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Letter to Stockholders

Baxter International Inc. 847.948.2000
One Baxter Parkway
Deerfield, Illinois 60015

[CHART]
Baxter

March 21, 2003

To our Stockholders:

The Board of Directors joins me in inviting you to attend the 2003 Annual
Meeting of Stockholders. The meeting will be held at the Drury Lane Theatre
in Oakbrook Terrace, Illinois, on Tuesday, May 6, 2003. The meeting will
begin at 10:30 a.m. Central time. Registration will begin at 9:00 a.m.

At the meeting, in addition to covering matters in the proxy statement, I
will report on Baxter's business and our achievements in 2002. I believe
that Baxter is well-positioned for future success in the global healthcare
environment. I look forward to discussing our plans for Baxter's future at
the Annual Meeting, and I hope to see you there.
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Sincerely,

/s/ Harry M. Jansen Kraemer, Jr.
HARRY M. JANSEN KRAEMER, JR.
Chairman of the Board and

Chief Executive Officer

[GRAPHIC]

Recycled Printed on Recycled Paper

Notice of Annual Meeting

Baxter International Inc.

One Baxter Parkway

Deerfield, Illinois 60015
[CHART]

Baxter
March 21, 2003
Notice of Annual Meeting of Stockholders

The 2003 Annual Meeting of Stockholders of Baxter International Inc. will
be held at the Drury Lane Theatre in Oakbrook Terrace, Illinois, on
Tuesday, May 6, 2003 at 10:30 a.m. Central time, for the following purposes:

1. To elect three directors to hold office for three years;

2. To ratify the appointment of PricewaterhouseCoopers LLP as independent
accountants for Baxter in 2003;

3. To approve the 2003 Incentive Compensation Program;

4. To act on a stockholder proposal relating to cumulative voting in the
election of directors; and

5. To transact any other business which is properly presented at the
meeting.

Stockholders of record at the close of business on March 7, 2003 will be
entitled to vote at the meeting. A list of these stockholders will be made
available to any stockholder, for any purpose germane to the meeting, at
Baxter's Corporate Headquarters located at One Baxter Parkway, Deerfield,
Illinois for the 10-day period prior to the meeting.

Even if you plan to attend the Annual Meeting in person, please read these
proxy materials and cast your vote on the matters that will be presented at
the meeting. You have the option of voting your shares through the
Internet, by telephone or by mailing the enclosed proxy card. Instructions
for our registered stockholders are described under the question "How do I
vote?" on page 2 of the proxy statement.

Finally, if you receive more than one of these mailings at the same
address, or if you wish to receive future mailings electronically, please
follow the instructions on page 43 of the proxy statement under the heading
"Reducing Mailing Expenses."
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By order of the Board of Directors,

/s/ Jan Stern Reed

Jan Stern Reed

Corporate Secretary and
Associate General Counsel

[CHART]
Baxter

Baxter International Inc., One Baxter Parkway, Deerfield, Illinois 60015,
847.948.2000

This Proxy Statement and the accompanying proxy card are being mailed,
beginning on or about March 21, 2003, to owners of shares of Baxter common
stock in connection with the solicitation of proxies by the Board of Directors
for the 2003 Annual Meeting of Stockholders.
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Questions and Answers about Voting

Your shares can be voted at the Annual Meeting only if you vote by proxy or
if you are present and vote in person. Even if you expect to attend the Annual
Meeting, we encourage you to vote by proxy to assure that your shares will be
represented. If you wish to attend the Annual Meeting, please follow the
instructions on page 43 under the heading "Attending the Annual Meeting."

Q: Who is entitled to vote?

A: All record holders of Baxter common stock ("Common Stock") as of the close
of business on March 7, 2003 are entitled to vote. On that day,
approximately 597,020,517 shares were issued and outstanding and eligible
to vote. Each share is entitled to one vote on each matter presented at the
Annual Meeting.

Q: How do I vote?
A: Once again, we offer our registered stockholders three ways to vote, other
than by attending the Annual Meeting and voting in person:

By mail, using the enclosed proxy card and return envelope;

By telephone, using the telephone number printed on the proxy card and
following the instructions on the proxy card; or

Through the Internet, using a unique password printed on your proxy
card and following the instructions on the proxy card.

Q: What does it mean to vote by proxy?

A: It means that you give someone else the right to vote your shares in
accordance with your instructions. In this case, we are asking you to give
your proxy to our Chief Executive Officer and our General Counsel (the
"Proxyholders"). In this way, you assure that your vote will be counted
even 1f you are unable to attend the Annual Meeting. If you give your proxy
but do not include specific instructions on how to vote, the Proxyholders
will vote your shares for the election of the Board's nominees, for the
ratification of the appointment of the independent accountants, for the
approval of the 2003 Incentive Compensation Program, and against the
minority stockholder proposal.

Q: On what am I voting?

A: There are four items on the agenda: (1) election of three directors, (2)
ratification of the appointment of the independent accountants, (3)
approval of the 2003 Incentive Compensation Program, all of which are
supported by the Board and management, and (4) one minority stockholder
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proposal relating to cumulative voting in the election of directors, which
is opposed by the Board and management.

Q: What happens if other matters are raised at the meeting?

