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A Message to Our Shareholders
This year’s annual report is confirmation of our continuing investments in HR technology, service, and 
people to help our clients build better businesses.

Despite challenging times for the U.S. economy, Paychex beat projections. We delivered record 
financial results while providing services that helped many of our clients stay in business. I am so 
proud of what we accomplished in fiscal 2022 through the strategic efforts of our 16,000 employees.

Since our success was a total team effort, I’d like you to hear directly from a few members of the 
executive team as we joined together to discuss our results and direction.

Thank you for investing in Paychex. We are excited to build on all we’ve accomplished and share new 
insights and innovations with you in fiscal 2023.

Martin Mucci  
Chairman of the Board and CEO
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Fiscal 2022 Results

Paychex achieved record financial results in FY22, and is in 
the top five for annualized total shareholder return (TSR) of all 
S&P 500 companies that have traded since the Paychex IPO.1

Paychex Total Shareholder Return 1

Data on file 
1 �Source: FactSet® financial data and analytics. Based on available FactSet data for companies that were publicly traded as of August 26, 1983 
through May 31, 2022. Total Shareholder Return calculation based on same time period.
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PAYX S&P 500

$1.0 B
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that have traded 
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6  |  Delivering HR Innovation to Build Better Businesses

How would you summarize  
fiscal year 2022?

MARTIN:  
Chairman of the Board and Chief Executive Officer

Paychex achieved record financial results in FY22 — our best performance in the 
50+ years since the company was founded. While I’m excited that we achieved 
double-digit revenue and earnings growth during one of the most challenging 
times in our history, I’m especially proud that we were able to help our clients, 
their employees, and communities succeed with support from our continuing 
innovations in human capital management (HCM) technology and service.

We have helped more than 40,000 clients 
apply for government tax credits of over  
$8 billion — an average of nearly $200,000 
per client. A high percentage of businesses 
who used our Employee Retention Tax 
Credit (ERTC) Service have stayed in 
business — and have stayed Paychex 
clients. They’re continuing to look to us 
for long-term support of their HR, payroll, 
and benefits in the competitive hiring and 
employee retention marketplace.

Paychex has a strong history of solid 
financial results — and we’re growing at  
an accelerated rate. In FY22, our total 
revenue grew 14% year-over-year to a 
record $4.6 billion, and our adjusted diluted 
earnings per share rose 24% to $3.77. Our 
operating margin was 40%, an increase of 
390 basis points over the prior year.   

New opportunities have also been growing 
in this post-pandemic marketplace. To 
position and structure our company to 
best capitalize on those opportunities, I 
assumed the role of chairman of the board 
on December 1, 2021, adding to my role as  
CEO and succeeding Paychex founder  
Tom Golisano, who remains on the board 

as a director. To further strengthen our 
executive leadership team, I promoted 
longtime Paychex executive John Gibson 
to the new position of president and chief 
operating officer.

Following our performance in FY22, 
Paychex has entered the current fiscal year 
with momentum that positions us to build 
on our results and help clients continue 
to navigate this changing workplace 
environment.

“

•	 Joined Paychex in 2013

•	 Led service and operations  
of all business units

•	 Oversaw transformation to a  
24/7 service model

•	 Led record client retention  
and satisfaction

About John Gibson,  
President and COO

“



Paychex Annual Report 2022  |  7

How would you summarize  
fiscal year 2022?

EFRAIN: 
Senior Vice President and Chief Financial Officer

Paychex rapidly innovates whenever we see a market opportunity, bringing 
technology and service together to provide a comprehensive solution to 
clients. While Paychex began as a payroll provider, we’ve since become a full-
fledged HCM technology company. 

We’ve had a unique opportunity to 
proactively suggest additional solutions 
through countless client interactions. 
Today, approximately 55% of our revenue 
is generated beyond payroll, from sources 
such as HR solutions, retirement services, 
insurance solutions, and our professional 
employer organization (PEO).

As the HR and benefits markets continue 
to grow, we believe we’re making the right 
technology investments to sustain high 
levels of profitability. We achieved record 
revenues and earnings in FY22, increased 
our quarterly dividend by 20%, and paid 
shareholders over $1 billion in dividends for 
the first time in our history.

Highlights from FY22 include the  
results from our Management Solutions  
and PEO and Insurance Solutions. 
Management Solutions revenue increased 
14% to $3.4 billion due to strong sales 
performance, high levels of retention, and 

an increase in revenue per client from rising 
employment and continued demand for 
our HR solutions. This led to growth in our 
payroll client base and product penetration 
across our expanded HCM offerings.

Our PEO and Insurance Solutions revenue 
also increased 14% to $1.1 billion due to 
growth in the number of average worksite 
employees served, along with increases in 
their average wage, higher revenue from 
Paychex HR PEO health insurance, and 
higher state unemployment insurance 
revenues.

In FY22, we also received special 
recognition at NASDAQ, celebrating our 50 
years in business as well as the anniversary 
of Paychex becoming a public company 
in 1983. As of May 31, 2022, our total 
shareholder return is among the top five of 
current S&P 500 companies traded since 
our IPO.2 A $1,000 investment made then 
would be worth about $1.2 million today.

“
Can you expand on the company’s 
financial performance in FY22?

2 �Based on available FactSet data for companies that were publicly traded as of August 26, 1983 through May 31, 2022.  
Total Shareholder Return calculation based on same time period.
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JOHN: 
President and Chief Operating Officer

Our investments in HR technology, HR services, and employee benefits have 
positioned us well to capture the growing demand in the market, and we continue to 
focus our product investments on the four main HR issues that research has shown 
affect businesses today.

1. Recruiting, Hiring, and Retaining Talent

This year we made significant enhancements 
to Paychex Flex® Hiring through expanded 
integrations with Indeed®, ZipRecruiter®, and 
LinkedIn®. More than 400,000 resumes per 
month were accessed by clients in FY22.

We also redesigned our online employee 
onboarding experience to allow administrators 
to welcome new employees virtually and begin 
self-onboarding. More than 1.7 million employees 
were digitally onboarded in FY22.

2. Managing a Distributed Workforce With 
Mobile Technology

The adoption of our mobile app by both clients 
and their employees has grown at double-
digit rates as we expanded our self-service 
capabilities. Our new Paychex Pre-Check 
product further automated online payroll 
processing for employers and provided 
employees with the opportunity to review 
their paychecks before payroll is processed. 
Paychex Pre-Check has received several awards, 

including our third consecutive Top HR Product 
of the Year award from Human Resource 
Executive® and the HR Technology Conference.

3. Benefiting From Government Programs and 
Staying Compliant

Our ERTC Service educated our clients and 
sales prospects about the program, assessed 
their eligibility, calculated their credit, and filed 
amended returns. Our service was awarded a 
Brandon Hall Group Gold Award for Excellence 
in Technology. In addition, more than 300,000 
clients have used our Paycheck Protection 
Program (PPP) forgiveness tool to transition their 
loans into grants, applying for more than $65 
billion in total forgiveness.

4. Leveraging Analytics to Improve Workforce 
Management and Efficiency

In FY22, we introduced Retention Insights to 
help employers identify employees who may be 
more likely to consider leaving their organization. 
We also launched an enhanced Compensation 
Summary Report designed to allow employers 
to communicate the impact of their pay and 
benefits packages to their employees.

As the workplace continues to evolve, running 
a business is becoming more complex. To help 
prepare our clients for the challenges they’re 
facing today, as well as what’s to come, we 
will continue to provide them with the flexible 
technology to do what they want, when they 
want, with access to personal service 24/7/365.

“
Can you talk about how Paychex has 
evolved to become a technology leader?

“
“Being able to promote the jobs that we had… 
get our jobs out there and recruit more people… 
Paychex has made the onboarding process a lot 
easier for us to be able to hire as quickly  
as possible.” 

– Hunter Garrett, assistant director, Feghali Foods, 
multi-unit Little Caesars franchise
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MARTIN:

Better human resource support delivers better business performance and 
results for our clients. This March, we launched Paychex HR, which brings 
together all our HR offerings under a single name, including Paychex HR PEO 
and Oasis®, as well as our administrative services organization (ASO) and HR 
Essentials product.

With a strategy based on extensive 
market research, Paychex HR is more 
than a convenient way to organize our 
HR products and services. By listening to 
clients and conducting our annual Pulse of 
HR Survey, we have been able to determine 
their top needs right now and position our 
HR solutions to meet them.

Paychex HR gives clients a full range of 
HR options to meet their specific needs, 
so they can more easily invest in their 
culture and employee development; 
deliver world-class benefits; comply 
with changing regulations; and support 
the physical, emotional, and financial 
wellness of their employees. Because we 
believe that happier, healthier, and more 
engaged teams create better businesses.

“
How are Paychex HR solutions 
being positioned to take advantage 
of market opportunities?

“Paychex HR PEO has freed up a lot of our time as business owners to help train and empower 
our management team, so that my brothers and I could be out of the day-to-day, to work on the 
business rather than in the business.” 

– Jessie Farias Tavera, COO, Plumbing Doctor®

3 2021 Paychex Brand Research: A joint study conducted by ClearlyRated and Paychex.

57% of HR decision 
makers surveyed said they 
felt COVID-19 made  
HR tougher to manage.3 

63% are more likely to 
outsource HR.3
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JOHN:

It’s more important than ever for employers to make a connection with 
employees, so they feel like their needs are being recognized and addressed.

Nearly 40% of employees surveyed said 
their organization’s benefits, policies, and 
culture fail to support their health across 
the four pillars of wellness in the workplace 
— mental, physical, financial, and social.4 To 
help, Paychex HR supports clients so they 
can effectively address these pillars in order 
to improve recruiting, retention, morale, and 
productivity.

To support employees’ mental health, we 
include an employee assistance program 
(EAP) through Paychex HR for confidential 
support, Paychex Flex Time to enable more 
flexible scheduling, and performance 
management and development tools in 
Paychex Flex.

Clients can access tools to support their 
employees’ physical well-being with help 
from our offerings, including group health 

insurance; voluntary vision, dental, and 
wellness programs; flexible spending 
accounts (FSA); and health savings accounts 
(HSA), as well as workplace safety programs.

We help enable financial peace of mind 
through the FinFit® wellness program, 
retirement services to help employees save 
for the future — including our new Pooled 
Employer 401(k) Plan (PEP) — flexible pay 
options to give employees convenient 
access to their earnings, and a discount 
program to help them save on a variety of 
products and services outside of work.

We also help clients improve employees’ 
social health by offering them the tools 
to enhance workplace culture, including 
employee surveys, HR technology to help 
simplify employee management and 
benefits administration, and a learning 
management system (LMS) for online 
training and development. In addition, 
we offer clients proactive, experienced 
HR advice from a dedicated Paychex HR 
Professional.

“
Does Paychex HR address the rising 
importance of employee wellness in 
recruiting and retention?

“Having the right technology in place to 
support employees’ physical and mental health 
needs is an important part of our HR strategy.”

– Michigan-based HR professional 
at a 65-person retail company

4 �Joint survey by Paychex and ClearlyRated of 2,142 employees of small and mid-sized businesses from November 2, 2020 to November 30, 2020. The 
survey was weighted to be representative of the U.S. adult workforce and included employees across industries and skills.

“
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Which organizations recognized 
the Paychex team with awards and 
accolades in FY22?

MARTIN: 

I’m proud of the work our team delivered in FY22, from Marketing to Sales, 
Product Development, and Management. The awards we won reflect 
positively on our HR technology as well as our workplace culture and values.

For the 14th year, Paychex was named one 
of the World’s Most Ethical Companies® 
by the Ethisphere® Institute, and we were 
recognized by Forbes® as one of the Best 
Employers for Diversity.

Fortune® magazine once again named 
us one of the World’s Most Admired 
Companies. Our new Paychex Pre-Check 
product won technology awards from 

HR Executive, the Brandon Hall Group, 
and the Business Intelligence Group. 
And our ERTC Service won a Gold 
Brandon Hall Award for helping clients 
receive billions of dollars in tax credits, to 
name just a few of the many accolades 
Paychex has received from respected 
industry and business organizations.

“

TOP
HR PRODUCT

TOP
HR PRODUCT
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 
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KAREN: 
Vice President and Chief Human Resources Officer

At Paychex, we’re focused on maintaining the viability of the communities 
where we and our clients live and work by helping small to medium-sized 
businesses access expertise and support that they otherwise might not be 
able to achieve.  

At the same time, we’ve been reinvesting 
in our employees and our technology to 
offer enhanced career development, more 
flexible workplace schedules, benefits, and 
support. Included among these are a new 
discretionary time-off policy and expanded 
annual bonus opportunities, a transition to 
the Fidelity® investment and multi-event 
platforms to make retirement benefits easier 
to manage, and an additional Cultural Day 
paid holiday. 

We’re also investing in our communities. 
Thanks to our financial success, we’ve 
significantly increased the funding of the 
Paychex Foundation to nearly $20 million.5 

We’re also leading the way in our efforts to 
help improve the environment. In addition 
to tracking and reducing carbon emissions 
from our owned and rented offices, we have 
approved goals and metrics for our plan to 
achieve net-zero greenhouse gas emissions 
by 2050, created an environmental 
management system, and adopted an 
official environmental policy. All of this is 
published in our 2022 ESG Report. 

Diversity, equity, and inclusion (DEI) is also a 
major focus of our ESG efforts. In addition 
to earning recognition as one of The Best 
Employers for Diversity by Forbes, our board 
of directors approved a new nominating and 
ESG committee. Its charter includes assisting 
the board with identifying, evaluating, and 
recommending candidates for nomination 
for election to the board, as well as 
overseeing and improving the company’s 
ongoing corporate social responsibility (CSR) 
and ESG activities and performance.

“
How has Paychex supported employees; 
environmental, social, and governance  
(ESG); and communities?

“

5 Paychex 2022 ESG Report.
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What’s next for Paychex?
MARTIN: 

We’re not taking our success for granted. We’re prepared to deliver an 
exceptional return in FY23 by anticipating what’s next in the world of work and 
delivering innovative solutions where HR, payroll, and benefits meet.

Our focus on our ERTC Service will continue 
by educating our existing client base and 
leveraging our service to attract new clients. 

Paychex Flex will include completely 
redesigned modules for time and 
attendance, and recruiting and onboarding, 
to make them even easier for clients and 
their employees to use.

We’ll keep helping Paychex HR PEO clients 
recruit new employees with a full suite of 
benefits including traditional health, dental, 
vision, disability, and accident insurance, 
as well as voluntary benefits, part-time 
employee benefits, subsidies to help reduce 
student debt, and enhanced EAP and 
telemedicine offerings.

The integration of Flock Benefits 
Administration by Paychex with Paychex  
Flex will let us provide advanced benefits 
capabilities for employers, administrators, 
and brokers.

We’re going to introduce the first hands-
free payroll entry process — voice activated 
payroll — leveraging our integration with 
Google® smart speakers to make payroll 
processing quicker and easier for clients.

We’ll also be transitioning our real-time 
payments offering to allow clients to 
process payroll on the check date and fund 
employee direct deposit transactions within 
only eight seconds. 

With 16,000 employees working together 
to innovate our technology and service 
solutions, Paychex is excited to continue  
to help our more than 730,000 clients  
thrive and grow in a changing remote  
work environment.

“





UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

È ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the fiscal year ended May 31, 2022

OR

‘ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the Transition Period From to

Commission file number 0-11330

Paychex, Inc.
(Exact name of registrant as specified in its charter)

Delaware 16-1124166
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

911 Panorama Trail South

Rochester, NY 14625-2396
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (585) 385-6666
Securities registered pursuant to Section 12(b) of the Act:

Title of each class Trading Symbol(s) Name of each exchange on which registered

Common Stock, $0.01 par value PAYX NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act. Yes Í No ‘

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ‘ No Í

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes Í No ‘

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such
shorter period that the registrant was required to submit such files). Yes Í No ‘

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer Í Accelerated Filer ‘ Non-accelerated Filer ‘ Smaller Reporting Company ‘

Emerging Growth Company ‘

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ‘

Indicate by check mark whether the registrant has filed a report on and attestation to its management’s assessment of
the effectiveness of its internal control over financial reporting under Section 404(b) of the Sarbanes-Oxley Act
(15 U.S.C. 7262(b)) by the registered public accounting firm that prepared or issued its audit report. Í

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act). Yes ‘ No Í

As of November 30, 2021, the last business day of the most recently completed second fiscal quarter, shares held by
non-affiliates of the registrant had an aggregate market value of $30,609,113,270 based on the closing price reported for
such date on the NASDAQ Global Select Market.

As of June 30, 2022, 359,906,888 shares of the registrant’s common stock, $0.01 par value, were outstanding.
Documents Incorporated by Reference

Portions of the registrant’s definitive proxy statement to be issued in connection with its Annual Meeting of
Stockholders to be held on or about October 13, 2022, to the extent not set forth herein, are incorporated by reference into
Part III, Items 10 through 14, inclusive.



PAYCHEX, INC.

INDEX TO FORM 10-K

For the fiscal year ended May 31, 2022
Description Page

PART I

Cautionary Note Regarding Forward-Looking Statements . . . . . . . . . . . . . . . . . . . . . . . 1
Item 1 Business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Item 1A Risk Factors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Item 1B Unresolved Staff Comments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Item 2 Properties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Item 3 Legal Proceedings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Item 4 Mine Safety Disclosures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20

PART II

Item 5 Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21

Item 6 [Reserved] . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
Item 7 Management’s Discussion and Analysis of Financial Condition and Results of

Operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24
Item 7A Quantitative and Qualitative Disclosures About Market Risk . . . . . . . . . . . . . . . . . . . . . 38
Item 8 Financial Statements and Supplementary Data . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41
Item 9 Changes in and Disagreements with Accountants on Accounting and Financial

Disclosure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Item 9A Controls and Procedures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Item 9B Other Information . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Item 9C Disclosure Regarding Foreign Jurisdictions that Prevent Inspections . . . . . . . . . . . . . . 83

PART III

Item 10 Directors, Executive Officers and Corporate Governance . . . . . . . . . . . . . . . . . . . . . . . 83
Item 11 Executive Compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
Item 12 Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
Item 13 Certain Relationships and Related Transactions, and Director Independence . . . . . . . 85
Item 14 Principal Accounting Fees and Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85

PART IV

Item 15 Exhibits and Financial Statement Schedules . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86
Item 16 Form 10-K Summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88

Signatures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89

i



PART I

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain written and oral statements made by management of Paychex, Inc. and its wholly owned
subsidiaries (“we,” “our,” “us,” “Paychex,” or the “Company”) may constitute “forward-looking
statements” within the meaning of the safe harbor provisions of the United States (“U.S.”) Private
Securities Litigation Reform Act of 1995. Forward-looking statements can be identified by such words
and phrases as “expect,” “estimate,” “intend,” “overview,” “outlook,” “guidance,” “we look forward to,”
“will,” “would,” “project,” “projections,” “strategy,” “anticipate,” “believe,” “could,” “may,” “target,”
“potential,” “strive,” “mission,” and other similar words or phrases. Examples of forward-looking
statements include, among others, statements we make regarding operating performance, events, or
developments that we expect or anticipate will occur in the future, including statements relating to our
outlook, revenue growth, earnings, earnings-per-share growth, or similar projections.

Forward-looking statements are neither historical facts nor assurances of future performance.
Instead, they are based only on our current beliefs, expectations, and assumptions regarding the future
of our business, future plans and strategies, projections, anticipated events and trends, the economy,
and other future conditions. Because forward-looking statements relate to the future, they are subject
to inherent uncertainties, risks, and changes in circumstances that are difficult to predict, many of
which are outside our control. Our actual results and financial condition may differ materially from those
indicated in the forward-looking statements. Therefore, you should not place undue reliance upon any
of these forward-looking statements. Important factors that could cause our actual results and financial
condition to differ materially from those indicated in the forward-looking statements include, among
others, the following:

• our ability to keep pace with changes in technology and to provide timely enhancements to our
products and services;

• software defects, undetected errors, or development delays for our products;

• the possibility of cyberattacks, security vulnerabilities and Internet disruptions, including
breaches of data security and privacy leaks, data loss and business interruptions;

• the possibility of failure of our operating facilities, computer systems, or communication systems
during a catastrophic event;

• the failure of third-party service providers to perform their functions;

• the possibility that we may be subject to additional risks related to our co-employment
relationship with our professional employer organization (“PEO”);

• changes in health insurance and workers’ compensation insurance rates and underlying claim
trends;

• risks related to acquisitions and the integration of the businesses we acquire;

• our clients’ failure to reimburse us for payments made by us on their behalf;

• the effect of changes in government regulations mandating the amount of tax withheld or the
timing of remittances;

• our failure to comply with covenants in our debt agreements;

• changes in governmental regulations and policies;

• our ability to comply with U.S. and foreign laws and regulations;

• our compliance with data privacy laws and regulations;

• our failure to protect our intellectual property rights;

• potential outcomes related to pending or future litigation matters;

1



• the impact of the COVID-19 pandemic and other macroeconomic factors on the U.S. and global
economy, and in particular on our small- and medium-sized business clients;

• volatility in the political and economic environment, including rising inflation;

• changes in the availability of qualified people; and

• the possible effects of negative publicity on our reputation and the value of our brand.

Any of these factors, as well as such other factors as discussed in Part I, Item 1A, “Risk Factors”
and throughout Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” of this Annual Report on Form 10-K (“Form 10-K”), and in our periodic filings
with the Securities and Exchange Commission (the “SEC”), could cause our actual results to differ
materially from our anticipated results. The information provided in this Form 10-K is based upon the
facts and circumstances known as of the date of this report, and any forward-looking statements made
by us in this Form 10-K speak only as of the date on which they are made. Except as required by law,
we undertake no obligation to update these forward-looking statements after the date of filing this Form
10-K with the SEC to reflect events or circumstances after such date, or to reflect the occurrence of
unanticipated events.

Our investor presentation regarding the financial results for the fiscal year ended May 31, 2022 is
available and accessible on our Paychex Investor Relations page at https://investor.paychex.com.
Information available on our website is not a part of, and is not incorporated into, this Form 10-K. We
intend to make future investor presentations available exclusively on our Paychex Investor Relations
page.

Item 1. Business

Unless we state otherwise or the context otherwise requires, the terms “Paychex,” “we,” “us,” “our”
and the “Company” refer to Paychex, Inc., a Delaware corporation, and its consolidated subsidiaries.

Overview

We are a leading human capital management (“HCM”) software and services company, offering
integrated solutions for human resources (“HR”), payroll, benefits, and insurance services for small- to
medium-sized businesses. We offer a comprehensive portfolio of technology solutions and services,
supported by HR and compliance expertise, that help our clients address the evolving challenges of
HR. Our purpose is to allow our customers the freedom to succeed. The workplace is evolving, and we
lead the way by making complex HR, payroll, and benefits simple for our clients.

Paychex incorporated in Delaware in 1979 and has a fiscal year that ends May 31st. We maintain
our corporate headquarters in Rochester, New York, and serve clients throughout the U.S. and parts of
Europe. As of May 31, 2022, we served greater than 730,000 payroll and PEO clients.

For any organization, a key function is effective HCM, which requires both resources and
expertise. Organizations are faced with complex and ever-changing requirements, including diverse
and complicated federal, state, and local regulations across multiple jurisdictions. In addition, the
workplace is rapidly changing as employees increasingly become mobile, work remotely, and expect a
user experience similar to consumer-oriented applications. We focus on helping small- to
medium-sized businesses who do not have the resources or expertise to adapt to the constantly
evolving environment.

Paychex offers a wide range of solutions – including fully outsourced HR, HCM software, payroll
processing, retirement and insurance solutions – allowing us to customize our offering to the client’s
business, whether it is small or large, simple, or complex. We believe that we have the breadth of
solutions to cover the spectrum of the employee life cycle, but we also allow integration with some of
the most popular HR, accounting, point-of-sale, and productivity applications on the market today.
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Our comprehensive solutions allow our clients to manage their workforces effectively from hire to
retire. We provide leading-edge HCM technology solutions, coupled with human expertise, to make
complex HR, payroll, and benefits issues simple for our clients. The key features of our solutions are:

• Comprehensive cloud-based platform optimized to meet the HR and payroll needs of small- and
medium-sized organizations;

• Streamlined workforce management that combines technology with flexible service options;

• Modern, mobile, and intuitive user experience and self-service capabilities;

• Scalable and customizable platform that allows clients the ability to add services as they grow;

• Software as a service, or “SaaS”, delivery model that reduces total cost of ownership for our
clients; and

• Expertise in HR and payroll with our technology backed by over 200 compliance experts and
more than 700 HR business professionals.

We market our solutions through our direct and virtual sales forces which are supported by various
corporate lead generation and marketing initiatives. Over 50% of our revenues are gained from our
services beyond payroll processing. We focus on providing an industry-leading client experience.

Company Strategy

Our mission is to be the leading provider of HCM solutions for HR, payroll, benefits, and insurance
by being an essential partner to small- and medium-sized businesses across the U.S. and parts of
Europe. We believe that success in this mission will lead to strong, long-term financial performance.
We intend to strengthen and extend our position as a leading provider through continued investments
in both our technology and service offerings. Key elements of our strategy include:

• Providing industry-leading, integrated technology. We continue to invest significantly in our
award-winning Paychex Flex® platform and mobility applications to increase efficiency and
functionality for our clients and their employees.

• Increasing client satisfaction. Our flexible and technology-enabled service model allows us
to provide a personalized experience for our clients and their employees. We continue to invest
in artificial intelligence and machine learning and self-service capabilities to allow clients and
their employees easy, intuitive, and flexible service how, when, and where they want it.

• Expanding our leadership in HR. We have a comprehensive suite of value-added HR
solutions for our clients and their employees. Our solutions include industry leading HR
technology for managing client’s workforce along with comprehensive HR outsourcing delivered
by over 700 HR business professionals. Our unique combination of industry leading HR
Technology serviced by trained HR business professionals sets us apart in the industry. We are
the second largest publicly traded provider of PEO services in the U.S.

• Growing our client base. We believe we operate in a significantly under-penetrated and
growing market, with significant potential to expand within our current target markets. We have
invested significantly in new demand generation and sales tools and expanding certain areas of
our sales force. We continue to focus on sales productivity with the intent of expanding our
market share across all our product lines.

• Engaging in strategic acquisitions. In the past, we utilized acquisitions as a means to
expand our portfolio, enter new markets or increase our scale. We continue to evaluate and
monitor potential acquisitions and will utilize this when the acquisition targets are in alignment
with our overall strategy.

Our Solutions

Our solutions bring together payroll and HCM software with HR and compliance expertise, along with
flexible, personalized, and technology-enabled service capabilities. Clients have the option of doing
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payroll online using our SaaS technology, outsourcing to our payroll specialists, or using a combination of
those solutions. Payroll is then integrated with HCM software modules for clients who have more
complex HR needs. We also provide comprehensive HR outsourcing through our administrative services
organization (“ASO”) and PEO solutions. The integration of leading-edge technology and flexible service
options allows us to meet our clients’ needs how, when, and where they want.

As the global economy continues to evolve, we remain committed to helping our clients navigate
the complexity of macroeconomic challenges, legislative changes, the COVID-19 pandemic, or other
factors. In the fiscal year ended May 31, 2022 (“fiscal 2022”), top challenges for employers were
obtaining and retaining talent, ensuring employee welfare, introducing comprehensive and
differentiated benefits offerings to meet the needs of a competitive labor market, leveraging technology
to drive efficiency and support a distributed workforce, and cash flows. Product developments in fiscal
2022 designed to meet the evolving needs of employers and employees included:

• Paychex Pre-Check, a self-service solution that allows employees to review their paystubs and
alert their employer of discrepancies before payday. This significantly reduces errors, increasing
efficiency and employee satisfaction.

• Retention Insights, which utilizes predictive analytics to help identify employees that may be
more likely to consider leaving.

• Paychex Employee Retention Tax Credit (“ERTC”) Service, which helps businesses retroactively
identify tax credits, based on wages already paid, and file amended returns to claim the credit.

• Talent Dashboard, which brings retention insights, time off balances, and performance ratings
together in one place. This allows employers to compare the performance rating and
compensation of each job position to ensure they are rewarding employees appropriately and
equitably.

• Acquisition of a powerful state-of-the-art benefits administration software to help employers drive
efficiencies in managing their employee benefits.

• Vaccination Management, utilizing enhanced Document Management features, where
employees can confidentially upload proof of vaccination or COVID-19 test results.

• Additional tools that aid in talent management, including Total Compensation Summary, Pay
Benchmarking, Time Off Management, Financial Wellness, etc.

HCM Technology: Paychex Flex is our proprietary HCM SaaS platform that unites HR, payroll,
time and attendance, and benefits processes to maximize efficiency and savings. Paychex Flex helps
clients manage the employee life cycle from recruiting and hiring to retirement, providing an integrated
suite of solutions including recruiting, onboarding, HR, time and attendance and employee benefits. It
utilizes a single cloud-based platform, with single client and employee records. Clients can select the
modules they need and easily add on services as they grow. In addition, Paychex Flex presents
function-focused analytics throughout the platform, providing HR leaders with data to make more
informed business decisions. Paychex Flex uses a device-independent design throughout our HCM
suite, which allows full functionality of all application components, regardless of device or screen size.
We believe our Paychex mobile applications add greater value and convenience for our clients and
their employees by allowing them instant access on their mobile device, and we have experienced
strong growth in mobile and self-service usage over the past year.

We continue to invest in Paychex Flex, making significant enhancements designed to simplify the
complexity of HR. In fiscal 2022, product development focused on new products geared toward
increasing digital transformation and use of technology to deliver efficiency for a distributed workforce.
Our fiscal 2022 product development included enhancements to:

Predictive and other data analytics and live reports Benefits Administration

Document Management (Vaccination Management) Talent Management Features

Mobility and self-service tools Voice recognition
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HR and Compliance Expertise: Paychex supports its HCM software solutions with 50+ years of
experience. We have over 700 HR business professionals who are dedicated to our clients and have
the experience and training to provide HR best practices and advice. Our HR business partners are
available to provide our ASO and PEO clients with specific guidance on HR issues. In addition, we
have over 200 compliance professionals who are in real-time contact with tax agencies and regulators
to understand upcoming or newly enacted laws and regulations and advocate for our clients’ interests.
The contributions of these compliance experts are intended to ensure that our HCM solutions are
updated timely to adhere to regulations and to help our clients stay in compliance.

