this Plan may be delivered by the Company fte authorized but unissued shares of CommorkStofrom issued and reacquir
Common Stock held as treasury stock, or both. Ievemt shall fractional shares of Common Stocksbadd under the Plan.

(b)Limit on an Individual’s Incentives. In any calendar year, no Eligible Employee may irecé) Incentives covering more than
3 million shares of the Company’s Common Stock lisuember of shares shall be adjusted in accordaitbeSection 6(c)), or (ii) any
Incentive if such person owns more than 10 peregtite stock of the Company within the meaning e€t®n 422 of the Code, or
(iiif) any Incentive Stock Option, as defined in Bae 422 of the Code, that would result in suchsparreceiving a grant of Incentive
Stock Options for stock that would have an aggesfgt market value in excess of $100,000, deteethims of the time that the Incentive
Stock Option is granted, that would be exerciséini¢he first time by such person during any calngkar.

(c)Adjustment of Shares.In the event of a reorganization, recapitalizatiginck split, stock dividend, combination of sharaesrger,
consolidation, rights offering, spin off, split ofplit up or other event identified by the Comettthe Committee shall make such
adjustments, if any, as it may deem appropriaf@ ithe number and kind of shares authorized fewamce under the Plan, (ii) the number
and kind of shares subject to outstanding Incesti(ig) the option price of Stock Options and (itag fair market value of Stock
Appreciation Rights. Any such determination shalffimal, binding and conclusive on all parties.

7. Stock Options

The Committee may grant options qualifyindrantive Stock Options as defined in Section 42the Code, and options other than
Incentive Stock Options (“Nonqualified Options™p(lectively “Stock Options”). Such Stock Optionsafitbe subject to the following terms
and conditions and such other terms and conditsrthe Committee may prescribe:

(a)Stock Option Price.The option price per share with respect to eachkSBption shall be determined by the Committee Swatl|
not be less than 100 percent of the fair markatevaf the Common Stock on the date the Stock Ojdignanted, 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 &toc
Options shall not exceed ten years from the graoided further, however, that, in the event & tleath of an Optionee prior to the
expiration of a Nonqualified Option, such Nonquelif Option may, if the Committee so determinesgxercisable for up to eleven years
from the date of the grant. The Committee may, eqgbent to the granting of any Stock Option, extigredterm thereof, but in no event
shall the extended term exceed ten years fromrigaal grant date.

(c)Exercise of Stock Option and Payment ThereforeNo shares shall be issued until full payment ofdpton price has been made.
The option price may be paid in cash or, if the @ottree 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, ther@itee shall establish such
conditions as it deems appropriate for the useashi@on Stock to exercise a Stock Option. Stock @ptewarded under the Plan shal
exercised through such procedure or program aSohemittee may establish or define from time to timhich may include a designated
broker that must be used in exercising such Stqaio@s. The Committee may establish rules and phares to permit an optionholder
defer recognition of gain upon the exercise ofaBOption.




(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 “w¥stad, subject to paragraph
(b) of this section, exercise periods. The Committey accelerate the exercisability of any StockdDyor portion thereof.

(e)Termination of Employment. Unless determined otherwise by the Committee, dperermination of a Stock Option grantee’s
employment (for any reason other than gross misectidStock 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 exercigatdecordance with a schedule
determined by the Committee. Such Stock Optionilpges shall expire unless exercised within sugfodeof time after the date of
termination of employment as may be establishetheyCommittee, but in no event later than the etjoin date of the Stock Option.

(f) Termination Due to Misconduct. If a Stock Option grantee’s employment is terrtedafor gross misconduct, as determined by
the Company, all rights under the Stock Optionlsigdire upon the date of such termination.

(g)Limits on Incentive Stock Options. Except as may otherwise be permitted by the Canlé&ligible Employee may not receive a
grant of Incentive Stock Options for stock that Waolave an aggregate fair market value in exce$4.00,000 (or such other amount as
the Internal Revenue Service may decide from tirtinie), determined as of the time that the Ineen8tock Option is granted, that
would be exercisable for the first time by suchsperduring any calendar year.

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 combinatiovith an underlying Stock Option granted hereun8ech Stock Appreciation Right shall
be subject to the following terms and conditiond anch other terms and conditions as the Commiteeprescribe:

(a)Time and Period of Grant. If a Stock Appreciation Right is granted with resipi® an underlying Stock Option, it may be granted
at the time of the Stock Option grant or at anyetitmereafter but prior to the expiration of thecBt@ption grant. If a Stock Appreciation
Right is granted with respect to an underlying BtOption, at the time the Stock Appreciation Righgranted the Committee may limit
the exercise period for such Stock AppreciationhRigefore and after which period no Stock AppraiaRight shall attach to the
underlying Stock Option. In no event shall the eig& period for a Stock Appreciation Right grantéth respect to an underlying Stock
Option exceed the exercise period for such Stodiko@plf a Stock Appreciation Right is granted vath an underlying Stock Option, the
period for exercise of the Stock Appreciation Righall be set by the Committee.

(b)Value of Stock Appreciation Right.If a Stock Appreciation Right is granted with resfp® an underlying Stock Option, the
grantee will be entitled to surrender the Stocki@ptvhich is then exercisable and receive in exgbaherefor an amount equal to the
excess of the fair market value of the Common Stotkhe date the election to surrender is recdyetthe Company in accordance with
exercise procedures established by the CompanytiseeStock Option price (the “Spreadiiultiplied by the number of shares coverec
the Stock Option which is surrendered. If a Stogipreciation Right is granted without an underlyBtgck Option, the grantee will
receive upon exercise of the Stock AppreciatiorhRan amount equal to the excess of the fair maskiee of the Common Stock on the
date the election to surrender such Stock Appriecidight is received by the Company in accordamitle exercise procedures
established by the Company over the fair marketesaf the Common Stock on the date of grant migipby the number of shares
covered by the grant of the Stock Appreciation Rifjotwithstanding the foregoing, in its sole dittwn the Committee at the time it
grants a Stock Appreciation Right may provide thatSpread covered by such Stock Appreciation Right not exceed a specified
amount.




(c)Payment of Stock Appreciation Right.Payment of a Stock Appreciation Right shall behie form of shares of Common Stock,
cash or any combination of shares and cash. The ddpayment upon exercise of such a right shatlétermined by the Committee
either at the time of grant of the Stock AppreocatRight or at the time of exercise of the Stoclpfggiation Right.

9. Performance Share Awards

The Committee may grant awards under whichrgay may be made in shares of Common Stock, cashyotombination 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 certaidgjestablished by the Committee (“Performance SAarards”). Such Performance
Share Awards shall be subject to the following ®and conditions and such other terms and condiisrthe Committee may prescribe:

(a)Award Period and Performance GoalsThe Committee shall determine and include in ad?eréince Share Award grant the
period of time for which a Performance Share Awianthade (“Award Period”). The Committee also skealiablish performance
objectives (“Performance Goals”) to be met by tlwenPany, its parent, subsidiary, division, affiliamiejoint venture of the Company
during the Award Period as a condition to payméihe Performance Share Award. The Performances3uoal include share price, pre-
tax profits, earnings per share, return on stoakdrs! equity, return on assets, sales, net incana@y combination of the foregoing or,
solely for an Award not intended to constitute fpemance-based compensation” under Section 162{mmedCode, any other financial
or other measurement established by the CommiftezPerformance Goals may include minimum and aptinabjectives or a single ¢
of objectives.

(b)Payment of Performance Share AwardsThe Committee shall establish the method of catimgahe amount of payment to be
made under a Performance Share Award if the PedlocerGoals are met, including the fixing of a maximpayment. The Performance
Share Award shall be expressed in terms of shdr@smmon Stock and referred to as “Performance &fiaAfter the completion of an
Award Period, the performance of the Company,atept, subsidiary, division, affiliate or joint vemne of the Company shall be
measured against the Performance Goals, and theniem shall determine, in accordance with the seofrsuch Performance Share
Award, whether all, none or any portion of a Parfance Share Award shall be paid. The Committeis idiscretion, may elect to make
payment in shares of Common Stock, cash or a catibmof shares and cash. Any cash payment shéldbed on the fair market value
of Performance Shares on or as soon as practipableto, the date of payment. The Committee magldish rules and procedures to
permit a grantee to defer recognition of incomeruti@ attainment of a Performance Share Award.

(c)Revision of Performance GoalsAs to any Award not intended to constitute “perfamoe-based compensation” under Section 16:
(m) of the Code, at any time prior to the end oPavard Period, the Committee may revise the Peréomce Goals and the computatior
payment if unforeseen events occur which have stanbal effect on the performance of the Compésyparent, subsidiary, division,
affiliate or joint venture of the Company and whiahthe judgment of the Committee, make the apgiti; of the Performance Goals
unfair unless a revision is made.

(d)Requirement of Employment.A grantee of a Performance Share Award must reiahme employ of the Company, its parent,
subsidiary, affiliate or joint venture until therapletion of the Award Period in order to be entitte payment under the Performance
Share Award; provided that the Committee may,drdiscretion, provide for a full or partial paymevttere 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
dividends declared on the Common Stock during tval Period, and which would have been paid witipeet to Performance Shares
had they been owned by a grantee, be (i) paidegtantee, or (i) accumulated for the benefithef grantee and used to increase the
number of Performance Shares of the grantee.




(f) Limit on Performance Share Awards.Incentives granted as Performance Share Awards tindesection, Restricted Stock Gre
under Section 10 and Other Share Based Awards Saizion 11 shall not exceed, in the aggregateilldn shares of Common Stock
(such number of shares shall be adjusted in aconoedaith Section 6(c)).

10. Restricted Stock Grants

The Committee may award shares of Common Stek Eligible Employee, which shares shall bgestilio the following terms and
conditions and such other terms and conditionB@€bmmittee may prescribe (“Restricted Stock Gyant

(a)Requirement of Employment.A grantee of a Restricted Stock Grant must remmathé employment of the Company during a
period designated by the Committee (“Restrictiorid®¥) in order to retain the shares under the Retst Stock Grant. If the grantee
leaves the employment of the Company prior to ticead the Restriction Period, the Restricted StGcant shall terminate and the shares
of Common Stock shall be returned immediately so@ompany provided that the Committee may, atithe of the grant, provide for t
employment restriction to lapse with respect tmdipn or portions of the Restricted Stock Grandifferent times during the Restriction
Period. The Committee may, in its discretion, gdemvide for such complete or partial exceptionth®wemployment restriction 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 shafr€&ommon Stock. Each certificate for shares aihB@mn Stock issued hereunder shall
contain a legend giving appropriate notice of #hernictions in the grant.

(c)Escrow Agreement.The Committee may require the grantee to enterdantescrow agreement providing that the certifate
representing the Restricted Stock Grant will remiaithe physical custody of an escrow holder wadtitestrictions are removed or expire.

(d)Lapse of Restrictions.All restrictions imposed under the Restricted StGeknt shall lapse upon the expiration of the Retg&in
Period if the conditions as to employment set fattbve have been met. The grantee shall then likeénid have the legend removed
from the certificates. The Committee may estahlisés and procedures to permit a grantee to detegnition of income upon the
expiration of the Restriction Period.

(e)Dividends. The Committee shall, in its discretion, at the tiofiehe Restricted Stock Grant, provide that arwdg#inds declared on
the Common Stock during the Restriction Periodlgitiier be (i) paid to the grantee, or (ii) acclaed for the benefit of the grantee :
paid to the grantee only after the expiration ef Restriction 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 1p2frthe Code. Any such Restricted Stock Grantgtesdied to be “performance-based
compensation” shall be conditioned on the achievermgone or more Performance Goals (as definedkiction 9(a)), to the extent
required by Section 162(m).

(g)Limit on Restricted Stock Grant. Incentives granted as Restricted Stock Grants uthiesection, Performance Share Awards
under Section 9 and Other Share Based Awards 8&t#ion 11 shall not exceed, in the aggregate,illdmshares of Common Stock
(such number of shares shall be adjusted in acooedaith Section 6(c)).
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11. Other Share-Based Awards

The Committee may grant an award of shareswimon stock (a “Share Award”) to any Eligible Eopyde on such terms and conditions
as the Committee may determine in its sole dismmetshare Awards may be made as additional compendar services rendered by the
Eligible Employee or may be in lieu of cash or otbempensation to which the Eligible Employee istlad from the Company. Incentives
granted as Share Based Awards under this sectiofgrfhance Share Awards under Section 9 and Restr#tock Grants under Section 10
shall not exceed, in the aggregate, 12 millionashaf Common Stock (such number of shares shatpested in accordance with Section 6

(€)).
12. Transferability

Each Incentive Stock Option granted undeRtaa shall not be transferable other than by withe laws of descent and distribution; each
other Incentive granted under the Plan will notrbasferable or assignable by the recipient, ang moabe made subject to execution,
attachment or similar procedures, other than biaxithe laws of descent and distribution or agdained 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, magpgictules permitting the transfer, solely as gifising the grantee’s lifetime, of Stock
Options (other than Incentive Stock Options) to rhera of a grantes'immediate family or to trusts, family partnershgy similar entities fc
the benefit of such immediate family members. s purpose, immediate family member means thetgessspouse, parent, child,
stepchild, grandchild and the spouses of such famdmbers. The terms of a Stock Option shall b& fininding and conclusive upon the
beneficiaries, executors, administrators, heirssamtessors of the grantee.

13. Discontinuance or Amendment of the Plar

The Board of Directors may discontinue thenRiaany time and may from time to time amend wvisgethe terms of the Plan as permitted
by applicable statutes, except that it may nothetit the consent of the grantees affected, revoledtar, in a manner unfavorable to the
grantees of any Incentives hereunder, any Incentiven outstanding, nor may the Board amend thewithout stockholder approval where
the absence of such approval would cause the @il to comply with Rule 16b-3 under the Exchadgs, or any other requirement of
applicable law or regulation. Unless approved ley@ompany’s stockholders or as otherwise spedyigabvided under this Plan, no
adjustments or reduction of the exercise pricengf@utstanding Incentives shall be made in the eoka decline in stock price, either by
reducing the exercise price of outstanding Incestior through cancellation of outstanding Incestiveconnection with regranting of
Incentives at a lower price to the same individual.

14. No Limitation on Compensation

Nothing in the Plan shall be construed totithé right of the Company to establish other plan® 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 (ilirwt, impair or otherwise affect the Company’shigr power to make adjustments,
reclassifications, reorganizations or changessofaipital or business structure, or to merge osa@latate, or dissolve, liquidate, sell or tran:
all or any part of its business or assets, oefgept as provided in Section 13, to limit the tighpower of the Company, its parent, or any
subsidiary, affiliate or joint venture to take aamtion which such entity deems to be necessarpmoariate.
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16. Withholding Taxes

The Company shall be entitled to deduct fram payment under the Plan, regardless of the fdrauch payment, the amount of all
applicable income and employment taxes requireldiyto be withheld with respect to such paymennay require the Eligible Employee to
pay to it such tax prior to and as a conditionhaf tnaking of such payment. In accordance with apjieable administrative guidelines it
establishes, the Committee may allow an Eligibleptayee to pay the amount of taxes required by atvet withheld from an Incentive by
withholding from any payment of Common Stock du@assult of such Incentive, or by permitting tHigisle Employee to deliver to the
Company, shares of Common Stock having a fair ntadee, as determined by the Committee, equdi¢atnount of such required
withholding taxes.

17. Compliance with Section 1€

With respect to Eligible Employees subjecBextion 16 of the Exchange Act (“Section 16 Off&rtransactions under the Plan are
intended to comply with all applicable conditiorfRule 16b-3 or its successor under the ExchandeTActhe extent that compliance with
any Plan provision applicable solely to the SecfiérOfficers is not required in order to bring ansaction by such Section 16 Officer into
compliance with Rule 16b-3, it shall be deemed antl void as to such transaction, to the extemhiped by law and deemed advisable by
the Committee and its delegees. To the extent emyigion of the Plan or action by the Plan admaigtrs involving such Section 16 Officers
is deemed not to comply with an applicable conditié Rule 16b-3, it shall be deemed null and vaidasuch Section 16 Officers, to the
extent permitted by law and deemed advisable byPtae administrators.

18. Use of Proceed

The proceeds received by the Company fronsdife of stock under the Plan shall be added tgé¢heral funds of the Company and shall
be used for such corporate purposes as the Bo@eaxftors shall direct.

19. Governing Law

The Plan, and all agreements hereunder, bbabnstrued in accordance with and governed blathe 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 notwitireding, the Plan administrators may (i) offset Brgentive by amounts reasonably believe
be owed to the Company by the grantee and (ii)ldisan Incentive to be exercised or otherwise pégauring 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 Optiongdud the occurrence of a Change in Control, eactkSdption which is
outstanding immediately prior to the Change in @anbther than the Key R&D Options, shall immedlatbecome fully vested 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 Optilballscontinue to be
subject to the performance-based vesting schegplécable thereto immediately prior to the Chang€ontrol.

(il) Notwithstanding Section 21(a)(2)(i), if thedgk Options do not continue to be outstanding failg the Change in
Control or are not exchanged for or converted agiions to purchase securities of a successoydlfiiticcessor Options”),
then, upon the occurrence of a Change in Contilady @ portion of each Key R&D Option shall immattly vest and
become exercisable




in the following percentages: (A) if such Key R&ptibn’s first milestone has not been reached befoealate of the
Change in Control, 14% of the then-unvested pontiothe KeyR&D Option shall vest and become exaitulis and the
remainder shall be forfeited; (B) if only such KRgD Option’s first milestone has been reached kefbe date of the
Change in Control, 42% of the then-unvested pontiothe Key R&D Option shall vest and become e)satoie and the
remainder shall be forfeited; and (C) if such Ke&OROption'’s first and second milestones have been reachedetibe dat
of the Change in Control, 100% of the then-unveptation of the Key R&D Option shall vest and be&oexercisable.

3. Post-Termination Exercise Period. If Stock Opgigontinue to be outstanding following the Chaing@ontrol or are exchanged
for or converted into Successor Options, then thrign of such Stock Options or such Successorddgtias applicable, that is ves
and exercisable immediately following the termioatof employment of the holder thereof after the@e in Control shall remain
exercisable following such termination for five ygerom the date of such termination (but not belythe remainder of the term
thereof) provided, however, that, if such termioatis by reason of gross misconduct, death oreratint (as these terms are applied
to awards granted under the Plan), then those gioma of the Plan that are applicable to a terranaiy reason of gross misconduct,
death or retirement shall apply to such termination

4. Cashout of Stock Options. If the Stock Optioasdt continue to be outstanding following the Gieim Control and are not
exchanged for or converted into Successor Optieash holder of a vested and exercisable optior sbadntitled to receive, as soon
as practicable following the Change in Control,dach share of Common Stock subject to a veste@xardisable option, an amot
of cash determined by the Committee prior to thar@je in Control but in no event less than the exoéthe Change in Control Pr
over the exercise price thereof (subject to angtang deferral elections then in effect). If thensmeration to be paid in a Change in
Control is not entirely shares of common stockrohaquiring or resulting corporation, then the Cattea may, prior to the Change
in Control, provide for the cancellation of outslary Stock Options at the time of the Change int@dn whole or in part for cash
pursuant to this Section 21(a)(4) or may providetlie@ exchange or conversion of outstanding Stoa#o@s at the time of the
Change in Control in whole or in part, and, in cection with any such provision, may (but shall betobligated to) permit holders
Stock Options to make such elections related thexgett 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 céstristock unit award which is
outstanding immediately prior to the Change in @aninder the Plan shall immediately become fultgted.

2. Vesting of Performance Share Units. Upon thaeioence of a Change in Control, each unvested pedioce share unit award
which is outstanding immediately prior to the Chaimg Control under the Plan shall immediately beeamasted in an 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 hetdl freely tradable following the Change in Cohtrois exchanged for
or converted into securities of a successor etitdy are widely held and freely tradable, thenrttstricted stock units and t
vested performance share units shall be paid ireshef Common Stock or such other securities as as@racticable after
the date of the Change in Control (subject to atistiag deferral elections then in effect).

(i) If the Common Stock does not continue to bdely held and freely tradable following the Chaimg€ontrol and is not
exchanged for or converted into securities of @sssor entity that are widely held and freely ttaelathen the restricted
stock units and the vested performance share simitis be paid in cash as soon as practicable taetate of the Change in
Control (subject to any existing deferral electitimsn in effect).
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(c) Other Provisions.

1. Except to the extent required by applicable fmwthe entirety of the Protection Period, the enial terms of the Plan shall not be
modified in any manner that is materially adverséhe Qualifying Participants (it being understabat this Section 21(c) shall not
require that any specific type or levels of eqaityards be granted to Qualifying Participants follaythe Change 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 relatgubnses (including the costs of experts, evidandecounsel) reasonably and in
good faith incurred by a Qualifying Participanthe Qualifying Participant prevails on his or hkim for relief in an action (x) by
the Qualifying Participant claiming that the prdweiss of Section 21(c)(1) or 21(c)(2) of the Plawédndeen violated (but, for
avoidance of doubt, excluding claims for plan b&sef the ordinary course) and (y) if applicalidg,the Company or the Qualifying
Participant’s employer to enforce post-terminatorenants against the Qualifying Participant.

(d) Definitions. For purposes of this Section 21, the following tesshall 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 Plarcthaists of deferred compensation subject to Sedd®A of the Code, the
definition of “Change in Control” shall be deemeddified to the extent necessary to comply with Bact09A 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 tepasn the New York Stock Exchange Composite Tajeleer national exchange
on which such shares are listed or on the Nasdéigidd Market during the teday period prior to and including the date of a 1ije
in Control and (B) if the Change in Control is tiesult of a tender or exchange offer, merger, betsimilar corporate transaction,
the highest price per such share paid in such tesrdexchange offer, merger or other, similar coap® transaction; provided that, to
the extent all or part of the consideration paidiily such transaction consists of securities cgratbncash consideration, the valu
such securities or other noncash consideratior lsbaletermined by the Committee.

3. “Key R&D Options” shall mean those performaneesdd options granted to employees under the KegaResand Development
Program described in the applicable Schedule t&Rtiles 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 Bjpiying (x) and (y),
where (x) is the number of Target Shares subjettitdd’erformance Share Unit award times the AssuPeeilrmance Percentage
and (y) is a fraction, the numerator of which is tumber of whole and partial calendar months eldsiring the applicable
performance period (counting any partial month agale month for this purpose) and the denominatavhich is the total number
of months in the applicable performance period. Aksumed Performance Percentage shall be determin€ld averaging the ranks
during the Award Period as follows: (A) as to amynpleted performance year as of the Change in Glptiie actual rank (except
that, if fewer than 90 days have elapsed sincedhgpletion of such performance year, the TargekR&all be used), and (B) as to
any performance year that is incomplete or hayebbegun as of the Change in Control, the TargetkiR(2) rounding the average
rank calculated pursuant to the foregoing clauyéo(the nearest whole number using ordinary nuraérounding, and (3) using the
Final Award Percentage associated with the numétrahined in the foregoing clause (2). The TargetkRs the rank associated
with 100% on the chart of Final Award Percentages.
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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.

(e) Application. This Section 21 shall apply to Stock Options, fetd stock unit awards and performance shareawairds granted
after November 23, 2004. (NOTE: For incentives tgdrbefore November 23, 2004, see Merck Changentr@l schedule.)
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Merck Change in Control
(a) Options.

1. Vesting of Options Other Than Key R&D Optiongdud the occurrence of a Change in Control, eactkSdption 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, upowe thccurrence of a Change in Control, each Key R&idd shall continue to
be subject to the performance-based vesting scheghplicable thereto immediately prior to the ChaimgControl.

(i) Notwithstanding (a)(2)(i) of this Schedule tife Stock Options do not continue to be outstapébtiowing the Change in
Control or are not exchanged for or converted aptions to purchase securities of a successoydHfiiticcessor Options”),
then, upon the occurrence of a Change in Contliady @ portion of each Key R&D Option shall immatély vest and
become exercisable in the following percentage}if(duch Key R&D Option’s first milestone has rimden reached before
the date of the Change in Control, 14% of the thewested portion of the Key R&D Option shall vestldbecome
exercisable and the remainder shall be forfeitBiljf(only such Key R&D Option’s first milestone sidbeen reached before
the date of the Change in Control, 42% of the thewvested portion of the Key R&D Option shall vestldbecome
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 Cont@ddlof the then-unvested portion of the Key R&D iOptshall vest and
become exercisable.

3. Post-Termination Exercise Period. If Stock Opgigontinue to be outstanding following the Chaing@ontrol or are exchanged
for or converted into Successor Options, then théign of such Stock Options or such Successorddptias applicable, that is ves
and exercisable immediately following the termioatof employment of the holder thereof after the@e in Control shall remain
exercisable following such termination for five yerom the date of such termination (but not belytite remainder of the term
thereof) provided, however, that, if such termioatis by reason of gross misconduct, death oreratint (as these terms are applied
to awards granted under the Plans), then thosegiwos of the Plan that are applicable to a tertivneby reason of gross
misconduct, death or retirement, if any, shall ggplsuch termination. If the effect of vesting gwaint to this Section (a) would ca
a Stock Option or Successor Stock Option to tertaiearlier than if such accelerated vesting hadootirred, then the term of such
Stock Option shall not expire earlier than if sacicelerated vesting had not occurred.

4. Cashout of Stock Options. If the Stock Optioashdt continue to be outstanding following the Gfmim Control and are not
exchanged for or converted into Successor Optieach holder of a vested and exercisable optiot sbadntitled to receive, as soon
as practicable following the Change in Control,dach share of Common Stock subject to a veste@xadisable option, an amot
of cash determined by the Committee prior to thar@je in Control but in no event less than the exoéthe Change in Control Pr
over the exercise price thereof (subject to angtag deferral elections then in effect). If thenswleration to be paid in a Change in
Control is not entirely shares of common stockrohaquiring or resulting corporation, then the Cattea may, prior to the Change
in Control, provide for the cancellation of outddary Stock Options at the time of the Change int@bnin whole or in part, for cash
pursuant to this provision or may provide for tixeleange or conversion of outstanding Stock Optadrtee time of the Change in
Control, in whole or in part, and, in connectiorttwany such provision, may (but shall not be oligao) permit holders of Stock
Options to make such elections related theretbadetérmines are appropriate.

5. Incentive Stock Options Not Amended. This Sectioes not apply to any incentive stock option imithe meaning of Section 4
of the Internal Revenue Code.
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(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 fultgted.

2. Vesting of Performance Share Units. Upon theioeoice of a Change in Control, each unvested pedioce share unit award
which is outstanding immediately prior to the Chaung Control under the Plan shall immediately beeamsted in an amount equal
to the PSU Pro Rata Amount.

3. Settlement of Restricted Stock Units and Peréorce Share Units.

(i) If the Common Stock continues to be widely hafdl freely tradable following the Change in Cohtois exchanged for
or converted into securities of a successor etitdy are widely held and freely tradable, thenrtrsdricted stock units and t
vested performance share units shall be paid irestef Common Stock or such other securities as as@racticable after
the date of the Change in Control (subject to atistiag deferral elections then in effect).

(i) If the Common Stock does not continue to beety held and freely tradable following the Chamg€ontrol and is not
exchanged for or converted into securities of @sssor entity that are widely held and freely ttaelathen the restricted
stock units and the vested performance share simitis be paid in cash as soon as practicable tatetate of the Change in
Control (subject to any existing deferral electitimsn in effect).

(c) Other Provisions.

1. Except to the extent required by applicable fmwthe entirety of the Protection Period, the enial 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 typlewels of equity awards be granted to Qualifyiragticipants following the Change
in Control).

2. During the Protection Period, the Plan may moalmended or modified to reduce or eliminate tlo¢ggtions set forth in Section (c)
(1) of this Schedule and may not be terminated.

3. The Company shall pay all legal fees and relaigznses (including the costs of experts, evidandecounsel) reasonably and in
good faith incurred by a Qualifying Participanthie Qualifying Participant prevails on his or hkim for relief in an action (x) by
the Qualifying Participant claiming that the praweiss of Section (c)(1) or (c)(2) of this Scheduseré been violated (but, for
avoidance of doubt, excluding claims for Plan bi#séf the ordinary course) and (y) if applicatidg,the Company or the Qualifying
Participant’s employer to enforce post-terminatorenants against the Qualifying Participant.

4. This section does not apply to any incentivelstaption within the meaning of Section 422 of thernal Revenue Code.

5. Anything in the Plan as amended by this Schedoteithstanding, the Company reserves the rigihtaie such further changes as
may be required if and to the extent required michadverse consequences under the American Jelasi@r Act of 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 Plarcthaists of deferred compensation subject to Sedd®A of the Code, the
definition of “Change in Control” shall be deemeddified to the extent necessary to comply with Bact09A 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 teplasn the New York Stock
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Exchange Composite Tape or other national exchangehich such shares are listed or on the Nasd#iqridd Market during the 10-
day period prior to and including the date of a @ein Control and (B) if the Change in Contrathie result of a tender or exchange
offer, merger, or other, similar corporate transagtthe highest price per such share paid in sertier or exchange offer, merger or
other, similar corporate transaction; provided thathe extent all or part of the consideratioidpa any such transaction consists of
securities or other non-cash consideration, theevaf such securities or other non-cash consiaeratiall be determined by the
Committee.

3. “Key R&D Options” shall mean those performanessdd options granted to employees under the KegdResand Development
Program described in the applicable Schedule t&ktlles and Regulations for the Plan, if any.

4. “Protection Period” shall mean the period bemgigron 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 Bijpiying (x) and (y),
where (x) is the number of Target Shares subjetitead®erformance Share Unit award times the AssuPeeibrmance Percentage
and (y) is a fraction, the numerator of which is ttumber of whole and partial calendar months elhpsiring the applicable
performance period (counting any partial month agale month for this purpose) and the denominatavhich is the total number
of months in the applicable performance period. Akeumed Performance Percentage shall be determin€ averaging the ranks
during the Award Period as follows: (A) as to amynpleted performance year as of the Change in Glottie actual rank (except
that, if fewer than 90 days have elapsed sincedhgpletion of such performance year, the TargekR&all be used), and (B) as to
any performance year that is incomplete or hayebbegun as of the Change in Control, the TargetkiR(2) rounding the average
rank calculated pursuant to the foregoing clauy¢o(the nearest whole number using ordinary nutaérounding, and (3) using the
Final Award Percentage associated with the numétrihined in the foregoing clause (2). The TargetkRs the rank associated
with 100% on the chart of Final Award Percentages.

6. “Qualifying Participants” shall mean those iridivals who participate in the Plan (whether asentror former employees) as of
immediately prior to the Change in Control.

(e) Application. This Schedule shall apply to Stock Options, retgdcstock unit awards and performance share urgtdgswnder the
Plans granted prior to November 24, 2004.
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MERCK & CO., INC.
PLAN FOR DEFERRED PAYMENT OF
DIRECTORS’ COMPENSATION

PURPOSE

To provide an arrangement under which direatbderck & Co., Inc. other than current employessy (i) elect to voluntarily defer
payment of annual retainers and Board and comnrittsgting fees until after termination of their seevas a director, and (i) value
compensation mandatorily deferred on their bel

ELECTION OF DEFERRAL, MEASUREMENT METHODS AND DISTR IBUTION SCHEDULE

A.

1.

Election of Voluntary Deferral Amout

Prior to December 28 of each year, each directeniigled to make an irrevocable election to defail termination of service as a
director receipt of payment of (a) 50% or 100%h&f Board retainer for the 12 months beginning Apoif the next calendar year,
(b) 50% or 100% of the Committee Chairperson retafar the 12 months beginning April 1 of the neatendar year, (c) 50% or 10(
of the Audit Committee member retainer for the 1@nths beginning April 1 of the next calendar yezat &d) 50% or 100% of the
Board and committee meeting fees for the 12 madmdiggnning April 1 of the next calendar ye

Prior to commencement of duties as a directorrectir newly elected or appointed to the Boardrdpd calendar year must make the
election under this paragraph for the portion efWoluntary Deferral Amount applicable to such diog’s first year of service (or part
thereof).

The Voluntary Deferral Amount shall be creditedakws: (1) Board and committee meeting fees tratdeferred are credited on the
last business day of each calendar quarter; (BgiBoard retainer, Committee Chairperson retanefor Audit Committee member
retainer are deferred, a pro-rata share of themefeetainer is credited on the last businessodl@ach calendar quarter. The dates the
Voluntary Deferral Amount, or parts thereof, aredited to the director’s deferred account are heftgr referred to as the Voluntary
Deferral Dates

Mandatory Deferral Amour

On the Friday following the Company’s Annual Meetiof Stockholders (such Friday hereinafter refetoeds the “Mandatory
Deferral Date”), each director will be credited lwdgn amount equivalent to ottgrd of the annual cash retainer for the 12 mgtioc
beginning on the April 1 preceding the Annual Megt{the “Mandatory Deferral Amount”). The Mandat@gferral Amount will be
measured by the Merck Common Stock accc

A director newly elected or appointed to the Badfitdr the Mandatory Deferral Date will be crediteith a pro rata portion of the
Mandatory Deferral Amour




applicable to such director’s first year ef\dce (or part thereof). Such pro rata portionlidte credited to the director’s account on the
first day of such direct’s service

. Election of Measurement Meth

Each such annual election referred to iniSeck shall include an election as to the measurdmthod or methods by which the
value of amounts deferred will be measured in ataace with Article 111, below. The available measment methods are set forth on
Schedule A heretc

Election of Distribution Schedu

Each annual election referred to in ArtidleSection A shall also include an election to reegpayment following termination of
service as a director of all Voluntary Deferral Aun¢s and Mandatory Deferral Amounts in a lump sitimree immediately or one year
after such termination, or in quarterly or annuatallments over five, ten or fifteen yee

VALUATION OF DEFERRED AMOUNTS

A. Common Stocl

1.

