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COVER PHQTO: Christine M. Devlin (left] of Ontario, Canada, meets Pauline Harris, R.N., at a clinic in Mississauga, Ontario, hefore beginning a
course of infusion therapy with Remicace to treat ulcerative colitis. She receives this intravenous treatment about every two months at one of
Schering-Plough's Remicaoe InrFusion Network clinics located throughout Canada. Christine tells the story of her ordeal with vlcerative colitis

on the pages inside.




“ADVANCING, CHANGING AND

GROWING - TO DO MORE FOR
THE PEOPLE WHO COUNT ON US.”

— Fred Hassan, Chairman and Chief Executive Officer

Schering-Plough is a global pharmaceutical company with leading prescription medicines and
consumer and animal health products. Today, the Company is continuing a transformation under a
five-phase Action Agenda that began in 2003. Our goal is to provide a steady flow of innovative,
science-based medicines and services, while earning the trust of physicians, patients and other
customers we serve. By doing this with excellence, we intend to build the foundation for long-term,
sustainable growth. We are committed to business integrity, quality and compliance in

everything we do.

The trademarks indicated by Capmac Lemiens in this publication are the property of, licensed to, promoted or distributed by Schering-Plough Corporation, its subsidiaries
or related companies. As used in this publication, the terms "Schering-Plough” and the “Company” refer collectively to Schering-Plough Corporation, the publicly
held parent company, and its domestic and interational subsidiaries, which are engaged in the discovery, development, manufacturing and marketing of pharmaceu-
tical, consumer and animal health praducts.

Copyright © 2007 Schering-Plough Corporatian. All Rights Reserved.
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“Our growing strength shines through in what we are doing for our customers — and the patients.”

Passion. Courage. Tenacity.

This is what | see shine through in our pecple each day.

The spirit of our people is driving our remarkable transformation.

We are emerging as one of the most dynamic companies in
our peer group.

We see our financial performance as a scorecard for how well
we are serving our customers — and patients, That’s why we
take so much price in the rate of cur sales growth over the past
three full years, which has led our peer group.

What a change from when we began our transformational
journey. Back then, some guestioned whether our Company
could even survive!

The heart of our work is innovation - the long, costly and unpre-
dictable process of transforming a concept into a molecule and
then the new molecule into a new medicine.

Se it is a great moment when that rare gem, a new treatment,
emerges. Itis a great moment for the patients who are waiting.
And it is a great moment for everyone who put their trust in

us — including our investors.

One recent gem is NoxariL, our new therapy for preventing
deadly fungal infections. NoxariL is now being used with
patients who are at high risk. Life-saving science is giving them
new hope.

As we look ahead, the road map for our journey continues to be
the six- to eight-year Action Agenda that we set out in the
spring of 2003. After making excellent progress in the Stabilize
and Repair phases, we moved intc our Turnaround phase —

and completed it in jusi one year,

Now we are embarked on the next critical phase: Build the Base.

Across the Company, we are building on our strengths, while
extending our reach. Far example, we are now investing deeply
in building R&D excellence around the world. We are investing
heavily in clintcal trials for compounds in our pipeline that

could help change the standard of treatment for deadly blood
clots, for inflammatory disease, for hepatitis C, for HIV/AIDS.

Everywhere | go in our organization, | see that our people truly
are excited by our vision: To earn trust, every day. We believe
that trust must be re-earned every year — and should never

be taken for granted.

Passion. Courage. Tenacity. With these strengths, we are deter-
mined to keep advancing, keep changing, keep growing.
To do more for the people who count on us. For the long term.

LAHQ/;%

Fred Hassan
Chairman and Chief Executive Officer
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High-performance companies are bullt on the strength of high-
perfarmance cultures. At Schering-Plough, getting “in tune” and
executing with excellence are at the center of the Company's
way of working. CEQ Fred Hassan talks about why — and about
how putting these two principles into action is building the
foundation for long-term, high perfarmance at Schering-Plough.

First of all, what does getting "in tune” mean?
Think of tuning in on a radio frequency. You keep adjusting, keep
sensing, until you find the exact frequency.

We strive 10 apply that concept to how we work with each other
inside the Company. And then, how we understand our environ-
ment and work with stakeholders outside of the Company.

Getting in tune inside the organization means understanding
each other's perspectives and work. For example, our science,
manufacturing and commercial colleagues can have very
different backgrounds and ways of operating — but by under-
standing each other's mindsets, they can wark more seamlessly
together on complex tasks.

Once we are in tune internally, we can get in tune externally.

We can sense what is happening in a fast-changing environment
and adjust. We can tune in to customers such as physicians,

to patients, to regulators, o others - really understand the warld
from their perspective — and respond.

And the connection with execution?

"Getting in tune” and “exacuting with excellence” are two sides

of the same coin.

When we are in tune with each other inside, with our external
environment and our stakeholders, we can focus with precision
on exactly what it is we need to be executing.




“By getting in tune with each other on the inside, we can then get in tune on the outside.”

Then, once we are in tune, our people strive to be relentless
about executional excellence. It's another hallmark of our
culture. | keep saying that while good strategies are hard 10
create, executicn is 80 percent of success.

What's an example of how you are putting all this into
action?

One good exampte is with REMICADE, our treatment for serious
inflammation-related diseases.

It's a treatment that you receive through infusion. Cur people
in Canada listened carefully to what doctors and their patients
said about the infusion experience. And the feedback was that
patients did not want to feel hospitalized during treatment,
and they wanted io feel more in control.

Based on this, our people created an innovative network

of infusion centers that are not in hospital settings, that feel
comfortable and inviting — and that help patients with the
management of their disease. [t is a step-change in the total
care of the patient. The response from dectors, from patients,
is very positive. Now we are looking at how this concept can
be adapted to other countries.

So that is a good case study of how to get in tune, and then
execute with excellence — making a significant difference to
the quality of care.

If long-term high performance is your goal, how are
you doing?
One measure is certainly financial performance.

Sales growth is a marker of how well we are meeting the needs
of our customers and ihe patients. So our sales growth — quarter
after guarter —is one strong indicator that we are positively

transforming the customer experience and the patient experience.

Another very important measure is what | call “organizational
health.” Organizational health is the alignment, the motivation,
the morale of the people — the strength of the culture.

Back in 2003, as we were launching our Action Agenda, we took
a scan of Schering-Plough's organizational health. A specialized
benchmarking firm did a global survey of our people — and the
verdict was that our organizational health was very poor,

We took another scan in 2006. The transformation was remark-
able. It showed that around the world, our people now have

faith in management and faith in themselves. They feel in tune
with the Company, and they see us executing with excellence.

This is why we feel gocd about this Company today — and why
we are looking ahead, with confidence.

PICTURED ABOVE: CEQ Fred Hassan participates in a Schering-Plough Global Leadership meeting of some 500 senior managers from around
the world in November 2006. The theme of the meeting was “Getting in Tune, Executing with Excellence.”
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CHRISTINE M. DEVLIN {left} of Ontario, Canada, talks with Pauline Harris, R.N., before beginning an infusion session with Remicane to treat
ulcerative colitis.




“| consider myself fortunate to have access to this kind of advanced medical treatment.”

It's hard to imagine how much a medical condition like this can
change your life. In early 2005, | began experiencing sympioms
that kept getting worse and wauldn't go away. My primary
doctor didn’t know what was the matter, and it took time to
get seen by the right specialist. Finally, in April 2005, | was
diagnosed with ulcerative colitis. This is a painful, chronic and
debilitating disease, where the lining of the large intestine

or colon bacomas inflamed and develops sores or ulcers.
Basically, your body is attacking itself. And Canada, in fact,

has one of the highest rates of this kind of inflammatory bowel
disease in the world.

As the mother of two young children, ages 5 and 9, and with
a husband who has to go off to work, having this disease

has been very difficult on our entire family. Many days | could
not leave the house - and the pain was often intense.

All this, with two small children!

1 ended up fosing 35 pounds in just six weeks, spent eight days
in the hospital and had to receive blood transfusions. After

this round of treatment, | was prescribed several medications
but could not take them for an extended period of time.

In.2006, my doctor switched me 1o a different medication,
Remicape. | now receive this by infusion every two months
at a clinic about 20 minutes from my home. The clinic is part
of the Remicape InFusion NeTwork, which has locations all
over Canada.

For me, the experience of the clinic has been very positive.
The atmaosphere is so pleasant. It takes about three hours for
a visit, but | am able to relax in a comfortable chair. | read a
book, watch TV, talk with people who are beyond friendly,

or just nap. Beforehand, the nurse goes over the treatment
steps, reminds me of what to look for in terms of possible
side effects and answers any new gquestions that | may have.

As | tell my family and my friends, for three hours | can
relax and be looked after by other people - that's the reverse
of being a mom!

Meantime, | am feeling better, and my doctor is encouraged
by my progress. | still have to be careful and am cautious about
what this disease may yet hold for me. But | consider myself
fortunate to have access to this kind of advanced medical
treatment.

- Christine M. Devlin, Patient

Remicace (infliximabl is a treatment for certain immune-mediated
inflammatory disorders that Schering-Plough markets in
countries outside the U.S. (except in Japan and certain other
Asian markets). In Canada, Schering-Plough established the
Remicaoe InFusion NETwoRk in 2002 to provide patients with a
convenient network of community-based infusion clinics at

no cost to patients.

PHOTOS ABOVE FROM LEFT: Pauline Harris, R.N., prepares to administer a Remicae infusion treatment at a clinic in Mississauga, Ontario, Canada.
The clinic is part of Schering-Plough's Remicaoe Inrusion Netwonk, with locations throughout Canada. » Harris {right) checks on progress with patient
Christine M. Devlin, being treated with Remicaoe for ulcerative colitis. o A Remicade infusion bag. » Devlin makes the 20-minute journey from her home

approximately every two months for treatments.
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BRIAN C. SWIRSKY, M.D., FACC., is a practicing cardiologist with The Cardiology Group p.c., in New Haven, Conn,




“The good news is that as we push for lower and lower LDL goals, we're getting better and better
outcomes in preventing heart disease and stroke.”

I've been a cardiologist for more than 20 years. My patients tend
to be older, around 60 to 75 years of age, when the frequency
of cardiovascular artery disease is greatest. By the time patients
come to see me, most have already had a problem — either a
heart attack, angioplasty or bypass surgery.

Heart disease is America’s No. 1 health problem, and the incidence
rate continues te climb, even as we get better at saving people
who have suffered initial heart attacks.

My job is to try and improve the health outcomes of patients.
It's a partnership. Others in the partnership are the pharmaceuti-
cal and medical device companies that create better tools for
physicians, and the insurance and managed care companies that
cover the use of ithese treatments.

Among pharmaceutical companies, Schering-Plough is a relative
newceomer in cardiovascular care. But | find that the Company
and its people stand cut. They are engaged with the medical
science, they are engaged with me, and they are engaged in
the needs of my patients.

Our common goal is simple; Keep healthy people from getting
sick, and make sick people better. Of course, accomplishing
this is anything but simple.

Some patients do adopt preventive lifestyle changes early,
but very often diet and exercise are not enough te overcome
inherited risk factors for heart disease.

This means taking other measures to modify these risk factors,
One major factor is having high levels of LDL (or "bad™}
cholestercl, which is a fat-fike substance in the blood. While
needed for many cellular processes, too much LDL cholesterol
can build up on the walls of arteries and lead to blockages.

Every time U.S. heart experts have issued new guidelines on
recommended LDL levels, they have lowered the goals.

The good news is that, as we push for lower and lower LDL
goals, we're getting better and better outcomes in preventing
heart disease and stroke.

One of the best prescriptions for improving cardiovascular health
is building greater health literacy among patients. The more
engaged that people are in their own health, and the more health
knowledge they have, the better.

— Brian C. Swirsky, M.D., FACC
The Cardiolegy Group p.c., New Haven, Conn.

Brian C. Swirsky, M.D., FACC, is a practicing cardiologist with
The Cardiology Group p.c., in New Haven, Conn., and an
assistant clinical professor of medicine, Yale School of Medicine.

Schering-Plough's leading cardiovascular products include the
cholesierol-lowering medicines VyTorin {ezetimibe/simvastatin}
and ZeTia {ezetimibe), managed through a joint venture

with Merck & Co., Inc. The Company alse markets INTEGRILIN
(eptifibatide) Injection, an antithrombotic agent.

PHOTOS ABOVE FROM LEFT: Cardiovascular patient Dolores Stacey of Hamden, Conn. » Tina Mulinski, R.N., is a nurse with The Cardiology Group in
New Haven, Conn. ¢ Taking a patient's blood pressure. © Dr. Brian C. Swirsky consults with patient Robert A. Brown, Sr., of North Haven, Conn.
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DOUG KLINE, Ph.D. {right), director, Sterile Product Development, Schering-Plough Research Institute, talks with Scott Reman, Ph.D., principal scientist,
Oral and Respiratory Praduct Development, in a Summit, N.J,, laboratory. They are working with research and development teams in New Jersey
and colleagues at the Company's manufacturing site in Brinny, Ireland, to develop an intravenous formulation of the antifungal medicine NoxariL.




“There are very sick patients who can't take this medicine orally. So our teams are now hard at work

creating a formulation that can be delivered intravenously.”

There are very sick patients who can’t take an oral suspension
of NoxariL, our important new antifungal medication. So we set
to work to make a form of this medicine that can be delivered
intravenously. I'm overseeing and coordinating several teams
on this effort,

NoxaFiL is a specialized medicine, used only for certain types of
patients. People who are healthy don't usually develop fungal
infections — their immune systems fight them off before they
can take hold. But if a patient has a weakened immune system,
which can result from chemotherapy or bone marrow trans-
plantation or HIV, then a fungal infection can prove fatal in just
days or weeks. And patients who are very ill sometimes cannot
swallow or keep medicines down. So having an IV formulation
can be valuable 1o physicians treating these patients.

Developing this formulation has been challenging. Like many
potent medicines, the active ingredient is not easily soluble,
so we have to use novel formulation and manufacturing
technologies. Speaking as a scientist, | find solving such
challenges exciting, especially with the many technical issues
to overcome.

At the same time, we have to come up with a formulation that
has the right properties, and be able tc make it exactly the same,
meeting the same specifications, every time. And we need to
make it in quantities that will not only meet the small demands
of early clinical trials, but also the larger demands of late-stage
trials and, ultimately, commercialization.

PHOTOS ABOVE FROM LEFT: Keith Jeavons (left), coordinator, Quality Support, and Tim Cronin, process engineering coordinator, inspect a 500-liter

To move this project aleng rapidly and optimize knowledge sharing,
we brought together a remarkable collaboration of cross-
functional teams within Schering-Plough and external suppliers.

Our colleagues from pharmaceutical sciences in Kenilworth

and Summit, N.J., are closely integrated with our manufacturing
colleagues in Brinny, Ireland. This has been a real paradigm
shift, with development work being done at the actual manufac-
turing sitg.

We all work 1o a mindset and process that is proprietary o
Schering-Plough: Customer-Centered Product Flow. This
approach focuses everyone on getting the job done, in a seam-
less way. And it keeps everyone centered on the customers

- the doctors and the patients who need this medicine.

The science of this work is fascinating. What makes me feel
good when ! go home each night is knowing that getting
this right could save many lives.

- Doug Kline, Ph.D., director, Sterile Product Development,
Schering-Plough Research Institute

NOxaFIL ([posaconazale} is aﬁproved in the U.S. and EU as

an oral suspension for the prevention of certain invasive
fungal infections in high-risk patients and, in the EU and some
other markets, for treating certain refractory invasive

fungal infections.

receiving tank in Brinny, lreland, to be used in making an intravenous formulation of the antifungal treatment NoxarL. © Scientific notes on glass
in a Summit, N.J., laboratory. » Scott Roman, Ph.D., principal scientist, analyzes testing methods and stability data in Summit, N.J.  Drug product

samples prepared for analysis. ¢ Cynthia King, project manager, Globa! Technical Services, coordinating the transfer of testing and manufacturing

technology from drug development in New Jersey to manufacturing in Brinny.
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THROUGH

by Thomas P|Koestler, Ph.D.

I'm oiten asked what motivaies people like me, given the long
odds we face of getting a medical breakthrough in biopharma-
ceuticals — and the possibility that we might not even be around
when our work comes to fruition.

For me, the scientific inquiry is very satisfying in itself. But the
big motivaticn is knowing that what we do may help patients
with diseases for which there are no current cures or where
treatment is inadequate. Right now, our scientists are working
on cances, Alzheimer's, heart disease, HIV, hepatitis Cand a
number of other sericus diseases. We work through science.
But we are creating hope.

You need to be an optimist and take the long view, because so
few promising compounds actually survive the tough process

of research, development and testing to finally become medicines.
Using a sports analogy, we compare the strategy for overcoming
these leng odds 1o taking “shots on geal,” where many shots
have to be taken in order to scare a single success.

The standard for success is high. Companies like ours must
create new medicines that are better or have other benefits
compared to those already available. The challenges keep
intensifying — in large part because many of the diseases we
now go afier are so complex. We invest billions of dollars

in R&D, much of which is invested in people. But we also have
big investments in technology. For example, we have a
state-of-the-art technology called the Automated Ligand

SCIENCE

tdentfication System. This can screen mitlions of novel
molecular entities to identify new lead compounds that could
hecome new medicines.

We have approximately 3,900 people in our medicinal product
R&D organization, including Ph.D.'s, M.D.'s, dedicated scientists
and researchers, and colleagues in other functions who enable
their success. As a team, we seek to improve our odds, to get
more shots on goal, to get a higher percentage of our shots

10 score — as a new medicine, for an unmet need,

We apply strengths in traditional pharmacevutical discovery,
employing chemistry, structure-based drug design and biotech-
nalogy. We focus on oncelogy, infectious diseases, inflammatory
diseases, cardiovascular and metabolic diseases, central

nervous system disorders and respiratory diseases. However,
we keep our eye out for the unexpected. Research on cancer,
for example, can turn out to produce a breakthrough in a

totally different disease area.

There is sometimes a percepticn that the main work in creating
a new medical innovation lies in discovering a new molecule.

Of course, that is critical, but it is only a part of the story. Figuring
out what to look {or in the first place requires being in tune

with the outside and understanding the medical need and the
latest science.

Once we have a compound to bring forward, it takes the
complex collabaration of hundreds of our people, not only in




“l am excited by what | see in our pipeline. We have four agents on a ‘fast track’ with the FDA -

all for very serious unmet medical needs.”

R&D, but also in manufacturing and virtually every other part
of our Company, to advance that compound through the six
to 10 years or so of work required to transform it into an
approved new medicine. And at every step there is the risk
of failure.

We believe that we are building a culture that is especially suited
for this challenging work. Qur focus on collaborative, shared-
accountability behaviors among all of our people is one of our
greatest innovation assets.

We are proud of our in-house science — but no company has

a monapoly on innavation. That's why we aim to have around
half of our pipeline consist of compounds that began in other
companies’ labs. For example, we recently licensed in a new
technology with the potential to protect against certain allergies
using tablet-based immunotherapies. This will now require
intensive work by our own people to see if we can realize the
promise.

And | am excited by what | see elsewhere in our pipeline. It now
includes 21 compounds in early development, and four in Phase |l
that have been designated “fast track”™ by the U.S. Food and
Drug Administration, or FDA. The FDA puts compounds on a fast
track for regulatory review when they are seen as having special
potential for addressing serious unmet medical needs.

Those four projects are a thrombin recepter antagonist to prevent
and treat arterial clots in heart attack patients; a CCRS receptor

PHOTO ABOVE: Thomas P. Koestler, Ph.D., is executive vice president and president of Schering-Plough Research Institute (SPRI}. He is responsible

for all aspects of research and development under SPRI.

antagonist that combats HIV with a different mechanism from
existing medications; a protease inhibitor for hepatitis C that

promises to be a major advance over current therapies; and a
new potential treatment for patients with Parkinson's disease.

These advancing projects and others in our later-stage pipeline
mean that we will be more than doubling the number of
patients in clinical trials over where we were three years ago.

The dramatic transformation under way across our Company

is also now building up within our R&D organization. We are
upgrading our talen:, our processes and our systems. We are
investing in technologies and in bringing in products from out-
side sources, We invested mere than $2 billion in R&D in 20086,
and we expect to invest even more in 2007. We are also re-
engineering the way we plan and execute clinical trials globally.

Successful innavation-based companies in our industry for the
future will be the ones that constantly reinvent themselves.

Qur Company has clearly identified R&D as the pivotal driving
force for Schering-Plough's long-term strength. We are excited
to be playing our role in our Company’s mission. Our goal is

to keep raising the bar of excellence for R&D at Schering-Plough.
Ultimately, we want to become the standard of excellence in
our industry.

- Thomas P. Koestler, Ph.D.
Executive Vice President and President,
Schering-Plcugh Research Institute




At Schering-Plough, our medicines are based on sciance
excellence and managed for the customers we serve,

As a research-based pharmaceutical company, cur innovation
begins in our labs — but it extends 1o many other areas,
including delivery systems, services and more.

In the cardiovascuiar arena, our cholesterolllowering medicines
are Vyrorin and Zetia, managed in many global markets in
partnership with Merck & Co., Inc. ZeTia was discovered by
Schering-Plough researchers and is the first compound to
selectively inhibit the intestina) absorption of cholesterol.
VYTCRIN contains both Zetia and Merck's statin Zocor, and is

the first and only once-daily medication to inhibit both the
absorption and production of cholesterol,

As a long-time Jeader in the U.S. respiratory market, Schering-
Plough offers treatments for asthma, allergies and other
conditions. Qur asthma treatments include Asmanex TWISTHALER,
ForaniL AEroLIZER (in the U.S.) and Proventic HFA. NAsoNEX

is our nasally inhaled corticosteroid for nasal allergies, which
continues 10 gain share in major world markets. CLARINEX,

a nonsedating antihistamine, is offered in six formulations.

QOur U.S. priméry care treatiments include the antibiotics AveLox
and Cipro, and the erectile dysfunction medicine Levitra
{co-promoted with GlaxoSmithKline}, under a strategic alliance
with Bayer.

In hepatitis C, we are a global leader in the discovery and
development of new therapies to treat this serious disease.
The Company offers the cornbination therapy of PEG-INTRoN,
an aipha interferon, with the antiviral agent ReseToL.

The newest addition 1o our anti-infective portfolio is NoxasiL,
a novel oral medicine approved in the U.S. and EU for
preventing certain life-threatening invasive fungal infections
in high-risk patients. NoxariL is also approved in the EU and
certain other markets for treating certain refractory invasive
fungal infections.

Remicape is a monoclonal antibedy for treating immune-mediated
inflammatory discrders. Schering-Plough markets RemicADE in
most countries outside the U.S., except in Japan and certain
other Asian markets. Remicape is used to treat rheumatoid arthri-
tis, ankylosing spondylitis, psoriatic arthritis, Crohn’s disease,
ulcerative ¢olitis and psoriasis.

Temopar is a leading therapy for certain types of brain tumors.
The product gained approval in Canada and Japan in 2006

for treating malignant gliorma. We also offer CaeLyx outside the
U.S. for treating certain cancers. INTRON A is approved for
malignant melanoma and other cancers.

In cardiovascular care, we offer INTEGRILIN, an antithrombotic
agent, for patients with acute coranary syndrome and those
undergeing percutanecus coronary intervention,

Sueoxone Sublingual Tablets gained EU approval in 2006 for
treating opioid dependence. We market Susoxone and SusuTex
for this treatment area in certain countries outside the U.S.

Qur consumer lines include overthe-counter {OTC), sun care and
foot care products, sold primarily in North America. Qur OTC
brands include Crarmin, a leading nonsedating allergy medication,
and other well-known brands such as Arrin and CoRICIDIN.

With the CopperTONE brand, Schering-Plough leads the U.S. sun
care market. Our foot care franchise leads the Neorth American
toot care market, anchored by the Da. ScHoLL's brand.

Our global animal health business offers pharmaceuticals,
vaccings and parasiticides, marketed in five categories:
campanion animal, poultry, ruminant, swine and aquaculture,
Among major products are NurLor antibiotic solution for

bovine and swine respiratory disease, and BanaMing anti-inflam-
matories for cattle and harses. The Company also offers the
HomeAcain Proactive Pet Recovery Network.
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Nasal decongestant spray

ANIMAL HEALTH

Banamine’

i maghumang) Ihorterweol)

Anti-inframmatory for
cattle, horses and swine

Claritin

Nonsedating antihistamines

Nuflor:

Antibiotic for cattle,
swine and fish

* GoproXR

Toprlnan eended-eles: e

Antibiotic

CLARINEX’
Tagl
(desloratadine)

Family of nonsedating antihistamines

NTIREANE A

inkerieron Ata-2h. Atcombinant
P

Alpha interferon for chronic
hepatitis B and C and certain cancers

“~NOXAFIL

POSACONAZON Ok Sipemm

Oral antifungal for prevention and
{in EU} treatment of certain serious
fungal infections

)
Coppertone

Sun care products

Otomax:

Igentameein sulfate, belarme Tasin:
‘walsrals USP, clotmarole}

Canine otic gintment
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asthritis, psoriatic arthritis, Crohn’s
disease, ankylosing spondylitis, ulcerative
colitis and psoriasis
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SCHERING-PLOUGH'S SENIOR LEADERS INCLUDE, FROM LEFT: Robert J. Bertolini, executive vice president and Chief Financial Officer;
Richard S. Bowles HI, Ph.D., senior vice president, Global Quality Operations; C. Ron Cheeley, senior vice president, Glokal Human Resources;
Carrie S. Cox, executive vice president and president, Global Pharmaceuticals; Thomas P. Koestler, Ph.D., executive vice president and
president, Schering-Plough Research Institute; Raul E. Kohan, senior vice president and president, Animal Heaith; lan A.T. Mclnnes, Ph.0.,
senior vice president, Global Supply Chain; Thomas J. Sabatino, Jr., executive vice president and General Counsel; Brent Saunders, senior vice
president and president, Consumer Health Care; and Fred Hassan, chairman and Chief Executive Dfficer.

o In February 2007, Lori Queisser {not pictured) joined the senior leadership team as senior vice president, Global Compliance and Business

Practices, to succeed Brent Saunders in this role.




CORPORATE

INFORMATION

EXECUTIVE OFFICES:

The Company's executive offices are located at:
2000 Galleping Hill Road

Kenilworth, N.J. 07033-0530

Telephone: (908) 298-4000

CORPORATE WEB SITE:

The Company's Web site address is www.schering-plough.com.
Schering-Plough’s Web site offers links to other Web sites
providing information on Company products and treatment
categories as well as patient assistance and support programs.

INVESTOR INFORMATION:

Information of interest to shareholders is available in the
Investor Relations section of the Web site, including news
releases, investor frequently asked questions (FAQs),
Securities and Exchange Commission filings, corporate
governance guidelines and the charters of Committees of
the Board of Directors. For additional information,
investars can also call the Invester Relations Department
at {808) 298-7436.

CAREERS:

Information about career opportunities at Schering-Plough can
be found in the Careers secticn of the Company’s Web site,
www.schering-plough.com,

SHARES LISTED:

New York Stock Exchange (Ticker Symbol; SGP)

INFORMATION CN LICENSED PRODUCTS

Schering-Plough has exelusive rights in the U.S. and Puerto Rico under a 2004
strategic agreement with Bayer to market, sell and distribute Bayer's AveLox
{moxifloxacin HCI and Cipre {ciprofloxacin HCI) antibiotics and to undertake
Bayer's LU.5. commercialization activities for the erectile dysfunction medicine
Lewtra Ivardsnatil HC!y under Bayer's co-promotion agreement with
GlaxoSmithKline.

Caewvx (pegyiated lipesomal doxorubicin HCI is licensed for marketing outside
the U 5., except in Japan and Israel, from ALZA Corporation, CAELvx i mar-
keted as Doxil® in the U.5. by Ortho Biotech Products, L.P.

Schering-Plough has exclusive U.S. marketing rights 10 ForapiL AEROLIZER
(formoterol fumarate inhalatton powder} under a 2002 agreement with
Novartis Pharmaceuticals Corporation.

Through a licensing agreement with Millennium Pharmaceuticals, Inc.,
Schering-Plough markets INTEGRIUN (eptifibatide) Injection, a GF lib-llla
inhibitor, in the U.S. and certain countries outside the U.S,

PEG-IntRon [peginterferon alla-2b) uses proprietary pegylation technology
licensed from Enzon Inc. From Veleant Pharmaceuticals International,
Schering-Plough has rights to market oral ribavirin for hepatitis C in all
major world markets.

Schering-Plough has marketing rights to Remicane (infliximab} through an
agreement with Centocor, 8 Johnson & Johnson subsidiary, in all countries
outside the U.S., except in Japan and parts of the Far East, where Tanabe
Seiyaku, Co., Ltd. markets the product, and in China, where Xian-Janssen
markets Remicape.

Susoxone and Susutex were developed by Reckitt Benckiser Healthcare Lid.
and are marketed in the U S, by Reckitt Benckiser Pharmaceuticals Inc.
Schering-Plough licenses marketing rights 10 Supoxone and SusuTex in Europe,
Canada and certain countries in the world from Reckitt Benckiser.

Temooar (temozolomide) imarketed as TEmMODAL in certain countries)
is licensed for worldwide marketing from Cancer Research Technology Lid.
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Schering-Plough is a global pharmaceutical company with leading prescription medicines and
consumer and animal health products. Today, the Company is continuing a transformation
under a five-phase Action Agenda that began in 2003. Our goal is to provide a steady flow of
innovative, science-based medicines and services, while earning the trust of physicians,
patients and other customers we serve. By doing this with excelfence, we intend to build the
foundation for long-term, sustainable growth. We are committed to business integrity, quality
and compliance in everything we do.

The trademarks indicated by Capirat LETTERS in this publication are the property of, licansed to, promoted or distributed by Schering-Plough Corporation, its subsidiaries or rglatad companies,
As used in this publication, the terms “Schering-Plough™ and the “Company™ refer collectively to Schering-Plough Corporation, the publicly held parent company, and its domestic and international
subsidiaries, which are engaged in the discovery, development, manufacturing and marketing of pharmaceutical, cansumer and animal health products.

Copyright © 2007 Schering-Plough Corporation All Rights Reserved




2006 Financial Highlights

Doltars in Millions, Except Per Share Figures 2005 2005 % Change
Operating Results

Net sales (1} $10,584 § 9,508 1%
Income before income taxes (2) 1,483 497

Net income (2) 1,143 269

Net income available 1o common shareholders (2} 1,087 183

Diluted earnings per common share {2) o7 0.12
Investments

Research and development $ 2188 § 1,865 17%
Capital expenditures 458 478 (4)%
Financial Condition

Total assets $16,071  $15,469
Sharehalders’ equity 7.908 7,387

Other Data

Cash dividends per common share $ 022 % 022

Cash dividends per preferred share 3.00 3.00

Average shares outstanding for diluted EPS (in millions) 1,491 1,484

(1} Net sales and percent change are on a GAAP basis and do not include the positive impact of sales made by the cholesterot
joint venture.

{2) 2006 and 2005 include Special charges of $102 million and $294 milfion, respectively.
For further details, see Notes to Consolidated Financial Statements.
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TO OUR SHAREOWNERS

Fred Hassan
Chairman and Chief Executive Officer

Schering-Plough is beginning a new
chapter in our Company's remarkable
transformation.

We are now engaged in planning for the
acquisition of Organon BioSciences N.V,,
the human prescription and animal
health businesses of Akzo Nobel N.V.
This promises to be a superb and com-
plementary fit to our Company -— strate-
gically, scientifically and financialty.

The businesses of Organon BioSciences
are expected to add to our top-ine sales
and bring important assets, talent and
capabilities. They include Organon, &
hurman pharmaceutical business with
worldclass fertility and women's health
franchises, and Intervet, the workd's third-
largest animal health business. In addi-
tion, Organon has an attractive late-stage
research pipeline.