Technology-Enabled Client Service: Paychex Flex also provides technology-enabled service
with options that include self-service, a 24/7 dedicated service center, an individual payroll specialist,
and integrated service via a multi-product service center. In addition, medium-sized clients can utilize a
relationship manager for more personalized service. This flexible platform services our small- to
medium-sized clients and a portion of our PEO business.

Within Paychex Flex there is embedded technology to assist clients. The Paychex Flex
Intelligence Engine includes the Flex Assistant, a customer service chatbot that can answer
approximately 680 commonly asked questions and offer access to over 1,200 instructional resources.
Our Paychex Flex Intelligence Engine allows clients to elect their preference for learning – via written
how-to-documents, tutorial-style video vignettes, or a guided interactive tour. At any time, a live
Paychex agent is just a click away, with the entire chat conversation available real-time to provide a
better, more personalized service experience.

The platform embeds self-service capabilities that empower client employees to manage their HR
and benefits information from any location, on any device. These self-service capabilities allow for
greater access and convenience for client employees and greater productivity for clients.

Our Clients

Paychex has HR solutions to fit the needs of any small- to medium-sized business, from
do-it-yourself payroll to comprehensive HR outsourcing. The target market for our integrated HCM
solutions is small- to medium-sized businesses. Within this space, we serve a diverse client base
operating in a broad range of industries throughout the U.S. and parts of Europe. The flexibility and
scalability of our solutions allow our clients to define the solution that best meets their needs and to
grow within the Paychex Flex platform. We utilize service agreements and arrangements with clients
that generally do not contain specified contract periods and may be terminated by either party with
30-days notice of termination. For fiscal 2022, client retention was at approximately 84% of our
beginning client base, remaining near record levels.

We support our small-business clients, reducing the complexity and risk of running their own
payroll, while ensuring greater accuracy with up-to-date tax rates and regulatory information. We
simplify their payroll with a combination of our solutions and customer service options for a quick and
easy payday. Clients may choose to have our service team handle everything for them, or process
payroll themselves utilizing our proprietary, robust SaaS Paychex Flex platform and our SurePayroll®

SaaS-based products. Both products allow users to process payroll when they want, how they want,
and on any device (desktop, tablet, and mobile phone).

Our medium-sized clients generally have more complex payroll and employee benefit needs,
though with the environment of increasing regulations, we believe the need for HR outsourcing
services has been moving down-market. Any of our clients on Paychex Flex can opt for the integrated
suite of HCM solutions, which allows clients to choose the services and software that will meet the
needs of their business.

While Paychex Flex is our primary SaaS-based platform utilized by the majority of our clients for
their HCM needs, there are some clients that use other platforms, including SurePayroll clients, certain
PEO clients, and some smaller tenured clients.

5



Both our small- and medium-sized clients can choose one of our comprehensive HR outsourcing
services, which include ASO and PEO solutions, and participate in our benefits offerings, which include
our insurance and retirement services. Our insurance services simplify the insurance process to make
it easy to find plans with the features and affordability to meet the client’s needs. Our retirement
services product line offers many plan design options to meet the client’s requirements, as well as
investment options.

Description of Solutions

Within our HCM solutions we offer a comprehensive portfolio of products and services that allow
our clients to meet their diverse HR and payroll needs. Clients can select services on an á la carte
basis or as part of various product bundles. Our offerings often leverage the information gathered in
our base payroll processing service, allowing us to provide comprehensive outsourcing services
covering the HCM spectrum.

Our portfolio of solutions is comprised of the following:

Management Solutions:

• Payroll processing services: Our payroll processing services include the calculation,
preparation, and delivery of employee payroll checks; production of internal accounting records
and management reports; preparation of federal, state, and local payroll tax returns; and
collection and remittance of clients’ payroll obligations.

• Payroll tax administration services: Payroll tax administration services provide for accurate
preparation and timely filing of quarterly and year-end tax returns, as well as the electronic
transfer of funds to the applicable federal, state, and local tax or regulatory agencies. In
connection with these services, we electronically collect payroll taxes from clients’ bank
accounts, typically on payday, prepare and file the applicable tax returns, and remit taxes to the
applicable tax or regulatory agencies on the respective due dates. These taxes are typically paid
between one and 30 days after receipt of collections from clients, with some items extending up
to 90 days. We handle regulatory correspondence, amendments, and penalty and interest
disputes.

• Employee payment services: Our employee payment services provide an employer the
option of paying their employees by direct deposit, payroll debit card, a check drawn on a
Paychex account (Readychex®), or a check drawn on the employer’s account and electronically
signed by us. For each of the first three methods, we electronically collect net payroll from the
clients’ bank accounts, typically one business day before payday, and provide payment to the
employees on payday. Our Readychex service provides a cost-effective solution that offers the
benefit of convenient, one-step payroll account reconciliation for employers.

We also allow employers to opt for more flexible pay options. Same day ACH functionality is also
available for clients using direct deposit, allowing employers the flexibility to pay employees via
direct deposit on the same day they initiate payroll. In addition, we are giving business owners
the ability to leverage real-time payments to process payroll and deliver net pay to their
employees immediately for time worked. Pay-on-demand functionality enables an employee to
request access to a portion of earned pay before the scheduled pay date, which is deposited into
a traditional bank account or a third-party account.

• Regulatory compliance services: We offer new-hire reporting services, which enable clients
to comply with federal and state requirements to report information on newly hired employees.
This information aids the government in enforcing child support orders and minimizes fraudulent
unemployment and workers’ compensation insurance claims. Our garnishment processing
service provides deductions from employees’ pay, forwards payments to third-party agencies,
including those that require electronic payments, and tracks the obligations to fulfillment. These
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services enable employers to comply with legal requirements and reduce the risk of penalties.
We also offer comprehensive solutions to help employers and employees with certain mandates
under the Affordable Care Act (“ACA”), which sets forth specific coverage and reporting
requirements that employers must meet.

• HR Solutions (ASO): Our ASO offers businesses a combined package that includes payroll,
employer compliance, HR and employee benefits administration, risk management outsourcing,
and the on-site availability of a professionally trained HR representative, among other services.
Paychex HR Essentials is an ASO product that provides support to our clients over the phone or
online to help manage employee-related topics.

• Retirement solutions administration: Our retirement solutions product line offers a variety of
options to clients, including 401(k) plans, 401(k) SIMPLE plans, SIMPLE IRAs, 401(k) plans with
safe harbor provisions, owner-only 401(k) plans, Pooled Employer Plans, profit sharing plans,
and money purchase plans. These services provide plan implementation, ongoing compliance
with government regulations, employee and employer reporting, participant and employer online
access, electronic funds transfer, and other administrative services. Auto enrollment is an
optional plan feature that allows employers to automatically enroll employees in their company’s
401(k) plan and increase overall plan participation. Clients may choose from a group of
pre-defined fund selections or customize their investment options within their plan. We are the
largest 401(k) recordkeeper for small businesses in the U.S. Our large-market retirement
services clients include relationships with financial advisors.

• HR administration solutions: We offer cloud-based HR administration software for employee
benefits management and administration, time and attendance solutions, recruiting, and
onboarding. These services include:

o Paychex HR Online offers powerful tools for managing employee personnel information,
performance management, HR compliance and reporting. Our Learning Management
solution complements our performance management tool. When combined with our
workflow and approval engine, we offer clients the flexibility to capture ongoing
performance feedback, recommend and enroll employees in specific training courses,
and leverage automated workflows to track progress and approve compensation changes
tied to performance.

o Digital communication solutions, including Paychex Flex HR Connect and HR
Conversations, which helps strengthen connections and keep workers engaged no
matter their work location. Paychex Flex HR Connect provides the ability to digitally
submit questions, requests, and incident reports directly to HR through an easy-to-use
workflow. HR Conversations enables managers and HR leaders to initiate
communications with employees, and enhancements to performance assessments allow
for 360-degree feedback digitally within the tool.

o Benefits administration software that manages the employee-benefit enrollment process
for both open-enrollment and life events.

o Time and attendance products, including our integrated Paychex Flex Time software,
provide timekeeping, scheduling, and workforce analytics. The InVisionTM IRIS Time
Clock, a biometric clock that scans the iris, provides fast and accurate time capture.
Paychex Flex Time also works with wearable technology to allow for employees to clock
in and out using their smartwatch.

o Applicant tracking suite provides technology that streamlines, simplifies, and drives the
applicant workflow and onboarding process for companies of all sizes.

• Other HR services and products: We offer the outsourcing of plan administration under
section 125 of the Internal Revenue Code, allowing employees to use pre-tax dollars to pay for
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certain health insurance benefits and health and dependent care expenses not covered by
insurance. All required implementation, administration, compliance, claims processing and
reimbursement, and coverage tests are provided with these services. We offer state
unemployment insurance services, which provide clients with prompt processing for all claims,
appeals, determinations, change statements, and requests for separation documents.

• Business services: We offer various business services for small- to medium-sized
businesses. Our wholly owned subsidiary, Paychex Advance, LLC, provides a portfolio of
services to the temporary staffing industry, including payroll funding (via the purchase of
accounts receivable) and outsourcing services, which include payroll processing, invoicing, and
tax preparation. Paychex Promise, a subscription-based service, offers protection against payroll
interruptions and solutions to address routine challenges of running a successful business. The
primary offering is payroll protection, which extends the collection of payroll funds from a client’s
bank account by seven days without interruption of service or charges for insufficient funds.
Employee Retention Tax Credit Service, which proactively helps businesses retroactively identify
tax credits available under the COVID-19 Cares Act, based on wages already paid, and file
amended returns to claim the credit. In addition, through partnerships with third-party providers,
we provide clients opportunities for services such as payment processing services, financial
fitness programs, and a small-business loan resource center.

PEO and Insurance Solutions:

• PEO solutions: Our licensed PEO subsidiaries offer businesses a combined package that
includes payroll, employer compliance, HR and employee benefits administration, risk
management outsourcing, and the on-site availability of a professionally trained HR
representative, among other services. What differentiates our PEO solutions from our ASO
solutions is that we serve as a co-employer of our clients’ employees and assume the risks and
rewards of certain workers’ compensation insurance and certain health insurance offerings. We
are certified under the Small Business Efficiency Act to provide PEO solutions. We offer the PEO
Protection Plus Package, which helps business owners protect their bottom line from unforeseen
costs, including cyberattacks and employee lawsuits, as exposure to these risks rapidly
increased due to the COVID-19 pandemic.

• Insurance solutions: Our licensed insurance agency, Paychex Insurance Agency, Inc.,
provides insurance through a variety of carriers, allowing employers to expand their employee
benefit and corporate offerings at an affordable cost. Insurance offerings include property and
casualty coverage such as workers’ compensation, business-owner policies, cyber security
protection, commercial auto, and health and benefits coverage, including health, dental, vision,
and life. Our insurance services simplify the insurance process to make it easy to find plans with
the features and affordability to meet the client’s needs. With access to numerous top national
and regional insurance carriers, our professional insurance agents have access to a wide
selection of plans from which they can best match the insurance needs of small businesses.
Additionally, clients have the option to integrate their insurance plans with Paychex payroll
processing for easy, accurate plan administration.

Sales and Marketing

We market and sell our services primarily through our direct sales force based in the markets we
serve. Our direct sales force includes sales representatives who have defined geographical territories
and specialize within our portfolio of services. Our sales representatives are also supported by
marketing, advertising, public relations, trade shows, and telemarketing programs. Our virtual sales
force manages inbound sales leads for the under twenty employee space, sales in areas without a
direct sales force presence, and sales of various ancillary services.

In addition to our direct selling and marketing efforts, we utilize other indirect sales channels such
as our relationships with existing clients, certified public accountants (“CPAs”), and banks for new
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client referrals. More than 50% of our new small-market payroll clients (excluding business
acquisitions) come from these referral sources. Our dedicated business development group drives
sales through banking, national associations, and franchise channels. We also utilize digital marketing
as a means to market our services.

We have a long-standing partnership with the American Institute of Certified Public Accountants
(“AICPA”) as the preferred payroll provider for its AICPA Business SolutionsTM Program. Our current
partnership agreement with the AICPA is in place through September 2023. We also partner with
numerous state CPA society organizations.

Our website is available at www.paychex.com. It is a cost-efficient channel that serves as a source
of leads and new sales, while complementing the efforts of our direct and virtual sales forces. The
website allows us to market to existing and prospective clients that want to learn more about our
products and services and offers information about our core lines of business: human resources
(www.paychex.com/human-resources), payroll (www.paychex.com/payroll), benefits
(www.paychex.com/employee-benefits), and insurance (www.paychex.com/business-insurance).

Paychex also builds on its reputation as an expert in the HCM industry by providing education and
assistance primarily to clients and the CPA community. We provide free webinars, podcasts, white
papers, and other information on our website to inform existing and prospective clients on the impact of
regulatory change as well as HR and business best practices. Paychex WORX, available at
www.paychex.com/worx, is a digital destination for insightful resources useful for businesses at every
stage, from entrepreneur to enterprise. Paychex WORX highlights our expertise and ability to help
businesses of all sizes with a wide range of HR and financial information for current clients and
prospects alike.

We also track current regulatory issues that impact the business community and provide
regulatory updates. We issue small business trend reports through our Paychex | IHS Markit Small
Business Employment Watch. Our Paychex Accountant Knowledge Center is a free online resource
available through our website that brings valuable information and time-saving online tools to
accounting professionals. Through Paychex Flex, AccountantHQ offers access to authorized client
payroll and HR data and key account contacts, along with an extensive accountant resource library.
AccountantHQ drives efficiency by putting accountants in the best position possible to easily access
critical client payroll and HR data, as well as powerful reporting tools, including our Paycheck
Protection Program loan forgiveness estimator.

Markets and Competition

We remain focused on servicing small- to medium-sized businesses based upon the growth
potential that we believe exists in the markets we serve. Our internal database source indicates that in
the U.S., there are approximately 8 million employer firms in our target markets.

The market for HCM services is highly competitive and fragmented. We have one primary national
competitor and we also compete with other national, international, regional, local, and online service
providers. In addition to traditional payroll processing and HR service providers, we compete with
in-house payroll and HR systems and departments. Payroll and HR systems and software are sold by
many vendors. Our products also compete with a variety of providers of HR services, such as
retirement services companies, insurance companies, HR and benefits consulting firms, and national
and regional PEOs.

Competition in the payroll processing and HR services industry is primarily based on service
responsiveness, product quality and reputation, including ease of use and accessibility of technology,
breadth of service and product offerings, and price. We believe we are competitive in each of these
areas. We believe that our leading-edge technology and mobility applications, combined with
personalized service provided by industry professionals and our technology-enabled service
capabilities, distinguishes us from our competitors.
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Software Maintenance and Development

The ever-changing mandates of federal, state, and local tax and regulatory agencies require us to
regularly update our proprietary software to provide payroll and HR services to our clients. We are
continually engaged in developing enhancements to and maintaining our various software platforms to
meet the changing requirements of our clients and the marketplace. We continue to enhance our SaaS
solutions and mobility applications to offer our users an integrated and unified experience. Continued
enhancement of the client and client employee experience is important to our future success.

Human Capital

We believe our ability to attract and retain qualified employees in all areas of our business is
critical to our future success and growth. We strive to foster a diverse, equitable, and inclusive (“DE&I”)
workplace; attract, retain, and develop talented employees; and keep them safe.

For detailed information regarding our human capital activities, we encourage investors to visit our
Corporate Responsibility website page at https://www.paychex.com/corporate/corporate-responsibility.
We have also made our Corporate Social Responsibility (“CSR”) report available on our website. The
information contained on our website and in our CSR report is not and should not be viewed as being
incorporated by reference into this Form 10-K.

Our Employees: As of May 31, 2022, we employed approximately 16,000 people, primarily in
the U.S. and on a full-time basis. None of our employees were covered by collective bargaining
agreements. We have not experienced a strike or similar work stoppage, and we consider our relations
with our employees to be good.

Paychex Culture: Our core cultural values (“Paychex Values”) are designed to guide decision
making aligned to the expectations of clients, stockholders, regulators, employees, and the multiple
communities in which we operate and to reflect our continuing commitment to DE&I. The Paychex
Values are:

Integrity Service Innovation

Partnership Accountability Respect

Each of these values guide our decision-making process and are critical to our ongoing success.
All employees are required to verify their understanding and observance of these values during our
annual “Right Way” training, review these values with management during periodic performance
discussions, and are further encouraged to attend ongoing training during the year. Volunteer “Culture
Champions” throughout the Company also help promote these values daily. We encourage employee
feedback through our employee engagement surveys, as described below. This approach empowers
our employees and allows us to make a positive impact in the communities we work and serve. As a
result of our commitment to these principles, in 2022 we were recognized by Ethisphere, a global
leader in defining and advancing the standards of ethical business practices, as one of the World’s
Most Ethical Companies. We have achieved this recognition 14 times, and consecutively since 2012.

Talent Acquisition and Development: We compete for talent along with our direct competitors
and other companies in the geographic areas we serve. We invest significant resources to attract and
retain top talent. Our Talent Acquisition Team, in conjunction with certain third-party partners, have
developed comprehensive processes to identify and recruit accomplished professionals.

Once hired, our world-class Training Department provides functional training for payroll and HCM
specialists and sales associates and also offers personal training, professional development, and
leadership-development programs. As a result of our efforts, we have been recognized as one of the
top training organizations in the world with a 2022 Training APEX Award presented by Training
magazine. Paychex ranked number five on the list, its highest-ever ranking after 21 consecutive
appearances, including a number seven ranking in 2021.
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Comprehensive Compensation and Benefits: We are committed to providing a fair wage and
a total rewards package that allows our employees to be their best in every area of their lives. We
regularly review employee salaries to ensure we are competitive in the industry and offer financial
benefits such as a 401(k) plan, employee stock purchase plan, tuition assistance, scholarships for
children of employees, and financial education. We are also committed to rewarding employees with
comprehensive and competitive wellness benefits and well-being programs which include medical,
prescription, dental, and vision insurance, short- and long-term disability, employee assistance
program, paid family leave, and a variety of well-being programs. For fiscal 2022, compensation-
related expenses accounted for approximately 59% of our total expenses.

Employee Well-being Initiatives: In addition to providing a comprehensive compensation and
benefits package, we are committed to providing a safe and healthy workplace for our employees.
Healthier employees are at lower risk of injury from workplace related exposures, perform work more
safely with lower rates of absenteeism, and experience better job performance. Our well-being
program is a robust and comprehensive program focusing on the physical, emotional, community,
career, and financial health of our employees. In 2022, Paychex was recognized by the Business
Group on Health with the Best Employers: Excellence in Health & Well-being Award for our
commitment to advancing employee well-being through comprehensive and innovative benefits
offerings. This marks the ninth time Paychex has earned such recognition from the Business Group on
Health.

Our award-winning well-being initiatives offer a wide variety of services, tools, and resources that
can help employees achieve their health goals using a holistic approach. In addition, we sponsor onsite
health screenings, Red Cross blood donation events, flu vaccination clinics, vaping and tobacco
cessation, weight management, resiliency training, meditation and yoga classes, and a variety of other
programs. Similar to our Culture Champions, we also promote the use of “Well-Being Champions”—
Paychex employees who serve as a liaison between the Employee Well-Being Program and their team
members. Our employees’ financial well-being is equally important, so we have developed programs
for financial education and support. We maintain procedures for events such as fires, severe weather,
medical emergencies, and active shooters, as well as other important information related to general
workforce safety.

In recognizing the ever-growing diversity of our workplace, we announced the Paychex Culture
Day in May 2022. It is an additional paid day off for employees to celebrate and recognize a holiday
that is significant to them. This is just one of the many ways we celebrate our unique heritages, and it
reflects our Company’s commitment to diversity, equity, and inclusion and flexibility.

Employee Engagement: We regularly ask our employees to share their views on working at
Paychex through company-wide engagement surveys. Facilitated internally by our Human Resources
Organizational Development Team, the survey methodology is periodically updated to reflect currents
trends and issues including company direction and strategy, DE&I, individual development,
collaboration, and our Paychex Values. A third-party administers the survey in order to maintain
confidentiality of responses. We use the survey responses to help inform management and assist in
developing programs and policies that will maintain and promote Paychex Values.

Intellectual Property

We own or license and use a number of trademarks, trade names, copyrights, service marks,
trade secrets, computer programs and software, and other intellectual property rights. Collectively, our
intellectual property rights are material to the conduct of our business. Where it is determined to be
appropriate, we take measures to protect our intellectual property rights, including, but not limited to,
confidentiality/non-disclosure agreements or policies with employees, vendors, and others; license
agreements with licensees and licensors of intellectual property; and registration of certain trademarks.
We believe that the “Paychex” name, trademark, and logo are of material importance to us.
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Seasonality

There is no significant seasonality to our business. However, during our third fiscal quarter, which
ends in February, the number of new payroll clients, new retirement services clients, and new worksite
employees associated with our ASO and PEO businesses tends to be higher than during the rest of
the fiscal year, primarily because many new clients prefer to start using our services at the beginning of
a calendar year. In addition, calendar year-end transaction processing and client funds activity are
traditionally higher during our third fiscal quarter due to clients paying year-end bonuses, clients
requesting additional year-end services, and the preparation and delivery of end-of year reporting
requirements.

Available Information

We are subject to the informational and reporting requirements of the Securities Exchange Act of
1934, as amended (the “Exchange Act”). Therefore, we file periodic reports, proxy statements, and
other information with the SEC. The SEC maintains a website (www.sec.gov) that includes our reports,
proxy statements, and other information.

Our corporate website, www.paychex.com, provides materials for investors and information about
our services. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K, and other SEC filings, as well as any amendments to such reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Exchange Act, are made available, free of charge, on our website as
soon as reasonably practicable after such reports have been filed with or furnished to the SEC. The
information on our website is not incorporated by reference into our Form 10-K. Also, copies of our
Annual Report to Stockholders and Proxy Statement, to be issued in connection with our 2022 Annual
Meeting of Stockholders, will be made available, free of charge, upon written request submitted to
Paychex, Inc., c/o Corporate Secretary, 911 Panorama Trail South, Rochester, New York 14625-2396.

Item 1A. Risk Factors

Our future results of operations are subject to risks and uncertainties that could cause actual
results to differ materially from historical and current results, and from our projections. The following
risk factors represent our current view of some of the most important risks facing our business and are
important to understanding our business. These are not the only risks we face. Additional factors not
presently known to us or that we currently deem to be immaterial also may adversely affect, possibly to
a material extent, our business, cash flows, financial condition, or results of operations in future
periods. In addition, refer to the cautionary note regarding forward-looking statements at the beginning
of Part I of this Form 10-K.

Business and Operational Risks

We may not be able to keep pace with changes in technology or provide timely enhancements
to our products and services.

The market for our products is characterized by rapid technological advancements, changes in
customer requirements, frequent new product introductions and enhancements, and changing industry
standards. To maintain our growth strategy, we must adapt and respond to technological advances
and technological requirements of our clients. Our future success will depend on our ability to: enhance
our current products and introduce new products in order to keep pace with products offered by our
competitors; enhance capabilities and increase the performance of our internal systems, particularly
our systems that meet our clients’ requirements; and adapt to technological advancements and
changing industry standards. We continue to make significant investments related to the development
of new technology. If our systems become outdated, it may negatively impact our ability to meet
performance expectations related to quality, time to market, cost and innovation relative to our
competitors. The failure to provide a more efficient and user-friendly customer-facing digital experience
across internet and mobile platforms as well as in physical locations may adversely impact our
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business and operating results. There can be no assurance that our efforts to update and integrate
systems will be successful. If we do not integrate and update our systems in a timely manner, or if our
investments in technology fail to provide the expected results, there could be a material adverse effect
to our business and results of operations. The failure to continually develop enhancements and use of
technologies such as robotics and other workflow automation tools, natural language processing, and
artificial intelligence/machine learning may impact our ability to increase the efficiency of and reduce
costs associated with operational risk management and compliance activities.

We may experience software defects, undetected errors, and development delays,
which could damage our relationship with clients, decrease our potential profitability
and expose us to liability.

Our products rely on software and computing systems that can encounter development delays,
and the underlying software may contain undetected errors, viruses or defects. Defects in our products
and errors or delays caused by our products could result in additional development costs, diversion of
technical and other resources from our other development efforts, loss of credibility with current or
potential clients, harm to our reputation and exposure to liability. In addition, we rely on technologies
and software supplied by third parties that may also contain undetected errors, viruses or defects that
could have a material adverse effect on our business, financial condition, results of operations and
cash flows.

We could be subject to reduced revenues, increased costs, liability claims, or harm to
our competitive position as a result of cyberattacks, security vulnerabilities or Internet
disruptions.

We rely upon information technology (“IT”) networks, cloud-based platforms, and systems to
process, transmit, and store electronic information, and to support a variety of business processes,
some of which are provided by third-party vendors. Cyberattacks and security threats are a risk to our
business and reputation. A cyberattack, unauthorized intrusion, malicious software infiltration, network
disruption or outage, corruption of data, or theft of personal or other sensitive information, could have a
material adverse effect on our business operations or that of our clients, result in liability or regulatory
sanction, or cause harm to our business and reputation and result in a loss in confidence in our ability
to serve clients all of which could have a material adverse effect on our business. The rapid speed of
disruptive innovations involving cyberattacks, security vulnerabilities and Internet disruptions enabled
by new and emerging technologies may outpace our organization’s ability to compete and/or manage
the risk appropriately. In addition, cybercriminals may seek to engage in payment-related fraud or by
more frequently attempting to gain access to our systems through phishing or other means.
Furthermore, security industry experts and government officials have warned about the risks of
hackers and cyberattacks targeting IT products and businesses. Because techniques used to obtain
unauthorized access or sabotage systems change frequently and often are not recognized until
launched against a target, we may be unable to anticipate these techniques or to implement adequate
preventative measures.

Data Security and Privacy Leaks: We collect, use, and retain increasingly large amounts of
personal information about our clients, employees of our clients, and our employees, including: bank
account, credit card, and social security numbers, tax return information, health care information,
retirement account information, payroll information, system and network passwords, and other
sensitive personal and business information. At the same time, the continued occurrence of high-profile
cyber and ransomware attacks and data breaches provides evidence of an external environment
increasingly hostile to information security. We may be particularly targeted for cyberattack because of
the amount and type of personal and business information that we collect, use, and retain.
Vulnerabilities, threats, and more sophisticated and targeted computer crimes pose a risk to the
security of our systems and networks, and the confidentiality, availability, and integrity of our data.
Furthermore, if any of our products contains a software vulnerability, the vulnerability may be exploited
to obtain access to our data or our clients’ data.
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Our service platforms enable our clients to store and process personal data on premises or,
increasingly, in a cloud-based environment that we host. The security of our IT infrastructure is an
important consideration in our customers’ purchasing decisions. Because the techniques used to
obtain unauthorized access, disable or degrade service or sabotage systems change frequently, are
increasingly more complex and sophisticated and may be difficult to detect for long periods of time, we
may be unable or fail to anticipate these techniques or implement adequate or timely preventative or
responsive measures. As cyber threats continue to evolve, we are focused on ensuring that our
operating environments safeguard and protect personal and business information. We may be required
to invest significant additional resources to comply with evolving cybersecurity regulations and to
modify and enhance our information security and controls, and to investigate and remediate any
security vulnerabilities. While we have security systems and IT infrastructure in place designed to
detect and protect against unauthorized access to such information, if our security measures are
breached, our business could be substantially harmed, and we could incur significant liabilities. Any
such breach or unauthorized access could negatively affect our ability to attract new clients, cause
existing clients to terminate their agreements with us, result in reputational damage, and subject us to
lawsuits, regulatory fines, or other actions or liabilities which could materially and adversely affect our
business and operating results. Third-parties, including vendors that provide services for our
operations, could also be a source of security risk to us in the event of a failure of their own security
systems and infrastructure.

Data Loss and Business Interruption: If our systems are disrupted or fail for any reason, including
Internet or systems failure, or if our systems are infiltrated by unauthorized persons, both the Company
and our clients could experience data loss, financial loss, harm to reputation, or significant business
interruption. Hardware, applications and services, including cloud-based services, that we develop or
procure from third-party vendors may contain defects in design or other problems that could
compromise the integrity and availability of our services. Any delays or failures caused by network
outages, software or hardware failures, or other data processing disruptions, could result in our inability
to provide services in a timely fashion or at all. The speed to closure of significant cyber security
incidents may be influenced by the cooperation of governmental or law enforcement agencies. We may
be required to incur significant costs to protect against damage caused by disruptions or security
breaches in the future. Such events may expose us to unexpected liability, litigation, regulatory
investigation and penalties, loss of clients’ business, unfavorable impact to business reputation, and
there could be a material adverse effect on our business and results of operations.

In the event of a catastrophe, our business continuity plan may fail, which could result
in the loss of client data and adversely interrupt operations.

Our operations are dependent on our ability to protect our infrastructure against damage from
catastrophe or natural disaster, unauthorized security breach, power loss, telecommunications failure,
terrorist attack or act of war, public health emergency, pandemic, or other events that could have a
significant disruptive effect on our operations. Climate-related weather disasters, including hurricanes,
flooding, snowstorms, and severe rainstorms, could also threaten the business continuity of our
operations. We have a business continuity plan in place in the event of system failure due to any of
these events. Our business continuity plan has been tested in the past by circumstances of severe
weather, including hurricanes, floods, snowstorms, and rain storms and has been successful.
However, these past successes are not an indicator of success in the future. If the business continuity
plan is unsuccessful in a disaster recovery scenario, we could potentially lose client data or experience
material adverse interruptions to our operations or delivery of services to our clients.

We may be adversely impacted by any failure of third-party service providers to perform
their functions.

As part of providing services to clients, we rely on a number of third-party service providers. These
service providers include, but are not limited to, couriers used to deliver client payroll checks, banks
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used to electronically transfer funds from clients to their employees, and information technology
vendors servicing cloud-based platforms we use. Failure by these service providers, for any reason, to
deliver their services in a timely manner and in compliance with applicable laws and regulations could
result in material interruptions to our operations, impact client relations, and result in significant
penalties or liabilities to us.

We may be exposed to additional risks related to our co-employment relationship within our
PEO business.

