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PART 1
Item 1. Business.

Merck & Co., Inc. ( Merck orthe Company ) 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. The
Company s operations are principally managed on a products basis and are comprised of two reportable segments: the
Pharmaceutical segment and the Vaccines segment. The Pharmaceutical segment includes human health
pharmaceutical products marketed either directly or through joint ventures. These products consist of therapeutic and
preventive agents, sold by prescription, for the treatment of human disorders. Merck sells these human health
pharmaceutical products primarily to drug wholesalers and retailers, hospitals, government agencies and managed
health care providers such as health maintenance organizations, pharmacy benefit managers and other institutions. The
Vaccines segment includes human health vaccine products marketed either directly or through a joint venture. These
products consist of preventative pediatric, adolescent and adult vaccines, primarily administered at physician offices.
Merck sells these human health vaccines primarily to physicians, wholesalers, physician distributors and government
entities. The Company s professional representatives communicate the effectiveness, safety and value of our
pharmaceutical and vaccine products to health care professionals in private practice, group practices and managed care
organizations.

For financial information and other information about the Pharmaceutical segment and the Vaccines segment, see
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations and Item 8. Financial
Statements and Supplementary Data below.

Overview During 2007, Merck began realizing benefits from its multi-year strategic plan designed to reengineer the
way the Company develops and distributes medicines and vaccines worldwide. The Company is benefiting from the
evolution of a new commercial model designed to align the Company s product research, development and marketing
efforts utilizing the latest technologies and broadening its engagement with customers, physicians and scientific
leaders to get needed medicines and vaccines through the development pipeline and to patients sooner. The Company
is also working to build a sustainable research and development advantage by leveraging technologies to facilitate
drug discovery and development and has successfully reduced clinical development cycle-time.

The progress of these efforts is demonstrated in part by the Company s revenue growth in 2007, which reflected the
continued market penetration and global rollout of Gardasil [Human Papillomavirus Quadrivalent (Types 6, 11, 16
and 18) Vaccine, Recombinant], a vaccine to help prevent cervical cancer, pre-cancerous and low-grade lesions,
vulvar and vaginal pre-cancers, and genital warts caused by human papillomavirus ( HPV ) types 6, 11, 16 and 18;
Januvia (sitagliptin phosphate), a medicine that enhances a natural body system to improve blood sugar control in
patients with type 2 diabetes; and RotaTeq (Rotavirus Vaccine Live, Oral, Pentavalent), a pediatric vaccine to help
prevent rotavirus gastroenteritis in infants and children, coupled with the strong performance of several in-line
products. The growth in these products has more than offset 2007 revenue declines associated with the 2006 loss of
U.S. market exclusivity for Zocor and Proscar.

Additionally, the Company continued the advancement of drug candidates through its pipeline. During 2007, the

U.S. Food and Drug Administration (the FDA ) approved both Janumet (sitagliptin phosphate and metformin
hydrochloride), an oral antihyperglycemic agent that combines Januvia with metformin in a single tablet to address all
three key defects of type 2 diabetes, and Isentress (raltegravir), a first-in-class integrase inhibitor for the treatment of
HIV-1 infection in treatment-experienced patients. In addition, on January 25, 2008, the FDA approved Emend
(fosaprepitant dimeglumine) for Injection, an intravenous therapy for the prevention of chemotherapy-induced nausea
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and vomiting ( CINV ). Also, the Company anticipates the FDA will take action in 2008 on the New Drug Application
( NDA ) for Cordaptive, the proposed trademark for MK-0524A, an extended-release ( ER ) niacin combined with
laropiprant, a novel flushing pathway inhibitor, for cholesterol management. Further, the Company made a
supplemental filing with the FDA in January 2008 for Gardasil, for an expanded indication for women through

age 45, and anticipates making a supplemental filing for Isentress later in 2008, for an expanded indication for use in
treatment-naive patients. The Company currently has seven candidates in Phase III development and anticipates

making NDA filings with respect to two of the candidates in 2008: MK-0524B, simvastatin
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combined with laropiprant and ER niacin, and MK-0364, taranabant, an investigational medication for the treatment
of obesity. The Company s research and development efforts are more fully discussed in Research and Development
below.