The transaction is expected to be com-
pleted by year-end 2007 and accretive
to our earnings per share in the first full
year. We look forward to a smooth inte-
gration, as our management team has
considerable experience in this area.

Combining these businesses with
Schering-Plough  will  yield several
impartant benefits: add strength and
breadth to our human pharmaceuticals
business; make us one of the world's
leading animal health companies; and
bring valuable compounds in develop-
ment 1o address our late-stage pipeline
gap. We will immediately be able to
offer medicines in new therapy areas
— fertility, female health and central

nervous system — and gain the ability
1o develop human vaccines.

For Schering-Plough, it is the right deal,
at the right time. We are excited about
joining with Crgancn BioSciences to
unlock the potential of these important
medicines and compounds in develop-
ment — for the patients, and for our
shareholders.

Growing Strength

That we are able to undertake a trans-
action of this magnitude is due to our
growing strength and the tremendous
progress achieved since we began this
journey.

Financial results for 2006 tell one part of
the story. We ted our U.S. peer compa-
nies in growing net sales, both on a
GAAP basis and on an adjusted basis.
Adjusted sales include our portion of
VYToRIN AND ZETIA Sales from the choles-
terol joint venture with Merck & Co.,
Inc. Our net income available to com-
mon shareholders increased five-fold on
a GAAP basis versus the prior year to
exceed $1 billion.

What makes this story exceptional,
though, is looking at our longer-term per-
formance, to see what has been accom-
plished since 2003 when -we launched
the Action Agenda. This is our five-phase
strategic plan to stabilize, repair, turn
around and transform Schering-Plough
into & global competitor that can deliver
sustainable, high performance.




When we began, Schering-Plough faced
such serious challenges that some ques-
tioned whether it could even survive.
Sales were down, losses fooming, major
litigations pending, many difficult commit-
ments to be met under a consent decree,
extensive investrments in infrastructure
and improvements needed, and
employee morale poor.

A fundamental question facing this new
management was. Do we cut R&D and
become a “specialty pharma” compa-
ny — or do we maintain our R&D-based
business model? We took the latter
course, even though it would make for
a longer and tougher road.

It was the right decisicn.

With three full years of results since
launching the Action Agenda, we have
grown adjusted sales more than twice as
fast as our peer group average. We have
added nearly $4 billion to adjusted top-
line sales, going from $8.6 billion in 2003
t0 $12.5 billion in 2006. And we achieved
a dramatic reversal in free cash flow,
going from negative free cash flow of
nearly $1 billion to positive free cash flow
of more than $1 billion.” This perfor-
mance allowed our Board of Directors
in February 2007 to approve an 18 per-
cent increase in the quarterly dividend on
common stock, to 6.5 cents per share.
During this perfarmance period, we also
produced the best total shareholder
return (TSR} within our peer group of
eight companies. And we go forward

into 2007 with a larger Phase |l pipeline
than in 2003.

Our progress in the Action Agenda began
with the Stabilize and Repair phases — to
get our Company on a solid footing. We
advanced to the Turnaround phase,
announcing its completion in October
2006 after only one year. Now we are
in the Build the Base phase, working to
hone our competitive edge and extend
our core businesses into new markets
and with new products and services.

Key to our success has been our focus
on three basics: people, products and
processes. The firstis people. We strive
to attract and retain the best people,
instilling in them leader behaviors that
proceed from our vision: To earn trust,
every day. We work to earn the trust of
all our customers — the physicians who
prescribe our products, other health
professionals, patients, regulators and
others. We begin our work with humil-
ity, believing that our first action should
be to listen. Then we can learn. And
then we can tead.

An important predictor of a company’s
future success is its organizational
health — the morale and motivation of
the peoplte who drive an enterprise. Since
we began in 2003, we have dramatically
transformed the organizational health of
Schering-Plough. We have created a cul-
ture that benchmarks strongly against
some of the highest-performing compa-
nies — across all global industries.

* For reconciliation of Non-U.5. GAAP financial measures, see page 82.

The people of Schering-Plough have
been achieving successes across all
major fronts. They deserve the credit
for driving this transformation.

2006 Achievements

In 2006, we made strong progress in all
major areas — products, research and
development, licensing and supply chain.

We performed well across our commer-
cial businesses and grew sales in all
regions around the world. Qur pivotal
U.S. operation again grew strongly in
20086. Our Western European and Japan
operations also improved their perfor-
mance. We have been working to
extend core businesses in high-poten-
tial markets, such as China, Russia,
Korea, Brazil and Central and Eastern
Europe. We are achieving good results
from these efforts.

Locking at the product areas, we drove
growth of the cholesterol franchise with
our partner Merck, achieving 60 percent
higher sales versus 2005 for VytoriN and
Zema together. We delivered this perfor-
mance even as two generic statins
entered the U.5. market. We expect this
franchise to continue to grow in 2007, as
medical science has consistently demon-
strated that the more you can lower LDL
{“bad") cholesterol, the better. And no
medicine does this more effectively than
VYTORIN.
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TO OUR SHAREOWNERS

{Continued)

We drove double-digit sales increases
for our five other top brands. Safes of
Remicape were up 32 percent, NasONEX
up 28 percent, PecINtrRoN up 11 percent,
Temopar up 20 percent, and CLARINEX/
Aerius up 12 percent. Qur prescription
products offer a good balance between
primary care and specialty care prod-
ucts, and we are looking to leverage
that balance. We also benefit from the
steady contributions of our Consumer
Health Care and Animal Health busi-
nesses, which add further balance to
our revenue stream,

In 2006, we expanded our product offer-
ings, gaining important regulatory
approvals for new therapies and medi-
cal uses. The life-saving medicine
NoxariL, an oral antifungal discovered
in our labs, was approvedinthe U.S. and
EU for preventing invasive fungal infec-
tions. Temopat, for certain types of brain
tumors, was approved in Japan for
treating malignant glioma. RemMICADE, an
anti-TNF infusion therapy used to treat
rheumatoid arthritis, ankylosing
spondylitis, Crohn's and other inflam-~
matory diseases, was approved in the
EU for ulcerative colitis. Also in the EU,
Sueoxone  Sublingual  Tablets was
approved for opioid dependence.

Schering-Plough is, above all else, a sci-
ence-based company. We know that
only through providing new medicines
that deliver real therapeutic value will
we achieve long-term success. So our
discovery scientists focus on mecha-
nisms for diseases where treatments
are inadequate or don't yet exist, both

in primary care and specialty care. Our
aim is to give physicians and medical
professionals new therapies, in the
form of small molecule agents and bio-
logics, sc they can more effectively
combat serious illnesses. Ultimately,
our work is for the patients — to give
them better health, even longer life,

The Company invested $2.2 billion on
R&D in 2006, a 17 percent increase
versus the year before. Our research
investments are preducing promising
compounds, including more than 20
that are in or approaching Phase | devel-
opment. In Phase Il are four projects
that the U.S. Food and Drug Adminis-
tration (FDA} has designated as “fast
track.” The FDA gives this designation
to compounds seen as having special
potential for addressing serious unmet
medical needs. The four projects are: a
novel thrombin receptor antagonist for
acute coronary syndrome and second-
ary prevention; vicriviroc for HIV; a pro-
tease inhibitor compound for hepatitis C;
and a new potential treatment for
patients with Parkinson’s disease.

Schering-Plough is  investing to
strengthen our discovery and develop-
ment capabilities. We expanded
research operations in  Cambridge,
Mass., moving to a new fagility and
tripling our laboratory space. We are
creating a major pharmaceutical sci-
ences center in New Jersey at an esti-
mated cost of $300 million. We initiated
a Global Clinical Harmonization program
to globalize the progression of therapeu-
tic compounds through clinical trials.
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Capturing innovation outside our Com-
pany is also key to growing cur pipeline
and product offerings. We expanded our
business development and licensing
(BD&L) capabilities to find and secure
more outside opportunities. We entered
into licensing agreements in 2006 for new
compounds and treatments in such areas
as asthma and chrenic obstructive pulmo-
nary disease, allergy immunotherapy and
hepatitis, as well as for two new
over-the-counter products. In all our
BD&L relationships, we strive to be a
partner that builds trust and helps realize
each project’s full potential.

Other  accomplishments in 2006
included streamlining the global supply
chain and phasing out manufacturing
operations in Manati, Puerto Rico. This
is expected to yield annualized cost
reductions of about $100 million, We
also made further progress in resalving
litigation issues from the past, reaching
an agreement with the U.5. Attorney's
Office for the District of Massachusetts
and the U.S, Department of Justice to
settle an investigation related to actions
that occurred prior to 2003.

Passion, Courage and Tenacity

Schering-Plough is at an exciting juncture
in its history. When we began this journgy
in 2003, we had to overcome extreme
challenges, across multiple fronts. Thanks
to the passion, courage and tenacity of
our Schering-Plough colleagues, we are
succeeding. We are emerging stronger,
more resilient, more intensely committed
to building a company that can deliver
long-term, high performance.




Change is the constant in our competi-
tive environment. For Schering-Plough, it
has been our defining state for the past
several years. This Company truly has
undergone transformational change. The
pace continues today. We know that
companies that stand still, that once
reaching a level of success fail to con-
tinue to change and innovate, are likely to
be overtaken, to succumb to faster-mov-
ing competitors, We are determined not
to let that happen. Our drive to change
and innovate, to execute with excel-
lence, to make the most of our people
strengths, will set us apart from our
peers. And it will enable us to achieve
our goals.

We compete in an industry fueled by
innovation. Qur scientists start with a
concept, then strive to turn the concept
into a molecule, and then the molecule
into a medicine. The work is rewarding,
since what we do can improve people’s
health, even extend lives. It also creates
hope for those suffering with serious
diseases, and for their frignds and fam-
ilies, that some day there may be a cure
or a more effective treatment.

Soit is ironic that our industry continues
to come under such criticism and pres-
sures from various quarters, Though we
may hold the cures of tomorrow, gov-
ermnments too often look at pharmaceu-
ticals as a convenient targst for
salvaging health care budgets. Politicians,
taking a short-sighted view, attack new
medicines as a "cost” that should be
cut. Regulators have grown more

cautious when weighing the benefit/risk
equation for new and existing medicines.

To those considering legistation or regu-
lations affecting health care systems or
pharmaceuticals, we would say: Do what
is best for the patient. Take the long view.
And retain the incentives for innovation
that can create tomorrow’s cures.

Schering-Plough seeks to continuously
improve its corporate governance. In
2006, our Board of Directors took sev-
eral actions in line with this long-term
commitment, including allowing an
gxisting shareholders’ rights plan, or
“poison pill,” to expire; proposing a
maijor reduction in shareholder voting
requirements for key decisions; propos-
ing that directors be elected by a major-
ity of votes cast versus a plurality of
votes; and expediting a previously
approved change providing for the
annual election of directors.

[n conjunction with the Board, the Com-
pany also launched a long-term plan to
identify and address broad societal
issues as part of Schering-Plough's stra-
tegic business process. Priorities to be
addressed include patient safety,
access to medicines, ethical practices,
human rights, security, diversity and
corporate governance.

We are grateful to our Beard members for
their careful oversight and diligent service
through this exciting journey.

Before concluding this letter, we would
like to express our sadness over the

premature loss to cancer of two impor-
tant leaders. Jonathan R. Spicehan-
dler, M.D., was the retired chairman of

Schering-Plough Research Institute.
Bruce R. Reid was a senior vice presi-
dent in the Global Pharmaceutical Busi-
ness. Both contributed greatly to the
success of this Company, providing
strong leadership and strategic vision.
They will be missed.

Finally, and importantly, we thank our
shareowners for their trust in the work
we are doing to build the kind of company
to which others might aspire. We look
forward to demonstrating that their faith
is deserved.

Sincerely,

MHW‘—\

Fred Hassan
Chairman and Chief Executive Officer

April 13, 2007
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Achievements in 2006

Schering-Plough  achieved major
progress in 2008, advancing to the
Build the Base phase in its five-phase
Action Agenda. Begun in 2003, the
Action Agenda is a six- to eight-year
plan designed to transform the Com-
pany into a long-term, high-perfor-
mance competitor.

Following are some key actions and
announcements rmade in Z006:

FIRST QUARTER 2006

* Reported to the U.S. Food and
Drug Administration (FDA) the
completion of all 212 significant
steps and 30 validation actions
by Dec. 31, 2005, as required
under the consent decree {subject
to certification by an external third
party and review and approval by
FDA). {Announced Jan. 3}

* Announced the granting by FDA of
Fast Track designation to the
Company's investigational oral
hepatitis C protease inhibitor, in
Phase 1l clinical devetopment for
the treatment of chronic
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hepatitisc C  virus  infection.
{Announced Jan. 30}

Gained European Commission
approval of Remicapz (infliximab)
for the treatment of moderately
to severely active ulcerative colitis
in patients who have had an inad-
equate response to conventionat
therapy. {Announced March 9}

Reported results from a new anal-
ysis of a previously presented
study of 1,902 patients with high
chalesterol showing that a signifi-
cantly greater number of patients
taking VyToriN achieved levels of
LDL (“bad™) cholesterol of less
than 70 mg/dl and Apolipoprotein
B(1} {(Apo B) levels of less than
80 mg/dl. compared with pa-
tients taking Lipitor (atorvastatin)
poocled across the dosing range.
{Announced March 13}

Entered into an exclusive collabo-
ration and licensing agreement
with PTC Therapeutics, Inc. for
the development of PTC's preciin-
ical compounds for the oral

treatment of HCV infection and
other viral diseases. (Announced
March 20}

SECOND QUARTER 2006

* Reported the granting by FDA of
Fast Track designation to the
Company's  investigational  oral
thrombin receptor antagonist in
Phase |l clinica! development for
secondary prevention of cardiovas-
cular morbidity and mortality out-
comes in  at-risk  patients.
{Announced April 19)

* Announced the launch of a strat-
egy and action plan on social
issues to be integrated with the
Company's overall strategies for
driving long-term growth and
stewardship of shareholder invest-
ments. (Announced May 19)

* Announced changes to Schering-
Plough's manufacturing opera-
tions in Puerto Rico and the U.S.
that will streamline its global sup-
ply chain. {Announced June 1)




* Announced plans to adopt a new
global model for the Company's
clinical trial operations, designed
10 maximize its product portfo-
lio through centralized global
processes and functional units.
{Announced June 6}

s Presented results from a clinical
study that included 2,855 patients
with high cholesterol that showed
that VyTorin was significantly more
effective than Crestor {rosuvastatin)
in reducing LDL "bhad” cholesterol
across all study dose comparisons.
{Announced June 19}

« Announced that the Company will
establish Schering-Plough Produ-
tos Farmaceuticos Limitada as a
wholly owned country operation
based in Sao Paulo, Brazil, and will
restructure its agreement with
Mantefarma, a privately held
company in Brazil. {Announced
June 21}

= Reported results from a Phase |
rheumatoid arthritis study assess-
ing the safety and efficacy of

golimumab (CNTO 148), an anti-
TNF-alpha therapy. The results
achiaved the study's primary end-
point and demecnstrated signifi-
cant improvement in the signs
and symptoms of moderately to
severely active rheumatoid arthri-
tis. {Announced June 23}

THIRD QUARTER 2006

Received European Commission
approval for the use of Remicape
as moenotherapy in the treatment
of active and progressive psoriatic
arthritis. (Announced July 26}

Received approval in Japan for
TemonaL {marketed as TEMODAR in
the U.S) for the treatment of
malignant glioma. {Announced
July 31}

Announced a global collaboration
with Novartis AG to develop
and commercialize a once-daily
inhaled fixed-dose combination
therapy for asthma and chronic
obstructive pulmonary disease
{COPD). Schering-Plough’s once-
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daily inhaled corticosteroid mome-
tasone (the active ingredient
in Asmanex} and Novartis” once-
daily beta2-agonist indacaterol
(QAB149) are to be combined in
a single inhalation device.
{Announced Aug. 14)

Reported Phase |l clinical trial
results showing vicriviroe, an
investigational CCR5 receptor
antagenist, demonstrated potent
and sustained viral suppression
after 24 weeks of therapy in
118 treatment-experienced HIV
patients, when administered in
once-daily doses in combination
with an optimized ritonavir-
boosted protease inhibitor
containing antiretroviral regimen.
{(Announced Aug. 17}

Reached an agreement with the
U.S. Atterney's Office for the Dis-
trict of Massachusetts and the
U.S. Department of Justice to settle
a previously disclosed investigation
invatving the Company’s sales, mar-
keting and clinical trial practices and
programs. {Announced Aug. 29}




Achievements in 2006
{Continued)

e Gained U.S. approval of NoxariL
(posaconazole) Oral Suspension,
a novel triazole antifungal agent,
for the prevention (prophylaxis}
of invasive Aspergiflus and Can-
dida infections in severely immu-
nocompromised patients 13 years
of age and older. {Announced
Sept. 18)

FOURTH QUARTER 2006

* Gained European Commissicn
approval of Susoxone (buprenor-
phine hydrochloride/naloxone
hydrochloride) Sublingual Tablets
for the substitution treatment
of opioid dependence. {An-
nounced Oct. 6)

* Licensed rights from Santarus,
Inc., to commercialize an over-
the-counter {OTC) version of
ZegeriD {omeprazole/sodium bicar-
bonate) products for heartburn in
the U.S. and Canada. {Announced
Oct. 18)
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* Dedicated a new scientific
research facility in Cambridge,
Mass., that will support the
Company's work in discovering
and developing innovative thera-
peutic treatmenis. {Announced
Nov. 1)

* Gained European Commission
approval to market NoxariL (posa-
conazole) Oral Suspension for pre-
vention (prophylaxis} of invasive
fungal infections in  certain
patients at high risk of developing
these infections. {Announced
Nov. 9)

+ Entered into an exclusive licens-
ing agreement with Braintree
Laboratories, Inc. to market
MiraLAX  {polyethylene glycol
3350) as a nonprescription treat-
ment for occasional constipation.
{Announced Dec. 5}

* Signed definitive licensing agree-
ments with Valeant Pharmaceuti-
cals International and Metabasis
Therapeutics, Inc. for exclusive

warldwide development and com-
mercial rights to pradefovir, an
investigational oral antiviral com-
pound in Phase |l clinical develop-
ment for treating chronic hepatitis
B. {Announced Dec. 13)

Took actions in line with the Com-
pany's long-term commitment to
continuously improving its corpo-
rate governance, including allow-
ing an existing shareholders’ rights
plan to expire; proposing a major
reduction in shareholder wvoting
requirements for key decisions;
proposing that directors be
elected by a majority of votes cast
versus a plurality of votes; and
expediting a previously approved
change providing for the annual
election of directors. {Announced
Dec. 15}




Management'’s Discussion and Analysis

EXECUTIVE SUMMARY

OVERVIEW OF SCHERING-PLOUGH Schering-Plough discovers, develops, manufactures and markets medical therapies and
treatments to enhance human health. Schering-Plough also markets leading consumer brands in the over-the-counter {OTOC),
foot care and sun care markets and operates a global animal health business.

There are two sources of new products: products acquired through acquisition and licensing arrangements, and products in
Schering-Plough's late-stage research pipeline. With respect to acquisitions and licensing, Schering-Plough has recently
acquired some new product licenses. However, there are limited opportunities for obtaining or licensing critical late-stage
products that will have a positive material financial impact. These limited opportunities typically require substantial amounts of
funding. Schering-Plough often competes for these opportunities against companies with greater financial resources.

Strategy — Focused on Science

Earlier this decade, Schering-Plough experienced a number of business, regulatory and legal challenges. In April 2003, the
Board of Directors named Fred Hassan as the new Chairman of the Board and Chief Executive Officer of Schering-Plough
Corporation. With support from the Board, he recruited a new senior executive team and initiated a strategic plan, with the goal
of stabilizing, repairing and turning around Schering-Plough in order 1o build long-term shareholder value. That strategic plan,
the Action Agenda, is a six- to eight-year, five-phase plan. In October 2006, Schering-Plough announced that it entered the
fourth phase of the Action Agenda — Build the Base. During the Build the Base phase, Schering-Plough continues to focus on
its strategy of value creation across a broad front, including:

« growing the business;

» penetrating new markets;

s expanding existing products; and

+ discovering and developing or acquiring new products.

As part of this effort, Schering-Plough is enhancing infrastructure, upgrading processes and systems, and strengthening
talent—both the recruitment of talented individuals and the development of key employees. While these efforts are
companywide, Schering-Plough is focusing especially on research and development.

A key component of the Action Agenda is applying science to meet unmet medical needs. Research and development
activities focus on mechanisms to treat serious diseases. As a result, a core strategy of Schering-Plough is to invest substantial
funds in scientific research with the goal of creating therapies and treatments with important medical and commercial value.
Consistent with this core strategy, Schering-Plough has been increasing its investment in research and development.
Schering-Plough’s progressing pipeline includes drug candidates across a wide range of therapeutic areas with 21 compounds
now approaching or in Phase | development. As Schering-Plough continues to develop the later phase growth-drivers of the
pipeline {e.g., thrombin receptar antagonist, golimumab, vicriviroc and HCV protease inhibitor), it anticipates higher spending
on clinical trial activities.

2006 Results — Highlights of Schering-Plough's Performance in 2006 are as follows:

» Schering-Plough's net sales in 2006 were $10.8 billion, an increase of $1.1 billion, or 11 percent, as compared to the
2005 period. Net Income Available to Common Shareholders in 2006 was $1.1 billion, as compared to $183 million in
2005. Cash flow fram operating activities was $2.2 billion in 2006.
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* Global sales of Schering-Plough’s cholesteral franchise products, Vytorin and Zemia, made by the cholesterol joint
venture with Merck & Company, Inc. (Merck} continued to grow in 2006 and significantly contributed to Schering-
Plough's improved operating results and cash flow. In addition, increased sales of pharmaceutical products such as
Remicace, Nasonex, Temopar and CLarinex also contributed favorably to Schering-Plough'’s overall operating results and
cash flow.

* Schering-Plough gained approvals for new products and indications, including for the life-saving antifungal medicine
NoxariL Oral Suspension in the U.S. and EU for the prevention of invasive fungal infections (NoxariL was discovered in
Schering-Plough’s research labaoratories); Temonac in Japan for the treatment of a form of brain cancer, malignant
glioma; Remicape in the EU for ulcerative celitis; and Susoxone Sublingual Tablets in the EU for opioid dependencs.

* Schering-Plough streamlined the global supply chain to yield expected annualized cost savings of about $100 million.

* Schering-Plough reached an agreement with the U.S. Attorney’s Office for the District of Massachusetts and the
U.S. Department of Justice to settle a previously disclosed investigation that related to actions that took place prior to
2003. The agreement provided for an aggregate settlement amount of $435 million. This settlernent did not have a
material adverse effect on Schering-Plough’s results of cperations, financial condition or its business.

Strategic Alliances

As is typical in the pharmaceutical industry, Schering-Plough licenses manufacturing, marketing and/or distribution rights to
certain products to others, and also manufactures, markets and/or distributes products owned by others pursuant ta licensing
and joint venture arrangements. Any time that third parties are involved, there are additional facters relating to the third party
and outside the control of Schering-Plough that may create positive or negative impacts on Schering-Plough. VyToRiN, ZETia and
Remuicane are subject to such arrangements and are key to Schering-Plough's current business and financial performance.

In addition, any potential strategic alternatives may be impacted by the change of control provisions in those arrangements,
which could result in Vyrorin and Zemia being acquired by Merck or Remicape reverting back to Centocor. The change in control
provision relating to VyTorin and ZeTia is included in the contract with Merck, filed as Exhibit 10(r) to Schering-Plough's 2006
10-K, and the change of control provision relating to Remicape is contained in the contract with Centocor, filed as Exhibit 10(v) to
Schering-Plough’s 2006 10-K.

Cholesterol Franchise Schering-Plough's cholesterol franchise products, Vyrorin and ZeTia, are managed through a joint
venture between Schering-Plough and Merck for the treatment of elevated cholesterol levels. Zema is Schering-Plough’s novel
cholesterol absorption inhibitor. VyTorin is the combination of Zemia and Zocor, Merck's statin medication. The financial
commitment to compete in the cholesterol reduction market is shared with Merck, and profits from the sales of VyTorm
and Zema are also shared with Merck. The operating results of the joint venture with Merck are recorded using the equity
methed of accounting.

A material change in the sales or market share of Schering-Plough’s cholesteral franchise would have a significant impact on
Schering-Plough’s results of operations and cash flows. In order to maintain and enhance its infrastructure and business,
Schering-Plough must continue to increase profits. This increased profitability is largely dependent upon the performance of
Schering-Piough's chalesterol franchise.

The cholesterol-reduction market is the single largest pharmaceutical category in the world. VyTorin and Zeia are competing in
this market and, on a combined basis, these products continued to grow in terms of market share during 2006. As a franchise,
the two products together have captured more than 15 percent of total preseriptions for the U.S. cholesterol management
market (based on January 2007 IMS data).

Japan is not included in the joint venture with Merck. In the Japanese market, Bayer Healthcare will co-market Schering-
Plough's cholestercl-absorption inhibitar, Zeia, upen approval. Schering-Plough anticipates receiving this approval in Japan in
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2007, but due to a backlog of new drug applications in Japan, Schering-Plough cannot precisely predict the timing of the
approval.

License Arrangements with Centocor REMICADE is prescribed for the treatment of immune-mediated inflammatory disorders
such as rheumatoid arthritis, early rheumatoid arthritis, psoriatic arthritis, Crohn’s disease, ankylosing spondylitis, plague
psoriasis and ulcerative colitis. Remicape is Schering-Plough’s second largest marketed pharmaceutical product line (after the
cholesterol franchise). REmicADE is licensed from and manufactured by Centocor, Inc., a Johnson & Johnson company.
Schering-Plough has the exclusive marketing rights to this product outside of the U.S., Japan and certain Asian markets. During
2005, Schering-Plough exercised an option under its contract with Centocor for license rights to develop and comrmercialize
golimumab, a new TNF-alpha monoclonal antibody, in the same territories as Remicane. Golimumab is currently in Phase |lI
trials. Schering-Plough and Centocor have been collaborating in resolving the difference in the parties’ opinions as to the
expiration date of Schering-Plough'’s rights to golimumab. In August 2008, Schering-Plough received a determination through
arbitration that its rights to market golimumab will extend to 15 years after the first commercial sales in its territories, but
Centocor has appealed the ruling.

Manufacturing, Sales and Marketing

Schering-Plough supports commercialized products with manufacturing, sales and marketing effarts, Schering-Plough is also
moving forward with additional investments to enhance its infrastructure and business, including capital expenditures for the
drug development process (where products are moved from the drug discovery pipeline to markets), information technology
systems, and post-marketing studies and monitoring.

Schering-Plough continually reviews the business, including manufacturing operations, to identify actions that will enhance
long-term competitiveness. However, Schering-Plough’s manufacturing cost base is refatively fixed, and actions to significantly
reduce Schering-Plough's manufacturing infrastructure involve complex issues. As a result, shifting products between
manufacturing plants can take many years due to construction and regulatory requirements, including revalidation and
registration requirements. During 2008, Schering-Plough closed one manufacturing plant and toak other streamlining actions.
Schering-Plough continues to review the carrying value of manufacturing assets for indications of impairment. Future events
and decisions may lead to additional asset impairments or related costs.

Regulatory and Competitive Environment

* Schering-Plough is subject to the jurisdiction of various national, state and local regulatory agencies. Regulatory
compliance is complex and costly, impacting the timing needed to bring new drugs to market and to market drugs for
new indications.

* Since 2002, Schering-Plough has been working under a U.S. FDA Consent Decree to resolve issues involving
Schering-Plough’s compliance with current Good Manufacturing Practices at certain of its manufacturing sites in New
Jersey and Puerto Rico. Under the terms of the Decree, provided that the FDA has not notified Schering-Plough of a
significant violation of FDA law, regulations, or the Decree in any five-year period since the Decree’s entry in May
2002, Schering-Plough may petition the court to have the Decree dissolved and FDA will not oppose Schering-
Plough’s petition. There is no assurance about any particular date when the Consent Decree will be lifted.

e Schering-Plough is subject to pharmacovigilance reporting requirements in many countries and other jurisdictions,
including the U.S., the EU, and the EU-member states.

« Schering-Plough engages in clinical trial research in many countries around the world. Research activities must
comply with stringent regulatory standards and are subject to inspection by U.S., the EU, and local country regulatory
authorities. Clinical trials and post-marketing surveillance of certain marketed drugs of competitors within the industry
have raised safety concerns that have led to recalls, withdrawals or adverse labeling of marketed products.
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* The pricing, sales and marketing programs and arrangements, and related business practices of Schering-Plough and
other participants in the health care industry are under increasing scrutiny from federal and state regulatory,
investigative, prosecutorial and administrative entities.

* In the U.S., many of Schering-Plough's pharmaceutical products are subject to increasingly competitive pricing as
managed care groups, institutions, government agencies and cther groups seek price discounts. In most international
markets, Schering-Plough operates in an environment of government mandated cost-containment programs.

* The market for pharmaceutical products is competitive. Schering-Plough’s operations may be affected by techno-
logical advances of competitors, industry conselidation, patents granted to competitors, loss of patent protection due
to challenges by competitors, competitive combination products, new products of competitors, new information
from clinical trials of marketed products or post-marketing surveillance and generic competition as Schering-Plough’s
products mature.
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DISCUSSION OF OPERATING RESULTS

NET SALES A significant portion of net sales is made to major pharmaceutical and health care product distributors and major
retail chains in the U.S. Consequently, net sales and quarterly growth comparisons may be affected by fluctuations in the
buying patterns of major distributors, retail chains and other trade buyers. These fluctuations may result from seasonality,
pricing, wholesater buying decisions or other factors. In addition to these fluctuations, sales of many pharmaceutical products
in the U.S. are subject to increased pricing pressure from managed care groups, institutions, government agencies, and other
groups seeking discounts. Schering-Plough and other pharmaceutical manufacturers in the U.S. market are also required to
provide statutorily defined rebates to various government agencies in order to participate in the Medicaid program, the
veterans' health care program, and other government-funded programs. In most international markets, Schering-Plough
operates in an environment where governments may and have mandated cost-containment programs, placed restrictions on
physician prescription levels and patient reimbursements, emphasized greater use of generic drugs and enacted
across-the-board price cuts as methods to control costs.

Consolidated net sales in 2006 were $10.6 billion, an increase of $1.1 billion or 11 percent as compared to 2005. The increase
primarily reflected the growth in sale volumes of Remicaoe, NAsONEX, PEGINTRON and Temobar. This increase also reflected an
unfavorable impact of 1 percent from foreign exchange.

Consolidated net sales in 2005 totaled $9.5 billion, an increase of $1.2 billion or 15 percent compared to 2004, reflecting higher
volumes of REmicADE, NAsONEX, PeGINTRON, TEMODAR and the inclusion of a full year of sales of AveLox and Cipro. In addition, foreign
exchange had a favorable impact of 1 percent.
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Net sales for the years ended December 31, 2006, 2005, and 2004 were as follows:

% Increase {Decrease)

{Doltars in millions} 2006 2005 2004 2006/2005  2005/2004
Prescription Pharmaceuticals $851 §754 56417 13% 18%
Remicape 1,240 942 746 32 26
NASONEX 944 737 594 28 24
PeGInTRON 837 751 563 1 33
CLARINEX/AERIUS 722 646 692 12 7)
TEMODAR 703 588 459 20 28
Ctarimin Rx 356 371 321 (4} 16
INTEGRILIN 329 3186 325 5 3
REBETOL 311 331 287 5 15
AVELOX 304 228 44 34 N/M
INTRON A 237 287 318 {17) (10}
CatLvx 206 181 150 13 21
SUBUTEX 203 197 185 3 6
ELocon 141 144 168 {2) {14)
CiPRO 111 146 43 {24) N/M
Other Pharmaceutical 1,917 1,700 1,622 13 12
Consumer Health Care 1,123 1,093 1,085 3 1
QTC BEQ 556 578 N/M (4]
Foot Care 343 333 331 3 1
Sun Care 222 204 176 9 16
Animal Health 810 g51 710 1 1"
Consolidated Net Sales $10594 $ 9508 $ 82712 1% 15%

N/M — Not a meaningful percentage.