Many federal and state laws that apply to the employer-employee relationship do not specifically
address the obligations and responsibilities of the “co-employment” relationship within our PEO
business. State and federal positions regarding co-employment relationships are in a constant state of
flux and changed with varying degrees of impact on our operations. We cannot predict when changes
will occur or forecast whether any future changes will be favorable or unfavorable to our operations.
There is a possibility that we may be subject to liability for violations of employment or discrimination
laws by our clients and acts or omissions of client employees, who may be deemed to be our agents,
even if we do not participate in any such acts or violations. Although our agreements with clients
provide that they will indemnify us for any liability attributable to their own or their employees’ conduct,
we may not be able to effectively enforce or collect such contractual obligations. In addition, we could
be subject to liabilities with respect to our employee benefit plans if it were determined that we are not
the “employer” under any applicable state or federal laws. Incurring additional liabilities related to our
PEO business may adversely affect our results of operations.

We may be adversely impacted by changes in health insurance and workers’ compensation
rates and underlying claims trends.

Within our PEO business, we maintain health and workers’ compensation insurance covering
worksite employees. The insurance costs are impacted by claims experience and are a significant
portion of our PEO costs. If we experience a sudden or unexpected increase in claims activity, our
costs could increase. In addition, in the event of expiration or cancellation of existing contracts, we may
not be able to secure replacement contracts on competitive terms, if at all. Also, as a co-employer in
the PEO, we assume or share many of the employer-related responsibilities associated with health
care reform, which may result in increased costs. Increases in costs not incorporated into service fees
timely or fully could have a material adverse effect on our results of operations. Incorporating cost
increases into service fees could also impact our ability to attract and retain clients.

We made and may continue to make acquisitions that involve numerous risks and
uncertainties.

Acquisitions subject us to risks, including increased debt, assumption of unforeseen liabilities, and
difficulties in integrating operations. Successful integration involves many challenges, including the
difficulty of developing and marketing new products and services, our exposure to unforeseen liabilities
of acquired companies, and the loss of key employees of an acquired business. The integration and
conversion of our acquired operations or other future acquisitions, if any, could result in increased
operating costs if the anticipated synergies of operating these businesses as one are not achieved, a
loss of strategic opportunities if management is distracted by the integration process, and a loss of
customers if our service levels drop during or following the integration process. In addition, an
acquisition could adversely impact cash flows and/or operating results, and dilute stockholder interests,
for many reasons, including charges to our income to reflect the impairment of acquired intangible
assets including goodwill, interest costs and debt service requirements for any debt incurred in
connection with an acquisition, and any issuance of securities in connection with an acquisition or new
business venture that dilutes or lessens the rights of our current stockholders. If the integration of any
or all of our acquisitions or future acquisitions is not successful, it could have a material adverse impact
on our operating results and stock price.
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Financial Risks

Our clients could have insufficient funds to cover payments we made on their behalf,
resulting in financial loss to us.

As part of our payroll processing service, we are authorized by our clients to transfer money from
their accounts to fund amounts owed to their employees and various taxing authorities. It is possible
that we could be held liable for such amounts in the event the client has insufficient funds to cover
them. We have in the past, and may in the future, make payments on our clients’ behalf for which we
may not be reimbursed, resulting in loss to us. If a significant number of our clients are unable to cover
payments we make on their behalf, our results of operations will be materially adversely impacted.

Our interest earned on funds held for clients may be impacted by changes in government
regulations mandating the amount of tax withheld or timing of remittance.

We receive interest income from investing client funds collected but not yet remitted to applicable
tax or regulatory agencies or to client employees. A change in regulations either decreasing the
amount of taxes to be withheld or allowing less time to remit taxes to applicable tax or regulatory
agencies could adversely impact interest income.

Certain of our debt agreements contain covenants that may constrain the operation of
our business, and our failure to comply with these covenants could have a material
adverse effect on our financial condition.

The Note Purchase and Guarantee Agreement (the “Agreement”) that we entered into in January
2019 in connection with our acquisition of Oasis Outsourcing Group Holdings, L.P. (“Oasis”), contains
covenants which may restrict our flexibility to operate our business. These covenants include
restrictions regarding the incurrence of liens and indebtedness, substantial changes in the general
nature of our business and our subsidiaries (taken as a whole), certain merger transactions, certain
sales of assets and other matters, all subject to certain exceptions. The Agreement also contains
financial covenants, which are reviewed for compliance on a quarterly basis, that require us not to
exceed a maximum leverage ratio of 3.5:1.0 and a minimum interest coverage ratio of 2.0:1.0. In
addition, certain of our indebtedness may not exceed 20% of our consolidated stockholders’ equity. If
we do not comply with these covenants, it could result in material adverse effects on our operating
results and our financial condition.

Legal, Regulatory and Political Risks

Our business, services, and financial condition may be adversely impacted by changes
in government regulations and policies.

Many of our services, particularly payroll tax administration services, employee benefit plan
administration services, and PEO services are designed according to government regulations that
often change. Changes in regulations could affect the extent and type of benefits employers are
required, or may choose, to provide employees or the amount and type of taxes employers and
employees are required to pay. Such changes could reduce or eliminate the need for some of our
services and substantially decrease our revenue. The addition of complex added requirements could
also increase our cost of doing business.

Our business and reputation may be adversely impacted if we fail to comply with U.S.
and foreign laws and regulations.

Our services are subject to various laws and regulations, including, but not limited to, the ACA and
anti-money laundering rules. The growth of our international operations via acquisition also subjects us
to additional risks, such as compliance with foreign laws and regulations. The enactment of new laws
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and regulations, modifications of existing laws and regulations, or the adverse application or
interpretation of new or existing laws or regulations can adversely affect our business. Failure to
update our services to comply with modified or new legislation in the areas of payment networks,
health care reform and retirement plans as well as failure to educate and assist our clients regarding
this legislation could adversely impact our business reputation and negatively impact our client base.
Failure to comply with anti-money laundering laws and regulations, which require us to develop and
implement risk-based anti-money laundering programs, and maintain transaction records, could result
in civil and criminal penalties and adversely impact our business reputation.

In addition, there has been and may continue to be a significant number of new laws and
regulations promulgated by federal, state, local, and foreign governments following the outbreak of the
COVID-19 pandemic. We have expended additional resources and incurred additional costs in
addressing regulatory requirements applicable to us and our clients. These regulations may be
unclear, difficult to interpret or in conflict with other applicable regulations. Failure to comply with laws
and regulations could result in the imposition of consent orders or civil and criminal penalties, including
fines, which could damage our reputation and have an adverse effect on our results of operations or
financial condition.

As a U.S. company, we are required to comply with the economic sanctions and embargo
programs administered by the Office of Foreign Assets Control (“OFAC”) and similar multi-national
bodies and governmental agencies worldwide, and the Foreign Corrupt Practices Act (“FCPA”). OFAC
places restrictions on the sale or export of certain products and services to certain countries and
persons, including most recently to Russia, Belarus, and portions of Ukraine. A violation of a sanction
or embargo program, or of the FCPA, or similar laws prohibiting certain payments to governmental
officials, could subject us, and individual employees, to a regulatory enforcement action as well as
significant civil and criminal penalties which could adversely impact our business and operations.

Our reputation, results of operations, or financial condition may be adversely impacted if we
fail to comply with data privacy laws and regulations.

Our services require the storage and transmission of proprietary and confidential information of
our clients and their employees, including personal or identifying information, as well as their financial
and payroll data. Our applications are subject to various complex government laws and regulations on
the federal, state, and local levels, including those governing personal privacy. In the U.S., we are
subject to rules and regulations promulgated under the authority of the Federal Trade Commission, the
Health Insurance Portability and Accountability Act of 1996, the Family Medical Leave Act of 1993, the
ACA, federal and state labor and employment laws, and state data breach notification and data privacy
laws, such as the California Consumer Protection Act. In the European Union, we are subject to the
European Union’s General Data Privacy Regulation. Failure to comply with such laws and regulations
could result in the imposition of consent orders or civil and criminal penalties, including fines, which
could damage our reputation and have an adverse effect on our results of operations or financial
condition. We could be subject to litigation or reputational risk if we or our third-party providers fail to
utilize data practices sufficient to safeguard proprietary, confidential, or personal or identifying
information. The regulatory framework for privacy issues is rapidly evolving and future enactment of
more restrictive laws, rules, or regulations and/or future enforcement actions or investigations could
have a materially adverse impact on us through increased costs or restrictions on our business and
noncompliance could result in regulatory penalties and significant legal liability.

Failure to protect our intellectual property rights may harm our competitive position
and litigation to protect our intellectual property rights or defend against third-party
allegations of infringement may be costly.

Despite our efforts to protect our intellectual property and proprietary information, we may be
unable to do so effectively in all cases. Our intellectual property could be wrongfully acquired as a
result of a cyberattack or other wrongful conduct by employees or third-parties. To the extent that our
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intellectual property is not protected effectively by trademarks, copyrights, patents, or other means,
other parties with knowledge of our intellectual property, including former employees, may seek to
exploit our intellectual property for their own and others’ advantage. Competitors may also
misappropriate our trademarks, copyrights or other intellectual property rights or duplicate our
technology and products. Any significant impairment or misappropriation of our intellectual property or
proprietary information could harm our business and our brand and may adversely affect our ability to
compete. Third parties may claim that we are infringing on their intellectual property rights. To the
extent we seek to enforce or must defend our intellectual property rights with litigation, we could incur
significant expenses and/or be required to pay substantial damages. We may also be obligated to
indemnify our customers or vendors in connection with claims or litigation. The litigation to enforce or
defend our intellectual property rights could be costly and time-consuming.

We are involved in litigation from time to time arising from the operation of our business
and, as such, we could incur substantial judgments, fines, legal fees, or other costs.

We are sometimes the subject of complaints or litigation from customers, employees, or other
third-parties for various actions. From time to time, we are involved in litigation involving claims related
to, among other things, breach of contract, tortious conduct, and employment and labor law matters.
The damages sought against us in some of these litigation proceedings could be substantial. Although
we maintain liability insurance for some litigation claims, if one or more of the claims were to greatly
exceed our insurance coverage limits or if our insurance policies do not cover a claim, this could have
a material adverse effect on our business, financial condition, results of operations, and cash flows.

General Risk Factors

Our business, results of operations, and financial condition may continue to be impacted
by COVID-19 and other macroeconomic events and such impact could be materially
adverse.

The global spread of COVID-19 created significant volatility, uncertainty and economic disruption.
The restrictions imposed to prevent the spread of COVID-19 disrupted economic activity, resulting in
reduced commercial and consumer confidence and spending, increased unemployment, closure or
restricted operating conditions for businesses, volatility in the global capital markets, instability in the
credit and financial markets, labor shortages, regulatory relief for impacted consumers, disruption in
supply chains, and restrictions on many hospitality and travel industry operations. Inflationary pressure,
caused in part by the pandemic, is ongoing and may be compounded by the Russian invasion of
Ukraine and the resulting impact on commodity prices and supply chains.

We are subject to the impacts related to the COVID-19 pandemic and inflationary pressure for so
long as our clients are exposed to those heightened risks and uncertainties. Our business is
substantially dependent on our clients’ continued use of our solutions and services, and our results of
operations will decline if our clients are no longer willing or able to use them. Our clients are sensitive
to negative changes in economic conditions. If they cease operations or file for bankruptcy protection,
we may not be paid for services we already provided, and our client base will shrink, which will lower
our revenue. If under financial pressure, our clients may determine that they are no longer willing to
pay for the services and solutions we provide, which would reduce our revenue. Our clients may
decrease their workforce, which would decrease their demand for our services. Because of spending
constraints on our clients and competition in the industry, we may face pricing pressure on our services
and face challenges in onboarding new clients, which would reduce revenue and ultimately impact our
results of operations. Furthermore, if the third-party service providers we rely on are unable to perform
their services for us and our clients, our operations could be materially disrupted, and we could face
significant penalties or liabilities.
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We may be adversely impacted by volatility in the political and economic environment.

Trade, monetary and fiscal policies, and political and economic conditions may substantially
change, and credit markets may experience periods of constriction and variability. These conditions
may impact our business due to lower transaction volumes or an increase in the number of clients
going out of business. Further, rising inflation may negatively impact our business, raise costs and
reduce profitability. Current or potential clients may decide to reduce their spending on payroll and
other outsourcing services. In addition, new business formation may be affected by an inability to
obtain credit.

We invest our funds held for clients in high quality, investment-grade marketable available-for-sale
(“AFS”) securities, money markets, and other cash equivalents. We also invest our corporate funds in
short- to intermediate-term instruments. Funds held for clients and corporate investments are subject
to general market, interest rate, credit, and liquidity risks. These risks may be exacerbated during
periods of unusual financial market volatility and inflationary pressure. The interest we earn on funds
held for clients and corporate investments may decrease as a result of a decline in funds available to
invest or lower interest rates. In addition, during periods of volatility in the credit markets, certain types
of investments may not be available to us or may become too risky for us to invest in, further reducing
the interest we may earn on client funds. If we are unable to reinvest our AFS securities when they
mature, our interest income earned and investment portfolio would be reduced. If we sell AFS
securities to satisfy short-term funding requirements, we may recognize losses, which would further
reduce the interest income earned on funds held for clients and corporate investments.

Constriction in the credit markets may impact the availability of financing, even to borrowers with
the highest credit ratings. Historically, we have periodically borrowed against available credit
arrangements to meet short-term liquidity needs. However, should we require additional short-term
liquidity during days of large outflows of client funds, a credit constriction may limit our ability to access
those funds or the flexibility to obtain them at interest rates that would be acceptable to us. Growth in
services for funding payrolls of our clients in the temporary staffing industry may be constricted if
access to financing becomes limited. In addition, our ability to grow through significant acquisitions
may be limited. See also “Item 7A. Quantitative and Qualitative Disclosures About Market Risk.” If all of
these financial and economic circumstances were to remain in effect for an extended period of time,
there could be a material adverse effect on our results of operations and financial condition.

We may not be able to attract and retain qualified people, which could impact the quality of
our services and customer satisfaction.

Our success, growth, and financial results depend in part on our continuing ability to attract, retain,
and motivate highly qualified and diverse personnel at all levels, including management, technical,
compliance, and sales personnel. Competition for these individuals can be intense, and we may not be
able to retain our key people, or attract, assimilate, or retain other highly-qualified individuals in the
future, which could harm our future success.

In the event we receive negative publicity, our reputation and the value of our brand
could be harmed, and clients may not use our products and services, which may have a
material adverse effect on our business.

We are committed to good corporate citizenship, which is reflected in our company culture and
core values. Disclosure of our corporate governance practices including our environmental, social and
governance (“ESG”) initiatives, may draw negative publicity from stakeholders.

Negative publicity relating to events or activities attributed to us, our policies, our corporate
employees, or others associated with us, whether or not justified, may tarnish our reputation and
reduce the value of our brand. If we are unable to maintain quality HCM and employee benefit-related
solutions and PEO and insurance solutions, our reputation with our clients may be harmed and the
value of our brand may diminish. In addition, if our brand is negatively impacted, it may have a material
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adverse effect on our business, including challenges retaining clients or attracting new clients and
recruiting talent and retaining employees.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

We owned and leased the following properties as of May 31, 2022:
Square feet

Owned facilities:
Rochester, New York . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,012,000
Other U.S. locations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,000

Total owned facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,042,000

Leased facilities:
Rochester, New York . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90,000
Other U.S. locations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,307,000
International locations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146,000

Total leased facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,543,000

Our facilities in Rochester, New York house various distribution, processing, and technology
functions, certain ancillary functions, a telemarketing unit, and other back-office functions. Facilities
outside of Rochester, New York are in various locations throughout the U.S. and house our service
centers, fulfillment centers and sales functions. Our international locations primarily house our
European operations in Denmark and Germany and a location in India houses information technology,
service, and sales support functions.

Item 3. Legal Proceedings

We are subject to various claims and legal matters that arise in the normal course of our business.
Refer to Note P of the Notes to Consolidated Financial Statements contained in Item 8 of this Form
10-K for further discussion of our legal proceedings, if any.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities

Our common stock trades on the NASDAQ Global Select Market under the symbol “PAYX”.
Dividends have historically been paid on our common stock in August, November, February, and May.
The level and continuation of future dividends are dependent on our future earnings and cash flows
and are subject to the discretion of our Board of Directors (the “Board”).

As of June 30, 2022, there were 9,119 holders of record of our common stock, which includes
registered holders and participants in the Paychex, Inc. Dividend Reinvestment and Stock Purchase
Plan. There were also 3,503 participants in the Paychex, Inc. Qualified Employee Stock Purchase Plan
and 4,182 participants in the Paychex, Inc. Employee Stock Ownership Plan.

In May 2019, our Board approved a program to repurchase up to $400.0 million of our common
stock with authorization that expired in May 2022 after the Company had repurchased all authorized
shares. In July 2021, our Board authorized an additional program allowing us to repurchase up to
$400.0 million of our common stock which expires on January 31, 2024. All shares repurchased during
fiscal 2022 were retired and were as follows:

Fiscal 2022

In millions, except per share amount

Total
number

of shares
purchased

Average price
paid per share

Total
dollars

Approximate dollar
value of shares that

may yet be
purchased under

the program

First quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . — $ — $ — $472.4
Second quarter . . . . . . . . . . . . . . . . . . . . . . . . — $ — — $472.4
Third quarter . . . . . . . . . . . . . . . . . . . . . . . . . . — $ — — $472.4
March 1 to March 31, 2022 . . . . . . . . . . . . . . — $ — — $472.4
April 1 to April 30, 2022 . . . . . . . . . . . . . . . . . — $ — — $472.4
May 1 to May 31, 2022 . . . . . . . . . . . . . . . . . . 1.2 $118.82 145.2 $327.2

Fiscal year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 $118.82 $145.2
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The following graph shows a five-year comparison of the total cumulative returns of investing $100
on May 31, 2017, in Paychex common stock, the S&P 500 Index, and two Peer Group Indexes. All
comparisons of stock price performance shown assume reinvestment of dividends. We are a
participant in the S&P 500 Index, a market group of companies with a larger than average market
capitalization. Our Peer Group is a group of companies with comparable revenue and net income, who
are in a comparable industry, or who are direct competitors of Paychex (as detailed below).
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May 31, 2017 2018 2019 2020 2021 2022

Paychex . . . . . . . . . . . . . . . . . . . . . $100.00 $114.41 $154.51 $134.38 $193.73 $242.82
S&P 500 . . . . . . . . . . . . . . . . . . . . . $100.00 $114.37 $118.69 $133.90 $187.86 $187.27
Peer Group — old . . . . . . . . . . . . . $100.00 $125.66 $146.92 $165.41 $213.24 $198.60
Peer Group — new . . . . . . . . . . . . $100.00 $126.76 $149.01 $166.82 $214.56 $200.32

There can be no assurance that our stock performance will continue with the same or similar
trends depicted in the graph above. We neither make nor endorse any predictions as to future stock
performance.

The Governance & Compensation Committee of our Board annually reviews and approves the
selection of Peer Group companies, adjusting the group from year to year based upon our business
and changes in the Peer Group companies’ business or the comparability of their metrics. The Peer
Group may also be adjusted in the event of mergers, acquisitions, or other significant economic
changes. The Peer Group was adjusted for fiscal 2022. IHS Market Ltd. and Sabre Corporation were
removed and replaced with Gartner, Inc., a company that is aligned with the Paychex business. Both
the old and new peer groups are presented for this year of transition.
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Our new Peer Group for fiscal 2022 is comprised of the following companies:

Automatic Data Processing, Inc. (direct competitor) H&R Block, Inc.
Bread Financial Holdings, Inc.(1) Gartner, Inc.
Broadridge Financial Solutions, Inc. Intuit Inc.
Equifax, Inc. Moody’s Corporation
Fiserv, Inc. TransUnion
FleetCor Technologies, Inc. Verisk Analytics, Inc.
Global Payments Inc. The Western Union Company

(1) On March 23, 2022, Alliance Data System Corporation rebranded its business to Bread Financial Solutions, Inc.

Item 6. [Reserved]
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations reviews
the operating results of Paychex, Inc. and its wholly owned subsidiaries (“Paychex,” the “Company,”
“we,” “our,” or “us”) for our fiscal year ended May 31, 2022 (“fiscal 2022” or the “fiscal year”), as
compared to our fiscal year ended May 31, 2021 (“fiscal 2021”), and our financial condition as of
May 31, 2022. A detailed review of our fiscal 2021 performance compared to our fiscal year ended
May 31, 2020 performance and our financial condition as of May 31, 2021 is set forth in Part II, Item 7
of our Annual Report on Form 10-K (“Form 10-K”) for fiscal 2021. This review should be read in
conjunction with the accompanying consolidated financial statements and the related Notes to
Consolidated Financial Statements contained in Item 8 of this Form 10-K and the “Risk Factors”
discussed in Item 1A of this Form 10-K. Forward-looking statements in this review are qualified by the
cautionary statement under the heading “Cautionary Note Regarding Forward-Looking Statements”
contained at the beginning of Part I of this Form 10-K.

Overview

We are a leading HCM software and services company, offering integrated solutions for HR,
payroll, benefits, and insurance services for small- to medium-sized businesses. We offer a
comprehensive portfolio of technology solutions and services, supported by HR and compliance
expertise, that help our clients address the evolving challenges of HR. Our purpose is to allow our
customers the freedom to succeed. The workplace is evolving, and we lead the way by making
complex HR, payroll, and benefits simple for our clients.

We support our small-business clients, reducing the complexity and risk of running their own
payroll, while ensuring greater accuracy with up-to-date tax rates and regulatory information. Clients
may choose to have our service team handle everything for them, or process payroll themselves
utilizing our proprietary, robust SaaS Paychex Flex® platform and our SurePayroll® SaaS-based
products. Our medium-sized clients generally have more complex payroll and employee benefit needs,
though with the environment of increasing regulations, we believe the need for HR outsourcing
services has been moving down-market. Any of our clients on Paychex Flex can opt for the integrated
suite of HCM solutions, which allows clients to choose the services and software that will meet the
needs of their business.

Our portfolio of HCM and employee benefit-related services is disaggregated into two categories,
(1) Management Solutions and (2) PEO and Insurance Solutions, as discussed in Part I, Item 1 of this
Form 10-K.

Our mission is to be the leading provider of HR, payroll, benefits, and insurance solutions by being
an essential partner to small- and medium-sized businesses across the U.S. and parts of Europe. We
believe that success in this mission will lead to strong, long-term financial performance. Our strategy
focuses on providing industry-leading, integrated technology; increasing client satisfaction; expanding
our leadership in HR; growing our client base; and engaging in strategic acquisitions.

We continue to focus on driving growth in the number of clients, revenue per client, total revenue,
and profits, while providing industry-leading service and technology solutions to our clients and their
employees. We maintain industry-leading margins by managing our personnel costs and expenses
while continuing to invest in our business, particularly in sales and marketing and leading-edge
technology. We believe these investments are critical to our success. Looking to the future, we believe
that investing in our products, people, and service capabilities will position us to capitalize on
opportunities for long-term growth.

A key component of our service delivery strategy is to be a proactive partner with our clients and
to develop and release integrated solutions within Paychex Flex to meet their current and future needs.
Our ongoing investments in our platforms have prepared us well for the demands of the current
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business and regulatory environments, allowing us to adapt while maintaining strong service delivery,
resulting in high levels of client satisfaction and retention.

Fiscal 2022 Business Highlights

Highlights compared to fiscal 2021 are as follows:
Fiscal Year

In millions, except per share amounts 2022 2021 Change(3)

Total service revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,554.0 $3,997.5 14%
Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,611.7 $4,056.8 14%
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,840.0 $1,460.7 26%
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 27%
Adjusted net income(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,367.8 $1,102.4 24%
Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 27%
Adjusted diluted earnings per share(1) . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.77 $ 3.04 24%
Dividends paid to stockholders(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 999.6 $ 908.7 10%

(1) Adjusted net income and adjusted diluted earnings per share are not U.S. generally accepted accounting principle (“GAAP”)
measures. Refer to the “Non-GAAP Financial Measures” section of this Item 7 for a discussion of non-GAAP measures and
a reconciliation to the U.S. GAAP measures of net income and diluted earnings per share.

(2) Dividends paid to stockholders represented approximately 72% of net income for fiscal 2022 compared to approximately
83% of net income for fiscal 2021.

(3) Percentage changes are calculated based on unrounded numbers.

For further analysis of our results of operations for fiscal years 2022 and 2021, and our financial
position as of May 31, 2022, refer to the tables and analysis in the “Results of Operations” and
“Liquidity and Capital Resources” sections of this Item 7.

Business Outlook

Our payroll and PEO client base was greater than 730,000 and 710,000 clients as of May 31,
2022 and 2021, respectively. Client retention beat our expectations and pre-pandemic levels at
approximately 84% of the beginning client base for fiscal 2022, compared to over 85% for fiscal 2021,
which was a record.

While our HR product offerings provide services to employers and employees beyond payroll, they
effectively leverage payroll processing data. These services are included as part of the integrated HCM
solution within Paychex Flex or provided through the PEO platform. The following table illustrates the
growth in selected HR product offerings:
$ in billions
As of May 31, 2022 2021 Change(1)

Paychex HR Solutions and PEO client worksite employees . . . . . . 1,977,000 1,680,000 18%
Paychex HR Solutions and PEO clients . . . . . . . . . . . . . . . . . . . . . . 66,000 62,000 8%
Health and benefits services applicants . . . . . . . . . . . . . . . . . . . . . . 210,000 205,000 2%
Retirement services plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104,000 96,000 9%

(1) Percentage changes are calculated based on unrounded numbers.

We continue to make investments in technology a priority as companies look to leverage
technology solutions to maintain operations, stay connected to employees, and increase productivity.
In fiscal 2022, we enhanced our solutions to support businesses as they engage in digital
transformation. We have continued to evolve our products to help business leaders find, hire, and
retain employees quickly and effectively with an eye on driving engagement and managing labor costs.
Our fiscal 2022 technology and solution developments provide a unique combination of data,
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technology, and service designed to meet the evolving needs of employers and employees, and
include:

• Paychex Pre-Check, a self-service solution that allows employees to review their paystubs and
alert their employer of discrepancies before payday. This significantly reduces errors, increasing
efficiency and employee satisfaction.

• Retention Insights, which utilizes predictive analytics to help identify employees that may be
more likely to consider leaving.

• Paychex Employee Retention Tax Credit (“ERTC”) Service, which helps businesses retroactively
identify tax credits, based on wages already paid, and file amended returns to claim the credit.

• Talent Dashboard, which brings retention insights, time off balances, and performance ratings in
one place. This allows employers to compare the performance rating and compensation of each
job position to ensure they are rewarding employees appropriately and equitably.

• Acquisition of a powerful state-of-the-art benefits administration software to help employers drive
efficiencies in managing their employee benefits.

• Vaccination Management, utilizing enhanced Document Management features, where
employees can confidentially upload proof of vaccination or COVID-19 test results.

• Additional tools that aid in talent management, including Total Compensation Summary, Pay
Benchmarking, Time Off Management, Financial Wellness, etc.

We continue to strengthen our position in the industry by serving as a source of education and
information to clients, businesses of all sizes, and other interested parties. We provide free webinars,
white papers, and other information on our website (www.paychex.com) to aid existing and prospective
clients with the impact of regulatory changes. The Paychex Insurance Agency, Inc. website,
www.paychex.com/group-health-insurance, helps small-business owners navigate the area of
insurance coverage. Both this website and www.paychex.com/worx have sections dedicated to the
topic of health care reform.

COVID-19 Update

The COVID-19 pandemic continues, and our priority continues to be the health and safety of our
employees. The overall recovery from the COVID-19 pandemic has been uneven and has presented
many challenges and risks from general economic uncertainty, changes in consumer demand,
disruption of supply chains and challenges with hiring, labor and supply cost inflation. We have
maintained health and safety standards for employees meeting all regulatory requirements while
providing greater levels of flexibility to employees.

We remain committed to proactively supporting our clients through any lingering uncertainties of
the COVID-19 pandemic and navigating the challenges of the future business environment. Our unique
blend of technology solutions and expertise provides valuable tools and resources to assist our clients
and their employees. As the global economy continues to evolve, whether due to macroeconomic
changes, legislative changes, the pandemic, or other factors, we are committed to supporting our
clients to help them navigate these challenges.

As part of the COVID-19 CARES Act, the ERTC helps businesses claim tax credits on qualified
wages paid to employees and health plan expenses in 2020 and 2021. The Company introduced the
Paychex ERTC Service, which helped businesses retroactively identify tax credits and file amended
returns to claim the credits based on wages already paid. As of May 31, 2022, over 40,000 Paychex
customers have secured more than $8.0 billion in combined employee retention tax credits and paid
leave credits.

We continually evaluate the nature and extent of changes to the market and economic conditions
related to the COVID-19 pandemic and assess the potential impact on our business and financial
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position. Despite the emergence of vaccines and vaccine boosters, less virulent strains of COVID-19
such as the Omicron variant, and reduced positivity rates, the end of the COVID-19 pandemic is still
uncertain. As such, we expect that the pandemic may continue to have an effect on our results,
although the magnitude, duration, and full effects of the pandemic on our future results of operations or
cash flows remain difficult to predict at this time.

For further information on the risks posed to our business from the COVID-19 pandemic, refer to
Item 1A of this Form 10-K.

Results of Operations

Summary of Results of Operations for Fiscal Years:
In millions, except per share amounts 2022 2021 Change(1)

Revenue:

Management Solutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,442.7 $3,023.4 14%
PEO and Insurance Solutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,111.3 974.1 14%

Total service revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,554.0 3,997.5 14%

Interest on funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57.7 59.3 (3)%

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,611.7 4,056.8 14%

Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,771.7 2,596.1 7%

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,840.0 1,460.7 26%

Other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15.4) (26.5) n/m

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,824.6 1,434.2 27%

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 431.8 336.7 28%

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.7% 23.5%
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 27%

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 27%

(1) Percentage changes are calculated based on unrounded numbers.

n/m – not meaningful

The changes in revenue as compared to the prior year period were primarily driven by the
following factors:

• Management Solutions revenue: $3.4 billion for fiscal 2022, reflecting an increase of 14%:

o Growth in payroll client base and product penetration across our HCM offerings resulting
from strong sales performance and high levels of retention, with continued strong
demand for HR Solutions;

o Increase in revenue per client driven by higher employment levels within our client base
and price realization; and

o Expansion of HCM ancillary services.