A: Although we are not aware of any matters to be presented at the Annual
Meeting other than those contained in the Notice of Annual Meeting, if
other matters are properly raised at the meeting in accordance with the
procedures specified in Baxter's bylaws, any proxies given will be voted by
the Proxyholders in accordance with their best judgment, unless you have
indicated otherwise.

Q: Is my vote confidential?

A: Whether voting in person, by mail, by telephone or through the Internet,
you will be given the opportunity to request that your vote be treated as
confidential. If you request confidential treatment, only the inspectors of
election and the proxy tabulator will have access to your vote.

Questions and Answers about Voting (continued)

Q: What if I submit a proxy and later change my mind?

A: If you have given your proxy and later wish to revoke it, you may do so by
either: giving written notice to the Corporate Secretary; submitting
another proxy bearing a later date (in any of the permitted forms); or
casting a ballot in person at the Annual Meeting.

Q: Who will count the votes?
A: Baxter's transfer agent, EquiServe, will serve as proxy tabulator and count
the votes, and the results will be certified by the inspectors of election.

Q: How is it determined whether a matter has been approved?

A: Assuming a quorum is present, the approval of the matters specified in the
Notice of Annual Meeting will be determined as follows: The three people
receiving the largest number of votes cast at the Annual Meeting will be
elected as directors. For each other matter, the affirmative vote of a
majority of the shares present or represented by proxy and entitled to vote
is required for approval.

Q: What constitutes a quorum?

A: A quorum is present if a majority of the outstanding shares of Common Stock
entitled to vote is represented. Broker non-votes and abstentions will be
counted for purposes of determining whether a quorum is present.

Q: What are broker non-votes?

A: Broker non-votes occur when nominees, such as banks and brokers holding
shares on behalf of beneficial owners, do not receive voting instructions
from the beneficial holders at least ten days before the meeting. If that
happens, the nominees may vote those shares only on matters deemed
"routine" by the New York Stock Exchange, such as the election of
directors, ratification of the appointment of independent accountants, and
approval of the 2003 Incentive Compensation Program. On non-routine
matters, such as the minority stockholder proposal, nominees cannot vote
unless they receive voting instructions from beneficial holders, resulting
in so-called "broker non-votes." Broker non-votes have no effect on the
outcome of any of the matters specified in the Notice of Annual Meeting.

Q: What effect does an abstention have?
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A: Abstentions or directions to withhold authority will have no effect on the
outcome of the election of directors. Abstentions will have the same effect
as a vote against any of the other matters specified in the Notice of
Annual Meeting.

Q: What shares are covered by the proxy card?

A: The proxy card covers all shares held by you of record (i.e., registered in
your name), including those held in Baxter's Dividend Reinvestment Plan,
Shared Investment Plan, executive compensation plans, Employee Stock
Purchase Plan, and shares credited to your Incentive Investment Plan
account held in custody by the plan trustee, State Street Bank. The proxy
card does not cover shares held by you through a broker, bank or other
nominee.

Q: What if I am a beneficial holder rather than an owner of record?

A: If you hold your shares through a broker, bank, or other nominee, you will
receive separate instructions from the nominee describing how to vote your
shares.

Management Proposals

Election of Directors—--Proposal 1 on the Proxy Card

Baxter's Board of Directors currently consists of eleven members and is
divided into three classes. Each year, the directors in one of the three
classes are elected to serve a three-year term. At the Annual Meeting, three
directors are proposed for election for a three-year term expiring in 2006.
John W. Colloton, whose current term expires on May 6, 2003, will not run for
re-election as he is retiring from the Board. In addition, Susan Crown, whose
current term also expires on May 6, 2003, has decided not to run for
re-election. The Board and management would like to thank Mr. Colloton and Ms.
Crown for their many years of dedicated service to Baxter and its stockholders.
In February 2003, the Board elected James R. Gavin III, M.D., Ph.D. to serve as
a director until the 2003 Annual Meeting of Stockholders. The Board has
nominated the following persons for election, all of whom except Mr. Storm are
currently directors of Baxter:

Walter E. Boomer
James R. Gavin III, M.D., Ph.D.
Kees J. Storm

Information regarding each of the nominees follows on page 12. If any
nominee for director becomes unavailable for election, the number of directors
will be reduced. No nominations for directors were received from stockholders,
and no other candidates are eligible for election as directors at the Annual
Meeting.

The Proxyvholders intend to vote the shares represented by proxy in favor of
all of the Board's nominees, except to the extent a stockholder withholds
authority to vote for the nominees.

The Board of Directors recommends a vote FOR the election of all of the
nominees for director.

Ratification of Appointment of Independent Accountants—--Proposal 2 on the Proxy
Card
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The Audit Committee of the Board of Directors has appointed
PricewaterhouseCoopers LLP (PwC) as independent accountants for Baxter in 2003.
The Audit Committee requests that the stockholders ratify the appointment. If
the stockholders do not ratify the appointment, the Audit Committee will
consider the selection of another public accounting firm for 2003 and future
years.

One or more representatives of PwC will attend the Annual Meeting. They
will have an opportunity to make a statement if they so desire, and they will
be available to answer questions.

Audit Fees

Fees for services performed by PwC relating to the audit of the
consolidated annual financial statements and all other services performed to
comply with generally accepted auditing standards such as those related to debt
and equity offerings and reviews of reports filed with the Securities and
Exchange Commission, aggregated approximately $4.8 million in 2002 and $5.3
million in 2001.