Initial Crediting . The annual Mandatory Deferral Amount shall bedusedetermine the number of full and partial seareMerck
Common Stock which such amount would purchaseeatltising price of the Common Stock on the New Y$idck Exchange on the
Mandatory Deferral Dat¢

That portion of the Voluntary Deferral Amouwailbcated to Merck Common Stock shall be useceterthine the number of full and
partial shares of Merck Common Stock which suchwamavould purchase at the closing price of the Comi®8tock on the New York
Stock Exchange on the applicable Voluntary Defdbate.

However, should it be determined by the Cottamion Corporate Governance of the Board of Darsdhat a measurement of Merck
Common Stock on any Mandatory or Voluntary DefeDrate would not constitute fair market value, thise Committee shall decide
on which date fair market value shall be determingidg the valuation method set forth in this Aditll, Section A.1.

At no time during the deferral period will any skaiof Merck Common Stock be purchased or earmddtexlich deferred amounts |
will any rights of a shareholder exist with respecsuch amount:

Dividends.Each directors account will be credited with the additional nenbf full and partial shares of Merck Common Stadkch

would have been purchasable with the dividendshamnes previously credited to the account at theirgpprice of the Common Stock
on the New York Stock Exchange on the date eaddetid was paic
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3. Distributions.Distribution from the Merck Common Stock accounli Wwé valued at the closing price of Merck Commaac® on the
New York Stock Exchange on the distribution d

B. Mutual Funds

1. Initial Crediting. The amount allocated to each Mutual Fund shalldsel io determine the full and partial Mutual Fuhdres which
such amount would purchase at the closing net aafig of the Mutual Fund shares on the Mandatoyaduntary Deferral Date,
whichever is applicable. The direc’'s account will be credited with the number of falid partial Mutual Fund shares so determi

At no time during the deferral period willyaMutual Fund shares be purchased or earmarkeslfdr deferred amounts nor will any
rights of a shareholder exist with respect to sutlounts

2. Dividends.Each director’s account will be credited with tleldional number of full and partial Mutual Fundasbs which would have
been purchasable, at the closing net asset valie dflutual Fund shares as of the date each digdidepaid on the Mutual Fund
shares, with the dividends which would have beéd pa the number of shares previously creditedutthsaccount (including pro rata
dividends on any partial share

3. Distributions.Mutual Fund distributions will be valued based be tlosing net asset value of the Mutual Fund shamethe
distribution date

C. Adjustments

In the event of a reorganization, recapitdlan, stock split, stock dividend, combinatiorsbfires, merger, consolidation, rights
offering or any other change in the corporate $tmecor shares of the Company or a Mutual Fundntimber and kind of shares or
units of such investment measurement method availaidler this Plan and credited to each direcaetount shall be adjusted
accordingly.

IV. REDESIGNATION WITHIN A DEFERRAL ACCOUNT

A. Genera

A director may request a change in the messent methods used to value all or a portion dhhisaccount other than Merck
Common StockAmounts deferred using the Merck Common Stock methd and any earnings attributable to such deferrals ray
not be redesignatedThe change will be effective on (i) the day whea tedesignation request is received pursuant torésinative
guidelines established by the Human Resources €imlgbervices area of the Treasury department,igedvthe request is received
prior to the close of the New York Stock Exchangesach day or (ii) the next following business dfaie request is received when
the New York Stock Exchange is clos




B. When Redesignation May Occ

1. During Active Servic. There is no limit on the number of times a dioeechay redesignate the portion of his/her defea@mbunt
permitted to be redesignated. Each such requelstbghiarevocable and can be designated in wholegrg¢ages or as a dollar amot

2. After Death. Following the death of a director, the legal esgemtative or beneficiary of such director may sagleate subject to the
same rules as for active directors set forth inchetlV, Section B.1

C. Valuation of Amounts to be Redesigna

The portion of the director's account to bdesignated will be valued at its cash equivaladtsuch cash equivalent will be converted
into shares or units of the other measurement métha~or purposes of such redesignations, the @gsivalent of the value of the
Mutual Fund shares shall be the closing net asgdaewf such Mutual Fund on (i) the day when thiesggnation request is received
pursuant to administrative guidelines establishethe Human Resources Financial Services areaeoftbasury department, provided
the request is received prior to the close of thavYork Stock Exchange on such day or (ii) the relkowing business day if the
request is received when the New York Stock Exchasglosed

V. PAYMENT OF DEFERRED AMOUNTS

A. Paymen
All payments to directors of amounts defeméltibe in cash in accordance with the distribntechedule elected by the director
pursuant to Article Il, Section D. Distributionsadhbe pro rata by measurement method. Distribgtiimall be valued on the fifteenth
day of the distribution month (or, if such day & a business day, the next business day) andagadon thereafter as possil

B. Changes to Distribution Schedule Prior to Termira

Upon the request of a director made at ang tluring the calendar year immediately precediegctlendar year in which service as a
director is expected to terminate, the Committe€orporate Governance of the Board of Directors {bommittee”), in its sole
discretion, may authorize: (a) an extension ofyapnt period beyond that originally elected by divector not to exceed that
otherwise allowable under Article Il, Section Ddéor (b) a payment frequency different from thagjimally elected by the director.
Such request may not be made with regard to amalaftsred after December 31, 1990 using the Memki@on Stock method and
any earnings attributable to such deferrals. Dafeinto Merck Common Stock made after Decembefl 820 and any earnings
thereon may only be distributed in accordance wighschedule elected by the director under Articl8ection D or determined by the
Committee on Corporate Governance under Article




VI.

C. Pos-Termination Changes to Distribution Sched

Following termination of service as a directach director may make one request for a fuglkansion of the period for distribution
of his/her deferred compensation. Such request beustceived by the Committee on Corporate Govesanior to the first
distribution to the participant under his/her poasly elected distribution schedule. Any revisestribhution schedule may not exceed
the deferral period otherwise allowable under Aetit, Section C. This request may be granted andvapayment schedule
determined in the sole discretion of the CommitieeéCorporate Governanc

Such request may not be made with regardntmuats deferred after December 31, 1990 using tbeelMCommon Stock Method and
to any earnings attributable to such deferrals. fatiyed director who is not subject to U.S. incaiane may petition the Committee on
Corporate Governance to change payment frequemayding a lump sum distribution, and the CommitteeCorporate Governance
may grant such petition if, in its discretion, dnsiders there to be reasonable justification foer®eferrals into Merck Common
Stock made after December 30, 1990 and any earthiergson may only be distributed in accordance wighschedule elected by the
director under Article Il, Section D or determinggithe Committee on Corporate Governance undeclanil.

. Forfeitures

A director’s deferred amount attributabldrte Mandatory Deferral Amount and earnings theistall be forfeited upon his or her
removal as a director or upon a determination kyGbmmittee on Corporate Governance in its solereli®on, that a director ha

(i) joined the Board of, managed, operated, participate material way in, entered employment withfaened consulting (or an
other) services for, or otherwise been connectethjnmaterial manner with a company, corporatiotemrise, firm, limited
partnership, partnership, person, sole proprietprshany other business entity determined by tbm@ittee on Corporate
Governance in its sole discretion to be competitvith the business of the Company, its subsidiasiass affiliates (a
“Competito”);

(ii) directly or indirectly acquired an equity intere$five (5) percent or greater in a Competitor

(i) disclosed any material trade secrets or other mhtamfidential information, including customestk, relating to the Company or
to the business of the Company to others, includi@pmpetitor

DESIGNATION OF BENEFICIARY

In the event of the death of a director, thieded amount at the date of death shall be patlledast named beneficiary or beneficiaries
designated by the director, or, if no beneficiaag been designated, to the dire’s legal representative, in one or m
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installments as the Committee on Corporate Govemanits sole discretion may determi
VIl. PLAN AMENDMENT OR TERMINATION

The Committee on Corporate Governance shall haveight to amend or terminate this Plan at any fioneny reasor
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SCHEDULE A

MEASUREMENT METHODS
(January 1, 2002 — January 10, 2003)

Merck Common Stock

Mutual Funds

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

Fidelity Dividend Growtt

Fidelity Equity Income Funi

Fidelity Low-Priced Stock Fun

Fidelity Retirement Money Marki
Fidelity Spartan Government Incor
Fidelity Spartan U.S. Equity Inde
Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

Liberty Acorn Z

PIMCO Foreign Bond Institution:
PIMCO Long Term US Government Institutiot
PIMCO Total Return Institution:

Putnam Global Equity Fund A

Putnam International Voyager

Putnam Vista #

T. Rowe Price Blue Chip Growth Fui
Vanguard Asset Allocatio

* From September 20, 2002 — September 30, 20@2inbestment was briefly named the Putnam Globalv@T Fund A as a result of the
merger, in September 2002, of Putnam Global Edtityd A with Putnam Global Growth Fund A. The mer§at briefly retained the
name “Putnam Global Growth Fund A.” Effective Oaoli, 2002, the merged fund changed its name ttm&pu Global Equity Fund
A’




SCHEDULE A

MEASUREMENT METHODS
(Effective January 11, 2003 to July 31, 2003)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stocl

Fidelity Retirement Money Mark

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

Liberty Acorn Class :

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:

Putnam Global Equity /

Putnam International Capital Opportunities Fund
Putnam Vista £

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to April 30, 2003, known as Putnam InternadibVoyager Fund /
Redesignation of Deferred Amounts measured by Putma Vista A on July 31, 2003

Prior to 4 p.m. ET on July 31, 2003, each partiefpgho has any part of his/her account measurdgtidPutnam Vista A measurement
method may redesignate the amount in such measuotenghod in accordance with Article 1V. If a paitiant does not redesignate the
amount measured by the Putnam Vista A measuremethibichto any other remaining measurement methaatddfp.m. ET on July 31,
2003, then the amount in the Putnam Vista A accehall be redesignated as of 4 p.m. ET on July28Q3, to the Fidelity Mid-Cap Stock
Fund.




SCHEDULE A

MEASUREMENT METHODS
(Effective July 31, 2003 — November 19, 2003)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Class Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Mark

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:

Putnam Global Equity /

Putnam International Capital Opportunities Fund ,
T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn ClaAs

**  Prior to April 30, 2003, known as Putnam Internaéib\/oyager Fund /

Redesignation of Deferred Amounts measured by Putma Global Equity A and Putnam International Capital Opportunities Fund A
(collectively, the “Putnam Funds”) on November 192003

Prior to 4 p.m. ET on November 19, 2003, each @pet who has any part of his/her Deferred Comgigms Account measured by a Putr
Funds investment alternative may redesignate ttmuahin such investment alternative in accordanitle Article IV. If a participant does ni
redesignate the amount measured by a Putnam Fuelstinent alternative to any other remaining investt alternative(s) before 4 p.m. ET
on November 19, 2003, then the amount in the Puthamds investment alternative shall be redesigradeaf 4 p.m. ET on November 19,
2003, to the Fidelity Retirement Money Market Palitf.




SCHEDULE A

MEASUREMENT METHODS
(November 19, 2003 to April 2, 2004)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Class Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Marki

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Franklin Sma-Mid Cap Growth A

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutiot
PIMCO Total Return Institution:

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn ClaAs
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SCHEDULE A

MEASUREMENT METHODS
(April 2, 2004 through January 31, 2005)

Merck Common Stock

Mutual Funds

American Century Emerging Markets Institutio
American Funds EuroPacific Growth Fu
Columbia Acorn Class Z

Fidelity Destiny |

Fidelity Dividend Growtt

Fidelity Equity-Income

Fidelity Low-Priced Stoc}

Fidelity Mid-Cap Stock Fun

Fidelity Retirement Money Marki

Fidelity Spartan Government Incor

Fidelity Spartan U.S. Equity Inde

Janus Enterpris

Janus Growth & Incom

PIMCO Foreign Bond Institution:

PIMCO Long Term US Government Institutior
PIMCO Total Return Institution:

T. Rowe Price Blue Chip Grow

Vanguard Asset Allocatio

* Prior to October 2003, known as Liberty Acorn ClaAs
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SCHEDULE A

MEASUREMENT METHODS
(February 1, 2005)

Investment alternatives available under this Phall e the same as the investment alternativatabl@afrom time to time under the Merck
Co., Inc. Deferral Program.
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Exhibit 12
MERCK & CO., INC. AND SUBSIDIARIES

Computation Of Ratios Of Earnings To Fixed Charges

(% in millions except ratio data)

Twelve Month:

Ended
December 3: Years Ended December
2004 2003 2002 2001 2000 1999
Income from Continuing Operations Before Ta $ 7,974 $9,051.¢ $ 9,651.° $9,948.. $9,362.0  $8,370.:
Add (Subtract)
One-third of rents 71.¢ 75.€ 67.2 64.2 55.¢ 55.C
Interest expense, gro 293.i 350.¢ 390.¢ 463.5 484.( 315.5
Interest capitalized, net of amortizati (21.9) (30.7) (36.9 (66.7) (99.0 (61.9
Equity (income) loss from affiliates, net of distntions (421.2) 79.2 (156.7) (113.%) (288.9) (352.%)
Preferred stock dividends, net of 1 151.( 150.¢ 164.: 199.¢ 205.( 120.2
Earnings from Continuing Operatio $ 8,048.¢  $9,678.. $10,080.f  $10,495.8  $9,719.¢  $8,446..
One-third of rents $ 71.¢ $ 75¢ $ 672 $ 64z $ 55¢ $ 55¢C
Interest expense, gro 293.i 350.¢ 390.¢ 463.5 484.( 315.5
Preferred stock dividenc 207.1 215.¢ 234.7 285.1 292.¢ 1715
Fixed Charges from Continuing Operatic $ 572.% $ 6421 $ 692F $ 813.( $ 832 $ 542.-
Ratio of Earnings to Fixed Charges from Continuing
Operations 14 15 15 13 12 16

For purposes of computing these ratios, “earnimgsisist of income from continuing operations betasees, one-third of rents (deemed by
the Company to be representative of the interesbfanherent in rents), interest expense, netradunts capitalized, equity (income) loss
from affiliates, net of distributions, and dividendn preferred stock of subsidiary companies. ‘GFiziearges” consist of one-third of rents,
interest expense as reported in the Company’s tidased financial statements and dividends on prefestock of subsidiary companies.
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Financial Review

Description of Merck’s Business

Merck is a global research-driven pharmaceutical company that
discovers, develops, manufactures and markets a broad range of
innovative products to improve human and animal health, directly
and through its joint ventures. Merck sells its products primarily to
drug wholesalers and retailers, hospitals, clinics, government
agencies and managed health care providers such as health
maintenance organizations and other institutions. The Company’s
professional representatives communicate the effectiveness, safety
and value of our products to health care professionals in private
practice, group practices and managed care organizations.

Overview

The decision announced on September 30, 2004 to voluntarily
withdraw Vioxx from the market, as discussed further below, reflects
the depth and sincerity of Merck’s commitment to patients. The
Company made the decision to withdraw Vioxx based on the science
available at that time and given the availability of alternative
therapies and the questions raised by the data. Throughout Merck’s
history, it has been the Company'’s rigorous adherence to scientific
investigation, openness and integrity that has enabled it to bring new
medicines to people who need them. Having responded swiftly and
effectively to the voluntary withdrawal of Vioxx , Merck has turned its
focus to the future.

Merck’s efforts to expand its pipeline by moving into new
therapeutic categories, increasing its licensing activities and
accelerating early- and late-stage development, are producing
positive results. With the exception of the delay in approval of
Arcoxia in the United States, the Company is on or ahead of
schedule with its planned regulatory submissions and Phase Il
development programs. In 2004, Bristol-Myers Squibb Company
(BMS) submitted an application to the Food and Drug Administration
(FDA) for muraglitazar, a new class of oral agents for the treatment
of Type 2 diabetes. Merck and BMS will jointly commercialize
muraglitazar on a global basis. In addition, Merck submitted an
application for ProQuad , a new childhood vaccine that adds
chickenpox to the existing measles, mumps and rubella vaccine.
Merck currently has five product candidates in Phase IlI
development: three vaccines; MK-431, Merck’s DPP-IV inhibitor for
the treatment of Type 2 diabetes; and gaboxadol, an insomnia
compound licensed from H. Lundbeck A/S. Merck plans to submit its
three Phase IIl vaccines for FDA approval in 2005.

Merck plans to drive sales through new and established products,
new indications and formulations, and clinical trials that bolster
products’ safety and efficacy profiles. Vytorin , developed and
marketed by the Merck/Schering-Plough partnership, has gained
rapid acceptance among patients, physicians and payers since its
July 2004 U.S. approval and is being rapidly adopted for first-line
use. The Company is seeking new indications for Singulair , its
asthma and seasonal allergy medicine. Also, Merck expects to
enhance its osteoporosis franchise with the addition of Fosamax plus
vitamin D, a compound that combines alendronate (the active
ingredient in Fosamax ) and vitamin D. The Company disagrees with
the January 2005 court ruling that found Merck’s U.S. patent claims
for Fosamax Once Weekly to be invalid, and will request
reconsideration by the Court of Appeals.

Merck is in the process of redesigning many of its critical business
processes. By improving efficiencies in many areas, including
procurement, manufacturing, capital investment and inventory
management, Merck is positioned to realize significant cost
reductions in the future. The new U.S. wholesaler distribution
program launched in 2003 has succeeded in leveling the quarterly
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volume fluctuations that once made it difficult to streamline
production and reduce inventory levels.
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Also, by the end of 2004, Merck eliminated 5,100 positions
exceeding the target of 4,400 positions announced in October 2003.
This action is expected to result in about $300 million in savings in
2005 without impacting either key productivity initiatives or Merck’s
ability to meet its business objectives.

Earnings per common share assuming dilution for 2004 were
$2.61, including the impact of the withdrawal of Vioxx and reserves
established solely for future legal defense costs for Vioxx Litigation
(as defined in Note 11 to the financial statements). The Company
anticipates full-year 2005 earnings per common share assuming
dilution of $2.42 to $2.52. This guidance does not reflect the
establishment of any reserves for any potential liability relating to the
Vioxx Litigation or any additional reserves for legal defense costs.
This guidance also does not reflect any changes in the way Merck
accounts for stock-based compensation as a result of recently issued
accounting standards. Furthermore, this guidance does not include
any one-time impacts that may result from the repatriation of
permanently reinvested off-shore earnings under the American Jobs
Creation Act of 2004.

Voluntary Product Withdrawal

On September 30, 2004, Merck announced a voluntary worldwide
withdrawal of Vioxx , its arthritis and acute pain medication. (See
Notes 3 and 11 to the financial statements for further information.)
The Company’s decision, which was effective immediately, was
based on new three-year data from a prospective, randomized,
placebo-controlled clinical trial, APPROVe (Adenomatous Polyp
Prevention on Vioxx ).

The trial, which was stopped, was designed to evaluate the
efficacy of Vioxx 25 mg in preventing the recurrence of colorectal
polyps in patients with a history of colorectal adenomas and to further
assess the cardiovascular safety of Vioxx . In this study, there was
an increased relative risk for confirmed cardiovascular events, such
as heart attack and stroke, beginning after 18 months of treatment in
the patients taking Vioxx compared to those taking placebo. The
results for the first 18 months of the APPROVe study did not show
any increased risk of confirmed cardiovascular events on Vioxx , and
in this respect, were similar to the results of two placebo-controlled
studies described in the most recent U.S. labeling for Vioxx .

Merck presented data from APPROVe at the American College of
Rheumatology (ACR) Annual Scientific Meeting in San Antonio on
October 18, 2004. The Company had requested the opportunity to
present the data at the ACR meeting.

The Company estimates that there were 105 million U.S.
prescriptions written for Vioxx from May 1999 through August 2004.
Based on this estimate, the Company estimates that the number of
patients who have taken Vioxx in the United States since its 1999
launch is approximately 20 million. The number of patients outside
the United States who have taken Vioxx is undetermined at this time.

In October 2004, the Company received a letter from Senator
Charles Grassley, chairman of the Senate Committee on Finance,
requesting certain documents and information related to Vioxx . The
Company also received requests for information from other
Congressional committees. The Company intends to cooperate with
these inquiries so that the Company can continue to describe the
reasons for the Company’s voluntary withdrawal of Vioxx and to
answer any questions related to the Company’s development and
extensive testing of the medicine and its disclosures of the results of
its studies.

Also, in October 2004, the Company received a letter from a
group of five state Attorneys General raising concerns that the
Company'’s return and refund program for unused Vioxx will not
provide consumers with adequate notice and will be unduly
burdensome. The Company is cooperating with the Attorneys
General to respond to their concerns.

On February 16-18, 2005, the FDA held a joint meeting of the
Arthritis Advisory Committee and the Drug Safety and Risk
Management Advisory Committee. The committees discussed the
overall benefit to risk considerations (including cardiovascular and
gastrointestinal safety concerns) for COX-2 selective nonsteriodal
anti-inflammatory drugs and related agents. On February 18, the
members of the committees were asked to vote on whether the
overall risk versus benefit profile for Vioxx supports marketing in the
United States. The members of the committees voted 17 to 15 in
support of the marketing of Vioxx in the United States. The Company
looks forward to discussions with the FDA and other regulatory
authorities about Vioxx.

As previously announced, the Board of Directors of the Company
appointed a Special Committee to review the Company’s actions
prior to its voluntary withdrawal of Vioxx, to act for the Board in
responding to shareholder litigation matters related to the withdrawal
of Vioxx and to advise the Board with respect to any action that
should be taken as a result of the review.

Competition and the Health Care Environment

The markets in which the Company conducts its business are highly
competitive and often highly regulated. Global efforts toward health

care cost containment continue to exert pressure on product pricing
and access.

In the United States, the government made significant progress in
expanding health care access by enacting the Medicare Prescription
Drug, Improvement and Modernization Act of 2003, which was
signed into law in December 2003. This statute added a voluntary
drug discount card for Medicare beneficiaries in June 2004 and will
add prescription drug coverage on January 1, 2006. Implementation
of the new benefit will support the Company’s goal of improving
access to medicines by expanding insurance coverage, while
preserving market-based incentives for pharmaceutical innovation. At
the same time, the benefit is designed to assure that prescription
drug costs will be controlled by competitive pressures and by
encouraging the appropriate use of medicines. The Company has
taken a leadership role in contributing to the success of the new
Medicare-endorsed discount cards by providing its medicines free for
low-income Medicare beneficiaries who exhaust their $600
transitional assistance allowance in Medicare-endorsed drug
discount cards. This action is consistent with the Company’s long-
standing Patient Assistance Program, which provides free medicines
to patients in the United States who lack drug coverage and cannot
afford their medicines. During 2005, the Company will be negotiating
with prescription drug plans under the new Medicare drug benefit to
offer Merck products to Medicare beneficiaries beginning January 1,
2006 under the terms of the new benefit.

In addressing cost containment outside of Medicare, the
Company has made a continuing effort to demonstrate that its
medicines can help save costs in over-all patient health care. In
addition, pricing flexibility across the Company’s product portfolio has
encouraged growing use of its medicines and mitigated the effects of
increasing cost pressures.

Outside the United States, in difficult environments encumbered
by government cost-containment actions, the Company has worked
in partnership with payers on allocating scarce resources to optimize
health care outcomes, limiting the potentially detrimental effects of
government policies on sales growth and supporting the discovery
and development of innovative products to benefit patients. The
Company also is working with governments in many emerging
markets in Eastern Europe, Latin America and Asia to encourage
them to increase their investments in health and thereby improve
their citizens’ access to medicines. Countries within the European
Union (EU), recognizing the economic importance of the research-
based pharmaceutical industry and the value of innovative medicines
to society, are working with industry representatives and the
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European Commission on proposals to complete the “Single Market”
in pharmaceuticals and improve the competitive climate through a
variety of means including market deregulation.

The Company is committed to improving access to medicines and
enhancing the quality of life for people around the world. Merck’s
African Comprehensive HIV/AIDS Partnerships (ACHAP) in
Botswana, in collaboration with the government of Botswana and the
Bill & Melinda Gates Foundation, is striving to develop a
comprehensive and sustainable approach to HIV prevention, care
and treatment. To further catalyze access to HIV medicines in
developing countries, in October 2002 the Company introduced a
new 600 mg tablet formulation of its antiretroviral medicine Stocrin at
a price of less than one dollar per day in the least developed
countries and those hardest hit by the HIV/AIDS epidemic. By the
end of 2004, more than 190,000 patients in 68 developing countries
were being treated with antiretroviral regimens containing either
Crixivan or Stocrin . Through these and other actions, Merck is
working with partners in the public and private sectors alike to focus
on the most critical barriers to access to medicines in the developing
world: the need for sustainable financing, increased international
assistance and additional investments in education, training and
health infrastructure and capacity in developing countries.

There has been an increasing amount of focus on privacy issues
in countries around the world, including the United States and the
EU. In the United States and the EU, governments have pursued
legislative and regulatory initiatives regarding privacy, including
federal privacy regulations and recently enacted state privacy laws
concerning health and other personal information, which have
affected the Company’s operations.

Although no one can predict the outcome of these and other
legislative, regulatory and advocacy initiatives, the Company is well
positioned to respond to the evolving health care environment and
market forces.

The Company anticipates that the worldwide trend toward cost-
containment will continue, resulting in ongoing pressures on health
care budgets. As the Company continues to successfully launch new
products, contribute to health care debates and monitor reforms, its
new products, policies and strategies should enable it to maintain a
strong position in the changing economic environment.

Operating Results

Sales

Worldwide sales for 2004 increased 2% in total over 2003, reflecting
a 3% favorable effect from foreign exchange, a 1% favorable effect
from price changes and a volume decline of 2%. In connection with
the Company’s voluntary worldwide withdrawal of Vioxx on
September 30, sales for 2004 were unfavorably impacted by
$491.6 million for estimated customer returns of product previously
sold and approximately $700 to $750 million in foregone sales in the
fourth quarter. (See Note 3 to the financial statements for further
information.) The overall increase in sales over 2003 reflects strong
growth of Singulair for asthma and seasonal allergic rhinitis,
Fosamax for osteoporosis, and Cozaar/Hyzaar for high blood
pressure. Sales growth for 2004 also includes a favorable
comparison to 2003, which was affected by $565 million of
wholesaler buy-out. Following the implementation of the new
distribution program for U.S. wholesalers in the fourth quarter of
2003, fluctuations in 2004 sales caused by wholesaler investment
buying have significantly moderated. The overall growth was offset in
part by lower revenues from the Company’s relationship with
AstraZeneca LP (AZLP) primarily driven by generic and over-the-
counter competition of Prilosec .

Domestic sales growth was 1%, while foreign sales grew 3%,
including an eight percentage point favorable effect from foreign
exchange. Domestic and foreign sales include the unfavorable effect
associated with the voluntary
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worldwide withdrawal of Vioxx and foreign sales were negatively
affected by the impact of patent expirations for Zocor in 2003 in
certain countries in Europe, including the United Kingdom and
Germany, Japan and Canada. Foreign sales represented 41% of
total sales in 2004.

Worldwide sales for 2003 increased 5% in total over 2002,
reflecting a 4% favorable effect from foreign exchange and a 1%
favorable effect from price changes. Foreign sales represented 41%
of total sales in 2003.

Sales ) by category of the Company’s products were as follows:

($ in millions) 2004 2003 2002
Atherosclerosis $ 5,223.0 $ 5,077.9 $ 5552.1
Hypertension/heart failure 3,646.7 3,421.6 3,477.8
Osteoporosis 3,159.6 2,676.6 2,243.1
Respiratory 2,622.0 2,009.4 1,489.8
Anti-inflammatory/analgesics 1,779.6  2,677.3 2,587.2
Anti-bacterial/anti-fungal 1,200.9 1,028.5 821.0
Vaccines/biologicals 1,036.1 1,056.1 1,028.3
Urology 733.1 605.5 547.3
Ophthalmologicals 726.5 675.1 621.5
Human immunodeficiency virus (HIV) 2555 290.6 294.3
Other 2,555.6  2967.3 2,783.4

$22,938.6 $22,485.9 $21,445.8

(@) Presented net of discounts and returns.

The Company’s products include therapeutic and preventive
agents, generally sold by prescription, for the treatment of human
disorders. Among these are atherosclerosis products, of which Zocor
is the largest-selling; hyper- tension/heart failure products, the most
significant of which are Cozaar , Hyzaar , and Vasotec ; an
osteoporosis product, Fosamax , for treatment and prevention of
osteoporosis; a respiratory product, Singulair , a leukotriene receptor
antagonist for treatment of asthma and for relief of symptoms of
seasonal allergic rhinitis; anti-inflammatory/analgesics, which include
Vioxx , which was voluntarily withdrawn worldwide on September 30,
2004, and Arcoxia , agents that specifically inhibit the COX-2
enzyme, which is responsible for pain and inflammation (coxib); anti-
bacterial/anti-fungal products, which includes Primaxin , Cancidas
and Invanz ; vaccines/biologicals, of which Varivax , a live virus
vaccine for the prevention of chickenpox, M-M-R I, a pediatric
vaccine for measles, mumps and rubella, Pneumovax , a vaccine for
the prevention of pneumococcal, and Recombivax HB (hepatitis B
vaccine recombinant) are the largest-selling; a urology product,
Proscar , for treatment of symptomatic benign prostate enlargement;
ophthalmologicals, of which Cosopt and Trusopt are the largest-
selling; and HIV products, which include Stocrin and Crixivan for the
treatment of human immunodeficiency viral infection in adults.

Other primarily includes sales of other human pharmaceuticals,
pharmaceutical and animal health supply sales to the Company’s
joint ventures and revenue from the Company’s relationship with
AZLP, primarily relating to sales of Nexium and Prilosec . Revenue
from AZLP was $1.5 billion, $1.9 billion and $1.5 billion in 2004, 2003
and 2002, respectively.

Singulair , Merck’s once-a-day oral medication indicated for the
treatment of chronic asthma and the relief of symptoms of seasonal
allergic rhinitis (hay fever), continued its strong performance in 2004.
Singulair is the No. 1 asthma controller in terms of total prescriptions
in the United States as patients, physicians and managed care
organizations continue to recognize the value Singulair offers to
those who suffer from asthma or seasonal allergic rhinitis. Total 2004
sales of Singulair were $2.6 billion, an increase of 30% over 2003.
Singulair performance includes a favorable comparison to 2003,
which was affected by U.S. wholesaler
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buy-out. U.S. mail-order-adjusted prescription levels for Singulair increased by
approximately 21% in 2004.

Merck is seeking new indications for Singulair . A new indication
for perennial allergic rhinitis was filed with the FDA in the second half
of 2004. Merck also plans to file for additional indications for Singulair
for the prevention of exercise-induced bronchospasm in 2005, for
acute asthma during the second half of 2006 and for respiratory
syncytial viral bronchiolitis in 2008.

Fosamax , the most prescribed medicine worldwide for the
treatment of postmenopausal, male and glucocorticoid-induced
osteoporosis, continued its strong growth in 2004 with sales of $3.2
billion, an increase of 18% over 2003. Fosamax performance
includes a favorable comparison to 2003, which was affected by U.S.
wholesaler buy-out. U.S. mail-order-adjusted prescription levels for
Fosamax increased by approximately 1% in 2004.

In April, the Journal of Internal Medicine published findings from
the first international head-to-head study that compared the efficacy
of Fosamax Once Weekly (alendronate) 70 mg to Evista
(raloxifene) 60 mg once daily, which showed that Fosamax provided
significantly greater increases in bone mineral density (BMD) at the
lumbar spine and total hip.

Results from the Fosamax Actonel Comparison Trial (FACT) were
presented in October at the American Society for Bone and Mineral
Research meeting. This is the first head-to-head study conducted in
the United States comparing FDA-approved once-weekly
osteoporosis treatments in postmenopausal women with
osteoporosis. FACT showed that Fosamax demonstrated
significantly greater increases in BMD at all sites measured as early
as six months and greater reductions in markers of bone-turnover
than once-weekly Actonel. Fosamax increased BMD 62 percent
more than Actonel at the hip trochanter (hip bone), with similar
tolerability. BMD is a major determinant of bone strength. The lower
the BMD score, the greater the risk of fracture.

Merck expects to enhance its osteoporosis franchise with the
addition of Fosamax plus vitamin D, a compound that combines
alendronate (the active ingredient in Fosamax ) and vitamin D. The
Company submitted a New Drug Application (NDA) to the FDA for
the product in 2004. Vitamin D is critical for calcium absorption,
which aids bone strength. An estimated 50 percent of osteoporosis
patients have inadequate levels of vitamin D, and compliance among
those prescribed supplements is poor. Combining Fosamax and
vitamin D could help ensure an adequate weekly dose of vitamin D in
a convenient manner for patients with osteoporosis.