International net sales of Remicane, a drug for the treatment of immune-mediated inflammatory disorders such as rheumatatd
arthritis, early rheumatoid arthritis, psoriatic arthritis, Crohn’s disease, ankylosing spondylitis, plaque psoriasts, and ulcerative
colitis, were up 32 percent to $1.2 billion in 2006 as compared ta 2005, and 26 percent in 2005 to $942 million as comnpared to
2004, due to greater demand, expanded indications and continued market growth. During 2006, competitive products for the
indications referred to above have been introduced, and additional competitive products are expected to be introduced in 2007.

Global net sales of Nasonex Nasal Spray, a once-daily corticosteroid nasal spray for allergies, rose 28 percent to $944 million in
2006 as compared to 2005, and 24 percent 10 $737 million in 2005 as compared to 2004, as the product captured greater U.S.
and international market share in both 2006 and 2005. In 2005, U.S. sales benefited from an increased promotional effort and
the introduction of a new scent-free, alcohol-free formulation of Nasonex nasal spray. A generic form of Flonase (fiuticasone
propionate) was approved early in 2006 and may unfavorably impact the corticosteroid nasal spray market going forward.

Global net sales of Pecintron Powder for Injection, a pegylated interferon product for treating hepatitis C, increased 11 percent
to $837 million in 2006 as compared to 2005, and 33 parcent to $751 million in 2005 as compared to 2004. The sales increase in
2006 reflected higher sales volume in Japan and the U.S. Sales growth in 2005 was due to the December 2004 launch of the
Peclntron and ResetoL combination therapy in Japan. In Japan, safes in 2005 benefited from a significant number of patients
who were waiting for approval of PecintRon before beginning treatment. PecInTron sales in Japan have begun to decline
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toward the end of 2008, and this trend is expected to continue into 2007 as new patient enroliment for hepatitis C treatment
maderates and new competition enters the Japanese market.

Global net sales of CLarmex {marketed as Agrius in many countries outside the U.S.), for the treatment of seasonal outdoor
allergies and year-round indoor allergies, increased 12 percent to $722 million as compared to 2005 due to increased demand in
Europe and Latin America as well as increased sales in the U.S. despite slightly declining market share. Global net sales of
CLARINEX in 2005 decreased 7 percent to $646 million as compared to 2004 primarily due to reduced market share in a declining
market in the U.S.

Global net sales of TEmooar Capsules, a treatment for certain types of brain tumors, increased 20 percent t0 $703 million in
2006 as compared to 2005, and increased 28 percent to $588 million in 2005 as compared to 2004. The increases in 2006 and
2005 sales were due to the increased utilization for new indications. In 2005, Temopar was approved by the U.S. FDA for
treating newly diagnosed glioblastorna multiforme {GBM), which is the most prevalent form of brain cancer, and by the
European Commission for use in combination with radiotherapy for GBM patients in 25 EU-member states as well as in lceland
and Norway. In 2008, Temooar was approved in Japan for the treatment of rmalignant glioma. The growth rates for TEMODAR are
expected to moderate, as significant market penetration has already been achieved in the treatment of GBM.

International net sales of prescription CLarmin decreased 4 percent to $356 million in 2006 as compared to 2005. Sales in 2005
increased 16 percent to $371 million as compared to 2004 due to the launch of CLarmin Repirass in Japan coupled with an
unusually severe Japanese allergy season during 2005.

Global net sales of INTecriLiv Injection, a glycoprotein platelet aggregation inhibitor for the treatment of patients with acute
coronary syndrome, which is sold primarily in the U.S. by Schering-Plough, increased 5 percent to $329 million in 2006 as
compared to 2005. During 2005, sales decreased 3 percent to $315 million as compared to 2004.

Effective September 1, 2005, Schering-Plough restructured its INTEGRILIN CO-promotion agreement with Millennium. Under the
terms of the restructured agreement, Schering-Plough acquired exclusive U.S. development and commercialization rights to
INTEGRILIN in e@xchange for an upfront payment of $36 million and royalties on INTEGRILIN sales. The restructured agreement calls
for minimum royalty payments of $85 million per year to Millennium in 2006 and 2007.

Global 2006 net sales of ResetoL Capsules, for use in combination with PegINTRON or InTRon A for treating hepatitis C, decreased
6 percent to $311 million as compared to 2005 due to lower sales in Europe and increased competition. Global net salesin 2005
increased 15 percent to $331 million as compared to 2004 due primarily to the launch of the PecINTRON and ResetoL combination
therapy in Japanin December 2004, in Japan, sales in 2005 benefited from the significant number of patients who were waiting
for approval of PecinTroN before beginning hepatitis C treatment. Sales are expected to continue to decline as a result of the
moderation of hepatitis C patient enrollments in Japan and as new competition enters the Japanese market.

Net sales of AveLox, a fluoroguinolone antibiotic for the treatment of certain respiratory and skin infections, sold primarily in the
U.S. by Schering-Plough as a result of its license agreement with Bayer, increased 34 percent to $304 million in 2006 as
compared to $228 million in 2005 due to share growth and new indications. Sales of AveLoxin 2004 represented the initial three
months of sales under the agreement with Bayer, which was effective October 1, 2004.

Global net sales of InTron A Injection, for chronic hepatitis B and C and other antiviral and anticancer indications, decreased
17 percent to $237 million in 2006 as compared to 2005, and 10 percent in 2005 to $287 million as compared to 2004, due to the
conversion to PeaInTRoN for treating hepatitis C in Japan.

International net sales of CaeLyx, for the treatment of ovarian cancer, metastatic breast cancer and Kaposi's sarcoma, increased
13 percent to $206 million in 2006 as compared to 2005 primarily due to an expanding market for this product. Sales in 2005
increased 21 percent to $181 million as compared to 2004, reflecting further adoption of the ovarian cancer and metastatic
breast cancer indications.
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International net sales of Susutex Tablets, for the treatment of opiate addiction, increased 3 percent to $203 million in 2006 as
compared to 2005 due to increased market share. Sales increased 6 percent to $197 million in 2005 as compared to 2004 due
to increased market penetration. In October 2006, Suscxone was appraved by the EU, including the 25 member states as well
as lceland and Norway, for the treatment of opioid dependence.

Global net sates of ELocon cream, a medium-potency topical steroid, decreased 2 percent to $141 million in 2006 as compared
t0 2005, and decreased 14 percent to $144 million in 2005 as compared to 2004, reflecting generic competition that was
introduced in the U.S. during the first quarter of 2005. Generic competition is expected to continue to adversely affect sales of
this product.

Net sales of Ciero, a fluoroquinolone antibiotic for the treatment of certain respiratory, skin, urinary tract and other infections,
sald primarily in the U.S. by Schering-Plough as a result of its license agreement with Bayer, decreased 24 percent to
$111 million in 2006 as compared to $146 million in 2005 due to market share erosion from generic competition. Sales of Cipro
in 2004 represented the initial three months of sales under the agreement with Bayer.

Other pharmaceutical net sales include a large number of lower sales volume prescription pharmaceutical products. Several of
these products are sald in limited markets outside the U.S., and many are multiple source products no longer protected by
patents. These products include treatments for respiratory, cardiovascular, dermatological, infectious, oncological and other
diseases. Included in other pharmaceutical sales is sales of Schering-Plough's albuterol products. In 2005, the FDA issued a
Final Rule that requires all CFC albuterol products, including Schering-Plough's ProventiL CFC, be removed from the market no
later than December 31, 2008. Schering-Plough and other manufacturers of athuterol CFC have to transition to albuterol HFA
{ProvenTiL HFA) prior to this 2008 year-end deadline. Schering-Plough has begun the transition to the HFA product. Schering-
Plough is uncertain as to the ultimate impact on Schering-Plough's overall future sales of PaovenTiL products, due to the
complexities and multiple external factors influencing this transition, including competing albuterol HFA products.

Global net sales of Consumer Health Care products, which include OTC, foot care and sun care products, increased 3 percent
or $30 million as compared to 2005 reflecting an increase in sales of sun care products and Da. ScHoLl's and other foot care
products. Sales were $1.1 bilfion in 2005 and 2004. Sales of OTC Cuarmiv decreased 1 percent to $390 miillion in 2006 as
compared to 2005, and 6 percent to $394 million in 2005 as compared to 2004 as a result of the restrictions on the retail sale of
OTC products containing pseudoephedring (PSE). In addition, OTC Crarimin continues to face competition from private labels
and branded loratadine. Net sales of sun care products increased $18 million or 9 percent in 2006 as compared to 2005, and
%28 million or 16 percent in 2005 as compared to 2004, primarily due to the success of new CopPERTONE CONTINUOUS SPRAY
products launched in 2005. Sales of sun care products in 2005 also reflected a stronger overall suncare season in the U.S.
Future sales are difficult to predict because the consumer health care market is highly competitive, with heavy advertising to
consumers and frequent competitive product introductions.

Global net sales of Animal Health products increased 7 percent to $810 million in 2006 as compared to 2005, and 11 percent in
2005 to $851 million as compared to 2004, reflacting strong growth of core brands across most geographic and species areas
led by higher sales of companion animal products in 2006 while the products serving the U.S. cattle market, including NurLoR,
and the vaccine business led sales growth in 2005. The increased net sales were also due in part to better product supply in the
U.S. Schering-Plough expects this growth rate to moderate due to increased competition, including the introduction of generic
products,
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COSTS, EXPENSES AND EQUITY INCOME A summary of costs, expenses and equity income for the years ended December 31,
20086, 2005 and 2004 is as follows:

% Increase {Decrease}

{Dollars in millions) 2006 2005 2004  2006/2005 2005/2004
Gross margin 65.1% 648% 629% 0.3% 1.9%
Selling, general and administrative (SG&A) $4,718 $4,374 $3.811 79% 14.8%
Research and development (R&D) 2,188 1,865 1,607 17.3% 16.1%
Other (incomel/fexpense, net (135) 5 146 N/M N/M
Special charges . 102 294 153 N/M N/M
Equity income from cholesteral joint venture (1,459) (873) (347) N/M N/M

N/M = Not a meaningful percentage

Substantially all the sales of cholesterol products are not included in Schering-Plough’s net sales. The results of these sales are
reflected in equity income from cholesterol joint venture. In addition, due to the virtual nature of the joint venture, Schering-
Plough incurs substantial selling, general and administrative expenses that are not captured in equity income but are included in
Schering-Plough’s Statements of Consolidated Operations. As a result, Schering-Plough's gross margin, and ratios of SG&A
expenses and R&D expenses as a percentage of net sales do not reflect the benefit of the impact of the joint venture’s
operating results.

Gross Margin Despite negative impacts on cost of sales from the costs resulting from Schering-Plough’s actions to
streamline its manufacturing operations during 2006, gross margin increased to 65.1 percent in 2006 from 64.8 percent in
2005. This improvement in gross margin is primarily due to increased sales of higher margin products and process improve-
ments within Schering-Plough’s supply chain, including cost savings from the manufacturing streamlining activities completed
during 2006. In 20086, cost of sales included charges totaling $146 million associated with Schering-Plough's actions to
streamline its manufacturing operations, offset by savings of approximately $30 million as a result of these actions. See Note 2,
“Special Charges and Manufacturing Streamlining” to the Consofidated Financial Statements for additional information.

Gross margin increased to 64.8 percent in 2005 from 62.9 percent in 2004, primarily due to supply chain process improvements,
increased sales of higher-rargin products and a favorable impact from foreign exchange, partly offset by higher royalties related to
the Bayer products and, beginning September 1, 2005, royalties for INTEGRILIN,

Selling, General and Administrative Selling, general and administrative expenses (SG&A) increased 8 percent to $4.7 billion
in 2006 as compared to 2005, reflecting ongoing investments in emerging markets and field support for product launches as
well as higher promotional spending.

SG&A expenses increased 15 percent to $4.4 billion in 2005 as compared to $3.8 billionin 2004. This increase was primarily due
to the addition in the 2004 fourth quarter of Bayer sales representatives, increased selling expenses in Europe to support the
continued launch of Vytorin and Zemia, and increased promotional spending, primarily for Nasonex, Asmanex and the products
under the agreement with Bayer.

Research and Development Research and development {R&D) spending increased 17 percent to $2.2 billion in 2006 as
compared to the 2005 period. In 2005, R&D spending increased 16 percent to $1.9 billion as compared to the 2004 period. The
2006 increase was due to higher costs associated with clinical trials as well as building greater breadth and capacity to support
Schering-Plough's progressing pipeline. The 2005 increase is partially due to a $124 million charge in the third quarter of 2005
resulting from Schering-Plough’s exercise of its rights to develop and commercialize golimumab. R&D spending for 2004
included an $80 million charge in conjunction with the ficense from Toyama Chemical Company Ltd. for garenoxacin. Generally,
changes in R&D spending reflect the timing of Schering-Plough’s funding of both internal research efforts and research
collaborations with various partners to discover and develop a steady flow of innovative products.
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To maximize Schering-Plough’s chances for the successful development of new products, Schering-Plough began a Devel-
opment Excellence initiative in 2005 to build talent and critical mass, create a uniform level of excelience and deliver on high-
priority programs within R&D. In 2008, Schering-Plough began a Global Clinical Marmonization Program to maximize and
globalize the quality of clinical trial execution, pharmacavigilance and regulatory processes.

Other (Incomel/Expense, Net Schering-Plough had other income, net, of $135 million in 2006 as compared to other expeanse,
net, of $5 million and $146 miilion in 2005 and 2004, respectively, due 1o higher interest rates on larger overall balances of cash
equivalents and short-term investments.

Special charges and Manufacturing Streamlining

2006 Manufacturing Streamlining

During 2008, Schering-Plough implemented changes to its manufacturing operations in Puerto Rico and New Jersey to
streamling its global supply chain and further enhance Schering-Plough's long-term competitiveness. These changes resulted
in the phase-out and closure of Schering-Plough’s manufacturing operations in Manati, Puerto Rico, and additional workforce
reductions in Las Piedras, Puerto Rice, and New Jersey. In total, these actions have resulted in the elimination of over 1,000
positions. Schering-Plough expects these actions 10 vield annualized cost savings of approximately $100 million.

Special Charges: Special charges in 2008 related to the changes in Schering-Plough’s manufacturing operations totaled
£102 million. These charges consisted of approximately $47 million of severance and $55 million of fixed asset impairments.

Cost of Sales: Included in 2006 cost of sales was approximately $146 million consisting of $93 million of accelerated
depreciation, $48 million of inventory write-offs, and $7 million of other charges related to the closure of Schering-Plough’s
manufacturing facilities in Manati, Puerto Rico.

The follawing table summarizes activities reflected in the consoclidated financial statements related to changes to Schering-
Plough's manufacturing operations which were completed in 2006:

Charges

included in  Special  Total Cash  Non-Cash Accrued
{Dollars in millions) Cost of Seles Charges Charges Payments Charges Liability
Accrued liability at January 1, 2006 $—
Severance $ — $47 $ 47 335 $ — 12
Asset impairments — 55 55 — (55) —
Accelerated depreciation 93 — 93 — (93) —
Inventory write-offs 48 — 48 — 46} —
Other 7 — 7 {2} {8y —

Totat $i46 $102 %248 {37 (199

Accrued liability at December 31, 2006 $12

The accrued liability balance at December 31, 2008, is expected 1o be paid during the first quarter of 2007. Schering-Plough
does not expect to incur any material additional charges related to the manufacturing streamlining actions announced in 2006.

2004-2005 Special Charge Activities

Special charges incurred in 2005 and 2004 are as follows;

(Dollars in millions} 2005 2004
Litigation charges $250 % —
Employee termination costs 28 119
Asset impairment and other charges 16 34

$294 %153
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Litigation charges: In 2005, litigation reserves were increased by $250 million. This increase resulted in a total reserve of
$500 million for the Massachusetts Investigation, as well as the investigations and the state litigation disclosed under "AWP
Litigation and Investigations” in Note 19, “Legal, Environmental and Regulatory Matters, " representing Schering-Plough’s
then current estimate to resolve this matter. On August 28, 2006, Schering-Plough announced it had reached an agreement
with the U.S. Attorney's Office for the District of Massachusetts and the U.S. Department of Justice to settle the Massa-
chusetts Investigation for an aggregate amount of $435 million plus interest. This settlement amount relates only to the
Massachusetts Investigation. The AWP investigations and litigation are ongoing. Subsequent to December 31, 20086, Schering-
Plough made payments totating $388 million related to this settlement including interest of $12 million. Substantially all the
remaining payments under this settlement agreement will be paid in the remainder of 2007. See Note 19, “Legal, Environ-
mental and Regulatory Matters” to the Consolidated Financial Statements for additional information.

Employee termination costs: In August 2003, Schering-Plough announced a global workforce reduction initiative. The first
phase of this initiative was a Voluntary Early Retirement Program {VERP) in the U.S. Under this program, eligible employees in
the U.S. had until December 15, 2003, to elect early retirement and receive an enhanced retirement benefit. Approximately 900
employees elected to retire under the program, ali of which retired by December 31, 2005. The total cost of this program was
approximately $191 million, comprised of increased pension costs of $108 million, increased post-retirement health care costs
of $57 million, vacation payments of $4 million and costs related to accelerated vesting of stock grants of $22 million. Amounts
recognized in 2005 and 2004 for this program were $7 million and $20 million, respectively. No additional amounts are expected
to be recognized under this program.

Termination costs not associated with the VERP totaled $21 million and $99 miliion in 2005 and 2004, respectively.

The following summarizes the activity in the accounts related to employee termination costs:

Employee Termination

{Dollars in millions} Costs

Special charges liability balance at December 31, 2003 $ 29
Special charges incurred during 2004 $119
Credit to retirement benefit plan liability 20}
Disbursements (110}
Special charges liability balance at December 31, 2004 $ 18
Special charges incurred during 2005 $ 28
Credit to retirement benefit plan lability (7)
Disbursemnents {35)
Special charges liability balance at December 31, 2005 s 4
Disbursements {4
Special charges liability balance at December 31, 2006 5 —

Asset impairment and other charges: For the year ended December 31, 2005, Schering-Plough recognized asset impair-
ment and other charges of $16 million related primarily to the consolidation of Schering-Plough's U.S. biotechnology
organizations.

Schering-Plough recorded asset impairment and other charges of $34 million in 2004, related primarily to the shutdown of a
small European research and development facility.

Equity Income from Cholesterol Joint Venture Global cholesterol franchise sales, which include sales of VyToriN and ZeTia,
made by the cholesteral joint venture with Merck and Schering-Plough totaled $3.9 billion, $2.4 billion, and $1.2 billion in 2006,
2005, and 2004, respectively. The sales growth in 2006 was due to an increase in market share. The 2005 sales comparison
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benefited from the U.S. launch of Vyroriv in the second half of 2004. As a franchise, the two products combined have captured
more than 15 percent of total prescriptions in the U.5. cholesterol management market (based on January 2007 IMS data).

Schering-Plough utilizes the equity method of accounting for the joint venture. Sharing of income from operations is based
upon percentages that vary by product, sales level and country. Schering-Plough's allocation of joint venture income is
increased by milestones sarned. Merck and Schering-Plough {the Partners) bear the costs of their own general sales forces and
commercial overhead in marketing joint venture products around the world. In the U.S., Canada and Puerto Rico, the
cholesterol agreements provide for a reimbursement to each Partner for physician details that are set on annual basis, and in
ltaly, a contractual amount is included in the profit sharing calculation that is not reimbursed. These amounts are equal to each
Partner's physician details multiplied by a contractual fixed fee. Schering-Plough reports these amounts as part of equity
income from the cholesterol joint venture. These amounts do not represent specific, incremental and identifiable costs for
Schering-Plough's detailing of the cholesterol products in these markets. In addition, these amounts are not reflective of
Schering-Plough's sales effort related to the joint venture, as Schering-Plough's sales force and related costs associated with
the joint venture are generally estirated 1o be higher,

Costs of the joint venture that the Partners contractually share are a portion of manufacturing costs, specifically identified
promotion costs lincluding direct-toconsumer advertising and direct and identifiable out-of-pocket promotion) and other
agreed upon costs for specific services such as market support, market research, market expansion, a specialty sales force and
physician education programs.

Certain specified research and development expenses are generally shared equally by the Partners. Additional information
regarding the joint venture with Merck is also included in Note 3, “Equity Income from Cholesterol Joint Venture” to the
Consolidated Financial Statements.

Equity income from cholesterol joint venture totaled $1.5 billion, $873 million and $347 million in 2006, 2005 and 2004,
respectively. The increase in 2006 equity income as compared to 2005 reflected continued strong sales of VyToriN and ZETiA.
The 2005 equity income comparison benefited from the U.S. launch of Vyterin in the second half of 2004,

During 2005 and 2004, Schering-Plough recognized milestones from Merck of $20 million and $7 million, respectively. The
$20 million milestone in 2005 related to certain European approvals of VYTorRIn (ezetimibe/simvastatin) in 2005, The $7 million
milestone in 2004 related to the approval of ezetimibe/simvastatin in Mexico in 2004. Under certain other conditions, as
specified in the joint venture agreements with Merck, Schering-Plough could earn additional milestones totaling $105 million,

It should be noted that Schering-Plough incurs substantial selling, general and administrative and other costs, which are not
reflected in equity income from the cholesterol joint venture and instead are included in the overall cost structure of Schering-
Plough.

Provision for Income Taxes Tax expense was $362 million, $228 million and $779 million in 2006, 2005 and 2004,
respectively. The tax provisions in 2006, 2005 and 2004 do not include any benefit related to U.S. operating losses. During
2004, Schering-Plough established a valuation allowance on its net U.S. deferred tax assets, including the benefit of
U.S. operating losses, as management concluded that it is not more likely than not that the benefit of the U.S. net deferred
tax assets can be realized. At December 31, 2006, Schering-Plough continues to maintain a valuation allowance against its
U.S. deferred tax assets, Schering-Plough expects toreport a U.S. Net Operating Loss (NOL) carryforward of $1.54 billion on its
tax return for the year ended December 31, 2006. This U.S. NOL carryforward could be materially reduced after examination of
Schering-Plough's income tax returns by the Internal Revenue Service (IRS).

In 20086, Schering-Plough generated approximately $600 million in U.S. operating losses; however, due to differences between
financial and tax reporting, the expected NOL to be generated on the 2006 U.S. tax return wilt be less than the U.S. operating loss
for the year. Schering-Plough expects to continue to generate U.S. operating losses in 2007; however, the U.S. NOL will be
subject to differences between financial and tax reporting.

The 2006 and 2008 income tax provision primarily relates to foreign taxes. The 2005 tax provision includes a benefit of $46 miltion
related to an IRS Notice issued in August 2005, which resulted in a reduction of the previously accrued tax liability attributable to
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repatriations under the American Jobs Creation Act of 2004 {AJCA). The 2004 tax provision includes a $417 million charge related
to the intended AJCA repatriation that took place in 2005.

The IRS is examining Schering-Plough’s 1997-2002 federal income tax returns and is in the process of completing that
examination. Schering-Plough anticipates that the examination will be completed before the end of 2007. The finatization of this
IRS audit may result in adjustments ta Schering-Plough’s accruals for tax contingencies and the U.S. NOLs as reported on
Schering-Plough's income tax returns. Schering-Plough’s tax reserves reflect its best estimate of the probable tax liability;
however, it is reasonably possible that the ultimate resolution of these tax matters may be materially greater or less than the
amount accrued.

In July 2008, the FASB issued FASB Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes.” FIN 48
prescribes detailed guidance for the financial statement recognition, measurement and disclosure of uncertain tax positions
recognized in an enterprise’s financial statements in accordance with FASB Statement No. 108, “Accounting for Income
Taxes."” Schering-Plough is required to apply the provisions of this interpretation beginning on January 1, 2007. The provisions
of FIN 48 will be applied to all existing uncertain income tax positions on the effective date. Upon the implementation of FIN 48,
the cumulative effect of applying the provisions of this Interpretation will be reported as an adjustment to the opening balance
of Schering-Plough's retained earnings in 2007. Although Schering-Plough is still evaluating the potential impact of FIN 48, it
expects a decrease to opening retained earnings as of January 1, 2007, from $225 million to $300 million with a corresponding
increase to the appropriate tax liability accounts upon the adoption of this Interpretation.

Net Income/(Loss) Available to Common Shareholders Schering-Plough had net income/{loss) available to common
shareholders of $1.1 billicn, $183 million and $(881} million for 2006, 2005 and 2004, respectively. Net income available to
common shareholders for 2006 and 2005 included the deduction of preferred stock dividends of $86 million, in each period,
related to the issuance of the 6 percent Mandatory Convertible Preferred Stock in August 2004, The 2004 net loss available to
common shareholders included the deduction of preferred stock dividends of $34 million. Net income/{loss) available to
common shareholders for 2006, 2005 and 2004 also included special charges and manufacturing streamlining costs of
approximately $248 million, $294 million and $153 million, respectively. See Note 2, “Special Charges and Manufacturing
Streamlining” to the Consolidated Financial Statements for additional information. In addition, 2006 net income available to
common sharehelders included an income item of $22 million resulting from the cumulative effect of a change in accounting
principle, net of tax, related to the implementation of SFAS 123R, “Share-Based Compensation.”

LIQUIDITY AND FINANCIAL RESOURCES

DISCUSSION OF CASH FLOW

For the Years Ended December 31,

{Dollars in millions} 2006 2005 2004
Cash flow from operating activities $2161 %882 § (154)
Cash flow from investing activities {2,908) (454) 621)
Cash flow from financing activities {1,361) (633) 1,534

Operating Activities In 2006, net cash provided by operating activities was $2.2 billion, an increase of $1.3 billion as compared
to 2005. The increase primarily resulted from higher net income and the timing of operating cash payments and receipts. As
disclosed in Note 19, “Legal, Environment and Regulatory Matters” to the Consolidated Financial Statements, Schering-
Piough has reached an agreement with the U.S. Attorney's Office for the District of Massachusetts and the U.S. Department of
Justice to settle the Massachusetts Investigation for an aggregate amount of $435 million plus interest. Subsequent to
December 31, 2008, Schering-Plough made payments totaling $388 million refated to this settlement, including interest of
$12 million. Substantially all the remaining payments under this settlement agreement will be paid in the remainder of 2007.
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In 2005, operating activities generated $882 million of cash, compared with a use of $154 million in 2004. The increase was
primarily due to higher net income and timing of payments of special charges related to litigation, partially offset by an increase
in accounts receivable due to sales growth; payments of approximately $375 million to tax authorities for tax liabilities related to
the repatriation of foreign earnings under the AJCA; and tax payments of $239 million related to the settlement of certain tax
contingencies far the tax years 1993 through 1996. Tax charges related to the AJCA were expensed in 2004.

in 2004, operating cash flow was favarably impacted by a U.S. tax refund of $404 million as a result of oss carryback. However,
cash flow was unfavorably impacted by a $473 million payment to the U.S. government for a tax deficiency related to certain
transactions in tax years 1991 to 1992 and the payment of $294 million under the settlement agreement with the
U.S. Attorney’s office for the Eastern Bistrict of Pennsylvania.

Investing Activities Netcash used for investing activities during 2006 was $2.9 billion primarily related to the net purchases of
short-term investments of $2.4 billion previously invested in cash equivalents and $468 million of capital expenditures.

Net cash used for investing activities during 2005 was $454 million, primarily related to $478 million of capital expenditures and
the purchase of intangible assets of $51 million, partially offset by proceeds from sales of property and equipment of $43 million
and the net reduction in short-term investments of $33 million.

Net cash used for investing activities in 2004 was $621 million and included capital expenditures of $489 million and net
purchases of investments of $264 million, partially offset by cash proceeds of $118 million from the transfer of license rights
and $7 million from the dispositions of property and equipment.

Financing Activities Net cash used for financing activities during 2006 and 2005 was $1.4 billion and $633 million, respec-
tively. Uses of cash for financing activities in 2006 and 2005 include the payment of dividends on common and preferred shares
of 8412 million and $410 million, respectively; the repayment of $1.0 billion of bank debt and short-term commercial
borrowings in 2006, and $1.2 billion of short-term commercial paper borrowings in 2005. Uses of cash for financing activities
in 2005 was partially offset by proceeds of $900 million from bank debt incurred by a foreign subsidiary related to funding of a
portion of the repatriations under the AJCA during 2005. This bank debt was fully repaid in 2006.

The net cash provided by financing activities in 2004 reflected proceeds of $1.4 billion from the preferred stock issuance and
$546 million from the increase in short-term borrawings, partially offset by the payment of dividends on common and preferred
shares of $354 million. '

Other Discussion of Cash Flows Schering-Plough is moving forward with additional investments to enhance its infrastruc-
ture and business and currently is in the process of building a U.S. pharmaceutical sciences center in New Jersey. Capital
expenditures of approximately $38 mitlion were made in 2006 related to this center. Additional capital expenditures of
approximately $260 million are expected over the next three years. This center will allow Schering-Plough to streamline and
integrate its drug development process, where products are moved from the drug discovery pipeline to market. There will be
additional related expenditures to upgrade equipment and staffing for this center.

In 2006, U.S. operations generated negative cash flow. U.S. operations have cash needs in excess of cash generated in the
U.S. The U.S. operations must fund dividend payments, the majority of research and development costs and U.S. capital
expenditures. It is expected that the U.S. operation will also generate negative cash flow in 2007.

Total cash, cash equivalents and short-term investments less total debt was approximately $3.3 billicn at December 31, 2006.
Cash generated from operations and available cash and short-term investments are expected to provide Schering-Plough with
the ability to fund cash needs for the intermediate term.

& PERCENT MANDATORY CONVERTIBLE PREFERRED STOCK |In August 2004, Schering-Plough issued 6 percent mandatory con-
vertible preferred stock and received net proceeds of $1.4 billion after deducting commissions, discounts and other under-
writing expenses. The proceeds were used to reduce short-term commercial paper borrowings, pay tax and litigation
settlement amounts and litigation costs, and to fund operating expenses and capital expenditures. The preferred stock
was issued under Schering-Plough’s $2.0 billion shelf registration, and each preferred share will automatically convert into
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between 2.2451 and 2.7840 common shares of Schering-Plough depending on the average closing price of Schering-Plough's
commoan shares over a period immediately preceding the mandatory conversion date of September 14, 2007, as defined in the
prospectus. See Note 15, “Shareholders’ Equity” to the Consolidated Financial Statement, for additional infermation. The
conversion of these preferred shares will not trigger any cash payment by Schering-Plough. At December 31, 2006,
$563 million remains registered and un-issued under the shelf registration.

BORROWINGS AND CREDIT FACILITIES On November 26, 2003, Schering-Plough issued $1.25 billion aggregate principal amount
of 5.3 percent senior unsecured notes due 2013 and $1.15 billion aggregate principal amount of 6.5 percent senior unsecured
notes due 2033. Proceeds from this offering of $2.4 hillion were used for general corporate purposes, including repaying
commercial paper outstanding in the U.S. Upon issuance, the notes were rated A3 by Moody's Investors Service (Moody’s) and
A+ (on Credit Watch with negative implications} by Standard & Poor's (S&P). The interest rates payable on the notes are subject
to adjustment. |f the rating assigned to the notes by either Moody’s or S&P is downgraded below A3 or A-, respectively, the
interest rate payable on that series of notes would increase. See Note 13, “Short-Term Borrowings, Long-Term Debt and Other
Commitments” to the Consolidated Financial Statement, for additional information.