Management Proposals (continued)

Audit-Related Fees

Fees for assurance and related services performed by PwC related to the
performance of the audit or review of the financial statements, including
acquisition due diligence, internal control reviews and employee benefit plan
audits, aggregated approximately $500,000 in 2002 and $800,000 in 2001.

Tax Fees

Fees for services performed by PwC for international, federal, state and
local tax compliance, tax advice, and tax planning, including acquisition,
transfer pricing and VAT reviews, aggregated approximately $5.8 million in 2002
and $8.8 million in 2001.

All Other Fees

Fees for all other services performed by PwC aggregated approximately $12.3
million in 2002 and $29.4 million in 2001. These amounts include fees of
approximately $12.1 million in 2002 and $28.7 million in 2001 which were paid
to PwC's consulting business, which was separated from PwC on October 1, 2002
and is now part of a separate publicly-traded company. These amounts include
approximately $3.6 million in 2002 and $17.9 million in 2001 related to
financial system design and implementation services, all of which were paid to
PwC's consulting business. Excluding fees paid to PwC's consulting business
which is now separated from PwC and part of a separate company, fees for all
other services performed by PwC, primarily acquisition integration services,
aggregated approximately $200,000 in 2002 and $700,000 in 2001. Since the Audit
Committee, with the endorsement of the full Board of Directors, revised its
guidelines in February 2002 to permit the completion of then existing projects
but otherwise preclude the use of PwC for any new financial systems and
management consulting services, the company has not engaged PwC to perform any
such new services.

Reports on PwC projects and services are presented to the Audit Committee
on a regular basis. The Audit Committee 1is responsible for the engagement for
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all audit services. In February 2003, the Audit Committee established
pre—approval policies and procedures for engaging PwC for permitted non-audit
services identified in the policy. The engagement for these non-audit services
will require the pre-approval of the chairman of the Audit Committee or the
entire Audit Committee, depending upon the amount of the engagement.

The Proxyvholders intend to vote the shares represented by proxy in favor of
the ratification of the appointment of PwC as independent accountants, except
to the extent a stockholder votes against or abstains from voting on this
proposal.

The Audit Committee of the Board of Directors recommends a vote FOR the
ratification of the appointment of PwC as independent accountants for Baxter in
2003.

Management Proposals (continued)

Approval of 2003 Incentive Compensation Program--Proposal 3 on the Proxy Card

On February 25, 2003, the Board of Directors adopted the 2003 Incentive
Compensation Program (the "Program"), subject to approval by Baxter's
stockholders. The Program is similar to the 2001 Incentive Compensation
Program, which Baxter's stockholders approved at the 2001 Annual Meeting of
Stockholders. As of February 28, 2002, a total of approximately 3,062,264
shares of Baxter Common Stock remained available for future awards under
Baxter's Incentive Compensation Programs. The Board of Directors believes that
it is in the best interest of Baxter and its stockholders to adopt a new
program, approved by Baxter's stockholders, that will allow Baxter to continue
to provide long-term incentives to employees and others providing services to
Baxter. The Board and management believe that stock incentives are critical to
Baxter's ability to attract, retain and motivate employees. If the Program is
not approved by stockholders, the Program will not be effective and, under
rules currently proposed by the New York Stock Exchange, the additional
25,000,000 shares authorized by the Program would not be available for future
awards, which would put Baxter at a competitive disadvantage. For further
information on the company's current stock incentive programs, please refer to
"Equity Compensation Plan Information" beginning on page 36 of this proxy
statement.

The Program contains a number of provisions that the Board of Directors
believes are consistent with the interests of stockholders and sound corporate
governance practices. These include:

Prohibition on Stock Option Repricings. The Program prohibits the
cancellation of any outstanding stock option for the purpose of
reissuing an option to the option holder at a lower exercise price.

No Discount Stock Options. The Program prohibits the grant of a stock
option with an exercise price of less than the fair market value of
Baxter Common Stock on the date the stock option is granted.

Independent Committee. The Program will be administered by the
Compensation Committee, which is comprised of independent, non-employee
directors. As further described under "Board of Directors-Corporate
Governance" and "Board of Directors-Committees of the Board" below, the
Board of Directors has determined, after careful review, that all
members of the Compensation Committee are independent as defined by
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Baxter's Corporate Governance Guidelines and the rules currently
proposed by the New York Stock Exchange.

No Annual "Evergreen" Provision. The Program provides for a specific
number of shares available for awards.

The complete text of the Program is included as Exhibit A to this proxy
statement. The following is a summary of the material terms of the Program.

General

The purpose of the Program is to increase stockholder value and to advance
the interests of Baxter by providing a variety of economic incentives designed
to attract, retain and motivate Baxter employees and other individuals
providing services to Baxter. Incentives may consist of the following: (a)
stock options; (b) restricted stock; (c) stock awards; (d) performance shares;
and (e) other incentives, including cash. Incentives may be granted to any
employee, director, consultant or other

Management Proposals (continued)

independent contractor of Baxter as selected from time to time by the
Compensation Committee. As of December 31, 2002, Baxter had approximately
54,600 employees.