In 2003, the FDA granted an additional six months of market
exclusivity in the United States to Fosamax until February 2008 and
Fosamax Once Weekly until January 2019. However, on January 28,
2005, the U.S. Court of Appeals for the Federal Circuit in
Washington, D.C. found the Company’s patent claims for once-
weekly administration of Fosamax to be invalid. Based on the Court
of Appeals’ decision, Fosamax will lose its market exclusivity in the
United States in February 2008 and the Company expects a decline
in U.S. Fosamax sales at that time. Prior to the decision, Merck’s
patent for once-weekly administration of Fosamax was set to expire
in July 2018. Merck disagrees with the decision of the Court of
Appeals and will request reconsideration by the Court of Appeals.

Global sales for Cozaar , and its companion agent, Hyzaar (a
combination of Cozaar and the diuretic hydrochlorothiazide), for the
treatment of hypertension were strong in 2004, reaching $2.8 billion,
a 14% increase over 2003. U.S. mail-order-adjusted prescription
levels for Cozaar and Hyzaar increased by approximately 5% in
2004.

Cozaar and Hyzaar compete in the fastest-growing class in the
antihypertensive market, angiotension Il antagonists (AllA). Cozaar
continues to be the largest-selling branded AllA in Europe and the
second-most-frequently prescribed AllA in the United States.

A new formulation is expected to help drive future growth for
Cozaar/Hyzaar . Hyzaar 100/12.5 mg was submitted for approval to
the FDA in December to better address the need for titration flexibility
as an intermediate step between Cozaar 100 mg and Hyzaar 100/25
mg. Filings for this new formulation in markets outside the United
States are anticipated throughout 2005.

Zocor , Merck’s statin for modifying cholesterol, achieved
worldwide sales of $5.2 billion in 2004, an increase of 4% from 2003.
Zocor performance includes a favorable comparison to 2003, which
was affected by U.S. wholesaler buy-out. Excluding this effect, Zocor
experienced a volume decline. Sales of Zocor were affected by
patent expirations outside the United States and increased
competition in the U.S. cholesterol-modifying market. Mail-order-
adjusted prescription levels in the United States for Zocor increased
by approximately 2% in 2004. Zocor is available for 93 percent of
managed care lives; and 79 percent of the targeted managed care
contracts have been renewed through 2006. In June 2006, Zocor will
lose its market exclusivity in the United States and the Company
expects a decline in U.S. Zocor sales.

The Company continues to promote the landmark Heart
Protection Study (HPS) to physicians and consumers. The HPS
demonstrated that Zocor 40 mg, along with diet, is proven to reduce
the risk of heart attacks and stroke in people with heart disease,
regardless of cholesterol level.

In July, the National Cholesterol Education Program
(NCEP) issued a report recommending modifications to the Adult
Treatment Panel Il (ATP 1lI) guidelines. The report, which was based
on five major studies, including the HPS, was endorsed by the
American Heart Association, the American College of Cardiology,
and the National Heart, Lung and Blood Institute. The new report
may lead to an increase in the number of people for whom
cholesterol-lowering medicines should be considered. Under the
NCEP ATP Il guidelines, an estimated 36 million people would be
eligible for cholesterol-lowering medication such as Zocor for
cholesterol management. According to the new report, in high risk
persons, the recommended LDL-C goal is <100 mg/dL. The report
also indicates that when risk is very high, such as for a patient with
established cardiovascular disease plus multiple major risk factors
(especially diabetes), an LDL-C goal of <70 mg/dL is a reasonable
clinical strategy for physicians.

Sales of Arcoxia , the Company’s once-a-day coxib, reached
$230.2 million outside the United States in 2004. Arcoxia has been
launched in 51 countries in Europe, Latin America and Asia. In
October, the Company received an “approvable” letter from the FDA
for the Company’s NDA for Arcoxia . The FDA informed the
Company in the letter that before approval of the NDA can be issued,
additional safety and efficacy data for Arcoxia are required.

Also in October, the European Medicines Evaluation Agency
(EMEA) announced that it would conduct a review of all COX-2
inhibitors, including Arcoxia , in light of the worldwide withdrawal of
Vioxx . The EMEA said that it had been asked to conduct the review
by the European Commission as a “precautionary measure” and that
it would look at all aspects of the cardiovascular safety of COX-2
inhibitors, including thrombotic and cardio-renal events. On
January 18, 2005, the EMEA’s Committee on Medicinal Products for
Human Use (CHMP) held hearings in connection with its review.
Additional meetings were held by CHMP in mid-February to continue
its review to determine whether there is a need to make EU-wide
changes to the products’ marketing authorizations, including labeling,
and to determine whether additional studies are needed. On
February 17, 2005, CHMP announced that it had concluded that the
available data show an increased risk of cardiovascular adverse
events for COX-2 inhibitors as a class relative to placebo and some
NSAIDS. According to CHMP, the data also suggested an
association between duration of use and dose and the probability of
suffering a cardiovascular event and therefore recommended use of
the lowest effective dose of COX-2 inhibitors for the shortest possible
duration of treatment.
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Further, CHMP introduced a contra-indication for all COX-2 inhibitors
in patients with ischemic heart disease or stroke, and expanded the
contra-indication for certain patients having higher classes of
congestive heart failure. Specifically with respect to Arcoxia , CHMP
also introduced a contra-indication in patients with hypertension
whose blood pressure is not under control, and advised that Arcoxia
may be associated with more frequent and severe effects on blood
pressure, particularly at higher doses, than some other COX-2
inhibitors, and recommended monitoring of blood pressure for all
patients taking Arcoxia . CHMP stated that these are interim
measures pending the finalization of the class review which is
expected in April 2005. Finally, CHMP concluded that more research
is needed in the field to evaluate the cardiovascular safety of COX-2
inhibitors, and that ongoing cardiovascular trials should continue as
planned.

Merck is working with other regulatory agencies in the countries
where Arcoxia is approved to assess whether changes to the
prescribing information for the coxib class of drugs, including
Arcoxia , are warranted.

Other products experiencing growth in 2004 include Cancidas to
treat certain life-threatening fungal infections, Proscar for the
treatment of symptomatic benign prostate enlargement, Cosopt to
treat glaucoma, Stocrin for treatment of HIV infections, Propecia for
male pattern hair loss, Invanz for the treatment of selected moderate
to severe infection in adults and Emend for prevention of acute and
delayed nausea and vomiting associated with highly emetogenic
cancer chemotherapy. Also contributing to Merck’s total sales in
2004 was revenue resulting from the Company'’s relationship with
AZLP, primarily relating to sales of Nexium .

Global sales of Zetia (branded Ezetrol outside the United States),
the cholesterol-absorption inhibitor developed and marketed by the
Merck/Schering-Plough partnership, reached $1.1 billion in 2004. In
December, Zetia accounted for approximately 6% of total
prescriptions in the lipid-lowering market, according to IMS Health,
and is reimbursed for nearly 90 percent of all patients in managed
care plans in the United States. To date, Ezetrol has been launched
in more than 50 countries outside of the United States and continues
to achieve solid sales and market share growth.

Vytorin (marketed as Inegy in many countries outside of the
United States), developed and marketed by the Merck/Schering-
Plough partnership, was approved by the FDA in July. Vytorin
accounted for nearly 4% of new prescriptions in December in the
U.S. lipid-lowering market, according to IMS Health. Worldwide sales
of Vytorin were $132.4 million in 2004. In addition to the United
States, Vytorin has been approved in 15 countries.

Vytorin is the only single tablet to provide powerful LDL
cholesterol reduction through dual inhibition of the two sources of
cholesterol by inhibiting the production of cholesterol in the liver and
blocking absorption of cholesterol in the intestine, including
cholesterol from food. In two separate clinical trials, Vytorin provided
greater reductions in LDL cholesterol than Lipitor or Zocor across the
dosing ranges.

In November, Merck and Schering-Plough announced a new
clinical trial for Vytorin , IMPROVE IT (Improved Reduction of
Outcomes: Vytorin Efficacy International Trial). This trial will evaluate
Vytorin in reducing major cardiovascular events through intensive
lipid lowering of LDL cholesterol in 10,000 patients with acute
coronary syndrome. IMPROVE IT is the fourth large-scale outcomes
trial being conducted on Vytorin .
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The Company records the results from its interest in the
Merck/Schering-Plough partnership in Equity income from affiliates.

Costs, Expenses and Other

($ in millions) 2004 Change 2003 Change 2002
Materials and production $ 4,959.8 +12% $ 4,436.9 +11% $ 4,004.9
Marketing and
administrative
Research and
development
Equity income from

7,346.3 +15%  6,394.9 +13% 5,652.2

4,010.2 +22%  3,279.9 +23% 2,677.2

affiliates (1,008.2) * (474.2)  -26% (644.7)

Other (income) expense,
net (344.0)  +69% (203.2) * 104.5
$14,964.1 +11% $13,434.3 +14% $11,794.1

*100% or greater.

Materials and Production

In 2004, materials and production costs increased 12% compared to
a 2% sales growth rate. Excluding the effects of exchange and
inflation, these costs increased 8%, compared to a decrease of 2% in
sales volume. The increase in these costs relative to the sales
volume change reflects the unfavorable effects associated with the
withdrawal of Vioxx and the impact of changes in product mix. In
2003, materials and production costs increased 11%, compared to a
5% sales growth rate. Excluding the effects of exchange and
inflation, these costs increased 7%, compared to sales volume at the
same level as 2002. The increase in these costs relative to the sales
volume reflects the effect of changes in product mix as well as a
change in the mix of domestic and foreign sales, attributable in part
to the implementation of the new distribution program for U.S.
wholesalers in 2003. Gross margin was 78.4% in 2004 compared to
80.3% in 2003 and 81.3% in 2002. The withdrawal of Vioxx had an
unfavorable effect on the gross margin in 2004.

Marketing and Administrative

In 2004, marketing and administrative expenses increased 15%.
Excluding the effects of exchange and inflation, these costs
increased 8% including the impact of an additional $604.0 million
reserve solely for future legal defense costs for Vioxx Litigation and
$141.4 million of estimated costs to undertake the withdrawal of
Vioxx . Excluding such costs, as well as restructuring costs related to
previously announced position eliminations described below of
$104.6 million and $194.6 million in 2004 and 2003, respectively,
marketing and administrative

expenses decreased 2%.
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The $604.0 million charge taken in the fourth quarter of 2004
increased the Company’s reserve solely for its future legal defense
costs related to the Vioxx Litigation to $675.0 million as of
December 31. This reserve is based on certain assumptions and is
the minimum amount that the Company believes at this time it can
reasonably estimate will be spent over a multi-year period. The
Company will continue to monitor its legal defense costs and review
the adequacy of the associated reserves. The Company has not
established any reserves for any potential liability relating to the
Vioxx Litigation. (See Note 3 to the financial statements for further
information.)

In October 2003, Merck announced plans to eliminate 4,400
positions as part of a cost-reduction initiative that was completed at
the end of 2004. As of December 31, the Company had eliminated
5,100 positions, as the Company identified additional opportunities to
eliminate positions and reduce costs. Most of the additional
eliminations came from contractor positions. This action is expected
to result in approximately $300 million in savings in 2005 without
impacting either key productivity initiatives or Merck’s ability to meet
its business objectives. Merck has also redeployed sales
representatives that had previously supported Vioxx to capitalize on
opportunities to grow its in-line products and support upcoming
launches.

In 2003, marketing and administrative expenses increased 13%.
Excluding the effects of exchange, inflation and the impact of
$194.6 million for restructuring costs related to position eliminations,
these costs increased by 1%.

Research and Development

Research and development expenses increased 22% in 2004.
Excluding the effects of exchange and inflation, these expenses
increased 18%. Research and development expense growth reflects
the Company’s ongoing commitment to both basic and clinical
research, as well as the impact of the Company’s external
collaborations to augment Merck’s internal research efforts, such as
those with H. Lundbeck A/S (Lundbeck), Bristol-Myers Squibb
Company (BMS), Vertex Pharmaceuticals Incorporated (Vertex),
DOV Pharmaceutical, Inc. (DOV), Nastech Pharmaceutical Inc.
(Nastech) and Ono Pharmaceutical Co., Ltd. (Ono). Also contributing
to the increase is higher acquired research expense primarily related
to the acquisition of Aton Pharma, Inc. (Aton) in 2004 compared with
the acquired research expense related to the increase in the
Company’s ownership of Banyu Pharmaceutical Co., Ltd. (Banyu) in
2003.

The Company'’s efforts to expand its pipeline by moving into new
therapeutic categories, increasing its licensing activities and
accelerating early- and late-stage development continue to produce
positive results.

In November, the Company announced it had filed a Biologics
LicenseApplication for ProQuad [Measles, Mumps, Rubella and
Varicella (Oka/Merck) Virus Vaccine Live] with the FDA. ProQuad is
an investigational vaccine for simultaneous vaccination against
measles, mumps, rubella and varicella in children 12 months to
12 years of age. ProQuad combines two established Merck vaccines,
M-M-R Il (Measles, Mumps, Rubella Virus Vaccine Live) and Varivax
[Varicella (Oka/Merck) Virus Vaccine Live].

In a new study presented at the National Immunization
Conference in May, a single dose of ProQuad in 4- to 6-year-olds
used in place of the routinely administered second dose of M-M-R I
was generally well-tolerated and resulted in antibody response
similar to those developed with M-M-R Il and Varivax separately.

Merck’s late-stage pipeline includes three Phase Il vaccines
which are expected to be submitted for FDA approval in 2005. The
three vaccines are: RotaTeq , a vaccine to protect against rotavirus
disease; Gardasil , a vaccine to prevent the incidence of human
papillomavirus (HPV) infection and the associated development of
cervical cancer and genital warts; and a vaccine for the prevention of
zoster (shingles) and the reduction of pain associated with it. These
vaccines will provide significant new opportunities for Merck in the
pediatric, adolescent and adult vaccine markets.

It is estimated that, by age 5, all children worldwide become
infected by rotavirus, a highly contagious virus that causes
gastroenteritis and results in the hospitalization of nearly 50,000
children under age 5 annually in the United States. Worldwide,
rotavirus is responsible for an estimated 500,000 deaths each year.
The planned filing of the RotaTeq vaccine with the FDA is in the
second quarter of 2005.

HPV is the predominant causative agent of cervical cancer, which
results in approximately 288,000 deaths worldwide each year. Merck
expects to file Gardasil with the FDA during the second half of 2005
for the prevention of HPV, related cervical cancer and genital warts.
There are an estimated 86 million women in the United States and
European Union between the ages of 9 and 24, the expected age
range for the initial indication of Gardasil .

The analysis of data of an investigational HPV vaccine studied by
Merck was presented at the Interscience Conference on
Antimicrobial Agents and Chemotherapy in November. The vaccine
studied in this clinical trial was an investigational monovalent vaccine
developed to prevent infection by HPV type 16; it is a component of
Merck’s investigational quadrivalent HPV (types 6, 11, 16, 18) L1
VLP vaccine, Gardasil . In the study of 2,391 women aged 16 to 23
who were HPV 16-naive at baseline, the vaccine was 100 percent
efficacious in preventing the development of HPV 16-related CIN 2/3
(high-grade cervical pre-cancer, the immediate precursor to invasive
cervical cancer). Administration of the HPV 16 vaccine also resulted
in a 94-percent reduction in the combined incidence of persistent
HPV 16 infection and HPV 16-related cervical precancerous lesions
(Cervical Intraepithelial Neoplasia = CIN). These are the final results
of this study after the completion of 48 months of follow-up on all
active study participants.

On February 2, 2005, the Company announced that it and
GlaxoSmithKline (GSK) entered into a cross-license and settlement
agreement for certain patent rights related to HPV vaccines.
Pursuant to the agreement, GSK will receive an upfront payment and
royalties from the Company based upon sales of Gardasil , upon
development and launch. The agreement resolves competing
intellectual property claims related to the Company’s and GSK's
vaccine candidates. The Company will continue with its research,
development and, after appropriate regulatory reviews,
commercialization activities, if approved, for Gardasil .

Shingles, the reactivation of the chickenpox virus (herpes zoster)
in adults, affects an estimated 800,000 people in the United States
annually. Merck plans to seek approval for its zoster vaccine for
people age 50 and older, of which there are approximately
210 million in the United States and European Union. The planned
filing of the zoster vaccine with the FDA is in the second quarter of
2005.

The Company is also studying a DPP-IV inhibitor, a glucose-
lowering mechanism, used alone and in combination for the
treatment of Type 2 diabetes. The compound is currently in Phase I
clinical studies and the Company expects to submit an NDA to the
FDA in 2006.
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Merck’s early-stage pipeline includes candidates in each of the
following areas: Alzheimer’s disease, arthritis, atherosclerosis,
cancer, diabetes, endocrine disorders, glaucoma, infectious
diseases, obesity, osteoporosis, psychiatric disease,
neurodegenerative disease, pain, respiratory disease, urogenital
disorders and vaccines.

Merck continues to augment its internal research efforts by
capitalizing on external growth opportunities, ranging from research
collaborations, preclinical and clinical compounds and technology
transactions that will drive both near- and long-term growth. The
Company completed 50 transactions in 2004 across a range of
therapeutic areas, including neuroscience, diabetes, obesity and
oncol- ogy, as well as early-stage technology transactions. This
compares with 10 total transactions in 1999. Merck continues to
evaluate more than 40 other opportunities, and is actively monitoring
the landscape for a range of targeted acquisitions that meet the
Company'’s strategic criteria.

In February, the Company announced that it had entered into an
agreement with Lundbeck for the exclusive development and
commercialization in the United States of gaboxadol, a compound
licensed to Lundbeck by a third party that is currently in Phase I
development for the treatment of sleep disorders. Under the terms of
the agreement, Lundbeck received an initial payment of $70.0 million
and, during the term of the agreement, could receive up to
$200.0 million in additional milestone payments. Merck and
Lundbeck will jointly complete the ongoing Phase Il clinical program,
with Merck funding the majority of the remaining development
activities. The companies anticipate that Merck will file an NDA with
the FDA between late 2006 and early 2007. Following FDA approval,
the companies plan to co-promote gaboxadol in the United States.
Lundbeck will receive a share of gaboxadol sales in the United
States. In June, Merck and Lundbeck announced an extension of
their agreement for the exclusive development and
commercialization of gaboxadol to Japan. Merck and Lundbeck will
jointly conduct the clinical program required for filing an NDA in
Japan, with Merck funding the majority of the development activities.
Following approval, the companies plan to co-promote gaboxadol in
Japan. Lundbeck will receive a share of Japanese gaboxadol sales.

In April, Merck and BMS entered into a worldwide collaborative
agreement for muraglitazar, BMS’s product for use in treating
patients with Type 2 diabetes. Merck and BMS will globally develop
and market muraglitazar. BMS submitted an NDA to the FDA in
December for muraglitazar. Muraglitazar has the potential to be the
first in a novel class of drugs known as glitazars. This class of dual
alpha/gamma PPAR agonists, including muraglitazar, is thought to
control blood sugar. In clinical trials, muraglitazar has reduced blood
glucose levels, decreased triglyceride levels, and increased high-
density lipoprotein (HDL) cholesterol levels in Type 2 diabetes
patients and has been generally well-tolerated. An estimated
18 million people in the United States currently suffer from Type 2
diabetes. BMS received a $100.0 million upfront payment and, during
the term of the agreement, could receive up to $275.0 million in
additional payments based on the achievement of certain regulatory
milestones. Merck and BMS share equally in development and
commercialization costs for muraglitazar. Both companies will co-
promote the product to physicians on a global basis, and Merck will
receive payments based on net sales levels.

In June, Merck and Vertex entered into a global collaboration to
develop and commercialize VX-680, Vertex's lead Aurora kinase
inhibitor that is in Phase | clinical development for the treatment of
cancer. Aurora kinases are implicated
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in the onset and progression of many different human cancers, and
novel Aurora kinase inhibitors such as VX-680 have the potential to
play an important future role in the treatment and management of a
wide range of tumor types. Vertex received a $20.0 million upfront
payment and, during the term of the agreement, could receive up to
an additional $14.0 million in research funding over the next two
years. In addition, Vertex could receive additional milestone
payments based upon the achievement of significant development
events, regulatory filings and other events and approvals.

In August, Merck and DOV announced an agreement for the
development and commercialization of DOV’s novel triple-uptake
inhibitors being developed for depression and related psychiatric
disorders. DOV received a $35.0 million upfront payment and, during
the term of the agreement, could receive additional milestone
payments based upon the achievement of significant development
events, regulatory filings and other events and approvals. Merck has
licensed exclusive worldwide rights to DOV 21,947, which is in Phase
I, for all therapeutic indications.

In September, Merck and Nastech announced a global alliance to
develop and commercialize Peptide YY (PYY) 3-36 Nasal Spray,
Nastech’s product for the treatment of obesity, which is currently in
Phase | development. The investigational PYY3-36 Nasal Spray is
designed to deliver the natural, appetite-regulating hormone PYY
directly to the bloodstream.

In November, Merck and Ono announced that they signed an
agreement granting Merck the worldwide license for ONO-2506 ((2
R )-2-propyloctanoic acid), a novel intravenous compound currently
in Phase Il development for the treatment of acute stroke. Under the
terms of the agreement, Ono received an initial upfront payment and,
during the term of the agreement, could receive milestone payments
in addition to royalties on net sales. In addition, Ono received
exclusive rights in Japan to develop and market Emend (aprepitant),
Merck’s drug for use in combination with other antiemetic agents for
prevention of acute and delayed nausea and vomiting associated
with initial and repeat courses of highly emetogenic cancer
chemotherapy, including cisplatin. Ono also received rights in Japan
to co-market a second brand of MK-431, Merck’s investigational oral
compound for the treatment of diabetes, under a yet to be
determined trademark.

In March, the Company acquired Aton, a privately held
biotechnology company focusing on the development of novel
treatments for cancer and other serious diseases. Aton’s clinical
pipeline of histone deacetylase inhibitors represents a class of anti-
tumor agents with potential for efficacy based on a novel mechanism
of action. The lead product candidate, suberoylanilide hydroxamic
acid (SAHA) is currently in Phase Il clinical trials for the treatment of
cutaneous T-cell ymphoma. The acquisition resulted in
$125.5 million of acquired research expense. Former shareholders of
Aton may receive additional payments which are contingent upon
regulatory filing, approval, and sales of certain Aton products.

The chart below reflects the Company’s current research pipeline
as of February 15, 2005. Candidates shown in Phase Il include
specific products. Candidates shown in Phase | and Il include the
most advanced compound with a specific mechanism in a given
therapeutic area. Back-up compounds, regardless of their phase of
development, additional indications in the same therapeutic areas
and additional line extensions or formulations for in-line products are
not shown. Preclinical areas shown are those where the Company
has initiated Good Laboratory Practices studies in compounds with
mechanisms distinct from those in Phase | and Il. The Company’s
programs are generally designed to focus on the development of
novel medicines to address large, unmet medical needs.
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Research Pipeline

Preclinical

Alzheimer’'s Disease
Antibacterials
Antiviral

Arthritis
Atherosclerosis
Cancer
Cardiovascular Disease
Diabetes

Glaucoma
Immunology
Insomnia
Osteoporosis

Pain

Respiratory Disease
Vaccines

Phase |

Alzheimer’s Disease c-7617

Arthritis c-7198, c-9101

Cancer c-8585, VX-680*

CINV c-9280

Diabetes c-0730

Endocrine c-0239, c-0302, c-7717
Glaucoma c-3859

Obesity Nastech PYY3-36*
Osteoporosis c-3578

Pain c-8928, ¢c-6740, c-1246
Parkinson’s Disease c-6161

Psychiatric Disease DOV*

Urinary Incontinence

c-4699, c-0172

Phase Il

AIDS

Alzheimer’'s Disease
Arthritis
Atherosclerosis
Cancer (CTCL)
Diabetes

HIV Vaccine
Multiple Sclerosis
Obesity

Pediatric Vaccine

c-1605
c-9136
c-4462, c-9787
c-8834, c-1602
SAHA*
c-3347

c-6448
c-2624, ¢c-2735, ¢c-5093

Psychiatric Disease c-9054
Respiratory Disease c-3193, ¢-3885
Stroke ONO 2506*
Phase Il

HPV and Related Cervical

Cancer and Genital Warts Gardasil
Diabetes MK-431
Rotavirus Gastroenteritis RotaTeq
Insomnia Gaboxadol*
Shingles Zoster Vaccine
2004 U.S. Submissions

Diabetes Muraglitazar*

Osteoporosis
Pediatric Vaccine

* Licensed

Fosamax Plus Vitamin D
ProQuad

Research and development expenses increased 23% in 2003. Excluding
the effects of exchange and inflation, these expenses increased 17%.

Research and development in the pharmaceutical industry is inherently a
long-term process. The following data show an unbroken trend of year-to-year
increases in the Company'’s research and development spending. For the
period 1995 to 2004, the compounded annual growth rate in research and
development was 13%.

Research and Development Expenditures

S inmillions

£4,200
3,150
2,100
) | I ‘ ‘ ‘
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Equity Income from Affiliates

Equity income from affiliates reflects the performance of the Company’s joint
ventures and partnership returns from AZLP. In 2004, the increase in equity
income from affiliates reflects the successful performance of Zetia through the
Merck/Schering-Plough partnership as well as higher partnership returns from
AZLP relative to 2003. Equity income also includes the results of Vytorin
launches in 2004 through the Merck/Schering-Plough partnership. In 2003,
the decrease in equity income from affiliates reflected lower partnership
returns from AZLP, primarily resulting from the impact of generic competition
for Prilosec .
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Other (Income) Expense, Net

The increase in other (income) expense, net, in 2004 primarily reflects a
$176.8 million gain from the sale of the Company’s 50-percent equity stake in
its European joint venture with Johnson & Johnson. In 2003, the increase in
other (income) expense, net, was primarily attributable to an $84.0 million
gain on the sale of Aggrastat product rights in the United States, lower
minority interest expense resulting from the Banyu shares acquisitions, and
realized gains on the Company’s investment portfolios relating to the
favorable interest rate environment.

Earnings
($ in millions except
per share amounts)

2004 Change 2003 Change 2002

Income from continuing

operations $5,813.4 -12% $6,589.6 -3% $6,794.8

As a % of sales 25.3% 29.3% 31.7%
Net income 5,813.4 6,830.9 7,149.5

As a % of average total

assets 14.0% 14.9% 15.5%

Earnings per common

share assuming dilution

from continuing

operations $ 261 -11% $ 2.92 -2% $  2.98

The Company'’s effective income tax rate was 27.1% in 2004,
27.2% in 2003, and 29.6% in 2002. The lower tax rate in 2004 and
2003 resulted from a change in mix of domestic and foreign income,
which in 2004 included the impact of the Vioxx withdrawal, and in
2003 included the impact of restructuring costs and the wholesaler
distribution program.

On August 19, 2003, Merck completed the spin-off of Medco
Health Solutions, Inc. (Medco Health). The income of Medco Health
is presented separately as discontinued operations and was
$241.3 million in 2003 and $354.7 million in 2002.

Income from continuing operations declined 12% in 2004
compared to a 3% decline in 2003. Income from continuing
operations as a percentage of sales was 25.3% in 2004 compared to
29.3% in 2003 and 31.7% in 2002. The decline in the ratios from
2002 is driven by increased spending in research and development
as well as the effect of changes in product mix. The reduction in 2004
also reflects the unfavorable effect of the withdrawal of Vioxx , and
was partially offset by the increase in Equity income from affiliates.
The reduction in 2003 also reflects the impact of the implementation
of a new wholesaler distribution program and restructuring costs
related to position eliminations. Net income as a percentage of
average total assets was 14.0% in 2004, 14.9% in 2003 and 15.5%
in 2002.

Earnings per common share assuming dilution from continuing
operations declined 11% in 2004 compared to a decline of 2% in
2003. The lower relative declines of earnings per common share
assuming dilution from continuing operations compared to income
from continuing operations are a result of treasury stock purchases.

Distribution of 2004 Sales and Equity Income

Operating expenses

46%

Materials and production cost
21%

Dividends

14%

Retained earnings

10%

Taxes and net interest

9%

Selected Joint Venture and Affiliate Information

To expand its research base and realize synergies from combining
capabilities, opportunities and assets, the Company has formed a
number of joint ventures. (See Note 9 to the financial statements for
further information.)

In 2000, the Company and Schering-Plough Corporation
(Schering-Plough) entered into agreements to create separate
equally-owned partnerships to develop and market in the United
States new prescription medicines in the cholesterol-management
and respiratory therapeutic areas. In 2001, the
cholesterolmanagement partnership agreements were expanded to
include all the countries of the world, excluding Japan. In 2002,
ezetimibe, the first in a new class of cholesterol-lowering agents, was
launched in the United States as Zetia (branded Ezetrol outside the
United States). As of December 2004, Ezetrol has been launched in
more than 50 countries outside the United States. Sales totaled
$1.1 billion in 2004, $469.4 million in 2003 and $25.3 million in 2002.
In July 2004, a combination product containing the active ingredients
of both Zetia and Zocor , was approved in the United States as
Vytorin (marketed as Inegy in many countries outside of the United
States). Vytorin has been approved in 15 countries outside the
United States. Sales totaled $132.4 million in 2004. The results from
the Company’s interest in the Merck/Schering-Plough partnership are
recorded in Equity income from affiliates and were income of
$132.0 million in 2004 and losses of $92.5 million and $147.4 million
in 2003 and 2002, respectively.

In 1982, the Company entered into an agreement with Astra AB
(Astra) to develop and market Astra products in the United States. In
1994, the Company and Astra formed an equally-owned joint venture
that developed and marketed most of Astra’s new prescription
medicines in the United States including Prilosec , the first of a class
of medications known as proton pump inhibitors, which slows the
production of acid from the cells of the stomach lining.

In 1998, the Company and Astra restructured the joint venture
whereby the Company acquired Astra’s interest in the joint venture,
renamed KBI Inc. (KBI), and contributed KBI's operating assets to a
new U.S. limited partnership named Astra Pharmaceuticals, L.P. (the
Partnership), in which the Company maintains a limited partner
interest. The Partnership, renamed AstraZeneca LP (AZLP), became
the exclusive distributor of the products for which KBI retained rights.

Merck earns ongoing revenue based on sales of current and
future KBI products and such revenue was $1.5 billion, $1.9 billion
and $1.5 billion in 2004, 2003 and 2002, respectively, primarily
relating to sales of Nexium and Prilosec . In addition, Merck earns
certain Partnership returns, which are recorded in Equity income
from affiliates. Such returns include a priority return provided for in
the Partnership Agreement, variable returns based, in part, upon
sales of certain former Astra USA, Inc. products, and a preferential
return representing Merck’s share of undistributed AZLP GAAP
earnings. These returns aggregated $646.5 million, $391.5 million
and $640.2 million in 2004, 2003 and 2002, respectively. The lower
amount in 2003 is attributable to a reduction in the preferential return,
primarily resulting from the impact of generic competition for
Prilosec .



28

Merck & Co., Inc. Annual Report 2004




In 1997, Merck and Rhéne-Poulenc S.A. (now Sanofi-Aventis
S.A.) combined their animal health and poultry genetics businesses
to form Merial Limited (Merial), a fully integrated animal health
company, which is a stand-alone joint venture, equally owned by
each party. Merial provides a comprehensive range of
pharmaceuticals and vaccines to enhance the health, well-being and
performance of a wide range of animal species. Sales of joint venture
products were as follows:

(% in millions) 2004 2003 2002
Fipronil products $ 679.1 $ 577.2 $ 486.2
Avermectin products 452.4 476.7 462.1
Other products 841.8 779.8 705.7

$1,973.3 $1,833.7 $1,654.0

In 1994, Merck and Pasteur Mérieux Connaught (now Sanofi
Pasteur S.A.) established a 50% owned joint venture to market
vaccines in Europe and to collaborate in the development of
combination vaccines for distribution in Europe. Sales of joint venture
products were as follows:

(% in millions) 2004 2003 2002
Hepatitis vaccines $ 805 $ 736 $ 694
Viral vaccines 54.0 515 34.6
Other vaccines 672.5 543.9 442 .4

$ 807.0 $ 669.0 $ 546.4

In 1989, Merck formed a joint venture with Johnson & Johnson to
develop and market a broad range of nonprescription medicines for
U.S. consumers. This 50% owned joint venture was expanded into
Europe in 1993, and into Canada in 1996. In March 2004, Merck sold
its 50% equity stake in its European joint venture to Johnson &
Johnson for $244.0 million and recorded a $176.8 million gain as
Other (income) expense, net. Merck will continue to benefit through
royalties on certain products and also regained the rights to potential
future products that switch from prescription to over-the-counter
status in Europe. Sales of joint venture products were as follows:

($ in millions) 2004* 2003 2002
Gastrointestinal products $ 269.2 $ 299.6 $ 299.0
Other products 46.1 146.2 114.0

$ 315.3 $ 4458 $ 413.0

* Includes sales of the European joint venture up through March 2004.

Capital Expenditures

Capital expenditures were $1.7 billion in 2004 and $1.9 billion in
2003. Expenditures in the United States were $1.1 billion in 2004 and
$1.3 billion in 2003. Expenditures during 2004 included

$677.8 million for production facilities, $675.9 million for research and
development facilities, $50.2 million for environmental projects, and
$322.2 million for administrative, safety and general site projects.
Capital expenditures approved but not yet spent at December 31,
2004 were $1.1 billion. Capital expenditures for 2005 are estimated
to be $1.5 billion.

Depreciation was $1.3 billion in 2004 and $1.1 billion in 2003, of
which $908.4 million and $790.0 million, respectively, applied to
locations in the United States.