On July 14, 2004, Moody's lowered its rating on the notes to Baal. Accordingly, the interest payable on each note increased
25 basis points effective December 1, 2004. Therefore, on December 1, 2004, the interest rate payable on the notes due 2013
increased from 5.3 percent to 5.65 percent, and the interest rate payable on the notes due 2033 increased from 6.5 percent to
6.75 percent. This adjustment to the interest rate payable on the notes increased Schering-Plough's interest expense by
approximately $6 million annually. The interest rate payable on a particular series of notes will return to 5.3 percent and
6.5 percent, respectively, and the rate adjustment provisions will permanently cease to apply if, following a downgrade by
either Moody's or S&P below A3 or A-, respectively, the notes are subsequently rated above Baal by Moody's and BBB+ by
S&P.

Schering-Plough has a $1.5 billion credit facility with a syndicate of banks. This facility matures in May 2009 and requires
Schering-Plough to maintain a total debt to total capital ratio of no more than 60 percent, which was met at December 31, 2006.
This credit fine is available for general corporate purposes and is considered as support to Schering-Plough’s commercial paper
borrowings. Borrowings under this credit facility may be drawn by the U.S. parent company or by its wholly-owned
international subsidiaries when accompanied by a parent guarantee. This facility does not require compensating balances;
however, a nominal commitment fee is paid. As of December 31, 2005, $325 million was drawn under this facility by a wholly-
owned international subsidiary for the purposes of funding repatriations under the AJCA. During 2008, this borrowing amount
was fully repaid. As of December 31, 2006, no borrowings were outstanding under this facility.

In addition to the above credit facility, Schering-Plough entered into a $575 million credit facility during the fourth quarter of
2005 for the purposes of funding repatriations under the AJCA. As of December 31, 2005, the entire amount was drawn by a
wholly-owned international subsidiary to fund the repatriations. This facility was paid in full and terminated in 2006.

As of December 31, 2008 and 2005, short-term borrowings, including the credit facilities mentioned above, totaled $242 million
and $1.2 billion, respectively, including outstanding commercial paper of $149 million and $298 million, respectively. The
weighted-average interest rate for short-term borrowings at December 31, 2006 and 2005 was 6.4 percent and 4.7 percent,
respectively.

CREDIT RATINGS Schering-Plough's current unsecured senior credit ratings and outlook are as follows:

Senior Uasecured Credit Ratings Long-term  Short-term Outtook
Moody's Investors Service Baa1l p-2 Positive
Standard and Poor's A— A-2 Stable
Fitch Ratings A— F-2 Stable

The short-term ratings discussed above have not significantly affected Schering-Plough's ability to issue or roll over its
outstanding commercial paper borrowings at this time. However, Schering-Plough believes the ability of commercial paper
issuers, such as Schering-Plough, with one or more short-term credit ratings of P-2 from Moody's, A-2 from S&P andfor F-2
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from Fitch to issue or roll over outstanding commercial paper can, at times, be less than that of companies with higher short-
term credit ratings. In addition, the total amount of commercial paper capacity available to these issuers is typically less than
that of higher-rated companies. Schering-Plough’s sizable lines of credit with commercial banks as well as cash and short-term
investments held by U.S. and international subsidiaries serve as alternative sources of liquidity and to support its commercial
paper program,

Schering-Plough's credit ratings could decline below their current levels. The impact of such decline could reduce the
availability of commercial paper berrowing and would increase the interest rate on Schering-Plough's short- and long-term
debt. As discussed above, Schering-Plough believes that existing cash, short-term investments and cash generated from
operations will alow Schering-Plough to fund its cash needs for the intermediate term.

CONTRACTUAL OBLIGATIONS AND OFF-BALANCE SHEET ARRANGEMENTS Schering-Plough has various contractual obligations that
are reported as liabilities in the Consolidated Balance Sheets and others that are not required to be recognized as liabilities such
as centain purchase commitments and other executory contracts. The following table summarizes payments due by period
under Schering-Plough's known contractual obligations at December 31, 2006.

Payments Due by Period

Less Than More Than

{Dollars in millions) Total 1 Year 1-3 Years  3-5 Years 5 Years
Short-term borrowings and current portion of long-

term debt $ 242 3 242 $ — $— 38 —
Long-term debt obligations (1) 2414 2 3 2 2,407
Onperating lease obligations 264 85 106 38 35
Purchase obligations:

Advertising contracts 117 117 — — —

Research contracts (2) 141 126 9 4 2

Capital expenditure commitments 181 179 2 - —

Other purchase obligations { 3) 1,643 1,662 55 19 7
Deferred compensation plan obligations 85 14 11 18 42
Other obligations {4 } 391 247 19 16 109
Total $5,478 32,574 $205 $97 $2.602

{ 1) Long-term debt obfigations include the $1,250 million aggregate principal amount of 5.55 percent senior, unsecured notes due 2013
and $1, 150 mitlion aggregate principal amount of 6.75 percent senior, unsecured notes due 2033 and excludes interest obligations.
See Note 13, “Short-Term Borrowings, Long-Term Debt and Other Commitments, ™ to the Consolidated Financial Staterments Data,
for additional information.

{ 2) Research contracts do not include any potential milestone payments to be made since such payments are contingent on the
occurrence of certain events. The table also excludes those research contracts that are cancelable by Schering-Plough without

penalty.
{ 3} Other purchase obligations consist of both cancelable and non-cancelable inventory and expense items.

{4} This caption includes obligations, based on undiscounted amounts, for estimated payments under certain of Schering-Plough’s
pension plans, preferred stock dividends and other contractual obligations,

REGULATORY AND COMPETITIVE ENVIRONMENT IN WHICH SCHERING-PLOUGH OPERATES

Schering-Plough is subject to the jurisdiction of various national, state and local regulatory agencies. These regulations are
described in more detail in Iterm 1, “Business,” of Schering-Plough’s 2006 10-K. Regulatory compliance is complex, as
regulatory standards {including Good Clinical Practices, Good Laboratory Practices and Good Manufacturing Practices) vary by
jurisdiction and are constantly evolving. Regulatory compliance is also costly. Regulatory compliance also impacts the timing
needed to bring new drugs to market and to market drugs for new indications. Further, failure to comply with regulations can
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result in delays in the approval of drugs, seizure or recall of drugs, suspension or revocation of the authority necessary for the
production and sale of drugs, fines and other civil or criminal sanctions.

Regulatory compliance, and the cost of compliance failures, can have a material impact on Schering-Plough’s results of
operations, its cash flows or financial condition.

Much is still unknown about the science of hurnan health and with every drug there are benefits and risks that may be balanced.
Societal and government pressures are constantly shifting between the demand for innovation to meet urgent unmet medical
needs and adversity to risk. These pressures impact the regulatory environment and the market for Schering-Plough's
preducts.

REGULATORY COMPLIANCE AND PHARMACOVIGILANCE

Consent Decree Since 2002, Schering-Plough has been working under a U.S. FDA Consent Decree to resolve issues involving
Schering-Plough's compliance with current Good Manufacturing Practices (cGMP) at certain of its manufacturing sites in New
Jersey and Puerto Rico. See details in Note 18, "Consent Decree” to the Consolidated Financial Staterments.

Under the terms of the Consent Decree, Schering-Plough made payments totaling $500 million. As of the end of 2005,
Schering-Plough has completed the revalidation programs for bulk active pharmaceutical ingredients and finished drug
products, as well as all 212 Significant Steps of the ¢cGMP Work Plan, in accordance with the schedules required by the
Consent Decree. Schering-Plough has obtained third-party expert certification of completion of the cGMP Work Plan as
required by the Decree. This certification is in turn subject to acceptance by the FDA. Under the terms of the Decree, provided
that the FDA has not notified Schering-Plough of a significant violation of FDA law, regulations, or the Decree in any five-year
period since the Decree's entry in May of 2002, Schering-Plough may petition the court to have the Decree dissolved and the
FDA will not oppose Schering-Plough’s petition. There is no assurance about any particular date when the Consent Decree wil
be lifted.

Regulatory Inspections Schering-Plough is subject to pharmacovigilance reporting requirements in many countries and other
jurisdictions, including the U.S., the EU, and the EU-member states. The requirements differ from jurisdiction to jurisdiction,
but all include requirements for reporting adverse events that occur white a patient is using a particular drugin order to alert the
drug's manufacturer and the governmental agency to potential problems.

During 2003, pharmacovigilance inspections by officials of the British and French medicines agencies conducted at the request
of the European Medicines Agency (EMEA) cited serious deficiencies in reporting processes. Schering-Plough has continued
10 work on its long-term action plan to rectify the deficiencies and has provided regular updates to the EMEA.

During the fourth quarter 2005, local UK and EMEA regulatory authorities conducted a follow up inspection to assess Schering-
Plough's implementation of its action plan. In the first quarter of 2006, these authorities also inspected the U.S.-based
companents of Schering-Plough's pharmacovigilance system. The inspectors acknowledged that progress had been made
since 2003, but also continued to note significant concerns with the quality systems supporting Schering-Plough’s pharma-
covigilance processas. Similarly, in a follow up inspection of Schering-Plough’s clinical triat practices in the UK, inspectors
identified issues with respect to Schering-Plough’s management of clinical trials and refated pharmacovigilance practices.

Schering-Plough intends to continue upgrading skills, processes and systems in clinical practices and pharmacovigilance.
Schering-Plough remains committed to accomplish this work and to invest significant resources in this area. Further, in
February 2006, Schering-Plough began the Global Clinical Harmonization Program for building clinical excellence (in trial design,
execution and tracking), which will strengthen Schering-Plough’s scientific and compliance rigor on a giobal basis.

Schering-Plough does not know what action, if any, the EMEA or national authorities will take in response to the inspections,
Possible actions include further inspections, demands for improvements in reporting systems, criminal sanctions against
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Schering-Plough and/or responsible individuals and changes in the conditions of marketing authorizations for Schering-Plough’s
products.

Regulatory Compliance and Post-Marketing Surveillance Schering-Plough engages in clinical trial research in many countries
around the world. These clinical trial research activities must comply with stringent regulatory standards and are subject to
inspection by U.S., EU, and local country regulatory authorities. Failure to comply with current Good Clinical Practices, cther
applicable laws or regulations or quality processes can result in delays in approval of clinical trials, suspension of ongoing clinical
trials, delays in approval of marketing authorizations, criminal sanctions against Schering-Plough andfor responsible individuals,
changes in the conditions of marketing authorizations for Schering-Plough's products and increased costs.

Clinical trials and post-marketing surveillance of certain marketed drugs of competitors within the industry have raised safety
concerns that have led to recalls, withdrawals or adverse labeling of marketed products. In addition, these situations have
raised concerns among some prescribers and patients relating 1o the safety and efficacy of pharmaceutical products in general.
Schering-Plough’s personnel have regular, open dialogue with the FDA and other regulators and review product labels and
other materials on a regular basis and as new information becomes known.

Following this wake of recent product withdrawals by other companies and other significant safety issues, health authorities
such as the FDA, the EMEA and the PMDA in Japan have continued to increase their focus on safety when assessing the
benefitfrisk balance of drugs. Some health authorities appear to have become more cautious when making decisions about
approvability of new products or indications and are re-reviewing select products that are already marketed, adding further to
the uncertainties in the regulatory processes. There is also greater regulatory scrutiny, especially in the U.S., on advertising and
promoticn and in particular, direct-to-consumer advertising.

Similarly, major health authorities, including the FDA, EMEA and PMDA, have also increased collaboration amongst themselves,
especially with regard to the evaluation of safety and benefit/risk information. Media attention has also increased. In the current
environment, a health authority regulatory action in one market, such as a safety labeling change, may have regulatory, prescribing
and marketing implications in other markets to an extent not previously seen.

Some health authorities, such as the PMDA, have publicly acknowledged a significant backlog in workioad due to resource
constraints within their agency. This backlog has caused long regulatory review times for new indications and products,
including the initial approval of ZeTia in Japan, and has added to the uncertainty in predicting approval timelines in these markets.
While the PMDA has committed to correcting the backlog and has made some progress over the last year, it is expected to
continue for the foreseeable future.

These and other uncertainties inherent in government regulatory approval processes, including, among other things, delays in
approval of new products, formulaticns or indications, may also affect Schering-Plough's cperations. The effect of regulatory
approval processes on operations cannot be predicted.

Sehering-Plough has nevertheless achieved a significant number of important regulatory approvals since 2004, including
approvals for Vytoain, Crarinex D-24, CLarinex Reomass, CLarinex D-12 and new indications for TEmopar and Nasonex. Other
significant approvals since 2004 include Asmanex DP! (Dry Powder for Inhalation) in the U.S.; NoxasiL in the U.S., the EU and
Australia; PecInTron in Japan; and new indications for Remicape. Schering-Plough also has a number of significant regulatory
submissions filed in major markets awaiting approval.

Pricing Pressures As described more specifically in Note 19, “Legal, Environmental and Regulatory Matters,” to the Consol-
idated Financial Statements the pricing, sales and marketing programs and arrangements, and related business practices of
Schering-Plough and other participants in the health care industry are under increasing scrutiny from federal and state
regulatory, investigative, prosecutorial and administrative entities. These entities include the Department of Justice and its
U.S. Attorney’s Offices, the Office of Inspector General of the Department of Health and Human Services, the FDA, the Federal
Trade Commission (FTC) and varicus state Attorneys General offices. Many of the health care laws under which certain of
these governmental entities operate, including the federal and state anti-kickback statutes and statutory and common law false
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claims laws, have been construed broadly by the courts and permit the government entities to exercise significant discretion. in
the event that any of those governmental entities believes that wrongdoing has occurred, one or more of them could institute
civil or criminal proceedings, which, if instituted and resolved unfavorably, could subject Schering-Plough to substantial fines,
penalties and injunctive or administrative remedies, including exclusion from government reimbursement programs. Schering-
Plough also cannot predict whether any investigations will affect its marketing practices or sales. Any such result could have a
material adverse impact on Schering-Plough's results of operations, cash flows, financial condition, or its business.

In the U.S., many of Schering-Plough's pharmaceutical products are subject to increasingly competitive pricing as managed
care groups, institutions, government agencies and other groups seek price discounts. In the U.S. market, Schering-Plough and
other pharmaceutical manufacturers are required to provide statutorily defined rebates to various government agencies in
order to participate in Medicaid, the veterans’ health care program and other government-funded programs.

In most international markets, Schering-Plough operates in an environment of government mandated cost-containment
programs. Several governments have placed restrictions on physician prescription levels and patient reimbursements;
emphasized greater use of generic drugs; and enacted across-the-board price cuts as methods to control costs.

Since Schering-Plough is unable to predict the final form and timing of any future domestic or international governmentat or other
health care initiatives, including the passage of laws permitting the importation of pharmaceuticals into the U.S., their effect on
operations and cash flows cannot be reasonably estimated. Similarly, the effect on operations and cash flows of decisions of
government entities, managed care groups and other groups concerning formularies and pharmaceutical reimbursement policies
cannot be reasonably estimated.

Medicare Schering-Plough cannot predict what net effect the Medicare prescription drug benefit will have on markets and
sales. The new Medicare Drug Benefit {Medicare Part D), which took effect January 1, 2008, offers voluntary prescription drug
coverage, subsidized by Medicare, to more than 40 million Medicare beneficiaries through competing private prescription drug
plans {PDPs) and Medicare Advantage (MA) plans. Many of Schering-Plough's leading drugs are already covered under
Medicare Part B (e.g., TEMODAR, INTEGRILIN and INTRON A). Medicare Part B provides payment for physician services that can
include prescription drugs administered along with other physician services. The manner in which drugs are reimbursed under
Medicare Part B may limit Schering-Plough's ability to offer larger price concessions or make large price increases on these
drugs. Other Schering-Plough drugs have a relatively small portion of their sales to the Medicare population (e.g., CLARINEX, the
hepatitis C franchise). Schering-Plough could experience expanded utilization of Vyiorin and Zemia and new drugs in Schering-
Plough's R&D pipeline. Of greater consequence for Schering-Plough may be the legislation's impact on pricing, rebates and
discounts.

Competition The market for pharmaceutical products is competitive. Schering-Plough's operations may be affected by
technological advances of competitors, industry consolidation, patents granted to competitors, competitive combination
products, new products of competitors, new information from clinical trials of marketed products or post-marketing surveil-
lance and generic competition as Schering-Plough's products mature. In addition, patent positions are increasingly being
challenged by competitors, and the outcome can be highly uncertain. An adverse result in a patent dispute can preclude
commercialization of products or negatively affect sales of existing products. The effect on operations of competitive factors
and patent disputes cannot be predicted.

2007 OUTLOOK

Sehering-Plough is on track with the actions to build long-term high performance in the Build the Base phase of the Action
Agenda. Schering-Plough will continue to make investments to support its geographical expansion strategy and plans to make
sound promotional investments to continue driving the growth of key brands worldwide. Schering-Plough remains focused on
controlling its overhead spending and maintaining a right-sized sales force for its current opportunities in the u.s.
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Schering-Plough currently does not provide numeric guidance. However, the following outlook may be helpful to readers in
assessing future prospects: -

Currently, the U.S. cholesterol lowering market is adjusting to the entry into the market of multiple generic farms of competing
cholesterol products. Despite the introduction of new innovative competing treatments and generic versions of campating
products, Schering-Plough continues to anticipate that sales from Vytorin and Zema will grow in 2007. The decisions of
government entities, managed care groups and other groups concerning formularies and reimbursement policies could
negatively impact the dollar size andfor growth of the cholesterol management market, including VyToriN and ZeTia.

As Schering-Plough’s pipeline continues to progress, it expects that the number of patients in Schering-Plough'’s clinical trials
will increase substantially in 2007. Schering-Plough also will continue to invest in research and development with a focus on
enhancing infrastructure and upgrading processes, systems and talent. As a result, Schering-Plough expects R&D expenses,
excluding any upfront payments, will grow faster than adjusted net sales in 2007. Adjusted net sales is defined as net sales plus
an assumed 50 percent of global cholesterol joint venture net sales. Schering-Plough believes that this growth comparison
provides a useful guideline to review our outlook for R&D expenses.

As a result of Schering-Plough's actions to streamling its manufacturing operations, Schering-Plough expects annualized cost
savings of approximately $100 million in 2007, and gross margin should improve accordingly.

The risks described in Item 1A. "Risk Factors,” in the Schering-Plough 2006 10-K could cause actual results to differ from the
expectations provided in this section.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which is effective for calendar-year
companies on January 1, 2008. The Statement defines fair value, establishes a framework for measuring fair value in
accordance with Generally Accepted Accounting Principles, and expands disclosures about fair value measurements. The
Statement codifies the definition of fair value as the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. The standard clarifies the principle that fair value
should be based on the assumptions market participants would use when pricing the asset or liability and establishes a fair
value hierarchy that prioritizes the information used to develop those assumptions. Schering-Plough is currently assessing the
potential impacts of implementing this standard.

In September 2008, the SEC staff issued Staff Accounting Bulletin (SAB} Topic 1N (SAB 108), “Financial Statements —
Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, ”
which is effective for calendar-year companies as of December 31, 2006. SAB 108 provides guidance on how prior year
misstatements should be taken into consideration when qguantifying misstatements in current year financial statements for
purposes of determining whether the financial statements are materially misstated. Under this guidance, companies should take
into account both the effect of a misstatement on the current year balance sheet as well as the impact upon the current year
income statement in assessing the materiality of a current year misstatement. Once a current year misstatement has been
quantified, the guidance in SAB Topic 1M, "Financial Statements — Materiality,” (SAB 99} should be applied to determine
whether the misstatement is material. The implementation of SAB 108 did not have any impact on Schering-Plough’s financial
statements.

In July 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in income Taxes.” FIN 48
prescribes detailed guidance for the financial statement recognition, measurement and disclosure of uncertain tax positions
racognized in an enterprise’s financial statements in accordance with FASB Statement No. 109, “Accounting for Income
Taxes.” Schering-Plough is required to apply the provisions of this interpretation beginning on January 1, 2007. The provisions
of FIN 48 will be applied to all existing uncertain income tax positions on the effective date. Upon the implementation of FIN 48,
the cumulative effect of applying the provisions of this Interpretation will be reported as an adjustment to the opening balance
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of retained earnings. Although Schering-Plough is still evaluating the potential impact of FIN 48, upen the adoption of FIN 48, it
expects a decrease to opening retained earnings as of January 1, 2007 from $225 million to $300 million with a corresponding
increase to other accrued liability accounts upen the adoption of this Interpretation.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The following accounting policies and estimates are considered significant because changes to certain judgments and
assumptions inherent in these policies could affect Schering-Plough’s financial staternents:

* Revenue Recognition

e Rebates, Discounts and Returns

* Provision for Income Taxes

¢ |Impairment of Intangible Assets and Property

+ Accounting for Pensions and Post-retirement Benefit Plans
+ Accounting for Legal and Regulatory Matters

Revenue Recognition Schering-Plough’s pharmaceutical products are sold to direct purchasers, which include wholesalers,
retailers and certain health maintenance organizations. Price discounts and rebates on such sales are paid to federal and state
agencies, other indirect purchasers and other market participants such as managed care organizations that indemnify
beneficiaries of health plans for their pharmaceutical costs and pharmacy benefit managers.

Schering-Plough recognizes revenue when title and risk of loss pass to the purchaser and when reliable estimates of the
following can be determined:

i. commercial discount and rebate arrangements;
ii. rebate obligations under certain federal and state governmental programs; and
iii. sales returns in the normal course of business.

When recognizing revenue, Schering-Plough estimates and records the applicable commercial and governmental discounts
and rebates as well as sales returns that have been or are expected to be granted or made for products sold during the period.
These amounts are deducted from sales for that period. If reliable estimates of these items cannot be made, Schering-Plough
defers the recognition of revenue. Estimates recorded in prior periods are re-evaluated as part of this process.

Revenue recognition for new praducts is based on specific facts and circumstances including estimated acceptance rates from
established products with similar marketing characteristics. Absent the ability to make reliable estimates of rebates, discounts
and returns, Schering-Plough would defer revenue recognition.

Product discounts granted are based on the terms of arrangements with wholesalers, managed-care organizations and
government purchasers, and certain other market conditions. Rebates are estimated based on sales and contract terms,
historical experience, trend analysis and projected market conditions in the various markets served. Schering-Plough evaluates
market conditions for products or groups of products primarily through the analysis of third-party demand and market research
data as well as internally generated information. Data and information pravided by purchasers and obtained from third parties
are subject to inherent limitations as to their accuracy and validity.

Sales returns are estimated and recorded based on historical sales and returns information, analysis of recent wholesale
purchase information, consideration of stocking levels at wholesalers and forecasted demand amounts. Products that exhibit
unusual sales or return patterns due to dating, competition including expected generic introductions, or other marketing
matters are specifically investigated and analyzed as part of the formulation of return reserves.

Schering-Plough’s agreements with the major U.S. pharmaceutical wholesalers address a number of commercial issues, such
as product returns, timing of payment, processing of chargebacks and the quantity of inventory held by these wholesalers.
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With respect to the quantity of inventory held by these wholesalers, these agreements provide a financial disincentive for these
wholesalers to acquire quantities of product in excess of what is necessary to meet current patient demand. Through the use of
these agreements, Schering-Plough expects to avoid situations where Schering-Plough's shipments of preduct are not
reflective of current demand.

Rebates, Discounts and Returns Schering-Plough's rebate accruals for Federal and State governmental programs, including
Medicaid and Medicare Part D, at December 31, 2006 and 2005 were $115 million and $144 million, respectively. Commercial
discounts, returns and other rebate accruals in the U.S. at December 31, 2006 and 2005 were $371 million and $378 million,
respectively. These accruals are established in the period the related revenue was recognized resulting in a reduction to sales
and the establishment of liabilities, which are included in total current liabilities, or in the case of returns and other receivable
adjustments, an allowance provided against accounts receivable.

In the case of the governmental rebate programs, Schering-Plough'’s payments involve interpretations of relevant statutes and
regulations. These interpretations are subject to challenges and changes in interpretive guidance by governmental authorities.
The result of such a challenge or change could affect whether the estimated governmental rebate amounts are ultimately
sufficient to satisfy Schering-Piough’s obligations. Additional information on governmental inquiries focused in part an the
calculation of rebates is contained in Note 19, “Legal, Environmental and Regulatory Matters” to the Consolidated Financial
Statements. In addition, it is possible that, as a result of governmental challenges or changes in interpretive guidance, actual
rebates could materially exceed amounts acerued.

The following summarizes the activity in the accounts related to accrued rebates, sales returns and discounts:

Year Ended December 31,  Yoear Ended December 31,

{Dollars in millions} 2006 2005
Accrued Rebates/Returns/Discounts, Beginning of Pericd 522 $ 537
Provision for Rebates 474 479
Adjustment to prior-year estimatas{ 1) {56} —
Payments {460) {495)
{42) (16}
Provision for Returns 124 116
Adjustment to prior-year estimates (8 —_
Returns {121} (167}
(5) {51)
Provision for Discounts 605 458
Adjustment to prior-year estimates {6) —
Discounts granted {588) {407)
11 52
Accrued Rebates/Returns/Discounts, End of Period $ 486 $522

{ 1) For the year ended December 31, 2006, the adjustment to prior-year estimates for rebates includes $24 million resulting from the
reversal of the accrued rebate amounts recorded in 2005 and 2004 for the TRICARE Retaif Pharmacy Program that in August 2006, the
U.S. Federal Court of Appeals ruled pharmaceutical manufacturers are not obligated to pav,

in formulating and recording the above accruals, management utilizes assumptions and estimates that include histerical
experience, wholesaler data, the projection of market conditions, the estimated lag time between sale and payment of a
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rebate, utilization estimates, and forecasted product demand amounts as discussed under the critical accounting policy entitled
“Revenue Recognition.”

As part of its review of these accruals, management performs a sensitivity analysis that considers differing assumptions, which
are most subject to judgment in its rebate accrual calculation. Based upon Schering-Plough’s sensitivity analysis, reasonably
passible changes to assumptions related to rebate accruals for Federal and State governmental programs could favorably or
unfavorably impact net sales and income before taxes by approximately $20 million for 2006.

Provision for Income Taxes As of December 31, 2006, taxes have not been provided on approximately $4.2 billion of earnings of
international subsidiaries as Schering-Plough considers these earnings indefinitely reinvested in its international subsidiaries.

Schering-Plough believes that its accrual for tax contingencies is adequate for all open years, based on past experience,
interpretations of tax law, and judgments about potential actions by taxing authorities. Schering-Plough accrues liabilities for
identified tax contingencies that result from tax positions taken that could be chatlenged by tax authorities. Schering-Plough's
tax reserves reflect Schering-Plough’s best estimate of the probable tax liability, however, it is reasonably possible that the
ultimate resolution of any tax matters may be materially greater or less than the amount accrued. Schering-Plough will adopt
FIN 48, “Accounting for Uncertainty in Income Taxes,” on January 1, 2007. See "Impact of Recently Issued Accounting
Standards” as discussed above for additional information regarding the expected impacts on Schering-Plough’s financial
statements from the implementation of FIN 48,

Schering-Plough’s potential tax exposures result from the varying application of statutes, regulations and interpretations and
include exposures on intercompany terms of cross border arrangements and utilization of cash held by foreign subsidiaries
{investment in U.S. property}. Although Schering-Plough’s cross border arrangements between affiliates are based upon
internationally accepted standards, tax authorities in various jurisdictions may disagree with and subseguently challenge the
amount of profits taxed in their country.

Schering-Plough records a valuation allowance to reduce its deferred tax assets to the amount that is more likely than not to be
realized. Schering-Plough has considered ongoing prudent and feasible tax planning strategies in assessing the need for a
valuation allowance. In the event Schering-Plough were to determine that it would be able to realize all or an additional portion
of its net deferred tax assets, an adjustment to the valuation allowance would increase income in the period such determination
is made. Likewise, should Schering-Plough subsequently determine that it would not be able to realize all or an additional
portion of its remaining net deferred tax asset in the future, an adjustment to the deferred tax asset would be charged to
income in the period such determination was made.

Impairment of Intangible Assets and Property Intangible assets representing the capitalized costs of purchased goodwill, patents,
licenses and other forms of intellectual property totaled $492 million at December 31, 2006. Annual amortization expense in
each of the next five years is estimated to be approximately $45 million per year based on the intangible assets recorded as of
December 31, 2006. The value of these assets is subject to continuing scientific, medical and marketplace uncertainty. For
example, if a marketed pharmaceutical product were to be withdrawn from the market for satety reasons or if marketing of a
product could only occur with pronounced warnings, amounts capitalized for such a product may need to be reduced due to
impairment. Events giving rise to impairment are an inherent risk in the pharmaceutical industry and cannot be predicted.
Management regularly reviews intangible assets for possible impairment.

Certain of Schering-Plough’s manufacturing sites operate below capacity. Overall costs of operating manufacturing sites have
significantly increased due to the Consent Decree and other compliance activities. Schering-Plough’s manufacturing cost base
is relatively fixed. Actions on the part of management to significantly reduce Schering-Plough’s manufacturing infrastructure
involve complex issues. As a result, shifting products between manufacturing plants can take many years due to construction
and regulatory requirements, including revalidation and registration requirements. Management continues to review the
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carrying value of certain manufacturing assets for indications of impairment. Future events and decisions may lead te additicnal
asset impairments andfor related costs.

Accounting for Pension and Post-retirement Benefit Plans Pension and other post-retirement benefit plan information for financial
reporting purposes is calculated using actuarial assumptions. Schering-Plough assesses its pension and other post-retirement
benefit plan assumptions on a regular basis. In evaluating these assumptions, Schering-Plough considers many factors,
including evaluation of the discount rate, expected rate of return on plan assets, healthcare cost trend rate, retirement age
assumption, Schering-Plough’s historical assumptions compared with actual results and analysis of current market conditions
and asset allocations. See Note 7, “Retirement Plans and Other Post-Retirernent Benefits,” to the Consolidated Financial
Statements for additional information.

Discount rates used for pension and other post-retirement benefit plan calculations are evaluated annually and modified to
reflect the prevailing market rates at the measurement date of a high-quality fixed incorme debt instrument portfolio that would
provide the future cash flows needed to pay the benefits included in the benefit obligations as they come due. In countries
where debt instruments are thinly traded, estimates are based on available market rates.

Actuarial assumptions are based upon management's best estimates and judgment. With other assumptions held constant, an
increase of 60 hasis points in the discount rate would have an estimated favorable impact of $23 million on net pension and
post-retirement benefit cost and an increase of 50 basis points in the expected rate of return assumption would have an
estimated favorable impact of $8 million on net pension and post-retirement benefit cost. With other assumptions held
constant, a decrease of 50 basis points in the discount rate would have an estimated unfavorable impact of $33 million on net
pension and post-retirement benefit cost and a decreased of 50 basis points in the expected rate of return assumption would
have an estimated unfavorable impact of $8 million on net pension and post-retirement benefit cost.

The expected rates of return for the pension and other post-retirement benefit plans represent the average rates of return to be
earned on plan assets over the period during which the benefits included in the benefit obligation are to be paid. In developing
the expected rate of return, Schering-Plough determines expected returns for each of the major asset classes, principally
equities, fixed income and real estate. The return expectations for these asset classes are based on assumptions for economic
growth and inflation, which are supported by long-term historical data as well as Schering-Plough's actual experience of return
on plan assets. The expected portfolio performance also reflects the contribution of active management as appropriate.

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 primarily on a
calculated market-related value of assets. Under this methodology, asset gains/losses resulting from actua returns that differ
from Schering-Plough’s expected returns for the majority of the assets are realized 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.

The targeted investment portfolio of Schering-Plough’s U.S. pension plan is allocated 85 percent to equities; 28 percent to fixed
income investments; and 7 percent to real estate. The targeted investment portfolic of Schering-Plough's U.S. other post-
retirement benefit plans is allocated 70 percent to equities and 30 percent te fixed income investments. The portfolios’ equity
weightings are consistent with the long-term nature of the plans’ benefit obligations. For non-U.S. pension plans, the targeted
investment portfolio varies based on the duration of pension liabilities and lecal governmental rules and regulations.

Substantiaily all investments in equities and fixed income are valued based on quoted public market values. All investments in
real estate are valued based on periodic appraisals.