The Program will be administered by the Compensation Committee of the Board
of Directors (the "Committee"). The Committee must consist of two or more
non-employee directors within the meaning of Rule 16b-3 of the Securities
Exchange Act of 1934, as amended, who qualify as outside directors under
Section 162 (m) of the Internal Revenue Code, as amended.

Subject to the provisions and limitations of the Program, the Committee
will have the authority to:

interpret the provisions of the Program, and prescribe, amend, and
rescind rules and procedures related to the Program;

grant awards;
modify the terms of, cancel, or repurchase outstanding awards;

prescribe the form of agreement, certificate or other instrument
evidencing any award;

correct any defect or omission and reconcile any inconsistency in the
Program or in any award; and

make all other determinations and take all other actions as it deems
necessary or desirable for the administration of the Program.

The Committee may not cancel any outstanding stock option for the purpose
of reissuing an option to the holder at a lower exercise price. The Committee
can delegate its authority with respect to participation, the grant of awards
and related performance objectives for any person other than Baxter's directors
and those officers subject to the reporting requirements of Section 16 of the
Exchange Act.

The number of shares of Baxter's Common Stock which may be issued under the

10
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Program may not exceed 25,000,000 shares. This represents approximately 4.2% of
the outstanding shares of Common Stock on December 31, 2002. The closing market
price of the Common Stock on December 31, 2002 was $28.00 per share.

Stock Options

Under the Program, the Committee may grant non-qualified and incentive
stock options to eligible participants to purchase shares of Common Stock from
Baxter. The Program gives the Committee discretion, with respect to any such
stock option, to determine the number and purchase price of the shares subject
to the option, the term of each option and the time or times during its term
when the option becomes exercisable, subject to the following limitations. No
stock option may be granted with a purchase price below the fair market value
of the shares subject to the option on the date of grant. The fair market wvalue
of shares on the date of grant will be the closing sale price of Common Stock
as reported on the New York Stock Exchange. Each stock option will expire on
(1) the date provided by the option terms, which may not be later than eleven
years after the grant date or (2) if the option terms do not provide for an
expiration date, the date which is ten years and one day after the grant date.
No incentive stock option may be transferred other than by will or the laws of
descent and distribution. No person may receive, in any calendar year, stock
options which, in the aggregate, represent more than 1,000,000 shares of Common
Stock. Payment of the option price will be made in such form and manner as the
Committee may approve.

Management Proposals (continued)

Restricted Stock

Restricted stock consists of the sale or grant by Baxter to an eligible
participant of one or more shares of Common Stock which are subject to
restrictions on transfer by the participant. The price, if any, at which
restricted stock will be sold or granted will be determined by the Committee,
and it may vary from time to time and among participants and may require no
payment or be less than the fair market value of the shares at the date of sale
or grant. Subject to any restrictions established by the Committee and the
other requirements of the Program, a participant receiving restricted stock
will have the rights of a stockholder (including voting and dividend rights) as
to those shares only to the extent the Committee designates at the time of the
grant. No person may receive, in any calendar year, more than 300,000 shares of
restricted stock. The Committee, in its sole discretion, may substitute cash
for shares of Common Stock otherwise required to be distributed.

Stock Awards

Stock awards consist of the grant by Baxter to an eligible participant of
shares of Common Stock, without payment, as additional compensation for
services to the company. No person eligible to receive a stock award may
receive a stock award representing more than 50,000 shares of Common Stock in
any calendar year.

Performance Shares

Performance shares consist of the grant by Baxter of a contingent right to
receive payment of shares of Common Stock. Each performance share entitles the
participant to one share of Common Stock, subject to the attainment of
performance goals and other terms and conditions specified by the Committee.

11



Edgar Filing: BAXTER INTERNATIONAL INC - Form DEF 14A

The performance shares will be paid in shares of Common Stock (or cash, in the
discretion of the Committee) to the extent performance goals set forth in the
grant are achieved. The number of shares granted and the performance goals will
be determined by the Committee. No person may receive, in any calendar year,
more than 300,000 performance shares.

Other Incentives

The Committee may grant other incentives, including stock appreciation
rights, restricted stock units and performance units, payable in cash or in
kind by Baxter to an eligible participant. The form, amount and the terms and
conditions of other incentives will be determined by the Committee. The total
number of shares of Common Stock for which stock appreciation rights or other
incentives may be granted to any person may not exceed 1,000,000 in any
calendar year. The total amount that may be awarded to any person in the form
of performance unit and other cash-based awards may not exceed $3,000,000 in
any calendar year.

Section 162 (m)

Section 162 (m) prevents a publicly-traded corporation from taking a tax
deduction for certain compensation in excess of $1 million per year which it or
any subsidiary pays to specified executives. Those specified executives or
covered employees are the chief executive officer and the four next most highly
compensated executive officers for whom proxy disclosure is required. Certain
compensation, including compensation based on the attainment of performance
goals, 1s excluded from the deduction

Management Proposals (continued)

limit and, therefore, is deductible even if it exceeds $1 million per year. To
qualify for this performance-based exemption, the material terms pursuant to
which the compensation is to be paid, including the performance goals and the
maximum amount payable to the covered employees, must be approved by the
stockholders before payments are made.