• PEO and Insurance Solutions revenue: $1.1 billion for fiscal 2022, reflecting an increase
of 14%:

o Growth in the number of average worksite employees and increases in average wages
per worksite employee;

o Higher revenue from PEO health insurance; and

o Higher state unemployment insurance revenues.
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• Interest on funds held for clients: $57.7 million for fiscal 2022, reflecting a decrease of 3%:

o Lower average interest rates, partially offset by

o Higher average investment balances.

We invest in highly liquid, investment-grade fixed income securities and do not utilize derivative
instruments to manage interest rate risk. As of May 31, 2022, we had no exposure to high-risk or
non-liquid investments. Details regarding our combined funds held for clients and corporate cash
equivalents and investment portfolios are as follows:

Year ended May 31,

$ in millions 2022 2021

Average investment balances:
Funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,354.8 $3,941.9
Corporate cash equivalents and investments . . . . . . . . . . . . . . . . . . . 1,303.3 1,043.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,658.1 $4,985.2

Average interest rates earned (exclusive of net realized gains/(losses)):
Funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3% 1.5%
Corporate cash equivalents and investments . . . . . . . . . . . . . . . . . . . 0.2% 0.2%
Combined funds held for clients and corporate cash equivalents and

investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1% 1.2%

Total net realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 0.2 $ 1.2

$ in millions
As of May 31, 2022 2021

Net unrealized (losses)/gains on AFS securities(1) . . . . . . . . . . . . . . . . . $ (136.3) $ 79.3
Federal Funds rate(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.00% 0.25%
Total fair value of AFS securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,029.2 $3,020.2
Weighted-average duration of AFS securities in years(3) . . . . . . . . . . . . 3.2 3.3
Weighted-average yield-to-maturity of AFS securities(3) . . . . . . . . . . . . . 1.9% 1.9%

(1) The net unrealized loss on our investment portfolios was approximately $153.7 million as of July 13, 2022.

(2) The Federal Funds rate was in the range of 0.75% to 1.00% as of May 31, 2022 and in the range of 0.00% to 0.25% as of
May 31, 2021. Effective June 16, 2022, the Federal Reserve raised the Federal Funds rate 0.75% to a range of 1.50% to
1.75%.

(3) These items exclude the impact of variable rate demand notes (“VRDNs”), as they are tied to short-term interest rates.

Refer to the “Market Risk Factors” section contained in Item 7A of this Form 10-K for more
information on changing interest rates.

Total expenses: The following table summarizes total combined cost of service revenue and
selling, general and administrative expenses for fiscal years:

In millions 2022 2021 Change(1)

Compensation-related expenses . . . . . . . . . . . . . . . . . . . . . . $1,632.2 $1,521.8 7%
PEO insurance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405.2 352.1 15%
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . 191.8 192.0 (0)%
Cost-saving initiatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 32.2 n/m
Other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 542.5 498.0 9%

Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,771.7 $2,596.1 7%

(1) Percentage changes are calculated based on unrounded numbers.

n/m – not meaningful
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The changes in total expenses as compared to the prior year were primarily driven by the following
factors:

• Compensation-related expenses: $1.6 billion for fiscal 2022, reflecting a 7% increase:

o Higher compensation costs due to increases in headcount to support client growth and
higher wage rates, performance-based compensation, and fringe benefits.

• PEO insurance costs: $405.2 million in fiscal 2022, reflecting a 15% increase:

o Growth in the number of PEO worksite employees and health insurance revenue.

• Other expenses: $542.5 million in fiscal 2022, reflecting a 9% decrease:

o Continued investment in product development, technology, and marketing; and

o Increase in travel-related expenses due to easing of pandemic-related restrictions.

Operating income: Fiscal 2022 operating income was $1.8 billion, an increase of 26%
compared to fiscal 2021. Adjusted operating income(1) of $1.8 billion, which excludes the impact of
one-time costs, reflects an increase of 23% and higher adjusted operating margin(1). Operating margin
and adjusted operating margin are as follows:

Fiscal Year

2022 2021

Operating margin (operating income as a percentage of total revenue) . . . . . . . . 39.9% 36.0%
Adjusted operating margin (operating income, adjusted for one-time

items, as a percentage of total revenue) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39.9% 36.8%

Fluctuations in these metrics were attributable to the factors previously discussed.

Income taxes: Our effective income tax rate was 23.7% and 23.5% for fiscal years 2022 and
2021, respectively. The effective income tax rates in both periods were impacted by the recognition of
net discrete tax benefits related to the volume of stock option exercises and the associated employee
stock-based compensation payments. The current fiscal year effective tax rate was also impacted by
the recording of a tax benefit related to prior and current years’ research and development expenses
incurred in the production of customer-facing software. Refer to Note K of the Notes to Consolidated
Financial Statements contained in Item 8 of this Form 10-K for additional disclosures on income taxes.

Net income and diluted earnings per share: Net income was $1.4 billion and $1.1 billion for
fiscal 2022 and fiscal 2021, respectively. Diluted earnings per share was $3.84 per diluted share for
fiscal 2022 and $3.03 per diluted share for fiscal 2021. Refer to Note C of the Notes to Consolidated
Financial Statements contained in Item 8 of this Form 10-K for information on dilutive shares
outstanding.

Adjusted net income(1) was $1.4 billion and $1.1 billion for fiscal 2022 and fiscal 2021, respectively,
reflecting an increase of 24%. Adjusted diluted earnings per share(1) was $3.77 per diluted share and
$3.04 per diluted share for fiscal 2022 and fiscal 2021, respectively, reflecting an increase of 24%.

(1) Adjusted operating income, adjusted operating margin, adjusted net income, and adjusted diluted earnings per share are not
U.S. GAAP measures. Refer to the “Non-GAAP Financial Measures” section below for a discussion of these non-GAAP
measures and a reconciliation to the most comparable GAAP measure of operating income, net income, and diluted
earnings per share.
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Non-GAAP Financial Measures: Adjusted operating income, adjusted net income, adjusted
diluted earnings per share, earnings before interest, taxes, depreciation, and amortization (“EBITDA”),
and adjusted EBITDA are summarized as follows:
$ in millions 2022 2021 Change(1)

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,840.0 $1,460.7 26%
Non-GAAP adjustments:

Cost-saving initiatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 32.2

Total non-GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 32.2

Adjusted operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,840.0 $1,492.9 23%

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 27%
Non-GAAP adjustments:

Excess tax benefit related to employee stock-based
compensation payments(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18.9) (19.4)

Tax benefit derived from research and development costs(4) . . . . . (6.1) —
Cost-saving initiatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 24.3

Total non-GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25.0) 4.9

Adjusted net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,367.8 $1,102.4 24%

Diluted earnings per share(5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 27%
Non-GAAP adjustments:

Excess tax benefit related to employee stock-based
compensation payments(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.05) (0.05)

Tax benefit derived from research and development costs(4) . . . . . (0.02) —
Cost-saving initiatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 0.07

Total non-GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.07) 0.01

Adjusted diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.77 $ 3.04 24%

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 27%
Non-GAAP adjustments:

Interest expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.7 33.5
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 431.8 336.7
Depreciation and amortization expense . . . . . . . . . . . . . . . . . . . . . . 191.8 192.0

Total non-GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 657.3 562.2

EBITDA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,050.1 $1,659.7 24%
Cost-saving initiatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 32.2

Adjusted EBITDA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,050.1 $1,691.9 21%

(1) Percentage changes are calculated based on unrounded numbers.

(2) One-time costs and corresponding tax benefit recognized related to the acceleration of cost-saving initiatives, including the
long-term strategy to reduce our geographic footprint and headcount optimization. These events are not expected to recur.

(3) Net tax windfall benefits related to employee stock-based compensation payments recognized in income taxes. This item is
subject to volatility and will vary based on employee decisions on exercising employee stock options and fluctuations in our
stock price, neither of which is within the control of management.

(4) Non-recurring tax benefit derived from prior years’ research and development costs incurred in the production of customer-
facing software.

(5) The calculation of the impact of non-GAAP adjustments on diluted earnings per share is performed on each line
independently. The table may not add down by +/- $0.01 due to rounding.
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In addition to reporting operating income, net income, and diluted earnings per share, which are
U.S. GAAP measures, we present adjusted operating income, adjusted operating margin, adjusted net
income, adjusted diluted earnings per share, EBITDA, and adjusted EBITDA, which are non-GAAP
measures. We believe these additional measures are indicators of our core business operations
performance period over period. Adjusted operating income, adjusted operating margin, adjusted net
income, adjusted diluted earnings per share, EBITDA, and adjusted EBITDA, are not calculated
through the application of U.S. GAAP and are not required forms of disclosure by the SEC. As such,
they should not be considered a substitute for the U.S. GAAP measures of operating income, net
income, and diluted earnings per share, and, therefore, they should not be used in isolation but in
conjunction with the U.S. GAAP measures. The use of any non-GAAP measure may produce results
that vary from the U.S. GAAP measure and may not be comparable to a similarly defined non-GAAP
measure used by other companies.

Liquidity and Capital Resources

Our financial position as of May 31, 2022 remained strong with cash, restricted cash, and total
corporate investments of $1.3 billion. Total short-term and long-term borrowings, net of debt issuance
costs, were $806.4 million as of May 31, 2022. Our primary source of cash is our ongoing operations.
Cash flows from operations were $1.5 billion for fiscal 2022. Our positive cash flows for fiscal 2022
allowed us to support our business and pay dividends of approximately $1.0 billion. We currently
anticipate that cash, restricted cash, and total corporate investments as of May 31, 2022, along with
projected operating cash flows and available short-term financing, will support our business operations,
capital purchases, share repurchases, and dividend payments for the foreseeable future.

We believe that our investments in an unrealized loss position as of May 31, 2022 were not
impaired due to increased credit risk or other valuation concerns, nor has any event occurred
subsequent to that date to indicate any change in our assessment.

Financing

Short-term financing: We maintain committed and unsecured credit facilities and irrevocable
letters of credit as part of our normal and recurring business operations. The purpose of these credit
facilities is to meet short-term funding requirements, finance working capital needs, and for general
corporate purposes. We typically borrow on an overnight or short-term basis on our credit facilities.
Refer to Note L of the Notes to Consolidated Financial Statements contained in Item 8 of this
Form 10-K for further discussion on our credit facilities.

Details of our credit facilities are as follows:

$ in millions Expiration Date

Maximum
Amount

Available

May 31, 2022

Outstanding
Amount

Available
Amount

Credit facilities:

JP Morgan Chase Bank, N.A. (“JPM”) July 31, 2024 $1,000.0 $ — $1,000.0
JPM September 17, 2026 $ 750.0 — 750.0
PNC Bank, National Association (“PNC”) February 6, 2023 $ 250.0 8.7 241.3

Total Lines of Credit Outstanding and
Available $8.7 $1,991.3

Amounts outstanding under the PNC credit facility as of May 31, 2022 remain outstanding as of
the date of this report.
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Details of borrowings under each credit facility during the fiscal years ended 2022 and 2021 were
as follows:

Year ended May 31, 2022

Credit Facility

$ in millions
$1 Billion

JPM
$750 Million

JPM
$250 Million

PNC

Number of days borrowed . . . . . . . . . . . . . . . . . . . . . . . . . — — 365
Maximum amount borrowed . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $106.5
Weighted-average amount borrowed . . . . . . . . . . . . . . . . $ — $ — $ 8.5
Weighted-average interest rate . . . . . . . . . . . . . . . . . . . . . —% —% 1.36%

Year ended May 31, 2021

Credit Facility

$ in millions
$1 Billion

JPM
$500 Million

JPM
$250 Million

PNC

Number of days borrowed . . . . . . . . . . . . . . . . . . . . . . . . . 4 — 365
Maximum amount borrowed . . . . . . . . . . . . . . . . . . . . . . . $217.5 $— $246.9
Weighted-average amount borrowed . . . . . . . . . . . . . . . . $147.0 $— $ 11.1
Weighted-average interest rate . . . . . . . . . . . . . . . . . . . . . 3.25% —% 1.12%

Short-term borrowings are primarily used for the settlement of client fund obligations, rather than
liquidating previously collected client funds that have been invested in AFS securities allocated to our
long-term portfolio.

We expect to have access to the amounts available under our current credit facilities to meet our
ongoing financial needs. However, if we experience reductions in our operating cash flows due to any
of the risk factors outlined in, but not limited to, Item 1A in this Form 10-K and other SEC filings, we
may need to adjust our capital, operating, and other discretionary spending to realign our working
capital requirements with the capital resources available to us. Furthermore, if we determine the need
for additional short-term liquidity, there is no assurance that such financing, if pursued and obtained,
would be adequate or on terms acceptable to us.

Letters of credit: As of May 31, 2022, we had irrevocable standby letters of credit available
totaling $140.2 million, required to secure commitments for certain insurance policies. The letters of
credit expire at various dates between June 8, 2022 and May 26, 2023. No amounts were outstanding
on these letters of credit during fiscal 2022 or fiscal 2021, or as of May 31, 2022 and May 31, 2021.
Subsequent to May 31, 2022, letters of credit expiring on June 8, 2022, June 15, 2022, June 26, 2022,
and July 15, 2022 were renewed for one year terms.

Long-term financing: We have borrowed $800.0 million through the issuance of long-term
private placement debt (“Senior Notes”). Certain information related to the Senior Notes is as follows:

Senior Notes Senior Notes
Series A Series B

Stated interest rate . . . . . . . . . . . . . . . . . . 4.07% 4.25%
Effective interest rate . . . . . . . . . . . . . . . . 4.15% 4.31%
Interest rate type . . . . . . . . . . . . . . . . . . . . Fixed Fixed
Interest payment dates . . . . . . . . . . . . . . . Semi-annual, in arrears Semi-annual, in arrears
Principal payment dates . . . . . . . . . . . . . . March 13, 2026 March 13, 2029
Note type . . . . . . . . . . . . . . . . . . . . . . . . . . Unsecured Unsecured

Refer to Note M of the Notes to Consolidated Financial Statements contained in Item 8 of this
Form 10-K for further discussion on our long-term financing.
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Other commitments: The Company has various long-term contractual obligations as of May 31,
2022, which include:

• operating leases for $105.2 million;

• purchase obligations for $189.4 million;

• workers’ compensation estimated obligations for $189.7 million; and

• long-term Senior Notes debt obligations for $800.0 million, plus interest payments of
184.2 million.

Refer to Notes H, M, and P of the Notes to Consolidated Financial Statements contained in Item 8
of this Form 10-K for more information on these areas.

The liability for uncertain tax positions, including interest and net of federal benefits, was
approximately $48.2 million as of May 31, 2022. Refer to Note K of the Notes to Consolidated Financial
Statements contained in Item 8 of this Form 10-K for more information on income taxes. We are not
able to reasonably estimate the timing of future cash flows related to this liability.

We are involved in three limited partnership agreements and committed to contribute a maximum
amount of $30.0 million to venture capital funds in the financial technology sector. As of May 31, 2022,
we have contributed approximately $18.1 million of the total funding commitment. The timing of future
contributions to be made to these venture capital funds cannot be specifically or reasonably
determined. Our investments in venture capital funds are not considered part of our ongoing
operations, are accounted for under the equity method, and represented less than one percent of our
total assets as of May 31, 2022.

In the normal course of business, we make representations and warranties that guarantee the
performance of services under service arrangements with clients. Historically, there have been no
material losses related to such guarantees. We have also entered into indemnification agreements with
our officers and directors, which require us to defend and, if necessary, indemnify these individuals for
certain pending or future legal claims as they relate to their services provided to us.

We currently self-insure the deductible portion of various insured exposures under certain
corporate and PEO employee health and medical benefit plans. Our estimated loss exposure under
these insurance arrangements is recorded in other current liabilities on our Consolidated Balance
Sheets. Historically, the amounts accrued have not been material and were not material as of May 31,
2022. We also maintain corporate insurance coverage in addition to our purchased primary insurance
policies for gap coverage for employment practices liability, errors and omissions, warranty liability,
theft and embezzlement, cyber threats, and acts of terrorism; and capacity for deductibles and self-
insured retentions through our captive insurance company.

Operating, Investing, and Financing Cash Flow Activities
Year ended May 31,

In millions 2022 2021 Change

Net cash provided by operating activities . . . . . . . . . . . . . $ 1,505.5 $1,260.3 $ 245.2
Net cash used in investing activities . . . . . . . . . . . . . . . . . (1,420.9) (460.6) (960.3)
Net cash used in financing activities . . . . . . . . . . . . . . . . . (979.3) (636.4) (342.9)

Net change in cash, restricted cash, and equivalents . . . $ (894.7) $ 163.3 $(1,058.0)

Cash dividends per common share . . . . . . . . . . . . . . . . . . $ 2.77 $ 2.52
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The changes in our cash flows for fiscal 2022 and fiscal 2021 were primarily the result of the
following key drivers:

Operating Cash Flow Activities

• Higher net income attributable to the reasons discussed in the “Results of Operations” section of
this Item 7;

• Changes in income tax reserves for uncertain tax positions and a decrease in income tax
payments. Higher payments in fiscal 2021 resulted from the deferral of payments normally due
in fiscal 2020 under the Coronavirus Aid, Relief, and Economic Security Act and normalized in
fiscal 2022; and

• Changes in receivables due to funding of temporary staffing clients; offset by,

• Increase in costs to obtain and fulfill customer contracts as a result of growth in our client base;

• Net cash outflow for corporate payroll due to payments of deferred federal payroll taxes and
higher incentive compensation payments, offset by higher payroll accruals due to the timing of
payroll cutoff; and

• Increase in net cash outflow for worksite employee compensation.

Investing Cash Flow Activities

• The increase in cash used was primarily related to an increase in purchases of VRDNs; and

• Additional investment in enhancements to our internal-use software.

Fluctuations in the net purchases and sales/maturities of AFS securities are also due to timing
within the client funds portfolio and market conditions. Specific timing items impacting cash flows for
fiscal 2022 and fiscal 2021 are discussed further in the financing cash flows discussion of net changes
in client fund obligations. Amounts will vary based upon the timing of collection from clients, and the
related remittance to applicable tax or regulatory agencies for payroll tax administration services and to
employees of clients utilizing employee payment services.

Discussion of interest rates and related risks is included in the “Market Risk Factors” section
contained in Item 7A of this Form 10-K.

Financing Cash Flow Activities

• Increase in net cash outflows from changes in client fund obligations due to the timing of
collections and remittances of client funds;

• Dividends paid increased $90.9 million compared to the prior year period due to an increase in
our aggregate annual dividends from $2.52 per share to $2.77 per share. The payment of future
dividends is dependent on our future earnings and cash flow and is subject to the discretion of
our Board of Directors; and

• Decrease in cash inflows from equity-based plans primarily due to less stock options exercised
during fiscal 2022 when compared with fiscal 2021; offset by,

• Decrease in cash outflows from repurchases of common shares as we repurchased 1.2 million
shares during fiscal 2022 compared to 1.7 million during fiscal year 2021. The impact of the
repurchased share decrease was partially offset by higher average stock purchase price paid
during fiscal 2022 when compared to fiscal 2021.

The client fund obligations liability will also vary based on the timing of collecting client funds and
the related required remittance of funds to applicable tax or regulatory agencies for payroll tax
administration services and to employees of clients utilizing employee payment services. Collections
from clients are typically remitted from one to 30 days after receipt, with some items extending to
90 days.
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Other

Recently issued accounting pronouncements: Refer to Note A of the Notes to Consolidated
Financial Statements contained in Item 8 of this Form 10-K for a discussion of recently issued
accounting pronouncements.

Critical Accounting Policies and Estimates

Note A of the Notes to Consolidated Financial Statements contained in Item 8 of this Form 10-K
discusses the significant accounting policies of Paychex. Our discussion and analysis of our financial
condition and results of operations are based upon our consolidated financial statements, which have
been prepared in accordance with U.S. GAAP. The preparation of these financial statements requires
us to make estimates, judgments, and assumptions that affect reported amounts of assets, liabilities,
revenue, and expenses. On an ongoing basis, we evaluate the accounting policies and estimates used
to prepare the consolidated financial statements. We base our estimates on historical experience,
future expectations, and assumptions believed to be reasonable under current facts and
circumstances. Actual amounts and results could differ from these estimates. Certain accounting
policies that are deemed critical to our results of operations or financial position are discussed below.

Revenue recognition: Service revenue is recognized in the period services are rendered and
earned under service arrangements with clients where service fees are fixed or determinable and
collectability is reasonably assured. Our service revenue is largely attributable to processing services
where the fee is based on a fixed amount per processing period or a fixed amount per processing
period plus a fee per employee or transaction processed. Insurance Solutions revenues are recognized
when commissions are earned on premiums billed and collected. Fees earned for funding payrolls of
our clients in the temporary staffing industry via the purchase of accounts receivable are based on a
percentage of funding amounts as specified in the client contract. These fees are then recognized over
the average collection period of 46 to 48 days. The revenue earned from delivery service for the
distribution of certain client payroll checks and reports is included in service revenue, and the costs for
the delivery are included in cost of service revenue on the Consolidated Statements of Income and
Comprehensive Income.

We receive advance payments for set-up fees from our clients. Advance payments received for
certain of our service offerings for set-up fees are considered a material right. Therefore, we defer the
revenue associated with these advance payments, recognizing the revenue and related expenses over
the expected period to which the material right exists.

PEO Solutions revenue is included in service revenue and is reported net of certain pass-through
costs billed and incurred, which include payroll wages, payroll taxes, including federal and state
unemployment insurance, and certain health insurance benefit premiums, primarily costs related to our
guaranteed cost benefit plans. Direct costs related to workers’ compensation and certain benefit plans
where we retain risk are recognized as cost of service revenue rather than as a reduction in service
revenue.

Interest on funds held for clients is earned primarily on funds that are collected from clients before
due dates for payroll tax administration services and for employee payment services and invested until
remittance to the applicable tax or regulatory agencies or client employees. These collections from
clients are typically remitted from one to 30 days after receipt, with some items extending to 90 days.
The interest earned on these funds is included in total revenue on the Consolidated Statements of
Income and Comprehensive Income because the collecting, holding, and remitting of these funds are
components of providing these services.

Assets Recognized from the Costs to Obtain and Fulfill Contracts: We recognize an asset
for the incremental costs of obtaining a contract with a client if it is expected that the economic benefit
and amortization period will be longer than one year. Incremental costs of obtaining a contract include
only those costs that are directly related to the acquisition of new contracts and that would not have
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been incurred if the contract had not been obtained. We do not incur incremental costs to obtain a
contract renewal. The Company determined that certain sales commissions and bonuses, including
related fringe benefits, meet the capitalization criteria under Accounting Standards Codification (“ASC”)
Subtopic 340-40, “Other Assets and Deferred Costs: Contracts with Customers” (“ASC 340-40”). We
also recognize an asset for the costs to fulfill a contract with a client if the costs are specifically
identifiable, generate or enhance resources used to satisfy future performance obligations, and are
expected to be recovered. We determined that substantially all costs related to implementation
activities are administrative in nature and meet the capitalization criteria under ASC 340-40. These
capitalized costs to fulfill a contract principally relate to upfront direct costs that are expected to be
recovered and enhance our ability to satisfy future performance obligations.

The assets related to both costs to obtain and costs to fulfill contracts with clients are capitalized
and amortized using an accelerated method over an eight-year life to closely align with the pattern of
client attrition over the estimated life of the client relationship. We regularly review our deferred costs
for potential impairment and did not recognize an impairment loss during the fiscal years ended
May 31, 2022 or May 31, 2021.

PEO insurance reserves: As part of our PEO solution, we offer workers’ compensation
insurance and health insurance to clients for the benefit of client employees. Workers’ compensation
insurance is primarily provided under fully insured high deductible workers’ compensation insurance
policies. Workers’ compensation insurance reserves are established to provide for the estimated costs
of paying claims up to per occurrence liability limits. These reserves include estimates of certain
expenses associated with processing and settling these claims. In establishing the PEO workers’
compensation insurance reserves, we use an independent actuarial estimate of undiscounted future
cash payments that would be made to settle claims. The determination of estimated ultimate losses by
our independent actuary are based on accepted actuarial methods and assumptions. The estimated
ultimate losses are primarily based upon loss development factors, and other factors such as the
nature of employees’ job responsibilities, the historical frequency and severity of workers’
compensation claims, and an estimate of future cost trends. Each reporting period, changes in
actuarial assumptions resulting from changes in actual claims experience and other trends are
incorporated into our workers’ compensation claims cost estimates.

With respect to our PEO health insurance, we offer various health insurance plans that take the
form of either fully insured guaranteed cost plans or fully insured insurance arrangements where we
retain risk. A reserve for insurance arrangements where we retain risk is established to provide for the
payment of claims in accordance with our service contract with the carrier. The claims liability includes
estimates for reported losses, plus amounts for those claims incurred but not reported, and estimates
of certain expenses associated with processing and settling the claims.

Estimating the ultimate cost of future claims is an uncertain and complex process based upon
historical loss experience and independent actuarial loss projections, and is subject to change due to
multiple factors, including economic trends, changes in legal liability law, and damage awards, all of
which could materially impact the reserves as reported in the consolidated financial statements.
Accordingly, final claim settlements may vary from the present estimates, particularly with workers’
compensation insurance where those payments may not occur until well into the future. We regularly
review the adequacy of our estimated insurance reserves. Adjustments to previously established
reserves are reflected in the results of operations for the period in which the adjustment is identified.
Such adjustments could possibly be significant, reflecting any combination of new and adverse or
favorable trends. Adjustments to previously established reserves were not material for fiscal 2022 or
2021.

Goodwill and other intangible assets: Goodwill is not amortized, but instead is tested for
impairment on an annual basis and between annual tests if an event occurs or circumstances change
in a way to indicate that there has been a potential decline in the fair value of the reporting unit. We
perform our annual impairment testing in our fiscal fourth quarter. During fiscal 2022, a qualitative
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assessment was performed for our Paychex, Inc., excluding Purchased Receivables, reporting unit,
and a quantitative assessment was performed on the Purchased Receivable reporting unit to
determine if it is more-likely-than-not that the fair value of the reporting units had declined below their
carrying value. A qualitative analysis was performed for all reporting units in fiscal 2021. The qualitative
assessment considered various financial, macroeconomic, industry, and reporting unit specific
qualitative factors. Based on the results of our testing, no impairment loss was recognized in the
results of operations for fiscal 2022 or 2021. Subsequent to the latest review, there have been no
events or circumstances that indicate any potential impairment of the Company’s goodwill balance.

We also test intangible assets with indefinite useful lives for potential impairment on an annual
basis and between annual tests if events or changes in circumstances change in a way that indicate
that the carrying value may not be recoverable. We have determined that there is no impairment of
intangible assets with indefinite useful lives for fiscal 2022 or 2021 as a result of the qualitative
analyses performed.

Impairment of Long-Lived Assets: Long-lived assets, including intangible assets with finite lives
and operating lease right-of-use (“ROU”) assets, are reviewed for impairment when events or changes
in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability
of assets to be held and used is measured by a comparison of the carrying amount of an asset to
estimated undiscounted future cash flows expected to be generated by the asset. If the carrying
amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized for
the amount by which the carrying amount of the asset exceeds the estimated fair value of the asset.
We have determined that there is no impairment of long-lived assets for fiscal 2022 or as of May 31,
2022

Stock-based compensation costs: All stock-based awards to employees are recognized as
compensation costs in our consolidated financial statements based on their fair values measured as of
the date of grant. We estimate the fair value of stock option grants using a Black-Scholes option pricing
model. This model requires various assumptions as inputs including expected volatility of the Paychex
stock price and expected option life. Volatility is estimated based on a combination of historical volatility
using stock prices over a period equal to the expected option life and implied market volatility.
Expected option life is estimated based on historical exercise behavior. We periodically reassess our
assumptions as well as our choice of valuation model. We will reconsider use of this model if additional
information becomes available in the future indicating that another model would provide a more
accurate estimate of fair value, or if characteristics of future grants would warrant such a change.

The fair value of stock awards is determined based on the stock price at the date of grant. For
grants that do not accrue dividends or dividend equivalents, the fair value is the stock price reduced by
the present value of estimated dividends over the vesting period or performance period.

We estimate forfeitures and only record compensation costs for those awards that are expected to
vest. Our assumptions for forfeitures were determined based on type of award and historical
experience. Forfeiture assumptions are adjusted at the point in time a significant change is identified,
with any adjustment recorded in the period of change, and the final adjustment at the end of the
requisite service period to equal actual forfeitures.

The assumptions of volatility, expected option life, and forfeitures all require significant judgment
and are subject to change in the future due to factors such as employee exercise behavior, stock price
trends, and changes to type or provisions of stock-based awards. Any material change in one or more
of these assumptions could have a material impact on the estimated fair value of a future award.

Refer to Note E of the Notes to Consolidated Financial Statements contained in Item 8 of this
Form 10-K for further discussion of our stock-based compensation plans.

Income taxes: We account for deferred taxes by recognition of deferred tax assets and liabilities
for the expected future tax consequences of events that have been included in the consolidated
financial statements or tax returns. Under this method, deferred tax assets and liabilities are
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determined based on the difference between the financial statement and tax basis of assets and
liabilities using enacted tax rates in effect for the fiscal year in which the differences are expected to
reverse. We record a deferred tax asset related to the stock-based compensation costs recognized for
certain stock-based awards. At the time of the exercise of non-qualified stock options or vesting of
stock awards, we recognize any excess tax benefit within income taxes in the Consolidated
Statements of Income and Comprehensive Income.

We maintain a reserve for uncertain tax positions. We evaluate tax positions taken or expected to
be taken in a tax return for recognition in our consolidated financial statements. Prior to recording the
related tax benefit in our consolidated financial statements, we must conclude that tax positions will be
more-likely-than-not to be sustained, assuming those positions will be examined by taxing authorities
with full knowledge of all relevant information. The benefit recognized in our consolidated financial
statements is the amount we expect to realize after examination by taxing authorities. If a tax position
drops below the more-likely-than-not standard, the benefit can no longer be recognized. Assumptions,
judgment, and the use of estimates are required in determining if the more-likely-than-not standard has
been met when developing the provision for income taxes and in determining the expected benefit. A
change in the assessment of the more-likely-than-not standard could materially impact our results of
operations or financial position. Refer to Note K of the Notes to Consolidated Financial Statements
contained in Item 8 of this Form 10-K for further discussion of our reserve for uncertain tax positions.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Market Risk Factors

Changes in interest rates and interest rate risk: Funds held for clients are primarily comprised
of short-term funds and AFS securities. Corporate investments are primarily comprised of AFS
securities. As a result of our investing activities, we are exposed to changes in interest rates that may
materially affect our results of operations and financial position. Changes in interest rates will impact
the earnings potential of future investments and will cause fluctuations in the fair value of our longer-
term AFS securities. We follow an investment strategy of protecting principal and optimizing liquidity. A
substantial portion of our portfolios is invested in high credit quality securities with ratings of AA or
higher, and A-1/P-1 ratings on short-term securities. We invest predominately in municipal bonds;
corporate bonds; U.S. government agency securities; and VRDNs. We limit the amounts that can be
invested in any single issuer and invest primarily in short- to intermediate-term instruments whose fair
value is less sensitive to interest rate changes. We manage the AFS securities to a benchmark
duration of two and one-half to three and three-quarters years.