Capital Expenditures
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Analysis of Liquidity and Capital Resources

Merck’s strong financial profile enables the Company to fully fund
research and development, focus on external alliances, support in-
line products and maximize upcoming launches while providing
significant cash returns to shareholders. Cash provided by operating
activities of $8.8 billion continues to be the Company’s primary
source of funds to finance capital expenditures, treasury stock
purchases and dividends paid to stockholders. At December 31,
2004, the total of worldwide cash and investments was $13.8 billion,
including $7.1 billion of cash, cash equivalents and short-term
investments, and $6.7 billion of long-term investments.

Selected Data

($in millions) 2004 2003 2002
Working capital $1,731.1 $1,957.6 $2,011.2
Total debt to total liabilities and equity 16.1% 16.7% 18.0%
Cash provided by operations to total debt 1.3:1 1.2:1 1.0:1

Working capital levels are more than adequate to meet the
operating requirements of the Company. The ratios of total debt to
total liabilities and equity and cash provided by operations to total
debt reflect the strength of the Company’s operating cash flows and
the ability of the Company to cover its contractual obligations.

The Company’s contractual obligations as of December 31, 2004
are as follows:

Payments Due by Period

2006- 2008-  There-
(% in millions) Total 2005 2007 2009 after
Loans payable and current
portion of long-term

debt $2,181.2 $2,181.2 $ — $ — $ —
Long-term debt 4,691.5 — 8958 1,696.5 2,099.2
Operating leases 305.2 91.7 94.1 51.0 68.4

$7,177.9 $2,272.9 $ 989.9 $1,747.5 $2,167.6
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Loans payable and current portion of long-term debt includes
$500.0 million of notes with a final maturity in 2011, which, on an
annual basis, will either be repurchased from the holders at the
option of the remarketing agent and remarketed, or redeemed by the
Company. Loans payable and current portion of long-term debt also
reflects $345.9 million of long-dated notes that are subject to
repayment at the option of the holders on an annual basis. Required
funding obligations for 2005 relating to the Company’s pension and
other postretirement benefit plans are not expected to be material.

In 2001, the Company’s $1.5 billion shelf registration statement
filed with the Securities and Exchange Commission (the SEC) for the
issuance of debt securities became effective. In February 2004, the
Company issued $350.0 million of 2.5% three-year notes under the
shelf. At the same time, the Company entered into an interest rate
swap contract that effectively converts the 2.5% fixed-rate notes to
floating-rate instruments. In February and March 2004, the Company
issued a total of $50.0 million of variable-rate notes under the shelf.
In December 2004, the Company'’s new $3.0 billion shelf registration
statement filed with the the SEC for the issuance of debt securities
became effective and in February 2005, the Company issued an
additional $1.0 billion of 4.75% ten-year notes under the shelf. The
remaining capacity under the Company’s shelf registration statement
is approximately $2.8 billion.

In February 2005, the Company established a $1.5 billion, 5-year
revolving credit facility to provide backup liquidity for its commercial
paper borrowing facility and for general corporate purposes. The
Company has not drawn funding from this facility.

After the Company’s voluntary withdrawal of Vioxx on
September 30, 2004, Moody’s and Standard & Poor’s each
conducted a review of the Company’s long-term credit ratings. Upon
completion of those reviews, the Company’s long-term credit ratings
were downgraded to Aa3 from Moody’s and AA- from Standard &
Poor’s. These ratings continue to allow access to the capital markets
and flexibility in obtaining funds on competitive terms. The Company
continues to maintain a conservative financial profile. Total cash and
investments of $13.8 billion exceeds the sum of loans payable and
long-term debt of $6.9 billion. The Company also has long-term credit
ratings that remain among the top 4% of rated non-financial
corporations. Despite this strong financial profile, certain contingent
events, if realized, which are discussed in Note 11, could have a
material adverse impact on the Company’s liquidity and capital
resources. The Company does not participate in any off-balance
sheet arrangements involving unconsolidated subsidiaries that
provide financing or potentially expose the Company to unrecorded
financial obligations.

In December 2004, the Company redeemed variable-rate
preferred units of a subsidiary at $1.5 billion of par value plus
accrued dividends. Also in December 2004, the Company extended
a $300.0 million variable-rate borrowing that was due in 2004 for an
additional five years.

In July 2002, the Board of Directors approved purchases over
time of up to $10.0 billion of Merck shares. From 2002 to 2004, the
Company purchased $3.6 billion of treasury shares under previously
authorized completed programs, and $1.5 billion under the 2002
program. Total treasury stock purchased in 2004 was $974.6 million.
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Financial Instruments Market Risk Disclosures

Foreign Currency Risk Management

While the U.S. dollar is the functional currency of the Company’s
foreign subsidiaries, a significant portion of the Company’s revenues
are denominated in foreign currencies. Merck relies on sustained
cash flows generated from foreign sources to support its long-term
commitment to U.S. dollar-based research and development. To the
extent the dollar value of cash flows is diminished as a result of a
strengthening dollar, the Company’s ability to fund research and
other dollar- based strategic initiatives at a consistent level may be
impaired. The Company has established revenue hedging and
balance sheet risk management programs to protect against volatility
of future foreign currency cash flows and changes in fair value
caused by volatility in foreign exchange rates.

The objective of the revenue hedging program is to reduce the
potential for longer-term unfavorable changes in foreign exchange to
decrease the U.S. dollar value of future cash flows derived from
foreign currency denominated sales, primarily the euro and Japanese
yen. To achieve this objective, the Company will partially hedge
anticipated third-party sales that are expected to occur over its
planning cycle, typically no more than three years into the future. The
Company will layer in hedges over time, increasing the portion of
sales hedged as it gets closer to the expected date of the
transaction, such that it is probable the hedged transaction will occur.
The portion of sales hedged is based on assessments of cost-benefit
profiles that consider natural offsetting exposures, revenue and
exchange rate volatilities and correlations, and the cost of hedging
instruments. The hedged anticipated sales are a specified
component of a portfolio of similarly denominated foreign currency-
based sales transactions, each of which responds to the hedged risk
in the same manner. Merck manages its anticipated transaction
exposure principally with purchased local currency put options, which
provide the Company with a right, but not an obligation, to sell foreign
currencies in the future at a predetermined price. If the U.S. dollar
strengthens relative to the currency of the hedged anticipated sales,
total changes in the options’ cash flows fully offset the decline in the
expected future U.S. dollar cash flows of the hedged foreign currency
sales. Conversely, if the U.S. dollar weakens, the options’ value
reduces to zero, but the Company benefits from the increase in the
value of the anticipated foreign currency cash flows. While a weaker
U.S. dollar would result in a net benefit, the market value of the
Company’s hedges would have declined by $45.2 million and
$16.3 million, respectively, from a uniform 10% weakening of the
U.S. dollar at December 31, 2004 and 2003. The market value was
determined using a foreign exchange option pricing model and
holding all factors except exchange rates constant. Because Merck
principally uses purchased local currency put options, a uniform
weakening of the U.S. dollar will yield the largest overall potential
loss in the market value of these options. The sensitivity
measurement assumes that a change in one foreign currency relative
to the U.S. dollar would not affect other foreign currencies relative to
the U.S. dollar. Although not predictive in nature, the Company
believes that a 10% threshold reflects reasonably possible near-term
changes in Merck’s major foreign currency exposures relative to the
U.S. dollar. The cash flows from these contracts are reported as
operating activities in the Consolidated Statement of Cash Flows.

The primary objective of the balance sheet risk management
program is to protect the U.S. dollar value of foreign currency
denominated net monetary assets from the effects of volatility in
foreign exchange that might occur prior to their conversion to U.S.
dollars. Merck principally utilizes forward exchange contracts, which
enable the Company to buy and sell foreign currencies in the future
at fixed
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exchange rates and economically offset the consequences of
changes in foreign exchange on the amount of U.S. dollar cash flows
derived from the net assets. Merck routinely enters into contracts to
fully offset the effects of exchange on exposures denominated in
developed country currencies, primarily the euro and Japanese yen.
For exposures in developing country currencies, the Company will
enter into forward contracts on a more limited basis and only when it
is deemed economical to do so based on a cost-benefit analysis that
considers the magnitude of the exposure, the volatility of the
exchange rate and the cost of the hedging instrument. The Company
will also minimize the effect of exchange on monetary assets and
liabilities by managing operating activities and net asset positions at
the local level. The Company also uses forward contracts to hedge
the changes in fair value of certain foreign currency denominated
available-for- sale securities attributable to fluctuations in foreign
currency exchange rates. A sensitivity analysis to changes in the
value of the U.S. dollar on foreign currency denominated derivatives,
investments and monetary assets and liabilities indicated that if the
U.S. dollar uniformly strengthened by 10% against all currency
exposures of the Company at December 31, 2004 and 2003, Income
from continuing operations before taxes would have declined by
$7.8 million and $5.6 million, respectively. Because Merck is in a net
long position relative to its major foreign currencies after
consideration of forward contracts, a uniform strengthening of the
U.S. dollar will yield the largest overall potential net loss in earnings
due to exchange. This measurement assumes that a change in one
foreign currency relative to the U.S. dollar would not affect other
foreign currencies relative to the U.S. dollar. Although not predictive
in nature, the Company believes that a 10% threshold reflects
reasonably possible near-term changes in Merck’s major foreign
currency exposures relative to the U.S. dollar. The cash flows from
these contracts are reported as operating activities in the
Consolidated Statement of Cash Flows.

Interest Rate Risk Management

In addition to the revenue hedging and balance sheet risk
management programs, the Company may use interest rate swap
contracts on certain investing and borrowing transactions to manage
its net exposure to interest rate changes and to reduce its overall
cost of borrowing. The Company does not use leveraged swaps and,
in general, does not leverage any of its investment activities that
would put principal capital at risk. At December 31, 2004, the
Company was a party to four pay-floating, receive-fixed interest rate
swap contracts designated as fair value hedges of fixed rate notes
maturing in 2005, 2006, 2007 and 2013, respectively. The notional
amounts of these swaps, which match the amount of the hedged
fixed rate notes, were $500 million, $500 million, $350 million and
$500 million, respectively. The swaps effectively convert the fixed-
rate obligations to floating- rate instruments. The cash flows from
these contracts are reported as operating activities in the
Consolidated Statement of Cash Flows.

The Company’s investment portfolio includes cash equivalents
and short- term investments, the market values of which are not
significantly impacted by changes in interest rates. The market value
of the Company’s medium- to long- term fixed-rate investments is
modestly impacted by changes in U.S. interest rates. Changes in
medium- to long-term U.S. interest rates would have a more
significant impact on the market value of the Company’s fixed-rate
borrowings, which generally have longer maturities. A sensitivity
analysis to measure potential changes in the market value of the
Company'’s investments, debt and related swap contracts from a
change in interest rates indicated that a one percentage

point increase in interest rates at December 31, 2004 and 2003
would have positively impacted the net aggregate market value of
these instruments by $75.4 million and $92.9 million, respectively. A
one percentage point decrease at December 31, 2004 and 2003
would have negatively impacted the net aggregate market value by
$115.4 million and $138.3 million, respectively. The fair value of the
Company’s debt was determined using pricing models reflecting one
percentage point shifts in the appropriate yield curves. The fair value
of the Company'’s investments was determined using a combination
of pricing and duration models. Whereas duration is a linear
approximation that works well for modest changes in yields and
generates a symmetrical result, pricing models reflecting the
convexity of the pricelyield relationship provide greater precision and
reflect the asymmetry of price movements for interest rate changes in
opposite directions. The impact of convexity is more pronounced in
longer-term maturities and low interest-rate environments.

Critical Accounting Policies and Other Matters

The consolidated financial statements include certain amounts that
are based on management’s best estimates and judgments.
Estimates are used in determining such items as provisions for sales
discounts and returns, depreciable and amortizable lives,
recoverability of inventories produced in preparation for product
launches, amounts recorded for contingencies, environmental
liabilities and other reserves, pension and other postretirement
benefit plan assumptions, and taxes on income. Because of the
uncertainty inherent in such estimates, actual results may differ from
these estimates. Application of the following accounting policies
result in accounting estimates having the potential for the most
significant impact on the financial statements.

Revenue Recognition

Revenues from sales of products are recognized when title and risk
of loss passes to the customer. Revenues for domestic
pharmaceutical sales are recognized at the time of shipment, while
for many foreign subsidiaries, as well as for vaccine sales, revenues
are recognized at the time of delivery. Recognition of revenue also
requires reasonable assurance of collection of sales proceeds and
completion of all performance obligations. Domestically, sales
discounts are issued to customers as direct discounts at the point-of-
sale or indirectly through an intermediary wholesale purchaser,
known as chargebacks, or indirectly in the form of rebates.
Additionally, sales are generally made with a limited right of return
under certain conditions. Revenues are recorded net of provisions for
sales discounts and returns, which are established at the time of
sale.

The provision for aggregate indirect customer discounts covers
chargebacks and rebates. Chargebacks are discounts that occur
when a contracted customer purchases directly through an
intermediary wholesale purchaser. The contracted customer
generally purchases product at its contracted price plus a mark-up
from the wholesaler. The wholesaler, in turn, charges the Company
back for the difference between the price initially paid by the
wholesaler and the contract price paid to the wholesaler by the
customer. The provision for chargebacks is based on expected sell-
through levels by the Company’s wholesale customers to contracted
customers, as well as estimated wholesaler inventory levels. Rebates
are amounts owed based upon definitive contractual agreements or
legal requirements with private sector and public sector (Medicaid)
benefit providers, after the final dispensing of the product by a
pharmacy to a benefit plan participant. The provision is based on
expected payments, which are driven by patient usage and contract
performance by the benefit provider customers.
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The Company assumes a first-in, first-out movement of inventory
within the supply chain for purposes of estimating its aggregate
indirect customer discount accrual. In addition, the Company uses
historical customer segment mix, adjusted for other known events, in
order to estimate the expected provision. Amounts accrued for
aggregate indirect customer discounts are evaluated on a quarterly
basis through comparison of information provided by the wholesalers
and other customers to the amounts accrued. Adjustments are
recorded when trends or significant events indicate that a change in
the estimated provision is appropriate.

The Company continually monitors its provision for aggregate
indirect customer discounts. There were no material adjustments to
estimates associated with the aggregate indirect customer discount
provision in 2004, 2003 and 2002.

Summarized information about changes in the aggregate indirect
customer discount accrual is as follows:

2004 2003
Balance, January 1 $ 7522 $ 570.8
Current provision 4,031.6 3,233.1

Adjustments relating to prior years 57.7 (4.3)
Payments (3,811.2) (3,047.4)

Balance, December 31 $1,030.3 $ 752.2

Accruals for chargebacks are reflected as a direct reduction to
accounts receivable and accruals for rebates as accrued expenses.
The accrued balances relative to these provisions included in
Accounts receivable and Accrued and other current liabilities were
$133.7 million and $896.6 million, respectively, at December 31,
2004, and $110.4 million and $641.8 million, respectively, at
December 31, 2003.

The Company maintains a returns policy that allows its customers
to return product within a specified period prior to and subsequent to
the expiration date (generally, six months before and twelve months
after product expiration). The estimate of the provision for returns is
based upon historical experience with actual returns. Additionally, the
Company considers factors such as levels of inventory in the
distribution channel, product dating and expiration period, whether
products have been discontinued, entrance in the market of
additional generic competition, changes in formularies or launch of
over-the-counter products, to name a few. The product returns
provision, as well as actual returns, was approximately 0.5% of net
sales in 2004, 2003 and 2002.

Through the distribution program for U.S. wholesalers,
implemented in 2003, the Company incents wholesalers to align
purchases with underlying demand and maintain inventories within
specified levels. The terms of the program allow the wholesalers to
earn fees upon providing visibility into their inventory levels as well as
by achieving certain performance parameters, such as, inventory
management, customer service levels, reducing shortage claims and
reducing product returns. Information provided through the
wholesaler distribution program includes items such as sales trends,
inventory on-hand, on-order quantity and product returns.
Wholesalers generally provide only the above mentioned data to the
Company, as there is no regulatory requirement to report lot level
information to manufacturers, which is the level of information
needed to determine the remaining shelf life and original sale date of
inventory. Given current wholesaler inventory levels, which are
generally less than a month, the Company believes that collection of
order lot information across all wholesale customers would have
limited use in estimating sales discounts and returns.
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Inventories Produced in Preparation for Product Launches

The Company capitalizes inventories produced in preparation for
product launches sufficient to support initial market demand.
Typically, capitalization of such inventory does not begin until the
related product candidates are in Phase Il clinical trials and are
considered to have a high probability of regulatory approval. At
December 31, 2004, inventories produced in preparation for product
launches consisted of three vaccine products, all of which are in
Phase Il clinical trials, as well as a new formulation for an existing
vaccine product. The Company continues to monitor the status of
each respective product within the regulatory approval process;
however, the Company generally does not disclose specific timing for
regulatory approval. If the Company is aware of any specific risks or
contingencies other than the normal regulatory approval process or if
there are any specific issues identified during the research process
relating to safety, efficacy, manufacturing, marketing or labeling, the
related inventory would generally not be capitalized. There are no
significant issues with respect to any of these products. Expiry dates
of the inventory are impacted by the stage of completion. The
Company manages the levels of inventory at each stage to optimize
the shelf life of the inventory in relation to anticipated market demand
in order to avoid product expiry issues. The shelf lives for these
products range from a minimum of 8 to 13 years. Anticipated future
sales of the products support the realization of the inventory value as
the inventory shelf life is sufficient to meet initial product launch
requirements.

In addition, the Company produced inventory in preparation for
the launch of Arcoxia in the United States. Arcoxia has been
launched in 51 countries in Europe, Latin America and Asia. In
October 2004, the Company received an “approvable” letter from the
FDA for the Company’s NDA for Arcoxia . The FDA informed the
Company in the letter that before approval of the NDA can be issued,
additional safety and efficacy data for Arcoxia are required. In
addition, Merck is working with regulatory agencies in the countries
where Arcoxia is approved to assess whether changes to the
prescribing information for the coxib class of drugs, including
Arcoxia , are warranted. While the minimum shelf life for Arcoxia is
approximately 4 years, anticipated worldwide market demand in
countries where Arcoxia has been approved supports the value of
inventory capitalized. The build-up of inventory for Arcoxia and
inventories produced in preparation for product launches did not
have a material effect on the Company’s liquidity.

Contingencies and Environmental Liabilities

The Company is involved in various claims and legal proceedings of
a nature considered normal to its business, including product liability,
intellectual property and commercial litigation, as well as additional
matters such as antitrust actions. (See Note 11 to the financial
statements for further information.) The Company records accruals
for contingencies when it is probable that a liability has been incurred
and the amount can be reasonably estimated. These accruals are
adjusted periodically as assessments change or additional
information becomes available. For product liability claims, a portion
of the overall accrual is actuarially determined and considers such
factors as past experience, number of claims reported and estimates
of claims incurred but not yet reported. Individually significant
contingent losses are accrued when probable and reasonably
estimable.

Legal defense costs expected to be incurred in connection with a
loss contingency are accrued when probable and reasonably
estimable. At December 31, 2004, the Company’s reserve solely for
its future legal defense costs related to the Vioxx Litigation was
$675.0 million. This reserve is based on certain assumptions and is
the minimum amount that the Company believes, at this time, it can
reasonably estimate will be spent over a multi-year period. The
Company
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significantly increased the reserve solely for future legal defense
costs for Vioxx when it had the ability to reasonably estimate its
future legal defense costs for the Vioxx Litigation. Some of the
significant factors that were considered in the establishment of the
reserve for the Vioxx Litigation were as follows: the actual costs
incurred by the Company up to that time; the development of the
Company'’s legal defense strategy and structure in light of the
expanded scope of the Vioxx Litigation; the number of cases being
brought against the Company; and the anticipated timing,
progression, and related costs of pre-trial activities and trials in the
Vioxx Product Liability Lawsuits. The Company will continue to
monitor its legal defense costs and review the adequacy of the
associated reserves. The Company has not established any reserves
for any potential liability relating to the Vioxx Litigation.

The Company is a party to a number of proceedings brought
under the Comprehensive Environmental Response, Compensation
and Liability Act, comonly known as Superfund. When a legitimate
claim for contribution is asserted, a liability is initially accrued based
upon the estimated transaction costs to manage the site. Accruals
are adjusted as feasibility studies and related cost assessments of
remedial techniques are completed, and as the extent to which other
potentially responsible parties (PRPs) who may be jointly and
severally liable can be expected to contribute is determined.

The Company is also remediating environmental contamination
resulting from past industrial activity at certain of its sites and takes
an active role in identifying and providing for these costs. A
worldwide survey was initially performed to assess all sites for
potential contamination resulting from past industrial activities. Where
assessment indicated that physical investigation was warranted,
such investigation was performed, providing a better evaluation of
the need for remedial action. Where such need was identified,
remedial action was then initiated. Estimates of the extent of
contamination at each site were initially made at the pre-investigation
stage and liabilities for the potential cost of remediation were accrued
at that time. As more definitive information became available during
the course of investigations and/or remedial efforts at each site,
estimates were refined and accruals were adjusted accordingly.
These estimates and related accruals continue to be refined
annually.

The Company believes that it is in compliance in all material
respects with applicable environmental laws and regulations.
Expenditures for remediation and environmental liabilities were
$24.5 million in 2004, and are estimated at $65.6 million for the years
2005 through 2009. In management’s opinion, the liabilities for all
environmental matters that are probable and reasonably estimable
have been accrued and totaled $127.5 million and $158.1 million at
December 31, 2004 and December 31, 2003, respectively. These
liabilities are undiscounted, do not consider potential recoveries from
insurers or other parties and will be paid out over the periods of
remediation for the applicable sites, which are expected to occur
primarily over the next 15 years. Although it is not possible to predict
with certainty the outcome of these matters, or the ultimate costs of
remediation, management does not believe that any reasonably
possible expenditures that may be incurred in excess of the liabilities
accrued should exceed $75.0 million in the aggregate. Management
also does not believe that these expenditures should result in a
material adverse effect on the Company’s financial position, results
of operations, liquidity or capital resources for any year.

Pensions and Other Postretirement Benefit Plans

Net pension and other postretirement benefit cost totaled

$521.5 million in 2004 and $499.2 million in 2003. Pension and other
postretirement benefit plan information for financial reporting
purposes is calculated using actuarial assumptions including a
discount rate for plan benefit obligations and an expected rate of
return on plan assets.

The Company reassesses its benefit plan assumptions on a
regular basis. For both the pension and other postretirement benefit
plans, the discount rate is evaluated annually and modified to reflect
the prevailing market rate at December 31 of a portfolio of high-
quality fixed-income debt instruments that would provide the future
cash flows needed to pay the benefits included in the benefit
obligation as they come due. At December 31, 2004, the Company
changed its discount rate to 6.0% and 5.75% from 6.25% for its U.S.
pension and other postretirement benefit plans, respectively.

The expected rate of return for both the pension and other
postretirement benefit plans represents the average rate of return to
be earned on plan assets over the period the benefits included in the
benefit obligation are to be paid. In developing the expected rate of
return, the Company considers long-term compound annualized
returns of historical market data as well as actual returns on the
Company'’s plan assets and applies adjustments that reflect more
recent capital market experience. Using this reference information,
the Company develops forward-looking return expectations for each
asset category and a weighted average expected long-term rate of
return for a targeted portfolio allocated across these investment
categories. The expected portfolio performance reflects the
contribution of active management as appropriate. As a result of this
analysis, for 2005, the Company’s expected rate of return of 8.75%
remained unchanged from 2004 for its U.S. pension and other
postretirement benefit plans.

The target investment portfolio of the Company’s U.S. pension
and other postretirement benefit plans is allocated 45% to 60% in
U.S. equities, 20% to 30% in international equities, 13% to 18% in
fixed-income investments, 2% to 6% in real estate, and up to 8% in
cash and other investments. The portfolio’s equity weighting is
consistent with the long-term nature of the plans’ benefit obligation.
The expected annual standard deviation of returns of the target
portfolio, which approximates 13%, reflects both the equity allocation
and the diversification benefits among the asset classes in which the
portfolio invests.

Actuarial assumptions are based upon management'’s best
estimates and judgment. A reasonably possible change of plus
(minus) 25 basis points in the discount rate assumption, with other
assumptions held constant, would have an estimated $35.2 million
favorable (unfavorable) impact on net pension and postretirement
benefit cost. A reasonably possible change of plus (minus) 25 basis
points in the expected rate of return assumption, with other
assumptions held constant, would have an estimated $11.3 million
favorable (unfavorable) impact on net pension and postretirement
benefit cost. The Company does not expect to have a minimum
pension funding requirement under the Internal Revenue Code
during 2005. The preceding hypothetical changes in the discount rate
and expected rate of return assumptions would not impact the
Company'’s funding requirements.
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Unrecognized net loss amounts reflect experience differentials
primarily relating to differences between expected and actual returns
on plan assets as well as the effects of changes in actuarial
assumptions. Expected returns are based on a calculated market-
related value of assets. Under this methodology, asset gains/losses
resulting from actual returns that differ from the Company’s expected
returns are recognized in the market-related value of assets ratably
over a five-year period. Total unrecognized net loss amounts in
excess of certain thresholds are amortized into net pension and other
postretirement benefit cost over the average remaining service life of
employees. Amortization of total unrecognized net losses for the
Company’s U.S. plans at December 31, 2004 is expected to increase
net pension and other postretirement benefit cost by approximately
$125.0 million annually from 2005 through 2009.

Taxes on Income

The Company'’s effective tax rate is based on pre-tax income,
statutory tax rates and tax planning opportunities available in the
various jurisdictions in which the Company operates. In the event
that there is a significant unusual or one-time item recognized, or
expected to be recognized, in the Company’s operating results, the
tax attributable to that item would be separately calculated and
recorded at the same time as the unusual or one-time item.
Significant judgment is required in determining the Company’s
effective tax rate and in evaluating its tax positions. The Company
establishes reserves when, despite its belief that the tax return
positions are fully supportable, certain positions are likely to be
challenged and that it may not succeed. (See Note 17 to the financial
statements for further information.) The Company adjusts these
reserves in light of changing facts and circumstances, such as the
closing of a tax audit. The effective tax rate includes the impact of
reserve provisions and changes to reserves that are considered
appropriate, as well as related interest. This rate is then applied to
the Company’s quarterly operating results.

Tax regulations require items to be included in the tax return at
different times than the items are reflected in the financial
statements. As a result, the effective tax rate reflected in the financial
statements is different than that reported in the tax return. Some of
these differences are permanent, such as expenses that are not
deductible on the tax return, and some are timing differences, such
as depreciation expense. Timing differences create deferred tax
assets and liabilities. Deferred tax assets generally represent items
that can be used as a tax deduction or credit in the tax return in
future years for which the Company has already recorded the tax
benefit in the financial statements. The Company establishes
valuation allowances for its deferred tax assets when the amount of
expected future taxable income is not likely to support the use of the
deduction or credit. Deferred tax liabilities generally represent tax
expense recognized in the financial statements for which payment
has been deferred or expense for which the Company has already
taken a deduction on the tax return, but has not yet recognized as
expense in the financial statements.
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At December 31, 2004, foreign earnings of $20.1 billion and
domestic earnings of $880.9 million have been retained indefinitely
by subsidiary companies for reinvestment. No provision is made for
income taxes that would be payable upon the distribution of such
earnings. On October 22, 2004, the American Jobs Creation Act of
2004 (the AJCA) was signed into law. The AJCA creates a temporary
incentive for U.S. multinationals to repatriate accumulated income
earned outside the United States as of December 31, 2002. On
December 21, 2004, the Financial Accounting Standards Board (the
FASB) issued FASB Staff Position, Accounting and Disclosure
Guidance for the Foreign Earnings Repatriation Provision within the
American Jobs Creation Act of 2004 (FSP No. 109-2). FSP No. 109-
2 allows companies additional time to evaluate the effect of the law.
Through December 31, 2004, the Company has not provided
deferred taxes on foreign earnings because such earnings were
intended to be indefinitely reinvested outside the United States.
Whether the Company will ultimately take advantage of the
temporary incentive depends on a number of factors including
analyzing U.S. Internal Revenue Service guidance before a decision
is made. The Company expects to be in a position to finalize its
decisions regarding the temporary incentive during 2005. Until that
time, the Company will make no change in its current intention to
indefinitely reinvest accumulated earnings of its foreign subsidiaries.
If it becomes apparent that the Company will repatriate all or any of
these earnings in an amount of up to $15 billion, a one-time tax
charge to the Company'’s results of operations of up to approximately
$1 billion could occur. The ultimate tax charge is dependent on a
number of factors currently under consideration, including the
passage of pending legislation, which contains certain technical
corrections to the AJCA. The Company has not changed its intention
to indefinitely reinvest accumulated earnings earned subsequent to
December 31, 2002. No provision will be made for income taxes that
would be payable upon the distribution of such earnings and it is not
practicable to determine the amount of the related unrecognized
deferred income tax liability.

Recently Issued Accounting Standards

In November 2004, the FASB issued Statement No. 151, Inventory
Costs—an amendment of ARB No. 43, Chapter 4 (FAS 151), which is
effective beginning January 1, 2006. FAS 151 requires that abnormal
amounts of idle facility expense, freight, handling costs and wasted
material be recognized as current period charges. The Statement
also requires that the allocation of fixed production overhead be
based on the normal capacity of the production facilities. The effect
of this Statement on the Company’s financial position or results of
operations has not yet been determined.

In December 2004, the FASB issued Statement No. 123R, Share-
Based Payment (FAS 123R), which is effective beginning July 1,
2005. FAS 123R requires all share-based payments to employees to
be expensed over the requisite service period based on the grant-
date fair value of the awards. The Statement allows for either
prospective or retrospective adoption and requires that the unvested
portion of all outstanding awards upon adoption be recognized using
the same fair value and attribution methodologies previously
determined under Statement No. 123, Accounting for Stock-Based
Compensation. The Company is currently evaluating transition
alternatives and valuation methodologies for future grants. As a
result, pro forma compensation expense, as reflected in Note 2, may
not be indicative of future expense to be recognized under FAS
123R. The effect of adoption of FAS 123R on the Company’s
financial position or results of operations has not yet been
determined.
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Cautionary Factors That May Affect Future Results

This annual report and other written reports and oral statements
made from time to time by the Company may contain so-called
“forward-looking statements,” all of which are subject to risks and
uncertainties. One can identify these forwardlooking statements by
their use of words such as “expects,” “plans,” “will,” “estimates,”
“forecasts,” “projects” and other words of similar meaning. One can
also identify them by the fact that they do not relate strictly to
historical or current facts. These statements are likely to address the
Company’s growth strategy, financial results, product approvals and
development programs. One must carefully consider any such
statement and should understand that many factors could cause
actual results to differ from the Company'’s forward-looking
statements. These factors include inaccurate assumptions and a
broad variety of other risks and uncertainties, including some that are
known and some that are not. No forward-looking statement can be
guaranteed and actual future results may vary materially.

The Company does not assume the obligation to update any
forward-looking statement. One should carefully evaluate such
statements in light of factors described in the Company'’s filings with
the Securities and Exchange Commission, especially on Forms 10-K,
10-Q and 8-K. In Item 1 of the Company’s annual report on Form 10-
K for the year ended December 31, 2004, which will be filed in
March 2005, the Company discusses in more detail various important
factors that could cause actual results to differ from expected or
historic results. The Company notes these factors for investors as
permitted by the Private Securities Litigation Reform Act of 1995.
Prior to the filing of the Form 10-K for the year ended December 31,
2004, reference should be made to Item 1 of the Company’s annual
report on Form 10-K for the year ended December 31, 2003. One
should understand that it is not possible to predict or identify all such
factors. Consequently, the reader should not consider any such list to
be a complete statement of all potential risks or uncertainties.

Cash Dividends Paid per Common Share

Year 4th Q 3rd Q 2nd Q 1stQ

2004 $ 149 $ 38 $ 37 $ 37 $ .37
2003 $ 145 $ 37 $ 36 $ 36 $ 36

Common Stock Market Prices

2004 4hQ  3rdQ  2ndQ__ 1stQ
High $ 3432 $ 47.73 $ 4878 $ 49.33
Low 25.60 32.46 44,28 42.85
2003

High $ 51.95 $ 62.69 $ 6350 $ 60.24
Low 4057 4948 5410  49.90

The principal market for trading of the common stock is the New
York Stock Exchange (NYSE) under the symbol MRK. The common
stock market price information above is based on historical NYSE
market prices and has not been adjusted to reflect the spin-off of
Medco Health, in which holders of Merck common stock at the close
of business on August 12, 2003 received .1206 shares of Medco
Health common stock for every one share of Merck common stock
held on that date. On August 20, 2003, Merck common stock began
to trade on a postdistribution basis.