As part of implementing the new commercial model, the Company is reengineering its core business to be more
efficient with the goal of reducing aspects of its cost base and realizing gross margin improvement. The reengineering
includes the implementation of manufacturing and marketing cost savings initiatives. The initial phase of the global
restructuring program announced in 2005 was designed to reduce the Company s cost structure, increase efficiency and
enhance competitiveness. The scope of this initial phase included the implementation of a new supply strategy by the
Merck Manufacturing Division over a three-year period, focusing on establishing lean supply chains, leveraging
low-cost external manufacturing and consolidating our manufacturing plant network. As part of this program, through
January 2008, Merck had closed, sold or ceased operations at five manufacturing sites and two preclinical sites and
eliminated approximately 7,200 positions company-wide (comprised of actual headcount reductions and the
elimination of contractors and vacant positions). The Company, however, continues to hire new employees as the
business requires. The pretax costs of this restructuring program since inception through the end of 2007 were

$2.1 billion, of which approximately 70% are non-cash, relating primarily to accelerated depreciation for those
facilities scheduled for closure and approximately 30% represent separation and other restructuring related costs.
These costs were $810.1 million in 2007 and are expected to be approximately $100 million to $300 million in 2008,
at which time the initial phase of the restructuring program relating to the manufacturing strategy is expected to be
substantially complete. Merck continues to expect the initial phase of its cost reduction program, combined with cost
savings the Company expects to achieve in its marketing and administrative and research and development expenses,
will yield cumulative pretax savings of $4.5 to $5.0 billion from 2006 through 2010.

On November 9, 2007, Merck entered into an agreement (the Settlement Agreement ) with the law firms that comprise
the executive committee of the Plaintiffs Steering Committee of the federal multidistrict Vioxx litigation as well as
representatives of plaintiffs counsel in state coordinated proceedings to resolve state and federal myocardial infarction
( MI ) and ischemic stroke ( IS ) claims already filed against the Company in the United States. If certain participation
conditions under the Settlement Agreement are met (or waived), the Company will pay an aggregate fixed amount of
$4.85 billion into two funds for qualifying claims consisting of $4.0 billion for qualifying MI claims and $850 million
for qualifying IS claims that enter into the resolution process (the Settlement Program ). As a consequence of the
Settlement Agreement, the Company recorded a pretax charge of $4.85 billion in the fourth quarter of 2007. In

addition, the Company recorded a pretax gain of $455 million relating to insurance proceeds which the Company was
awarded (or agreed to receive pursuant to negotiated settlements) in the previously disclosed arbitration with the
Company s upper level excess product liability insurance carriers relating to coverage for costs incurred in the Vioxx
product liability litigation. These items are discussed more fully in Item 3. Legal Proceedings below.

Also in the fourth quarter of 2007, the Company recorded a pretax charge of $671 million in connection with the
anticipated resolution of investigations of civil claims by federal and state authorities relating to certain past marketing
and selling activities, including nominal pricing programs and samples. On February 7, 2008, the Company entered
into definitive agreements resolving the investigations. This item is discussed more fully in Item 3. Legal Proceedings
below.

Earnings per common share ( EPS ) assuming dilution for 2007 were $1.49 per share including the impact of the
U.S. Vioxx Settlement Agreement charge, costs associated with the global restructuring program, the charge related to
the resolution of certain civil governmental investigations and the gain from an insurance arbitration award related to
Vioxx product liability litigation coverage, which collectively reduced EPS by $1.71 per share. In addition, EPS in
2007 reflects an acquired research charge related to the acquisition of NovaCardia, Inc. ( NovaCardia ), additional
reserves established solely for future legal defense costs for Vioxx litigation and the favorable impact of gains on sales
of assets and product divestitures, as well as a net gain on the settlements of certain patent disputes. All of these items
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are discussed more fully in the notes to the consolidated financial statements.
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Sales(!) of the Company s products were as follows:

($ in millions) 2007 2006 2005
Singulair $ 42663 $ 35790 $ 209756
Cozaar/Hyzaar 3,350.1 3,163.1 3,037.2
Fosamax 3,049.0 3,134.4 3,191.2
Zocor 876.5 2,802.7 4,381.7
Cosopt/Trusopt 786.8 697.1 617.2
Primaxin 763.5 704.8 739.6
Januvia 667.5 42.9 -
Cancidas 536.9 529.8 570.0
Vasotec/Vaseretic 494.6 547.2 623.1
Maxalt 467.3 406.4 348.4
Proscar 411.0 618.5 741.4
Propecia 405.4 351.8 291.9
Arcoxia 329.1 265.4 218.2
Crixivan/Stocrin 310.2 327.3 348.4
Emend 204.2 130.8 87.0
Invanz 190.2 139.2 93.7
Janumet 86.4 - -
Other pharmaceutical(?/ 2,465.9 2,780.5 2,295.1
19,660.9 20,220.9 20,559.7

Vaccines:(3)
Gardasil 1,480.6 234.8 -
RotaTeq 524.7 163.4 -
Zostavax 236.0 38.6 -
ProQuad/M-M-R II/Varivax 1,347.1 820.1 597.4
Hepatitis vaccines 279.9 248.5 194.5
Other vaccines 409.9 354.0 311.4
4,278.2 1,859.4 1,103.3
Other(¥ 258.6 555.7 348.9

$ 24,1977 $ 22,636.0 $ 22,0119

(1) Presented net of discounts and returns.