During fiscal 2022, our primary short-term investment vehicles were bank demand deposit
accounts and VRDNs. We have no exposure to high-risk or non-liquid investments. We have
insignificant exposure to European investments. We have not and do not utilize derivative financial
instruments to manage our interest rate risk.

During fiscal 2022, the average interest rate earned on our combined funds held for clients and
corporate cash equivalents and investment portfolios was 1.1%, compared to 1.2% for fiscal 2021.
When interest rates are rising, the full impact of higher interest rates will not immediately be reflected in
net income due to the interaction of short- and long-term interest rate changes. During a rising interest
rate environment, earnings will increase from our short-term investments, and over time, will increase
from our longer-term AFS securities. Earnings from the AFS securities, which as of May 31, 2022 had
an average duration of 3.2 years, would not reflect increases in interest rates until the investments are
sold or mature and the proceeds are reinvested at higher rates.
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The amortized cost and fair value of AFS securities that had stated maturities as of May 31, 2022
are shown below by expected maturity.

May 31, 2022

In millions
Amortized

cost
Fair

value

Maturity date:
Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 295.6 $ 296.3
Due after one year through three years . . . . . . . . . . . . . . . . . . . . . . . . 743.2 737.1
Due after three years through five years . . . . . . . . . . . . . . . . . . . . . . . 1,304.4 1,235.4
Due after five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,822.3 1,760.4

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,165.5 $4,029.2

VRDNs are primarily categorized as due after five years in the table above as the contractual
maturities on these securities are typically 20 to 30 years. Although these securities are issued as long-
term securities, they are priced and traded as short-term instruments because of the liquidity provided
through the tender feature.

As of May 31, 2022 and 2021, the Federal Funds rate was in the range of 0.75% to 1.00% and in
the range of 0.00% to 0.25%, respectively. Effective June 16, 2022, the Federal Reserve raised the
Federal Funds rate 0.75% to a range of 1.50% to 1.75%. There continues to be uncertainty in the
changing market and economic conditions, including the possibility of additional measures that could
be taken by the Federal Reserve and other government agencies related to the concerns over inflation
risk. We will continue to monitor market conditions.

Calculating the future effects of changing interest rates involves many factors. These factors
include, but are not limited to:

• governmental action to address inflation;

• daily interest rate changes;

• seasonal variations in investment balances;

• actual duration of short-term and AFS securities;

• the proportion of taxable and tax-exempt investments;

• changes in tax-exempt municipal rates versus taxable investment rates, which are not
synchronized or simultaneous; and

• financial market volatility and the resulting effect on benchmark and other indexing interest rates.

Subject to these factors and under normal financial market conditions, a 25-basis-point change in
taxable interest rates generally affects our tax-exempt interest rates by approximately 17 basis points.
Under normal financial market conditions, the impact to earnings from a 25-basis-point change in
short-term interest rates would be approximately $4.5 million to $5.0 million, after taxes, for a twelve-
month period. Such a basis point change may or may not be tied to changes in the Federal Funds rate.

Our total investment portfolio (funds held for clients and corporate cash equivalents and
investments) averaged approximately $5.7 billion for fiscal 2022. Our anticipated allocation is
approximately 50% invested in short-term securities and VRDNs with an average duration of less than
30 days, and 50% invested in available-for-sale securities with an average duration of two and one-half
to three and three-quarters years.

The combined funds held for clients and corporate available-for-sale securities reflected net
unrealized losses of $136.3 million and net unrealized gains of $79.3 million as of May 31, 2022 and
2021, respectively. Refer to Note G of the Notes to Consolidated Financial Statements contained in
Item 8 of this Form 10-K for additional disclosures on fair value measurements.
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During fiscal 2022, the net unrealized loss or gain on our investment portfolios ranged from a
$156.3 million net unrealized loss to a $89.2 million net unrealized gain. During fiscal 2021, the net
unrealized gain on our investment portfolios ranged from $62.7 million to $121.9 million. The net
unrealized loss on our investment portfolios was approximately $153.7 million as of July 13, 2022.

As of May 31, 2022 and 2021, we had $4.0 billion and $3.0 billion, respectively, invested in AFS
securities at fair value. The weighted-average yield-to-maturity was 1.9% as of May 31, 2022 and
2021. The weighted-average yield-to-maturity excludes AFS securities tied to short-term interest rates,
such as VRDNs. Assuming a hypothetical increase in longer-term interest rates of 25 basis points, the
resulting potential decrease in fair value for our portfolio of AFS securities as of May 31, 2022, would
be in the range of $20.0 million to $25.0 million. Conversely, a corresponding decrease in interest rates
would result in a comparable increase in fair value. This hypothetical increase or decrease in the fair
value of the portfolio would be recorded as an adjustment to the portfolio’s recorded value, with an
offsetting amount recorded in stockholders’ equity. These fluctuations in fair value would have no
related or immediate impact on our results of operations unless any declines in fair value were
considered to be other-than-temporary and an impairment loss recognized.

Credit risk: We are exposed to credit risk in connection with these investments through the
possible inability of the borrowers to meet the terms of their bonds. We regularly review our investment
portfolios to determine if any investment is impaired due to increased credit risk or other valuation
concerns and we believe that the investments we held as of May 31, 2022 were not impaired as a
result of the previously discussed reasons. While $2.3 billion of our AFS securities had fair values that
were below amortized cost, we believe that it is probable that the principal and interest will be collected
in accordance with the contractual terms, and that the gross unrealized losses of $139.0 million were
due to changes in interest rates and were not due to increased credit risk or other valuation concerns.
Most of the AFS securities in an unrealized loss position as of May 31, 2022 and 2021 held an AA
rating or better. We do not intend to sell these investments until the recovery of their amortized cost
basis or maturity, and further believe that it is not more-likely-than-not that we will be required to sell
these investments prior to that time. Our assessment that an investment is not impaired due to
increased credit risk or other valuation concerns could change in the future due to new developments,
including changes in our strategies or assumptions related to any particular investment.

We have some credit risk exposure relating to the purchase of accounts receivable as a means of
providing payroll funding to clients in the temporary staffing industry. There is also credit risk exposure
relating to the Company’s trade accounts receivable. These credit risk exposures are diversified
amongst multiple client arrangements and all such arrangements are regularly reviewed for potential
write-off. No single client is material in respect to total accounts receivable, service revenue, or results
of operations.
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REPORT ON MANAGEMENT’S ASSESSMENT OF
INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Paychex, Inc. (the “Company”) is responsible for establishing and maintaining
adequate internal control over financial reporting as such term is defined in Rules 13a-15(f) and
15d-15(f) under the Securities Exchange Act of 1934, as amended. The Company’s internal control
over financial reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of the financial statements for external purposes in accordance
with generally accepted accounting principles.

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.

Management assessed the effectiveness of the Company’s internal control over financial reporting
as of May 31, 2022. In making this assessment, management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission in “Internal Control — Integrated
Framework” (2013). Based on our assessment, management determined that the Company
maintained effective internal control over financial reporting as of May 31, 2022.

The Company’s independent registered public accounting firm, PricewaterhouseCoopers LLP, is
appointed by the Company’s Audit Committee. PricewaterhouseCoopers LLP has audited the
Consolidated Financial Statements included in this Annual Report on Form 10-K and the effectiveness
of the Company’s internal control over financial reporting as of May 31, 2022, and as a part of their
integrated audit, has issued their report, included herein, on the effectiveness of the Company’s
internal control over financial reporting.

/s/ Martin Mucci

Martin Mucci
Chairman of the Board of Directors and Chief
Executive Officer

/s/ Efrain Rivera

Efrain Rivera
Senior Vice President, Chief Financial
Officer, and Treasurer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Paychex, Inc.

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of Paychex, Inc. and its
subsidiaries (the “Company”) as of May 31, 2022 and 2021, and the related consolidated statements of
income and comprehensive income, of stockholders’ equity and of cash flows for each of the three
years in the period ended May 31, 2022, including the related notes and financial statement schedule
listed in the accompanying index (collectively referred to as the “consolidated financial statements”).
We also have audited the Company’s internal control over financial reporting as of May 31, 2022,
based on criteria established in Internal Control — Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of the Company as of May 31, 2022 and 2021, and the results of its
operations and its cash flows for each of the three years in the period ended May 31, 2022 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 May 31, 2022, based on criteria established in Internal Control — Integrated Framework
(2013) issued by the COSO.

Basis for Opinions

The Company’s management is responsible for these consolidated 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 the accompanying Report on
Management’s Assessment of Internal Control Over Financial Reporting. Our responsibility is to
express opinions on the Company’s consolidated financial statements and on the Company’s internal
control over financial reporting based on our audits. We are a public accounting firm registered with the
Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be
independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement, whether due to error or fraud, and
whether effective internal control over financial reporting was maintained in all material respects.

Our audits of the consolidated financial statements included performing procedures to assess the
risks of material misstatement of the consolidated financial statements, whether due to error or fraud,
and performing procedures that respond to those risks. Such procedures included examining, on a test
basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our
audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
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.

Definition and Limitations of Internal Control over Financial Reporting

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
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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.

Critical Audit Matters

The critical audit matter communicated below is a matter arising from the current period audit of
the consolidated financial statements that was communicated or required to be communicated to the
audit committee and that (i) relates to accounts or disclosures that are material to the consolidated
financial statements and (ii) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit matters does not alter in any way our opinion on the consolidated
financial statements, taken as a whole, and we are not, by communicating the critical audit matter
below, providing a separate opinion on the critical audit matter or on the accounts or disclosures to
which it relates.

Professional Employer Organization (PEO) Insurance Reserves — Workers’ Compensation Insurance
Reserves

As described in Note A to the consolidated financial statements, the Company offers workers’
compensation insurance to clients for the benefit of client employees. Workers’ compensation
insurance is primarily provided under fully insured high deductible workers’ compensation insurance
policies. Workers’ compensation insurance reserves are established to provide for the estimated costs
of paying claims up to per occurrence liability limits. As of May 31, 2022, the total liability for workers’
compensation insurance reserves is $189.7 million. In establishing the workers’ compensation
insurance reserves, management uses an independent actuarial estimate of undiscounted future cash
payments that would be made to settle the claims. The determination of estimated ultimate losses by
the Company’s actuary are based on accepted actuarial methods and assumptions. The estimated
ultimate losses are primarily based upon loss development factors, and other factors such as the
nature of employees’ job responsibilities, the historical frequency and severity of workers’
compensation claims, and an estimate of future cost trends.

The principal considerations for our determination that performing procedures relating to PEO
insurance reserves — workers’ compensation insurance reserves is a critical audit matter are (i) there
was significant judgment by management in determining the workers’ compensation insurance
reserves, which in turn led to a high degree of auditor judgment, subjectivity and effort in performing
our procedures and evaluating management’s assumptions and actuarial estimates related to the loss
development factors and other factors such as the historical frequency and severity of workers’
compensation claims and an estimate of future cost trends, and (ii) the audit effort included the
involvement of professionals with specialized skill and knowledge.

Addressing the matter involved performing procedures and evaluating audit evidence in
connection with forming our overall opinion on the consolidated financial statements. These
procedures included testing the effectiveness of controls relating to the Company’s workers’
compensation insurance reserves, including controls over the development of management’s
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assumptions and actuarial estimates related to the estimated loss development factors. These
procedures also included, among others (i) the involvement of professionals with specialized skill and
knowledge to assist in developing an independent estimate of the workers’ compensation insurance
reserves and (ii) comparison of this independent estimate to management’s estimate to evaluate the
reasonableness of management’s estimate. Developing an independent estimate involved (i) testing
the completeness and accuracy of data provided by management and (ii) evaluating management’s
model, assumptions and actuarial estimates related to the loss development factors and other factors
such as the historical frequency and severity of workers’ compensation claims and an estimate of
future cost trends.

/s/ PricewaterhouseCoopers LLP

Rochester, New York
July 15, 2022

We have served as the Company’s auditor since 2013.
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PAYCHEX, INC.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
In millions, except per share amounts

Year ended May 31, 2022 2021 2020

Revenue:

Management Solutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,442.7 $3,023.4 $2,963.0
PEO and Insurance Solutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,111.3 974.1 990.6

Total service revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,554.0 3,997.5 3,953.6

Interest on funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . 57.7 59.3 86.9

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,611.7 4,056.8 4,040.5

Expenses:

Cost of service revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,356.3 1,271.2 1,280.8
Selling, general and administrative expenses . . . . . . . . . . . . . . . . . 1,415.4 1,324.9 1,299.2

Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,771.7 2,596.1 2,580.0

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,840.0 1,460.7 1,460.5

Other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15.4) (26.5) (23.4)

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,824.6 1,434.2 1,437.1

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 431.8 336.7 339.0

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 $1,098.1

Other comprehensive (loss)/income, net of tax . . . . . . . . . . . . . . . . . (185.7) (4.7) 56.4

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,207.1 $1,092.8 $1,154.5

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.86 $ 3.05 $ 3.06

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 $ 3.04

Weighted-average common shares outstanding . . . . . . . . . . . . . 360.6 359.9 358.5

Weighted-average common shares outstanding,
assuming dilution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 363.1 362.1 361.0

See Notes to Consolidated Financial Statements.
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PAYCHEX, INC.

CONSOLIDATED BALANCE SHEETS
In millions, except per share amounts

As of May 31, 2022 2021

Assets

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 370.0 $ 995.2
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50.3 51.3
Corporate investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 853.9 36.7
Interest receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.3 24.4
Accounts receivable, net of allowance for credit losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 723.8 578.3
PEO unbilled receivables, net of advance collections . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 572.1 450.9
Prepaid income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.0 33.5
Prepaid expenses and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 272.3 249.2

Current assets before funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,898.7 2,419.5

Funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,682.9 3,750.0

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,581.6 6,169.5

Long-term restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.5 37.0
Long-term corporate investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.0 7.1
Property and equipment, net of accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . 401.3 395.8
Operating lease right-of-use assets, net of accumulated amortization . . . . . . . . . . . . . . . . . . 78.7 103.0
Intangible assets, net of accumulated amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 224.6 275.8
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,831.5 1,820.7
Long-term deferred costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 433.3 384.1
Other long-term assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.7 34.2

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $9,635.2 $9,227.2

Liabilities

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 105.7 $ 89.0
Accrued corporate compensation and related items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225.4 209.7
Accrued worksite employee compensation and related items . . . . . . . . . . . . . . . . . . . . . . . . . 683.4 586.4
Short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.7 7.4
Deferred revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.4 37.9
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 388.4 336.8

Current liabilities before client fund obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,450.0 1,267.2

Client fund obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,819.2 3,671.0

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,269.2 4,938.2

Accrued income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58.1 25.8
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165.5 218.0
Long-term borrowings, net of debt issuance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 797.7 797.3
Operating lease liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74.8 92.4
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 184.7 207.5

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,550.0 6,279.2

Commitments and contingencies — Note P

Stockholders’ equity

Common stock, $0.01 par value; Authorized: 600.0 shares; Issued and outstanding:
359.9 shares as of May 31, 2022 and 359.8 shares as of May 31, 2021 . . . . . . . . . . . . . . 3.6 3.6

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,545.9 1,446.7
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,669.6 1,445.9
Accumulated other comprehensive (loss)/income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (133.9) 51.8

Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,085.2 2,948.0

Total liabilities and stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $9,635.2 $9,227.2

See Notes to Consolidated Financial Statements.
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PAYCHEX, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
In millions

Common stock
Additional

paid-in
capital

Retained
earnings

Accumulated
other

comprehensive
income/(loss) TotalShares Amount

Balance as of May 31, 2019 . . . . . . . . . . . . 359.3 $3.6 $1,206.3 $ 1,409.5 $ 0.1 $ 2,619.5

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 1,098.1 — 1,098.1
Unrealized gains on securities, net of

$22.6 million in tax expense . . . . . . . . . . . — — — — 68.9 68.9
Reclassification adjustment for realized

gains on securities, net of $2.8 million in
tax expense(1) . . . . . . . . . . . . . . . . . . . . . . — — — — (8.5) (8.5)

Dividends declared ($2.48 per share) . . . . . — — — (889.4) — (889.4)
Repurchases of common shares(2) . . . . . . . (2.0) — (3.7) (168.2) — (171.9)
Stock-based compensation . . . . . . . . . . . . . — — 47.4 — — 47.4
Foreign currency translation adjustment . . . — — — — (4.0) (4.0)
Activity related to equity-based plans . . . . . 1.5 — 39.9 (18.6) — 21.3

Balance as of May 31, 2020 . . . . . . . . . . . . 358.8 3.6 1,289.9 1,431.4 56.5 2,781.4

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 1,097.5 — 1,097.5
Unrealized losses on securities, net of

$4.8 million in tax benefit . . . . . . . . . . . . . — — — — (14.7) (14.7)
Reclassification adjustment for realized

gains on securities, net of $0.3 million in
tax expense(1) . . . . . . . . . . . . . . . . . . . . . . — — — — (0.9) (0.9)

Dividends declared ($2.52 per share) . . . . . — — — (908.7) — (908.7)
Repurchases of common shares(2) . . . . . . . (1.7) — (3.1) (152.6) — (155.7)
Stock-based compensation . . . . . . . . . . . . . — — 52.5 — — 52.5
Foreign currency translation adjustment . . . — — — — 10.9 10.9
Activity related to equity-based plans . . . . . 2.7 — 107.4 (21.7) — 85.7

Balance as of May 31, 2021 . . . . . . . . . . . . 359.8 3.6 1,446.7 1,445.9 51.8 2,948.0

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 1,392.8 — 1,392.8
Unrealized losses on securities, net of

$53.1 million in tax benefit . . . . . . . . . . . . — — — — (162.3) (162.3)
Reclassification adjustment for realized

gains on securities, net of $0.1 million in
tax expense(1) . . . . . . . . . . . . . . . . . . . . . . — — — — (0.1) (0.1)

Dividends declared ($2.77 per share) . . . . . — — — (1,000.1) — (1,000.1)
Repurchases of common shares(2) . . . . . . . (1.2) — (5.2) (140.0) — (145.2)
Stock-based compensation . . . . . . . . . . . . . — — 52.8 — — 52.8
Foreign currency translation adjustment . . . — — — — (23.3) (23.3)
Activity related to equity-based plans . . . . . 1.3 — 51.6 (29.0) — 22.6

Balance as of May 31, 2022 . . . . . . . . . . . . 359.9 $3.6 $1,545.9 $ 1,669.6 $(133.9) $ 3,085.2

(1) Reclassification adjustments out of accumulated other comprehensive income/(loss) for realized gains, net of tax, on the
sale of available-for-sale (“AFS”) securities are reflected in interest on funds held for clients and other expense, net on the
Consolidated Statements of Income and Comprehensive Income.

(2) The Company maintained a program to repurchase up to $400.0 million of its common stock through May 31, 2022, which
was repurchased before the program expired. The Company maintains a separate program to repurchase up to
$400.0 million of its common stock, with authorization expiring January 31, 2024. The purpose of these programs is to
manage common stock dilution. All shares of common stock repurchased were retired.

See Notes to Consolidated Financial Statements.

48



PAYCHEX, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
In millions

Year ended May 31, 2022 2021 2020

Operating activities

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,392.8 $ 1,097.5 $ 1,098.1
Adjustments to reconcile net income to net cash provided by operating

activities:
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191.8 192.0 209.7
Amortization of premiums and discounts on AFS securities, net . . . . . . 28.9 35.8 40.8
Amortization of deferred contract costs . . . . . . . . . . . . . . . . . . . . . . . . . . . 202.1 191.4 186.1
Stock-based compensation costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52.8 52.5 47.4
Provision for/(benefit from) deferred income taxes . . . . . . . . . . . . . . . . . . 2.3 (21.0) (4.0)
Provision for credit losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.5 8.0 7.8
Net realized gains on sales of AFS securities . . . . . . . . . . . . . . . . . . . . . . (0.2) (1.2) (11.3)

Changes in operating assets and liabilities:
Interest receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.8 1.2
Accounts receivable and PEO unbilled receivables, net . . . . . . . . . . . . . (277.0) (272.9) 55.1
Prepaid expenses and other current assets . . . . . . . . . . . . . . . . . . . . . . . (7.7) (15.8) (1.6)
Accounts payable and other current liabilities . . . . . . . . . . . . . . . . . . . . . . 151.8 169.0 (4.9)
Deferred costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (267.1) (208.0) (196.6)
Net change in other long-term assets and liabilities . . . . . . . . . . . . . . . . . 26.3 32.1 12.7
Net change in operating lease right-of-use assets and liabilities . . . . . . (3.9) (0.9) 0.4

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . 1,505.5 1,260.3 1,440.9

Investing activities

Purchases of AFS securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,807.7) (6,089.7) (25,218.1)
Proceeds from sales and maturities of AFS securities . . . . . . . . . . . . . . . . 16,554.9 5,771.9 26,132.9
Purchases of property and equipment, net of proceeds from sales . . . . . . (132.6) (114.6) (127.0)
Acquisition of businesses, net of cash acquired . . . . . . . . . . . . . . . . . . . . . . (24.9) (19.5) (6.1)
Purchases of other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10.6) (8.7) (9.8)

Net cash (used in)/provided by investing activities . . . . . . . . . . . . . . . . (1,420.9) (460.6) 771.9

Financing activities

Net change in client fund obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143.2 340.0 (453.3)
Net proceeds from short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3 2.3 5.1
Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (999.6) (908.7) (889.4)
Repurchases of common shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (145.2) (155.7) (171.9)
Contingent consideration paid for acquisitions . . . . . . . . . . . . . . . . . . . . . . . (1.6) — —
Activity related to equity-based plans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.6 85.7 21.3

Net cash used in financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . (979.3) (636.4) (1,488.2)

Net change in cash, restricted cash, and equivalents . . . . . . . . . . . . . . (894.7) 163.3 724.6

Cash, restricted cash, and equivalents, beginning of fiscal year . . . . . . . . 1,823.1 1,659.8 935.2

Cash, restricted cash, and equivalents, end of fiscal year . . . . . . . . . . $ 928.4 $ 1,823.1 $ 1,659.8

Reconciliation of cash, restricted cash, and equivalents

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 370.0 $ 995.2 $ 905.2
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75.8 88.3 71.1
Restricted cash and restricted cash equivalents included in funds

held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 482.6 739.6 683.5

Total cash, restricted cash, and equivalents . . . . . . . . . . . . . . . . . . . . . . $ 928.4 $ 1,823.1 $ 1,659.8

See Notes to Consolidated Financial Statements.

49



PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A — Description of Business, Basis of Presentation, and Significant Accounting
Policies

Description of business: Paychex, Inc. and its wholly owned subsidiaries (collectively, the
“Company” or “Paychex”) is a leading human resource (“HR”) software and services company, offering
integrated human capital management (“HCM”) solutions for HR, payroll, benefits, and insurance
services for small- to medium-sized businesses in the United States (“U.S.”). The Company also has
operations in parts of Europe and India.

Paychex, a Delaware corporation formed in 1979, reports as one segment. Substantially all of the
Company’s revenue is generated within the U.S. Approximately one percent of the Company’s total
revenue was generated within Europe for each of the fiscal years ended May 31, 2022 (“fiscal 2022”),
May 31, 2021 (“fiscal 2021”), and May 31, 2020 (“fiscal 2020”). Long-lived assets in Europe were
approximately 6% and 7% of total long-lived assets of the Company as of May 31, 2022 and 2021,
respectively. Long-lived assets in India were less than 1% of total long-lived assets of the Company as
of May 31, 2022 and 2021.

Within Paychex’s HCM solutions, Paychex offers a comprehensive portfolio of services and
products that allow its clients to meet their diverse HR and payroll needs. Clients can select services
on an á la carte basis or as part of various product bundles. Paychex’s offerings often leverage the
information gathered in its base payroll processing service, allowing the Company to provide
comprehensive outsourcing services covering the HCM spectrum.

Paychex supports its small business clients utilizing its proprietary, robust, software as a service
(“SaaS”) Paychex Flex® platform and the Company’s SurePayroll® SaaS-based products. Both
products allow users to process payroll when they want, how they want, and on any type of device
(desktop, tablet, and mobile phone). Paychex’s medium-sized clients generally have more complex
payroll and employee benefit needs and can opt for an integrated suite of HCM solutions, which allows
them to choose the services and software that will meet the needs of their businesses.

Total revenue is comprised of service revenue and interest on funds held for clients. Service
revenue is comprised primarily of the fees earned on the portfolio of HCM services, which include
payroll processing, complementary HR management and administration services, professional
employer organization (“PEO”) solutions, and insurance agency commissions. Refer to Note B of this
Item 8 for further discussion of the Company’s service revenue.

Basis of presentation: The consolidated financial statements include the accounts of Paychex,
Inc., and its wholly owned subsidiaries. All intercompany accounts and transactions have been
eliminated in consolidation. Certain disclosures are reported as zero balances due to rounding.

Reclassifications: Certain prior year amounts have been reclassified to conform to the current
period presentation. These reclassifications had no effect on reported consolidated earnings.

Cash and cash equivalents: Cash and cash equivalents consist of available cash, money
market securities, and other investments with a maturity of 90 days or less at acquisition. Cash and
cash equivalents include funds collected from the Company’s PEO clients for the payment of worksite
employee payrolls and associated payroll taxes. Funds of $89.7 million and $150.5 million collected
from PEO clients are included in cash and cash equivalents on the Company’s Consolidated Balance
Sheets as of May 31, 2022 and 2021, respectively.

Restricted cash and restricted cash equivalents: Restricted cash and restricted cash
equivalents are recorded at fair value, and consist of cash and cash equivalents, primarily money
market securities, included in funds held for clients and cash that is restricted in use for payment of
workers’ compensation claims.
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PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Accounts receivable, net of allowance for credit losses: Accounts receivable balances are
shown on the Consolidated Balance Sheets net of the allowance for credit losses of $18.2 million and
$16.0 million as of May 31, 2022 and 2021, respectively. These balances include trade receivables for
services provided to clients and purchased receivables related to payroll funding arrangements with
clients in the temporary staffing industry. Trade receivables were $123.2 million and $98.4 million as of
May 31, 2022 and 2021, respectively. Purchased receivables were $618.8 million and $495.9 million
as of May 31, 2022 and 2021, respectively.

The Company is exposed to credit losses through the sale of services, payment of client
obligations, and collection of purchased receivables. To mitigate this credit risk, the Company has
multiple programs in place to assess and continuously monitor each client’s ability to pay for these
products and services. Credit monitoring programs include, but are not limited to, new client credit
reviews, establishing appropriate credit limits, monitoring of credit distressed clients, and early
electronic wire and collection procedures. The Company also considers contract terms and conditions,
client business type or strategy and may require collateralized asset support or prepayment to mitigate
credit risk.

Accounts receivable are written off and charged against the allowance for credit losses when the
Company has exhausted all collection efforts without success. The Company estimates its allowance
for credit losses based on historical loss activity adjusted for current economic conditions and
reasonable and supportable forecast factors, when applicable. The provision for the allowance for
credit losses and accounts written off were not material for the fiscal years ended May 31, 2022, 2021
and 2020, respectively. No single client had a material impact on total accounts receivable as of
May 31, 2022 or 2021. No single client had a material impact on service revenue or results of
operations for the fiscal years ended May 31, 2022, 2021 and 2020.

PEO unbilled receivables, net of advance collections: The Company recognizes a liability for
worksite employee gross wages and related payroll tax liabilities at the end of the period in which the
worksite employee performs work, and where it assumes, under applicable state regulations, the
obligation for the payment of payroll and payroll tax liabilities. The estimated payroll and payroll tax
liabilities are recorded in accrued worksite employee compensation and related items on the
Company’s Consolidated Balance Sheets. The associated unbilled receivables, including estimated
revenues, offset by advance collections from clients, are recorded as PEO unbilled receivables, net of
advance collections on the Company’s Consolidated Balance Sheets. As of May 31, 2022 and 2021,
advance collections included in PEO unbilled receivables, net of advance collections were $2.6 million
and $2.5 million, respectively.

Funds held for clients and corporate investments: Marketable securities included in funds
held for clients and corporate investments consist primarily of securities classified as AFS and are
recorded at fair value obtained from an independent pricing service. The funds held for clients portfolio
also includes cash and cash equivalents such as money market securities. Unrealized gains and
losses, net of applicable income taxes, are reported as other comprehensive income in the
Consolidated Statements of Income and Comprehensive Income. Realized gains and losses on the
sale of AFS securities are determined by specific identification of the cost basis of each security. On
the Consolidated Statements of Income and Comprehensive Income, realized gains and losses from
the funds held for clients portfolio and corporate investments portfolio are included in interest on funds
held for clients and other expense, net, respectively.

Concentrations: Substantially all the Company’s deposited cash is maintained at large well-
capitalized (as defined by their regulators) financial institutions. These deposits may exceed the
amount of any insurance provided. All the Company’s deliverable securities, primarily municipal bond
securities, are held in custody with certain of the aforementioned financial institutions, for which that
institution bears the risk of custodial loss. Non-deliverable securities are primarily time deposits and
money market funds.
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PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Property and equipment, net of accumulated depreciation: Property and equipment is stated
at cost, less accumulated depreciation. Depreciation is based on the estimated useful lives of property
and equipment using the straight-line method. The estimated useful lives of depreciable assets are
generally as follows:

Category Depreciable life

Buildings and improvements 10 to 35 years or the remaining life, whichever is shorter
Data processing equipment 3 to 4 years
Furniture, fixtures, and equipment 2 to 7 years
Leasehold improvements 10 years or the life of the lease, whichever is shorter
Software 3 to 12 years

Normal and recurring repairs and maintenance costs are charged to expense as incurred. The
Company reviews the carrying value of property and equipment for impairment when events or
changes in circumstances indicate that the carrying value of such assets may not be recoverable.