Condensed Interim Financial Data
($ in millions except

per share amounts) 4thQW 3rdQ®@ 2nd Q 1stQ
2004
Sales $5,748.0 $5,538.1 $6,021.7 $5,630.8
Materials and production costs 1,283.6 1,364.2 1,163.7 1,148.2
Marketing and administrative

expenses 2,365.8 1,752.9 1,616.2 1,611.4
Research and development

expenses 1,108.6 919.3 986.0 996.3
Equity income from affiliates (285.9) (307.1) (220.5) (194.7)
Other (income) expense, net (103.9) (4.2) 37.5 (273.3)
Income from continuing

operations before taxes 1,379.8 1,813.0 2,438.8 2,342.9
Net income 1,101.1 1,325.6 1,768.1 1,618.6
Basic earnings per common

share $ 50 $ 60 $ 80 $ .73
Earnings per common share

assuming dilution $ 50 $ 60 % 79 % 73
2003
Sales $5,627.1 $5,762.0 $55254 $5571.4
Materials and production costs 1,227.2 1,083.4 1,020.1 1,106.2
Marketing and administrative

expenses 1,827.4 1,463.6 1,589.9 1,513.9
Research and development

expenses 906.3 776.5 786.4 810.7
Equity income from affiliates (6.0) (183.4) (187.4) (97.3)
Other (income) expense, net (88.7) 17.1 (153.4) 21.7
Income from continuing

operations before taxes 1,760.9 2,604.8 2,469.8 2,216.2
Income from continuing

operations 1,395.2 1,865.0 1,784.5 1,545.0
Income from discontinued

operations, net of taxes — (6.7) 82.5 165.4
Net income 1,395.2 1,858.3 1,867.0 1,710.4

Basic earnings per common
share Continuing operations $ 63 $ 83 $ 80 $ .69
Discontinued operations — — .04 .07
Net income .63 .83 .83 .76
Earnings per common share
assuming dilution Continuing

operations $ 62 $ 83 % 79 8 .68
Discontinued operations — — .04 .07
Net income .62 .82(3) .83 .76(3)

@ Amounts for 2003 include the impact of the implementation of a new
distribution program for U.S. wholesalers and restructuring costs related to
position eliminations.

(@ Amounts for 2004 include the impact of the withdrawal of Vioxx. (See Note
3)

(3 Amount does not add as a result of rounding.
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Consolidated Statement of Incol
Merck & Co., Inc. and Subsidiari

Years Ended December

(% in millions except per share amour

2004 2003 2002

Sales $22,938.¢  $22,485.¢  $21,445.!
Costs, Expenses and Oti

Materials and productio 4,959.¢ 4,436.¢ 4,004.¢

Marketing and administrativ 7,346.: 6,394.¢ 5,652.:

Research and developmt 4,010.: 3,279.¢ 2,677.:

Equity income from affiliate (1,008.9) (474.2) (644.%)

Other (income) expense, r (344.0 (203.9) 104.t

14,964.. 13,434.. 11,794..

Income from Continuing Operations Before Ta 7,974 9,051.¢ 9,651.°
Taxes on Incom 2,161.; 2,462.( 2,856.¢
Income from Continuing Operatiol 5,813.¢ 6,589.¢ 6,794.¢
Income from Discontinued Operations, Net of Ta — 241.2 354.7
Net Income $ 5813« $6,830.¢ $ 7,149t
Basic Earnings per Common Shi

Continuing Operation $ 26z $ 29 $ 301

Discontinued Operatior — A1 1€

Net Income $ 26z $ 30 $ 317
Earnings per Common Share Assuming Dilui

Continuing Operation $ 261 $ 292 $ 2.9¢

Discontinued Operatior — A1 A€

Net Income $ 261 $ 302 $ 314

*Amount does not add as a result of rounding.

Consolidated Statement of Retained Earnings
Merck & Co., Inc. and Subsidiaries

Years Ended December 31

(% in millions)

2004 2003 2002
Balance, January $34,142.(  $35,434.¢  $31,489.!
Net Income 5,813. 6,830.¢ 7,149.¢
Common Stock Dividends Declar (3,329.) (3,264.) (3,204.9)
Spir-off of Medco Healtt — (4,859.) —
Balance, December : $36,626..  $34,142.(  $35,434.!
Consolidated Statement of Comprehensive Income
Merck & Co., Inc. and Subsidiaries
Years Ended December 31
($ in millions)
2004 2003 2002
Net Income $5,813. $6,830.¢ $7,149.!
Other Comprehensive (Loss) Incol
Net unrealized loss on derivatives, net of tax agidincome realizatio (31.9) (21.9) (20.0
Net unrealized (loss) gain on investments, netwfand net income realizatii (100.9 (46.9) 73.1
Minimum pension liability, net of ta (4.9 231.¢ (162.5
Cumulative translation adjustment relating to eginivestees, net of te 26.1 — —
(111.9 164.2 (109.9
Comprehensive Incon $5,702.( $6,995.. $7,040.:

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

($ in millions)

2004 2003
Assets
Current Asset
Cash and cash equivalel $2,878.¢ $ 1,201.(
Shor-term investment 4,211.: 2,972.(
Accounts receivabl 3,627.° 4,023.¢
Inventories 1,898.° 2,554.°
Prepaid expenses and ta: 858.¢ 775.¢
Total current asse 13,475.. 11,527..
Investment: 6,727.. 7,941.:
Property, Plant and Equipment (at cc
Land 366.€ 356.7
Buildings 8,874.: 8,016.¢
Machinery, equipment and office furnishir 11,926.: 11,018.:
Construction in progres 1,641.¢ 1,901.¢
22,808.t 21,293’
Less allowance for depreciati 8,094.¢ 7,124,
14,713. 14,169.(
Goodwill 1,085." 1,085.¢
Other Intangibles, Ne 679.2 864.(
Other Asset: 5,891.¢ 5,000.°
$42,572.t  $40,587.!
Liabilities and Stockholders’ Equity
Current Liabilities
Loans payable and current portion of I-term debr $ 2,181.0 $ 1,700.(
Trade accounts payat 421.¢ 735.2
Accrued and other current liabilitit 5,288.: 3,772.¢
Income taxes payab 3,012 2,538.¢
Dividends payabl 841.1 822.7
Total current liabilities 11,744.. 9,569.¢
Long-Term Debi 4,691. 5,096.(
Deferred Income Taxes and Noncurrent Liabili 6,442.. 6,430.!
Minority Interests 2,406.¢ 3,915.;
Stockholder Equity
Common stock, one cent par va

Authorized- 5,400,000,000 shar:

Issuec- 2,976,230,393 shar 29.¢ 29.¢
Other pairin capital 6,869.¢ 6,956.¢
Retained earninc 36,626.. 34,142
Accumulated other comprehensive (loss) ince (45.9 65.5

43,480.( 41,193.
Less treasury stock, at c«
767,591,491 share 2004
754,466,884 share 2003 26,191. 25,617.!
Total stockholdel' equity 17,288.. 15,576.«
$42,572.t  $40,587.!

The accompanying notes are an integral part of tieissolidated financial statement.
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Consolidated Statement of Cash Flows
Merck & Co., Inc. and Subsidiaries

Years Ended December 31

($ in millions)

2004 2003 2002
Cash Flows from Operating Activities of ContinuingOperations
Net income $ 5813« $ 6,830¢ $ 7,149.!
Less: Income from discontinued operations, neaxés — (241.9) (354.9)
Income from continuing operatiol 5,813.¢ 6,589.¢ 6,794.¢
Adjustments to reconcile income from continuing @biens to net cash provided by operating
activities of continuing operation
Depreciation and amortizatic 1,450. 1,314.: 1,231.:
Deferred income taxe 48.¢ 131.7 387.t
Other (35.9) (98.) (116.9
Net changes in assets and liabiliti
Accounts receivabl 173.1 320.¢ 130.Z
Inventories 331.¢ (435.9 (41.5)
Trade accounts payak (323.9 (21.¢) 325.¢
Accrued and other current liabilitit 1,382.: 505.4 97.C
Income taxes payab 453.¢ 494.1 459.¢
Noncurrent liabilities (445.9 (255.9) (359.9
Other (50.5) (119.) (197.)
Net Cash Provided by Operating Activities of Couniitg Operation: 8,799.. 8,426.: 8,710.¢
Cash Flows from Investing Activities of ContinuingOperations
Capital expenditure (1,726.) (1,915.9 (2,128.)
Purchase of securities, subsidiaries and othestmants (82,256.) (61,586.9) (37,443.0)
Proceeds from sale of securities, subsidiarieso#mer investment 82,363.! 60,823.: 35,807«
Acquisitions of Banyu share (12.9) (1,527.9 —
Other (6.€) (25.0 (3.7
Net Cash Used by Investing Activities of Continui@gerations (1,638.) (4,232.7) (3,768.0)
Cash Flows from Financing Activities of ContinuingOperations
Net change in shc-term borrowings (252.9 (2,347.) (508.9
Proceeds from issuance of di 405.1 1,300.: 2,618t
Payments on del (37.9) (736.9) (2,504.9
Redemption of preferred units of subsidi (1,500.0) — —
Purchase of treasury sto (974.¢ (2,034.) (2,091.9)
Dividends paid to stockholde (3,310.) (3,250.9) (3,191.9)
Proceeds from exercise of stock opti 240.: 388.2 318.c
Other (161.9) (148.5) (172.5)
Net Cash Used by Financing Activities of ContinuiDgeration: (5,591.9 (6,827.9 (5,531.9
Effect of Exchange Rate Changes on Cash and Cashidkents 108.2 155.7 113.2
Discontinued Operations
Net cash provided by Medco Hea — 248.( 575.1
Dividend received from Medco Health, net of intemgany settlements and cash transfe — 1,187.¢ —
Net Cash Provided by Discontinued Operati — 1,435.¢ 575.1
Net Increase (Decrease) in Cash and Cash Equisi 1,677.¢ (1,042.0 99.C
Cash and Cash Equivalents at Beginning of ® 1,201.( 2,243.( 2,144.(
Cash and Cash Equivalents at End of \ $ 2,878.8 $ 1,201.C $ 2,243.

The accompanying notes are an integral part of thissolidated financial statement.
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Notes to Consolidate
Financial Statements

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

1. Nature of Operations

Merck is a global research-driven pharmaceuticelgany that discovers, develops, manufactures amkietsea broad range of innovative
products to improve human and animal health, dirextd through its joint ventures. The Companysdurcts include therapeutic and
preventive agents, generally sold by prescriptionthe treatment of human disorders.

2. Summary of Accounting Policies

Principles of Consolidatio— The consolidated financial statements includesit@unts of the Company and all of its subsidsanewvhich a
controlling interest is maintained. Controllingengst is determined by majority ownership inteegst the absence of substantive third-party
participating rights or, in the case of variableenest entities, by majority exposure to expeotsdés, residual returns or both. For those
consolidated subsidiaries where Merck ownershipss than 100%, the outside stockholders’ inter@gshown as Minority interests.
Investments in affiliates over which the Compang s@nificant influence but not a controlling irgst, such as interests in entities owned
equally by the Company and a third party that amgen shared control, are carried on the equitysbasi

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

Cash and Cash Equivalents Cash equivalents are comprised of certain hitilyid investments with original maturities of letbsn three
months.

Inventories— Substantially all domestic pharmaceutical inver®@are valued at the lower of last-in, first-outHQ) cost or market for both
book and tax purposes. Foreign pharmaceutical toviess are valued at the lower of first-in, firgsitdFIFO) cost or market. Inventories
consist of currently marketed products and cepaitlucts awaiting regulatory approval. In evalugtine recoverability of inventories
produced in preparation for product launches, tom@any considers the probability that revenue péllobtained from the future sale of the
related inventory together with the status of thedpct within the regulatory approval process.

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

Revenue Recogniti— Revenues from sales of products are recognizeshuitie and risk of loss passes to the customeveRues for
domestic pharmaceutical sales are recognized aintleeof shipment, while for many foreign subsidiar as well as for vaccine sales,
revenues are recognized at the time of delivergoBeition of revenue also requires reasonable assarof collection of sales proceeds and
completion of all performance obligations. Domedti sales discounts are issued to customersrastdiiscounts at the point-of-sale or
indirectly through an intermediary wholesale pusdraknown as chargebacks, or indirectly in thenfof rebates. Additionally, sales are
generally made with a limited right of return undertain conditions. Revenues are recorded netovigions for sales discounts and returns,
which are established at the time of sale. Accrimlshargebacks are reflected as a direct reduéti@ccounts receivable and accruals for
rebates as accrued expenses. The accrued balatategerto these provisions included in Accountereable and Accrued and other current
liabilities were $133.7 million and $896.6 milliorgspectively, at December 31, 2004 and $110.4amiind $641.8 million, respectively, at
December 31, 2003.

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

Goodwill and Other Intangibles- Goodwill represents the excess of acquisition cogés the fair value of net assets of businessashpaed
Goodwill is not amortized, but rather, assignedejgorting units within the Company’s segments araduated for impairment on at least an
annual basis, using a fair value based test. Qitruired intangibles are recorded at cost andragtezed on a straight-line basis over their
estimated useful lives. (See Note 8.) When eventsrcumstances warrant a review, the Companyastess recoverability from future
operations of other intangibles using undiscourteh flows derived from the lowest appropriate agsmipings, generally the subsidiary
level. Impairments are recognized in operatingltesa the extent that carrying value exceedsvaiue, which is determined based on the net
present value of estimated future cash flows.
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Research and Developme Research and development is expensed as inclpéent and milestone payments made to third esuiti
connection with research and development collalmraiprior to regulatory approval are expensedhasried. Payments made to third parties
subsequent to regulatory approval are capitaliredaanortized over the shorter of the remainingnggeor product patent life.

Stock-Based Compensatien Employee stock-based compensation is recognigied the intrinsic value method. Generally, emptogtock
options are granted to purchase shares of Compacl at the fair market value at the time of gramcordingly, no compensation expens
recognized for the Company’s stock-based compeamsatans other than for its performance-based asyaedtricted stock units and options
granted to employees of certain equity method ireess

The effect on net income and earnings per comshare if the Company had applied the fair vatethod for recognizing employee stock-
based compensation is as follows:

Years Ended December 2004 2003 2002
Net income, as reporte $5,813.¢ $6,830.¢ $7,149.!
Compensation expense, net of t

Reportec 16.7 4.9 1.2

Fair value metho (491.9 (559.9 (487.9
Pro forma net incom $5,338.: $6,276. $6,662.¢
Earnings per common share from continuing operat|

Assuming dilutior— as reportes $ 261 $ 2.9z $ 2.9¢

Assuming dilutior— pro forma $ 2.3¢ $ 2.7¢ $ 281
Earnings per common sha

Basic— as reportel $ 2.6z $ 3.0t $ 3.17

Basic- pro forma $ 241 $ 281 $ 2.9t

Assuming dilutior— as reportes $ 261 $ 3.0: $ 3.4

Assuming dilutior— pro forma $ 2.3¢ $ 2.7¢ $ 292

Prior to 2004, pro forma compensation expdoseptions with graded vesting terms was calculatsing the Black-Scholes model based
on a single-option valuation approach using thagitline method of amortization. In 2004, the Compaawised the assumptions utilized
the Black-Scholes model in determining pro formmpensation expense based on historical data, batkestpense is determined using
separate expected term assumptions for each véstimghe. As a result, pro forma compensation es@éor any stock options granted since
January 1, 2004 has been calculated using theesatel amortization method prescribed in Finamstalounting Standards Board
(FASB) Interpretation No. 28, Accounting for Stosgpreciation Rights and Other Variable Stock OptorAward Plans.

In 2003, in connection with the Medco Healtiusions, Inc. (Medco Health) spin-off, options gtred to Medco Health employees prior to
February 2002 and some options granted after Feba@®2 became fully vested in accordance withattiginal terms of the grants. As a
result, 2003 pro forma compensation expense reftbet accelerated vesting of these options. Intiaddicertain stock options granted to
Medco Health employees in 2003 and 2002 were cteéo Medco Health options with terms and amothds maintained the option
holders’ positions. Therefore, pro forma compemsagxpense for these options is reflected onlyutpnathe date of the spin-off.

The average fair value of employee and emmployee director options granted during 2004, 2282002 was $10.50, $12.54 and $17
respectively. This fair value was estimated ushegBlack-Scholes option-pricing model based onatbigshted average market price at grant
date of $45.51 in 2004, $50.07 in 2003 and $61n18D2 and the following weighted average assumgtio

Years Ended December 2004 2003 2002
Dividend yield 3.4% 2. 7% 2.3%
Risk-free interest rat 3.1% 2.9% 4.3%
Volatility 30% 31% 31%
Expected life (years 5.7 5.8 5.7

Legal Defense Cos— Legal defense costs expected to be incurred inemimm with a loss contingency are accrued whebaite and
reasonably estimable.

Use of Estimates- The consolidated financial statements are prepiareonformity with accounting principles geneyadlccepted in the
United States (GAAP) and, accordingly, include @@ramounts that are based on management’s besates and judgments. Estimates are
used in determining such items as provisions ftassdiscounts and returns, depreciable and ambléizizes, recoverability of inventories
produced in preparation for product launches, artsorgtorded for contingencies, environmental liib#l and other reserves, pension and
other postretirement benefit plan assumptions,taxels on income. Because of the uncertainty intiémesuch estimates, actual results may
differ from these estimates.

Reclassification— Certain reclassifications have been made to pear wmounts to conform with current year preseoris



3. Voluntary Product Withdrawal

On September 30, 2004, the Company announced ataojuvorldwide withdrawal o¥ioxx, its arthritis and acute pain medication. The
Company’s decision, which was effective immediataigs based on new three-year data from a progpecéindomized, placebo-controlled
clinical trial, APPROVe (Adenomatous Polyp PreventonVioxx).
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In connection with the withdrawal, the Compaegorded an unfavorable adjustment to net incoh$®52.6 million, or $.25 per share.
The adjustment to pre-tax income was $726.2 mill®hthis amount, $491.6 million related to estiethtustomer returns of product
previously sold and was recorded as a reducti®atés, $93.2 million related to write-offs of intery held by the Company and was
recorded in Materials and production expense, ddd ¥ million related to estimated costs to underthe withdrawal of the product and v
recorded in Marketing and administrative expense fhx benefit of this adjustment was $173.6 milliwhich reflects the geographical mix
of Vioxxreturns and the cost of the withdrawal. The adjesiindid not include charges for future legal dedetissts. (See Note 11.) At
December 31, 2004, $173.8 million of the remairasgrued balance was reported in Accrued and otivezrtt liabilities and $235.0 million
was reported as a reduction to Accounts receivable.

4. Restructuring

In October 2003, the Company announced plans naraite 4,400 positions as part of a cost-redudtigiative that was completed at the end
of 2004. As of December 31, 2004, the Company hiedreated 5,100 positions, as the Company idertifidditional opportunities to
eliminate positions and reduce costs. Most of thditeonal eliminations came from contractor posiso The Company recorded restructuring
costs of $104.6 million for 2004 and $194.6 millilmn 2003 in Marketing and administrative exper@g&these amounts, in 2004 and 2003,
respectively, $82.0 million and $101.8 million field to employee severance benefits, $20.9 millimh$86.0 million related to curtailment,
settlement and termination charges on the Compam@rision and other postretirement benefit plans K&&e 15) and $1.7 million and $6.8
million related to a modification in the terms @frtain employees’ stock option grants.

Summarized information relative to the empkgeverance benefits accrual is as follows:

2004 2003
Balance, January $ 78.: $ —
Expense 82.C 101.¢
Payment: (115.5 (23.5)
Balance, December * $ 44.¢ $ 78.

At December 31, 2004, the accrued balancegrifyrrelates to committed employee severance litsrafligations, which, in accordance
with certain local laws, will be paid over time.

5. Strategic Initiatives

In November 2004, Merck and Ono Pharmaceutical IGd.,(Ono) announced that they signed an agreegranting Merck the worldwide
license for ONO-2506 (R )-2-propyloctanoic acid, a novel intravenous compouwnmdently in Phase Il development for the treatnudracute
stroke. Under the terms of the agreement, Onovedain initial upfront payment and, during the terfnthe agreement, could receive
milestone payments in addition to royalties onga¢s. In addition, Ono received exclusive right§dpan to develop and markshend
(aprepitant), Merck’s drug for use in combinatioithaother antiemetic agents for prevention of aand delayed nausea and vomiting
associated with initial and repeat courses of kiginhetogenic cancer chemotherapy, including cigpl@no also received rights in Japan to
co-market a second brand of MK-431, Merck’s invgtibnal oral compound for the treatment of diabeteder a yet to be determined
trademark.

In April 2004, Merck and Bristol-Myers Squilliompany (BMS) entered into a worldwide collaboratagreement for muraglitazar,
BMS'’s product for use in treating patients with €pdiabetes. Merck and BMS will globally develomanarket muraglitazar. BMS
submitted a New Drug Application (NDA) to the Foaad Drug Administration (FDA) in December for muitezar. Under the terms of the
agreement, BMS received a $100.0 million upfronmpent and, during the term of the agreement, creddive up to $275.0 million in
additional payments based upon the achievemerdrtdin regulatory milestones. The Company recotdedipfront payment as Research
development expense. The companies will share lggnduture development and commercialization sost

In March 2004, the Company acquired Aton Plaarimc. (Aton), a privately held biotechnology camg focusing on the development of
novel treatments for cancer and other serious séseaiton’s clinical pipeline of histone deacetglashibitors represents a class of anti-tumor
agents with potential for efficacy based on a newethanism of action. Aton’s lead product candidst®eroylanilide hydroxamic acid,
known as SAHA, has been extensively studied fotrs@ment of cutaneous T-cell lymphoma. Considameor the acquisition consisted of
an upfront payment and may include contingent paysieased upon the regulatory filing, approval salé of products. In connection with
the transaction, the Company recorded a charg&28.$ million for acquired research associated ywtiducts in development for which, at
the acquisition date, technological feasibility mad been established and no alternative futureexsted. This charge was recorded in
Research and development expense and was deterbzised upon the present value of projected futash fows utilizing an income
approach reflecting the appropriate risk-adjustedalint rate based on the product candidate’s sthgempletion and its probability of
technical and marketing success. The remainingsets acquired in this transaction were not nst&ecause Aton was a development
stage company that had not commenced its planrnecigal operations, the transaction was accourdeds an acquisition of assets rather
than as a business combination and, therefore vgjhadas not recorded. Aton’s results of operatitiase been included with the Company’s
since the acquisition date.

In February 2004, Merck and H. Lundbeck A/8r{tlbeck) entered into an agreement for the exaudi®. development and
commercialization of gaboxadol, a compound forttkatment of sleep disorders. Under the termseatireement, Lundbeck received an
initial payment of $70.0 million and, during therteof the agreement, could receive up to $200.0aniin additional milestone payments



the future. The Company recorded the upfront payragmResearch and development expense. Merckunil the majority of the remaining

development activities. In June 2004, Merck anddhetk extended their agreement for the exclusiveldpment and commercialization of
gaboxadol to Japan.
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In 2003, the Company, through its wholly owsedbsidiary, MSD (Japan) Co., Ltd., launched temdi@rs to acquire the remaining 49%
the common shares of Banyu Pharmaceutical Co.,(B&hyu) that it did not already own for an aggtegaurchase price of approximately
$1.5 billion. Substantially all shares were acqiiire2003 and on March 30, 2004, Merck complete@dquisition of Banyu. Full ownership
of Banyu strengthens Merck’s position in Japanwbed’s second-largest pharmaceutical market.

The Company’s acquisitions of the Banyu share® accounted for under the purchase methodioPr@ information is not provided as
the impact of the transactions does not have arrabé&$fect on the Company’s consolidated resultsperations. The aggregate purchase
price was allocated based upon the fair valuekepbrtion of assets and liabilities acquired. @lhecation of the aggregate purchase price
resulted in the reversal of $1.0 billion of mingrihterest liability and recognition of $332.0 riolh in other intangibles, $240.5 million in
goodwill, $153.0 million in deferred income taxHbifties and $34.5 million in other net assetsnpipally property, plant and equipment.
Other intangibles included $301.1 million of indiproduct rights having a d@ar weighted average useful life and $30.9 milliepresentin
a 20-year life tradename. In connection with tla@sactions, the Company also incurred a charg@é@f.8 million for acquired research,
recorded as Research and development expenseiaésdatith products in development for which, a #tquisition date, technological
feasibility had not been established and no altem#uture use existed. Approximately $64.0 milliof the total acquired research charge
related to Merck products that Banyu was develofangale in the Japanese market. For any of thes#ucts, Merck could choose not to
exclusively license the rights to Banyu and, irt #agent, generally would reimburse Banyu for itsoasated research and development
expenditures. Accordingly, these products wereadlusing a cost approach, adjusted to reflect thiegbility of regulatory approval. The
remaining portion of the acquired research chaggeasented Banyu-developed product candidatesfaithealue of each product was
determined based upon the present value of projéatare cash flows utilizing an income approadtering the appropriate risk-adjusted
discount rate based on the applicable producttgestd completion and its probability of technicatlamarketing success.

On August 19, 2003, Merck completed the sgfrebMedco Health. The income of Medco Health isgented separately as discontinued
operations. The spin-off was effected by way of@nata dividend to Merck stockholders. Holderd/afrck common stock at the close of
business on August 12, 2003, received a dividentiafié shares of Medco Health common stock foryewae share of Merck common stock
held on that date. No fractional shares of Medcalthecommon stock were issued. Shareholders antitla fractional share of Medco Hee
common stock in the distribution received the czale instead. Based on a letter ruling Merck nemgtifrom the U.S. Internal Revenue
Service (IRS), receipt of Medco Health shares endistribution was tax-free for U.S. federal incotae purposes, but any cash received in
lieu of fractional shares was taxable.

Prior to the spin-off, Merck received a $2illidn dividend from Medco Health and Merck paid@b7 million in settlement of the net
intercompany payable to Medco Health. In additatrthe date of the spin-off, $247.4 million of castd cash equivalents were included in
the net assets of Medco Health that were spun off.

Summarized financial information for disconial operations is as follows:

Years Ended December 2003* 2002

Total net revenue $20,328." $30,344.!
Income before taxe 369.¢ 561.¢
Taxes on incom 128.2 207.2
Income, net of taxe 241.c 354.7

* Includes operations up through August 19, 2003.

The following is a summary of the assets &atdilities of discontinued operations that wererspif:

August 19
2003

Assets
Cash and cash equivalel $ 247/
Other current asse 2,728.¢
Property, plant and equipment, | 816.:
Goodwill 3,310.:
Other intangibles, n¢ 2,351.¢
Other asset 138.¢

$9,592.¢
Liabilities
Current liabilities $2,176.:
Long-term debr 1,362.:
Deferred income taxe 1,195.(

$4,733.!
Net Assets Transferre $4,859..

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 foreign currencies. Merck reliesostained cash flows generated from foreign souccsspport its long-term commitment
to U.S. dollar-based research and developmenthd& extent the dollar value of cash flows is dintieid as a result of a strengthening dollar,
the Company’s ability to fund research and othdiaddrased strategic initiatives at a consistem¢llenay be impaired. The Company has
established revenue hedging and balance sheehaskgement programs to protect against volatififyture foreign currency cash flows ¢
changes in fair value caused by volatility in fgreexchange rates.

The objective of the revenue hedging programto ireduce the potential for longer-term unfavteaanges in foreign exchange to
decrease the U.S. dollar value of future cash fldarsved from foreign currency denominated salesyarily the euro and Japanese yen. To
achieve this objective, the Company will partidilgdge anticipated third-party sales that are egpletct occur over its planning cycle,
typically no more than three years into the futdifee Company will layer in hedges over time, insieg the portion of sales hedged as it gets
closer to the expected date of the transactiorh that it is probable that the hedged transactibinoacur. The portion of sales hedged is
based on assessments of cost-benefit profilectmsider natural offsetting exposures, revenueeatctange rate volatilities and correlations,
and the cost of hedging instruments. The hedgedipaited sales are a specified component of aglmrtbf similarly denominated foreign
currency-based sales transactions, each of whégforels to the hedged risk in the same manner. Mearlages its anticipated transaction
exposure principally with purchased local currepay options, which provide the Company with a rightt not an obligation, to sell foreign
currencies in the future at a predetermined pifabe U.S. dollar strengthens relative to the enany of the hedged anticipated sales, total
changes in the options’ cash flows fully offset tfezline in the expected future U.S. dollar castv of the
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hedged foreign currency sales. Conversely, if tt&. dollar weakens, the options’ value reduce®to,ut the Company benefits from the
increase in the value of the anticipated foreigmency cash flows.

The designated hedge relationship is basd@dtahchanges in the options’ cash flows. Accordinthe entire fair value change in the
options is deferred in Accumulated other comprelvenacome (AOCI) and reclassified into Sales whenhedged anticipated revenue is
recognized. The hedge relationship is perfectlgaife and therefore no hedge ineffectivenesscisrdeed. The fair values of currency optic
are reported in Accounts receivable or Other assets

The primary objective of the balance sheét msnagement program is to protect the U.S. delfue of foreign currency denominated
monetary assets from the effects of volatilitydngign exchange that might occur prior to thein@gsion to U.S. dollars. Merck principally
utilizes forward exchange contracts, which enafleGompany to buy and sell foreign currencies énftture at fixed exchange rates and
economically offset the consequences of chang&sdémgn exchange on the amount of U.S. dollar ¢lsirs derived from the net assets.
Merck routinely enters into contracts to fully affdhe effects of exchange on exposures denomiivateleloped country currencies,
primarily the euro and Japanese yen. For exposumsveloping country currencies, the Company eiiller into forward contracts on a more
limited basis, and only when it is deemed econohtecdo so based on a cost-benefit analysis thasiders the magnitude of the exposure,
the volatility of the exchange rate and the coghefhedging instrument. The Company will also miae the effect of exchange on monetary
assets and liabilities by managing operating aa#iand net asset positions at the local level.

Foreign currency denominated monetary assetdiabilities are remeasured at spot rates ircefie the balance sheet date with the eff
of changes in spot rates reported in Other (incawpgnse, net. The forward contracts are not datidras hedges and are marked to market
through Other (income) expense, net. Accordinglir, falue changes in the forward contracts helpgaié the changes in the value of the
remeasured assets and liabilities attributabldémges in foreign currency exchange rates, exodpetextent of the spévrward differences
These differences are not significant due to tlogtsierm nature of the contracts, which typicaliwh average maturities at inception of less
than one year.

The Company also uses forward contracts tgééue changes in fair value of certain foreigrreuty denominated available-for-sale
securities attributable to fluctuations in foreiurrency exchange rates. Changes in the fair \@#ltlee hedged securities due to fluctuatior
spot rates are offset in Other (income) expendepyehe fair value changes in the forward corradtributable to spot rate fluctuations.
Hedge ineffectiveness was not material during 2@083 and 2002. Changes in the contracts’ fairevdlue to spot-forward differences are
excluded from the designated hedge relationshipracognized in Other (income) expense, net. Thesmiats were not significant for the
years ended December 31, 2004, 2003 and :

The fair values of forward exchange contracésreported in the following four balance she® items: Accounts receivable (current
portion of gain position), Other assets (non-curpartion of gain position), Accrued and other emirliabilities (current portion of loss
position), or Deferred income taxes and noncuriahtlities (non-current portion of loss position).

Interest Rate Risk Managem

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

At December 31, 2004, the Company was a partyur pay-floating, receive-fixed interest rateap contracts designated as fair value
hedges of fixedate notes maturing in 2005, 2006, 2007 and 2Gkpectively. The notional amounts of these swaphghmatch the amou
of the hedged fixedate notes, were $500 million, $500 million, $35Wlion and $500 million, respectively. The swapfeefively convert th
fixed-rate obligations to floating-rate instrumente fair value changes in the notes are fullgetfin interest expense by the fair value
changes in the swap contracts.

In July 2004, a seven-year combined intergst and currency swap contract that the Companyavpasty to matured, with an immaterial
impact. This contract was used to convert a foreigmency denominated investment to a U.S. dalleestment. The interest rate component
of the swap was not designated as a hedge. Thencyrswap component was designated as a hedge dfisimges in fair value of the
investment attributable to exchange. Accordinghargges in the fair value of the investment duductdiations in spot rates were offset in
Other (income) expense, net, by fair value changése currency swap. Hedge ineffectiveness wasigoificant during 2004, 2003 and
2002.

The fair values of these contracts are redarté\ccounts receivable, Other assets, Accruedodimer current liabilities, or Deferred inco
taxes and noncurrent liabilities.

Fair Value of Financial Instrumen
Summarized below are the carrying values and firas of the Company’s financial instruments atddelger 31, 2004 and 2003. Fair values
were estimated based on market prices, where aiailar dealer quotes.

2004 2003
Carrying Fair Carrying Fair




Value Value Value Value

Assets

Cash and cash equivalel $2,878.¢ $2,878.¢ $1,201.( $1,201.(
Shor-term investment 4,211.: 4,211.: 2,972.( 2,972.(
Long-term investment 6,727.. 6,727.. 7,941.: 7,941.;
Purchased currency optio 34.C 34.C 19.4 19.4
Forward exchange contrac 13.4 13.¢ 7.5 7.5
Interest rate sway 59.1 59.1 100.: 100.:
Liabilities

Loans payable and current portion of I-term debi $2,181.: $2,201.! $1,700.( $1,714.:
Long-term deb 4,691.! 4,820.¢ 5,096.( 5,375.
Written currency option 3.8 3.8 — —
Forward exchange contracts and currency 75.5 75.5 153.€ 153.¢
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A summary of the carrying values and fair ealof the Company’s investments at December 34 fsli@ws:

2004 2003
Carrying Fair Carrying Fair
Value Value Value Value
Available-for-sale
Debt securitie $10,524.(  $10,524.( $10,042. $10,042.
Equity securitie: 404.2 404.2 837.t 837.t
Held-to-maturity securitie: 10.C 10.C 33.1 33.1

A summary at December 31 of the gross unregliains and losses on the Company’s availablsdterinvestments recorded, net of tax
and minority interests, in AOCI is as follows:

2004 2003
Gross Unrealized Gross Unrealize
Gains Losses Gains Losses
Debt securitie! $ 20.7 $ (38.5) $ T1.¢ $ (19.9)
Equity securities 35.1 (0.9 108.¢ (16.9

Available-for-sale debt securities and heldraturity securities maturing within one year teth#$4.2 billion and $10.0 million,
respectively, at December 31, 2004. Of the remgidibt securities, $6.1 billion mature within fiyears.