(2) Other pharmaceutical primarily includes sales of other human pharmaceutical products and revenue from the
Company s relationship with Astra Zeneca LP ( AZLP ) primarily relating to sales of Nexium, as well as Prilosec.
Revenue from AZLP was $1.7 billion, $1.8 billion and $1.7 billion in 2007, 2006 and 2005, respectively. In 2006,
other pharmaceutical also reflected certain supply sales, including supply sales associated with the Company s
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arrangement with Dr. Reddy s Laboratories ( Dr. Reddy s ) for the sale of generic simvastatin.

(3) These amounts do not reflect sales of vaccines sold in most major European markets through the Company s joint
venture, Sanofi Pasteur MSD, the results of which are reflected in Equity income from affiliates.

(4) Other primarily includes other human and animal health joint venture supply sales and other miscellaneous
revenues.

The Company s pharmaceutical products include therapeutic and preventive agents, generally sold by prescription, for
the treatment of human disorders. Among these are Singulair (montelukast sodium), a leukotriene receptor antagonist
for the chronic treatment of asthma and for the relief of symptoms of allergic rhinitis; Cozaar (losartan potassium),
Hyzaar (losartan potassium and hydrochlorothiazide), Vasotec (enalapril maleate) and Vaseretic (enalapril
maleate-hydrochlorothiazide), the Company s most significant hypertension and/or heart

4
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failure products; Fosamax (alendronate sodium) and Fosamax Plus D (alendronate sodium/cholecalciferol), Merck s
osteoporosis products for the treatment and, in the case of Fosamax, prevention of osteoporosis; Zocor (simvastatin),
Merck s atherosclerosis product; Cosopt (dorzolamide hydrochloride and timolol maleate ophthalmic solution) and
Trusopt (dorzolamide hydrochloride ophthalmic solution), Merck s largest-selling ophthalmological products;
Primaxin (imipenem and cilastatin sodium) and Cancidas (caspofungin acetate), anti-bacterial/anti-fungal products;
Januvia and Janumet for the treatment of type 2 diabetes; Maxalt (rizatriptan benzoate), an acute migraine product;
Proscar (finasteride), a urology product for the treatment of symptomatic benign prostate enlargement; Propecia
(finasteride), a product for the treatment of male pattern hair loss; Arcoxia (etoricoxib) for the treatment of arthritis
and pain; Crixivan (indinavir sulfate) and Stocrin (efavirenz) for the treatment of HIV infection; Emend (aprepitant)
for the prevention of chemotherapy-induced and post-operative nausea and vomiting; and /nvanz (ertapenem sodium)
for the treatment of infection.

The Company s vaccine products include Gardasil, a vaccine to help prevent cervical cancer, pre-cancerous and
low-grade lesions, vulvar and vaginal pre-cancers, and genital warts caused by HPV types 6, 11, 16 and 18, RotaTeq,

a vaccine to help protect against rotavirus gastroenteritis in infants and children, Zostavax (Zoster Vaccine Live), a
vaccine to help prevent shingles (herpes zoster), Varivax [Varicella Virus Vaccine Live (Oka/Merck)], a vaccine to

help prevent chickenpox, ProQuad [Measles, Mumps, Rubella and VaricellaVirus Vaccine Live], a pediatric

combination vaccine against measles, mumps, rubella and varicella, and M-M-R 11 (Measles, Mumps and Rubella

Virus Vaccine Live), a vaccine against measles, mumps and rubella. For a further discussion of sales of the Company s
products, see Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations below.

U.S. Product Approvals  On March 30, 2007, the FDA approved Janumet, Merck s oral antihyperglycemic agent that
combines Januvia with metformin in a single tablet to address all three key defects of type 2 diabetes. Janumet has
been approved, as an adjunct to diet and exercise, to improve blood sugar (glucose) control in adult patients with type
2 diabetes who are not adequately controlled on metformin or sitagliptin alone, or in patients already being treated

with the combination of sitagliptin and metformin.