Software development and enhancements: Expenditures for software purchases and software
developed for internal use are capitalized and depreciated on a straight-line basis over the estimated
useful lives, which are generally 3 to 5 years. Software developed as part of the Company’s main
processing platform is depreciated over 12 years. For software developed for internal use, certain
costs are capitalized, including external direct costs of materials and services associated with
developing or obtaining the software, and payroll and payroll-related costs for employees who are
directly associated with internal-use software projects. Capitalization of these costs ceases no later
than the point at which the project is substantially complete and ready for its intended use. Costs
associated with preliminary project stage activities, training, maintenance, and other post-
implementation stage activities are expensed as incurred. The carrying value of software and
development costs is reviewed for impairment when events or changes in circumstances indicate that
the carrying value of such assets may not be recoverable.

Goodwill and other intangible assets, net of accumulated amortization: Goodwill is not
amortized, but instead is tested for impairment on an annual basis and between annual tests if an
event occurs or circumstances change in a way to indicate that there has been a potential decline in
the fair value of a reporting unit. The Company performs its annual impairment testing in its fiscal fourth
quarter. During fiscal 2022, a qualitative assessment was performed for our Paychex, Inc., excluding
Purchased Receivables, reporting unit, and a quantitative assessment was performed on the
Purchased Receivable reporting unit to determine if it is more-likely-than-not that the fair value of the
reporting units had declined below their carrying value. A qualitative analysis was performed for all
reporting units in fiscal 2021 and 2020. The qualitative assessment considered various financial,
macroeconomic, industry, and reporting unit specific qualitative factors. Based on the results of the
Company’s testing, no impairment loss was recognized in the results of operations for fiscal 2022,
2021, or 2020. Subsequent to the latest review, there have been no events or circumstances that
indicate any potential impairment of the Company’s goodwill balance.

Intangible assets are comprised primarily of client list acquisitions and are reported net of
accumulated amortization on the Consolidated Balance Sheets. Intangible assets are amortized over
periods generally ranging from 3 to 12 years. Certain client lists use an accelerated method, while
other intangible assets use the straight-line method of amortization. In addition, the Company has
intangible assets with indefinite useful lives, which are tested for impairment on an annual basis and
between annual tests if an event occurs or circumstances change in a way to indicate that the carrying
value may not be recoverable. The Company has determined, using qualitative assessments, there is
no impairment of intangible assets with indefinite useful lives for fiscal 2022, 2021, or 2020.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Impairment of Long-Lived Assets: Long-lived assets, including intangible assets with finite
lives and operating lease right-of-use (“ROU”) assets, are reviewed for impairment when events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of
an asset to estimated undiscounted future cash flows expected to be generated by the asset. If the
carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is
recognized for the amount by which the carrying amount of the asset exceeds the estimated fair value
of the asset. The Company has determined that there was no impairment of long-lived assets for fiscal
2022, 2021, or 2020.

Foreign Currency: The financial statements of the Company’s foreign subsidiaries have been
translated into U.S. dollars. Assets and liabilities are translated into U.S. dollars at period-end
exchange rates. Income and expenses are translated at the average exchange rate for the reporting
period. The resulting non-cash foreign currency translation adjustments, representing unrealized gains
or losses, are included in Consolidated Statements of Stockholders’ Equity as a component of
accumulated other comprehensive (loss)/income, net of tax. The Company did not have any material
realized gains or losses resulting from foreign exchange transactions during fiscal 2022, 2021, or 2020.

Revenue recognition: Revenues are primarily attributable to fees for providing services as well
as investment income earned on funds held for clients. Fees associated with services are recognized
in the period services are rendered and earned under service arrangements with clients where service
fees are fixed or determinable and collectability is reasonably assured. The Company’s service
revenue is largely attributable to processing services where the fee is based on a fixed amount per
processing period or a fixed amount per processing period plus a fee per employee or transaction
processed. Insurance Solutions revenues are recognized when commissions are earned on premiums
billed and collected. Fees earned for funding payrolls of our clients in the temporary staffing agency via
the purchase of accounts receivable are based on a percentage of funding amounts as specified in the
client contract. These fees are then recognized over the average collection period of 46 to 48 days.
The revenue earned from delivery service for the distribution of certain client payroll checks and
reports is included in service revenue, and the costs for the delivery are included in cost of service
revenue on the Consolidated Statements of Income and Comprehensive Income.

The Company receives advance payments for set-up fees from its clients. Advance payments
received for certain of the Company’s service offerings for set-up fees are considered a material right.
Therefore, the Company defers the revenue associated with these advance payments, recognizing the
revenue and related expenses over the expected period to which the material right exists.

PEO Solutions revenue is included in service revenue and is reported net of certain pass-through
costs billed and incurred, which include payroll wages, payroll taxes, including federal and state
unemployment insurance, and certain health insurance benefit premiums, primarily costs related to the
Company’s guaranteed cost benefit plans. Direct costs related to workers’ compensation and certain
benefit plans where the Company retains risk are recognized as cost of service revenue rather than as
a reduction in service revenue. Refer to Note B of this Item 8 for further discussion of the PEO pass-
through costs.

Interest on funds held for clients is earned primarily on funds that are collected from clients before
due dates for payroll tax administration services and for employee payment services and invested until
remittance to the applicable tax or regulatory agencies or client employees. The interest earned on
these funds is included in total revenue on the Consolidated Statements of Income and
Comprehensive Income because the collecting, holding, and remitting of these funds are components
of providing these services.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Assets Recognized from the Costs to Obtain and Fulfill Contracts: The Company
recognizes an asset for the incremental costs of obtaining a contract with a client if it is expected that
the economic benefit and amortization period will be longer than one year. Incremental costs of
obtaining a contract include only those costs that are directly related to the acquisition of new contracts
and that would not have been incurred if the contract had not been obtained. The Company does not
incur incremental costs to obtain a contract renewal. The Company determined that certain sales
commissions and bonuses, including related fringe benefits, meet the capitalization criteria under
Accounting Standards Codification (“ASC”) Subtopic 340-40, “Other Assets and Deferred Costs:
Contracts with Customers” (“ASC 340-40”). The Company also recognizes an asset for the costs to
fulfill a contract with a client if the costs are specifically identifiable, generate or enhance resources
used to satisfy future performance obligations, and are expected to be recovered. The Company
determined that substantially all costs related to implementation activities are administrative in nature
and meet the capitalization criteria under ASC 340-40. These capitalized costs to fulfill a contract
principally relate to upfront direct costs that are expected to be recovered and enhance the Company’s
ability to satisfy future performance obligations.

The assets related to both costs to obtain and costs to fulfill contracts with clients are capitalized
and amortized using an accelerated method over an eight-year life to closely align with the pattern of
client attrition over the estimated life of the client relationship. The Company regularly reviews its
deferred costs for potential impairment and did not recognize an impairment loss during fiscal 2022,
2021, or 2020.

Cost of service revenue: The Company’s costs and expenses applicable to total service
revenue represent direct costs associated with providing HR, payroll, benefits, and insurance services.
This includes labor-related costs, direct costs related to certain PEO offerings, postage and delivery
costs, facility costs, professional services, and depreciation and amortization of property and
equipment, including internally developed software.

Selling, general and administrative expenses: The Company’s selling, general and
administrative expenses represent labor-related costs, including amortization of deferred sales
commissions and bonuses, corporate asset depreciation and amortization, marketing, and other
general and administrative expenses incurred by the Company.

PEO insurance reserves: As part of the PEO solution, the Company offers workers’
compensation insurance and health insurance to clients for the benefit of client employees. Workers’
compensation insurance is primarily provided under fully insured high deductible workers’
compensation insurance policies. Workers’ compensation insurance reserves are established to
provide for the estimated costs of paying claims up to per occurrence liability limits. These reserves
include estimates of certain expenses associated with processing and settling these claims. In
establishing the PEO workers’ compensation insurance reserves, the Company uses an independent
actuarial estimate of undiscounted future cash payments that would be made to settle claims. The
determination of estimated ultimate losses by the Company’s independent actuary are based on
accepted actuarial methods and assumptions. The estimated ultimate losses are primarily based upon
loss development factors, and other factors such as the nature of employees’ job responsibilities, the
historical frequency and severity of workers’ compensation claims, and an estimate of future cost
trends. Each reporting period, changes in actuarial assumptions resulting from changes in actual
claims experience and other trends are incorporated into our workers’ compensation claims cost
estimates. For fiscal 2022, the Company has an aggregate maximum liability of $2.0 million for claims
exceeding $1.0 million, and once met, the maximum individual claims liability is $1.0 million. The
Company’s maximum individual claims liability under its PEO workers’ compensation insurance
policies was $1.0 million for fiscal 2021.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

As of May 31, 2022 and 2021, the Company had recorded current liabilities of $64.1 million and
$65.3 million, respectively, and long-term liabilities of $125.6 million and $117.8 million, respectively,
on its Consolidated Balance Sheets for workers’ compensation insurance reserves. The amounts were
recorded in the other current liabilities and other long-term liabilities sections, respectively, of the
Consolidated Balance Sheets.

With respect to the PEO health insurance, the Company offers various health insurance plans that
take the form of either fully insured guaranteed cost plans or fully insured insurance arrangements
where the Company retains risk. A reserve for insurance arrangements where the Company retains
risk is established to provide for the payment of claims in accordance with the Company’s service
contract with the carrier. The claims liability includes estimates for reported losses, plus amounts for
those claims incurred but not reported, and estimates of certain expenses associated with processing
and settling the claims. The Company’s maximum individual claims liability was $0.5 million and
$0.3 million under its policies during both fiscal 2022 and fiscal 2021, respectively. Amounts accrued
related to the health insurance and dental and vision plan reserves were $46.2 million and
$43.9 million as of May 31, 2022 and 2021, respectively. These amounts are included in current
liabilities on the Consolidated Balance Sheets.

Estimating the ultimate cost of future claims is an uncertain and complex process based upon
historical loss experience and independent actuarial loss projections, and is subject to change due to
multiple factors, including economic trends, changes in legal liability law, and damage awards, all of
which could materially impact the reserves as reported in the consolidated financial statements.
Accordingly, final claim settlements may vary from the present estimates, particularly with workers’
compensation insurance where those payments may not occur until well into the future. The Company
regularly reviews the adequacy of its estimated insurance reserves. Adjustments to previously
established reserves are reflected in the results of operations for the period in which the adjustment is
identified. Such adjustments could be significant, reflecting any combination of new and adverse or
favorable trends. Adjustments to previously established reserves were not material for fiscal 2022,
2021, or 2020.

Leases: The Company adopted the requirements of Accounting Standards Updates (“ASUs”)
No. 2016-02 on June 1, 2019. At contract inception, the Company determines if the new contractual
arrangement is a lease or contains a leasing arrangement. If a contract contains a lease whose term is
greater than one year, the Company evaluates whether it should be classified as an operating or a
finance lease. Currently, all the Company’s leases have been classified as operating leases. Upon
modification of a contract, the Company will reassess to determine if a contract is or contains a leasing
arrangement.

The Company records lease liabilities based on the future estimated cash payments discounted
over the lease term, defined as the non-cancellable time period of the lease, together with all the
following:

• periods covered by an option to extend the lease if the Company is reasonably certain to
exercise the extension option; and

• periods covered by an option to terminate the lease if the Company is reasonably certain not to
exercise the termination option.

Leases may also include options to terminate the arrangement or options to purchase the
underlying lease property. The Company does not separate lease and non-lease components of
contracts. Lease components provide the Company with the right to use an identified asset, which
consist of the Company’s real estate properties and office equipment. Non-lease components consist
primarily of maintenance services.
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As an implicit discount rate is typically not readily determinable in the Company’s lease
agreements, the Company uses its estimated secured incremental borrowing rate based on the
information available at the lease commencement date in determining the present value of future lease
payments. The incremental borrowing rate is determined using a portfolio approach utilizing publicly
available information related to our unsecured borrowing rates. For certain leases with original terms of
12 months or less, the Company recognizes lease expense as incurred and does not recognize any
lease liabilities. Short-term and long-term portions of operating lease liabilities are classified as other
current liabilities and operating lease liabilities, respectively, in the Company’s Consolidated Balance
Sheets.

An ROU asset is measured as the amount of the lease liability with adjustments, if applicable, for
lease incentives, initial direct costs incurred by the Company, and lease prepayments made prior to or
at lease commencement. ROU assets are classified as operating lease ROU assets, net of
accumulated amortization, on the Company’s Consolidated Balance Sheets. The Company evaluates
the carrying value of ROU assets if there are indicators of potential impairment and performs the
analysis concurrent with the review of the recoverability of the related asset group. If the carrying value
of the asset group is determined to not be fully recoverable and is in excess of its estimated fair value,
the Company will record an impairment loss in its Consolidated Statements of Income and
Comprehensive Income. The Company did not recognize an impairment loss during fiscal 2022, fiscal
2021 or fiscal 2020.

Fixed lease expense payments are recognized on a straight-line basis over the lease term.
Variable lease payments vary because of changes in facts or circumstances occurring after the
commencement date, other than the passage of time, and are often due to changes in an external
market rate or the value of an index (e.g. Consumer Price Index). Variable lease payments are
expensed as incurred in the Company’s Consolidated Statements of Income and Comprehensive
Income.

Stock-based compensation costs: All stock-based awards to employees are recognized as
compensation costs in the consolidated financial statements based on their fair values measured as of
the date of grant. The Company estimates the fair value of stock option grants using a Black-Scholes
option pricing model. This model requires various assumptions as inputs including expected volatility of
the Paychex stock price and expected option life. Volatility is estimated based on a combination of
historical volatility, using stock prices over a period equal to the expected option life, and implied
market volatility. Expected option life is estimated based on historical exercise behavior. The Company
periodically reassesses its assumptions as well as its choice of valuation model. The Company will
reconsider use of this model if additional information becomes available in the future indicating that
another model would provide a more accurate estimate of fair value or if characteristics of future grants
would warrant such a change.

The fair value of stock awards is determined based on the stock price at the date of grant. For
grants that do not accrue dividends or dividend equivalents, the fair value is the stock price reduced by
the present value of estimated dividends over the vesting period or performance period.

The Company’s policy is to estimate forfeitures and only record compensation costs for those
awards that are expected to vest. The assumptions for forfeitures are determined based on type of
award and historical experience. Forfeiture assumptions are adjusted at the point in time a significant
change is identified, with any adjustment recorded in the period of change, and the final adjustment at
the end of the requisite service period to equal actual forfeitures.
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The assumptions of volatility, expected option life, and forfeitures all require significant judgment
and are subject to change in the future due to factors such as employee exercise behavior, stock price
trends, and changes to type or provisions of stock-based awards. Any material change in one or more
of these assumptions could have an impact on the estimated fair value of a future award.

Refer to Note E of this Item 8 for further discussion of the Company’s stock-based compensation
plans.

Income taxes: The Company accounts for deferred taxes by recognizing deferred tax assets
and liabilities for the expected future tax consequences of events that have been included in the
consolidated financial statements or tax returns. Under this method, deferred tax assets and liabilities
are determined based on the difference between the financial statement and tax basis of assets and
liabilities, using enacted tax rates in effect for the fiscal year in which the differences are expected to
reverse.

The Company also maintains a reserve for uncertain tax positions. The Company evaluates tax
positions taken or expected to be taken in a tax return for recognition in its consolidated financial
statements. Prior to recording the related tax benefit in the consolidated financial statements, the
Company must conclude that tax positions will be more-likely-than-not to be sustained, assuming those
positions will be examined by taxing authorities with full knowledge of all relevant information. The
benefit recognized in the consolidated financial statements is the amount the Company expects to
realize after examination by taxing authorities. If a tax position drops below the more-likely-than-not
standard, the benefit can no longer be recognized. Assumptions, judgment, and the use of estimates
are required in determining if the more-likely-than-not standard has been met when developing the
provision for income taxes and in determining the expected benefit. A change in the assessment of the
more-likely-than-not standard could materially impact the Company’s results of operations or financial
position. Refer to Note K of this Item 8 for further discussion of the Company’s reserve for uncertain
tax positions.

Use of estimates: The preparation of financial statements in conformity with U.S. generally
accepted accounting principles requires management to make estimates, judgments, and assumptions
that affect reported amounts of assets, liabilities, revenue, and expenses during the reporting period.
Actual amounts and results could differ from these estimates.

Recently adopted accounting pronouncements: In June 2021, the Company adopted the
following ASUs, none of which had a material impact on its consolidated financial statements:

• ASU No. 2020-08, “Codification Improvements to Subtopic 310-20, Receivables —
Nonrefundable Fees and Other Costs;” and

• ASU No. 2019-12, “Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes.”

Recently issued accounting pronouncements: In November 2021, the Financial Accounting
Standards Board (“FASB”) issued ASU No. 2021-10 “Government Assistance (Topic 832): Disclosures
by Business Entities about Government Assistance.” This ASU will improve the transparency of
government assistance received by most business entities by requiring the disclosure of: (1) the types
of government assistance received; (2) the accounting for such assistance; and (3) the effect of the
assistance on a business entity’s financial statements. ASU No. 2021-10 is effective for financial
statements issued for annual periods beginning after December 15, 2021, with early application
permitted. This ASU is applicable to the Company’s fiscal year beginning June 1, 2022. The adoption
of this guidance will not have a material impact on the Company’s consolidated financial statements.
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In October 2021, the FASB issued ASU No. 2021-08 “Business Combinations (Topic 805):
Accounting for Contract Assets and Contract Liabilities from Contracts with Customers.” This ASU
clarifies that an acquirer of a business should recognize and measure contract assets and contract
liabilities in a business combination in accordance with Accounting Standards Codification Topic 606,
Revenue from Contracts with Customers. ASU No. 2021-08 is effective for public business entities for
fiscal years, including interim periods within those fiscal years, beginning after December 15, 2022,
with early application permitted. This ASU is applicable to the Company’s fiscal year beginning June 1,
2023, and the impact of its adoption on the Company’s consolidated financial statements will depend
on the contract assets and liabilities acquired in business combinations after that date.

Other recent authoritative guidance issued by the FASB (including technical corrections to the
FASB ASC), the American Institute of Certified Public Accountants, and the Securities and Exchange
Commission (“SEC”) did not or is not expected to have a material impact on the Company’s
consolidated financial statements.

Note B — Service Revenue

Service revenue is primarily attributable to fees for providing services to the Company’s clients
and is recognized when control of the contracted services is transferred to its clients, in an amount that
reflects the consideration it expects to receive in exchange for such services. Insurance Solutions
revenue is commissions earned on premiums collected and remitted to insurance carriers. The
Company’s contracts generally do not contain specified contract periods and may be terminated by
either party with 30-days notice of termination. Sales and other applicable non-payroll related taxes are
excluded from service revenue.

Based upon similar operational and economic characteristics, the Company’s service revenue is
disaggregated by Management Solutions and PEO and Insurance Solutions as reported in the
Company’s Consolidated Statements of Income and Comprehensive Income. The Company believes
these revenue categories depict how the nature, amount, timing, and uncertainty of its revenue and
cash flows are affected by economic factors.

Management Solutions Revenue

Management Solutions revenue is primarily derived from the Company’s integrated HCM and HR
outsourcing solutions. Clients can select services on an á la carte basis or as part of various product
bundles. The Company’s offerings often leverage the information gathered in its base payroll
processing service, allowing it to provide comprehensive outsourcing services covering the HCM
spectrum. Management Solutions revenue is generally recognized over time as services are performed
and the customer simultaneously receives and controls the benefits from these services.

Revenue earned from delivery service for the distribution of certain client payroll checks and
reports is also included in Management Solutions revenue in the Company’s Consolidated Statements
of Income and Comprehensive Income. Delivery service revenue is recognized at a point in time
following the delivery of payroll checks, reports, quarter-end packages, and tax returns to the
Company’s clients.

PEO and Insurance Solutions Revenue

PEO solutions are sold through the Company’s registered and licensed subsidiaries and offer
businesses HCM and HR outsourcing solutions. The Company serves as a co-employer of its clients’
employees, offers health insurance coverage to client employees, and assumes the risks and rewards
of workers’ compensation insurance and certain health insurance offerings. PEO Solutions revenue is
recognized over time as the services are performed and the customer simultaneously receives and
controls the benefits from these services. PEO Solutions revenue is reported net of certain pass-
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through costs billed and incurred, which include payroll wages, payroll taxes, including federal and
state unemployment insurance, and health insurance premiums on guaranteed cost benefit plans. For
workers’ compensation and health insurance plans where the Company retains risk, revenues and
costs are recorded on a gross basis.

PEO pass-through costs netted within the PEO and Insurance Solutions revenue are as follows:
Year ended May 31,

In millions 2022 2021 2020

Payroll wages and payroll taxes . . . . . . . . . . . . . . . . . . . $24,070.2 $20,587.1 $20,463.8
State unemployment insurance (included in

payroll wages and payroll taxes) . . . . . . . . . . . . . . . . $ 139.1 $ 119.0 $ 85.7
Guaranteed cost benefit plans . . . . . . . . . . . . . . . . . . . . $ 641.4 $ 586.4 $ 647.0

Insurance solutions are sold through the Company’s licensed insurance agency, Paychex
Insurance Agency, Inc., which provides insurance through a variety of carriers, allowing companies to
expand their employee benefit offerings at an affordable cost. Insurance offerings include property and
casualty coverage such as workers’ compensation, business-owner policies, commercial auto, cyber
security, and health and benefits coverage, including health, dental, vision, and life. Insurance
Solutions revenue reflects commissions earned on remitted insurance services premiums billed and is
recognized over time as services are performed and the customer simultaneously receives and
controls the benefits from these services.

Contract Balances

The timing of revenue recognition for Management Solutions and PEO and Insurance Solutions is
consistent with the invoicing of clients as they both occur during the respective client payroll period for
which the services are provided. Therefore, the Company does not recognize a contract asset or
liability resulting from the timing of revenue recognition and invoicing.

Payments received for certain of the Company’s service offerings for set-up fees are considered a
material right. Therefore, the Company defers revenue associated with these performance obligations,
which exceed one year, and subsequently recognizes them as future services are provided, over
approximately three years to four years.

Changes in deferred revenue related to material rights that exceed one year were as follows:
Year ended May 31,

In millions 2022 2021

Balance, beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 40.2 $ 42.6

Deferral of revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0 23.5
Recognition of unearned revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26.3) (25.9)

Balance, end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 48.9 $ 40.2

Deferred revenue related to material rights is reported in the deferred revenue and other long-term
liabilities line items on the Company’s Consolidated Balance Sheets. As of May 31, 2022, the
Company expects to recognize $22.1 million of deferred revenue related to material rights during its
fiscal year ending May 31, 2023 and $26.8 million of deferred revenue thereafter.

Assets Recognized from the Costs to Obtain and Fulfill Contracts

The Company recognizes an asset for the incremental costs of obtaining a contract with a client if
it is expected that the economic benefit and amortization period will be longer than one year. The
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Company also recognizes an asset for the costs to fulfill a contract with a client if the costs are
specifically identifiable, generate or enhance resources used to satisfy future performance obligations,
and are expected to be recovered.

Deferred costs to obtain and fulfill contracts are reported in the prepaid expenses and other
current assets and long-term deferred costs line items on the Company’s Consolidated Balance
Sheets. Amortization expense related to costs to obtain and fulfill a contract are included in cost of
service revenue and selling, general and administrative expenses in the Company’s Consolidated
Statements of Income and Comprehensive Income. Refer to Note A of this Item 8 for additional
disclosures on our policies for assets recognized from the costs to obtain and fulfill contracts.

The Company regularly reviews its deferred costs for potential impairment and did not recognize
an impairment loss during fiscal 2022, 2021, or 2020.

Changes in deferred costs to obtain and fulfill contracts were as follows:

Costs to fulfill contracts:
Year ended May 31,

In millions 2022 2021

Balance, beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 69.3 $ 67.3

Capitalization of costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.0 26.2
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25.0) (24.2)

Balance, end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 72.3 $ 69.3

Costs to obtain contracts:
Year ended May 31,

In millions 2022 2021

Balance, beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 488.2 $ 473.6

Capitalization of costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 239.1 181.8
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (177.1) (167.2)

Balance, end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 550.2 $ 488.2
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Note C — Basic and Diluted Earnings Per Share

Basic and diluted earnings per share were calculated as follows:

Year ended May 31,

In millions, except per share amounts 2022 2021 2020

Basic earnings per share:

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 $1,098.1
Weighted-average common shares outstanding . . . . . . . . . . . . . . . . . . . 360.6 359.9 358.5

Basic earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.86 $ 3.05 $ 3.06

Diluted earnings per share:

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,392.8 $1,097.5 $1,098.1
Weighted-average common shares outstanding . . . . . . . . . . . . . . . . . . . 360.6 359.9 358.5
Dilutive effect of common share equivalents . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.2 2.5

Weighted-average common shares outstanding, assuming dilution . . . . 363.1 362.1 361.0

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 $ 3.04

Weighted-average anti-dilutive common share equivalents . . . . . . . . . 0.2 0.6 0.7

Weighted-average common share equivalents that had an anti-dilutive impact are excluded from
the computation of diluted earnings per share.

Note D — Other Expense, Net

Other expense, net, consisted of the following items:

Year ended May 31,

In millions 2022 2021 2020

Interest income on corporate investments . . . . . . . . . . . . . . . . . . . . $ 2.9 $ 2.3 $ 12.3
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36.6) (35.8) (38.8)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.3 7.0 3.1

Other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(15.4) $(26.5) $(23.4)

Note E — Stock-Based Compensation Plans

The Paychex, Inc. 2002 Stock Incentive Plan, as last amended and restated effective October 15,
2020 (the “2002 Plan”), authorizes grants of up to 44.1 million shares of the Company’s common stock.
As of May 31, 2022, there were 15.6 million shares available for future grants under the 2002 Plan.

All stock-based awards to employees are recognized as compensation costs in the consolidated
financial statements based on their fair values measured as of the date of grant. These costs are
recognized as an expense in the Consolidated Statements of Income and Comprehensive Income on a
straight-line basis over the requisite service period and an increase in additional paid-in capital.

Stock-based compensation expense was $52.8 million, $52.5 million, and $47.4 million for fiscal
years 2022, 2021, and 2020, respectively. Related income tax benefits recognized were $9.8 million,
$8.6 million, and $9.0 million for the respective fiscal years.

As of May 31, 2022, the total unrecognized compensation cost related to all unvested stock-based
awards was $80.5 million and is expected to be recognized over a weighted-average period of
2.8 years.
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Black-Scholes fair value assumptions: The fair value of stock option grants was estimated at
the date of grant using a Black-Scholes option pricing model. The weighted-average assumptions used
for valuation under the Black-Scholes option pricing model are as follows:

Year ended May 31,

2022 2021 2020

Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2% 0.5% 2.0%
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9% 3.2% 3.3%
Volatility factor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.23 0.29 0.18
Expected option life in years . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.6 6.1 6.2
Weighted-average grant-date fair value of stock options

granted (per share) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $17.47 $13.52 $9.86

Risk-free interest rates are yields for zero coupon U.S. Treasury notes maturing approximately at
the end of the expected option life. The estimated volatility factor is based on a combination of
historical volatility, using stock prices over a period equal to the expected option life, and implied
market volatility. The expected option life is based on historical exercise behavior.

Stock options: Stock options entitle the holder to purchase, at the end of the vesting term, a
specified number of shares of Paychex common stock at an exercise price per share equal to the
closing market price of the common stock on the date of grant. All stock options have a contractual life
of ten years from the date of the grant and a vesting schedule as established by the Board of Directors
(the “Board”). The Company issues new shares of common stock to satisfy stock option exercises.
Stock option grants to executives and outside directors are typically approved by the Board in July.
Grants of stock options to executives vest one-third per annum. Grants to members of the Board vest
after one year. Vesting is generally achieved on these dates with active employment or participation as
a member of the Board on the date of vesting.

The following table summarizes stock option activity for fiscal 2022:

In millions, except per share amounts

Shares
subject

to options

Weighted-
average

exercise price
per share

Weighted-
average

remaining
contractual term

(years)

Aggregate
intrinsic
value(1)

Outstanding as of May 31, 2021 . . . 3.6 $ 62.89

Granted . . . . . . . . . . . . . . . . . . . . . . 0.4 $109.71
Exercised . . . . . . . . . . . . . . . . . . . . . (0.7) $ 52.50
Forfeited . . . . . . . . . . . . . . . . . . . . . . — $ 88.13
Expired . . . . . . . . . . . . . . . . . . . . . . . — $ 35.37

Outstanding as of May 31, 2022 . . . 3.3 $ 70.68 6.0 $174.9

Exercisable as of May 31, 2022 . . . . 2.3 $ 62.11 5.0 $144.0

(1) Total shares valued at the market price of the underlying stock as of May 31, 2022 less the exercise price.

Other information pertaining to stock option grants is as follows:
Year ended May 31,

In millions 2022 2021 2020

Total intrinsic value of stock options exercised . . . . . . . . . . . . . . . . . . $44.3 $58.5 $22.0
Total grant-date fair value of stock options vested . . . . . . . . . . . . . . . $ 6.4 $ 6.0 $ 5.0
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Restricted Stock Units (“RSUs”): The Board grants RSUs to certain executive and
non-executive employees. An RSU is an agreement to issue shares at the time of vesting with no
associated exercise cost for the employee. For each unit granted, the holder will receive one share of
Paychex common stock at the time of vesting. If the recipient does not vest in the shares due to
leaving Paychex, all shares or units of RSUs, and any dividends accrued thereon, when applicable, will
be forfeited and returned to the Company.

Time-based RSUs: Time-based RSUs granted to non-executives vest one-fifth per annum over
five years, while those granted to executives vest one-third per annum over three years. Vesting is
generally achieved on these dates with active employment. The fair value of time-based RSUs is equal
to the closing market price of the underlying common stock as of the date of grant, adjusted for the
present value of expected dividends over the vesting period. Time-based RSUs may, or may not, earn
dividend equivalents depending on the terms of the specific grant.

Performance-based RSUs: Performance-based RSUs primarily have a two year performance
period, after which the number of underlying RSUs earned will be determined based on achievement
against pre-established performance targets. The RSUs earned are then subject to a one year service
period. Performance-based RSUs do not earn dividend equivalents during the performance period.
The fair value of the RSUs is equal to the closing market price of the underlying common stock as of
the date of grant, adjusted for the present value of expected dividends over the performance period.