Concentrations of Credit Risk

As part of its ongoing control procedures, the Campmonitors concentrations of credit risk assecdatith corporate issuers of securities
and financial institutions with which it conductsdiness. Credit risk is minimal as credit exposumés are established to avoid a
concentration with any single issuer or institutibour U.S. customers represented, in aggreggpeg@mately one-fourth of the Company’s
accounts receivable at December 31, 2004. The Coynpanitors the creditworthiness of its customera/hich it grants credit terms in the
normal course of business. Bad debts have beem@linihe Company does not normally require col&dter other security to support credit
sales.

7. Inventories
Inventories at December 31 consisted of:

2004 2003
Finished good $ 376.¢ $ 552.t
Raw materials and work in proce 2,166.¢ 2,309.¢
Supplies 94.i 90.t
Total (approximates current co 2,638.: 2,952.¢
Reduction to LIFO cos (100.9 —

$2,537.¢ $2,952.¢

Recognized a
Inventories $1,898." $2,554."
Other asset 638.7 398.1

Inventories valued under the LIFO method casgat approximately 57% and 51% of inventories atdbaber 31, 2004 and 2003,
respectively. Amounts recognized as Other assetsamprised entirely of raw materials and workriogess inventories, which include
vaccine inventories produced in preparation fodprt launches, and inventories for other prodymiagcipally vaccines anércoxia, not
expected to be sold within one year.

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

2004 2003
Patents and product rigk $1,656.: $1,656.:
Other 177.( 169.¢
Total acquired cos $1,833.1 $1,826.:
Patents and product rigr $1,042. $ 865.
Other 111.¢ 96.7
Total accumulated amortizatic $1,154.. $ 962.]

Aggregate amortization expense, substant@llgf which is recorded in Materials and produntexpense, was $192.0 million in 2004,
$184.6 million in 2003, and $163.7 million in 200he estimated aggregate amortization expensefdr ef the next five years is as follov



2005, $163.6 million; 2006, $142.1 million; 20072,356.5 million; 2008, $85.4 million; and 2009, $3/illion.

9. Joint Ventures and Other Equity Method Affiliates

In 2000, the Company and Schering-Plough Corpardtzhering-Plough) entered into agreements tdessparate equally-owned
partnerships to develop and market in the UnitedeStnew prescription medicines in the cholesterafagement and respiratory therapeutic
areas. In 2001, the cholestern&nagement partnership agreements were expandwzdude all the countries of the world, excludirapan. I
2002, ezetimibe, the first in a new class of chieled-lowering agents, was launched in the Unitetes aZetia (brandedezetroloutside the
United States). As of December 20&2etrolhas been launched in more than 50 countries outsédenited States. Sales totaled $1.1 billion
in 2004, $469.4 million in 2003 and $25.3 millian2002. In July 2004, the combination product cimitg the active ingredients of both
ZetiaandZocor, was approved in the United Stated/gtorin (marketed agnegyin many countries outside of the United Stat¥g}orin has
been approved in 15 countries outside the UnitateSt Sales totaled $132.4 million in 2004. Theltesrom the Company'’s interest in the
Merck/Schering-Plough partnership are recordedquitif income from affiliates and were income of 31Bmillion in 2004 and losses of
$92.5 million and $147.4 million in 2003 and 2002spectively.
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In 2002, Merck’s respiratory partnership witbhering-Plough reported on results of Phaseihlaal trials of a fixed combination tablet
containingSingulairandClaritin , Schering-Plough’s nonsedating antihistamine, widic not demonstrate sufficient added benefithién
treatment of seasonal allergic rhinitis.

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

In 1998, Merck and Astra completed the restnireg of the ownership and operations of the jomture whereby the Company acquired
Astra’s interest in AMI, renamed KBI Inc. (KBI), drcontributed KBI's operating assets to a new Unsited partnership, Astra
Pharmaceuticals L.P. (the Partnership), in exch&mga 1% limited partner interest. Astra contréxithe net assets of its wholly owned
subsidiary, Astra USA, Inc., to the Partnershigxchange for a 99% general partner interest. Thaé¥ahip, renamed AstraZeneca LP
(AZLP) upon Astra’s 1999 merger with Zeneca Grolip(Ehe AstraZeneca merger), became the exclusstaliitor of the products for
which KBI retained rights.

While maintaining a 1% limited partner intaresAZLP, Merck has consent and protective rightended to preserve its business and
economic interests, including restrictions on tbever of the general partner to make certain distigims or dispositions. Furthermore, in
limited events of default, additional rights wikk lgranted to the Company, including powers to tlifee actions of, or remove and replace,
Partnership’s chief executive officer and chiefficial officer. Merck earns ongoing revenue basedates of current and future KBI
products and such revenue was $1.5 billion, $ll@tiand $1.5 billion in 2004, 2003 and 2002, resvely, primarily relating to sales of
NexiumandPrilosec. In addition, Merck earns certain Partnershipmetuwhich are recorded in Equity income from &ffés. Such returns
include a priority return provided for in the Patship Agreement, variable returns based, in padn sales of certain former Astra USA, |
products, and a preferential return representingckie share of undistributed AZLP GAAP earningse$a returns aggregated
$646.5 million, $391.5 million and $640.2 million 2004, 2003 and 2002, respectively. The decrev2e03 is attributable to a reduction in
the preferential return, primarily resulting frohetimpact of generic competition fBrilosec.The AstraZeneca merger triggers a partial
redemption of Mercls limited partnership interest in 2008. Upon tleidemption, AZLP will distribute to KBI an amountdeal primarily on
multiple of Merck’s average annual variable retutlesived from sales of the former Astra USA, In@ducts for the three years prior to the
redemption (the Limited Partner Share of Agreedu¢al

In conjunction with the 1998 restructuring; éopayment of $443.0 million, which was deferradira purchased an option (the Asset
Option) to buy Merck’s interest in the KBI produoexcluding the gastrointestinal medicilésxiumandPrilosec. The Asset Option is
exercisable in 2010 at an exercise price equdddmet present value as of March 31, 2008 of prejefuture pretax revenue to be receivel
the Company from the KBI products (the Appraiseduea Merck also has the right to require Astrptiochase such interest in 2008 at the
Appraised Value. In addition, the Company grantstt@Aan option to buy Merck’common stock interest in KBI at an exercise poiased o
the net present value of estimated future net sdldgxiumandPrilosec. This option is exercisable two years after Asti@irchase of
Merck’s interest in the KBI products.

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

Under the provisions of the KBI restructurigreements, because a Trigger Event has occunedytn of the Limited Partner Share of
Agreed Value, the Appraised Value and the True-WmoAnt is guaranteed to be a minimum of $4.7 billistribution of the Limited
Partner Share of Agreed Value and payment of thhe-Tp Amount will occur in 2008. AstraZeneca’s fhase of Mercls interest in the KE
products is contingent upon the exercise of eitherck’s option in 2008 or AstraZeneca'’s option DR and, therefore, payment of the
Appraised Value may or may not occur.

In 1997, Merck and Rhéne-Poulenc S.A. (nowdfiaftventis S.A.) combined their animal health graliltry genetics businesses to form
Merial Limited (Merial), a fully integrated animhkalth company, which is a stand-alone joint ventagually owned by each party. Merial
provides a comprehensive range of pharmaceuticalyaccines to enhance the health, well-being anfbpnance of a wide range of animal
species. Merial sales were $2.0 billion for 2004 8%illion for 2003 and $1.7 billion for 2002.

In 1994, Merck and Pasteur Mérieux Connaugbiv(Sanofi Pasteur S.A.) established an equadigied joint venture to market vaccine:
Europe and to collaborate in the development ofliination vaccines for distribution in Europe. Jaiehture vaccine sales were
$807.0 million for 2004, $669.0 million for 2003d6546.4 million for 2002.

In 1989, Merck formed a joint venture with debn & Johnson to develop and market a broad rahgenprescription medicines for U.S.
consumers. This 50% owned venture was expandedtimape in 1993, and into Canada in 1996. In M&@®d4, Merck sold its 50% equi



stake in its European joint venture to Johnson Bn3on for $244.0 million and recorded a $176.8iamilgain as Other (income) expense,
(See Note 16.) Merck will continue to benefit thgburoyalties on certain products and also regatihedights to potential future products that
switch from prescription to over-the-counter statugurope. Sales of product marketed by the jegmiture, including sales of the European
joint venture up through March 2004, were $315.Bioni for 2004, $445.8 million for 2003 and $413rlllion for 2002.
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Investments in affiliates accounted for uding equity method, including the above joint veesytotaled $2.5 billion at December 31,
2004 and $2.2 hillion at December 2003. These atscane reported in Other assets. Dividends andhlisions received from these affiliates
were $587.0 million in 2004, $553.4 million in 2088d $488.6 million in 2002.

Summarized information for those affiliatesssfollows:

Years Ended December 2004 2003 2002
Sales $9,821.: $9,067.: $8,819.:
Materials and production cos 4,140.¢ 3,946.: 3,473.¢
Other expense, n 3,691. 3,745.¢ 3,495.;
Income before taxe 1,988.¢ 1,375. 1,850.t
December 3. 2004 2003

Current assel $5,906.( $5,806.!

Noncurrent asse 1,447t 1,624.¢

Current liabilities 3,401. 3,868.(

Noncurrent liabilities 433.1 785.(

10. Loans Payable, Long-Term Debt and Other Commitrants

Loans payable at December 31, 2004 and 2003 indI$§889.6 million and $549.7 million, respectivedf,commercial paper borrowings,
$345.9 million and $296.0 million, respectively,lofg-dated notes that are subject to repaymeheadption of the holders on an annual
basis and $500.0 million of notes with annual ies¢rate resets and a final maturity in 2011. Oarawual basis, these notes will either be
repurchased from the holders at the option of émearketing agent and remarketed, or redeemed b@dhwany. At December 31, 2004,
loans payable also included $1.0 billion of fixeder notes due in 2005, and at December 31, 208835 Ipayable also included a

$300.0 million variable-rate borrowing due in 200#December 2004, this variable-rate borrowing eg®nded for an additional five years.
The weighted average interest rate for all of tHeseowings was 3.9% and 2.5% at December 31, 20042003, respectively.

Long-term debt at December 31 consisted of:

2004 2003
6.0% Astra note due 20( $1,380.( $1,380.(
4.4% notes due 201 527.2 526.¢
5.3% notes due 20( 526.¢ 548k
6.4% debentures due 20 499.7 499.1
6.0% debentures due 20 496.7 496.¢
2.5% notes due 20( 345.¢ —
Variable-rate borrowing due 20C 300.( —
6.3% debentures due 20 247.F 247 £
4.1% notes due 20( — 523.¢
6.8% euronotes due 20! — 499.¢
Other 368.2 373.¢

$4,691. $5,096.(

The Company was a party to interest rate sseapracts which effectively convert the 4.4%, 5.26% and 4.1% fixed-rate notes to
floating-rate instruments. (See Note 6.)

Other at December 31, 2004 and 2003 conspstathrily of $328.6 million and $332.6 million, meectively, of borrowings at variable
rates averaging 2.0% and 0.8%, respectively. Gighmrrowings, $158.7 million are subject to repagtrat the option of the holders
beginning in 2011 and $106.0 million are subjeateipayment at the option of the holders beginning0d10. In both years, Other also
included foreign borrowings at varying rates ud$0%.

The aggregate maturities of long-term debefach of the next five years are as follows: 28150 billion; 2006, $540.1 million; 2007,
$355.7 million; 2008, $1.4 billion; 2009, $307.5llioin.

Rental expense under the Company’s operatimggls, net of sublease income, was $215.0 mili@004. The minimum aggregate rental
commitments under noncancellable leases are asv&ll2005, $91.7 million; 2006, $58.2 million; 206&385.9 million; 2008, $28.0 million;
2009, $23.0 million and thereafter, $68.4 millidine Company has no significant capital leases.

11. Contingencies and Environmental Liabilities

The Company is involved in various claims and lggakteedings of a nature considered normal touigéness, including product liability,
intellectual property and commercial litigation,vasll as additional matters such as antitrust astidhe Company records accruals for
contingencies when it is probable that a liabifigs been incurred and the amount can be reasoestiyated. These accruals are adju



periodically as assessments change or additiof@hiation becomes available. For product liabititgims, a portion of the overall accrual is
actuarially determined and considers such factorsaat experience, number of claims reported atimaes of claims incurred but not yet
reported. Individually significant contingent lossare accrued when probable and reasonably esémadjal defense costs expected to be
incurred in connection with a loss contingencyaerued when probable and reasonably estimable.

The Company'’s decision to obtain insuranceecage is dependent on market conditions, includosg and availability, existing at the
time such decisions are made. As a result of a eramitfactors, product liability insurance has breedess available while the cost has
increased significantly. The Company has evaluasetsks and has determined that the cost of pistgiproduct liability insurance outweic
the likely benefits of the coverage that is avdédadnd as such, has no insurance for certain ptdidibdities effective August 1, 2004,
including liability for products first sold aftehat date. The Company will continue to evaluaténigésirance needs and the costs, availability
and benefits of product liability insurance in fo&ure.
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Vioxx Litigation

Product Liability Lawsuit:

As previously disclosed, federal and state protiability lawsuits involving individual claims, asell as several putative class actions have
been filed against the Company with respedfitixx. As of January 31, 2005 the Company has beendervis aware that it has been nar
as a defendant in approximately 850 lawsuits, whiclude approximately 2,425 plaintiff groups alleggpersonal injuries resulting from the
use ofVioxx. Certain of these lawsuits include allegationsardimng gastrointestinal bleeding, cardiovasculangs, thrombotic events or
kidney damage. The Company has also been namededsradant in approximately 90 putative class astialeging personal injuries or
seeking (i) medical monitoring as a result of thagive class members’ useVdibxx, (ii) disgorgement of certain profits under comnaw
unjust enrichment theories, and/or (iii) variousieglies under state consumer fraud and fair busprassice statutes, including recovering
cost ofVioxxpurchased by individuals and third-party payorshsag union health plans (all of the actions disedss this paragraph are
collectively referred to as theVioxxProduct Liability Lawsuits”). The actions filed the state courts of California and New Jersey,
respectively, have been transferred to a singlggud each state for coordinated proceedings. diitiad, the Company filed a motion with t
Judicial Panel on Multidistrict Litigation (the “BR.") seeking to transfer to a single federal judgel coordinate for pre-trial purposes all
federal cases alleging personal injury and/or egoadoss relating to the purchase or us¥iofx; several plaintiffs in certaiWioxx Product
Liability Lawsuits pending in federal court have gheasimilar requests. On February 16, 2005, the JBMhted the motions to transfer all
VioxxProduct Liability Lawsuits pending in federal caunationwide into one Multidistrict Litigation (“MD") for coordinated pre-trial
proceedings. The MDL has been transferred to theetistates District Court for the Eastern Distfart Louisiana before District Judge
Eldon E. Fallon.

Shareholder Lawsuits

As previously disclosed, in addition to tW@xxProduct Liability Lawsuits, a number of purportddss action lawsuits were filed in late 2(
and early 2004 by several shareholders in the Ui8tates District Court for the Eastern DistricLofiisiana naming as defendants the
Company and several current or former officers @dinectors of the Company. These cases have beaolabated. After the announcement of
the withdrawal oVioxx, the Company was named as a defendant in addipoingorted securities class action lawsuits fileéederal courts
in New Jersey, Pennsylvania, and Louisiana. Thesens allege that the defendants made false askading statements regardivigpxxin
violation of Sections 10(b) and 20(a) of the Se@msiExchange Act of 1934, including with respecthite withdrawal o¥/ioxx, and seek
unspecified compensatory damages and the coststpingluding attorneys’ fees. Plaintiffs requesttification of a class of purchasers of
Company stock during various periods between Mayl299 and October 29, 2004. In addition, two shalders filed an individual
securities action in the United States District @déor the Central District of lllinois seeking cgmnsatory damages and costs. Certain
complaints include allegations under Sections 21arid 15 of the Securities Act of 1933 that certdifiters and directors made incomplete
and misleading statements in a registration stateared certain prospectuses filed in connectioh e Merck Stock Investment Plan, a
dividend reinvestment plan (all of the actions dgs®ed in this paragraph are collectively refercedst the ‘Vioxx Securities Lawsuits”).
Several plaintiffs have dismissed their complaiithout prejudice. As of January 31, 2005, a tofal4 Vioxx Securities Lawsuits were
pending in various federal courts.

As previously disclosed, in March 2004, twargtholder derivative actions were filed in the @diStates District Court for the Eastern
District of Louisiana nhaming the Company as a nahitefendant and certain members of the Board gabpresent), together with certain
executive officers, as defendants. The complainse aut of substantially the same factual allegetithat are made in tMioxx Securities
Lawsuits. The derivative suits, which are purpdstdatought to assert rights of the Company, asdanns against the Board members and
officers for breach of fiduciary duty, waste of porate assets, unjust enrichment, abuse of caatibgross mismanagement. After the
withdrawal ofVioxx, additional shareholder derivative actions welefin the New Jersey Superior Court for Hunter@munty and in the
United States District Court for the District of Wdersey against the Company and certain officeds@embers of the Board (past and
present) (all of the actions discussed in this graah are collectively referred to as th€itbxx Derivative Lawsuits”). Two of th&ioxx
Derivative Lawsuits include allegations that certdirectors made false and misleading statemerngsrinection with certain Proxy
Statements filed with the SEC in violation of Sentil4(a) of the Securities Act of 1933. As of Jag&d, 2005, a total of sevafioxx
Derivative Lawsuits were pending.

On October 29, 2004, two individual sharehddeade a demand on the Board to take legal aagamst Mr. Raymond Gilmartin,
Chairman, President and Chief Executive Officer atieédr individuals for allegedly causing damagéh Company with respect to the
allegedly improper marketing &fioxx. In response to that demand letter, the Boardifdibrs determined at its November 23, 2004 mgt
that the Board would take the shareholders’ requiedér consideration and it remains under condlidera

In addition to these shareholder actions,esthe announcement of the withdrawaVadxx, putative class actions have been filed against
the Company in the United States District Courttfer Eastern District of Louisiana and in the Udiitates District Court for the District of
New Jersey (th* VioxxERISA Lawsuits” and, together with théoxx Securities Lawsuits and thdoxx Derivative Lawsuits, the Vioxx
Shareholder Lawsuits”) on behalf of certain of @@mpany’s current and former employees who aréggaaihts in certain of the Company’s
retirement plans asserting claims under the Emgl®&tirement Income Security Act (“ERISAThe lawsuits make similar allegations to
allegations contained in thdoxx Securities Lawsuits. As of January 31, 2005, d tiftalevenVioxx ERISA Lawsuits were pending.

In October 2004, the plaintiff in one of tMxxERISA Lawsuits filed a motion with the JPML to teder to a single federal judge and
coordinate for pretrial purposes all of fmxx ERISA Lawsuits. In November 2004, the Company ragpd to that motion and filed its own
motion seeking coordination of all of tMoxxShareholder Lawsuits. The hearing on those moti@ssheld on January 27, 2005.

International Lawsuit:




In addition to the lawsuits discussed above, the@any has been named as a defendant in actiosious countries in Europe, Australia,
Canada, Brazil and Israel relatecdvioxx.
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Additional Lawsuits
Based on media reports and other sources, the Gonagpdicipates that additionslioxx Product Liability Lawsuits an®ioxx Shareholder
Lawsuits (collectively, the VioxxLawsuits”) will be filed against it and/or certaifiits current and former officers and directorshia future.

Insurance

The Company has product liability insurance fofrmkbrought in thé/ioxxProduct Liability Lawsuits of up to approximatel@3 million
after deductibles and co-insurance. This insurgnoeides coverage for legal defense costs and paktelamage amounts that have been or
will be incurred in connection with théioxx Product Liability Lawsuits. The Company believeattthis insurance coverage extends to
additionalVioxx Product Liability Lawsuits that may be filed in theure. Certain of the Company’s insurers haveme=d their rights to take
a contrary position with respect to certain coveragd there could be disputes with insurers abmtdrage matters. The Company currently
believes that it has at least approximately $190amiof Directors and Officers insurance cover&gethe Vioxx Securities Lawsuits and
Vioxx Derivative Lawsuits, and at least approximatelyS&illion of insurance coverage for th@xx ERISA Lawsuits. Additional insurance
coverage for these claims may also be availablemumgper level excess policies that provide covefaga variety of risks. There may be
disputes with insurers about the availability ofnsoor all of this insurance coverage. At this tithe, Company believes it is reasonably
possible its insurance coverage with respect t&/tbex Lawsuits will not be adequate to cover its defertsgts and any losses.

Investigations
In November 2004, the Company was advised by #féaftthe Securities and Exchange Commission (“SHEaat it was commencing an

informal inquiry concerniny/ioxx. On January 28, 2005, the Company announcedttreatdived notice that the SEC issued a formakteoti
of investigation. Also, the Company received a signa from the U.S. Department of Justice requestiimgmation related to the Company’s
research, marketing and selling activities wittpees toVioxxin a federal health care investigation under crahgiatutes. There are also
ongoing investigations by certain Congressional mdiees. Also, the District Attorney’s Office in Mich, Germany notified the Company’s
subsidiary in Germany that it received complaimd eommenced an investigation in order to determihether any criminal charges should
be brought in Germany concerni¥gxx (together with the previously mentioned investigas, the “VioxxInvestigations”). The Company
will cooperate with all of th&ioxxInvestigations. The Company cannot predict theaut of these inquiries; however, they could reisudt
potential civil disposition from the SEC and/or g@atial civil or criminal dispositions from the Jitcgt Department.

Reserve:

The Company currently anticipates that one or neétbe Vioxx Product Liability Lawsuits may go to trial in thiest half of 2005. The
Company cannot predict the timing of any trialshwitspect to th¥ioxx Shareholder Lawsuits. The Company believes thastmeritorious
defenses to th&ioxx Lawsuits and will vigorously defend against themview of the inherent difficulty of predicting tleitcome of

litigation, particularly where there are many claims and the claimants seek indeterminate damtmge€.ompany is unable to predict the
outcome of these matters, and at this time careasionably estimate the possible loss or rangesefulith respect to théioxx Lawsuits. The
Company has not established any reserves for aeyiial liability relating to thé/ioxxLawsuits or th&/ioxx Investigations (collectively the
“ VioxxLitigation”). The Company has established a resef&675 million solely for its future legal defensosts related to théoxx
Litigation. This reserve is based on certain asgiong and is the minimum amount that the Compariigbes at this time it can reasonably
estimate will be spent over a multi-year periode Bompany significantly increased the reserve whiead the ability to reasonably estimate
its future legal defense costs for Mi@xxLitigation. Some of the significant factors thatreeonsidered in the establishment of the reseam
the VioxxLitigation were as follows: the actual costs inegrby the Company up to that time; the developroétite Company’s legal
defense strategy and structure in light of the apd scope of theioxxLitigation; the number of cases being brought agtaime Company;
and the anticipated timing, progression, and rdlatests of pre-trial activities and trials in tmxx Product Liability Lawsuits. The Company
will continue to monitor its legal defense costd aeview the adequacy of the associated reservdavbrable outcomes in théoxx

Lawsuits or resulting from theioxxInvestigations could have a material adverse effadhe Company'’s financial position, liquidity and
results of operations.

Commercial Litigation

Beginning in 1993, the Company was named in a numbantitrust suits, certain of which were ceeifias class actions, instituted by most
of the nation’s retail pharmacies and consumeseueral states. In 1994, these actions, exceptidse pending in state courts, were
consolidated for pre-trial purposes in the fedeaalrt in Chicago, lllinois. In 1996, the Companyla®everal other defendants settled the
federal class action, which represented the siiagigest group of claims. Since that time, the Comydaas settled substantially all of the
remaining cases on satisfactory terms; the few iingacases have been inactive for several yedrs.Qompany has not engaged in any
conspiracy and no admission of wrongdoing was nmaievas included in any settlement agreements.

As previously disclosed, the Company was joiimeongoing litigation alleging manipulation bygrmaceutical manufacturers of Average
Wholesale Prices (AWP), which are sometimes usedliculations that determine public and privatdé@e@imbursement levels. In 2002, |
Judicial Panel on Multi-District Litigation orderédlde transfer and consolidation of all pending falAWP cases to federal court in Boston,
Massachusetts. Plaintiffs filed one consolidategslaction complaint, which aggregated the clairegipusly filed in various federal district
court actions and also expanded the number of matwrers to include some which, like the Compaay, hot been defendants in any prior
pending case. In May 2003, the court granted thagamy’s motion to dismiss
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the consolidated class action and dismissed thep@oynfrom the class action case. Subsequent Gahganys dismissal, the plaintiffs file
an amended consolidated class action complainthwdid not name the Company as a defendant. Thep@wmyrand thirty other
pharmaceutical manufacturers remain defendanti similar complaints pending in federal court irabachusetts filed by the New York
Counties of Suffolk, Rockland, Nassau, Westche©anndaga and New York City and three cases pendikgntucky, Alabama and
Wisconsin. The Company and the other defendants fil@d and argued their motion to dismiss the Sluf€ase and are awaiting the court’s
final decision on the motion. In addition, the Canp is a defendant in cases brought on behalfeo€itizens of Kentucky and Wisconsin
alleging fraudulent practices regarding AWP, which Company will vigorously defend.

As previously disclosed, the Company has loeened as a defendant in antitrust cases in fedeuat in Minnesota and in state court in
California, each alleging an unlawful conspiracyoaq different sets of pharmaceutical manufactueggotect high prices in the United
States by impeding importation into the United &atf lower-priced pharmaceuticals from Canada.Jdmpany and the other defendants
have filed a motion to dismiss the action.

As previously disclosed, a suit in federalrtau Alabama by two providers of health servicesiéedy patients alleges that 15
pharmaceutical companies overcharged the plairiftsa class of those similarly situated, for prereuticals purchased by the plaintiffs
under the program established by Section 340BePilblic Health Service Act. The Company and themwdefendants have filed a motiot
dismiss the complaint on numerous grounds.

As previously disclosed, in January 2003,Uh®. Department of Justice notified the federalrtouNew Orleans, Louisiana that it was
going to intervene at that time in a pending Fddeatse Claims Act case that was filed under se&lécember 1999 against the Company.
The court issued an order unsealing the comphaimch was filed by a physician in Louisiana, andesed that the complaint be served. The
complaint, which alleged that the Company’s dis¢mgnof Pepcidin certain Louisiana hospitals led to increasesoists to Medicaid, was
dismissed. An amended complaint was filed unddras®hthe case has been administratively closetidZourt until the seal is lifted. The
allegations contained in the amended complaintiak@own.

Governmental Proceedings

As previously disclosed, the Company has receiveabpoena from the U.S. Department of Justice mmection with its investigation of the
Company’s marketing and selling activities. The @amy has also reported that it has received a @ivéstigative Demand from the
Attorney General of Texas regarding the Companyasketing and selling activities relating to TexiasApril 2004, the Company received a
subpoena from the office of the Inspector Genemattfe District of Columbia in connection with awvestigation of the Company’s
interactions with physicians in the District of @oibia, Maryland, and Virginia. In November 2004 tbompany received a letter request
from the Department of Justice in connection wishinvestigation of the Company’s pricinglépcid. The Company is cooperating with all
of these investigations. The Company cannot predée&butcome of these investigations; howeves, jiidssible that unfavorable outcomes
could have a material adverse effect on the Conipdimancial position, liquidity and results of apdéions. In addition, from time to time,
other federal or state regulators may seek infaonatbout practices in the pharmaceutical industipquiries other than the investigations
discussed in this paragraph. It is not feasiblgréalict the outcome of any such inquiries.

Vaccine Litigation

The Company is a party in claims brought undeiGbasumer Protection Act of 1987 in the United Kiagd which allege that certain
children suffer from a variety of conditions aseault of being vaccinated with various bivalentoiaes for measles and rubella and/or
trivalent vaccines for measles, mumps and rubigltdiding the Company’®-M-R II. The conditions include autism, with or without
inflammatory bowel disease, epilepsy, diabetesgghalitis, encephalopathy, deafness, chronic fatgyindrome and transverse myelitis. In
early September 2003, the Legal Services Commig#ien’'LSC") announced its decision to withdraw public fundifighe litigation brough
by the claimants. This decision was confirmed opeap by the Funding Review Committee (“FRC") on teefber 30, 2003. The claimants’
application for judicial review of the decisionwdthdraw public funding was dismissed in Februa®p£2 and the April 2004 trial date was
vacated. The lead claimants have decided not tty apphe Court of Appeal for permission to appea decision. As a result, legal aid for all
lead claimants has now been discharged. The nahelaanants were subject to a “show cause” proaetluwithdraw legal aid unless the
claimants could show cause as to why it shoulcoeatithdrawn. The FRC heard 37 of the “show caagggeals by the non-lead claimants in
October 2004. The appeals involving autism (26)enarsuccessful, but funding was reinstated forgieals involving other non-autism
conditions, such as epilepsy, deafness, encephalitl transverse myelitis. In light of the 11 seséa appeals, the LSC has reconsidered the
cases of some other claimants and, to date, furidisgbeen reinstated in an additional 86 non-leaikautism cases, to the limited extent
necessary to allow solicitors to provide a reporttee individual cases to the LSC. It is not yed\n how many of the 97 appeals involve
claimants suing the Company. All claimants forcalhditions have until February 28, 2005 to giveg®bf their intention to continue or
discontinue with their claims, irrespective of whit or not they have secured legal aid fundinge®ions for further conduct of the litigation
will be made at a case management hearing schettutalle place on March 17 and 18, 2005. The Compalhvigorously defend against
these lawsuits.

As previously disclosed, the Company is alpamy to individual and class action product lidpiawsuits and claims in the United States
involving pediatric vaccines (i.e., hepatitis B gane anchaemophilus influenzigpe b vaccine) that contained thimerosal, a prvedize used
in vaccines. Merck has not distributed thimerosaitaining pediatric vaccines in the United Statesesthe fall of 2001. As of December 31,
2004, there were approximately 300 active thimdnadated lawsuits with approximately 820 plairgifOther defendants include vaccine
manufacturers who produced pediatric vaccines aantathimerosal as well as manufacturers of thimsat. In these actions, the plaintiffs
allege, among other things, that they have suffagdological injuries as a result of exposurentmerosal from pediatric vaccines. Two s
court cases and two Federal District Court caseseareduled for trial in 2005. The Company willorigusly defend against these lawst



however, it is possible that unfavorable outconmddhave a material adverse effect on the Comsdimyancial position, liquidity and
results of operations.
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The Company has been successful in having adghis type either dismissed or stayed on tlegu that the action is prohibited under
the National Vaccine Injury Compensation PrograndIBP). The NVICP prohibits any person from filing maintaining a civil action (in
state or federal court) seeking damages agairstene manufacturer for vaccine-related injurielessa petition is first filed in the United
States Court of Federal Claims (hereinafter “thedifee Court”).Under the NVICP, before filing a civil action agsira vaccine manufactur
the petitioner must either (a) pursue his or héitipe to conclusion in Vaccine Court and then tiynile an election to proceed with a civil
action in lieu of accepting the Vaccine Court’suatigation of the petition or (b) timely exerciseght to withdraw the petition prior to
Vaccine Court adjudication in accordance with derstatutorily prescribed time periods. The Compengware that there are numerous ¢
pending in Vaccine Court involving allegations th@tmerosal-containing vaccines and/or eéM-R Il vaccine cause autism spectrum
disorders. The Company is not a party to these iadCourt proceedings because the petitions ategbtagainst the Department of Health
and Human Services.

Patent Litigation

From time to time, generic manufacturers of phaenéical products file Abbreviated New Drug Applicaits (ANDAS) with the FDA
seeking to market generic forms of the Companydslpcts prior to the expiration of relevant patawsed by the Company. Generic
pharmaceutical manufacturers have submitted AN@AB¢ FDA seeking to market in the United Statgsrseric form ofFosamax Prilosec
andPropeciaprior to the expiration of the Company’s (and AZ&aeca’s in the case Bfilosec) patents concerning these products. The
generic companies’ ANDAs generally include allegasi of non-infringement, invalidity and unenforciigbof the patents. Generic
manufacturers have received FDA approval to malgeneric form oPrilosec. The Company has filed patent infringement suitiederal
court against companies filing ANDASs for generieradronate and finasteride, and AstraZeneca an@dhgany have filed patent
infringement suits in federal court against compariiling ANDAs for generic omeprazole. Similar @at challenges exist in certain foreign
jurisdictions. The Company intends to vigorouslyere its patents, which it believes are valid, againfringement by generic compan
attempting to market products prior to the expimatiates of such patents. As with any litigatibieré can be no assurance of the outcomes,
which, if adverse, could result in significantlyostened periods of exclusivity for these products.