On October 12, 2007, the FDA granted Isentress accelerated approval for use in combination with other antiretroviral
agents for the treatment of HIV-1 infection in treatment-experienced adult patients who have evidence of viral
replication and HIV-1 strains resistant to multiple antiretroviral agents. Isentress is the first medicine to be approved
in a new class of antiretroviral drugs called integrase inhibitors. Isentress works by inhibiting the insertion of HIV
DNA into human DNA by the integrase enzyme. Inhibiting integrase from performing this essential function limits the
ability of the virus to replicate and infect new cells. The FDA s decision was based on a 24-week analysis of clinical
trials in which Isentress, in combination with optimized background therapy in treatment-experienced patients,
provided significant reductions in HIV RNA viral load and increases in CD4 cell counts. In February 2008, the
Company announced 48 week data that demonstrated Isentress, in combination with other anti-HIV medicines,
maintained significant HIV-1 viral load suppression and increased CD4 cell counts through 48 weeks of therapy
compared to placebo in combination with anti-HIV medicines, in two Phase III studies of treatment-experienced
patients failing antiretroviral therapies. Patients in the studies had HIV resistant to at least one drug in each of three
classes of oral antiretroviral medicines. By the end of 2007, the medicine was approved for use in the EU, Canada and
Mexico. Merck is also conducting Phase III clinical trials of Isentress in the treatment-naive (previously untreated)
HIV population. Potent antiretroviral activity has been demonstrated with no significant changes in serum lipids at
week 48 and Isentress was generally well tolerated in patients. The Company anticipates making a supplemental filing
with the FDA for the treatment-naive indication in 2008.

On January 25, 2008, the FDA approved Emend for Injection, 115 mg, for the prevention of CINV. Emend for
Injection provides a new option for day one oral Emend (125 mg) as part of the recommended three-day regimen that
delivers five days of protection from nausea and vomiting. Prior to the FDA decision, the European Union ( EU ) on
January 11, 2008 granted marketing approval for Emend for Injection, known as /VEmend in the EU, an action that
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applies to all 27 EU member countries as well as Norway and Iceland.

Vioxx U.S. Product Liability Settlement  On September 30, 2004, Merck announced a voluntary worldwide
withdrawal of Vioxx, its arthritis and acute pain medication. The Company s decision, which was
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effective immediately, was based on new three-year data from a prospective, randomized, placebo-controlled clinical
trial, APPROVe (Adenomatous Polyp Prevention on Vioxx).

On November 9, 2007, the Company announced that it had entered into an agreement (the Settlement Agreement )

with the law firms that comprise the executive committee of the Plaintiffs Steering Committee of the federal
multidistrict Vioxx litigation as well as representatives of plaintiffs counsel in the Texas, New Jersey and California

state coordinated proceedings to resolve state and federal myocardial infarction ( MI ) and ischemic stroke ( IS ) claims
filed as of that date in the United States. The Settlement Agreement, which also applies to tolled claims, was signed by

the parties after several meetings with three of the four judges overseeing the coordination of more than 95 percent of

the current claims in the Vioxx litigation. The Settlement Agreement applies only to U.S. legal residents and those who
allege that their MI or IS occurred in the United States.

Under the Settlement Agreement, if, by March 1, 2008 (subject to extension), plaintiffs enroll in the resolution process
(the Settlement Program ) at least 85 percent of each of all currently pending and tolled (i) MI claims, (ii) IS claims,
(iii) eligible MI and IS claims together which involve death, and (iv) eligible MI and IS claims which together allege
more than 12 months of use, Merck will pay an aggregate of $4.85 billion into two funds for qualifying claims
consisting of $4.0 billion for qualifying MI claims and $850 million for qualifying IS claims. The Company expects
that the participation conditions will be met; however, if they are not, the Company will have the right to waive the
conditions or terminate the Settlement Agreement.

Acquisitions  On September 11, 2007, Merck completed the acquisition of NovaCardia, a privately held clinical-stage
pharmaceutical company focused on cardiovascular disease. This acquisition added rolofylline (MK-7418),
NovaCardia s investigational Phase III compound for acute heart failure, to Merck s pipeline.

Joint Ventures The Company has a number of joint ventures relating to its Pharmaceutical and Vaccines segments.

Pharmaceutical

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 December 2001, the cholesterol-management

partnership agreements were expanded to include all the countries of the world, excluding Japan. In October 2002,

Zetia (ezetimibe) (marketed as Ezetrol outside the United States), the first in a new class of cholesterol-lowering

agents, was launched in the United States. In July 2004, Vyforin (marketed as Inegy outside the United States), a
combination product containing the active ingredients of both Zetia and Zocor, was approved in the United States.