The following table summarizes RSU activity for fiscal 2022:

In millions, except per share amounts
Time-Based

RSUs

Weighted-average
grant-date

fair value per
share

Performance-
based RSUs

Weighted-average
grant-date

fair value per
share

Nonvested as of May 31, 2021 . . . 1.5 $ 65.64 0.1 $ 80.59

Granted(1) . . . . . . . . . . . . . . . . . . . . 0.5 $109.81 — $103.59
Vested . . . . . . . . . . . . . . . . . . . . . . (0.5) $ 63.08 — $ —
Forfeited . . . . . . . . . . . . . . . . . . . . . (0.2) $ 77.90 — $ 80.59

Nonvested as of May 31, 2022 . . . 1.3 $ 80.60 0.1 $ 92.33

(1) For performance-based RSUs, granted number assumes achievement of performance goals at target. Actual number of
shares to be earned may differ from this amount.

63



PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Other information pertaining to RSUs is as follows:
Year ended May 31,

In millions, except per share amounts 2022 2021 2020

Time-based RSUs:
Weighted-average grant-date fair value per share of RSUs

granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $109.81 $67.92 $73.28
Weighted-average remaining vesting period (years) . . . . . . . 2.8 3.0 2.9
Total intrinsic value of RSUs vested . . . . . . . . . . . . . . . . . . . . $ 54.7 $ 32.6 $ 40.0
Aggregate intrinsic value of nonvested RSUs(1) . . . . . . . . . . . $ 165.2 $152.7 $ 99.9
Total grant-date fair value of RSUs vested . . . . . . . . . . . . . . . $ 30.0 $ 25.6 $ 23.6

Performance-based RSUs(2):
Weighted-average grant-date fair value per share of RSUs

granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $103.59 $ — $80.59
Weighted-average remaining vesting period (years) . . . . . . . 1.0 1.1 2.1
Total intrinsic value of RSUs vested . . . . . . . . . . . . . . . . . . . . $ — $ — $ —
Aggregate intrinsic value of nonvested RSUs(1) . . . . . . . . . . . $ 14.7 $ 6.2 $ 4.4
Total grant-date fair value of RSUs vested . . . . . . . . . . . . . . . $ — $ — $ —

(1) Based on the market price of the underlying common stock as of May 31, 2022, 2021 and 2020.

(2) No performance-based RSUs were granted during fiscal 2021.

Restricted stock awards: The Board approves grants of restricted stock awards to the
Company’s executives and outside directors. All shares underlying awards of restricted stock are
restricted in that they are not transferable until they vest. Recipients of the restricted stock earn
dividends, which are paid to the recipient at the time the awards vest. If the recipient does not vest in
the shares due to leaving Paychex, all shares of restricted stock, and the dividends accrued thereon,
when applicable, will be forfeited and returned to the Company.

Time-based restricted stock awards: Time-based restricted stock awards granted to executives
vest one-third per annum. Time-based restricted stock awards granted to outside directors vest on the
one year anniversary of the grant date. Vesting is generally achieved on these dates with active
employment or participation as a member of the Board on the date of vesting. The fair value of time-
based restricted stock awards is equal to the closing market price of the underlying common stock as
of the date of grant.

Performance-based restricted stock awards: Performance-based restricted stock awards
primarily have a two year performance period, after which the number of shares earned will be
determined based on achievement against pre-established performance targets. The restricted shares
earned are then subject to a one year service period. Performance-based shares do not earn dividend
equivalents during the performance period. The fair value of performance-based shares is equal to the
closing market price of the underlying common stock as of the date of grant, adjusted for the present
value of expected dividends over the performance period.
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The following table summarizes time-based and performance-based restricted stock award activity
for fiscal 2022:

In millions, except per share amounts
Time-Based

shares

Weighted-average
grant-date
fair value
per share

Performance-
based
shares

Weighted-average
grant-date
fair value
per share

Nonvested as of May 31, 2021 . . . 0.1 $ 74.60 0.1 $ 69.28

Granted(1) . . . . . . . . . . . . . . . . . . 0.1 $114.21 0.1 $103.97
Vested . . . . . . . . . . . . . . . . . . . . (0.1) $ 74.20 (0.1) $ 65.17
Forfeited . . . . . . . . . . . . . . . . . . . — $ 98.11 — $107.40

Nonvested as of May 31, 2022 . . . 0.1 $ 93.15 0.1 $ 92.45

(1) For performance-based shares, granted number assumes achievement of performance goals at target. Actual number of
shares to be earned may differ from this amount.

Other information pertaining to time-based and performance-based restricted stock awards is as
follows:

Year ended May 31,

In millions, except per share amounts 2022 2021 2020

Weighted-average grant-date fair value per share of
time-based shares granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . $114.21 $73.93 $84.46

Total grant-date fair value of time-based restricted stock
vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3.8 $ 3.0 $ 3.2

Weighted-average grant-date fair value per share of
performance-based shares granted . . . . . . . . . . . . . . . . . . . . . $103.97 $65.17 $80.59

Total grant-date fair value of performance-based
restricted stock vested . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7.2 $ 8.4 $ 5.8

Long-term Incentive Plan (“LTIP”): The Company has two long-term incentive performance-
based stock awards under its LTIP. In July 2011, the Board approved a special award of performance-
based non-qualified stock options. Although the performance period was completed in fiscal 2016 and
the stock options were earned and vested, some stock options remained outstanding as of May 31,
2020; there were no stock options outstanding as of May 31, 2021 or 2022.

In July 2016, the Board approved an LTIP award comprised of both performance-based
non-qualified stock options and performance-based restricted stock awards. This award was granted to
executives down to the vice president level with vesting dependent on achievement against long-term
strategic and financial objectives. Total stock options and restricted shares earned were based on
achievement against pre-established targets for fiscal 2020.

The following table summarizes LTIP performance-based stock option activity for fiscal 2022:

In millions, except per share amounts

Shares
subject

to options

Weighted-average
exercise price

per share

Weighted-average
remaining

contractual
term (years)

Aggregate
intrinsic
value(1)

Outstanding as of May 31, 2021 . . . . . 0.7 $60.71

Exercised . . . . . . . . . . . . . . . . . . . . . . . (0.3) $61.06

Outstanding as of May 31, 2022 . . . . . 0.4 $60.52 4.0 $28.3

Exercisable as of May 31, 2022 . . . . . . 0.4 $60.52 4.0 $28.3

(1) Shares valued at the market price of the underlying stock as of May 31, 2022 less the exercise price.
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Other information pertaining to LTIP performance-based stock options is as follows:
Year ended May 31,

In millions 2022 2021 2020

Total intrinsic value of stock options exercised . . . . . . . . . . . . . . . . . . $16.0 $26.3 $23.0
Total grant-date fair value of stock options vested . . . . . . . . . . . . . . . $ — $ 8.0 $ —

No performance-based stock options vested in fiscal years 2022 or 2020.

There were no performance-based restricted stock awards outstanding as of May 31, 2022 or
2021.

Non-compensatory employee benefit plan: The Company offers a qualified Employee Stock
Purchase Plan (“ESPP”) to all employees. The Company’s common stock can be purchased through a
payroll deduction at a discount to the market price. The qualified ESPP allows for a discount of up to
15% based on the sole discretion of the committee established to administer the plan. For offering
periods during fiscal years 2022, 2021, and 2020 the discount was set at 5% of the market price.
Transactions under the non-qualified ESPP occurred directly through the Company’s transfer agent
and no brokerage fees were charged to employees. Transactions under the qualified ESPP occur
through the Company’s third-party stock plan administrator. The plans have been deemed
non-compensatory and therefore, no stock-based compensation costs have been recognized for fiscal
years 2022, 2021, or 2020 related to the plan.

Note F — Funds Held for Clients and Corporate Investments

Funds held for clients and corporate investments are as follows:
May 31, 2022

In millions
Amortized

cost

Gross
unrealized

gains

Gross
unrealized

losses
Fair

value

Type of issue:

Funds held for clients’ money market
securities and other restricted cash
equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 482.6 $ — $ — $ 482.6

AFS securities:
Asset-backed securities . . . . . . . . . . . . . . . . 68.5 0.0 (1.3) 67.2
Corporate bonds . . . . . . . . . . . . . . . . . . . . . . 699.3 1.8 (19.0) 682.1
Municipal bonds . . . . . . . . . . . . . . . . . . . . . . 1,577.6 0.6 (92.4) 1,485.8
U.S. government agency and

treasury securities . . . . . . . . . . . . . . . . . . . 574.5 0.3 (26.3) 548.5
Variable rate demand notes . . . . . . . . . . . . . 1,245.6 — — 1,245.6

Total AFS securities . . . . . . . . . . . . . . . . . . . 4,165.5 2.7 (139.0) 4,029.2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30.4 1.8 (2.2) 30.0

Total funds held for clients and corporate
investments . . . . . . . . . . . . . . . . . . . . . . . . . $4,678.5 $4.5 $(141.2) $4,541.8
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May 31, 2021

In millions
Amortized

cost

Gross
unrealized

gains

Gross
unrealized

losses
Fair

value

Type of issue:

Funds held for clients’ money market
securities and other restricted cash
equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 739.6 $ — $ — $ 739.6

AFS securities:
Asset-backed securities . . . . . . . . . . . . . . . . 86.5 1.4 — 87.9
Corporate bonds . . . . . . . . . . . . . . . . . . . . . . 635.8 28.8 (0.2) 664.4
Municipal bonds . . . . . . . . . . . . . . . . . . . . . . 1,669.0 33.0 (2.3) 1,699.7
U.S. government agency and

treasury securities . . . . . . . . . . . . . . . . . . . 549.6 20.1 (1.5) 568.2
Variable rate demand notes . . . . . . . . . . . . . — — — —

Total AFS securities . . . . . . . . . . . . . . . . . . . 2,940.9 83.3 (4.0) 3,020.2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.4 7.7 (0.1) 34.0

Total funds held for clients and corporate
investments . . . . . . . . . . . . . . . . . . . . . . . . . $3,706.9 $91.0 $(4.1) $3,793.8

Included in funds held for clients’ money market securities and other restricted cash equivalents as
of May 31, 2022 were bank demand deposit accounts, money market funds, time deposits, commercial
paper and variable rate demand notes (“VRDNs”) with maturities of 90 days or less at acquisition.

Included in asset-backed securities as of May 31, 2022 were investment-grade securities primarily
collateralized by fixed-rate auto loans and credit card receivables and all have credit ratings of AAA.
The primary risk associated with these securities is the collection of the underlying receivables.
Collateral on these asset-backed securities has performed as expected through May 31, 2022.

Included in corporate bonds as of May 31, 2022 were investment-grade securities covering a wide
range of issuers, industries, and sectors and primarily carry credit ratings of A or better and having
maturities ranging from June 9, 2022 through December 13, 2028.

Included in municipal bonds as of May 31, 2022 were general obligation bonds and revenue bonds
primarily carrying credit ratings of AA or better and have maturities ranging from June 1, 2022 through
April 1, 2029.

A substantial portion of our portfolios are invested in high credit quality securities with ratings of
AA or higher, and A-1/P-1 ratings on short-term securities.

The classification of funds held for clients and corporate investments on the Consolidated Balance
Sheets is as follows:

May 31,

In millions 2022 2021

Funds held for clients . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,682.9 $3,750.0
Corporate investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 853.9 36.7
Long-term corporate investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.0 7.1

Total funds held for clients and corporate investments . . . . . . . . . . $4,541.8 $3,793.8
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Funds held for clients’ money market securities and other restricted cash equivalents is collected
from clients before due dates for payroll tax administration services and employee payment services
and is invested until remitted to the applicable tax or regulatory agencies or client employees. Based
upon the Company’s intent and its contractual obligation to clients, these funds are considered
restricted until they are remitted to fund these client obligations.

The Company’s AFS securities reflected a net unrealized loss of $136.3 million and a net
unrealized gain of $79.3 million as of May 31, 2022 and May 31, 2021 respectively. Included in the net
unrealized losses and gains as of May 31, 2022 and May 31, 2021 were 817 and 137 AFS securities in
an unrealized loss position, representing approximately 64% and 11% of the total securities held,
respectively. AFS securities in an unrealized loss position for which a credit loss has not been
recognized were as follows:

May 31, 2022

Securities in an unrealized
loss position for less than

twelve months

Securities in an unrealized
loss position for more than

twelve months Total

In millions

Gross
unrealized

losses
Fair

value

Gross
unrealized

losses
Fair

value

Gross
unrealized

losses
Fair

value

Type of issue:

Asset-backed securities . . . . $ (0.9) $ 48.5 $ (0.3) $ 5.7 $ (1.2) $ 54.2
Corporate bonds . . . . . . . . . . (17.5) 425.4 (1.5) 16.7 (19.0) 442.1
Municipal bonds . . . . . . . . . . (81.9) 1,171.5 (10.6) 86.6 (92.5) 1,258.1
U.S. government agency

and treasury securities . . . (15.9) 414.2 (10.4) 91.7 (26.3) 505.9

Total . . . . . . . . . . . . . . . . . . . $(116.2) $2,059.6 $(22.8) $200.7 $(139.0) $2,260.3

May 31, 2021

Securities in an unrealized
loss position for less than

twelve months

Securities in an unrealized
loss position for more than

twelve months Total

In millions

Gross
unrealized

losses
Fair

value

Gross
unrealized

losses
Fair

value

Gross
unrealized

losses
Fair

value

Type of issue:

Asset-backed securities . . . . $ — $ 7.1 $— $— $ — $ 7.1
Corporate bonds . . . . . . . . . . (0.2) 22.0 — — (0.2) 22.0
Municipal bonds . . . . . . . . . . (2.3) 288.2 — — (2.3) 288.2
U.S. government agency

and treasury securities . . . (1.5) 102.6 — — (1.5) 102.6

Total . . . . . . . . . . . . . . . . . . . $(4.0) $419.9 $— $— $(4.0) $419.9

The Company regularly reviews its investment portfolios to determine if any investment is impaired
due to changes in credit risk or other potential valuation concerns. The Company believes the
investments held as of May 31, 2022 that had gross unrealized losses of $139.0 million were not
impaired due to credit risk or other valuation concerns and was not required to record a credit loss or
an allowance for credit losses on its AFS securities. The Company believes it is probable that the
principal and interest will be collected in accordance with contractual terms and that the unrealized
losses on these securities were due to changes in interest rates and were not due to increased credit
risk or other valuation concerns. A substantial portion of the securities in an unrealized loss position as
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of May 31, 2022 and 2021 held an AA rating or better. The Company does not intend to sell these
investments until the recovery of their amortized cost basis or maturity and further believes that it is not
more-likely-than-not that it will be required to sell these investments prior to that time. The Company’s
assessment that an investment is not impaired due to credit risk or other valuation concerns could
change in the future due to new developments or changes in the Company’s strategies or assumptions
related to any particular investment.

Realized gains and losses from the sale of AFS securities were as follows:

Year ended May 31,

In millions 2022 2021 2020

Gross realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.2 $1.2 $11.6
Gross realized losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 — (0.3)

Net realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $0.2 $1.2 $11.3

The amortized cost and fair value of AFS securities that had stated maturities as of May 31, 2022
are shown below by expected maturity.

May 31, 2022

In millions
Amortized

cost
Fair

value

Maturity date:

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 295.6 $ 296.3
Due after one year through three years . . . . . . . . . . . . . . . . . . . . . . . . 743.2 737.1
Due after three years through five years . . . . . . . . . . . . . . . . . . . . . . . 1,304.4 1,235.4
Due after five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,822.3 1,760.4

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $4,165.5 $4,029.2

VRDNs are primarily categorized as due after five years in the table above as the contractual
maturities on these securities are typically 20 to 30 years. Although these securities are issued as long-
term securities, they are priced and traded as short-term instruments because of the liquidity provided
through the tender feature.

Note G — Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability (an exit price) in an orderly transaction between market participants at the measurement date.
The accounting standards related to fair value measurements include a hierarchy for information and
valuations used in measuring fair value that is broken down into three levels based on reliability, as
follows:

• Level 1 valuations are based on quoted prices in active markets for identical instruments that the
Company can access at the measurement date.

• Level 2 valuations are based on inputs other than quoted prices included in Level 1 that are
observable for the instrument, either directly or indirectly, for substantially the full term of the
asset or liability including the following:

O quoted prices for similar, but not identical, instruments in active markets;

O quoted prices for identical or similar instruments in markets that are not active;
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O inputs other than quoted prices that are observable for the instrument; or

O inputs that are derived principally from or corroborated by observable market data by
correlation or other means.

• Level 3 valuations are based on information that is unobservable and significant to the overall
fair value measurement.

The carrying values of cash and cash equivalents, restricted cash and restricted cash equivalents,
accounts receivable, net of allowance for credit losses, PEO unbilled receivables, net of advance
collections, accounts payable and short-term borrowings, when used by the Company, approximate
fair value due to the short maturities of these instruments. Marketable securities included in funds held
for clients and corporate investments consist primarily of securities classified as AFS and are recorded
at fair value on a recurring basis.

The Company’s financial assets and liabilities measured at fair value on a recurring basis were as
follows:

May 31, 2022

In millions

Carrying
value

(Fair value)

Quoted
prices in

active
markets
(Level 1)

Significant
other

observable
inputs

(Level 2)

Significant
unobservable

inputs
(Level 3)

Assets:

Restricted and unrestricted cash
equivalents:

Commercial paper . . . . . . . . . . . . . . . . $ 5.2 $ — $ 5.2 $ —
Time deposits . . . . . . . . . . . . . . . . . . . . 187.9 — 187.9 —
VRDNs . . . . . . . . . . . . . . . . . . . . . . . . . . 10.0 — 10.0 —
Money market securities . . . . . . . . . . . 16.1 16.1 — —

Total restricted and unrestricted
cash equivalents . . . . . . . . . . . . . . . $ 219.2 $16.1 $ 203.1 $ —

AFS securities:
Asset-backed securities . . . . . . . . . . . . $ 67.2 $ — $ 67.2 $ —
Corporate bonds . . . . . . . . . . . . . . . . . . 682.1 — 682.1 —
Municipal bonds . . . . . . . . . . . . . . . . . . 1,485.8 — 1,485.8 —
U.S. government agency and

treasury securities . . . . . . . . . . . . . . . 548.5 — 548.5 —
VRDNs . . . . . . . . . . . . . . . . . . . . . . . . . . 1,245.6 — 1,245.6 —

Total AFS securities . . . . . . . . . . . . . . $4,029.2 $ — $4,029.2 $ —

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 30.0 $30.0 $ — $ —
Liabilities:

Other long-term liabilities . . . . . . . . . . . . . . . $ 29.9 $29.9 $ — $ —
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May 31, 2021

In millions

Carrying
value

(Fair value)

Quoted
prices in

active
markets
(Level 1)

Significant
other

observable
inputs

(Level 2)

Significant
unobservable

inputs
(Level 3)

Assets:

Restricted and unrestricted cash
equivalents:

Money market securities . . . . . . . . . . . $ 2.9 $ 2.9 $ — $ —

Total restricted and unrestricted
cash equivalents . . . . . . . . . . . . . . . $ 2.9 $ 2.9 $ — $ —

AFS securities:
Asset-backed securities . . . . . . . . . . . . $ 87.9 $ — $ 87.9 $ —
Corporate bonds . . . . . . . . . . . . . . . . . . 664.4 — 664.4 —
Municipal bonds . . . . . . . . . . . . . . . . . . 1,699.7 — 1,699.7 —
U.S. government agency and

treasury securities . . . . . . . . . . . . . . . 568.2 — 568.2 —
VRDNs . . . . . . . . . . . . . . . . . . . . . . . . . . — — — —

Total AFS securities . . . . . . . . . . . . . . $3,020.2 $ — $3,020.2 $ —

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 34.0 $34.0 $ — $ —
Liabilities:

Other long-term liabilities . . . . . . . . . . . . . . . $ 32.6 $32.6 $ — $ —

In determining the fair value of its assets and liabilities, the Company predominately uses the
market approach. Money market securities, which are cash equivalents, are considered Level 1
investments as they are valued based on quoted market prices in active markets. Cash equivalents
also include commercial paper, time deposits, and VRDNs which are considered Level 2 investments
as they are valued based on similar, but not identical, instruments in active markets. AFS securities,
including asset-backed securities, corporate bonds, municipal bonds, U.S. government agency
securities, and VRDNs, when held by the Company, are included in Level 2 and are valued utilizing
inputs obtained from an independent pricing service. To determine the fair value of the Company’s
Level 2 AFS securities, the independent pricing service uses a variety of inputs, including benchmark
yields, reported trades, non-binding broker/dealer quotes, issuer spreads, two-sided markets,
benchmark securities, bids, offers, reference data, new issue data, and monthly payment information.
The Company has not adjusted the prices obtained from the independent pricing service because it
believes that they are appropriately valued.

Assets included as other are mutual fund investments, consisting of participants’ eligible deferral
contributions under the Company’s non-qualified and unfunded deferred compensation plans. The
related liability is reported as other long-term liabilities. The mutual funds are considered Level 1
investments as they are valued based on quoted market prices in active markets.

The Company’s long-term borrowings are accounted for on a historical cost basis. As of May 31,
2022 and May 31, 2021, the fair value of long-term borrowings, net of debt issuance costs was
$404.1 million and $450.2 million for the Senior Notes, Series A, respectively, and $402.5 million and
$457.7 million for the Senior Notes, Series B, respectively.

The Company’s long-term borrowings are not traded in active markets, and as a result, its fair
values were estimated using a market approach employing Level 2 valuation inputs, including
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borrowing rates the Company believes are currently available based on loans with similar terms and
maturities.

The preceding methods described may produce a fair value calculation that may not be indicative
of net realizable value or reflective of future fair values. Furthermore, although the Company believes
its valuation methods are appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could result
in a different fair value measurement at the reporting date.

Note H — Leases

The Company’s lease portfolio consists primarily of operating leases for office space and has
remaining terms from less than one year up to ten years, with contractual terms expiring from 2022 to
2032. Lease contracts may include one or more renewal options that allow the Company to extend the
lease term, typically from one year to five years per renewal option. The exercise of lease options is
generally at the discretion of the Company. None of the Company’s leases contain residual value
guarantees, substantial restrictions, or covenants.

Supplemental balance sheet information related to the Company’s leases were as follows:
May 31,

$ in millions 2022 2021

Operating lease right-of-use assets, net of accumulated amortization . . . . . . $78.7 $103.0
Operating lease liabilities, current(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.1 28.9
Operating lease liabilities, non-current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74.8 92.4
Weighted average remaining lease term (in years) . . . . . . . . . . . . . . . . . . . . . 5.1 5.2
Weighted average discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.94% 1.81%

(1) The current portion of operating lease liabilities is reported in the other current liabilities line item on the Company’s
Consolidated Balance Sheets.

The components of lease expense were as follows:
Year ended May 31,

In millions 2022 2021 2020

Fixed payment operating lease expense . . . . . . . . . . . . . . . . . . . . . . $27.2 $34.6 $38.2
Variable payment operating lease expense . . . . . . . . . . . . . . . . . . . . 6.9 8.3 8.6
Short-term lease expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 0.1 0.2

During the three months ended August 31, 2020, the Company ceased the use of certain leased
property and accelerated the amortization of operating lease ROU assets, resulting in an additional
$24.4 million of expense. The accelerated amortization expense recognized subsequent to August 31,
2020 is immaterial. This expense was included in selling, general and administrative expenses on the
Consolidated Statements of Income and Comprehensive Income. The related lease liabilities will be
satisfied under the original terms of the lease arrangements, unless buy-outs can be negotiated.
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Supplemental cash flow information related to the Company’s leases were as follows:
Year ended May 31,

In millions 2022 2021 2020

Cash paid for amounts included in the measurement of lease liabilities . . . $32.4 $32.2 $41.6
Amortization of ROU assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.7 29.2 34.4
ROU assets obtained in exchange for new operating lease liabilities . . . . . 15.8 26.8 21.5
Lease incentives received in the form of tenant allowances and free rent . . . 9.1 0.8 6.1

Future lease payments are as follows:
In millions May 31, 2022

2023 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 27.0
2024 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.9
2025 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.9
2026 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.4
2027 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.5
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.5

Total future lease payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105.2
Less: imputed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3

Total operating lease liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 99.9
Current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 25.1

Non-current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 74.8

As of May 31, 2022, the Company has entered into one lease agreement that has not yet
commenced for a term of ten years. This lease will require lease payments over the term of
approximately $1.8 million.

Note I — Property and Equipment, Net of Accumulated Depreciation

The components of property and equipment, at cost, consisted of the following:
May 31,

In millions 2022 2021

Land and improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 10.3 $ 10.3
Buildings and improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157.1 158.3
Data processing equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 217.4 211.4
Software(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 832.1 748.3
Furniture, fixtures, and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97.7 99.8
Leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91.7 83.5
Construction in progress(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50.7 50.3

Total property and equipment, gross . . . . . . . . . . . . . . . . . . . . . . . . . . 1,457.0 1,361.9
Less: Accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,055.7 966.1

Property and equipment, net of accumulated depreciation . . . . . . . $ 401.3 $ 395.8

(1) Software includes both purchased software and costs capitalized related to internally developed software placed in service.
Capitalized costs related to internally developed software that has not yet been placed in service is included in construction
in progress.
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Depreciation expense was $133.7 million, $123.4 million, and $127.8 million for fiscal 2022, 2021,
and 2020, respectively.

Note J — Goodwill and Intangible Assets, Net of Accumulated Amortization

Goodwill and changes in goodwill as of and for the years ended May 31, 2022 and May 31, 2021
were as follows:

May 31,

In millions 2022 2021

Balance, beginning of fiscal year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,820.7 $1,791.1
Changes during the period:

Goodwill acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.7 19.6
Currency translation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16.9) 10.0

Balance, end of fiscal year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,831.5 $1,820.7

The Company had certain intangible assets on its Consolidated Balance Sheets. The components
of intangible assets, at cost, consisted of the following:

May 31,

In millions 2022 2021

Client lists . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $637.4 $632.3
Other intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.0 24.1

Total intangible assets, gross . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 660.4 656.4
Less: Accumulated amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 435.8 380.6

Intangible assets, net of accumulated amortization . . . . . . . . . . . . . . . . $224.6 $275.8

During fiscal 2022, the Company acquired customer lists with a weighted-average amortization
period of 8.0 years.

Amortization expense relating to intangible assets was $58.1 million, $68.6 million, and
$81.9 million for fiscal 2022, 2021, and 2020, respectively.

The Company did not recognize an impairment loss as it relates to its goodwill or intangible assets
during fiscal 2022, 2021, or 2020.

The estimated amortization expense for the next five fiscal years relating to intangible asset
balances is as follows:

In millions
Year ending May 31,

Estimated amortization
expense

2023 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $59.4
2024 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56.5
2025 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.5
2026 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37.8
2027 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.5
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Note K — Income Taxes

The components of deferred tax assets and liabilities are as follows:
May 31,

In millions 2022 2021

Deferred tax assets:

Compensation and employee benefit liabilities . . . . . . . . . . . . . . . . . . $ 56.8 $ 53.0
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.3 19.8
Tax credit carry forward . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 0.2
Stock-based compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.9 12.0
Unrealized losses on available-for-sale securities . . . . . . . . . . . . . . . . 33.6 —
Leases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.5 29.0
Net operating loss (“NOL”) carry forwards . . . . . . . . . . . . . . . . . . . . . . 5.6 7.6
Tax benefit of uncertain tax positions . . . . . . . . . . . . . . . . . . . . . . . . . . 9.9 5.3

Gross deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160.8 126.9

Deferred tax liabilities:

Deferred contract costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141.9 127.5
Capitalized software . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50.8 49.0
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.1 8.9
Goodwill and intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103.5 111.3
Operating lease right-of-use assets . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.7 26.1
Revenue not subject to current taxes . . . . . . . . . . . . . . . . . . . . . . . . . . — 1.9
Unrealized gains on available-for-sale securities . . . . . . . . . . . . . . . . . — 20.2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.3 —

Gross deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 326.3 344.9

Net deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(165.5) $(218.0)

The deferred tax asset related to NOL carry forwards is comprised of $0.8 million of federal NOL
carry forwards, $4.4 million of state NOL carry forwards, and $0.4 million of foreign NOL carry
forwards. The federal NOL carry forwards were acquired through various acquisitions and expire
between the fiscal years ending May 31, 2025 and May 31, 2037. The state NOL carry forwards expire
between the fiscal years ending May 31, 2023 through May 31, 2041.
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The components of the provision for income taxes are as follows:
Year ended May 31,

In millions 2022 2021 2020

Current:

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $326.0 $271.5 $264.8
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104.5 85.9 77.5
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.0) 0.3 0.7

Total current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 429.5 357.7 343.0

Deferred:

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 (12.9) (0.8)
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 (7.6) (3.5)
Non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5 (0.5) 0.3

Total deferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 (21.0) (4.0)

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $431.8 $336.7 $339.0

A reconciliation of the U.S. federal statutory tax rate to the Company’s effective income tax rate is
as follows:

Year ended May 31,

2022 2021 2020

Federal statutory tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.0% 21.0% 21.0%
Increase/(decrease) resulting from:

State income taxes, net of federal tax benefit . . . . . . . . . . . . . . . . . . 4.6% 4.3% 4.0%
Tax-exempt municipal bond interest . . . . . . . . . . . . . . . . . . . . . . . . . . (0.2)% (0.3)% (0.4)%
Stock option windfall benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.9)% (1.2)% (0.9)%
Tax credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.1)% (0.6)% (0.5)%
Other items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3% 0.3% 0.4%

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.7% 23.5% 23.6%

The effective income tax rates in all periods were impacted by recognition of net discrete tax
benefits related to employee stock-based compensation payments.

Uncertain income tax positions: The Company is subject to U.S. federal income tax, numerous
local and state tax jurisdictions within the U.S., and taxes in Europe. The Company maintains a reserve
for uncertain tax positions. As of May 31, 2022 and 2021, the total reserve for uncertain tax positions,
including interest and net of federal benefits, was $48.2 million and $20.4 million, respectively, and was
included in long-term liabilities on the Consolidated Balance Sheets.