In September 2006, the FASB issued SFAS No. 158, "Employers’ Accounting for Defined Benefit Pension and Other
Postretirernent Plans,” an amendment of FASB Statements No. 87, 88, 106, and 132R. Effective December 31, 20086,
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Schering-Plough accounts for its retirement and other post-retirement benefit plans in accordance with SFAS No. 158.
Shareholders’ equity at December 31, 2006, was reduced by approximately 7 percent upon the adoption of SFAS No. 158. See
Note 7, “Retirement Plans and Other Post-Retirement Benefits,” to the Consolidated Financial Statements for additional
information.

SFAS No. 158 allows an extended adoption date for year-end measurement date requirement as allowed under this Statement.
Currently, a majority of Schering-Plough’s retirement and other post-retirement benefit plans’ assets and liabilities are
measured at December 31. For the remaining plans, which have measurement dates other then year-end, Schering-Plough
anticipates adopting the year-end measurement date effective on December 31, 2007. Schering-Plough does not expect any
material impact on its financial statements upon the adoption.

Accounting for Lega! and Regulatory Matters Management judgments and estimates are required in the accounting for legal and
regulatory matters on an ongoing basis including insurance coverages. Schering-Plough reviews the status of all claims,
investigations and legal proceedings on an ongoing basis. From time 1o time, Schering-Plough may settle or otherwise resolve
these matters on terms and conditions management believes are in the best interests of Schering-Plough. Resolution of any or
all claims, investigations and legal proceedings, individually or in the aggregate, could have a material adverse effect on
Schering-Plough’s results of operations, cash flows or financial condition.

MARKET RISK DISCLOSURE

Schering-Plough is exposed to market risk primarily from changes in foreign currency exchange rates and, to a lesser extent,
from interest rates and equity prices. The following describes the nature of these risks.

Foreign Currency Exchange Risk Schering-Plough has subsidiaries in more than 50 countries. In 20086, sales outside the
U.S. accounted for approximately 60 percent of global sales. Virtually all these sales were denominated in currencies of the
logal country. As such, Schering-Plough’s reported profits and cash flows are exposed to changing exchange rates.

To date, management has not deemed it cost effective to engage in a formula-based program of hedging the profits and cash
flows of international operations using derivative financial instruments. Because Schering-Plough’s international subsidiaries
purchase significant quantities of inventory payable in U.S. dollars, managing the level of inventory and related payables and the
rate of inventory turnover can provide a level of protection against adverse changes in exchange rates. The risk of adverse
exchange rate change is also mitigated by the fact that Schering-Plough’s international operations are widespread.

In addition, at any point in time, Schering-Plough’s international subsidiaries hold financial assets and liabilities that are
denominated in currencies other than U.S. dollars. These financial assets and liabilities consist primarily of short-term, third-
party and intercompany receivables and payables. Changes in exchange rates affect the translated value of these financial
assets and liabilities. Gains or losses that arise from translation do not affect net income.

On occasion, Schering-Plough has used derivatives to hedge specific foreign currency exposures. However, these derivative
transactions have not been material.

Interest Rate and Equity Price Risk Financial assets exposed to changes in interest rates and/or equity prices are primarily cash
equivalents, short-term investments and the debt and equity securities held in non-qualified trusts for employee benefits.
These assets totaled more than $6 billion at December 31, 2006. For cash equivalents and short-term investments, a 10 percent
decrease in interest rates would decrease interest income by approximately $25 million. For securities held in non-qualified
trusts, due to the long-term nature of the liabilities that these trust assets will fund, Schering-Plough’s exposure to market risk
is deemed to be low.
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Financial obligations exposed to variability in interest rates are primarily short-term borrowings. Schering-Plough currently
maintains an investment portfolio of short-term investrnent instrurnents in excess of the arncunt of borrowings. Accordingly,
Schering-Plough has mitigated its exposure for changes in interest rates relating to its financial obligations.

Schering-Plough has long-term debt outstanding, on which a 10 percent decrease in interest rates would increase the fair value
of the debt by approximatety $115 million. However, Schering-Plough does not currently expect to refund this debt.

DISCLOSURE NOTICE

Cautionary Staterments Under the Private Securities Litigation Reform Act of 1995

Management’s Discussion and Analysis of Financial Condition and Results of Operations and other sections of this report and
other written reports and oral statements made from time to time by Schering-Plough may contain forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements do notrelate strictly to
historical or current facts and are based on current expectations or forecasts of future events. You can identify these forward-
locking statements by their use of words such as "anticipate,” “believe,” “could,” “estimate,” “expect,” “forecast,”
"project,” "intend,” “plan,” “potential,” "will,” and other similar words and terms. In particular, forward-looking statements
include statements relating to future actions, ability to access the capital markets, prospective products or product approvals,
timing and conditions of regulatory approvals, patent and other intellectual property protection, future performance or results of
current and anticipated products, sales efforts, research and development programs, estimates of rebates, discounts and
returns, expenses and programs to reduce expenses, the cost of and savings from reductions in werk force, the outcome of
contingencies such as litigation and investigations, growth strategy and financial results.

non

Any or all forward-looking statements here or in other publications may turn out to be wrong. There are no guarantees about
Schering-Plough's financial and operational performance or the performance of Schering-Plough’s stock. Schering-Plough does
not assume the obligation to update any forward-looking statement. Many factors could cause actual results to differ materially
from Schering-Plough’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. Although it is not passible to predict or identify all
such factors, we refer you to Item 1A, “Risk Factors” in the Schering-Plough 2006 10-K, which we incorporate herein by
reference, for identification of important factors with respect to these risks and uncertainties.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See the Market Risk Disclosures as set forth in, “Management’s Discussion and Analysis.”
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Schering-Plough Corporation and Subsidiaries
Statements of Consolidated Operations

For the Years Ended December 31,

{Amounts in millions, except per share Iigure;} 2006 2005 2004
Net sales $10,594  $9,508 $8,272
Cost of sales 3,697 3,346 3.070
Selling, general and administrative 4,718 4,374 3,811
Research and development 2,188 1,865 1,607
Other (income)/expense, net {135) 5 146
Special charges ( 102 294 153
Equity incoms from cholesterol joint venture {1,459 (873} {347}
Incomefiloss) before incorne taxes 1,483 497 {168}
Income tax expense 362 228 779
Net income before cumulative effect of a change in accounting principle 1,121 269 (947}
Cumulative effect of a change in accounting principle, net of tax (22) — —
Net incomef{ioss) 1,143 269 (947)
Preferred stock dividends 86 86 34
Net income/{loss) available to common shareholders $ 1,057 $ 183 $ {981)
Diluted earnings/(loss) per common share:

Earnings available to commeon shareholders before cumulative effect of a change in

accounting principle $ 068 $ 012 $1(0.67)

Cumulative effect of a change in accounting principle, net of tax 0.02 — —

Diluted earnings/(loss) per common share $§ 0N $ 0.12 ${0.67)
Basic earnings/({loss) per common share:

Earnings available to common shareholders before cumulative effect of a change in

accounting principle : $ 0.9 $ 012 $0.67)

Cumulative effect of a change in accounting principle 0.02 — —
Basic earnings/{loss) per common share $ 07 $ 0.12 $ (0.67)
Dividends per common share $ 0.22 $ 022 $ 022

The accompanying notes are an integral part of these Consolidated Financial Staterents.
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Schering-Plough Corporation and Subsidiaries
Statements of Consolidated Shareholders’ Equity

Accumulated

Mandatory Other Total
Convertible Compre-  Share-
Preferred Common  Peid-in  Retained Treasury hensive  holders’
(Amounts in millions) Shares  Shares  Capital  Earnings Shares Loss Equity
Balance January 1, 2004 —  §$1,015 $1.272 $10,918 $(5442) $(426) §7,337
Comprehensive incomef{loss): ' '
Net loss (947) (947)
Foreign currency translation , 107 107
Minimurn pension liability, net of tax, in accordance with
SFAS No. 87/88 14 14
Unrealized gain on investments available for sale, net of tax 5 5
Total comprehensive (loss) 821)
Issuance of preferred stock 1,438 {44} 1,394
Cash dividends on common shares {324) (324)
Dividends on preferred shares (34} (34)
Stock incentive plans and other — — 6 — {2) — 4
Balance December 31, 2004 $1.438  $1,015 $1,234 § 9613 $(5444) {300} $7.556
Comprehensive income/{losst: :
Net income 269 269
Foreign currency translation f180) (160
Minimum pension liability. net of tax, in accordance with
SFAS No. 87/88 : (56) (56)
Total comprehensive income 53
Cash dividends on common shares (324) - (324}
Dividends on preferred shares {86} (86)
Stock incentive plans and other — — 182 — 6 — 188
Balance December 31, 2005 $1.438 $1,015 $1.416 § 0472 $(5438  $(516) $7,387
Comprehensive income:
Net income 1,143 1,143
Foreign currency translation 94 94
Minimum pension liability, net of tax, in accardance with
SFAS No. 87/88 67 67
Unrealized gain on investments available for sale, net of tax 4 4
Total comprehensive income 1,308
Cash dividends paid on commaon shares (326) {326)
Dividends on preferred shares (86) (86)
Accrued dividends on common shares 81 81}
Adjustrment of pension and other-post-retirement liabilities upon
the adoption of SFAS No. 158, net of tax of $25 {521) {(521)
Stock incentive plans and other — 2 245 (3} an — 227
Balance December 31, 2006 $1,438 $1,017 %1,661 $10,119 ${5,455) $(872) $7.908

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Schering-Plough Corporation and Subsidiaries
Statements of Consolidated Operations

{Amounts in millians, except per sharo figures)

For the Years Ended December 31,

2006 2005 2004
Net sales $10,594 $9,508 $8,272
Cost of sales 3,697 3,346 3,070
Selling, general and administrative 4,718 4374 3,811
Research and development 2,188 1,865 1,607
Other {incomel/expense, net (135) 5 146
Special charges . 102 294 153
Equity income from cholesterol joint venture {1,459) {873) {347}
Income/(loss) before income taxes 1,483 497 (168}
Income tax expense 362 228 779
Net income before cumulative effect of a change in accounting principle 1,421 269 (947}
Cumulative effect of a change in accounting principle, net of tax {22) — —
Net income/{loss) 1,143 269 {947)
Preferred stock dividends 86 86 34
Net incomef{loss) available to commen shareholders $ 1,057 $ 183 $ {981)
Diluted earnings/iloss) per common share:

Earnings available to common shareholders before cumulative effect of a change in
accounting principle $ 069 $ 012 ${0.67)
Cumulative effect of a change in accounting principle, net of tax 0.02 — —
Diluted earnings/iloss} per commaon share § 07 $ 012 $ (0.67}
Basic earningsf{loss) per common share:
Earnings available to common shareholders before cumulative effect of a change in
accounting principle : $ 0869 $ 012 $(0.67)
Cumulative effect of a change in accounting principle 0.02 — —
Basic earnings/{loss) per common share & 07N $ 012 3 (0.67)
Dividends per common share £ 022 $ 022 $ 022

The accompanying notes are an integral part of these Consolidated Financial Statements.

Schering-Plough Corporation and Subsidiaries 35




Schering-Plough Corporation and Subsidiaries
Statements of Consolidated Cash Flows

Far the Years Ended December 31,

{Amounts in millions) 2006 2005 2004
Operating Activities:
Net income/lloss) $1,143 $ 269 & (947)
Cumulative effect of a change in accounting principle, net of tax 22 — —
Net incormne before cumulative effect of a change in accounting principle, net of tax $1.121 $ 269 $ (947
Adjustments to reconcile net incomef{loss) to net cash provided byflused for} operating
activities:
Payments to U.S. taxing authorities — {239) (473
Tax refunds from U.S. loss carryback — 57 404
Special charges 65 265 {265)
Depreciation and armortization 568 486 453
Accrued share-based compensation 168 — —
Changes in assets and liabilities:
Accounts receivable {241} {209) {7}
tnventories i25) {92) 92
Prepaid expenses and other assets 16 168 174
Accounts payable and other liabilities 395 241 174
Income taxes payable 94 (64) 241
Net cash provided by {used tor) operating activities 2,161 882 {154}
Investing Activities:
Capital expenditures {458) {478) {489)
Dispositions of property and equipment 9 43 7
Proceeds from transfer of license — — 118
Purchases of investments (6,648) (2,608} {2,852)
Maturity of investments 4,199 2.641 2,588
Other, net {10} (52) 7
Net cash used for investing activities (2,908) {454} {621)
Financing Activities:
Cash dividends paid to common shareholders {326) {324) {324}
Cash dividends paid to preferred shareholders (88) (86} (30)
Proceeds from preferred stock issuance, net — — 1,394
Short-term borrowings — 900 546
Payments of short-term borrowings {1,035} (1,183} —
Reductions of long-term debt — — {18)
Stock options exercised and other, net 86 60 {34)
Net cash (used for) provided by financing activities (1,361} (633) 1,634
Effect of exchange rates on cash and cash equivalents 7 (12} 7
Net {decrease) increase in cash and cash equivalents {2,101} 217 766
Cash and cash equivalents, beginning of year 4,767 4,984 4,218
Cash and cash equivalents, end of year 3 2,666 $4,767 $4,984
Supplemental Disclosure:
Cash paid for interest, net of amounts capitalized $ 170 $ 159 $ 166
Cash paid {refunded) for income taxes {see Note 6) 234 592 (144)

The accompanying notes are an integral part of these Consolidated Financial Staterments.
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Schering-Plough Corporation and Subsidiaries
Consolidated Balance Sheets

At December 31,

{Amounts in millions, except per share figures) 2006 2005
ASSETS
Current Assets:
Cash and cash equivalents $ 2,666 $ 4767
Short-term investments 3,267 818
Accounts receivable, less allowances: 2006, $237; 2005, $211 1,804 1,479
Inventories 1,676 1,605
Deferred income taxes 266 294
Prepaid expenses and other current assets 744 769
Total current assets 10,423 9,732
Progperty, at cost:
Land 67 &7
Buildings and improvements 3,387 3.238
Equipment 3,240 3,131
Construction in progress 627 761
Total 7.321 7,197
Less accumulated depreciation 2,956 2,710
Property, net 4,365 4,487
Goodwill 206 204
Other intangible assets, net 286 365
Other assets 791 681
Total assets $16,071 $15,469
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payable $ 1,254 $ 1,078
Short-term borrowings and current portion of long-term debt 242 1,278
U.S., foreign and state income taxes 323 213
Accrued compensation 794 632
Other accrued liabilities 1,549 1,458
Total current liabilities 4,162 4,659
Long-term Liabilities:
Long-term debt 2,414 2,399
Deferred income taxes 122 117
Other long-term liabilities 1,485 907
Total long-term liabilities 4,001 3,423
Commitrments and contingent liabilities {Note 12}
Shareholders’ Equity:
Mandatory convertible preferred shares — $1 par value; issued: 29; $50 per share face value 1,438 1,438
Common shares — authorized shares: 2,400, $.50 par value; issued: 2,034 1,017 1,015
Paid-in capital 1,661 1,416
Retained earnings 10,119 9,472
Accumulated other comprehensive loss (872) {518)
Total 13,363 12,825
Less treasury shares: 2006, 547; 2005, 550; at cost 5,455 5,438
Total shareholders’ equity 7.908 7,387
Total liabilities and shareholders’ equity $16,071 $15,469

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Schering-Plough Corporation and Subsidiaries
Statements of Consolidated Shareholders’ Equity

Accumulated

Mandatory Other Total
Convertible Compre-  Share-
Proterred Common  Paid-in Retained Tressury hensive  holders’
{Amounts in millions} Shares  Shares  Capital  Earnings Shares Loss Equity
Balance January 1, 2008 — $£1.015 $1,272 $10918 $(5442) $426) $7,337
Comprehensive incomef{loss): ‘
Net loss {947) {947}
Foreign currency translation 107 107
Minimum pension liability, net of tax, in accordance with
SFAS No. 87/88 14 14
Unrealized gain on investments available for sale, net of tax 5 5
Total comprehensive (loss) (821)
Issuance of preferred stock 1,438 (44) 1,394
Cash dividends on cornmaon shares {324) {324}
Dividends on preferred shares (34} (34)
Stock incentive plans and other — - 6 — (2) — 4
Balance December 31, 2004 $1,438 $1.,015 $1,234 § 9813 i5444) 300 37596
Comprehensive income/iloss):
Net income 269 269
Foreign currency translation {160) (160
Minimum pension liability, net of tax, in accordance with
SFAS No. 87/88 (B6) {56}
Total comprehensive income 53
Cash dividends on commeon shares (324} (324)
Dividends on preferred shares (86) {e6)
Stock incentive plans and other — — 182 — 6 — 188
Balance December 31, 2005 $1.438 $1,015 $1.416 § 9472 $(5.438) $616) §$7,387
Comprehensive income:
Net income 1,143 1,143
Foreign currency translation 94 94
Minimum pension liability, net of tax, in accordance with
SFAS No. 87/88 67 67
Unrealized gain on investments available for sale, net of tax 4 4
Total comprehensive income 1,308
Cash dividends paid on ¢ommon shares (326) {326)
Dividends on preferred shares {86} (86)
Accrued dividends on commen shares 181) 81
Adjustment of pension and cther-post-retirement liabilities upen
the adoption of SFAS No. 158, net of tax of $25 {521} (621)
Stock incentive plans and other — 2 245 {3) (7 — 227
Balance December 31, 2006 $1,438 $1,017 $1,661 $10,119 §(5455} $872y $7.908

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

OVERVIEW Schering-Plough discovers, develops, manufactures and markets medical therapies and treatments to enhance
human health. Schering-Plough also markets leading consumer brands in the over-the-counter {OTC}, foot care and sun care
markets and operates a global animal health business.

PRINCIPLES OF CONSOLIDATION The consolidated financial statementginclude Schering-Plough Corporation and its subsidiaries
{Schering-Plough). Intercompany balances and transactions are eliminated.

USE OF ESTIMATES The preparation of financial statements in conformity with Generally Accepted Accounting Principles
requires management to make estimates and use assumptions that affect certain reported amounts and disclosures. Actual
amounts may differ,

EQUITY METHOD OF ACCOUNTING Schering-Plough accounts for its share of activity from the Merck/Schering-Plough cholesterol
joint venture {the Partnership or the joint venture) with Merck & Co., Inc. (Merck) using the equity method of accounting as
Schering-Plough has significant influence over the joint venture’s operating and financial policies. Accerdingly, Schering-
Plough’s net sales do not include sales from the joint venture, and Schering-Plough's share of earnings in the joint venture is
included in consolidated net incomefiloss). Equity income from the cholesterol joint venture is included in profit from the
Prescription Pharmaceutical segment.

Revenue from the sales of VyToriN and ZeTia are recognized by the joint venture when title and risk of Joss has passed to the
customer. Equity income from the joint venture excludes any profit arising from transactions between Schering-Plough and the
joint venture until such time as there is an underlying profit realized by the joint venture ina transaction with a party other than
Schering-Plough or Merck. See Note 3, “Equity Income From Cholesterol Joint Venture,” for information regarding this joint
venture.

CASH AND CASH EQUIVALENTS Cash and cash equivalents include operating cash and highly liquid investments with original
maturities of three months or less.

SHORT-TERM INVESTMENTS Short-term investments are carried at their fair value and are classified as available-for-sale. These
investments consist of time deposits, certificates of deposit and commercial paper with maturities of less than a year.

INVENTORIES Inventories are valued at the lower of cost or market. Cost is determined by using the last-in, first-out (LIFO)
methad for a substantial portion of inventories located in the U.S. The cost of all other inventories is determined by the first-in,
first-out method (FIFO).

DEPRECIATION OF PROPERTY AND EQUIPMENT Depreciation is' provided over the estimated useful lives of the properties,
generally by use of the straight-line method.

Useful lives of property are generally as follows:

Asset Category Years
Buildings 40
Building Improvements .. . ) 25
Equipment 3-15

Schering-Plough reviews the carrying value of property and equipment for indications of impairment in accordance with
Statement of Financial Accounting Standard (SFAS) 144, “ Accounting for the Impairment and Disposal of Long-Lived Assets.”
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Depreciation expense, including accelerated depreciation related to the manufacturing streamlining of $93 million, was
$443 million, $362 million, and $340 million in 2006, 2005, and 2004, respectively.

FOREIGN CURRENCY TRANSLATION The net assets of most of Schering-Plough's international subsidiaries are translated into
U.S. dollars using current exchange rates. The U.S. dollar effects that arise from translating the net assets of these subsidiaries
at changing rates are recorded in the foreign currency translation account, which is included in other comprehensive income
loss. For the remaining international subsidiaries, non-monetary assets and liabilities are translated using historical rates, while
monetary assets and liabilities are translated at current rates, with the U.S. dollar effects of rate changes included in income.

Exchange gains and losses arising from translating intercompany balances of a long-term investment nature are recorded in the
foreign currency translation account. Transactional exchange gains and losses are included in income.

REVENUE RECOGNITION Schering-Plough's pharmaceutical products are sold to direct purchasers which include wholesalers,
retailers and certain health maintenance organizations. Price discounts and rebates on such sales are paid to federal and state
agencies, other indirect purchasers and other market participants such as managed care organizations that indemnify
beneficiaries of health plans for their pharmaceutical costs and pharmacy benefit managers.

Schering-Plough recognizes revenue when title and risk of loss pass to the purchaser and when reliable estimates of the
following can be determined:

i. commercial discount and rebate arrangements;
ii. rebate obligations under certain federal and state governmental programs; and
iii. sales returns in the normal course of business.

When recognizing revenue, Schering-Plough estimates and records the applicable commercial and governmental discounts
and rebates as well as sales returns that have been or are expected to be granted or made for products sold during the period,
These amounts are deducted from sales for that period. If reliable estimates of these items cannot be made, Schering-Plough
defers the recognition of revenue. Estimates recorded in prior periods are re-evaluated as part of this process.

EARNINGS PER COMMON SHARE Diluted earnings/{loss) per commen share is computed by dividing net income/{loss) available
to common shareholders by the sum of the weighted average number of common shares outstanding plus the dilutive effect of
shares issuable through deferred stock units and the exercise of stock options and any dilutive effect of shares issuable upon
conversign of Schering-Plough’s Mandatory Convertible Preferred Stock.

Basic earnings/{loss} per common share is computed by dividing net income/{loss) available to common shareholders by the
weighted average number of common shares cutstanding.

GOODWILL AND OTHER INTANGIBLE ASSETS SFAS 142, "Goodwill and Other Intangible Assets,” requires that intangible assets
acquired either individually or with a group of other assets be initially recognized and measured based on fair value. An
intangible with a finite life is amortized over its useful life, while an intangible with an indefinite life, including goodwill, is not
amortized.

Schering-Plough evaluates goodwill for impairment using a fair-value-based test. If goodwill is determined to be impaired, it is
written down to its estimated fair vatue. Schering-Plough's goodwill is primarily related to the Animal Health business.

OTHER ASSETS Included in other assets is capitalized software of $246 million and $219 million at December 31, 2006 and 2005,
respectively. Amortization expense were $76 million, $71 million, and $67 million in 2006, 2005, and 2004, respectively.
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INCOME TAXES Deferred income taxes are recognized for the future tax effects of temporary differences between the financial
and income tax reporting basis of Schering-Plough’s assets and liabilities based on enacted tax laws and rates.

ACCOUNTING FOR SHARE-BASED COMPENSATION Prior to January 1, 2008, Schering-Plough accounted for its stock-based
compensation arrangements using the intrinsic value method. No share-based employee compensation cost was reflectedin
net incomeflloss), other than for Schering-Plough's deferred stock units and performance plans, as stock options granted under
all other plans had an exercise price equal to the market value of the underlying common stock on the date of grant.

Effective January 1, 2006, Schering-Plough accounts for all share-based compensation in accordance with FASB Statement of
Financial Accounting Standard No. 123 (Revised 2004) “Share-Based Payment” (SFAS 123R). See Note 4, “Share-Based
Compensation,” for additional information.

IMPACT OF OTHER RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements, " which is effective for calendar year companies on January 1, 2008. The Statement defines fair value,
establishes a framework for measuring fair value in accordance with Generally Accepted Accounting Principles, and expands
disclosures about fair value measurements. The Statement codifies the definition of fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date. The standard clarifies the principle that fair value should be based on the assumnptions market participants would use
when pricing the asset or liability and establishes a fair value hierarchy that prioritizes the information used to develop those
assumptions. Schering-Plough is currently assessing the potential impacts of implementing this standard.

In September 2006, the SEC staff issued Staff Accounting Bulletin {SAB) Topic 1N {SAB 108), “Financial Statements —
Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements,”
which is effective for calendar year companies as of December 31, 2006. SAB 108 provides guidance on how prior year
misstatements should be taken into consideration when quantifying misstatements in current year financial statements for
purposes of determining whether the financial statements are materially misstated. Under this guidance, companies should
take into account both the effect of a misstaternent on the current year balance sheet as well as the impact upon the current
year income statement in assessing the materiality of a current year misstatement. Once a current year misstatement has
been quantified, the guidance in SAB Topic 1M, “Financial Statements — Materiality,” {SAB 99) should be applied to determine
whether the misstatement is material. The implementation of SAB 108 did not have any impact on Schering-Plough’s financial
statements.

In July 2006, the FASB issued FASB Interpretation No. 48 {FIN 48), “ Accounting for Uncertainty in Income Taxes.” FIN 48
prescribes detailed guidance for the financial statement recognition, measurement and disclosure of uncertain tax positions
recognized in an enterprise’s financial statements in accordance with FASB Statement No. 109, "Accounting for Income
Taxes."” Schering-Plough is required to apply the provisions of this interpretation beginning on January 1, 2007. The provisions
of FIN 48 will be applied to all existing uncertain income tax positions on the effective date. Upon the implementation of FIN 48,
the cumulative effect of applying the provisions of this Interpretation will be reported as an adjustment to the opening balance
of retained earnings. See Note 6, “Income Taxes,” for additional information regarding the expected impacts of the adoption of
FIN 48 on Schering-Plough’s financial statements,

2. SPECIAL CHARGES AND MANUFACTURING STREAMLINING
2006 MANUFACTURING STREAMLINING

During 20086, Schering-Plough implemented changes to its manufacturing operations in Puerto Rico and New Jersey that have
streamlined its global supply chain and further enhanced Schering-Flough's long-term competitiveness. These changes
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resulied in the phase-out and closure of Schering-Plough's manufaciuring operations in Manati, Puerto Rico, and additional
workforce reductions in Las Piedras, Puerto Rico, and New Jersey. In total, these actions have resulted in the elimination of
rmore than 1,000 positions.

SPECIAL CHARGES Special charges in 2006 refated to the changes in Schering-Plough's manufacturing operations totaled
$102 million. These charges consisted of approximately $47 million of severance and $55 million of fixed asset impairments.

COST OF SALES Included in 2006 cost of sales was approximately $146 million consisting of $93 million of accelerated
depreciation, $46 million of inventory write-offs, and $7 million of other charges related to the closure of Schering-Plough's
manufacturing facifities in Manati, Puerto Rico.

The following table summarizes activities reflected in the consolidated financial statements related to changes to Schering-
Plough's manufacturing operaticns that were completed in 2006:

Charges

Included in  Special  Total Cash  Non-Cash Accrued

{Dollars in millions} Cost of Sales Charges Charges Payments Charges Liability
Accrued liability at January 1, 2008 $—
Severance $ — $47 347 3% $ — 12
Asset impairments — 55 55 — (55) —
Accelerated depreciation 93 — 93 — {93) —
Inventory write-offs 46 — 46 — (486) —
Other 7 — 7 {2} {5) —
Total $146 $102 %248  3(37) §(199) —
Accrued liability at December 31, 2006 $12

The acerued liability balance at December 31, 2006, is expected to be paid during the first quarter of 2007. Schering-Plough
does not expect to incur any material additional charges related to the manufacturing streamlining actions announced in 2006.

2004-2005 SPECIAL CHARGES ACTIVITY

Special charges incurred in 2005 and 2004 are as follows:

{Dallars in millions) 2005 2009
Litigation charges £250 $ —
Employee termination costs 28 119
Asset impairment and related charges 16 34

$294 $153

LITIGATION CHARGES In 2005, litigation reserves were increased by $250 million resulting in a total reserve of approximately
$500 million for the Massachusetts Investigation as well as the investigations and the state litigation disclosed under "AWP
Litigation and Investigations” in Note 19, "Legal, Environmental and Regulatory Matters.” On August 29, 2006, Schering-
Plough announced it had reached an agreement with the U.S. Attorney’s Office for the District of Massachusetts and the
U.S. Department of Justice to settle the Massachusetts Investigation for an aggregate amount of $435 million plus interest.
This settlernent amount relates only to the Massachusetts Investigation. The AWP investigations and litigation are ongoing,
and the remaining reserve is adequate to cover these matters. Subsequent to December 31, 2006, Schering-Plough made
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payments totaling $388 million related to the Massachusetts settlement including interest of $12 million. Schering-Plough
expects to pay the remaining payments over the next several quarters. See Note 19, "Legal, Environmental and Regulatory
Matters,” for additional information.

EMPLOYEE TERMINATION €OSTS In August 2003, Schering-Plough announced a global workforce reduction initiative. The first
phase of this initiative was a Voluntary Early Retirement Program (VERP) in the 1J.S. Under this program, eligible employsesin
the U.S. had until December 15, 2003, to elect early retirement and receive an enhanced retirement benefit. Approximately 300
employees elected to retire under the program, all of which retired by December 31, 2005. The total cost of this program was
approximately $191 million, comprised of increased pension costs of $108 million, increased post-retirement health care costs
of $57 million, vacation payments of $4 million and costs related to accelerated vesting of stock grants of $22 millicn. Amounts
recognized in 2005 and 2004 for this program were $7 million and $20 million, respectively.

Employee termination costs not associated with the VERP totaled $21 million and $99 million in 2005 and 2004, respectively.

The following summarizes the activity in the accounts refated to employee termination costs:

Employee
Termination
{Dollars in millions) Costs
Special charges liability balance at December 31, 2003 $ 29
Special charges incurred during 2004 $119
Credit to retirement benefit plan liability {200
Disbursements (110
Special charges liability balance at December 31, 2004 $ 18
Special charges incurred during 2005 $ 28
Credit to retirement benefit plan liability 7
Disbursements {35}
Special charges liability balance at December 31, 2005 $ 4
Disbursements 4)
Special charges liability batance at December 31, 2006 5 —

ASSET IMPAIRMENT AND OTHER CHARGES For the year ended December 31, 2005, Schering-Plough recognized asset impair-
ment and other charges of $16 million related primarily to the consolidation of Schering-Plough's U.S. biotechnology
organizations.

For the year ended December 31, 2004, Schering-Plough recognized asset impairment charges of $27 million based cn
discounted cash flows, and other charges of $7 million refated primarily to the shutdown of a small European research and
development facility.

3. EQUITY INCOME FROM CHOLESTEROL JOINT VENTURE

In May 2000, Schering-Plough and Merck & Co., Inc. {Merck) entered into two separate sets of agreements to jointly develop
and market certain products in the U.S. including (1) two cholesterol-lowering drugs and (2) an ailergyfasthma drug. In
December 2001, the cholesterol agreements were expanded to include all countries of the world except Japan. In general, the
companies agreed that the collaborative activities under these agreements would operate in a virtual joint venture to the
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maximurm degree possible by relying on the respective infrastructures of the two companies. These agreements generally
provide for equal sharing of development costs and for co-promotion of approved products by each company.

The cholesterol agreements provide for Schering-Plough and Merck to jointly develop ezetimibe {marketed as Zemia in the U.S.
and Asia and EzeTroL in Europe):

i. as 2 once-daily monotherapy;
ii. in co-administration with any statin drug; and

iii. as a once-daily fixed-combinaticn tablet of ezetimibe and simvastatin {Zocor), Merck’s cholesterol-modifying
medicine. This combination medication (ezetimibe/simvastatin} is marketed as Vvrorin in the U.S. and as INecy in many
international countries.