Except as otherwise determined by the Committee, grants of restricted
stock, performance shares and other incentives granted to executive officers
will be subject to the attainment of performance goals in compliance with the
provisions of Section 162 (m) of the code. The specific performance goals
applicable to a particular award will be established by the Committee within
the first 90 days of the applicable performance period, based on one or more of
the following business criteria: net income (before or after taxes), stock
price, total shareholder return, market share, sales, net sales, earnings per
share, costs, cash flow (including without limitation operational cash flow),
gross margin, operating margin, gross profit ratio, economic value added, and
return measures (including without limitation return on assets, capital,
equity, and sales).

Non-transferability

No restricted stock, performance share or other incentive granted under the
Program will be transferable by its holder, except in the event of the holder's
death, by will or the laws of descent and distribution. Non-qualified stock
options may be transferred by the holder to the limited extent authorized by
the rules and procedures established by the Committee from time to time or by
will or by the laws of descent and distribution.

12
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Amendment of the Program

The Committee may amend or discontinue the Program at any time. However, no
amendment or discontinuance may (a) impair, without the consent of the
recipient, an incentive previously granted or (b) result in a change which
would disqualify awards made under the Program from the exemption provided by
Rule 16b-3 of the Exchange Act. In addition, the Committee may not amend the
Program without approval of Baxter's stockholders to the extent such approval
is required by law, agreement or any exchange on which the Common Stock is
traded.

Change in Control

In the event of a change in control of Baxter (as specified in the
Program), the restrictions on all outstanding shares of restricted stock will
lapse immediately, all outstanding stock options will become exercisable
immediately and all performance goals will be deemed to be met and payment made
immediately.

In connection with certain change of control events (as specified in the
Program) the Committee can require that any outstanding stock option granted
under the Program be surrendered to Baxter for cancellation. The holder of a
stock option that is cancelled will be entitled to receive a cash payment equal
to the number of shares of Common Stock subject to the option immediately
before it was cancelled multiplied by the excess, if any, of the greater of (A)
the highest per share price offered to Baxter's stockholders in the change of
control transaction or (B) the fair market value of a share of Common Stock on
the date of the change of control, over the exercise price.

Management Proposals (continued)

Antidilution Provisions

In the event of any merger, consolidation, reorganization,
recapitalization, spinoff, stock dividend, stock split, reverse stock split,
exchange, or other distribution with respect to Baxter Common Stock or other
change in the corporate structure or capitalization affecting the Common Stock,
the type and number of shares of stock which are or may be subject to awards
under the Program, the terms of any outstanding awards (including the price at
which shares of stock may be issued pursuant to an outstanding award) and the
limits on the number of shares that can be subject to awards received by
individuals in any calendar year described above, will be equitably adjusted by
the Committee, in its sole discretion, to preserve the value of awards made or
to be made under the Program.

United States Federal Income Tax Consequences

Under existing U.S. federal income tax provisions, a participant who
receives a stock option or performance shares under the Program or who
purchases or receives shares of restricted stock under the Program will not
normally realize any income, nor will Baxter normally receive any deduction,
for federal income tax purposes in the year such incentive is granted. A
participant who receives a stock award under the Program consisting of shares
of Common Stock will realize ordinary income in the year of the award in an
amount equal to the fair market value of the shares of Common Stock covered by
the award on the date it is made, and Baxter will be entitled to a deduction
equal to the amount the participant is required to treat as ordinary income. A
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participant who receives a cash award will realize ordinary income at the time
the award is paid equal to the amount received, and the amount of the cash is
expected to be deductible by Baxter.

When a non-qualified stock option granted pursuant to the Program is
exercised, the participant will realize ordinary income measured by the
difference between the aggregate purchase price of the shares of Common Stock
as to which the option is exercised and the aggregate fair market value of
shares of the Common Stock on the exercise date, and Baxter will be entitled to
a deduction in the year the option is exercised equal to the amount the
participant is required to treat as ordinary income.

Options which qualify as incentive stock options are entitled to special
tax treatment. Because the capital gains rate is currently lower than the
highest individual rate, there are income tax advantages to receiving incentive
stock options rather than non-qualified options. Incentive stock options must
be exercised within ten years after the grant date or they expire. Incentive
stock options are not transferable, other than by will or the laws of descent
and distribution, and are exercisable, during the optionee's lifetime, only by
the optionee. Under existing federal income tax law, if shares purchased
pursuant to the exercise of an incentive stock option are not disposed of by
the optionee within two years from the date of the option grant or within one
year after the transfer of the shares to the optionee, whichever is longer,
then:

the optionee recognizes no income upon the exercise of the option;

any gain or loss will be recognized by the optionee only upon ultimate
disposition of the shares and, assuming the shares constitute capital
assets in the optionee's hands, will be treated as a long-term capital
gain or loss;

the optionee's basis in the shares purchased will equal the amount of
cash paid for such shares; and

Baxter will not be entitled to a federal income tax deduction in
connection with the exercise of the option.

10

Management Proposals (continued)

Baxter understands that the difference between the option price and the
fair market value of the shares acquired upon exercise of an incentive stock
option will be treated as an "item of tax preference" for purposes of the
alternative minimum tax. In addition, incentive stock options exercised more
than three months after termination of employment are treated as non-qualified
options.

Baxter further understands that if the optionee disposes of the shares
acquired by exercise of an incentive stock option before expiration of the
holding period described above, the optionee must treat as ordinary income in
the year of that disposition an amount equal to the difference between the
optionee's basis in the shares and the lesser of the fair market value of the
shares on the date of exercise or the selling price. In addition, Baxter will
be entitled to a deduction equal to the amount the employee is required to
treat as ordinary income.

