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Merck & Co., Inc.
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March 7, 2003

Ms. Kimberley Crook

Project Manager

International Accounting Standards Board

30 Cannon Street, London ECAM 6XH, United Kingdom

Dear Ms. Crook:

Merck and Co., Inc. is a New Jersey corporation with its principal place of business at One Merck Drive,
P.O. Box 100, Whitehouse Station, NJ, 08889-0100. The Company is a globa research-driven
pharmaceutica organization that discovers, develops, manufactures and markets products and provides
pharmaceutical benefit services. We are pleased to provide you with our comments on the Exposure Draft
(ED), “ Share-based Payment.”

We have reviewed the ED concurrently with the Financial Accounting Standards Board's (FASB) Invitation
To Comment, “Accounting for Stock-Based Compensation: A Comparison of FASB Statement No. 123,
Accounting for Stock-Based Compensation, and Its Related I nter pretations, and | ASB Proposed IFRS, Share-
based Payment,” and have aso provided our comments to the FASB (see Attachment 1). To summarize our
views, we believe that the measurement philosophy for employee stock option expense should focus on the
vaue of the equity instruments ultimately issued, and therefore, we disagree with ED’s attribution
methodology and treatment of forfeitures. Consequently, we do not believe that the model proposed by the
ED offers a better theoretica aternative to FAS 123 and, in fact, it generates anomalous results in certain
circumstances. We recommend that further efforts by both the IASB and the FASB focus on refining the
existing literature in the valuation area and consider methodologies which more accurately reflect the non-
transferability feature of employee stock options as well as the impact of period-to-period changes in
vauetion.

We look forward to future dialogue on the issues of measurement and recognition of employee stock option
expense, particularly with respect to the application of option pricing models to estimate compensation. We
would be pleased to discuss our comments with you at your convenience.

Sincerely,

/s/ Richard C. Henriques

Richard C. Henriques
Vice President, Controller

CC: J.C. Lewent
S. Bielstein (FASB)
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Merck & Co., Inc.

One Merck Drive

P.O. Box 100

Whitehouse Station, NJ 08889-0100
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January 31, 2003

Ms. Suzanne Bidgtein

Director of Mgor Projectsand
Technicd Activities

Financia Accounting Standards Board

401 Merritt 7

Norwalk, CT 06856-5116

File Reference 1102-001
Dear Ms. Bidgéan:

Merck and Co., Inc. is a New Jersey corporation with its principa place of business a One Merck
Drive, P.O. Box 100, Whitehouse Station, NJ, 08889-0100. The Company is a globa research
driven pharmaceutica organization that discovers, develops, manufactures and markets products
and provides pharmaceutica benefit services. We are pleased to provide you with our comments on
the Invitation To Comment, “Accounting for Stock-Based Compensation: A Comparison of FASB
Satement No. 123, Accounting for Stock-Based Compensation, and Its Related Interpretations, and
|ASB Proposed IFRS, Share-based Payment.”

We bdieve it is important for the Financid Accounting Standards Board (FASB) and the
International Accounting Standards Board (IASB) to work in concert to achieve the objective of
ataning internationd convergence of the highest-qudity accounting standards.  We adso support
the IASB’s efforts to develop a standard on the accounting for share-based payments to provide the
international financad community with congstent guidance in an area that has increasingly become
apart of norma bus ness operations throughout the world.

While both dandards measurement objective is far vaue, the philosophicd focus of the
measurement objective for employee sock options differs dgnificantly between the sandards.
FASB Statement No. 123, “ Accounting for Stock-Based Compensation,” (FAS 123) measures and
recognizes compensaion based on the fair vaue of the equity instruments issued, wheress the IASB
proposed IFRS, “ Share-based Payment,” (ED) focuses on the fair vaue of services to be received,
for which the fair vaue of the equity granted is conddered a surrogete measure.  This fundamenta
diginction results in subgtantive differences in the dtribution of exense and the trestment of
forfeitures.  We bdieve that employee stock options conditute rights to equity that are granted,
typicaly subject to future service requirements, both as a reward for past service and an incentive
for future performance. Therefore, we beieve that the measurement philosophy for employee stock
option expense should focus on the value of the equity instruments issued.
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Under FAS 123, the fair vaue of equity insruments issued is recognized over the period in which
the employee provides service to earn the benefit, generdly the vesting period, and is adjusted for
forfeitures. Condggtent with its focus on services received, compensation expense under the ED is
recognized based on actud units-of-service rendered at the deemed fair value per unit-of-service,
but this far vaue factor is not adjusted to reflect actud forfeitures. As a reault, this methodology
produces anomaous results in certain dtuations. For example, if dl options vest, under the BD an
entity will recognize compensation expense in excess of the grant-date far vaue adjusted for
assumed forfetures, but less than the grant-date fair vaue before an assumed forfeiture adjustment.
Actud forfetures in this scenario are equa to zero and, smilar to the result derived under FAS 123,
the find compensation expense should reflect this  Further, as a consequence of the ED’s
mesasurement  philosophy, compensation expense recognized related to options that ae laer
forfeited is not reversed because services associated with the options were received. We bdieve
that the focus of employee stock option measurement should be the equity instruments ultimatdy
issued, and therefore, we disagree with ED’ s attribution methodology and trestment of forfetures.

We do not believe that the modd proposed by the ED offers a better theoreticad adternative to FAS
123 and, in fact, it generates anomaous results in certain circumstances.  Sock-based compensation
accounting was extensvely debated in the U.S. for well over ten years through the rigorous due
process of the FASB. The FASB addressed the concerns of its condituency in the guidance
included in FAS 123, as wel as subsequent related guidance in FASB Interpretation No. 44,
“ Accounting for Certain Transactions Involving Stock Compensation.” We recommend that further
efforts by the IASB and the FASB should focus on refinement to this existing literature, specificaly
in such aress as whether enhanced vaudion techniques are available which more accurately reflect
the non-trandferability feature of employee stock options and identification of additiond disclosures
that would be hdpful to financid statement readers.

We look forward to future didogue with the FASB as the dtaff consders the IASB's efforts to
address the issues of measurement and recognition of employee stock option expense.  In particular,
a the appropriate time, we would like the opportunity to further discuss the gpplication of option
pricing models to estimate compensation expense. We would be pleased to discuss our comments
with you at your convenience.

Sincerdy,

/9 Richard C. Henriques

Richard C. Henriques
Vice Presdent, Controller

cc: JC. Lewent