ZemafEzeTaoL {ezetimibe) and VyTorin/INEGY {the combination of ezetimibe/simvastatin) are approved for use in the U.S, and have
been launched in several international markets.

Schering-Plough utilizes the equity method of accounting in recording its share of activity from the Merck/Schering-Plough
cholesterol joint venture. As such, Schering-Plough’s net sales do not include the sales of the joint venture. The cholesterol joint
venture agreements provide for the sharing of operating income generated by the joint venture based upon percentages that
vary by product, sales level and country. In the U.S. rmarket, Schering-Plough receives a greater share of profits on the first
$300 million of annual Zemia sales. Above $300 million of annual Zena sales, Merck and Schering-Plough {the Partners) generally
share profits equally. Schering-Plough’s allocation of the joint venture income is increased by milestones recognized. Further,
either Partner’s share of the joint venture’s income from operations is subject to a reduction if the Partner fails to perform a
specified minimum number of physician details in a particular country, The Partners agree annually to the minimum number of
physician details by country.

The Partners bear the costs of their own general sales forces and cornmercial overhead in marketing joint venture products
around the world. In the U.S., Canada and Puerto Rico, the cholesterol agreements provide for a reimbursement to each
Partner for physician details that are set on an annual basis, and in Italy, a contractual amount is included in the profit sharing
calculation that is not reimbursed. In the U.S., Canada and Puerto Rico, this amount is equal to Partner’s physician details
multiplied by a contractual fixed fee. Schering-Plough reports these amounts as part of equity income from the cholesterol joint
venture. These amounts do not represent a reimbursement of specific, incremental and identifiable costs for Schering-
Plough's detailing of the cholesterol product in these markets. In addition, these amounts are not reflective of Schering-
Plough's sates effort related to the joint venture as Schering-Plough's sales force and related costs associated with the joint
venture are generally estimated to be higher.

For the year ended December 31, 2005, Schering-Plough recognized milestones of $20 million. These milestones related to
certain European approvals of Vytorin (ezetimibe/simvastatin) in 2005. During 2004, Schering-Plough recognized a milestone of
$7 million related to the approval of ezetimibe/simvastatin in Mexico during 2004.

Under certain other conditions, as specified in the joint venture agreements with Merck, Schering-Plough could earn additional
milestones totaling $105 million.

Costs of the joint venture that the Partners contractually share are a portion of manufacturing costs, specifically identified
promotion costs {including direct-to-consumer advertising and direct and identifiable out-of-pocket promotion) and other
agreed upon costs for specific services such as market support, market research, market expansion, a specialty sales force and
physician education programs.
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Centain specified research and development expenses are generally shared equally by the Partners.

The following information provides a summary of the components of Schering-Plough's equity income from the cholesterol
joint venture for the year ended December 31:

{Dollars in millions) 2006 2005 2004
Schering-Plough's share of net income fincluding milestones of $20 and $7 in 2005 and
2004, respectively) $1,273 $689 $244
Contractual amounts for physician details 204 196 121
Elimination of intercompany profit and other, net {18) (12) {(18)
Total equity income from cholesterol joint venture . $1,459 $873 $347

Equity income from the joint venture excludes any profit arising from transactions between Schering-Plough and the joint
venture until such time as there is an underlying profit realized by the joint venture in a transaction with a party other than
Schering-Plough or Merck.

Due to the virtual nature of the cholesterol joint venture, Schering-Plough incurs substantial costs, such as selling, general and
administrative costs, that are not reflected in equity income and are borne by the overall cost structure of Schering-Plough.
These costs are reported on their respective line items in the Staternents of Consolidated Operations and are not separately
identifiable. The chalesterol agreements de not provide for any jointly owned facilities and, as such, products resulting from the
joint venture are manufactured in facilities owned by either Schering-Plough or Merck.

The allergyfasthma agreements provide for the joint development and marketing by the Partners of a once-daily, fixed-
combination tablet containing CLarmin and Singulair. Singulair is Merck’s once-daily leukotriene receptor antagonist for the
treatment of asthma and seasonal allergic rhinitis. In January 2002, the Merck/Schering-Plough respiratory joint venture
reported on results of Phase |1l clinical trials of a fixed-combination tablet containing Cuarimin and Singulair. This Phase Il study
did not demonstrate sufficient added benefits in the treatment of seasonal allergic rhinitis. Although the CLarimin and Singulair
combination tablet does not have approval in any country, Phase | clinical development is ongoing.

4. SHARE-BASED COMPENSATION

Prior to January 1, 2008, Schering-Plough accounted for its stock cempensation arrangements using the intrinsic vatue
method, which followed the recognition and measurement principles of APB Opinion No. 25, “Accounting for Stock Issued to
Employees” and the related Interpretations. Prior to 2008, there was no stock-based employee compensation cost reflectedin
net income for stock options, because the Schering-Plough plans under which the stock options were granted required that the
exercise price equal the market value of the underlying common stock on the grant date.

Schering-Plough adopted Statement of Financial Accounting Standards No. 123 (Revised 2004), "Share-Based Payment”
{SFAS 123R), effective January 1, 2006. SFAS 123R requires companies to recognize compensation expense in an amount
equal to the fair value of all share-based payments granted to employees. Schering-Plough elected the modified prospective
transition method, and therefore, adjustments to prior periods were not required as a result of adopting SFAS 123R. Under this
method, the provisions of SFAS 123R apply to all awards granted after the date of adoption and to any unrecognized expense of
awards unvested at the date of adoption based on the grant date fair value. SFAS 123R also amends SFAS No. 95, “Statement
of Cash Flows," to require that excess tax benefits that had been reflected as operating cash flows be reflected as financing
cash flows.
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On November 10, 2005, the Financial Accounting Standards Board (FASB) issued FASB Staff Position No. FAS 123R—3,
"Transition Election Related to Accounting for Tax Effects of Share-Based Payment Awards.” Schering-Plough has elected to
adopt the transition method provided in this FASB Staff Position for purposes of calculating the pool of excess tax benefits
available to absorb tax deficiencies recognized subsequent to the adoption of SFAS 123R.

In the second quarter of 2006, the 2006 Stock Incentive Plan {the 2006 Plan) was approved by Schering-Plough'’s shareholders.
Under the terms of the 2006 Plan, 92 million of Schering-Plough's authorized common shares may be granted as stock opticns
or awarded as deferred stock units to officers and certain employees of Schering-Plough through December 2011. As of
December 31, 2006, 76 million options and deferred stock units remain available for future year grants under the 2006 Plan.

Schering-Plough intends to utilize unissued autherized shares to satisfy stock option exercises and for the issuance of deferred
stock units.

For grants issued to retirement-eligible employees pricr to the adoption of SFAS 123R, Schering-Plough recognized com-
pensation costs over the stated vesting period of the stock option or deferred stock unit with acceleration of any unrecognized
compensation costs upon the retirement of the employee. Upon adoption of SFAS 123R, Schering-Plough recognizes
compensation costs on all share-based grants made on or after January 1, 2006 over the service period, which is the earlier
of the employees’ retirement eligibility date or the service period of the award.

IMPLEMENTATION OF SFAS 123BR In the first quarter of 2008, Schering-Plough recognized a benefit to income of $22 million for
the cumulative effect of a change in acccunting principle related to two long-term compensation plans required to be
accounted for as liahility plans under SFAS 123R.

Tax benefits recognized related to stock-based compensation and related cash flow impacts were not material during 2006 as
Schering-Plough is in a U.S. Net Operating Loss position.

STOCK OPTIONS Stock options are granted 1o employees at exercise prices equal 1o the fair market value of Schering-Plough'’s
stock at the dates of grant. Stock options under the 2006 Plan generally vest over three years and have a term of seven years.
Certain options granted under previous plans vest over longer periods ranging from three to nine years and have a term of
10 years. Compensation costs for all stock options are recognized over the requisite service period for each separately vesting
portion of the stock option award. Expense is recognized, net of estimated forfeitures, over the vesting pericd of the options
using an accelerated method. Expense recognized in 2006 was approximately $56 million.

The weighted-average assumptions used in the Black-Scholes option-pricing model in 2008, 2005 and 2004 were as follows:

2006 2005 2004

Dividend yield 11% 1.7% 1.7%
Volatility 257% 31.6% 32.9%
Risk-free interest rate 50% 41% 3.8%
Expected term of options (in years) 4.5 7.0 7.0

Dividend yields are based on historical dividend yields. Expected volatilities are based on historical volatilities of Schering-
Plough’s cormmon stock. The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant for
periods corresponding with the expected life of the options. The expected term of options represents the weighted average
period of time that options granted are expected to be outstanding giving consideration to vesting schedules and Schering-
Plough's historical exercise patterns.
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The amount of cash received from the exercise of stock options in 2006, 2005 and 2004 was $87 million, $60 million and
£27 million, respectively.

Stock-based compensation prior to January 1, 2008, was determined using the intrinsic value method. The following table
provides supplemental information for 2005 and 2004 as it stock-based compensation had beencomputed under SFAS 123:

(Dollars in millions except per shara figures) 2005 2004
Net income avaitable to common shareholders, as reported $183 § {981)
Add back: Expense included in reported net income for deferred stock units 89 59
Deduct; Pro forma expense as if both stock options and deferred stock units were charged

against net income available to common shareholders in accordance with SFAS 123 (177} (160)
Pro forma net income available to common shareholders using the fair value methed $ 95 §1.082)

Diluted earnings per common share;

Diluted earnings per cormmon share, as reported $0.12 % {0.67)

Pro forma diluted earnings per common share using the fair value method 0.06 0.74)
Basic earnings per common share:

Basic earnings per common share, as reported $0.12  § (0.67)

Pro forma basic earnings per common share using the fair value method 0.06 {0.74)

Summarized information about stock options outstanding and exercisable at December 31, 20086, is as fallows:

Outstanding Exercisable

Weighted- Weighted- Weighted-
Number Average Average Number Average
of Remezining Exercise of Exercise

Exercise Price Range Options Term in Years Price Options Price

: {In thousands) {In thousands}
Under $20 44,413 64 $18.22 26,489 $18.01
$20 10 $30 9,845 8.2 20.84 3,438 21.00
$30 to $40 15,155 42 36.58 15,1565 36.58
Over $40 14,676 3.3 46.36 14,556 46.35
84,089 59,638

The weighted-average fair value of stock options granted in 2006, 2005 and 2004 was $5.22, $7.04 and $6.15, respectively. The
intrinsic value of stock opticns exercised was $21 million, $24 million and $14 million in 2006, 2005 and 2004, respectively. The
total fair value of options vested in 2006, 2005 and 2004 was $73 million, $69 million and $77 million, respectively.

As of December 31, 2006, the total remaining unrecognized compensation cost related to non-vested stock options amounted
to $45 million, which will be amortized over the weighted-average remaining requisite service period of 2.0 years.
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The following table summarizes stock option activity as of December 31, 2008, and changes during the year then ended under
the current and prior plans:

Weighted-
Number Average
of Exercise

Options Price

{In thousands}

Qutstanding at January 1 82,484 $27.00
Granted 9,708 18.25
Exercised (5,172} 16.77
Canceled or expired (2,931) 26.64
Qutstanding at December 31 84,089 26.75
Exercisable at December 31 59,638 $29.82

The aggregate intrinsic value of stock options outstanding at December 31, 20086, was $267 million. The aggregate intrinsic
value of stock options currently exercisable at December 31, 2006, was $158 million. Intrinsic value for stock options is
calculated based on the exercise price of the underlying awards and the quoted price of Schering-Plough's commeon stock as of
the reporting date.

The following table summarizes nonvested stock option activity as of December 31, 2008, and changes during the year then
ended under the current and prior plans:

Weighted-
Number Average
of Fair
Options Value
{In thousands)

Nonvested at January 1 28,022 $6.41
Granted 9,708 b.22
Vested (11,508} 6.33
Forfeited (1,774 6.03
Nonvested at Decernber 31 24,451 $6.00

DEFERRED STOCK UNITS The fair value of deferred stock units is determined based on the number of shares granted and the
guoted price of Schering-Plough’s common stock at the date of grant. Deferred stock units generally vest at the end of three
years provided the employee remains in the service of Schering-Plough. Expense is recognized on a straight-line basis over the
vesting period. Deferred stock units are payable in an equivatent number of common shares. Expense recognized in 2006, 2005
and 2004 was $112 million, $89 million and $59 million, respectively.
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Summarized information about deferred stock units outstanding at December 31, 20086, is as follows:

Qutstanding
Weighted-
Number of Average Weighted-
Deferred Stock Remaining Average
Deferred Stock Unit Price Ranpe Units Term in Years Fair Value
{In thousands}
Under $18 755 0.8 $17.39
$18 to $20 6,627 2.3 19.21
$20 10 $22 6414 1.4 20.72
Over $22 3 0.9 22.61
13,799

The weighted-average fair value of deferred stock units granted was $19.27, $20.65 and $18.11 for 2006, 2005 and 2004,
respectively. The total fair value of deferred stock units vested during 2006, 2005 and 2004 was $68 million, $39 million and
$51 million, respectively.

As of December 31, 20086, the total remaining unrecognized compensation cost related to deferred stock units amounted to
$173 miilion, which will be amortized over the weighted-average remaining requisite service period of 1.9 years.

The following table summarizes deferred stock unit activity as of December 31, 2006, and changes during the year then ended
under the current and prior plans:

Number
of Nonvested Weighted-
Deferred Stock Average

Units Fair Value
{In thousands)

Nonvested at January 1, 2006 11,416 $20.12
Granted 6,678 19.27
Vested {3,429 19.72
Forfeited (866) 20.04

Nonvested at December 31, 2008 13,799 $19.81

INCENTIVE PLANS Schering-Plough has two compensation plans that are classified as liability plans under SFAS 123R, as the
ultimate cash payout of these plans will be based on Schering-Plough's stock performance as compared to the stock
performance of a peer group. Upon adoption of SFAS 123R on January 1, 2008, Schering-Plough recognized a cumulative
income effect of a change in accounting principle of $22 million in order to recognize the liability plans at fair value. Income or
expense amounts related to these liability plans are based on the change in fair value at each reporting date. Fair value for the
plans were estimated using a lattice valuation model using expected volatility assumptions and other assumptions appropriate
for determining fair value. The amount recognized in 2006, exclusive of the impact of the cumulative effect of a change in
accounting principle, in the Statements of Consolidated Operations related to these liability awards was an expense of
$24 million.
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As of Decemnber 31, 2008, the total remaining unrecognized compensation cost related to the incentive plans amounted to

$28 million, which will be amortized over the weighted-average remaining requisite service period of 1.8 years. This amount
will vary each reporting period based on changes in fair value.

5. OTHER (INCOME)/EXPENSE, NET

The components of other (incomel/expense, net, are as follows:

{Dclars in millions) 2006 2005 2004
interest cost incurred $184 $177 $188
Less: amount capitalized on construction (12) (14} {20}
Interest expense - 172 163 168
Interest income {297) (176) (80)
Foreign exchange losses 2 8 5
Other, net {12} 10 53
Total other (incomel/expense, net $135) $ 5 $146

During 20086, Schering-Plough participated in healthcare refinancing programs adopted by a local government fiscal authorities ina
major European market. At December 31, 2006, Schering-Plough has transferred $38 million of its trade accounts receivables
owned by a foreign subsidiary to a third-party financial institution without recourse. The transfer of trade accounts receivable
qualified as sales of accounts receivable under SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities.” For the year ended December 31, 2008, the loss on the transfer of these trade accounts
receivable was immaterial and included in interest expense. Cash flows from these transactions are included in the change in
accounts receivable in operating activities.

6. INCOME TAXES

The components of consalidated income/{loss) before income taxes for the years ended December 31 are as follows:

{Doltars in millions} 2006 2005 2004
United States $ (593) $(1,438) ${1,548)
Foreign 2,098 1,933 1,380
Total income/{loss) before income taxes and including cumulative effect of a

change in accounting principle $1,506 $ 497 $ (168}

Income from the cholesterol joint venture is included in the above tahle based on the jurisdiction in which the income is earned.
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The components of income tax expense for the years ended December 31 are as follows:

{Dollars in millions) Federal State Forsign Total

2006

Current $42 $25 $251 %318
Deferred (3 — 47 44
Total $39 §$25 208 $362
2005 ‘
Current $46) $23 $227 $204
Deferred — (9) 33 24
Total $(46) $14 $260 $228
2004

Current $365 $24 $182 $571

Deferred 240 {14) (18) 208
Total $605 $10 $164 §$779

During 2005, Schering-Plough repatriated approximately $9.4 billion in accordance with its planned repatriation under the
provisions of the AJCA, which was the maximum amount of foreign earnings that qualified for an effectively reduced tax rate of
5.25 percent. In the fourth quarter of 2004, Schering-Plough accrued a U.S. federal tax liability of approximately $417 millicn
and a state income tax liability of approximately $6 million for the intended repatriation. Schering-Plough will continue to use the
repatriated funds for qualified spending.

Schering-Plough’s tax provision for the year ended December 31, 2005, includes a U.S. federal income tax benefit of
approximately $42 million as a result of an IRS Notice issued in August 2005. The provisions of this Notice resulted in a
reduction of the previously accrued tax liability attributable to the American Jobs Creation Act of 2004 (AJCA) repatriation and
also reduced the 2005 U.S. Net Operating Loss {(NOL) carried forward to subsequent years,

Prior to the AJCA, Schering-Plough's intent was to indefinitely reinvest all unremitted earnings of its international subsidiaries,
and except for the amounts repatriated under the AJCA, Schering-Plough maintains its intent to indefinitely reinvest earnings of
its internationai subsidiaries. Schering-Plough has not provided deferred taxes on approximately $4.2 billion of undistributed
foreign earnings as of Decermber 31, 2006. Determining the tax liability that would arise if these earnings were remitted is not
practicable. That liability would depend on a number of factors, including the amount of the earnings distributed and whether
the U.S. operations were generating taxable profits or losses.

During 2004, due te changes in tax planning strategies triggered by Schering-Plough’s intent to repatriate earnings under the
AJCA, management was no longer able to conclude that it was more likely than not that it would realize the benefit of its net
U.S. deferred tax assets, including any benefit related to its U.S. operating losses. Therefore, in general, Schering-Plough
established a valuation allowance on its net U.S. deferred tax asset at December 31, 2004, and continues to maintain a
valuation allowance for its net U.S. deferred tax asset at December 31, 2006.

Deferred income taxes are provided for temporary differences between the financial reporting basis and the tax basis of
Schering-Plough's assets and liabilities. Schering-Plough's deferred tax assets result principally from the recording of certain
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items that currently are not deductible for tax purposes and net operating loss and other tax credit carryforwards. Schering-
Plough's deferred tax liahilities principally result from the use of accelerated depreciation for tax purposes.

The components of Schering-Plough's deferred tax assets and liabilities at December 31 are as follows:

{Doltars in millions) 2006 2005
Deferred tax assets:
Net operating loss (NOL) carryforwards ' $ 374 § 542
Other tax credit carryforwards 341 323
Post-retirement and other employee benefits 553 275
Inventory related 158 170
Sales return reserves 142 149
Litigation accruals 156 126
Other 239 223
Total deferred tax assets: $1963 31,808
Deferred tax liabilities:
Depreciation $ (288 % (310}
Inventory valuation (33) (26}
Qther 61) {89}
Total deferred tax liabilities: $ (382) $ 425}
Deferred tax valuation allowance $(1,358) $(1,143)
Net deferred tax assets $ 223 $ 240

The change in the valuation allowance from 2005 to 2006 is due to the decrease in the deferred tax asset recorded for the
U.S. NOL carryforward offset by an increase to the deferred tax assets recorded for expenses currently non-deductible for tax
purposes. The decrease to the deferred asset recorded for the U.S. NOL carryforward is primarily attributable to a reduction for
the estimated impact of IRS examination of Schering-Plough's open tax years, which had no impact on the statement of
operations. This balance may be subsequently increased or decreased following resolution of these examinations.

The deferred tax assets for net operating losses and other tax credit carryforwards principally relate to U.S. NOLs, Research and
Development (R&D) tax credits, U.S. foreign tax credits and Federal Alternative Minimum Tax {AMT) credit carryforwards. At
December 31, 2008, Schering-Plough had approximately $1.54 billion of U.S. NOLs for income tax purposes that are available to
offset future U.S. taxable income. U.S. NOLs are U.S. operating losses adjusted for the differences between financial and tax
reporting. These U.S. NOLs will expire in varying amounts between 2024 and 2026, if unused. At December 31, 2006, Schering-
Plough had approximately $105 million of R&D tax credits carryfarwards that will expire between 2022 and 2026; $188 million of
foreign tax credit carryforwards that will expire between 2011 and 2016; and $44 million of AMT tax credit carryforwards that have
an indefinite life. The U.S. NOL carryforward could be materially reduced after examination of Schering-Plough's income tax
returns by the IRS. Schering-Plough has reduced the deferred tax assets and related valuation allowance recorded for its
U.S. NOLs and tax credit carryforwards to reflect the estimated resoclution of these examinations.
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The difference between income taxes based an the U.S. statutory tax rate and Schering-Plough’s income tax expense for the
years ending December 31 was due to the following:

{Dollars in millions) 2006 2005 2004
Income tax expensefibenefit) at U.S. statutory rate $527 $174 % (59)
Increase/(decrease) in taxes resulting from:
Lower rates in other jurisdictions, net {436) (417) (319
Federal {benefit} tax on repatriated foreign earnings under the Act, net of credits — {42) 417
U.S. operating losses for which no tax benefit was recorded 215 437 384
Permanent differences {7) 66 98
Provision for valuation allowance of net U.S. deferred tax assets — _— 240
Provision for other tax matters 42 — —
State income tax 25 14 10
All other, net {4} (4) 8
Income tax at effective tax rate $362 $£228 $779

The lower tax rates in other jurisdictions in 2006, 2005, and 2004, net, are primarily attributable to Schering-Plough's
manufacturing subsidiaries in Puerto Rico, Singapore and Irefand, which operate under various incentive tax grants that
begin to expire in 2011. Overall income tax expense primarily relates to foreign taxes and does not include any benefit related to
U.S. operating losses.

Net consolidated income tax payments/irefunds), exclusive of payments related to the tax examinations and litigation
discussed below, during 2006, 2005, and 2004 were $234 million, $592 million, and ${144) million, respectively.

In January 20086, the Internal Revenue Service {IRS) completed its examination of Schering-Plough’s 1993-1996 federal income
tax returns. Schering-Plough had made cash payment in the third quarter of 2005 in the form of a tax deposit of approximately
$239 million in anticipation of the settlement of the 1993-1996 tax examination and to prevent additional IRS interest charges.
This payment fully satisfied the liability associated with the tax examination and was consistent with the previously recorded
reserves. The IRS is now in the process of completing its examination of Schering-Plough’s 1997-2002 federal income tax
returns. Schering-Plough anticipates that the examination will be completed before the end of 2007. The finalization of this
examination may result in adjustments to Schering-Plough's accrual for tax contingencies and U.S. NOLs as reported on
Schering-Plough’s income tax returns. Schering-Plough’s 2003-2005 U.S. federal income tax returns remain subject to
examination.

Schering-Plough believes that its accrual for tax contingencies is adequate for all open years, based on experience, interpre-
tations of tax law, and judgments about potential actions by taxing authorities. Schering-Plough accrues liabilities for identified
tax contingencies that result from tax positions taken that could be challenged by tax authorities. Schering-Plough's tax
reserves reflect the probable outcome of identified tax contingencies; however, it is reasonably possible that the ultimate
resolution of any tax matters may be materially greater or less than the amount accrued. Schering-Plough will adopt FIN 48,
"Accounting for Uncertainty in Income Taxes,” on January 1, 2007. See Impact of Recently Issued Accounting Standards in
Note 1, “Summary of Significant Accounting Policies.” Although Schering-Plough is still evaluating the potential impact of
FIiN 48, it expects a decrease 1o opening retained earnings as of January 1, 2007, from $225 million to $300 million with a
corresponding increase to the appropriate tax liability accounts upon the adoption of this Interpretation.
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Schering-Plough's potential tax exposures result from the varying application of statutes, regulations and interpretations and
include exposures on intercompany terms of cross border arrangements and utilization of cash held by foreign subsidiaries
(investment in U.S. property}. Although Schering-Plough's cross border arrangements between affiliates are based upon
internationally accepied standards, tax authorities in various jurisdictions may disagree with and subsequently challenge the
amount of profits taxed in their country.

In October 2001, IRS auditors asserted that two interest rate swaps that Schering-Plough entered into with an unrelated party
should be recharacterized as loans from affiliated companies, resulting in additional tax liability for the 1991 and 1992 tax years.
In September 2004, Schering-Plough made payments to the IRS in the amount of $194 million for income tax and $279 million
for interest. Schering-Plough filed refund claims for the tax and interest with the IRS in December 2004. Following the IRS’s
denial of Schering-Plough’s claims for a refund, Schering-Plough filed suit in May 2005 in the U.S. District Court for the District
of New Jersey for refund of the full amount of the tax and interest. This refund litigation is currently in the discovery phase.
Schering-Plough's tax reserves were adequate to cover the above-mentioned payments.

7. RETIREMENT PLANS AND OTHER POST-RETIREMENT BENEFITS

PLAN DESCRIPTIONS Schering-Plough has defined benefit pension plans covering eligible employees in the U.S. and certain
foreign countries. For the U.S. plan, benefits for normal retirement are primarily based upon the participant’s average final
earnings, years of service and Social Security income, and are modified for early retirement. Death and disability benefits are
also available under the plan. Benefits become fully vested after five years of service. The plan provides for the continued
accrual of credited service for employees who opt to postpone retirement and remain employed with Schering-Plough after
reaching the normal retirement age. Non-U.5. pension plans offer benefits that are competitive with local market conditions.

In addition, Schering-Plough provides post-retirement medical and life insurance benefits primarily to its eligible U.S. retirees
and their dependents through its post-retirement benefit plans.

Effective December 31, 2006, Schering-Plough accounts for its retirement plans and other post-retirement benefit plans {the
plans} in accordance with SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans,” an amendment of SFAS No, 87, 88, 106, and 132R. SFAS No. 158 requires the recognition of an asset for the over
funded plans and a liability for the under-funded plans in Schering-Plough’s consolidated balance sheets. This Statement also
requires the recognition of changes in the funded status of the plans in the year in which the changes occur. As provided by
SFAS No. 158, the requirement to measure all plans’ assets and liabilities as of fiscal year-end has been extended to be
effective for the years ending after December 15, 2008. Currently, a majority of Schering-Plough's retirement and other
post-retirement benefit plans’ assets and liabilities are measured at December 31.
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The incremental effects resulting from the implementation of SFAS No. 158 on the individual line items of Schering-Plough’s
Consolidated Balance Sheets at December 31, 2008, are as follows:

Balance Sheets Balance Sheets
Amounts Prior to Amounts After
SFAS No. 87/88/158  SFAS No.87/88  SFAS No.158  SFAS No, 87/88/158
{Dollars in millions) Adjustments Adjustments Adjustments Adjustments
ASSETS
Other intangible assets $ 347 $ 2 $ (59} $ 286
Cther long-term assets (including deferred tax
asset} 780 15 {4} 79
LIABILITIES
Accrued compensation 779 —_ 15 794
Other long-term liabilities 1,076 (54) 443 1,465
EQUITY
Accumulated other comprehensive loss, net of
tax effects $ 418) $67 $(521) $ (872)

At December 31, 2006, included in Schering-Plough’s accumulated other comprehensive loss was $841 million ($692 million,
net of tax effects) of costs that were not recognized as components of net periodic benefit costs pursuant to SFAS Ne. 87,
“Employers’ Accounting for Pensions” and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions.” The components of these costs at December 31, 2006, were as follows:

Other
Past-retiremeant
(Dollars in millions) Retirement Plans Benefits
Actuarial loss $604 $216
Pricr service costflcredit) 64 {43)
Total $668 $173

The actuarial losses primarily represent the cumulative difference between the actuarial assumptions and the actual returns
from plan assets, changes in discount rates and plans’ experience. Total loss amounts, net in excess of certain thresholds, are
amortized into net pension and other post-retirement benefit cost over the average remaining service life of employees. The
amounts in accumulated other comprehensive loss that are expected to be recognized as components of net pericdic costs
during 2007 are as foliows:

Other
Past-retiremont
{Dollars in mitlions) Retirement Plans Benefits
Actuarial loss recognition $10 $10
Prior service costf{credit) recognition 1 {5)
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ACTUARIAL ASSUMPTIONS The consolidated weighted average assumptions used to determine benefit obligations at Decem-
ber 31 were:

Other
Post-retirement
Retireament Plans Benefits
2006 2005 2006 2005
Discount rate 5.5% 5.3% 6.0% 57%
Rate of increase in future compensation 3.8% 3.8% N/A N/A

The assumpticns above were used to develop the benefit obligations at year-end.

The consolidated weighted average assumptions used to determine net benafit costs for the years ended December 31 were:

Retirement Plans Other Post-retirement Benefits
2006 2005 2004 2006 2005 2004

Discount rate 53% 5.6% 5.7% 5.7% 6.0% 6.0%
Long-term expected rate of return on plan assets 7.7% 7.5% 7.6% 7.5% 75% 7.5%
Rate of increase in future compensation 3.8% 3.9% 3.9% N/A N/A N/A

The assumptions used 1o determing net pericdic benefit costs for each year are established at the end of each previous year,
while the assumptions used to determine benefit obligations are established at each year-end. The net periodic benefit costs
and the actuarial present value of the benefit obligations are based on actuarial assumptions that are determined annually
based on an evaluation of long-term trends, as well as market conditions, that may have an impact on the cost of providing
retirement benefits.

The long-term expected rates of return on plan assets are derived from return assumptions determined for each of the major
asset classes: equities, fixed income and real estate, on a proportional basis. The return expectations for each of these asset
classes are based largely on assumptions about economic growth and inflation, which are supported by long-term historical
data.

The weighted average assumed healthcare cost trend rate used for past-retirement measurement purposes is 10 percent for
2007, trending down to 4.8 percent by 2015. A one percent increase in the assumed healthcare cost trend rate would increase
combined post-retirement service and interest cost by $9 million and the post-retirement benefit obligation by $83 million. A
one percent decrease in the assumed health care cost trend rate would decrease combined post-retirement service and
interest cost by $7 million and the post-retirement benefit obligation by $67 million.

Average retirement age is assumed based on the annual rates of retirement experienced by Schering-Plough.

COMPONENTS OF NET PERIODIC BENEFIT COSTS The net pension and other post-retirement benefit costs totaled $204 million,
$165 million, and $155 million in 20086, 2005, and 2004, respectively.
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The components of net pension and other post-retirement benefits expense were as follows:

Other Post-retirement

Retirement Plans Benefits
[Dollars in millions) 2006 2005 2004 2006 2005 2004
Service cost $119 $102 $ N £18 $15 $13
Interest cost 113 106 102 26 24 22
Expected return on plan assets {113) (112) (115} (13} {15) (16}
Amortization, net 44 31 27 6 2 2
Termination benefits — 7 18 — 1 2
Settlement 4 4 9 — — —
Net pension and other post-retirament benefit costs $167 $138 $132 $37 $27 $23

In accordance with FASB Staif Position 106-2, Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003 (the Medicare Act), Schering-Plough began accounting for the effect of the
federal subsidy under the Medicare Act in the third quarter of 2004. As a result, Schering-Plough’s net other post-retirement
benefits expense was reduced by $7 million during 2004. This reduction in the other post-retirement benefits expense during
2004 consists of reductions in service cost, interest cost and net amortization of $2 million, $3 million and $2 million,

respectively.