If the exercise price of an option is paid by surrender of previously owned
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shares, the basis of the shares received in replacement of the previously owned
shares is carried over. If the option is a non-qualified option, the gain
recognized on exercise is added to the basis. If the option is an incentive
stock option, the optionee will recognize gain if the shares surrendered were
acquired through the exercise of an incentive stock option or through Baxter's
employee stock purchase plan and have not been held for the applicable holding
period. This gain will be added to the basis of the shares received in
replacement of the previously owned shares.

A participant who receives restricted stock or performance shares will
normally realize taxable income on the earliest of the date the shares become
transferable, the date the shares are no longer subject to a substantial risk
of forfeiture, or the date of their disposition. The amount of such taxable
income will equal the amount by which the fair market value of the shares of
Common Stock on the date such restrictions lapse (or any earlier date on which
the shares are disposed of) exceeds their purchase price, if any. A participant
may elect, however, to include in income in the year of purchase or grant the
excess of the fair market value of the shares of Common Stock (without regard
to any restrictions) on the date of purchase or grant over its purchase price.
Baxter expects to be entitled to a deduction for compensation paid in the same
year and in the same amount as income is realized by the participant.

The Proxyvholders intend to vote the shares represented by proxy in favor of
approval of the Program, except to the extent a stockholder votes against or
abstains from voting on this proposal.

The Board of Directors recommends a vote FOR approval of the 2003 Incentive
Compensation Program.

11

Board of Directors

Director Biographies

Nominees for Election as Directors (Term Expires 2006)

[PHOTO] Walter E. Boomer, age 64, has been a director of Baxter since 1997. Since March
General Boomer has served as president and chief executive officer of Rogers
Corporation, a manufacturer of specialty materials for use in the communication,
transportation, imaging and computer markets. General Boomer was named Chairman
the Board of Rogers Corporation in April 2002. From 1994 through 1996, he served
executive vice president of McDermott International Inc. and president of the Ba
Wilcox Power Generation Group. In 1994, General Boomer retired as a general and
assistant commandant of the United States Marine Corps after 34 years of service
General Boomer also serves as a director of Cytyc Corporation.

[PHOTO] James R. Gavin III, M.D., Ph.D., age 57, was elected as a director of Baxter in

February 2003. Since July 2002, Dr. Gavin has served as president of the Morehou
School of Medicine. From 1991 to July 2002 he was Senior Science Officer at Howa
Hughes Medical Institute, a nonprofit medical research organization. From 1987 t
he was at the University of Oklahoma Health Sciences Center as a professor and a
of the Diabetes Section and acting chief of the Section on Endocrinology, Metabc
and Hypertension. Dr. Gavin 1is non-executive chairman of the board of directors
Equidyne Corporation and a director of MicroIslet, Inc.

[PHOTO] Kees J. Storm, age 60, director nominee, has been nominated by the Baxter Board
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Directors. Mr. Storm is a registered accountant (the Dutch equivalent of a Certi
Public Accountant) and was chairman and chief executive officer of AEGON N.V., a
international insurance group from 1993 until 2002 when he retired. Mr. Storm 1is
supervisory board member and chairman of Royal Wessanen N.V., a Dutch food
manufacturer, and Laurus N.V., a Dutch supermarket group. He also serves on the
supervisory boards of AEGON N.V., Interbrew S.A. and KLM N.V.

12

Board of Directors (continued)

Directors Continuing in Office (Term Expires 2004)

[PHOTO] Pei-yuan Chia, age 64, has served as a director of Baxter since 1996. Mr. Chia wa
chairman of Citicorp and Citibank, N.A., its principal subsidiary, from 1994 to 1
when he retired. From 1993 to 1996, he served as a director of Citicorp and Citib
N.A., and assumed responsibility for their global consumer business in 1992. Betw
1974 and 1992, Mr. Chia held various senior management positions in Citicorp and
Citibank, N.A. and was Citibank, N.A.'s senior customer contact for corporate ban
activities in Asia. Mr. Chia also serves as a director of American International
Inc. and Bank of China (Hong Kong) Limited.

[PHOTO] Gail D. Fosler, age 55, has served as a director of Baxter since 2001. Since 1989
Fosler has held several positions with The Conference Board, a research and busin
membership organization. Ms. Fosler is currently senior vice president and chief
economist of The Conference Board and directs its Economics Research Program, whi
produces economic indicators and analyses. Ms. Fosler is also a director of Cater
Inc., Unisys Corporation, H.B. Fuller Company, DBS Holdings (Singapore).

[PHOTO] Monroe E. Trout, M.D., age 71, has served as a director of Baxter since 1995. Dr.
was chairman of the board, president and chief executive officer of American Heal
Systems, a network of integrated health care systems, from 1987 until he retired
He was elected president and chief executive officer of American Healthcare Syste
1986. Dr. Trout also serves as chairman emeritus of Cytyc Corporation and as a di
of Science Applications International Corporation.
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Board of Directors (continued)

Directors Continuing in Office (Term Expires 2005)

[PHOTO] Harry M. Jansen Kraemer, Jr., age 48, has been a director of Baxter
chairman of the board since January 2000. Mr. Kraemer has been presi
since 1997 and chief executive officer since January 1999. From 1993
as senior vice president and chief financial officer of Baxter. Mr.
a director of Science Applications International Corporation.

