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On May 20, 2013, Merck entered into an accelerated share repurchase (“ASR”) agreement with Goldman, Sachs & Co. (“Goldman Sachs”).
Under the ASR, Merck agreed to purchase $5.0 billion of Merck’s common stock, in total, with an initial delivery of approximately 99.5 million shares of
Merck’s common stock, based on current market price, made by Goldman Sachs to Merck, and payment of $5.0 billion made by Merck to Goldman Sachs,
on May 21, 2013. Upon settlement of the ASR on October 31, 2013, Merck received an additional 5.5 million shares as determined by the average daily
volume weighted-average price of Merck’s common stock during the term of the ASR program bringing the total shares received by Merck under this program
to 105 million. The ASR was entered into pursuant to a share repurchase program announced on May 1, 2013.

Noncontrolling Interests
In connection with the 1998 restructuring of AMI, Merck assumed $2.4 billion par value preferred stock with a dividend rate of 5% per annum,

which is carried by KBI and included in Noncontrolling interests. If AstraZeneca exercises its option to acquire Merck’s interest in AZLP (see Note 8) this
preferred stock obligation will be retired.

12.    Share-Based Compensation Plans
The Company has share-based compensation plans under which the Company grants restricted stock units (“RSUs”) and performance share

units (“PSUs”) to certain management level employees. In addition, employees, non-employee directors and employees of certain of the Company’s equity
method investees may be granted options to purchase shares of Company common stock at the fair market value at the time of grant. These plans were
approved by the Company’s shareholders.

At December 31, 2013,  143 million shares collectively were authorized for future grants under the Company’s share-based compensation plans.
These awards are settled primarily with treasury shares.

Employee stock options are granted to purchase shares of Company stock at the fair market value at the time of grant. These awards generally vest
one-third each year over a three-year period, with a contractual term of 7-10 years. RSUs are stock awards that are granted to employees and entitle the holder
to shares of common stock as the awards vest. The fair value of the stock option and RSU awards is determined and fixed on the grant date based on the
Company’s stock price. PSUs are stock awards where the ultimate number of shares issued will be contingent on the Company’s performance against a pre-
set objective or set of objectives. The fair value of each PSU is determined on the date of grant based on the Company’s stock price. For RSUs and certain
PSUs granted before December 31, 2009 employees participate in dividends on the same basis as common shares and such dividends are nonforfeitable by
the holder. For RSUs and PSUs issued on or after January 1, 2010, dividends declared during the vesting period are payable to the employees only upon
vesting. Over the PSU performance period, the number of shares of stock that are expected to be issued will be adjusted based on the probability of
achievement of a performance target and final compensation expense will be recognized based on the ultimate number of shares issued. RSU and PSU
distributions will be in shares of Company stock after the end of the vesting or performance period, generally three years, subject to the terms applicable to
such awards.

Total pretax share-based compensation cost recorded in 2013,  2012 and 2011 was $276 million, $335 million and $369 million, respectively,
with related income tax benefits of $84 million,  $105 million and $118 million, respectively.

The Company uses the Black-Scholes option pricing model for determining the fair value of option grants. In applying this model, the Company
uses both historical data and current market data to estimate the fair value of its options. The Black-Scholes model requires several assumptions including
expected dividend yield, risk-free interest rate, volatility, and term of the options. The expected dividend yield is based on historical patterns of dividend
payments. The risk-free rate is based on the rate at grant date of zero-coupon U.S. Treasury Notes with a term equal to the expected term of the option.
Expected volatility is estimated using a blend of historical and implied volatility. The historical component is based on historical monthly price changes. The
implied volatility is obtained from market data on the Company’s traded options. The expected life represents the amount of time that options granted are
expected to be outstanding, based on historical and forecasted exercise behavior.
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The weighted average exercise price of options granted in 2013,  2012 and 2011 was $45.01, $39.51 and $36.47 per option, respectively. The
weighted average fair value of options granted in 2013,  2012 and 2011 was $6.21, $5.47 and $5.39 per option, respectively, and were determined using the
following assumptions:

Years Ended December 31 2013  2012  2011
Expected dividend yield 4.2%  4.4%  4.3%
Risk-free interest rate 1.2%  1.3%  2.5%
Expected volatility 25.0%  25.2%  23.4%
Expected life (years) 7.0  7.0  7.0

Summarized information relative to stock option plan activity (options in thousands) is as follows:

 
Number

of Options  

Weighted
Average
Exercise

Price  

Weighted
Average

Remaining
Contractual

Term (Years)  

Aggregate
Intrinsic

Value
Outstanding January 1, 2013 165,941  $ 39.46     
Granted 5,703  45.01     
Exercised (33,278)  36.37     
Forfeited (22,561)  49.01     

Outstanding December 31, 2013 115,805  $ 38.75  3.79  $ 1,320
Exercisable December 31, 2013 101,600  $ 38.48  3.25  $ 1,187

Additional information pertaining to stock option plans is provided in the table below:

Years Ended December 31 2013  2012  2011
Total intrinsic value of stock options exercised $ 374  $ 528  $ 125
Fair value of stock options vested 42  80  189
Cash received from the exercise of stock options 1,210  1,310  321

A summary of nonvested RSU and PSU activity (shares in thousands) is as follows:

  RSUs  PSUs

   
Number
of Shares  

Weighted
Average

Grant Date
Fair Value  

Number
of Shares  

Weighted
Average

Grant Date
Fair Value

Nonvested January 1, 2013  22,743  $ 36.38  1,648  $ 33.78
Granted  6,394  45.04  963  38.25
Vested  (8,705)  34.10  (839)  34.17
Forfeited  (1,298)  40.02  (99)  36.71
Nonvested December 31, 2013  19,134  $ 40.07  1,673  $ 35.98

At December 31, 2013, there was $374 million of total pretax unrecognized compensation expense related to nonvested stock options, RSU and
PSU awards which will be recognized over a weighted average period of 1.9 years. For segment reporting, share-based compensation costs are unallocated
expenses.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Merck & Co., Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, comprehensive income, equity and cash
flows present fairly, in all material respects, the financial position of Merck & Co., Inc. and its subsidiaries at December 31, 2013 and December 31, 2012,
and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2013 in conformity with accounting
principles generally accepted in the United States of America. Also in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2013, based on criteria established in Internal Control — Integrated Framework  issued in 1992 by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible for these financial statements,
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in Management’s Report under Item 9A. Our responsibility is to express opinions on these financial statements and on the Company’s internal
control over financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits of
the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal
control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

 
PricewaterhouseCoopers LLP
Florham Park, New Jersey
February 27, 2014

130