A trial in the United States with respecthe tlendronate daily product concluded in Noven2éxl. In November 2002, a decision was
issued by the U.S. District Court in Delaware firglthe Company’s patent valid and infringed. OndBet 30, 2003, the U.S. Court of
Appeals for the Federal Circuit affirmed the valjdand infringement of the Company’s basic U.Sepatovering the use of alendronate in
any form. A request for rehearing was denied. &l iri the United States involving the alendronaézkly product was held in March 2003.
On August 28, 2003, the U.S. District Court in Dredae, upheld the validity of the Company’s U.S gpaitcovering the weekly administration
of alendronate. However, on January 28, 2005, ti$e Oourt of Appeals for the Federal Circuit in \Magton, D.C. found the Company’s
patent claims for once-weekly administratiorFosamaxo be invalid. Based on the Court of Appeals’ decisFosamaxwill lose its market
exclusivity in the United States in February 2088 ¢he Company expects a decline in lF@&samaxsales at that time. Prior to the decision,
Merck’s patent for once-weekly administrationFafsamaxwas set to expire in July 2018. Merck disagreeh tié decision of the Court of
Appeals and will request reconsideration by ther€ColAppeals.

In January 2003, the High Court of JusticeBngland and Wales held that patents of the Compawtgcting the alendronate daily and
weekly products were invalid in the United Kingdo@m November 6, 2003, the Court of Appeals of England Wales affirmed the ruling
by the High Court of Justice for England and Walas.opean countries permit companies seeking appof\a generic product to reference
data of the innovative product in certain circumsts under data exclusivity regulations. The Compes been granted leave to appeal a
decision of the UK regulatory authority that itdaléor weekly alendronate may be referenced by eonigs seeking approval of generic
weekly alendronate products. The Company has a¢sbdn appeal of a grant by the Swedish reguladatiiority of approval of generic
weekly alendronate products which referenced thmgamy’s data on weekly alendronate for their apakov

As previously announced by the Company, on 40| 2004, the Opposition Division (the “OppositiDivision”) of the European Patent
Office (the “EPO”) rendered an oral decision toales the Company’s patent in Europe that coversvekly administration of alendronate.
On August 19, 2004, the written opinion was isscedfirming the oral decision revoking the Companyégent. On September 16, 2004, the
Company filed an appeal of this decision. Basedtber patents, the alendronate weekly productdtepted in most major European markets
until at least 2007.

On October 5, 2004, in an action in Austrahallenging the validity of the Company’s Australigatent for the weekly administration of
alendronate, the patent was found to be invali® Chmpany has appealed the decision.

In addition, in Japan a proceeding has bded &hallenging the validity of the Company’s Jagmmpatent for the weekly administration of
alendronate.

In the case of omeprazole, the trial couthm United States rendered an opinion in Octob82 2(pholding the validity of the Company’s
and AstraZeneca’s patents covering the stabilipethdilation of omeprazole and ruling that one defatd omeprazole product did not
infringe those patents. The other three defendantslucts were found to infringe the formulationiguais. In December 2003, the U.S. Court
of Appeals for the Federal Circuit affirmed the idaamn of the trial court. With respect to certaih@ generic manufacturers’ omeprazole
products, no trial date has yet been set.

In the case of finasteride, an ANDA has belex seeking approval of a generic versiorPodpeciaand alleging invalidity of the
Compan’s patents. The Company filed a patent infringentemsuit in the District Court of Delaware in Septean 2004. A trial is nc



anticipated before 2006.

Other Litigation

As previously disclosed, on July 6, 2004, the UWhifates District Court for the District of New Sey granted a motion by the Company,
Medco Health Solutions, Inc. (“Medco Health”) arettain officers and directors to dismiss a purgbdiass action complaint involving
claims related to the Company’s revenue recogniti@atice for retail co-payments paid by individuad whom Medco Health provides
pharmaceutical benefits as well as other allegatidhe complaint was dismissed with prejudice. @Qigust 20, 2004 the same court granted
the Company’s motion to dismiss with prejudice latexl shareholder derivative action. Plaintiffbath actions have appealed the decisions.
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Prior to the spin-off of Medco Health, the Guany and Medco Health agreed to settle, on a aletisn basis, a series of lawsuits asserting
violations of ERISA (the Gruer Cases). The Compatgdco Health and certain plaintiffs’ counsel filded settlement agreement with the
federal district court in New York, where cases omnced by a number of plaintiffs, including paganits in a number of pharmaceutical
benefit plans for which Medco Health is the pharynbenefit manager, as well as trustees of suchsplaave been consolidated. The propt
class settlement has been agreed to by plaintiffivé of the cases filed against Medco Health tn@dCompany. Under the proposed
settlement, the Company and Medco Health have ddoegay a total of $42.5 million, and Medco Hedltis agreed to modify certain
business practices or to continue certain specifiesiness practices for a period of five years. fith@ncial compensation is intended to
benefit members of the settlement class, whichuges ERISA plans for which Medco Health administeagoharmacy benefit at any time
since December 17, 1994. In 2003, the district tcprgliminarily approved the settlement and heldrivgys to hear objections to the fairness
of the proposed settlement. The district court appd the settlement in 2004, but has not yet déteuthe number of class member plans
that have properly elected not to participate egbttlement. The settlement becomes final ordyndf when all appeals have been resolved.
Three notices of appeal have been filed and thelkgbp court is expected to hear arguments regatti| appeals in March 2005 and decide
the appeals thereafter. Currently, certain classioee plans have indicated that they will not pgstite in the settlement. Cases initiated by
three such plans and two individuals remain pendirthe Southern District of New York. Plaintiffis these cases have asserted claims base
on ERISA as well as other federal and state laasale the same as or similar to the claims thaitde®n asserted by settling class members
in the Gruer Cases. The Company and Medco Headthamned as defendants in these cases. Medco Hedlthe Company agreed to the
proposed settlement in order to avoid the significast and distraction of prolonged litigation.

After the spin-off of Medco Health, Medco Hishssumed substantially all of the liability expasfor the matters discussed in the
foregoing paragraph. These cases are being deféaydeleédco Health.

There are various other legal proceedingsgcipally product liability and intellectual propgrsuits involving the Company, which are
pending. While it is not feasible to predict theéamme of such proceedings or the proceedings disclis this Note, in the opinion of the
Company, all such proceedings, are either adequedekred by insurance or, if not so covered, shaok ultimately result in any liability
that would have a material adverse effect on thenitial position, liquidity or results of operatsoof the Company, other than proceedings
which a separate assessment is provided in this.Not

Environmental Matters

The Company is a party to a number of proceedingsght under the Comprehensive Environmental Resggd@ompensation and Liability
Act, commonly known as Superfund. When a legitintdéém for contribution is asserted, a liabilityimgtially accrued based upon the
estimated transaction costs to manage the siteuAlscare adjusted as feasibility studies andedlabst assessments of remedial techniques
are completed, and as the extent to which othempially responsible parties (PRPs) who may beljpsnd severally liable can be expected
to contribute is determined.

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

In management’s opinion, the liabilities fdrenvironmental matters that are probable andoealsly estimable have been accrued and
totaled $127.5 million and $158.1 million at DecamB1, 2004 and 2003, respectively. These liabditire undiscounted, do not consider
potential recoveries from insurers or other pardied will be paid out over the periods of remediafior the applicable sites, which are
expected to occur primarily over the next 15 yeAtthough it is not possible to predict with certtyi the outcome of these matters, or the
ultimate costs of remediation, management doebel@ve that any reasonably possible expenditinasmay be incurred in excess of the
liabilities accrued should exceed $75.0 milliorthe aggregate. Management also does not believéhtse expenditures should result in a
material adverse effect on the Company’s finarmaalition, results of operations, liquidity or capbitesources for any year.

12. Preferred Stock of Subsidiary Companies

In December 2004, the Company redeemed varialdepraferred units of a subsidiary at $1.5 billidpar value plus accrued dividends.
Because these preferred securities were held autbadiary level, they were previously includedvMimority interests in the consolidated
financial statements for 2003.

In connection with the 1998 restructuring dfliA(see Note 9), the Company assumed a $2.4 bipmmvalue preferred stock obligation
with a dividend rate of 5% per annum, which is ieafiby KBI and included in Minority interests. Wihia small portion of the preferred stock
carried by KBl is convertible into KBl common shar@one of the preferred securities are converiititiethe Company’s common shares
and, therefore, they are not included as commoreshssuable for purposes of computing Earningepemimon share assuming dilution. (!
Note 18.)

13. Stockholders’ Equity



Other paidin capital decreased by $86.8 million in 2004, arwleased by $12.9 million and $36.5 million in 20thd 2002, respectively. T
changes primarily reflect the impact of sharesasdsupon exercise of stock options and related irctax benefits.

A summary of treasury stock transactions @har millions) is as follows:

2004 2003 2002
Shares Cost Shares Cost Shares Cost
Balance, Jan. 754.5 $25,617.! 731.2 $24,109.. 703.2 $22,387..
Purchase 24.¢€ 974.¢ 39.C 2,034.: 39.2 2,091.:
Issuance(®) (11.9) (400.9) (15.79) (525.%) (11.9 (369.7)
Balance, Dec. 3 767.€ $26,191. 754.% $25,617.! 731.z $24,1009..

(@) Issued primarily under stock option plans.
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At December 31, 2004 and 2003, 10 million ekaf preferred stock, without par value, were atitied; none were issued.

14. Stock-Based Compensation Plans

The Company has stock-based compensation plans whith employees, non-employee directors and eyegle of certain of the
Company’s equity method investees may be grantédrapto purchase shares of Company common stdatledair market value at the time
of the grant. These plans were approved by the @agig shareholders. Option grants beginning in 2982erally vest ratably over three
years, while grants prior to 2002 generally vesdrdive years. The options expire ten years fromdate of grant, subject to terms applic:
to such awards.

In 2004, as part of an ongoing compensatigieve the Company made certain changes to its stasked compensation plans. Under the
new approach, the Company began granting perforensimare units (PSUs) and restricted stock unit&J@xSn addition to stock options, to
certain management level employees. The finanailalevof individual stock-based incentive grantsarrttie new approach was designed to
be equivalent to the prior approach, only the nfistock-based compensation awards changed. Bothar8&RSU payouts will be in shares
of Company stock after the end of a thyear period, subject to terms applicable to sucards: Additionally, PSU payouts will be conting
on the Company’s performance against a pre-setitgeor set of objectives. The Company granted 38® PSUs with a weighted-average
grant date fair value of $48.23 and 2,472,794 R8ltlsa weighted-average grant date fair value df.¢g in 2004.

In 2003, in connection with the Medco Healimsoff, the number and exercise prices of outstandjptgpns were proportionately adjust
to maintain the option holders’ positions beford after the spin-off. As a result of the adjustmém number of outstanding options
increased by 12.6 million and the average exemige decreased by approximately $3.22. In additentain stock options granted to Mec
Health employees in 2003 and 2002 were convertddetico Health options with terms and amounts thaihtained the option holders’
positions.

Summarized information relative to the Comparsyock option plans (options in thousands) ifoflews:

Number Average

of Options Price(®)

Outstanding at December 31, 2( 197,200. $ 56.9¢
Granted 37,809. 61.1¢

Exercisec (11,048.) 28.82
Forfeited (5,852.9 69.2(
Outstanding at December 31, 2( 218,109.. 58.8(
Granted 32,595 52.7¢

Exercisec
Forfeited or converte(

(15,482.) 25.07
(11,970.) 63.1¢

Medco Health spi-off adjustmen 12,626.. (3.29
Outstanding at December 31, 2( 235,878.. 56.8(
Granted 31,377 45.5¢
Exercised (11,668.() 20.6(
Forfeited (10,824.) 59.7¢

Outstanding at December 31, 200

244,764.. $ 56.9¢

(M) Weighted average exercise price.

@ Includes 4.8 million options that were convertedtedco Health options.

The number of options and average price abaptexercisable at December 31, 2004, 2003 and @@de 129.1 million options at $55.!
101.4 million options at $47.47 and 70.7 milliortiops at $35.97, respectively. At December 31, 2804 2003, 99.9 million shares and
120.4 million shares, respectively, were availdblefuture grants under the terms of the Companstdsk-based compensation plans.

Summarized information about stock optionstautding and exercisable at December 31, 2004ofuptn thousands) is as follows:

Exercise Outstanding Exercisable

Price Number Average Average Number Average
Range of Options Life Price @ of Options Price @

Under $15 2,199.( 3.54 $ 11.7¢ 2,199.( $ 11.7¢
$15to0 25 5,290.( 0.4z 19.9- 5,241.: 19.91
$25 to 40 16,051.: 3.41 30.51 11,876. 31.0¢
$40 to 50 77,542 6.9¢ 48.31 30,652.! 47.52
$50 to 65 84,344 . 5.3Z 60.1% 46,380.¢ 59.4¢
$65 to 80 58,214.¢ 4.9¢ 75.6¢ 32,227 . 75.91
Over $80 1,122.( 3.84 86.2( 555.1 87.2i

244,764. 129,131

(M)Weighted average contractual life remaining in year

(2 Weighted average exercise pri
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15. Pension and Other Postretirement Benefit Plans

The Company has defined benefit pension plans tayetigible employees in the United States andeiriain of its international subsidiarir
Pension benefits in the United States are basedformula that considers final average pay andsyebcredited service. In addition, the
Company provides medical, dental and life insurdveaeefits, principally to its eligible U.S. retiseand similar benefits to their dependents,
through its other postretirement benefit plans. Toepany uses a December 31 measurement datebiiastially all of its pension plans
and for its other postretirement benefit plans.

In 2004, in accordance with FASB Staff Positido. 106-2, Accounting and Disclosure Requirem&eated to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003(#kct), the Company began accounting for the efféthe federal subsidy under the
Act, which reduced the benefit obligation of camtef its other postretirement benefit plans by $@68illion. The service cost, interest cost
and net amortization components of net postretirgienefit cost were reduced by $7.9 million, $1ilion and $12.6 million, respective
While the Company is recognizing the subsidy inoadance with current accounting requirements, litaintinue to evaluate the Act and
regulations that follow to determine the optimgbiagach to incorporating the impact of the Act.

The Company changed participant contributiems the service recognized for eligibility for @ther postretirement benefit plans. These
amendments generated curtailment gains of $121®mih 2004, $10.2 million in 2003 and $54.2 nahiin 2002.

The Company recorded a settlement loss of3%2dlion on its pension plans and a curtailmesslof $11.7 million on its other
postretirement benefit plans in 2003 resulting frediuctions in employment levels primarily in cootien with restructuring activities. The
Company also recorded termination charges in 20042803 of $18.4 million and $37.9 million, respeely, on its pension plans and
$3.1 million and $8.1 million, respectively, on d@ther postretirement benefit plans related to edpd eligibility for certain employees
exiting primarily under the restructuring actioBeg¢ Note 4.)

In addition, the Company recorded a settlentees of $23.0 million in 2004 on certain of itsndestic pension plans resulting from
employees electing to receive their pension benaftlump sum payments.

The net cost for the Company’s pension plamsisted of the following components:

Years Ended December 2004 2003 2002

Service cos $ 307.7 $ 263.2 $ 218.¢
Interest cos 286.( 260.¢ 229.¢
Expected return on plan ass (367.%) (341.2) (314.9
Net amortizatior 130.C 115.¢ 49.1
Settlement: 23.C 28.2 —
Termination benefit 18.4 37.¢ —
Net pension cos $ 397. $ 364.C $ 183

The net pension cost attributable to U.S. piacluded in the above table was $283.0 millio2004, $264.8 million in 2003 and
$108.0 million in 2002.

The net cost of postretirement benefits othan pensions consisted of the following components

Years Ended December 2004 2003 2002

Service cos $ 86.C $ 68.2 $ 46.€
Interest cos 105.7 90.4 71.4
Expected return on plan ass (89.9 (62.0 (78.6)
Net amortizatior 31.C 28.C (11.7)
Curtailments (12.9) 1.t (54.2)
Termination benefit 3.1 8.1 —
Net postretirement benefit cc $ 124.1 $ 134.: $ (26.5

The cost of health care and life insurancesbenfor active employees was $295.3 million i©20%$273.0 million in 2003 and
$241.7 million in 2002.

Summarized information about the changesan plssets and benefit obligation is as follows:

Other
Postretiremen
Pension Benefit Benefits
2004 2003 2004 2003
Fair value of plan assets at Janua $4,282.° $3,105.¢ $ 949t $ 678.¢
Actual return on plan asse 718.¢ 1,033.: 150.% 223.7

Company contribution 761. 641. 94.4 63.5



Benefits paid from plan asse (296.7) (425.9) (29.9 (16.5)
Discontinued operatior — (80.5) — —
Other 14.C 8.5 — —
Fair value of plan assets at Decembe $5,480.¢ $4,282." $1,165.: $ 949.
Benefit obligation at January $5,071.¢ $4,410.: $1,840. $1,329.¢
Subsidy under the A — — (169.0 —
Service cos 307.% 263. 86.C 68.2
Interest cos 286.( 260.¢ 105.7 90.4
Actuarial losse: 511.2 624.( 152.( 486.¢
Benefits paic (327.7) (466.0 (65.7) (58.2)
Plan amendmen 4.€ 27.2 (60.7) —
Curtailments — — — 19.4
Termination benefit 18.4 37.¢ 3.1 8.1
Discontinued operatior — (85.2) — (104.7
Other 6.8 (0.2 — —
Benefit obligation at December . $5,879.! $5,071.¢ $1,892. $1,840.-
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The fair value of U.S. pension plan assetiided in the preceding table was $3.5 billion i©2@&nd $2.7 billion in 2003. The pension
benefit obligation of U.S. plans included in trable was $3.7 billion in 2004 and $3.2 billion i003.

A reconciliation of the plans’ funded stataghe net asset (liability) recognized at Decendieis as follows:

Other
Postretiremen
Pension Benefit Benefits
2004 2003 2004 2003

Plan assets less than benefit obliga $ (3986 $(789.9) $(727.0)  $(890.9
Unrecognized net los 2,200.: 2,155.( 755.1 879.t
Unrecognized plan chang 99.7 105.2 (201.9) (171.0
Net asset (liability $1,900.¢ $1,471.( $(173.9 $ (182.9)
Recognized a

Other asset $2,281.: $1,789.¢ $ — $ —

Accrued and other current liabilitit (15.8) (24.9) (24.9) (24.9

Deferred income taxes and noncurrent liabili (387.%) (310.9 (148.9) (157.5

Accumulated other comprehensive | 23.C 15.7 — —

The weighted average asset allocations ofthestment portfolio for the pension and other peigement benefit plans at December 31
as follows:

Other
Postretiremen
Pension Benefit Benefits
2004 2003 2004 2003

U.S. equities 41% 41% 55% 56%
International equitie 30 30 27 26
Fixed income investmen 21 21 16 16
Real estat 6 7 1 1
Cash and other investmel 2 1 1 1

10C% 10C% 10C% 100%

The target investment portfolios for the Compa pension plans are determined by country basettie nature of the liabilities and
considering the demographic composition of the plarticipants (average age, years of service ativeagersus retiree status) and in
accordance with local regulations. The weightedaye target allocation was 40% in U.S. equitie 3@ international equities, 22% in fix
income investments, 7% in real estate and otherstmvents, and 1% in cash. Other investments inéhsilgance contracts for certain
international pension plans.

The target investment portfolio for the Comyarother postretirement benefit plans is allocatgeo to 60% in U.S. equities, 20% to 30%
in international equities, 13% to 17% in fixed-inte investments, and up to 8% in cash and othesimants. The portfolio’s asset allocation
is consistent with the long-term nature of the pldrenefit obligation, and is well diversified angptihe asset classes in which the portfolio
invests.

Contributions to the pension plans and otlstretirement benefit plans during 2005 are expetide $415.0 million and $106.3 million,
respectively.

Expected benefit payments are as follows:

Other
Postretiremen

Pension Benefit Benefits

2005 $ 203t $ 76.¢
2006 231.2 83.€
2007 241.C 90.4
2008 263.¢ 97.1
2009 292.: 104.¢
201(-2014 1,906.¢ 650.:

Expected benefit payments are based on the aasumptions used to measure the benefit obligatind include estimated future
employee service. Expected receipts of the suhsidigr the Act, which are not reflected in the expaother postretirement benefit paymi
included in the preceding table, are as follow€0&5.4 million; 2007, $6.1 million; 2008, $6.7lkoin; 2009, $7.4 million; 2010-2014,
$47.9 million.



At December 31, 2004 and 2003, the accumulageefit obligation was $4.5 billion and $3.8 Il respectively, for all pension plans
$2.7 billion and $2.3 billion, respectively, for&l.pension plans. The Company had a minimum pefisioifity of $24.6 million and
$19.8 million at December 31, 2004 and 2003, respey, representing the extent to which the acclatea benefit obligation exceeded plan
assets for certain of the Company’s pension plans.

For pension plans with benefit obligationgktess of plan assets at December 31, 2004 and ®@O0fair value of plan assets was
$1.1 billion and $3.4 billion, respectively, ane thenefit obligation was $1.8 billion and $4.2ibill, respectively. For those plans with
accumulated benefit obligations in excess of pkEsets at December 31, 2004 and 2003, the fair wdlpkan assets was $106.0 million and
$92.2 million, respectively, and the accumulateddsi obligation was $393.9 million and $327.2 ioifl, respectively.

Unrecognized net loss amounts reflect expeeiefifferentials primarily relating to differenckstween expected and actual returns on plan
assets as well as the effects of changes in aat@msumptions. Unrecognized net loss amountsdessxof certain thresholds are amortized
into net pension and other postretirement benefit over the average remaining service life of eyges. Amortization of unrecognized net
losses for the Company’s U.S. plans at Decembe?®14 is expected to increase net pension and pdstretirement benefit cost by
approximately $125.0 million annually from 2005dabgh 2009.
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The Company reassesses its benefit plan assurapn a regular basis. The weighted averagergssons used in determining pension
plan information are as follows:

December 3: 2004 2003 2002
Net cost

Discount rate 5.65% 5.9(% 6.4(%
Expected rate of return on plan as: 7.7C 7.7C 8.9(C
Salary growth rat 4.1 4.1 4.2
Benefit obligation

Discount rate 5.4(% 5.65% 5.9(%
Salary growth rat 4.1 4.1 4.2

Assumptions used in determining U.S. pensian pnd other postretirement benefit plan infororagre as follows:

December 3: 2004 2003 2002
Net cost

Discount rate 6.25% 6.5(% 7.25%
Expected rate of return on plan as: 8.7t 8.7t 10.C
Salary growth rat 4.5 4.5 4.5
Benefit obligation

Discount rate 6.0(%* 6.25% 6.5(%
Salary growth rat 4.5 4.5 4.5

* 5.75% used for other postretirement benefit plans

The expected rate of return for both the manaind other postretirement benefit plans repregbetaverage rate of return to be earned on
plan assets over the period the benefits includedd benefit obligation are to be paid and ismieitged on a country basis. In developing the
expected rate of return within each country, thrgtterm historical returns data is considered dsageactual returns on the plan assets and
other capital markets experience. Using this refegenformation, the long-term return expectatifmrseach asset category and a weighted
average expected return for each country’s targefgdio is developed, according to the allocataanong those investment categories. The
expected portfolio performance reflects the contrdn of active management as appropriate. For 20@5Companys expected rate of retu
of 8.75% will remain unchanged from 2004 for itsSUpension and other postretirement benefit plans.

The health care cost trend rate assumptianstii@r postretirement benefit plans are as follows

December 3. 2004 2003
Health care cost trend rate assumed for next 10.(% 11.(%
Rate to which the cost trend rate is assumed tiinee 5.0% 5.C%
Year that the rate reached the ultimate trend 2012 2012

A one percentage point change in the health cast trend rate would have had the followingef:

One Percentage Poin

Increase Decrease
Effect on total service and interest cost componesit $ 36.7 $ (28.9)
Effect on benefit obligation 302. (243.5
16. Other (Income) Expense, Net
Years Ended December 2004 2003 2002
Interest incomt $ (300.)) $ (308.%) $ (415.))
Interest expens 293.i 350.¢ 390.¢
Exchange gain (18.9) (28.9) (7.9
Minority interests 154.2 168.7 2142
Other, ne (473.9 (385.%) (77.4

$(344.0  $(2039 $ 104F

Minority interests include third parties’ shaf exchange gains and losses arising from tramislaf the financial statements into U.S.
dollars. Reduced minority interests in 2004 and38Mttributable to the effect of the Banyu shaesuisitions. (See Note 5.)

Other, net in 2004 reflects the $176.8 millgain from the sale of the Company’s pércent equity stake in its European joint ventuitd
Johnson & Johnson. The increase in other, net®3 Pimarily reflects an $84.0 million gain on thele ofAggrastatproduct rights in the
United States and realized gains on the Con’s investment portfolios relating to the favorabiterest rate environmet



Interest paid was $284.6 million in 2004, $35@illion in 2003 and $401.4 million in 2002.

17. Taxes on Income

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

2004 Tax Rate
Amount 2004 2003 2002
U.S. statutory rate applied to income from contigudperations before tax $2,791.: 35.(% 35.(% 35.(%
Differential arising from
Foreign earning (794.9 (20.0 (10.2) (6.5)
Tax exemption for Puerto Rico operatic (129.0 (1.6 (0.9 (0.9
State taxe 101.t 1.3 1.7 1.8
Other 192.¢ 2.4 1.€ 0.1
$2,161.. 27.1% 27.2% 29.6%
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Domestic companies contributed approximat@863n 2004, 34% in 2003 and 47% in 2002 to conatdid income from continuing

operations before taxes.

Taxes on income from continuing operationssexiad of:

Years Ended December 2004 2003 2002
Current provision
Federal $1,420.( $1,464.. $1,563.¢
Foreign 530.¢ 611.: 609.:
State 161.: 254.¢ 296.:
2,112.: 2,330.1 2,469.
Deferred provision
Federal 95.¢ 21.z 361.¢
Foreign (32.9) 96.t (8.0
State (14.4) 13.€ 33.7
48.¢ 131.7 387.t
$2,161.. $2,462.( $2,856.¢
Deferred income taxes at December 31 considted
2004
Assets Liabilities Assets Liabilities
Other intangible:! $ 60.7 $ 286.] $ 84.7 $ 306.(
Inventory relatec 749.% 473.( 639.( 355.2
Accelerated depreciatic — 1,479. — 1,353.¢
Advance paymer 338.¢ — 338.¢ —
Equity investment 189.: 548.7 260.( 565.¢
Pensions and OPE 168.¢ 811.¢ 122.2 602.(
Compensation relate 182t — 156.¢ —
Vioxxlegal cost reserv 205.2 — 35.7 —
Net operating losse 212 — 155.2 —
Other 1,144.. 314.: 1,042.! 287.t
Subtotal 3,251. 3,913.¢ 2,834.¢ 3,470.:
Valuation allowanct — — (2.2) —
Total deferred taxe $3,251.. $3,913.¢ $2,832." $3,470..
Net deferred tax liabilitie $ 662.0 $ 637.F
Recognized a
Prepaid expenses and ta: $ (652.€) $ (590.9)
Other asset (10.5) (7.5)
Income taxes payab 156.2 110.2
Deferred income taxes and noncurrent liabili 1,169.: 1,125.¢

Income taxes paid in 2004, 2003 and 2002 ®#&r@ billion, $2.0 billion and $1.8 billion, respeely. Stock option exercises reduced
income taxes paid in 2004, 2003 and 2002 by $1&llibn, $167.8 million and $82.5 million, respegiy.

At December 31, 2004, foreign earnings of $20llion and domestic earnings of $880.9 millicavk been retained indefinitely by
subsidiary companies for reinvestment. No provisiomade for income taxes that would be payableupe distribution of such earnings.
These earnings include income from manufacturirgratons in Ireland, which were tax-exempt throt§B0 and are taxed at 10%

thereafter. In addition, the Company has subsksaoperating in Puerto Rico and Singapore undeintentive grants that expire in 2015 and

2026, respectively.

On October 22, 2004, the American Jobs Credict of 2004 (the AJCA) was signed into law. Th&GX creates a temporary incentive
for U.S. multinationals to repatriate accumulatetbime earned outside the United States as of Dese®ih 2002. On December 21, 2004,
the FASB issued FASB Staff Position, Accounting &isclosure Guidance for the Foreign Earnings Regain Provision within the
American Jobs Creation Act of 2004 (FSP No. 1093P No. 109-2 allows companies additional timevaluate the effect of the law.
Through December 31, 2004, the Company has notged\deferred taxes on foreign earnings becauseearnings were intended to be
indefinitely reinvested outside the United Stat@&iether the Company will ultimately take advantafjthe temporary incentive depends ¢
number of factors including analyzing IRS guidabe#ore a decision is made. The Company expects to & position to finalize its
decisions regarding the temporary incentive dugi@g5. Until that time, the Company will make noha in its current intention to
indefinitely reinvest accumulated earnings of @sefgn subsidiaries. If it becomes apparent thatGbhmpany will repatriate all or any of the
earnings in an amount of up to $15 billion, a ongettax charge to the Company’s consolidated residloperations of up to approximately
$1 billion could occur. The ultimate tax chargelépendent on a number of factors currently undesideration, including the passage of
pending legislation, which contains certain techh@orrections to the AJCA. The Company has nohgkd its intention to indefinitel



reinvest accumulated earnings earned subsequBeicember 31, 2002. No provision will be made faoime taxes that would be payable
upon the distribution of such earnings and it ispracticable to determine the amount of the rdlaterecognized deferred income tax
liability.

The Company federal income tax returns have been auditeditind992. As previously disclosed, the IRS hastaunltially completed it
examination of the Company’s tax returns for thargel 993 to 1996 and on April 28, 2004 issued hnpireary notice of deficiency with
respect to a partnership transaction entered m1®93. Specifically, the IRS is proposing to dsalcertain royalty and other expenses
claimed as deductions on the 1993-1996 tax retirtiee Company. The Company anticipates receiviaigndar notice for 1997-1999,
shortly. If the IRS ultimately prevails in its ptiehs, the Company’s income tax due for the ye8&311999 would increase by approximately
$970 million plus interest of approximately $490limn. The IRS will likely make similar claims forears subsequent to 1999 in future audits
with respect to this transaction. The potentiahliiisvance for these later years, computed on dasipasis to the 1993-1999 disallowances,
would be approximately $540 million plus interefapproximately $40 million. The IRS has proposedaities on the Company with respect
to all periods that have been examined and the @ognpnticipates the IRS would seek to impose piesaidn all other periods.

The Company vigorously disagrees with the pssl adjustments and intends to aggressively ddhiesnatter through applicable IRS
and judicial procedures, as appropriate. Althounghfinal resolution of the proposed adjustmentsigertain and involves unsettled areas of
the law, based on currently available informatithe, Company has provided for the best estimatheoptobable tax liability for this matter.
While the resolution of the issue may result inltakilities which are significantly higher or low#an the reserves established for this m
management currently believes that the resolutitimat have a material effect on the Company’sfinial position or liquidity. However, an
unfavorable resolution could have a material effecthe Company’s results of operations or cashdlm the quarter in which an adjustment
is recorded or the tax is due or paid.
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18. Earnings per Share
The weighted average common shares used in theutatigms of basic earnings per common share amdnggrper common share assuming
dilution (shares in millions) are as follows:

Years Ended December 2004 2003 2002

Average common shares outstanc 2,219.( 2,236." 2,257.!
Common shares issuat®) 7.4 16.4 19.5
Average common shares outstanding assuming dil 2,226. 2,253.: 2,277.(

() Issuable primarily under stock-based compensatiang

In 2004, 2003 and 2002, 233.1 million, 203#iom and 149.9 million common shares issuableamtie Company’s stock-based
compensation plans were excluded from the computati earnings per common share assuming diluttmabse the effect would have been
antidilutive.

19. Comprehensive Income
The components of Other comprehensive (loss) incamaas follows:

After
Pretax®) Tax Tax
Year Ended December 31, 2004
Net unrealized loss on derivatives $ (1179 $ 48z $ (69.€)
Net loss realization 64.2 (26.3) 37.¢
Derivatives (53.6) 21.¢ (31.9)
Net unrealized gain on investment: (38.9) (9.6) (48.0)
Net income realization (89.7) 36.¢ (52.9
Investments (128.7) 27.2 (100.9
Minimum pension liability (7.2) 2.3 (4.9
Cumulative translation adjustment relating to equity investees 40.2 (14.7) 26.1

$(148.) $ 37.2  $(111.9

Year Ended December 31, 2C

Net unrealized loss on derivativ $ (87.9 $ 35.¢ $ (61.9)
Net loss realizatiol 51.k (21.7) 30.4
Derivatives (36.7) 14.¢ (21.3)
Net unrealized gain on investme! 105.C (33.9) 71.2
Net income realizatio (114.9) (3.2 (117.5
Investment: (9.9 (37.0 (46.9)
Minimum pension liability 424.F (192.6) 231.¢

$ 3790 $(214.9 $ 1648

Year Ended December 31, 2C

Net unrealized loss on derivativ $ (319 $ 13 $ (18.9)
Net income realizatio (2.0 0.8 (1.2
Derivatives (33.9 13.¢ (20.0
Net unrealized gain on investme! 128.¢ 24.5 153.1
Net income realizatio (86.€) 6.€ (80.0)
Investment: 42.C 31.1 73.1
Minimum pension liability (263.2) 100.7 (162.5)

$(255.0 $ 1456  $(109.9)

(1) Net of applicable minority interest.