[PHOTO] Joseph B. Martin, M.D., Ph.D., age 64, has been a director of Baxter
Dr. Martin has served as the Dean of the Harvard Faculty of Medicine
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He was Chancellor of the University of California, San Francisco fro
Dean of the UCSF School of Medicine from 1989 to 1993. Dr. Martin al

director of Cytyc Corporation and Scientific Learning Corp.

[PHOTO] Thomas T. Stallkamp, age 56, has been a director of Baxter since 200
is vice chairman and chief executive officer of MSX International,
of technology-driven engineering, business and specialized staffing
through 1999, Mr. Stallkamp held various positions with DaimlerChrys
and its predecessor Chrysler Corporation, the most recent of which w
and president. Mr. Stallkamp also serves as a director of Kmart Corr

Corporation.

[PHOTO] Fred L. Turner, age 70, has been a director of Baxter since 1982.

chairman of the board of directors of McDonald's Corporation,

Turner previously was chairman of the board and chief executive offi
Corporation. He joined McDonald's in 1956. Mr. Turner is a Life Trus

McDonald House Charities, Inc., a not-for-profit corporation.
director of W. W. Grainger, Inc.
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Board of Directors (continued)

Corporate Governance

The Board of Directors recognizes the importance of good corporate
governance as a means of addressing the needs of Baxter's stockholders,
employees, customers and community. Pursuant to the Delaware General
Corporation Law, under which Baxter is organized, the business, property and
affairs of Baxter are managed under the direction of the Board of Directors.
Members of the Board are kept informed of Baxter's business through discussions
with the Chairman and management, by reviewing materials prepared for them by
management and by participating in meetings of the Board and its committees.
During 2002, the Board held six meetings and the committees held a total of 21
meetings. The aggregate attendance of all current directors at the total number
of Board and committee meetings was over 92 percent.

Corporate Governance Guidelines

Baxter first adopted formal corporate governance principles in 1995. In
1998, the Board of Directors revised these principles by adopting new Corporate
Governance Guidelines (the "Guidelines") which address the role of the Board of
Directors in areas such as fiduciary oversight, strategic planning, social
responsibility, succession planning and board elections. The Guidelines also
set standards relating to the composition and operation of the Board of
Directors and its committees, including standards relating to the selection,
qualification and evaluation of directors. They also address a number of other
matters, such as: director access to management, the authority of the Board and
its committees to hire outside advisors, the appropriateness of continued Board
membership in the event of a change in a director's employment or other
circumstances, the mandatory retirement age for directors, executive
compensation and director compensation. In February 2003, the Board of
Directors approved further changes to Baxter's Guidelines to update or
establish new guidelines with respect to a number of topics, such as specific
criteria for director independence, establishment of a lead director, director
continuing education, and recommended stock ownership for directors.

Rules currently proposed by the New York Stock Exchange would require
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listed companies to adopt governance guidelines covering various matters. The
company believes that Baxter's Guidelines currently comply with the proposed
rules in all material respects. However, the company will make any required
changes after these rules are final. The Corporate Governance Committee of the
Board reviews at least annually the adequacy of the Guidelines, and recommends
any proposed changes to the Board for approval.

The Guidelines, as well as other information on Corporate Governance, are
available on Baxter's website at www.baxter.com under "Corporate Governance"
and in print upon request by writing to Baxter International Inc., Corporate
Secretary, One Baxter Parkway, Deerfield, Illinois 60015.

Director Independence

The Board of Directors has determined, after careful review, that all
directors and director nominees except for Harry Kraemer are independent, as
defined by Baxter's Corporate Governance Guidelines and the rules currently
proposed by the New York Stock Exchange. Baxter's Guidelines require that a
majority of Baxter's directors qualify as independent. To be considered
independent, the Board must affirmatively determine that a director does not
have any direct or indirect material relationship with Baxter.

15

Board of Directors (continued)

Baxter's Guidelines include the following standards for determining
director independence:

A director will not be independent if, within the preceding five years:
(a) the director was employed by Baxter; (b) an immediate family member
of the director was employed by Baxter as an executive officer; (c) the
director or an immediate family member of the director was employed by
or affiliated with the independent auditor of Baxter; or (d) a Baxter
executive officer was on the compensation committee of the board of
directors of a company which concurrently employed the Baxter director,
or which concurrently employed an immediate family member of the
director as an executive officer.

The following commercial or charitable relationships will not be
considered to be material relationships that would impair a director's
independence: (a) i1f a Baxter director is a partner, officer, or
controlling shareholder of or is otherwise affiliated with another
company or professional entity (including any law firm or investment
banking firm) that does business with Baxter and the annual payments
to, or from, Baxter in any year do not exceed (i) one percent of the
annual revenue of Baxter for its most recently completed fiscal year or
(ii) the greater of $200,000 or one percent of the annual revenue of
the other company or professional entity for its most recently
completed fiscal year; (b) if a Baxter director is a partner, executive
officer or controlling shareholder of or is otherwise affiliated with
another company which is indebted to Baxter, or to which Baxter is
indebted, and the total amount of either company's indebtedness to the
other does not exceed (i) one percent of the total consolidated assets
of Baxter as of the end of its most recently completed fiscal year or
(ii) one percent of the total consolidated assets of the other company
as of the end of its most recently completed fiscal year; and (c) if a
Baxter director serves as an officer, director or trustee of or is
otherwise affiliated with a charitable organization, and Baxter's
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discretionary charitable contributions to the organization are less
than the greater of $100,000 or five percent of that organization's
total annual charitable receipts.