BENEFIT OBLIGATIONS The components of the changes in the benefit obligations were as follows:

Other Post-retirement

Retirement Plans Benefits
{Dollars in millicns) 2006 2005 2006 2005
Benefit obligations at beginning of year $2,155  $1,995 $451 $409
Service cost 119 102 18 15
Interest cost 13 106 26 24
Medicare drug subsidy received — — 2 —
Participant contributions 6 4 3 1
Effects of exchange rate changes 53 {59} — —
Benefits paid (110) {91) {25) {23)
Acquisitions/plan transfers 14 5 1 6
Actuarial losses/(gains) {including assumption change) 33 | 33 38
Plan amendments 4 — — (19
Termination benefits — 2 — —
Curtailment (6) — - —
Settlement {12} — — —
Benefit obligations at end of year $2,369 $2,155 $509 $451
Benefit obligations of over-funded plans $ 89 §$ 84 § — $ -
Benefit obligations of underfunded plans 2,270 2,07 509 451
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FUNDED STATUS AND BALANGE SHEETS PRESENTATION The components of the changes in plan assets were as follows:

Other Post-retirement

Retirement Plans Benefits
{Dollars in millions) 2006 2005 2006 2005
Fair value of plan assets, primarily stocks and bonds, at beginning of
year $1,441 $1,429 $185 $197
Actual gain {loss} on plan assets 186 122 24 9
Employer contributions 115 23 2 1
Participant contributions 6 4 3 1
Acquisitions/plan transfers 10 1 — —
Effects of exchange rate changes 37 a7) — —
Settlements (12) — — —
Benefits paid (110) (91) (25) (23)
Fair value of plan assets at end of year $1,673 $1,441 $189 3185
Plan assets of overfunded plans $ 120 § 96 $ — $ —
Plan assets of underfunded plans 1,553 1,345 188 185

In addition to the plan assets indicated above, at December 31, 2006 and 2005, securities investments of $71 million and
$70 million, respectively, were held in a non-qualified trust designated to provide pension benefits for certain under-funded

plans.

in accordance with SFAS No. 188, at December 31, 2006, the net asset of the over-funded plans was $21 million, ail of which
related to Schering-Plough'’s retirement plans, and is included in other long-term assets. The net liability from the under-funded

plans at December 31, 2006, totaled $1,037 million as follows:

Other

Retirement Post-retirement

{Dollars in millions) Plan Benefits
Accrued compensation {current) $ 15 $ —
Other long-term liabilities 702 320
Total $717 $320

Prior to December 31, 2006, Schering-Plough accounted for its retirement plans and other post-retirement benefit plans in
accordance with SFAS No. 87, 88, 106 and 132R. The following table is a reconciliation of the funded status of the plans to the

net asset/(liability) at December 31, 2005:

Other

Retirement Post-retirement

(Dollars in millions) Plan Benefits
Benefit obligations in excess of plan assets $(714) $(266)
Post measurement date contributions 4 —
Unrecognized prior service costs 69 (48}
Unrecognized net actuarial loss 669 203
Net asset/{liability) at end of year $ 28 $0111)
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At December 31, 2005, the components of the net asset/(liability) were recorded in the consolidated balance sheets as follows:

Qther

Retirement Post-retirement

{Dollars in millipns) Plans Benefits
Prepaid benefit cost $ 51 $ —
Accrued benefit cost {439) (111)
Intangible assets 7 61 —
Accumulated other comprehensive loss 355 —
Net asset/lliability) at end of year $ 28 $(111)

At December 31, 2005, Schering-Plough’s additional minimum pension liability was $416 million primarily related to domestic
retirement plans. This resulted in an adjustment to accumulated other comprehensive loss, net of tax, of $56 million in 2005.

At December 31, 2006 and 2005, the accumulated benefit obligations (ABO) for the retirement plans were $2,042 million and
$1,844 miillion, respectively. The aggregated accumulated benefit obligations and fair values of plan assets for retirement plans
with accumulated benefit obligations in excess of plan assets were $1,780 million and $1,357 million, respectively, at
December 31, 2006, and $1,671 million and $1,232 million, respectively, at December 31, 2005.

PLAN ASSETS AT FAIR VALUE The asset allocation for the consclidated retirement plans at December 31, 2006 and 2005, and the
target altocation for 2007 are as follows: '

Percentage of Plan

Target Assets at
Allocation ____—Ducamhar 3,
Asset Cetegory 2007 2006 2005
Equity securities 59% 62% 62%
Debt securities 36 31 32
Real estate 5 7 6
Total 100% 100% 100%

The asset allocation for the post-retirement benefit trusts at December 31, 2006 and 2005, and the target allocation for 2007
are as follows:

Percentage of Plan

Target Assts al
Allocation December 31,
Asset Category 2007 2006 2005
Equity securities 70% 76% 72%
Debt securities 30 24 28
Total 100% 100%  100%

Schering-Plough's investments related to these plans are broadly diversified, consisting primarily of equities and fixed income
securities, with an objective of generating long-term investment returns that are consistent with an acceptable level of overall
portfolio market value risk. The assets are periodically rebalanced back to the target allocations.
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ESTIMATED FUTURE BENEFIT PAYMENTS The following benefit payments, which reflect expected future service, as appropriate,
are expected to be paid:

Retirement Pos!-glta?ier::mem
{Dollars in millions) Plans Benefits(1)
2007 % 98 $ 25
2008 92 27
2009 95 28
2010 98 30
2011 121 32
Years 2012-2016 652 184

Schering-Plough's practice is to fund qualified pension plans at least at sufficient amounts to meet the minimum requirements
set forth in applicable laws. Schering-Plough expects to contribute approximately $180 million to its retirement plans during
2007, including approximately $125 million to its U.S. Retirement Plan,

DEFINED CONTRIBUTION PLANS Schering-Plough makes contributions to defined contribution savings plans equal to three
percent of eligible employee earnings, plus a matching of up to'two percent of eligible employee earnings based on employee
contributions to this plan. The total Schering-Plough contributions to this plan in 2006 and 2005 were $70 million and $58 million,
respectively.

8. EARNINGS PER COMMON SHARE

The following table reconciles the components of the basic and diluted earnings/{loss) per share computations:

{Dollars and shares in millians) 2006 2005 2004

EPS Numerator;
Net income/{loss) before cumulative effect of a change in accounting principle and

preferred stock dividends $1.121 % 269 $ (947)
Add: Cumulative effect of a change in accounting principle, net of tax 22 o —_
Less: Preferred stock dividends 86 86 34
Net income/iloss) available to common shareholders $1,057 $ 183 § (981}
EPS Denominator:

Average shares outstanding for basic EPS 1,482 1,476 1,472
Dilutive effect of options and deferred stock units 9 8 —
Average shares outsténding for diluted EPS 1,49 1,484 1,472

The equivalent common shares issuable under Schering-Plough’s stock incentive plans that were excluded from the com-
putation of diluted EPS because their effect would have been antidilutive were 48 million, 39 million, and 89 million,
respectively, for the years ended December 31, 2006, 2005, and 2004, respectively. In addition, for the years ended
December 31, 2006, 2005 and 2004, 85 million, 63 million, and 27 million common shares, respectively, obtainable upon
conversion of the Mandatory Convertible Preferred Stock were excluded from the computation of diluted earnings per share
because their effect would have been antidilutive.

60 Schering-Plough Corporation and Subsidiaries




Notes to Consolidated Financial Statements — (Continued)

9. ACCUMULATED OTHER COMPREHENSIVE LOSS

The components of accumulated other comprehensive incomef(loss} at December 31, 2006 and 2005 were as follows:

{Dollars in millions) 2006 2005
Foreign currency translation adjustment $(197) $(291)
Minimum pension liability, net of tax efiects, in accordance with SFAS No. 87/88 provisions — (238
Pension and other post-retirement liabilities, net of tax effects, in accordance with
SFAS No. 158 provisions(i} {692} -
Unrealized gain on investments available for sale, net of tax 17 13
Total $(872) $(516)

{1} See Note 7, "Retirement Plans and Other Postretirerent Benefits, ” for additional information regarding the impacts on Schering-Plough's
financial statements upon the adoption of SFAS No. 158.

Effective December 31, 2006, Schering-Plough accounts for its retirement and other post-retirement benefit plans in
accordance with SFAS No. 158. The implementation of SFAS No. 158 resulted in an increase of $521 million, net of tax
effects, to accumulated other comprehensive loss that reduced shareholders' equity.

Gross unrealized pre-tax gains on investments in 2006 and 2005 were $4 million and $0 million, respectively; unrealized losses
were immaterial.

10. INVENTORIES

Inventories consisted of the following at December 31:

(Dollars in millions) 2006 2005
Finished products ' $ 728 § 665
Goods in process 771 614
Raw materials and supplies 248 326

Total inventories and inventory classified in other non-current assets $1,747  $1,605

Included in 2006 non-current assets is $71 million of inventory not expected to be sold within one year.

Inventories valued on a last-in, first-out {LIFO) basis comprised approximately 20 percent and 18 percent of total inventories at
December 31, 2006 and 2005, respectively. The estimated replacement cost of total inventories at December 31, 2006 and
2005 was $1,795 million and $1,652 million, respectively. The cost of all other inventories is determined by the first-in, first-out
method {FIFO).
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11. OTHER INTANGIBLE ASSETS

The components of other intangible assets, net, are as foliows at December 31:

2006 2005
Gross Gross
Carrying  Accumulated Carrying  Accumulated
{Dollars in millions} Amount Amortization Net Amount Amortization Net
Patents and licenses $599 $368 $231 $579 $329 $250
Trademarks and other 114 59 55 166 51 115
Total other intangible assets $713 $427 $286  $745 $380 $365

Included in other are pension assets of $61 million at December 31, 2005. Effective on December 31, 2006, these pension
assets were eliminated as a result of Schering-Plough’s adoption of SFAS 158 {see Note 7, "Retirement Plans and Other
Postretirement Benefit Plans,” for additional information).

Patents, licenses and trademarks are amortized on the straight-line method over their respective usefu! lives. The residual
value of intangible assets is estimated to be zero.

During the fourth quarter of 2006, Schering-Plough received the rights to trademarks and tradenames from an entity in which it
had a minority interest. These trademarks and tradenames had a fair value of approximately $18 million. These trademarks and
tradenames were included in Schering-Plough’s other intangible assets at December 31, 2006, and are being amortized on
straight-line method and over 10 years.

Included in intangible assets is approximately $120 million related to the license and co-promotion agreements with Bayer. These
amounts are being amortized over the effective useful lives of the agreements ranging from seven to 14 vears,

See Note 12, “Product Licenses and Acquisitions,” for additional information on the above transactions.

Amortization expense related to other intangible assets in 2006, 2005, and 2004 was $47 million, $49 million, and $42 million,
respectively, and is included primarily in selling, general and administrative expenses in the statement of consolidated
operations. All intangible assets are reviewed to determine their recoverability by comparing their carrying values to their
expected undiscounted future cash flows when events or circumstances warrant such a review. Annual amortization expenses
related to these intangible assets for the years 2007 to 2012 is expected 10 be approximately $45 million.

12. PRODUCT LICENSES & ACQUISITIONS

In August 2005, Schering-Plough announced that it exercised its right to develop and commercialize with Centocor, Inc.
{Centocor). golimumab, a new anti-TNF-alpha monoclonal antibody being developed as a therapy for the treatment of
rheumatoid arthritis and other immune-mediated inflammatory diseases. Pursuant to the exercise, Schering-Plough received
exclusive worldwide marketing rights to golimumab, excluding the U.S., Japan, China (including Hong Kong}, Taiwan, and
Indonesia. In exchange for its rights under this agreement, Schering-Plough made an upfront payment in the amount of
$124 million to Centocor before a tax benefit of $6 million. This payment was included in Research and Development expenses
for the year ended December 31, 2005. Schering-Plough is sharing development costs with Centocor. Schering-Plough and
Centocor have been collaborating in resclving the difference in the parties’ opinions as to the expiration date of Schering-
Plough's rights to golimumab. In August 2006, Schering-Plough received a determnation through arbitration that its rights to
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market golimumab will extend to 15 years after the first commercial sales in its territories, but Centocor has appealed the
ruling.

Effective September 1, 2005, Schering-Plough restructured its INTEGRILIN co-promotion agreement with Millennium. Under the
terms of the restructured agreement, Schering-Plough acquired exclusive U.S. development and commercialization rights to
INTEGRILN in exchange for an upfront payment of $36 million and royalties on InTearILN Sales. Schering-Plough has agreed to pay
minimum royalties of $85 million per year to Millennium for 2006 and 2007. Schering-Plough also purchased existing INTEGRILIN
inventory from Millennium. The $36 million upfront payment has been capitalized and included in other intangible assets.

During 2004, Schering-Plough entered into a collaboration and license agresment with Toyama Chemical Co. Ltd (Toyamal.
Under the terms of the agreement, Schering-Plough has acquired the exclusive worldwide rights, excluding Japan, Korea and
China, to develop, use and sell garenoxacin for all human and veterinary uses (excluding topical ophthalmic applications).
Garenoxacin is Toyama's quinolone antibacterial agent currently under regulatory review in the U.S. In connection with the
execution of the agreement, Schering-Plough incurred a charge in the second quarter of 2004 for an up front feg of $80 million
to Toyama. This amount has been expensed and reported in Research and Development for the year ended December 31,
2004.

During 2004, Schering-Plough entered into a strategic agreement with Bayer intended to enhance Schering-Plough’s phar-
maceutical resources. Under the terms of this agreement, Schering-Plough has exclusive rights in the U.S. and Puerto Rico to
market, sell and distribute the AveLox and Cirro antibiotics for all uses {excluding certain topical formulations for administration
to the eye or ear). Schering-Plough pays Bayer royalties generally in excess of 50 percent of these products based on sales.

Under the agreement, Schering-Plough also undertook Bayer's U.S. commercialization activities for the erectile dysfunction
medicine Levitaa under Bayer's co-promotion agreement with GlaxoSmithKiine PLC. In the Japanese market, Bayer will co-
market Schering-Plough’s cholesteral-absorption inhibitor Zemia when it is approved. Schering-Plough has received and
recorded deferred revenue of $120 million related to the sale of Zema co-promotion rights to Bayer. This deferred revenue
will begin to be recognized upon regulatory approval in Japan. Zenia is currently under regulatory review in Japan. Under certain
circumstances, if Zetia does not receive regulatory/marketing approval in Japan by a certain date, this amount will be required to
be repaid to Bayer.

The agreement with Bayer potentially restricts Schering-Plough from marketing products in the U.S. that would compete with any
of the products under the agreement. As a result, Schering-Plough expects that it will sublicense rights to garenoxacin, the
quinolone antibacterial agent that Schering-Plough licensed from Toyama in 2004.
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13. SHORT-TERM BORROWINGS, LONG-TERM DEBT AND OTHER COMMITMENTS

SHORT AND LONG-TERM BORROWINGS Schering-Plough's outstanding borrowings at December 31, 2006 and 2005 are as
follows:

(Dollars in millions) 2006 2005
Short-term
Commercial paper £ 149 & 298
Other short-term borrowings and current portion of long-term debts 91 979
Current portion of capital leases 2 1
Total short-term borrowings $ 242 $1,278
Long-term
10-year senior unsecured notes $1,247 $1,247
30-year senior unsecured notes 1,142 1,142
Capital leases 25 10
Total long-term borrowings $2,414 $2,399

Schering-Plough’s short-term borrowings consist of primarily bank loans and commercial paper issued in the U.S. The
weighted average interest rate on short-term borrowings was 6.4 percent and 4.7 percent at December 31, 2006 and 2005,
respectively.

SENIOR UNSECURED NOTES On November 26, 2003, Schering-Plough issued $1.25 billion aggregate principal amount of
5.3 percent senior unsecured notes due 2013 and $1.15 billion aggregate principal amount of 6.5 percent senior unsecured
notes due 2033. The net proceeds from this offering were $2.37 billion. Interest on the notes is payable semi-annually and
subject to rate adjustment as follows: if the rating assigned to a particular series of notes by either Moody's Investors Service,
Inc. {(Moody’s) or Standard & Poor’s Rating Services {S&P) changes to a rating set forth below, the interest rate payable on that
series of notes will be the initial interest rate (5.3 percent for the notes due 2013 and 6.5 percent for the notes due 2033} plus
the additional interest rate set forth below by Moody's and S&P:

Additional Interest Rate Moody'’s Rating S&P Rating
0.25% Baal BBB+
0.50% Baa2 BBB
0.75% Baa3 BBB-
1.00% Bal or below BB+ or below

In no event will the interest rate for any of the notes increase by more than 2 percent above the initial coupon rates of
5.3 percent and 6.5 percent, respectively. If either Moody's or S&P subsequently upgrades its ratings, the interest rates will be
correspondingly reduced, but not below 5.3 percent or 6.5 percent, respectively. Furthermore, the interest rate payable on a
particular series of notes will return to 5.3 percent and 6.5 percent, respectively, and the rate adjustment provisions will
permanently cease to apply if, following a downgrade by either Moody's or S&P below A3 or A—, respectively, the notes are
subsequently rated above Baal by Moody's and BBB+ by S&P.

Upon issuance, the notes were rated A3 by Moody's and A+ by S&P. On July 14, 2004, Moody's lowered its rating of the notes
to Baa1l and, accordingly, the interest payable on each note increased by 25 basis points, effective December 1, 2004, resulted
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ina 5.55 percent the interest rate payable on the notes due'2013, and a 6.75 percent the interest rate payable on the notes due
2033 increased. At December 31, 2008, the notes were rated Baal by Moody's and A— by S&F.

These senior unsecured notes are redeemable in whole orin part, at Schering-Plough’s option at any time, ata redemption price
equal to the greater of (1) 100 percent of the principal amount of such notes and (2) the sum of the present values of the
remaining scheduled payments of principal and interest discounted using the rate of Treasury Notes with comparable
remaining terms plus 25 basis points for the 2013 notes or 35 basis points for the 2033 notes.

CREDIT FACILITIES Schering-Plough has a $1.5 billion credit facility that matures in May 2009 and requires Schering-Plough to
maintain a total debt to capital ratio of no more than 60 percent. This credit line is available for general corporate purposes and is
considered as support to Schering-Plough’s commercial paper borrowings. Borrowings under the credit facility may be drawn
by the U.S. parent company or by its wholly-owned international subsidiaries when accompanied by a parent guarantee. This
facility does not require compensating balances; however, a nominal commitment fee is paid. As of December 31, 2005,
$325 million was drawn under this facility by a wholly-owned international subsidiary for the purposes of funding repatriations
under the AJCA. During 2008, this borrowing amount was fully repaid. As of December 31, 2008, no borrowings were
outstanding under this facility.

In addition to the above credit facility, Schering-Plough entered into a $575 million credit facility during the fourth quarter of
2005 for the purposes of funding repatriations under the AJCA. As of December 31, 2005, the entire amount was drawn by a
wholly-owned international subsidiary to fund the repatriations. This facility was paid in full and terminated in 2006.

In addition, Schering-Plough's international subsidiaries had approximately $219 million available in unused lines of credit from
various financial institutions at December 31, 2006.

OTHER COMMITMENTS Total rent expense amounted to $118 million, $110 million and $100 million in 2008, 2005 and 2004,
respectively. Future annual minimum rental commitments in the next five years on non-cancelable operating leases as of
December 31, 2008, are as follows: 2007, $85 million; 2008, $65 million; 2009, $41 million; 2010, $24 million; and 2011,
$14 million, with aggregate minimum lease obligations of $35 million due thereafter.

At December 31, 2008, Schering-Plough has commitments totaling $1 79 million and $2 million related to capital expenditures
1o be made in 2007 and in 2008, respectively. ‘

14. FINANCIAL INSTRUMENTS

SFAS 133, “Derivative Instruments and Financial Hedging Activities,” as amended, requires all derivatives to be recorded on
the balance sheets at fair value. In addition, this Statemeant alsc requires: (1) the effective portion of qualifying cash flow hedges
be recognized in income when the hedged item affects income; (2) changes in the fair value of derivatives that qualify as fair
value hedges, along with the change in the fair value of the hedged risk, be recognized as they occur; and (3) changes in the fair
value of derivatives that do not qualify for hedge treatment, as well as the ineffective portion of qualifying hedges, be
recognized in income as they occur.

RISKS, POLICY AND OBJECTIVES Schering-Plough is exposed to market risk, primarily from changes in foreign currency exchange
rates and, 1o a lesser extent, from interest rate and equity price changes. Currently, Schering-Plough has not deemed it cost
effective to engage in a formula-based program of hedging the profits and cash flows of international operations using
derivative financial instruments, but on a limited basis, Schering-Plough will hedge selective foreign currency risks with
derivatives. Because Schering-Plough's international subsidiaries purchase significant quantities of inventory payable in
U.S. dollars, managing the level of inventory and related payables and the rate of inventory turnover can provide a natural
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level of protection against adverse changes in exchange rates. Furthermore, the risk of adverse exchange rate change is
somewhat mitigated by the fact that Schering-Plough’s international operations are widespread.

Schering-Plough mitigates credit risk on derivative instruments tiy dealing only with counterparties considered to be of high
credit quality. Accordingly, Schering-Plough does not anticipate loss for non-performance. Schering-Plough does not enter into
derivative instruments to generate trading profits.

The table below presents the carrying values and estimated fair values for certain of Schering-Plough’s financial instruments at
December 31. Estimated fair values were determined based on market prices, where available, or dealer quotes. The carrying
values of all other financial instruments, including cash and cash equivalents, approximated their estimated fair values at
December 31, 2006 and 2005.

2006 2005

Carrying  Estimated  Carrying  Estimated
{Dollars in millions) Value Fair Value Value Fair Value
ASSETS:
Shert-term investments $3,267 $3267 % 818 % 818
Long-term investments 145 14% 144 147
LIABILITIES:
Short-term borrowings and current portion of long-term debt $ 242 $ 242 $1,278 $1,278
Long-term debt 2,414 2,497 2,399 2,583

LONG-TERM INVESTMENTS Long-term investments, which are included in other non-current assets, primarily consist of debt and
equity securities held in non-qualified trusts to fund long-term employee benefit obligations, which are included as liabilities in
the Consolidated Balance Sheets. These assets can only be used to fund the related liabilities.

15. SHAREHOLDERS' EQUITY

Schering-Plough has authorized 50,000,000 shares of preferred stock that consists of: 12,000,000 preferred shares designated
as Series A Junior Participating Preferred Stock; 28,750,000 preferred shares designated as 6 percent Mandatory Convertible
Preferred Stock; and 9,250,000 preferred shares whose designations have not yst bean determined.

6 PERCENT MANDATORY CONVERTIBLE PREFERRED STOCK AND SHELF REGISTRATION On August 10, 2004, Schering-Plough issued
28,750,000 shares of 6 percent Mandatory Convertible Preferred Stock {the Preferred Stock) with a face value of $1.44 billion.
Net proceeds to Schering-Plough were $1.4 billion atfter deducting commissions, discounts and other underwriting expenses.
Each share of the Preferred Stock will automatically convert into between 2.2451 and 2.7840 common shares of Schering-
Plough depending on the average closing price of Schering-Plough’s common shares over a period immediately preceding the
mandatory conversion date of September 14, 2007, as defined in the prospectus. The preferred shareholders may elect to
convert at any time prior to September 14, 2007, at the minimum conversion ratio of 2.2451 commaon shares per share of the
Preferred Stack. Additionally, if at any time prior to the mandatory conversion date the closing price of Schering-Plough’'s
common shares exceeds $33.41 {for at least 20 trading days within a period of 30 consecutive trading days), Schering-Plough
may elect to cause the conversion of all, but not less than all, of the Preferred Stock then outstanding at the same minimum
conversion ratio of 2.2451 common shares for each preferred share.

The Preferred Stock accrues dividends at an annual rate of 6 percent on shares outstanding. The dividends are cumulative from
the date of issuance and, to the extent Schering-Plough is legally permitted to pay dividends and the Board of Directors
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declares a dividend payable, Schering-Plough will pay dividends on each dividend payment date. The dividend payment dates
are March 15, June 15, September 15 and December 15, with the first dividend having been paid on December 15, 2004.

As of December 31, 2008, Schering-Plough has the ability to issue $563 million (principal amount) of securities under a currently
effective Securities and Exchange Commission (SEC) shelf registration.

TREASURY STOCK A summary of treasury share transactions for the years ended December 31 is as follows:

{Sharas in millions} 2006 2005 2004
Share balance at January 1 550 555 559
Stock incentive plans activities (3) (5) {4)
Share balance at December 31 B47 550 555

Included in the treasury share balance is 70.2 million shares that were acquired by a subsidiary of Schering-Plough through an
open-market purchase program in 1994-1995. These shares are not considered treasury shares under New Jersey law,
however, like treasury shares, they may not be voted and are not considered outstanding shares for determining the necessary
votes to approve a matter submitted to a stockholder vote. The subsidiary does not receive dividends on these shares.

PREFERRED SHARE PURCHASE RIGHTS Schering-Plough has Preferred Share Purchase Rights cutstanding that are attached to
and presently only trade with Schering-Plough’s common shares and are not exercisable. The rights will become exercisable
only if a person or group acquires 20 percent or more of Schering-Plough’s common stock or announces a tender offer that, if
completed, would result in ownership by a person or group of 20 percent or more of Schering-Plough's common stock. Should
a person or group acquire 20 percent or more of Schering-Plough’s outstanding common stock through a merger or other
business combination transaction, each right will entitle its holder {other than such acquirer} 1o purchase common shares of
Schering-Plough having a market value of twice the exercise price of the right. The exercise price of the rights is $100.

Following the acquisition by a person or group of beneficial ownership of 20 percent or more but less than 50 percent of
Schering-Plough’s common stock, the Board of Directors may call for the exchange of the rights {other than rights owned by
such acquirer), in whole or in part, at an exchange ratic of one common share or one two-hundredth of a share of Series A Junior
Participating Preferred Stock per right. Also, prior to the acquisition by a person or group of beneficial ownership of 20 percent
or more of Schering-Plough’s commen stock, the rights are redeemabie for $.005 per right at the option of the Board of
Directors. The rights will expire on July 10, 2007, unisss earlier redeemed or exchanged. The Board of Directors is also
authorized to reduce the 20 percent thresholds referred to above to not less than the greater of (i) the sum of .001 percent and
the largest percentage of the outstanding shares of common stock then known to Schering-Plough to be beneficially owned by
any person or group of affiliated or associated persons and {ii) 10 percent, except that, following the acquisition by a person or
group of beneficial ownership of 20 percent or more of Schering-Plough’s common stock, no such reduction may adversely
affect the interests of the holders of the rights.

16. INSURANCE COVERAGE

Schering-Plough maintains insurance coverage with such deductibles and self-insurance as management believes adequate
for its needs under current circumstances. Such coverage reflects market conditions (including cost and availability} existing at
the time it is written, and the relationship of insurance coverage to self-insurance varies accordingly. As a result of recent
external events, the availability of insurance has become more restrictive. Schering-Plough considers the impact of these
changes as it continually assesses the best way to provide for its insurance needs in the future. Schering-Plough self-insures a
substantial proportion of risk as it relates to products’ liability.

Schering-Plough Corporation and Subsidiaries 67




Notes to Consolidated Financial Statements — {Continued)

17. SEGMENT INFORMATION

Schering-Plough has three reportable segments: Prescription Pharmaceuticals, Consumer Health Care and Anirmal Health. The
segment sales and profit data that follow are consistent with Schering-Plough’s current management reporting structure. The
Prescription Pharmaceuticals segment discovers, develaps, manufactures and markets human pharmaceutical products. The
Consumer Health Care segment develops, manufactures and markets over-the-counter, foot care and sun care products,
primarily in the U.S. The Anima! Health segment discovers, develops, manufactures and markets animal health products.

NET SALES BY MAJOR PRODUCT AND BY SEGMENT:

{Dallars in millions) 2006 2005 2004
Prescription Pharmaceuticals $ 8,561 $754 §$647
Remicane 1,240 942 746
NasONEX 944 737 594
PEGINTRON 837 751 563
CLARINEX/AERIUS 722 646 692
TeMODAR 703 588 459
CLarimin Rx 356 3an 321
INTEGRILIN 329 315 325
ReseTOL 3N 331 287
AVELOX 304 228 44
INTRON A 237 287 318
CaeLyx 206 181 180
SUBUTEX 203 197 185
ELocon 141 144 168
CierO 11 146 43
Other Pharmaceutical 1,917 1,700 1,622
Consumer Health Care 1123 1,093 1,085
oTC 558 556 578
Foot Care 343 333 3
Sun Care 222 204 176
Animal Health 910 851 770
Consolidated Net Sales $10594 $9508 § 8272

NET SALES BY GEOGRAPHIC AREA:

{Dollars in miltions} 2006 2005 2004
United States $ 4,192 $3,589 $£3,219
Europe and Canada 4,403 4,040 3,595
Pacific Area and Asia 1,009 995 676
Latin America 990 884 782
Total International 6,402 5,919 5,053
Consolidated net sales $10,594 $9,508 $8,272
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Schering-Plough has subsidiaries in more than 50 countries outside the U.S. Net sales are presented in the geographic area in
which Schering-Plough’s customers are located. The following foreign countries accounted for & percent or more of
consolidated net sales during the past three years:

2006

2005 2004
% of % of % of
' Consolidated Consolidated Consolidated
{Dollars in millions} Net Sales Net Sales Net Sales Net Sales Net Sales Net Sales
Total International net sales $6,402 60% $5,919 62% $5,053 61%
France 809 8% 71 8% 729 9%
Japan €69 6% 687 7% 385 5%
Canada 478 5% 418 4% 365 4%
Italy 441 4% 457 5% 443 5%

NET SALES BY CUSTOMER:

i
Sales to a single customer that accounted for 10 percent or more of Schering-Plough's consolidated net sales during the past

three years are as follows:

2006 2005 2004
% of % of % of
Consolidated Consolidated Consclidated
{Dollacs in millions} Net Salas Net Salos Net Sales Net Sales Net Sales Net Sales
McKesson Corporation $1 ,159 1% $1,073 11% $868 10%
Cardinal Health $1,019 10% $ 8M 9% $447 5%

PROFIT BY SEGMENT:

{Dollars in millions)

Year Ended

December 31,

2006

2005 2004

Prescription Pharmaceuticals

$1394 §733 § 13

Consumer Health Care 228 235 234
Animal Health 120 120 88
Corparate and other {including net interest income of $125 million and $13 million in

2006 and 2005, respectively, and $88 million of net interest expense in 2004} {269) (591} {503)
Consolidated profit/(loss) before tax and cumulative effect on a change in accounting

principle $1,483 $497 $(168)

Schering-Plough’s net sales do not include sales of Vytorin and Zemia which are managed in partnership with Merck, as
Schering-Plough accounts for this joint venture under the equity method of accounting {see Note 3, "Equity Income from
Cholestero! Joint Venture,” for additional information). Profit from the Prescription Pharmaceuticals segment includes equity

income from cholesterol joint venture.

“Corporate and other” includes interest income and expense, foreign exchange gains and losses, headguarters expenses,
special charges and other miscellaneous items. The accounting policies used for segment reporting are the same as those
described in Note 1, “Summary of Significant Accounting Policies.”
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In 2008, “Corporate and other” includes special charges of $102 million primarily related to changes to Schering-Plough's
manufacturing operations in the U.S. and Puerto Rico announced in June 2008, all of which related to the Prescription
Pharmaceuticals segment. Included in 2006 cost of sales were charges of approximately $146 million from the manufacturing
streamlining actions that were primarily refated to the Prescription Pharmaceuticals segment.

In 2005, “Corporate and other” includes special charges of $234 million, including $28 million of employee termination costs,
$16 million of asset impairment and other charges, and an increase in litigation reserves by $250 million resulting in a total
reserve of $500 million representing Schering-Plough's current estimate to resolve the Massachusetts Investigation as well as
the investigations and the state litigation disclosed under *AWP Litigation and Investigations” in Note 19, “Legal, Environ-
mental and Regulatory Matters.” It is estimated that the charges relate to the reportable segments as follows: Prescription
Pharmaceuticals — $2839 million; Consumer Health Care — $2 million; Animal Health — $1 million; and Corporate and other —
$2 million.

fr1 2004, “Corporate and other” includes special charges of $153 million, including $119 million of employee termination costs,
as well as $27 million of asset impairment charges and $7 million of closure costs primarily related to the exit from a small
European research and development facility. It is estimated the charges relate to the reportable segments as follows:
Prescription Pharmaceuticals — $135 million; Consumer Health Care — $3 million; Animal Healtth — $2 millien; and Corporate
and other — $13 million.