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

December 3: 2004 2003

Net unrealized loss on derivativ $ (65.9) $ (34.0
Net unrealized gain on investme| 9.2 110.1
Minimum pension liability (15.5) (10.6)
Cumulative translation adjustment relating to egjinvestee: 26.1 —

$ (459 $ 65F

At December 31, 2004, $37.6 million of the netealized loss on derivatives is associated ggtions maturing in the next 12 months,
which hedge anticipated foreign currency denomuhatdes over that same peri



20. Segment Reporting

The Company’s operations are principally managed products basis. The Merck Pharmaceutical segmentes products marketed either
directly or through joint ventures. These prodwissist of therapeutic and preventive agents, lspldrescription, for the treatment of human
disorders. Merck sells these human health prodquratsarily to drug wholesalers and retailers, hapjtgovernment agencies and managed
health care providers such as health maintenamg@ammations and other institutions.

All Other includes other non-reportable huraad animal health segments. Revenues and profithdse segments are as follows:

Merck
Pharn- All
aceutica Other Total

Year Ended December 31, 2004
Segment revenue $21,493.! $1,221.: $22,714.
Segment profits 13,507.: 1,184." 14,691.(
Included in segment profits:

Equity income from affiliates 512.¢ 307.7 820.t

Depreciation and amortization (151.¢) (4.3 (156.7)
Year Ended December 31, 2C
Segment revenus $21,038..  $1,218.8  $22,256.¢
Segment profit: 13,451 1,131.. 14,583.:
Included in segment profit

Equity income from affiliate 304.( 245.¢ 549.¢

Depreciation and amortizatic (143.5) (4.0 (147.5
Year Ended December 31, 2C
Segment revenue $19,946.. $1,244." $21,190.
Segment profit: 12,868.!( 1,111t 13,979.!
Included in segment profit

Equity income from affiliate 203.( 217.¢ 420.¢

Depreciation and amortizatic (137.9) (3.9 (141.9)
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Segment profits are comprised of segment ige®fess certain elements of materials and pramuctsts and operating expenses,
including components of equity income (loss) fraffiliates and depreciation and amortization expsn&er internal management reporting
presented to the chief operating decision makerQbmpany does not allocate the vast majority @iféct production costs, research and
development expenses and general and administetpenses, as well as the cost of financing thetbdtees. Separate divisions maintain
responsibility for monitoring and managing thesstspincluding depreciation related to fixed assétized by these divisions and, therefore,
they are not included in segment profits.

A reconciliation of total segment revenuesdaosolidated Sales is as follows:

Years Ended December 2004 2003 2002
Segment revenue $22,714.  $22,256.!  $21,190.
Other revenue 223.¢ 229.( 255.1

$22,938.  $22,485.0  $21,445.!

Other revenues are primarily comprised of gllaneous corporate revenues, sales related tstdiv@roducts or businesses and other
supply sales.

Saledb by category of the Company’s products were as\iglo

2004 2003 2002
Atherosclerosi: $5,223.( $5,077.¢ $ 5552.:
Hypertension/heart failur 3,646." 3,421.¢ 3,477.¢
Osteoporosi: 3,159.¢ 2,676.¢ 2,243.!
Respiratory 2,622.( 2,009.¢ 1,489.¢
Anti-inflammatory/analgesic@ 1,779.¢ 2,677.: 2,587.:
Anti-bacterial/an-fungal 1,200.¢ 1,028.! 821.(
Vaccines/biological: 1,036.: 1,056.: 1,028.:
Urology 733.1 605.t 547.:
Ophthalmological: 726.5 675.1 621.5
Human immunodeficiency virus (HI\ 255t 290.¢ 294.:
Other 2,555.¢ 2,967.1 2,783.

$22,938.(  $22,485.0  $21,445.

@) Presented net of discounts and returns.
@ Includes Vioxx, which was voluntarily withdrawn \ewide on September 30, 2004.

Other primarily includes sales of other hurpAarmaceuticals, pharmaceutical and animal heafiplg sales to the Company’s joint
ventures and revenue from the Company’s relatignaith AZLP, primarily relating to sales dfexiumandPrilosec. Revenue from AZLP
was $1.5 billion, $1.9 billion and $1.5 billion #2004, 2003 and 2002, respectively.

Consolidated revenues by geographic area wderieed are as follows:

Years Ended December 2004 2003 2002

United State: $13,472.( $13,321.. $13,156.1
Europe, Middle East and Afric 5,440.¢ 5,341. 4,707.
Japar 1,668.: 1,600.¢ 1,438.°
Other 2,357.¢ 2,222.¢ 2,142.¢

$22,938.  $22,485.0  $21,445.1

A reconciliation of total segment profits tonsolidated Income from continuing operations betaxes is as follows:

Years Ended December 2004 2003 2002
Segment profit: $14,691.t $14,583.:  $13,979.!
Other profits 24.¢ 156.€ 197.¢
Adjustments 481.c 453.t 432.2
Unallocated
Interest incomt 300.1 308.% 415.1
Interest expens (293.9) (350.9) (390.¢
Equity income (loss) from affiliate 187.7 (75.€) 224.1
Depreciation and amortizatic (1,294.9) (1,166.7) (1,089.9
Research and developmt (4,010.9) (3,279.9 (2,677.9)
Other expenses, n (2,112.9 (1,577.) (1,439.9

$ 7974 $ 9,051.¢ $ 9,651.°




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

Property, plant and equipment, net by geodcamtea where located is as follows:

December 3: 2004 2003 2002

United State: $10,712.¢  $10,383..  $10,757.
Europe, Middle East and Afric 2,012.¢ 1,846.: 1,659.°
Japar 605.¢ 599.1 499.¢
Other 1,382.: 1,340.: 1,278.

$14,713." $14,169.0  $14,195.(

The Company does not disaggregate assetpntacts and services basis for internal managemeotting and, therefore, such
information is not presented.
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Management's Report

Management’s Responsibility For Financial Statements
Responsibility for the integrity and objectivity of the Company’s
financial statements rests with management. The financial
statements report on management’s stewardship of Company
assets. These statements are prepared in conformity with generally
accepted accounting principles and, accordingly, include amounts
that are based on management’s best estimates and judgments.
Nonfinancial information included in the Annual Report has also been
prepared by management and is consistent with the financial
statements.

To assure that financial information is reliable and assets are
safeguarded, management maintains an effective system of internal
controls and procedures, important elements of which include:
careful selection, training and development of operating and financial
managers; an organization that provides appropriate division of
responsibility; and communications aimed at assuring that Company
policies and procedures are understood throughout the organization.
A staff of internal auditors regularly monitors the adequacy and
application of internal controls on a worldwide basis.

To ensure that personnel continue to understand the system of
internal controls and procedures, and policies concerning good and
prudent business practices, the Company periodically conducts the
Management’s Stewardship Program for key management and
financial personnel. This program reinforces the importance and
understanding of internal controls by reviewing key corporate
policies, procedures and systems. In addition, the Company has
compliance programs, including an ethical business practices
program to reinforce the Company’s long-standing commitment to
high ethical standards in the conduct of its business.

The financial statements and other financial information included
in the Annual Report fairly present, in all material respects, the
Company'’s financial condition, results of operations and cash flows.
Our formal certification to the Securities and Exchange Commission
is included in the Company’s Form 10-K filing.

Audit Committee’s Report

The Audit Committee, comprised of independent directors, met with
the independent registered public accounting firm (the independent
auditors), management and internal auditors to assure that all were
carrying out their respective responsibilities. The Audit Committee
discussed with and received a letter from the independent auditors
confirming their independence. Both the independent auditors and
the internal auditors had full access to the Committee, including
regular meetings without management present.

The Audit Committee met with the independent auditors to
discuss their fees and the scope and results of their audit work,
including the adequacy of internal controls and the quality of financial
reporting. The Committee also

Management’s Report on Internal Control Over Financial Reporting
Management is responsible for establishing and maintaining
adequate internal control over financial reporting, as such term is
defined in Exchange Act Rule 13a-15(f). Management conducted an
evaluation of the effectiveness of internal control over financial
reporting based on the framework in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Based on this evaluation,
management concluded that internal control over financial reporting
was effective as of December 31, 2004 based on criteria in Internal
Control-Integrated Framework issued by COSO. Management'’s
assessment of the effectiveness of internal control over financial
reporting as of December 31, 2004 has been audited by
PricewaterhouseCoopers LLP, an independent registered public
accounting firm, and PricewaterhouseCoopers LLP has issued an
attestation report on management’s assessment of the effectiveness
of the Company’s internal control over financial reporting, which is

included herein.
Q;‘ i ;gg:;_:?__ 9-.4.} [ Er"nr*c
Judy C. Lewent

Raymond V. Gilmartin
Chairman, President and Executive Vice President &
Chief Financial Officer

Chief Executive Officer
President, Human Health Asia

discussed with the independent auditors their judgments regarding
the quality and acceptability of the Company’s accounting principles,
the clarity of its disclosures and the degree of aggressiveness or
conservatism of its accounting principles and underlying estimates.
The Audit Committee reviewed and discussed the audited financial
statements with management and recommended to the Board of
Directors that these financial statements be included in the
Company’s Form 10-K filing with the Securities and Exchange
Commission.

Thomas E. Shenk
Samuel O. Thier
Wendell P. Weeks

Peter C. Wendell
Chairperson
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Report of Independent Registered Public Accounting

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

We have completed an integrated audit of Merck & Co., Inc.’s 2004
consolidated financial statements and of its internal control over
financial reporting as of December 31, 2004 and audits of its 2003
and 2002 consolidated financial statements in accordance with the
standards of the Public Company Accounting Oversight Board
(United States). Our opinions, based on our audits, are presented
below.

Consolidated Financial Statements

In our opinion, the accompanying consolidated balance sheets and
the related consolidated statements of income, of retained earnings,
of comprehensive income and of cash flows present fairly, in all
material respects, the financial position of Merck & Co., Inc. and its
subsidiaries (the “Company”) at December 31, 2004 and 2003, and
the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2004 in conformity
with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits. We conducted our
audits of these statements in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are
free of material misstatement. An audit of financial statements
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by
management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis
for our opinion.

Internal Control Over Financial Reporting

Also, in our opinion, management’s assessment, included in the
accompanying Management's Report on Internal Control Over
Financial Reporting that the Company maintained effective internal
control over financial reporting as of December 31, 2004 based on
criteria established in Internal Control-Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), is fairly stated, in all material respects, based
on those criteria. Furthermore, in our opinion, the Company
maintained, in all material respects, effective internal control over
financial reporting as of December

Firm

31, 2004, based on criteria established in Internal Control-Integrated
Framework issued by the COSO. The Company’s management is
responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of
the Company’s internal control over financial reporting based on our
audit. We conducted our audit of internal control over financial
reporting in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial
reporting was maintained in all material respects. An audit of internal
control over financial reporting includes obtaining an understanding
of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinions.

A company'’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of
the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

“Pustsiatvihouse Conptire 2P

Florham Park, New Jersey
February 22, 2005

PricewaterhouseCoopers LLP

Compensation and Benefits Committee’s Report

The Compensation and Benefits Committee, comprised of
independent directors, approves compensation objectives and
policies for all employees and sets compensation for the Company’s
executive officers. The Committee seeks to ensure that rewards are
closely linked to Company, division, team and individual
performances. The Committee also seeks to ensure that
compensation and benefits are set at levels that enable Merck to
attract and retain highly qualified employees. The Committee views
stock ownership as a vehicle to align the interests of employees with
those of the Company'’s stockholders. Consistent with the

60

long-term focus inherent in the Company’s R&D-based
pharmaceutical business, it is the policy of the Committee to make a
high proportion of executive officer compensation dependent on long-
term performance and on enhancing stockholder value.

William G. Bowen
Johnnetta B. Cole
William N. Kelley

Lawrence A. Bossidy
Chairperson
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Selected Financial Data

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

2004 M) 2003 @ 2002 2001 2000 1999
Results for Year:
Sales $22,938.6 $22,485.9 $21,445.8 $21,199.0 $20,009.5 $17,294.4
Materials and production costs 4,959.8 4,436.9 4,004.9 3,722.6 3,273.0 3,032.0
Marketing and administrative expenses 7,346.3 6,394.9 5,652.2 5,700.6 5,725.5 4,808.1
Research and development expenses 4,010.2 3,279.9 2,677.2 2,456.4 2,343.8 2,068.3
Equity income from affiliates (2,008.2) (474.2) (644.7) (685.9) (764.9) (762.0)
Other (income) expense, net (344.0) (203.2) 104.5 57.2 69.8 (222.1)
Income from continuing operations before taxes 7,974.5 9,051.6 9,651.7 9,948.1 9,362.3 8,370.1
Taxes on income 2,161.1 2,462.0 2,856.9 2,894.9 2,766.7 2,578.1
Income from continuing operations 5,813.4 6,589.6 6,794.8 7,053.2 6,595.6 5,792.0
Income from discontinued operations, net of taxes — 241.3 354.7 228.6 226.1 98.5
Net income 5,813.4 6,830.9 7,149.5 7,281.8 6,821.7 5,890.5
Basic earnings per common share
Continuing operations $ 2.62 $ 2.95 $ 3.01 $ 3.08 $ 2.86 $ 2.47
Discontinued operations — 11 .16 .10 .10 .04
Net income $ 2.62 $ 3.053) $ 3.17 $ 3.18 $ 2.96 $ 251
Earnings per common share assuming dilution
Continuing operations $ 2.61 $ 2.92 $ 2.98 $ 3.04 $ 2.80 $ 241
Discontinued operations — 11 .16 .10 .10 .04
Net income $ 2.61 $ 3.03 $ 3.14 $ 3.14 $ 2.90 $ 2.45
Cash dividends declared 3,329.1 3,264.7 3,204.2 3,156.1 2,905.7 2,629.3
Cash dividends paid per common share $ 1.49 $ 1.45 $ 141 $ 1.37 $ 121 $ 1.10
Capital expenditures 1,726.1 1,915.9 2,128.1 2,401.8 2,471.0 2,369.1
Depreciation 1,258.7 1,129.6 1,067.5 949.7 803.0 682.8
Year-End Position:
Working capital $ 1,731.1 $ 1,957.6 $ 2,011.2 $ 1,417.4 $ 3,643.8 $ 2,500.4
Property, plant and equipment (net) 14,713.7 14,169.0 14,195.6 13,103.4 11,482.1 9,676.7
Total assets 42,572.8 40,587.5(4 47,561.2 44,021.2 40,154.9 35,933.7
Long-term debt 4,691.5 5,096.0 4,879.0 4,798.6 3,600.7 3,143.9
Stockholders’ equity 17,288.2 15,576.44) 18,200.5 16,050.1 14,832.4 13,241.6
Financial Ratios:
Income from continuing operations as a % of sales 25.3% 29.3% 31.7% 33.3% 33.0% 33.5%
Net income as a % of average total assets 14.0% 14.9% 15.5% 17.3% 17.9% 17.4%
Year-End Statistics:
Average common shares outstanding (millions) 2,219.0 2,236.7 2,257.5 2,288.3 2,306.9 2,349.0
Average common shares outstanding assuming
dilution (millions) 2,226.4 2,253.1 2,277.0 2,322.3 2,353.2 2,404.6
Number of stockholders of record 216,100 233,000 246,300 256,200 265,700 280,500
Number of employees 62,600 63,2004 77,300 78,100 69,300 62,300
) Amounts for 2004 include the impact of the withdrawal of Vioxx.
(2 Amounts for 2003 include the impact of the implementation of a new distribution program for U.S. wholesalers and restructuring costs related to position
eliminations.
(3 Amount does not add as a result of rounding.
(4 Decrease in 2003 primarily reflects the impact of the spin-off of Medco Health.
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Exhibit 21

MERCK & CO., INC. SUBSIDIARIES
as of 12/31/04

The following is a list of subsidiaries of tG@mpany, doing business under the name stated.

Country or Stat

Name of Incorporatior
Algonquin SarL Luxembourg
AMRAD Pharmaceuticals Pty. Lt Australia

Aton Pharma, Inc Delaware
Banyu Pharmaceutical Company, L Japar
Banyt-A.S.C. Co., Ltd Japar

Blue Jay Investments C. Netherland:
BRC Ltd Bermuda

British United Turkeys Limited Great Britain
BUT France s.a.r.1 France

Charles E. Frosst (New Zealand) |
Charles E. Frosst (U.K.) Limite

New Zealanc
Great Britain

Chibret A/S Denmark
Chibret Pharmazeutische Gml Germany
Chippewa Holdings LL( Delaware
Cloverleaf International Holdings S.. Luxembourg
CM Delaware LLC Delaware
Comsort, Inc Delaware
Coophavet S.A.&1 France
Coordinated Patient Care Scandinavia Norway
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
Fontelabo-Produtos Farmaceuticos, L¢ Portugal
Fregenal Holdings S./ Panamz
Frosst Iberica, S.A Spain
Frosst Laboratories, In Delaware
Frosst Portugues— Produtos Farmaceuticos, Lc Portugal
Hangzhou MSD Pharmaceutical Company Lim1 China
Hawk and Falcon L.L.C Delaware
Hubbard Nederland B.\1 Netherland:
Infodoc AS? Norway
International Indemnity Ltc Bermuda
Istituto Di Richerche Di Biologia Molecolare S.p. Italy

Istituto Gentili S.p.A./Inc Italy/Delaware
Johnson & Johnsc— Merck Consumer Pharmaceuticals Comp! New Jerse)
KBI Inc. Delaware




KBI Sub Inc.

KBI-E Inc.

KBI-P Inc.

Kiinteisto Oy Viistotie 11

Laboratoires Merck Sharp & Dohi-Chibret SNC
Laboratorios Abello, S.A

Laboratorios Biopat, S./

Laboratorios Chibret, S./

Laboratorios Frosst, S./

Laboratorios Neurogard, S..

Laboratorios Quimic-Farmaceuticos Chibret, Ld
Maple Leaf Holdings SRI

MCM Vaccine Co!l

Medco de Mexico Managed Care S. de R.L. de !
Medco Holdings S. de R.L. de C.

Medco Managed Care S.

Medco Servicios de Mexico, S. de R.L. de C
Merck and Company, Incorporat

Merck Borinquen Holdings, Inc

Merck Capital Resources, Ir

Merck Capital Ventures, LL(

Merck Cardiovascular Health Compa

Merck Enterprises Canada, L

Merck Finance Co., In(

Merck Foreign Sales Corporation L

Merck Frosst Canada & C

Merck Frosst Canada Lt

Merck Hamilton, Inc

Merck Holdings Il Corp

Merck Holdings, Inc

Merck Institute for Vaccinolog

Merck Investment Co., In

Merck Liability Management Compat

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

Merck Oncology Holdings, Inc

Merck Resource Management, i

Merck Respiratory Health Compa

Merck SH Inc.

Merck Sharp & Dohmi

Merck Sharp & Dohm— Lebanon S.A.L
Merck Sharp & Dohme (Argentina) In

Merck Sharp & Dohme (Asia) Limite

Merck Sharp & Dohme (Australia) Pty. Limit
Merck Sharp & Dohme (China) Limite

Merck Sharp & Dohme (Enterprises) B.
Merck Sharp & Dohme (Europe) In

Delaware
Delaware
Delaware
Finland
France
Spain
Spain
Spain
Spain
Spain
Portugal
Barbados
Pennsylvani:
Mexico
Mexico
Spain
Mexico
Delaware
Delaware
Delaware
Delaware
Nevadas
Canade
Delaware
Bermuda
Canads
Canads
California
Delaware
Delaware
Delaware
Delaware
Delaware
Bermuda
Delaware
Delaware
Delaware
Nevadas
Delaware
France
Lebanon
Delaware
Hong Kong
Australia
Hong Kong
Netherland:
Delaware




Merck Sharp & Dohme (Holdings) B.

Merck Sharp & Dohme (Holdings) Limite

Merck Sharp & Dohme (1.A.) Corj

Merck Sharp & Dohme (International) Limit
Merck Sharp & Dohme (Investments) B.

Merck Sharp & Dohme (Ireland) Lt

Merck Sharp & Dohme (Isra— 1996) Company Ltc
Merck Sharp & Dohme (ltalia) S.p.s

Merck Sharp & Dohme (Middle East) Limit:
Merck Sharp & Dohme (New Zealand) Limit
Merck Sharp & Dohme (Panama) S

Merck Sharp & Dohme (Philippines) In

Merck Sharp & Dohme (Puerto Rico) Lt

Merck Sharp & Dohme (Singapore) L

Merck Sharp & Dohme (Sweden) A.

Merck Sharp & Dohme Asia Pacific Services Pte |
Merck Sharp & Dohme B.\

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 Limi

Merck Sharp & Dohme Gmb

Merck Sharp & Dohme Holdings de Mexico, S.A. de C
Merck Sharp & Dohme IDEA, Inc

Merck Sharp & Dohme Industria Quimica e Veterindiimitada

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 L.L.C

Merck Sharp & Dohme Limite

Merck Sharp & Dohme of Pakistan Limit
Merck Sharp & Dohme O.L

Merck Sharp & Dohme Overseas Finance M
Merck Sharp & Dohme Peru SF

Merck Sharp & Dohme Quimica de Puerto Rico,
Merck Sharp & Dohme S. de R.L. de C

Merck Sharp & Dohme Sl

Merck Sharp & Dohme Tunisie Si

Merck Sharp & Dohme, Limitad

Merck Sharp Dohme llaclari Limited Sirke
Merck Technology (U.S.) Company, Ir

Merck Ventures, Inc

Netherland:
Great Britain
Delaware
Bermuda
Netherland:
Bermuda
Israel

Italy

Cyprus

New Zealanc
Panam:
Philippines
Bermuda
Bermuda
Sweder
Singapore
Netherland:
Switzerland
Mexico
Croatia
Spain
Mexico
Venezuele
Brazil

Great Britain
Austria
Mexico
Switzerland
Brazil
Slovenia
Netherland:
Ireland
Iceland
Russian Federatic
Great Britain
Pakistar
Estonia
Neth. Antilles
Peru
Delaware
Mexico
Latvia
Tunisia
Portugal
Turkey
Nevadas
Delaware




Merial Animal Health Co. Ltd!

Merial Animal Health Ltc!

Merial Australia PTY LTD?

Merial Argentina SA

Merial Asia PTE, Ltd?!

Merial Belgium?

Merial B.V.1

Merial Colombia S.Al

Merial Distribution SAS!

Merial GmbH?1

Merial Hong Kong Limitec?

Merial (IA) LLP 1

Merial Inc.1

Merial International Trading (Shanghai) Co., L1
Merial Italia SpA?

Merial Japan, Limited

Merial Korea Ltd!

Merial Laboratorios SA

Merial Limited/LLC?

Merial Nanjing Animal Health Co. Lt
Merial New Zealand Limited

Merial Norden A/St

Merial Philippines, Inct

Merial Portugues— Saude Animal LDAL
Merial SA1

Merial SAS?

Merial Saude Animal LTDA

Merial Taiwan Co., Ltd?

Merial (Thailand) Ltd!

Merial Venezuela , C.A?

MSD (Japan) Co., Ltc

MSD (Nippon Holdings) B\

MSD (Norge) A/S

MSD (Proprietary) Limitec

MSD (Thailand) Ltd

MSD Australia Pty Ltc

MSD Chibropharm Gmbt

MSD Finance B.V

MSD Finance Mexico, LL(

MSD International Holdings, Int

MSD Ireland (Holdings) S.A

MSD Ireland (Investment) Ltc

MSD Korea Ltd.

MSD Lakemedel (Scandinavia) Aktiebol
MSD Latin America Services Lt

MSD Latin America Services S. de R.L. de C
MSD Magyarorszag Kereskedelmi és Szolgaltaté

China
Great Britain
Australia
Argentina
Singapore
Belgium
Netherland:
Colombia
France
Germany
Hong Kong
Puerto Ricc
Delaware
China

Italy

Japar
Korea
Spain

Great Britain/Delawal

China

New Zealanc
Denmark
Philippines
Portugal
Uruguay
France
Brazil
Taiwan
Thailand
Venezuele
Japar
Netherland:
Norway
South Africa
Thailand
Australia
Germany
Netherland:
Delaware
Delaware
Luxembourg
Bermuda
Korea/Delawart
Sweder
Bermuda
Mexico
Hungary




MSD Overseas Manufacturing Co. (Irelal
MSD Overseas Manufacturing C
MSD Pembroke Ltd

MSD Pharmaceuticals Private Limit
MSD Polska Sp z.0.(

MSD S.A. Moroccc

MSD Sharp & Dohme Gmbl

MSD Somerset Ltc

MSD Technology Singapore Pte. L
MSD Technology, L.P

MSD Unterstutzungskasse Gml
MSD Ventures Singapore Pte. L
MSD Warwick (Manufacturing) Ltc
MSD-Essex Gmbt

MSD-SP Ltd.

MSP Distribution Services (C) LL?
MSP Distribution Services (R) LL1
MSP Marketing Services (C) LL1
MSP Marketing Services (R) LL1
MSP Singapore Company, LL1
MSP Singapoi-Sub, LLC

MSP Technology (U.S.) Company, LI1
Neopharmed S.p./

Nippon Mercl-Banyu Co., Ltd
Pasteur Vaccins S.A

PT Merck Sharp & Dohme Indones
Readington Holdings, In
Readington Investments, Ir
Rosetta Inpharmatics LL

Ruskin Limited

Sanofi Pasteur MSD A/

Sanofi Pasteur MSD Gestion S1
Sanofi Pasteur MSD Gmb

Sanofi Pasteur MSD Gmb

Sanofi Pasteur MSD Lt

Sanofi Pasteur MSD Lt

Sanofi Pasteur MSD N.V./S.;
Sanofi Pasteur MSD S.;

Sanofi Pasteur MSD S.p.

Sanofi Pasteur MSD SN1

Seneca | LLC

Sharp & Dohme, S.A

STELLARYX, Inc.

Suomen MSD O

TELERXx Marketing Inc

The MSD Foundation Limite
Thomas Morson & Son Limite

Ireland
Bermuda
Bermuda
India

Poland
Morocco
Germany
Bermuda
Singapore
Delaware
Germany
Singapore
Bermuda
Switzerland
Great Britain
Nevadas
Nevadas
Nevadas
Nevada
Delaware
Delaware
Delaware
Italy

Japar
France
Indonesie
New Jerse)
New Jerse)
Delaware
Bermuda
Denmark
France
Austria
Germany
Great Britain
Ireland
Belgium
Spain

Italy

France
Delaware
Spain
Nevadas
Finland
Pennsylvani:
Great Britain
Great Britain




Tradewinds Manufacturing Sk
Transrow Manufacturing Lt
UAB Merck Sharp & Dohm
Varipharm Arzneimittel Gmbt

1 own less than 100¢

Barbados
Bermuda
Lithuania
Germany






EXHIBIT 24.1

POWER OF ATTORNEY

Each of the undersigned does hereby appoittLAE. COLBERT and KENNETH C. FRAZIER and each tieim, severally, his/her true
and lawful attorney or attorneys to execute on lietiahe undersigned (whether on behalf of the @any, or as an officer or director ther
or by attesting the seal of the Company, or othegjvihe Form 10-K Annual Report of Merck & Co., .Ifar the fiscal year ended
December 31, 2004 under the Securities ExchangefAd34, including amendments thereto and alllgiidand other documents in
connection therewith.

IN WITNESS WHEREOF, this instrument has beely @xecuted as of the 22day of February, 2005.
MERCK & CO., Inc.
By /sl Raymond V. Gilmarti

Raymond V. Gilmartir
(Chairman of the Board, President and Chief Exgeuti

Officer)
/sl Raymond V. Gilmarti Chairman of the Board, Preside
and Chief Executive Officer
Raymond V. Gilmartir (Principal Executive Officer; Directo
/sl Judy C. Lewet Executive Vice President & Chief Financial Offic

President, Human Health Asia; (Principal Finan€i&icer)
Judy C. Lewen

/s/ Richard C. Henriques, Vice President, Controlle
(Principal Accounting Officer

Richard C. Henriques, <

DIRECTORS

/s/ Lawrence A. Bossic /sl Thomas E. Shel

Lawrence A. Bossid Thomas E. Shen
/s/ William G. Bowel /s/ Anne M. Tatloc

William G. Bowen Anne M. Tatlock
/s/ Johnnetta B. Co /s/ Samuel O. Thi¢

Johnnetta B. Col Samuel O. Thie
/s! William B. Harrison, J

William B. Harrison, Jr Wendell P. Week
/s/ William N. Kelley /s | Peter C. Wende¢

William N. Kelley Peter C. Wende

/s/ Rochelle B. Lazan
Rochelle B. Lazaru







Exhibit 24.

I, Debra A. Bollwage, Senior Assistanti®eary of Merck & Co., Inc., a Corporation dulyganized and existing under the laws of the
State of New Jersey, do hereby certify that thiefahg is a true copy of a resolution adopted ateseting of the Directors of said Corporat
held in New York City, New York, on February 22,08) duly called in accordance with the provisiohthe By-Laws of said Corporation,
and at which a quorum of Directors was present:

“ Special Resolution Ne.2005

RESOLVED, that the proposed form of Form 1@uhual Report of the Company for the fiscal yeadethDecember 31, 2004
presented to this meeting is hereby approved with shanges as the proper officers of the Compaitly,the advice of counsel, deem
appropriate; and

RESOLVED, that each officer and director whayne required to execute the aforesaid Form 10aKual Report or any
amendments thereto (whether on behalf of the Coynpeaas an officer or director thereof, or by ditesthe seal of the Company, or
otherwise) is hereby authorized to execute a p@ivattorney appointing Celia A. Colbert and KennéthFrazier and each of them,
severally, his/her true and lawful attorney or at&ys to execute in his/her name, place and steahy such capacity) such Form 10-K
Annual Report and any and all amendments theraet@ag and all exhibits and other documents necgssancidental in connection
therewith and to file the same with the Securitied Exchange Commission, each of said attornelyave power to act with or without
the others, and to have full power and authoritgdand perform in the name and on behalf of edshid officers and directors, or both,
as the case may be, every act whatsoever necessadyisable to be done in the premises as fultitarall intents and purposes as any
such officer or director might or could do in parso

IN WITNESS WHEREOF, | have hereunto subscribmgdsignature and affixed the seal of the Corporathis 100 day of March 2005.

orporate Seal s/ Debra A. Bollwag:

[C Seal /s/ Debra A. Boll
Debra A. Bollwage
Senior Assistant Secrets







Exhibit 31.1
CERTIFICATION
I, Raymond V. Gilmartin, certify that:
1. I have reviewed this annual report on F&0¥K of Merck & Co., Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officrémnd | are responsible for establishing and maiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and piwres, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control diremcial reporting to be designed under
our supervision, to provide reasonable assuramgagdiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeadtyepted accounting principles;

¢) Evaluated the effectiveness of the regisalisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andeuiures, as of the end of the period coveredibyédport based on such evaluation; and

d) Disclosed in this report any change inrdgastrant’s internal control over financial repiogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officaréand | have disclosed, based on our most recatti@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materiadaknesses in the design or operation of internarabover financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatatves management or other employees who havendisaqt role in the registrant’s
internal control over financial reporting.

Date: March 11, 200!

By: /sl Raymond V. Gilmartil

RAYMOND V. GILMARTIN
Chairman, President and Chief Executive Off






Exhibit 31.z
CERTIFICATION
[, Judy C. Lewent, certify that:
1. I have reviewed this annual report on F&0¥K of Merck & Co., Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officrémnd | are responsible for establishing and maiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and piwres, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control over finahogporting, or caused such internal control diremcial reporting to be designed under
our supervision, to provide reasonable assuramgagdiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeadtyepted accounting principles;

¢) Evaluated the effectiveness of the regisalisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andeuiures, as of the end of the period coveredibyédport based on such evaluation; and

d) Disclosed in this report any change inrdgastrant’s internal control over financial repiogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officaréand | have disclosed, based on our most recatti@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materiadaknesses in the design or operation of internarabover financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, thatatves management or other employees who havendisaqt role in the registrant’s
internal control over financial reporting.

Date: March 11, 200!

By: /sl Judy C. Lewer

JUDY C. LEWENT
Executive Vice President & Chief Financial Officer
President, Human Health A<






Exhibit 32.1

Section 1350
Certification of Chief Executive Officer

Pursuant to 18 U.S.C. Section 1350, the uiglezd officer of Merck & Co., Inc. (the “Companyhereby certifies that the Company’s
Annual Report on Form 10-K for the fiscal year eshddecember 31, 2004 (the “Reporttijly complies with the requirements of Sectiond)

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

Dated: March 11, 200 /sl Raymond V. Gilmartil
Name: Raymond V. Gilmartir
Title: Chairman, President and Chief Executive Off







Exhibit 32.

Section 1350
Certification of Chief Financial Officer

Pursuant to 18 U.S.C. Section 1350, the uiglezd officer of Merck & Co., Inc. (the “Companyhereby certifies that the Company’s
Annual Report on Form 10-K for the fiscal year eshddecember 31, 2004 (the “Reporttijly complies with the requirements of Sectiond)

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

Dated: March 11, 200 /sl Judy C. Lewer

Name: Judy C. Lewen
Title: Executive Vice President & Chief
Financial Officer
President, Human Health As