The Company and Schering-Plough sell Vyrorin and Zetia through their joint venture company,
Merck/Schering-Plough Pharmaceuticals (the MSP Partnership ). On January 14, 2008, the MSP Partnership
announced the primary endpoint and other results of the ENHANCE (Effect of Combination Ezetimibe and
High-Dose Simvastatin vs. Simvastatin Alone on the Atherosclerotic Process in Patients with Heterozygous Familial
Hypercholesterolemia) trial. The MSP Partnership submitted an abstract on the ENHANCE trial for presentation at the
American College of Cardiology meeting in March 2008 and was notified of its acceptance by the College.
ENHANCE was a surrogate endpoint trial conducted in 720 patients with Heterozygous Familial
Hypercholesterolemia, a rare condition that affects approximately 0.2% of the population. All analyses were
conducted in accordance with the original statistical analysis plan. The primary endpoint was the mean change in the
intima-media thickness measured at three sites in the carotid arteries (the right and left common carotid, internal
carotid and carotid bulb) between patients treated with ezetimibe/simvastatin 10/80 mg versus patients treated with
simvastatin 80 mg alone over a two year period. There was no statistically significant difference between treatment
groups on the primary endpoint. There was also no statistically significant difference between the treatment groups for
each of the components of the primary endpoint, including the common carotid artery. Key secondary imaging
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endpoints showed no statistical difference between treatment groups. The overall incidence rates of treatment-related
adverse events, serious adverse events or adverse events leading to discontinuation were generally similar between
treatment groups. Both medicines were generally well tolerated. Overall, the safety profiles of ezetimibe/simvastatin
and simvastatin alone were similar and generally consistent with their product labels. In the trial, there was a
significant difference in low-density lipoprotein ( LDL ) cholesterol lowering seen between the treatment
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groups 58% LDL cholesterol lowering at 24 months on ezetimibe/simvastatin as compared to 41% at 24 months on
simvastatin alone. This surrogate endpoint study was not powered nor designed to assess cardiovascular clinical event
outcomes. The MSP Partnership is currently conducting the IMPROVE-IT trial, a large clinical cardiovascular
outcomes trial comparing Vyforin (ezetimibe/simvastatin) and simvastatin and including more than 10,000 patients.
Vytorin contains two medicines: ezetimibe and simvastatin. Vytorin has not been shown to reduce heart attacks or
strokes more than simvastatin alone.

During December 2007 and through February 26, 2008, the Company and its joint-venture partner, Schering-Plough,
received several joint letters from the House Committee on Energy and Commerce and the House Subcommittee on
Oversight and Investigations, and one letter from the Senate Finance Committee, collectively seeking a combination
of witness interviews, documents and information on a variety of issues related to the ENHANCE clinical trial, the
sale and promotion of Vyrorin, as well as sales of stock by corporate officers. On January 25, 2008, the companies and
the MSP Partnership each received two subpoenas from the New York State Attorney General s Office seeking similar
information and documents. Merck and Schering-Plough have also each received a letter from the Office of the
Connecticut Attorney General dated February 1, 2008 requesting documents related to the marketing and sale of
Vytorin and Zetia and the timing of disclosures of the results of ENHANCE. The Company is cooperating with these
investigations and working with Schering-Plough to respond to the inquiries. In addition, since mid-January 2008, the
Company has become aware of or been served with approximately 85 civil class action lawsuits alleging common law
and state consumer fraud claims in connection with the MSP Partnership s sale and promotion of Vytorin and Zetia.

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 in 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, became the exclusive distributor of the products for which KBI retained rights.
The Company earns certain Partnership returns as well as ongoing revenue based on sales of current and future KBI
products. The Partnership 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 the
Company s share of undistributed Partnership GAAP earnings. In conjunction with the 1998 restructuring, for a
payment of $443.0 million, Astra purchased an option to buy the Company s interest in the KBI products, excluding
the Company s interest in the gastrointestinal medicines Nexium and Prilosec. The Company also granted Astra an
option (the Shares Option ) to buy the Company s common stock interest in KBI, at an exercise price based on the
present value of estimated future net sales of Nexium and Prilosec.

In April 1999, Astra merged with Zeneca Group Plc, forming AstraZeneca AB ( AstraZeneca ). As a result of the
merger, in exchange for the Company s relinquishment of rights to fut