For relationships not covered by these guidelines, the determination of whether
the director is independent or not will be made by the directors who satisfy
the independence guidelines.

Executive Sessions and Lead Director

Baxter's Corporate Governance Guidelines require the Board to meet in
executive session without management or any employee director present at every
regularly scheduled meeting. The Audit Committee is required by its charter to
hold separate executive sessions during at least five committee meetings per
year with the internal auditor, the independent auditor and management. The
other committees of the Board also have the authority to hold executive
sessions without management present.

In February 2003, the Board of Directors amended Baxter's Guidelines to
provide for a lead director who will be responsible for presiding at all
executive sessions of the Board and acting as the liaison between the
non-management directors and the Chairman of the Board. In addition, the lead
director will serve as the contact person to facilitate communications by
Baxter employees and shareholders directly with the non-management members of
the Board. The Corporate Governance Committee will recommend a lead director to
the full Board for approval on an annual basis, with the first lead director to
be elected in May 2003.
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Board of Directors (continued)

Annual Assessment of Board Performance

The Board has annually reviewed its own performance, structure and
processes for the past nine years in order to assess how effectively it is
functioning. This assessment was implemented and is administered by the
Corporate Governance Committee through an annual Board self-evaluation survey.
The views of individual directors are collected by the Corporate Secretary and
the chairman of the Corporate Governance Committee and summarized for
consideration by the full Board. In addition, beginning this year, each
committee of the Board is required by its charter to conduct an annual
self-evaluation of its performance.

Business Practice Standards and Corporate Responsibility Office

Baxter's ethics policies can be found in its Global Business Practice
Standards, which are designed to promote honest and ethical conduct and
compliance with applicable laws and serve as a guide for making business
decisions. The Global Business Practice Standards are applicable to all
employees of the company, including the Chief Executive Officer, Chief
Financial Officer and other senior financial officers. These standards include
policies on a number of topics, such as protection and use of company assets,
competitive and confidential information, insider trading, bioethics, conflicts
of interest, employment practices, gifts, political activities, trade
compliance and other aspects of business ethics. These standards address
Baxter's commitment to full, fair, accurate, timely, and understandable
disclosure in all public communications, including reports that the company
files with, or submits to, the Securities and Exchange Commission and other
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government agencies. The standards also address the consequences of failure to
comply with applicable law and Baxter's policies and procedures and require
prompt internal reporting of wrongdoing.

Baxter's Global Business Practice Standards include procedures for
employees to seek guidance or report concerns about business practices,
including concerns regarding accounting, internal accounting controls,
auditing, or other matters. These procedures have been reviewed by the Public
Policy Committee and the Audit Committee and approved by the Board of
Directors. Questions and concerns can be submitted confidentially or
anonymously. Employees may raise issues or concerns through multiple channels,
such as calling the toll-free Business Practice Standards Helpline, sending an
e-mail to the Business Practices website, writing to the Corporate
Responsibility Office's post office box, or contacting the members of the
Corporate Responsibility Office or its regional committees directly.

The Corporate Responsibility Office was established by the Board in 1993 to
assist the Public Policy Committee in carrying out its responsibility to
oversee Baxter's global business practices. The Corporate Responsibility Office
is responsible for communicating the company's business practice standards,
maintaining processes for employees to report issues, providing guidance and
training to employees, and monitoring compliance. The monitoring process
includes an annual certification of compliance with Baxter's business practice
standards by senior managers and thousands of other employees worldwide. These
activities are coordinated and implemented by members of the Corporate
Responsibility Office and Baxter's Business Practices staff. Permanent members
of the Corporate Responsibility Office include the company's Vice President of
Business Practices, who reports to the Public Policy Committee, and the Vice
President of Corporate Audit, who reports to the Audit Committee.

Baxter's Global Business Practice Standards are available on Baxter's
website at www.baxter.com under "Corporate Governance" and in print upon
request by writing to Baxter International Inc., Business Practices, One Baxter
Parkway, Deerfield, Illinois 60015.

17

Board of Directors (continued)

Disclosure Controls and Procedures

The company has established disclosure controls and procedures designed to
ensure that financial and non-financial information required to be disclosed by
Baxter in the reports it files or submits under the Securities Exchange Act of
1934 is recorded, processed, summarized and reported on a timely basis. These
controls and procedures are designed to ensure that such information is
accumulated and communicated to management, including the Chief Executive
Officer and Chief Financial Officer, to allow for timely decisions regarding
required disclosure. Each quarter, the company carries out an evaluation, under
the supervision and with the participation of the company's Disclosure
Committee, including the Chief Executive Officer and Chief Financial Officer,
as well as other members of the company's management team, of the effectiveness
of the company's disclosure controls and procedures.

Committees of the Board
The Board of Directors has five committees. Each committee consists solely

of independent directors who are not Baxter employees. In February 2003, the
Board approved amendments to t