SUPPLEMENTAL SALES INFORMATION:

Sales of products comprising 10 percent or more of Schering-Plough's U.S. or international sales for the year ended
December 31, 2006, were as follows:

{Dollars in millions) ) Amount Percentage
u.s.

NASONEX $ 611 15%
International

Remicape $1,240 19%
PeGINTRON 636 10%

LONG-LIVED ASSETS BY GEOGRAPHIC LOCATION

(Dollars in millions} 2006 2005 2004
United States $2,547 $2,638 $2,447
Singapore 824 840 884
Ireland 488 486 449
Puerto Rico 152 307 298
Other 653 602 768
Total $4 664 $4,773 $4,846

Long-lived assets shown by gecgraphic location are primarily property.

Schering-Plough does not disaggregate assets on a segment basis for internal management reporting and, therefore, such
information is not presented.
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18. CONSENT DECREE

(n May 2002, Schering-Plough agreed with the FDA to the entry of a Consent Decree to resolve issues related to compliance
with current Good Manufacturing Practices (¢GMP) at certain of Schering-Plough's facilities in New Jersey and Puerto Rico (the
“Consent Decree” or the “Decree”).

In summary, the Decree required Schering-Plough to make payments totaling $500 million in two equal instal'ments of
$250 million, which were paid in 2002 and 2003. In addition, the Decree required Schering-Plough to complete revalidation
programs for manufacturing processes used to produce bulk active pharmaceutical ingredients and finished drug products at
the covered facilities, as well as to implement a comprehensive ¢cGMP Work Plan for each such facility. The Decree required
the foregoing to be completed in accordance with strict schedules and provided for possible impesition of additional payments
in the event Schering-Plough did not adhere to the approved schedules. Final completion of the work was made subject to
certification by independent experts, whose certifications were in turn made subject to FDA acceptance.

As of September 30, 2005, Schering-Plough had completed the revalidation and third party certification of the bulk active
pharmaceutical ingredients. As of December 31, 2005, Schering-Plough had completed the revalidation and third-party
certification of the finished drug products. Schering-Plough also completed all 212 Significant Steps of the cGMP Work Plan
by December 31, 2005. All of these requirements were completed in accordance with the schedules required by the Decree.

Schering-Plough has obtained third-party certification of its completion of the Work Plan as required under the Decree. It is
possible that the FDA may disagree with the expert’s certification. In such an event, it is possible that the FDA may assess
additional payments as permitted under the Decree and as described in more detail below.

In general, the cGMP Work Plan contained 212 Significant Steps whose timely and satisfactory completion are subject to
payments of $15 thousand per business day for each deadline missed. These payments may not exceed $25 million for 2002,
and $50 million for each of the years 2003, 2004 and 2005. These payments are subject to an overall cap of $175 million.
Schering-Plough would expense any such additional payments assessed under the Decree if and when incurred.

Under the terms of the Decree, provided that the FDA has not notified Schering-Plough of a significant violation of FDA law,
regulations, or the Decree in any five-year period since the Decree’s entry in May of 2002, Schering-Plough may petition the
court ta have the Decree dissolved and the FDA will not oppose Schering-Plough’s petition. There is no assurance about any
particular date when the Consent Decree will be lifted.

19. LEGAL, ENVIRONMENTAL AND REGULATORY MATTERS

BACKGROUND
Schering-Plough is involved in various claims, investigations and legal proceedings.

Schering-Plough records a liability for contingencies when itis probable that a liability has been incurred and the amount can be
reasonably estimated. Schering-Plough adjusts its liabilities for contingencies to reflect the current best estimate of probable
loss or minimum liability, as the case may be. Where no bést estimate is determinable Schering-Plough records the minimum
amount within the most probable range of its liability. Expected insurance recaveries have not been considered in determining
the amounts of recorded liabilities for environmental related matters.

If Sehering-Plough believes that a loss contingency is reascnably possible, rather than probable, or the amount of loss cannot
be estimated, no liabitity is recorded. However, where a liability is reasonably pessible, disclosure of the loss contingency is
made.
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Schering-Plough reviews the status of all claims, investigations and legal proceedings on an ongoing basis, including related
insurance coverages. From time to time, Schering-Plough may settle or otherwise resolve these matters on terms and
conditions management believes are in the best interests of Schering-Plough. Resolution of any or all claims, investigations and
legal proceedings, individually or in the aggregate, could have a material adverse effect on Schering-Plough’s results of
operations, cash flows or financial condition. In addition, resolution of investigations could involve injunctive or administrative
remedies that would adversely impact the business such as exclusion from government reimbursement programs, which in
turn would have a material adverse impact on the business, future financial condition, cash flows and results of operations,

Except for the matters discussed in the remainder of this Note, the recorded liabiiities for contingencies at Decermber 31, 2008,
and the related expenses incurred during the year ended December 31, 2006, were not material. In the opinion of manage-
ment, based on the advice of legal counsel, the ultimate cutcome of these matters, except matters discussed in the remainder
of this Note, will not have a material impact on Schering-Plough's results of operations, cash flows or financial condition.

PATENT MATTERS

As described in "Patents, Trademarks, and Other Intellectual Property Rights” under Part |, Business, intellectual property
protection is critical to Schering-Plough’s ability to successfully commercialize its product innovations. The potential for
litigation regarding Schering-Plough’s intellectual property rights always exists and may be initiated by third parties attempting
to abridge Schering-Plough’s rights, as well as by Schering-Plough in protecting its rights. Patent matters described below have
a potential material effect on Schering-Plough.

DR. SCHOLL'S FREEZE AWAY On July 26, 2004, OraSure Technclogies filed an action in the U.S. District Court for the Eastern
District of Pennsylvania alleging patent infringement by Schering-Plough HealthCare Products by its sale of Dr. ScHoLL's Freeze
Away wart removal product. The complaint seeks a permanent injunction and unspecified damages, including treble damages.

MASSACHUSETTS INVESTIGATION

On August 29, 20086, Schering-Plough announced it had reached an agreement with the U.S. Attorney’s Office for the District of
Massachusstts to settle an investigation involving Schering-Plough'’s sales, marketing and clinical trial practices and programs
along with those of Warrick Pharmaceuticals (Warrick), Schering-Plough’s generic subsidiary (the “Massachusetts Investi-
gation”). The investigation was focused on the following alleged practices: providing remuneration to managed care orga-
nizations, physicians and others to induce the purchase of Schering pharmaceutical products; off-label marketing of drugs; and
submitting false pharmaceutical pricing information to the government for purposes of calculating rebates required to be paid
to the Medicaid program.

The agreement provided for an aggregate settlerment amount of $435 million — a criminal fine of $180 million and $255 million
to resolve civil aspects of the investigation. On January 17, 2007, Schering Sales Corporation, a subsidiary of Schering-Plough,
pled guilty to one count of conspiracy to make false statements to the government. In connection with the settlement,
Schering-Plough signed an addendum to an existing corporate integrity agreement with the Office of Inspector General of the
U.S. Department of Health and Human Services. The addendum will not affect Schering-Plough's ongoing business with any
customers, including the federal government.

In 2005, Schering-Plough had recorded a liability of $50G million related to the Massachusetts Investigation, as well as the
investigations and the state litigation described below under “AWP Litigation and Investigations.” The settlement amount of
$435 million relates only to the Massachusetts Investigation. The AWP litigation and investigations are ongoing.
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AWP LITIGATION AND INVESTIGATIONS

Schering-Plough continues to respond to existing and new litigaticn by certain states and private payors and investigations by
the Department of Health and Human Services, the Department of Justice and several states into industry and Schering-
Plough practices regarding average wholesale price (AWP). Schering-Plough is cooperating with these investigations.

These litigations and investigations relate to whether the AWP used by pharmaceutical companies for certain drugs improperly
exceeds the average prices paid by providers and, as a consequence, results in unlawful inflation of certain reimbursements for
drugs by state programs and private payors that are based on AWP. The complaints altege violations of federal and state law,
including fraud, Medicaid fraud and consumer protection violations, among other claims. In the majority of cases, the plaintiffs
are seeking class certifications. In some cases, classes have been certified. The outcome of these litigations and investigations
could include substantial damages, the imposition of substantiat fings, penalties and injunctive or administrative remedies.

SECURITIES AND CLASS ACTION LITIGATION

FEDERAL SECURITIES LITIGATION Following Schering-Plough’s announcement that the FDA had been conducting inspections of
Schering-Plough’s manufacturing facilities in New Jersey and Puerto Rico and had issued reports citing deficiencies concerning
compliance with current Good Manufacturing Practices, several lawsuits were filed against Schering-Plough and certain
named cfficers. These lawsuits allege that the defendants violated the federal securities law by allegedly failing to disclose
material information and making material misstatements. Specifically, they allege that Schering-Plough failed to disclose an
alleged serious risk that a new drug application for CLariNex would be delayed as a result of these manufacturing issues, and
they allege that Schering-Plough failed to disclose the alleged depth and severity of its manufacturing issues. These complaints
were consolidated into one action in the U.S. District Court for the District of New Jersey, and a consolidated amended
complaint was filed on October 11, 2001, purporting to represent a class of shareholders who purchased shares of Schering-
Plough stock from May 9, 2000 through February 15, 2001, The complaint seeks compensatory damages on behalf of the
class. The Court certified the shareholder class on October 10, 2003. Discovery is ongoing.

SHAREHOLDER DERIVATIVE ACTIONS Two lawsuits were filed in the U.S. District Court for the District of New Jersey against
Schering-Plough, certain officers, directors and a former director seeking damages on behalf of Schering-Plough, including
disgorgement of trading profits made by defendants allegedly obtained on the basis of material non-public information. The
complaints allege a failure to disclose material information and breach of fiduciary duty by the directors, relating to the FDA
inspections and investigations into Schering-Plough's pricing practices and sales, marketing and clinical trials practices. These
lawsuits are shareholder derivative actions that purport to assert claims on behalf of Schering-Plough. The two shareholder
derivative actions pending in the U.S. District Court for the District of New Jersey were consolidated into one action on
August 20, 2001.

ERISA LITIGATION On March 31, 2003, Schering-Plough was served with a putative class action complaint filed in the
U.S. District Court in New Jersey alleging that Schering-Plough, retired Chairman, CEQ and President Richard Jay Kogan,
Schering-Plough's Employee Savings Plan (Plan} administrator, several current and former directors, and certain corporate
officers (Messrs. LaRosa and Moore} breached their fiduciary obligations to certain participants in the Plan. The complaint
seeks damages in the amount of losses allegedly suffered by the Plan. The complaint was dismissed on June 29, 2004. The
plaintiffs appealed. On August 19, 2005, the U.S. Court of Appeals for the Third Circuit reversed the dismissal by the District
Court and the matter has been remanded back to the District Court for further proceedings.

K-DUR ANTITRUST LITIGATION Schering-Plough had settled patent litigation with Upsher-Smith, Inc. {Upsher-Smith) and ESI
Lederle, Inc. (Lederle) relating to generic versions of K-Dur, Schering-Plough’s long-acting potassium chloride product
supplement used by cardiac patients., for which Lederle and Upsher Smith had filed Abbreviated New Diug Applications.
Following the commencement of an FTC administrative proceeding alleging anti-competitive effects from those settlements,
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alleged class action suits were filed in federal and state courts on behalf of direct and indirect purchasers of K-Dur against
Schering-Plough, Upsher-Smith and Lederle. These suits claim violations of federal and state antitrust laws, as well as other
state statutory and common law causes of action. These suits seek unspecified damages. Discovery is ongoing.

THIRD-PARTY PAYOR ACTIONS Several supported class action litigations have been filed following the announcement of the
settlerment of the Massachusetts Investigation. Plaintiffs in these actions seek damages on behalf of third-party payors
resulting from the allegations of off-label promotion and improper payments to physicians that were at issue in the Massa-
chusetts Investigation.

TAX MATTERS

In October 2001, IRS auditors asserted that two interest rate swaps that Schering-Plough entered inte with an unrelated party
should be recharacterized as loans from affiliated cormpanies, resulting in additional tax liability for the 1991 and 1992 tax years.
In September 2004, Schering-Plough made payments 1o the IRS in the amount of $184 million for income tax and $279 million
for interest. Schering-Plough filed refund claims for the tax and interest with the IRS in December 2004. Following the IRS’s
denial of Schering-Plough’s claims for a refund, Schering-Plough filed suit in May 2005 in the U.S. District Court for the District
of New Jersey for refund of the full amount of the tax and interest. This refund litigation is currentiy in the discovery phase,
Schering-Plough's tax reserves were adequate to cover the above mentioned payments.

PENDING ADMINISTRATIVE OBLIGATIONS

In connection with the settlement of an investigation with the U.S. Department of Justice and the U.S. Attorney's Office for the
Eastern District of Pennsylvania, Schering-Plough entered into a five-year corporate integrity agreement (CIA). The CIA was
amended in August of 2006 in connection with the settlement of the Massachusetts Investigation, commencing a new five-year
term. As disclosed in Note 18, “Consent Decree,” Schering-Plough is subject to obligations under a Consent Decree with the
FDA. Failure 1o comply with the obligations under the CIA or the Consent Decree can result in financial penalties.

OTHER MATTERS

NITRO-DUR INVESTIGATION In August 2003, Schering-Plough received a civil investigative subpoena issued by the Office of
Inspector General of the U.S. Department of Health and Human Services seeking documents concerning Schering-Plough'’s
classification of Nizro-Dur for Medicare rebate purposes, and Schering-Plough’s use of nominal pricing and bundling of product
sales. Schering-Plough is cooperating with the investigation. It appears that the subpoena is one of a number addressed to
pharmaceutical companies concerning an inquiry into issues relating to the payment of government rebates.

FRENCH MATTER Based on a complaint to the French competition authority from a competitor in France and pursuant to a court
order, the French competition authority has obtained documents from a French subsidiary of Schering-Plough refating to one of
the products that the subsidiary markets and sells. Any resolution of this matter adverse to the French subsidiary could result in
the imposition of civit fines and injunctive or administrative remedies.

ENVIRONMENTAL

Schering-Plough has responsibilities for environmental cleanup under varicus state, local and federal laws, including the
Comprehensive Environmental Response, Compensation and Liability Act, commonly known as Superfund. At several
Superfund sites {or equivalent sites under state law), Schering-Plough is alleged to be a potentially responsible party
{PRP). Schering-Plough believes that it is remote at this time that there is any material liability in relation to such sites.
Schering-Plough estimates its obligations for cleanup costs for Superfund sites based on information obtained from the federal
Environmental Protection Agency (EPA), an equivalent state agency and/or studies prepared by independent engineers, and on
the probable costs to be paid by other PRPs. Schering-Plough records a liabitity for environmental assessments and/or cleanup
when it is probable a loss has been incurred and the amount can be reasonably estimated.
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20. SUBSEQUENT EVENT (unaudited)

On March 12, 2007, Schering-Plough announced that its Board of Directors had approved the acquisition of Organon
BioSciences M.V, the human and animal health care business of Akzo Nobel N.V., for approximately 11 billien euro in cash
{$14.4 billion based upon the closing exchange rate on March 9, 2007). The transaction is subject to certain closing conditions,
inciuding regulatory approvals, and is expected to close by the end of 2007. Schering-Plough has a committed bridge financing
for the entire purchase price and contemplates using a mix of its cash, cash equivalents and short-term investments and the
proceeds from the issuance of debt and equity after closing to replace the bridge facility.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Schering-Plough Corporation

We have audited the accompanying consolidated balance sheets of Schering-Plough Corporation and subsidiaries {the
“Company”) as of December 31, 2006 and 2005, and the related consclidated statements of operations, shareholders’
equity, and cash flows for each of the three years in the period ended December 31, 2006. 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 in accerdance 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 includes examining, on a test basis, evidence supporting thé amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our gpinion.

In our opinion, such conselidated financial statements present fairly, in all material respects, the financial position of Schering-
Plough Corporation and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows
for each of the three years in the period ended Decernber 31, 2006, in conformity with accounting principles generally accepted
in the United States of America.

As discussed in Note 4 to the consolidated financial statements, effective January 1, 2006, the Company adopted Statement of
Financial Accounting Standards ("SFAS”) No. 123 (Revised 2004}, “Share-Based Payment”. Also, as discussed in Note 7 to the
consolidated financial statements, effective December 31, 20086, the Company adopted SFAS No. 158, “Employers’ Account-
ing for Defined Benefit Pension and Other Postretirement Plans.”

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States),
the effectiveness of the Company's internal control over financial reporting as of December 31, 2006, based on the criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Qrganizations of the
Treadway Commission and our report dated February 27, 2007 expressed an ungualified opinion on management's assess-
ment of the effectiveness of the Company’s internal controt over financial reporting and an unqualified opinion on the
effectiveness of the Company's internal controf over financial reporting.

Delbctte +Touche LLP

Parsippany, New Jersey
February 27, 2007
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Management’s Report on Internal Control over Financial Reporting

The Management of Schering-Plough Corporation is responsible for establishing and maintaining adequate internal controt over
financial reporting. Schering-Plough’s internal control system is designed to provide reasonable assurance to Schering-Plough's
Management and Board of Directors regarding the preparation and fair presentation of published financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and
presentation.

Schering-Plough’s Management assessed the effectiveness of Schering-Plough's internal control over financial reporting as of
December 31, 2006. In making this assessment, Management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission {COSQ) in Internal Control — Integrated Framework. Based on its assessment,
Management believes that, as of December 31, 2008, Schering-Plough’s internal control aver financial reporting is effective.

Schering-Plough's independent registered public accounting firm, Deloitte & Touche LLP, has issued an attestation report on
Management's assessment of Schering-Plough's internal control over financial reporting. The firm's report follows.

STEVEN H. KOEHLER ROBERT J. BERTOLINI FRED HASSAN
VICE PRESIDENT AND EXECUTIVE VICE PRESIDENT AND CHAIRMAN AND
CONTROLLER CHIEF FINANCIAL OFFICER CHIEF EXECUTIVE OFFICER
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Schering-Plough Corporation

We have audited management's assessment, included in the accompanying Management’s Report on Internal Control over
Financial Reporting, that Schering-Plough Corporation and subsidiaries {the “Company”) maintained effective internal control
over financial reporting as of December 31, 2006, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. 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 an opinion on management’s assessment and an
opinion on the seffectiveness of the Company's internal control over financial reporting based on our audit.

We conducted our audit 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 reascnable assurance about whether effactive internal
control over financial reporting was maintained in all material respects. Our audit included 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 considered 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 by, or under the supervision of, the company's
principal executive and principal financial officers, or persons performing similar functions, and effected by the company's
board of directors, management, and other personnel 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 (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) 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 (3) 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 the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper
management override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely
basis. Also, projections of any evaluation of the effectivenass of the internal control over financial reporting to future periods are
subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over financial reporting as of
December 31, 2006, is fairly stated, in alt material respects, based on the criteria established in Internal Control — Integrated
Framework issued by the Committee of Spensoring Organizations of the Treadway Commission. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 20086, based
on the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Beard {United States),
the consolidated financial statemenits as of and for the year ended December 31, 2006 of the Company and our report dated
February 27, 2007 (which report included an explanatory paragraph regarding the Company's adoption of Statement of
Financial Accounting Standards (“SFAS”) No. 123 (Revised 2004}, “Share-Based Payment” and SFAS No. 158, "Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans”) expressed an unqualified opinion on those
consolidated financial statements.

Ddbd:tu; +Touchke P

Parsippany, New Jersey
February 27, 2007
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Performance Graph

Comparison of Cumulative Total Return
For the Five Years Ended December 31, 2006
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The graph above assumes a $100 investment on December 31, 2001, and reinvestment of all dividends, in each of
Schering-Plough’s Common Shares, the S&P 500 Index, and a composite peer group of the major U.S.-based pharmaceutical
companies, which are: Abbott Laboratories, Bristol-Myers Squibb Company, Johnson & Johnson, Eli Lilly and Company,
Merck & Co., Inc., Pfizer Inc. and Wyeth. {Warner Lambert Company and Pharmacia Corporation, which are no longer publicly
traded after being acquired by Pfizer, Inc., are no longer included in the peer index.)
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Selected Financial Data {Unaudited)

{in millions, except per share figures and percentages) 2006 2005 2004 2003 2002
Operating Results
Net saies $10694 $ 9508 § 8272 § 8334 310,180
Equity {income)} from cholesterol joint venture (1,459) 873 (347) (54) —
Income/{ioss) before income taxes(1) 1,483 497 {168} (46) 2,563
Net income/{loss){1) 1,143 269 {947} (92) 1,974
Net incorme/{loss) available to commaon shareholders 1,067 183 (981) (92) 1,974
Diluted earnings/{loss) per commen share{1} 0.71 0.12 (0.67) {0.06) 1.34
Basic earnings/(loss) per common share(1) 0.71 0.12 (0.67) {0.06) 1.35
Research and development expenses 2,188 1,865 1,607 1,469 1,425
Depreciation and amortization expenses 568 486 453 417 372
Financial Position and Cash Flows
Property, net $ 43656 § 4487 § 4593 $ 4,527 $ 4,236
Total assets 16,071 15,469 15,911 18,271 14,136
Long-term debt 2,414 2,399 2,392 2,410 21
Shareholders’ equity 7.908 7.387 7,556 7.337 8.142
Capital expenditures 458 478 489 711 776
Financial Statistics
Net income/{loss) as a percent of net sales 10.8% 28% (11.41% (1.1)% 19.4%
Return on average shareholders’ equity 14.9% 3.6% (12.7)% {1.21% 25.9%
Net book value per common share(2) $ 510 § 477 % 491 § 499 § 555
Other Data
Cash dividends per common share $ 022 § 022 % 022 %0565 § 067
Cash dividends paid on common shares 326 324 324 830 983
Cash dividends on preferred shares 86 86 30 — —
Average shares outstanding used in calculating diluted

earnings/(loss) per commen share 1,491 1,484 1,472 1,469 1,470
Average shares outstanding used in calculating basic

earnings/{loss) per common share 1,482 1,476 1,472 1,469 1,466
Commeon shares outstanding at yearend 1,487 1,479 1,474 1,471 1,468

{1} 20086, 2005, 2004, 2003, and 2002 include Special Charges and Manufacturing Streamlining costs of $248, $294, $153,
£599, and $150, respectively. See Note 2, “Special Charges and Manufacturing Streamlining,” to the Consolidated
Financial Statements for additional information on these charges that have been incurrad in 2006, 2005, and 2004. The
spacial charges incurred in 2003 and 2002 included the increases in litigation reserves of $350 million and $150 million,
respectivaly, that resulted from the invastigations into Schering-Plough’s sales and marketing practices. The 2003 special
charges also included approximately $179 million of employee termination costs related to the Voluntary Early Retirement
Program announced in August 2003 and $70 million of asset impairment and other charges related to the closure of a
manufacturing facility in the United Kingdom, the write-down of production equipment related to products that were no
fonger going to be produced at a manufacturing site operating under the FDA Consent Decres, and the write-down of a drug
license and & sun care trade narne for which expected cash flows did not support the carrying valus.

{(2) Assumass conversion of all preferred shares into approximately 65 million common shares for 2006, 63 million common
shares for 2005 and 65 million common shares for 2004.
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Quarterly Data (Unaudited)

Three Months Ended

March 31 June 30 September 30 December 31
{Dotlars in millions, except per share figures} 2006 2005 2006 2005 2006 2005 2006 2005
Net sales $2,551 $2,369 $2,818 $2,632 $2,574 $2,284 32,650 $2.324
Cost of sales 893 889 1,004 867 885 775 915 815
Gross margin 1658 1480 1814 1665 1,689 1502 1,735 1,609
Selling, genera! and administrative 1,086 1,081 1,224 1116 1,158 1,064 1,250 1,114
Research and development 481 384 539 447 536 566 631 474
Other {income)/expense, net (34) 17 (19) (8) {37) — {486) {5}
Special charges _ 27 80 259 10 6 12 2
Equity income from cholesterol joint venture {311} (2200 (365}  (170) (390} (215) {(403) (268}
Income before income taxes 436 191 345 26 412 88 291 192
Income tax expense 86 64 86 74 103 23 87 66
Net incomeflloss) before cumulative effect of a
change in accounting principle $ 350 § 127 % 259 $ (48) $ 309 § 65 $ 204 $§ 126
Cumulative effect of a change in accounting
principle, net of tax 22} — — — — -— — —
Net income/iloss) $ 372 $ 127 $ 259 § {48) $ 309 § 65 % 204 $ 126
Dividends on preferred shares 22 22 22 22 22 22 22 22
Net incomef(loss) available to common
shareholders $ 350 $ 105 $ 237 $ (70 $ 287 $ 43 § 182 § 104
Diluted earnings/({loss} per comman share: ’
Earning/(loss) available to common
shareholders before cumulative effect of a
change in accounting principle $ 022 $007 $016 $(005 %019 $ 003 $ 012 $ 007
Cumulative effect of a change in accounting
principle, net of tax 0.02 — — — — — — —
Diluted earnings per commaon share $024 $007 $016 $(005 $ 019 $0.03 $ 012 § 0.07
Basic earnings/(loss} per common share:
Earnings/iloss) available to common
shareholders before cumulative effect of a
change in accounting principle $022 $007 $016 $(005 $ 019 $003 3012 $ 007
Cumulative effect of a change in accounting
principle, net of tax 0.02 — — — — — — —
Basic earnings/(loss) per common share: $ 024 $007 $0.16 ${0.05 $ 019 $ 003 $ 012 $ 007
Dividends per common share 0055 0085 0.055 0055 0055 0.055 0055 0.055
Common share prices:
High 2093 21.41 2000 2094 2209 2245 2390 21.76
Low 1800 1768 1825 1789 1860 1848 2125 19.05
Average shares outstanding for diluted EPS (in
millions) 1,486 1,480 1489 1476 1492 1487 1,497 1,487
Average shares outstanding for basic EPS (in
millions} 1,480 1,474 1,481 1,476 1,482 1,477 1,484 1478

Net sales in the third quarter of 20086 incfuded a favarable impact of approximately $47 million resulting from the reversal of
previously accrued rebate amounts for the TRICARE Retail Pharmacy Program that a U.S. Federal Court of Appeals ruled
pharmaceutical manufacturers are not obligated to pay.

See Note 2, "Special Charges " to tha Consolidated Financial Statements for additional information relating to Special charges.
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The Company's common shares are listed and principally traded on the New York Stock Exchange. The approximate number of
holders of record of common shares as of January 31, 2007 was 36,360.

Reconciliation of Non-U.S. GAAP Financial Measures

Adjusted net sales is defined as net sales plus an assumed 50 percent of global cholesterol joint venture net sales and is
reconciled to GAAP net sales as follows:

For the Years Ended

{unaudited) December 31,

{Dollars in millions) 2006 2003
Net sales, as reported $10,594 $8,334
B0 percent of cholesterol joint venture net sates{1} 1,915 238
Adjusted net sales $12,509 %8572

{1) Total net sales of the cholesterol joint venture for the twelve months ended December 31, 2006 and 2003 was $3.8 billion
and $475 million, respectively.

NOTE: Adjusted net sales is a non-U.S. GAAP measure used by management in evaluating the performance of the
Company’s overall business. The Company believes that this performance measure contributes to a more complete under-
standing by investors of the overall results of the Company. The Company provides this information to supplement the reader’s
understanding of the importance to the Company of its share of results from the operations of the cholesterol joint venture. Net
sales (excluding the cholesterol joint venture net sales) is required to be presented under U.S. GAAP. The cholesterol joint
venture's net sales are included as a cornpanent of income from operations in the calculation of the Company's *Equity income
from cholesterol joint venture.” Net sales of the cholesterol joint venture do not include net sales of cholesterol products in

non-joint venture territories.

Free cash flow is defined as cash provided by operating activities less payments for capital expenditures and dividends paid to
common shareholders and preferred shareholders and is reconciled to cash flow from operations reported under GAAP as
follows:

For the Years Ended
{unavdited) __December 31,
{Dollars in millions} 20605 2003
Net cash provided by operating activities, as reported $2,161 $601
Capital expenditures (458} {711)
Cash dividends paid to common shareholders (326)  (830)
Cash dividends paid to preferred shareholders (86} —
Free cash flow $1,291  $(940)

NOTE: Free cash flow is a non-U.S. GAAP measure used by management as the Company believes this performance
measure contributes to a more complete understanding by investors of the overall results of the Company. Net cash provided
by operating activities is required to be reported under U.S. GAAP.
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Corporate Information

EXECUTIVE OFFICES:

The Company'’s corporate headquarters is located at:
2000 Galloping Hill Road

Kenilworth, N.J. 07033-0530

Telephone: (308) 298-4000

ANNUAL MEETING:

The Annual Meeting of Shareholders of Schering-Plough
Corporation will be held May 18, 2007, at the Miracle Theatre,
280 Miracle Mile, Coral Gables, Fla., at @ am.

REGISTRAR, TRANSFER & DIVIDEND DISBURSING AGENT:

The Bank of New York

Investor Services Department

P.O. Box 11258

Church Street Station

New York, N.Y. 10286-1258

Telephone: (877) 429-1240 or, from cutside
the U.S., {212) 815-3700.

CERTIFICATES FOR TRANSFER AND ADDRESS CHANGES
SHOULD BE SENT TO:

The Bank of New York

Receive and Deliver Department
P.O. Box 11002

Church Street Station

New York, N.Y. 10286-1002

Email: shareowners@bankofny.com
Internet; www.stockbny.com

SHARES LISTED:

New York Stock Exchange
{Ticker Symbal: SGP)

CORPORATE GOVERNANCE LISTING STANDARDS:

The Company submitted an unqualified certification to the
New York Stock Exchange in 20086 regarding the Company's
compliance with the NYSE corporate governance listing stan-
dards. In addition, the Company filed with the SEC, as exhibits
to its 2006 10-K, certifications under Section 302 of the
Sarbanes-Oxley Act of 2002 signed by the Chief Executive
Ofticer and the Chief Financial Officer.
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THE BANK OF NEW YORK'S SYSTEMATIC INVESTMENT
PROGRAM FOR SCHERING-PLOUGH:

A brochure describing The Bank of New York's Systematic
Investment Program for Schering-Ploughis available to share-
holders. A copy may be obtained by calling or writing to The
Bank of New York, Shareholder Relations Department, or via
the Schering-Plough corporate Web site. Through the pro-
gram, shareholders of record may acquire shares of Schering-
Plough common stock by reinvesting dividends or by cash
purchases.

CORPORATE WEB SITE:

The Company’s Web site address is www.schering-plough.com.
Information of interest to shareholders is available in the Investor
Relations section of the Web site, including news releases,
investor Frequently Asked Questions (FAQs), Securities and
Exchange Commission filings, corporate governance guidelines
and the charters of Committees of the Board of Directors.

Schering-Plough's Web site alsc offers links to other Web
sites providing information on Company products and treat-
ment categories as well as patient assistance and support
programs.

INVESTOR INQUIRIES:

Infarmation for investors can be found in the Investor Rela-
tions section of the Web site, or investors can call the Investor
Relations Department at (908) 298-7436.

MEDIA INQUIRIES:

Information for the media can be found in the News & Media
section of the Company's Web site, or journalists can call
(908) 298-7400.

10-K REPORT AVAILABLE:

The Corporation’s 2006 annual report on Form 10-K filed with the
Securities and Exchange Commission is available without charge
via the Company’'s Web site or by writing to the Investor Relations
Department at the Executive Offices address shown above.
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