76



PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A reconciliation of the beginning and ending amounts of the Company’s gross unrecognized tax
benefits, not including interest or other potential offsetting effects, is as follows:

Year ended May 31,

In millions 2022 2021 2020

Balance as of beginning of fiscal year . . . . . . . . . . . . . . . . . . . . . . $22.4 $ 26.2 $22.1

Additions for tax positions of the current year . . . . . . . . . . . . . . . 11.1 5.5 4.1
Additions for tax positions of prior years . . . . . . . . . . . . . . . . . . . 20.6 9.2 1.2
Reductions for tax positions of prior years . . . . . . . . . . . . . . . . . (1.8) — (0.6)
Settlements with tax authorities . . . . . . . . . . . . . . . . . . . . . . . . . . (0.4) (15.2) —
Expiration of the statute of limitations . . . . . . . . . . . . . . . . . . . . . (1.7) (3.3) (0.6)

Balance as of end of fiscal year . . . . . . . . . . . . . . . . . . . . . . . . . . . . $50.2 $ 22.4 $26.2

The reserve as of May 31, 2022 substantially relates to the Company’s uncertain tax positions for
certain U.S. federal and state income tax matters. The Company believes the reserve for uncertain tax
positions, including interest and net of federal benefits, of $48.2 million as of May 31, 2022 adequately
covers open tax years and uncertain tax positions up to and including fiscal 2022 for major taxing
jurisdictions. As of May 31, 2022 and 2021, the entire $48.2 million and $20.4 million, respectively, of
unrecognized tax benefits, including interest and net of federal benefit, if recognized, would impact the
Company’s effective income tax rate.

The Company has concluded all U.S. federal income tax matters through fiscal 2017. With limited
exception, state income tax audits by taxing authorities are closed through fiscal 2014, primarily due to
expiration of the statute of limitations.

The Company continues to follow its policy of recognizing interest and penalties accrued on tax
positions as a component of income taxes on the Consolidated Statements of Income and
Comprehensive Income. The amount of accrued interest and penalties associated with the Company’s
tax positions is immaterial to the Consolidated Balance Sheets. The amount of interest and penalties
recognized for fiscal years 2022, 2021, and 2020 was immaterial to the Company’s results of
operations.

Note L — Short-term Financing

The Company maintains committed and unsecured credit facilities and irrevocable letters of credit
as part of its normal and recurring business operations. The purpose of these credit facilities is to meet
short-term funding requirements, finance working capital needs, and for general corporate purposes.
The Company typically borrows on an overnight or short-term basis on its credit facilities.
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Details of the Company’s credit facilities as of May 31, 2022 are as follows:

$ in millions Expiration Date

Maximum
Amount

Available

Amount
Outstanding

May 31,

2022 2021

Credit facilities:

JP Morgan Chase Bank, N.A. (“JPM”)(1) . . . . . . . . . . July 31, 2024 $1,000.0 $ — $ —
JPM(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . September 17, 2026 $ 750.0 — —
PNC Bank, National Association (“PNC”) (weighted-

average interest rate of 2.34% at May 31, 2022
and 1.16% at May 31, 2021) . . . . . . . . . . . . . . . . . . February 6, 2023 $ 250.0 8.7 7.4

Outstanding short-term financing(2) . . . . . . . . . . . . $8.7 $7.4

(1) JPM acts as the administrative agent for this syndicated credit facility.

(2) The total amount available under these credit facilities as of May 31, 2022 was approximately $2.0 billion. Amounts under
the PNC credit facility remain outstanding as of the date of this report.

Upon the expiration date of any credit facility, any borrowings outstanding under that facility will
mature and be payable.

Interest rates on each of the Company’s credit facilities can be based upon (1) an alternate base
rate that is established by the lending institution at the highest of several publicly available interest
rates, plus an applicable interest rate margin, or (2) at our election, London Interbank Offered Rate
(“LIBOR”) or an alternate interest rate as determined by the administrative agent, plus an applicable
interest rate margin. The Company is also required to pay a commitment fee, ranging from 0.05% to
0.15%, related to the unutilized portion of each credit facility. The commitment fee is determined on a
sliding-scale basis based upon the Company’s consolidated leverage ratio.

On September 17, 2021, the Company amended its $500.0 million credit facility with JPM to
increase the credit facility’s maximum borrowing capacity to $750.0 million, extend the term through
September 17, 2026 with the option to extend for two additional one-year periods, and amend interest
rate provisions to phase out the use of LIBOR. In addition, the Company amended its $1.0 billion credit
facility with JPM. The amendment phases out the use of LIBOR and adopts other administrative
changes to maintain consistency with the Company’s other credit facilities.

Obligations under the credit facilities are guaranteed by the Company and certain of its
subsidiaries. The credit facilities contain financial and operational covenants with which the Company
must maintain compliance. The Company’s ability to borrow under the credit facilities may be restricted
in the event of certain covenant breaches or events of default. In addition, the terms of the credit
facilities could restrict the Company’s ability to engage in certain business transactions. The Company
was in compliance with all these covenants as of May 31, 2022.

Certain lenders under these credit facilities, and their respective affiliates, have performed, and
may in the future perform for the Company, various commercial banking, investment banking,
underwriting, and other financial advisory services, for which they have received, and will continue to
receive in the future, customary fees and expenses.

Letters of credit: The Company had irrevocable standby letters of credit outstanding totaling
$140.2 million and $180.4 million as of May 31, 2022 and May 31, 2021, respectively, required to
secure commitments for certain insurance policies. The letters of credit expire at various dates
between June 8, 2022 and May 26, 2023. No amounts were outstanding on these letters of credit
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during fiscal 2022 or fiscal 2021, or as of May 31, 2022 and May 31, 2021, respectively. Subsequent to
May 31, 2022, letters of credit expiring on June 8, 2022, June 15, 2022, June 26, 2022, and July 15,
2022 were renewed for one year terms.

Note M — Long-term Financing

Long-term debt, at amortized cost, consisted of the following as of:

May 31,

In millions 2022 2021

Senior Notes, Series A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $400.0 $400.0
Senior Notes, Series B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400.0 400.0

Total long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 800.0 800.0
Less: Debt issuance costs, net of accumulated amortization . . . . . . . . . . . . (2.3) (2.7)

Long-term borrowings, net of debt issuance costs . . . . . . . . . . . . . . . . . $797.7 $797.3

Certain information related to the Senior Notes, Series A and Senior Notes, Series B (collectively
the “Notes”) issued pursuant to the Note Purchase and Guarantee Agreement (the “Agreement”) for
fiscal 2022 and fiscal 2021 are as follows:

Senior Notes
Series A

Senior Notes
Series B

Stated interest rate . . . . . . . . . . . . . . . . . . 4.07% 4.25%
Effective interest rate . . . . . . . . . . . . . . . . 4.15% 4.31%
Interest rate type . . . . . . . . . . . . . . . . . . . . Fixed Fixed
Interest payment dates . . . . . . . . . . . . . . . Semi-annual, in arrears Semi-annual, in arrears
Principal payment dates . . . . . . . . . . . . . . March 13, 2026 March 13, 2029
Note type . . . . . . . . . . . . . . . . . . . . . . . . . . Unsecured Unsecured

The effective interest rates for each note series includes the interest on the note and amortization
of debt issuance costs.

Payment of all amounts due with respect to the Notes and performance under the Agreement is
guaranteed by the Company, Paychex of New York LLC, and certain other subsidiaries of the
Company. The Company may, at its option, prepay at any time all, or any part of, the Notes, subject to
certain conditions as described in the Agreement.

The Agreement contains customary representations, warranties, affirmative and negative
covenants, including financial covenants that are usual and customary for such arrangements. The
Company was in compliance with all these covenants as of May 31, 2022.

Note N — Supplemental Cash Flow Information

Income taxes paid were $397.7 million, $421.4 million, and $298.8 million for fiscal 2022, 2021,
and 2020, respectively.

Interest expense paid was $35.5 million, $34.9 million, and $38.0 million for fiscal 2022, 2021, and
2020, respectively.

Refer to Note H for supplemental cash flow information pertaining to the Company’s leasing
activities.
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Note O — Employee Benefit Plans

401(k) plan: The Company maintains a contributory savings plan that qualifies under section
401(k) of the Internal Revenue Code. The Paychex, Inc. 401(k) Incentive Retirement Plan (the “Plan”)
allows all employees to immediately participate in the salary deferral portion of the Plan, contributing
up to a maximum of 50% of their salary, subject to Internal Revenue Service limitations. Employees
who have completed one year of service and a minimum of 1,000 hours worked are eligible to receive
a Company matching contribution, when such contribution is in effect. The Company provides a
matching contribution of 100% of the first 3% and 50% on the next 2% of eligible pay for a total
matching contribution of 4%. The Company temporarily suspended its matching contribution effective
July 31, 2020 through December 31, 2020. The Company’s matching contribution was reinstated on
January 1, 2021 at the percentages in effect at the time of the temporary suspension. Company
contributions to the Plan for fiscal 2022, 2021, and 2020 were $35.6 million, $19.2 million, and
$30.1 million, respectively.

The Plan is 100% participant directed. Plan participants can fully diversify their portfolios by
choosing from any or all investment fund choices in the Plan. Transfers in and out of investment funds,
including the Paychex, Inc. Employee Stock Ownership Plan Stock Fund, are not restricted, except for
certain restricted trading periods for individuals designated as insiders as specified in the Company’s
Insider Trading Policy. The Company matching contribution, when in effect, follows the same fund
elections as the employee compensation deferrals.

Deferred compensation plans: The Company and certain subsidiaries offer non-qualified and
unfunded deferred compensation plans to a select group of key employees, executive officers, and
outside directors. Eligible employees are provided with the opportunity to defer up to 50% of their
annual base salary and bonus and outside directors may defer 100% of their Board cash
compensation. Gains and losses are credited based on the participant’s election of a variety of
investment choices. The Company does not match any participant deferral or guarantee its return.
Distributions are paid at one of the following dates selected by the participant: the participant’s
termination date, the date the participant retires from any active employment, or a designated specific
date. The amounts accrued under these plans were $29.9 million and $32.6 million as of May 31, 2022
and 2021, respectively, and are reflected in other long-term liabilities on the accompanying
Consolidated Balance Sheets.

Note P — Commitments and Contingencies

Contingencies: The Company is subject to various claims and legal matters that arise in the
normal course of its business. These include disputes or potential disputes related to breach of
contract, tort, employment-related claims, tax claims, statutory, and other matters.

The Company’s management currently believes that resolution of any outstanding legal matters
will not have a material adverse effect on the Company’s financial position or results of operations.
However, legal matters are subject to inherent uncertainties and there exists the possibility that the
ultimate resolution of these matters could have a material adverse impact on the Company’s financial
position and the results of operations in the period in which any such effect is recorded.
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PAYCHEX, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Other commitments: As of May 31, 2022, the Company had outstanding commitments under
existing workers’ compensation insurance agreements and legally binding contractual arrangements
with minimum future payment obligations of approximately $379.1 million. The Company also enters
into various purchase commitments with vendors in the ordinary course of business and had
outstanding commitments to purchase approximately $7.6 million of capital assets. These minimum
future payment obligations relate to the following fiscal years:

Payments due by period

In millions 2023 2024 2025 2026 2027 Thereafter

Workers’ compensation estimated
obligations . . . . . . . . . . . . . . . . . . . $ 64.1 $36.8 $22.4 $14.8 $10.9 $40.7

Purchase obligations . . . . . . . . . . . . 149.8 28.9 9.7 0.5 0.3 0.2

In the normal course of business, the Company makes representations and warranties that
guarantee the performance of services under service arrangements with clients. Historically, there
have been no material losses related to such guarantees. The Company has also entered into
indemnification agreements with its officers and directors, which require the Company to defend and, if
necessary, indemnify these individuals for certain pending or future claims as they relate to their
services provided to the Company.

The Company currently self-insures the deductible portion of various insured exposures under
certain corporate employee and PEO employee health and medical benefit plans. The Company’s
estimated loss exposure under these insurance arrangements is recorded in other current liabilities on
the Consolidated Balance Sheets. Historically, the amounts accrued have not been material and were
not material as of May 31, 2022. The Company also maintains insurance coverage in addition to its
purchased primary insurance policies for gap coverage for employment practices liability, errors and
omissions, warranty liability, theft and embezzlement, cyber threats, and acts of terrorism; and capacity
for deductibles and self-insured retentions through its captive insurance company.
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Schedule II — Valuation and Qualifying Accounts

PAYCHEX, INC.

CONSOLIDATED FINANCIAL STATEMENT SCHEDULE
FOR THE YEAR ENDED MAY 31,

(In millions)

Description

Balance as of
beginning

of fiscal year

Additions
charged to
expenses

Additions to/
(deductions from)

other accounts
Costs and

deductions(1)

Balance as
of end

of fiscal year

2022

Allowance for credit losses . . . . . . . . . . $16.0 $10.5 $— $ 8.3 $18.2
2021

Allowance for credit losses . . . . . . . . . . $12.5 $11.5 $— $ 8.0 $16.0
2020

Allowance for doubtful accounts . . . . . $10.2 $13.0 $— $10.7 $12.5

(1) Uncollectible amounts written off, net of recoveries, and other adjustments.

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure

None.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures: Disclosure controls and procedures are designed with
the objective of ensuring that information required to be disclosed in the Company’s reports filed under
the Exchange Act, such as this report, is recorded, processed, summarized, and reported within the
time periods specified in the SEC’s rules and forms. Disclosure controls and procedures are also
designed with the objective of ensuring that such information is accumulated and communicated to the
Company’s management, including the Company’s principal executive officer and principal financial
officer, as appropriate, to allow timely decisions regarding required disclosure.

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures: As of the
end of the period covered by this report, the Company carried out an evaluation, under the supervision
and with the participation of the Company’s principal executive officer and principal financial officer, of
the effectiveness of disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) of
the Exchange Act. Based on such evaluation, the Company’s principal executive officer and principal
financial officer have concluded that as of May 31, 2022, the end of the period covered by this report,
the Company’s disclosure controls and procedures were effective.

Changes in Internal Control Over Financial Reporting: The Company also carried out an
evaluation of the internal control over financial reporting to determine whether any changes occurred
during the fiscal quarter ended May 31, 2022. Based on such evaluation, there have been no changes
in the Company’s internal control over financial reporting that occurred during the Company’s most
recently completed fiscal quarter ended May 31, 2022, that materially affected, or are reasonably likely
to materially affect, the Company’s internal control over financial reporting.

Internal Control Over Financial Reporting: The Report on Management’s Assessment of
Internal Control Over Financial Reporting and the Report of Independent Registered Public Accounting
Firm are included in Part II, Item 8 of this Form 10-K.

Item 9B. Other Information

None.
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Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

Not Applicable.

PART III

Item 10. Directors, Executive Officers and Corporate Governance

The following table shows the executive officers of the Company as of May 31, 2022, and
information regarding their positions and business experience. Such executive officers hold principal
policy-making powers at the Company.

Name Age Position and business experience

Martin Mucci . . . . . . . . . . . . . . . . . 62 Mr. Mucci assumed the role of Chairman of the Board
effective December 2021 and continues to serve as Chief
Executive Officer of the Company. Mr. Mucci had served
as President and CEO of the Company since September
2010. Mr. Mucci joined the Company in 2002 as Senior
Vice President, Operations. Prior to joining Paychex, he
held senior level positions with Frontier Communications
of Rochester, a telecommunications company, including
President of Telephone Operations and Chief Executive
Officer of Frontier Telephone of Rochester, during his
20-year career. Mr. Mucci serves as a director of NCR
Corporation. He is also a member of the Business and
Government Software and Services Advisory Team for
Madison Dearborn Partners. Mr. Mucci was a director of
Cbeyond, Inc. until it was purchased by Birch
Communications in July 2014. He is a Trustee Emeritus
of St. John Fisher College. He also serves as a director of
the Company and is chairman of the Executive
Committee.

Efrain Rivera . . . . . . . . . . . . . . . . . 65 Mr. Rivera joined Paychex in June 2011 as Senior Vice
President, Chief Financial Officer, and Treasurer. Prior to
joining the Company, Mr. Rivera served as Vice
President of Finance and Administration for Houghton
College from 2009 to 2011. He previously served for over
twenty years with Bausch & Lomb Incorporated, a world
leader in the development, manufacture, and marketing
of eye health products, most recently as Corporate Vice
President and Chief Financial Officer from 2007 to 2009.

Mark A. Bottini . . . . . . . . . . . . . . . . 61 Mr. Bottini joined Paychex in October 2011 as Senior
Vice President of Sales. From 2008 to 2011, Mr. Bottini
served as Vice President of Sales for Ricoh, North
America, a provider of advanced office technology and
innovative document imaging products, services, and
software. He assumed his most recent position with
Ricoh when Ricoh acquired IKON Office Solutions, Inc.
During his nearly 20 years with IKON, Mr. Bottini served
in a variety of sales leadership and field management
roles.

John B. Gibson . . . . . . . . . . . . . . . 56 Mr. Gibson assumed the role of President and Chief
Operating Officer in December 2021. He joined Paychex
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Name Age Position and business experience

in May 2013 as Senior Vice President of Service. Prior to
joining the Company, Mr. Gibson served as President
and Chief Executive Officer for AlphaStaff, a national
provider of human resource outsourcing services to
small- and medium-sized businesses. Prior to joining
AlphaStaff in 2010, Mr. Gibson was President of the HR
Management Division of Convergys, a global leader in
technology, outsourcing, and business services. From
2004 to 2007, he served as Senior Vice President of
Global Operations and Client Services of Convergys.

Michael E. Gioja . . . . . . . . . . . . . . 64 Mr. Gioja was named Senior Vice President of
Information Technology and Product Development in July
2011. Mr. Gioja has been with the Company since
November 2008 and previously served as Senior Vice
President of Information, Technology, Product
Management, and Development and Vice President of
Product Management. Previously, he was Chief
Information Officer and Executive Vice President of
Products and Services for Workstream, Inc., a provider of
on-demand enterprise talent management solutions and
services.

Karen E. Saunders McClendon . . 56 Ms. Saunders McClendon joined the Company in April
2021 as Vice President and Chief Human Resources
Officer. Prior to joining the Company, she served as Vice
President of Human Resources for Comcast Cable from
2013 to 2021. From 2009 to 2013, she served as Vice
President of Human Resources for Aramark.

Stephanie L. Schaeffer . . . . . . . . . 52 Ms. Schaeffer was named Vice President and Chief Legal
Officer in January 2006. In 2011, she was appointed
Corporate Secretary. She joined Paychex in 2000 as
Corporate Counsel and was promoted to Director of
Legal Affairs in 2004. In her current role, she is
responsible for overseeing all the Company’s legal
functions, including litigation, corporate governance, and
regulatory matters.

Robert L. Schrader . . . . . . . . . . . . 50 Mr. Schrader was named Vice President and Controller in
July 2019. He joined the Company in December 2014
and previously held roles as Senior Director of Financial
Planning and Analysis and Director of Internal Audit. Prior
to joining Paychex, he served as a Chief Financial Officer
for Unither Manufacturing, LLC, and held various senior
management positions during his ten-year career at
Bausch & Lomb, including Vice President of Finance and
Controller of Global Quality and Operations. Previously in
his career, he held leadership roles with a public
accounting firm.

The additional information required by this item is set forth in the Company’s Definitive Proxy
Statement for its 2022 Annual Meeting of Stockholders, anticipated to be held on or about October 13,
2022, in the sections “PROPOSAL 1: ELECTION OF DIRECTORS FOR A ONE-YEAR TERM,”
“CORPORATE GOVERNANCE,” and “CODE OF BUSINESS ETHICS AND CONDUCT” and is
incorporated herein by reference.
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Item 11. Executive Compensation

The information required by this item is set forth in the Company’s Definitive Proxy Statement for
its 2022 Annual Meeting of Stockholders, anticipated to be held on or about October 13, 2022, in the
sections “COMPENSATION DISCUSSION AND ANALYSIS,” “NAMED EXECUTIVE OFFICER
COMPENSATION,” “DIRECTOR COMPENSATION FOR THE FISCAL YEAR ENDED MAY 31, 2022,”
“THE COMPENSATION AND LEADERSHIP COMMITTEE REPORT” and the sub-heading
“Compensation and Leadership Committee Interlocks and Insider Participation” within the section
“CORPORATE GOVERNANCE” and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

The information required by this item is set forth below and in the Company’s Definitive Proxy
Statement for its 2022 Annual Meeting of Stockholders, anticipated to be held on or about October 13,
2022, under the section “BENEFICIAL OWNERSHIP OF PAYCHEX COMMON STOCK,” and is
incorporated herein by reference.

The Company maintains equity compensation plans in the form of stock incentive plans. Under the
Paychex, Inc. 2002 Stock Incentive Plan, as last amended and restated effective October 15, 2020 (the
“2002 Plan”), non-qualified or incentive stock options, restricted stock, restricted stock units,
performance shares, and performance stock options have been awarded to employees and the Board.
The 2002 Plan was adopted on July 9, 2020 by the Board and became effective upon stockholder
approval at the Company’s Annual Meeting of Stockholders held on October 15, 2020. Refer to Note E
of the Notes to Consolidated Financial Statements, contained in Item 8 of this Form 10-K, for more
information on the Company’s stock incentive plans.

The following table details information on securities authorized for issuance upon the exercise of
outstanding options under the Company’s equity compensation plans as of May 31, 2022:

In millions, except per share amounts

Number of
securities to be

issued upon
exercise of
outstanding

options

Weighted-
average
exercise
price of

outstanding
options

Number of
securities
remaining

available for
future issuance

under equity
compensation

plans(1)

Equity compensation plans approved by security holders . . . . 3.7 $69.46 15.6

(1) Includes shares available for future issuance through grants of restricted stock units and restricted stock awards under our
2002 Plan. Refer to Note E of the Notes to Consolidated Financial Statements, contained in Item 8 of this Form 10-K, for
more information on the Company’s stock incentive plans.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is set forth in the Company’s Definitive Proxy Statement for
its 2022 Annual Meeting of Stockholders, anticipated to be held on or about October 13, 2022, under
the sub-headings “Board Meetings and Committees,” “Policy on Transactions with Related Persons,”
and “Transactions with Related Persons” within the section “CORPORATE GOVERNANCE,” and is
incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

The information required by this item is set forth in the Company’s Definitive Proxy Statement for
its 2022 Annual Meeting of Stockholders, anticipated to be held on or about October 13, 2022, under
the section “PROPOSAL 3: RATIFICATION OF THE SELECTION OF OUR INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM,” and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) Financial Statements, Financial Statement Schedules, and Exhibits

1. Financial Statements

See Financial Statements and Supplementary Data Table of Contents at page 41.

2. Financial Statement Schedules

Financial statement schedules required to be filed by Item 8 of this Form 10-K include
Schedule II — Valuation and Qualifying Accounts. See Financial Statements and Supplementary
Data Table of Contents at page 41. All other schedules are omitted as the required matter is not
present, the amounts are not significant, or the information is shown in the financial statements
or the notes thereto.

3. Exhibits

(2.1) Stock Purchase Agreement by and among Oasis Outsourcing Acquisition Corporation,
Oasis Outsourcing Group Holdings, L.P., and Paychex North America Inc., incorporated
herein by reference from Exhibit 2.1 to the Company’s Form 10-Q filed with the
Commission on December 21, 2018.

(3)(a) Restated Certificate of Incorporation, incorporated herein by reference from Exhibit 3(a) to
the Company’s Form 10-K filed with the Commission on July 20, 2004.

(3.1) Amended and Restated By-Laws of Paychex, Inc., as of May 1, 2020, incorporated herein
by reference from Exhibit 3.1 to the Company’s Form 8-K filed with the Commission on
May 5, 2020.

(4.1) Form of 4.07% Senior Notes, Series A, of Paychex of New York LLC, due March 13,
2026, incorporated herein by reference from Exhibit 4.1 to the Company’s Form 8-K filed
with the Commission on January 11, 2019.

(4.2) Form of 4.25% Senior Notes, Series B, of Paychex of New York LLC, due March 13,
2029, incorporated herein by reference from Exhibit 4.2 to the Company’s Form 8-K filed
with the Commission on January 11, 2019.

(4.3) Description of Registrant’s Securities, incorporated herein by reference from Exhibit 4.3 to
the Company’s Form 10-K filed with the Commission on July 24, 2019.

# (10.1) Paychex, Inc. 2015 Qualified Employee Stock Purchase Plan, incorporated herein by
reference from Exhibit 4.3 to the Company’s Registration Statement on Form S-8,
No. 333-207594.

# (10.2) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015), incorporated herein by reference from Exhibit 4.3 to the Company’s Registration
Statement on Form S-8, No. 333-207592.

# (10.3) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 12,
2005) Form of Non-Qualified Stock Option Award Agreement (Officer), incorporated
herein by reference from Exhibit 10.19 to the Company’s Form 10-K filed with the
Commission on July 16, 2010.

# (10.4) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 13,
2010) Form of Non-Qualified Stock Option Award Agreement (Board), incorporated herein
by reference from Exhibit 10.20 to the Company’s Form 10-K filed with the Commission
on July 15, 2011.

# (10.5) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Form of Non-Qualified Stock Option and Restricted Stock Award Agreement LTIP,
incorporated herein by reference from Exhibit 10.14 to the Company’s Form 10-K filed
with the Commission on July 22, 2016.
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# (10.6) Paychex, Inc. Change In Control Plan, incorporated herein by reference from
Exhibit 10.24 to the Company’s Form 10-K filed with the Commission on July 15, 2011.

# (10.7) Paychex, Inc. Form of Performance Award Incentive Program, incorporated herein by
reference from Exhibit 10.25 to the Company’s Form 10-K filed with the Commission on
July 15, 2011.

(10.8) Form of Indemnity Agreement for Directors and Officers, incorporated herein by reference
from Exhibit 10.1 to the Company’s Form 10-Q filed with the Commission on March 28,
2012.

# (10.9) Paychex, Inc. Board Deferred Compensation Plan, incorporated herein by reference from
Exhibit 10.29 to the Company’s Form 10-K filed with the Commission on July 20, 2009.

# (10.10) Paychex, Inc. Employee Deferred Compensation Plan, incorporated herein by reference
from Exhibit 10.30 to the Company’s Form 10-K filed with the Commission on July 20,
2009.

# (10.11) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Form of Non-Qualified Stock Option Award Agreement, incorporated herein by
reference from Exhibit 10.18 to the Company’s Form 10-K filed with the Commission on
July 21, 2017.

# (10.12) Paychex Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Form of Officer Performance Incentive Award Agreement (Long-Term),
incorporated herein by reference from Exhibit 10.19 to the Company’s Form 10-K filed
with the Commission on July 21, 2017.

# (10.13) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Amendment to Award Agreements, incorporated herein by reference from Exhibit
10.2 to the Company’s Form 8-K filed with the Commission on September 8, 2017.

(10.14) Note Purchase and Guarantee Agreement, dated as of January 9, 2019, by and among
the Company, the Parent, and the respective purchasers thereto, incorporated herein by
reference from Exhibit 10.1 to the Company’s Form 8-K filed with the Commission on
January 11, 2019.

# (10.15) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Amended Form of Restricted Stock Unit Award Agreement, incorporated herein by
reference from Exhibit 10.1 to the Company’s Form 10-Q filed with the Commission on
October 4, 2019.

# (10.16) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Amended Form of Restricted Stock Unit Award Agreement (Officer), incorporated
herein by reference from Exhibit 10.2 to the Company’s Form 10-Q filed with the
Commission on October 4, 2019.

# (10.17) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Amended Form of 2019-2021 Performance Incentive Award Agreement,
incorporated herein by reference from Exhibit 10.3 to the Company’s Form 10-Q filed with
the Commission on October 4, 2019.

# (10.18) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Amended Form of Non-Qualified Stock Option Award Agreement, incorporated
herein by reference from Exhibit 10.4 to the Company’s Form 10-Q filed with the
Commission on October 4, 2019.

# (10.19) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective October 14,
2015) Master Restricted Stock Unit Award Agreement, incorporated herein by reference
from Exhibit 10.5 to the Company’s Form 10-Q filed with the Commission on October 4,
2019.
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(10.20) Five-Year Credit Agreement, dated as of July 31, 2019, by and among the Company,
the Parent, and the lender parties hereto, incorporated herein by reference from
Exhibit 10.1 to the Company’s Form 8-K filed with the Commission on August 1, 2019.

(10.21) Three-Year Credit Agreement, dated as of February 6, 2020, by and among Paychex
Advance LLC, Paychex Inc., and the lender party thereto, incorporate herein by
reference from Exhibit 10.1 to the Company’s Form 8-K filed with the Commission on
February 11, 2020.

(10.22) Form of Pooled Plan Provider Indemnification Agreement, incorporated herein by
reference from Exhibit 10.1 to the Company’s Form 8-K filed with the Commission on
February 23, 2021.

# (10.23) Paychex, Inc. 2002 Stock Incentive Plan (as amended and restated effective
October 15, 2020), incorporated herein by reference from Exhibit 10.23 to the
Company’s Form 10-K filed with the Commission on July 16, 2021.

(10.24) 2017 Credit Agreement, dated as of September 17, 2021, by and among Paychex of
New York, the Company, the lender parties thereto, JPMorgan Chase Bank, N.A., as
administrative agent, and others, as amended by Amendment No. 1 as of November 21,
2018, Amendment No. 2 as of July 31, 2019, and Amendment No. 3 as of
September 17, 2021.

(10.25) 2019 Credit Agreement, dated as of July 31, 2019, by and among Paychex of New
York, the Company, the lender parties thereto, JPMorgan Chase Bank, N.A., as
administrative agent, and others, as amended by Amendment No. 1 as of
September 17, 2021.

* (21.1) Subsidiaries of the Registrant.

* (23.1) Consent of Independent Registered Public Accounting Firm, PricewaterhouseCoopers
LLP.

* (24.1) Power of Attorney.

* (31.1) Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

* (31.2) Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

* (32.1) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

* (32.2) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

* 101.INS Inline XBRL Instance Document – the instance document does not appear in the
Interactive Data File because XBRL tags are embedded within the XBRL Document.

* 101.SCH Inline XBRL Taxonomy Extension Schema Document.

* 101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document.

* 101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document.

* 101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document.

* 101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document.

* 104 Cover Page Interactive Data File (embedded within the Inline XBRL document).

* Exhibit filed with this report.
# Management contract or compensatory plan.

Item 16. Form 10-K Summary

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, on July 15, 2022.

PAYCHEX, INC.

By: /s/ Martin Mucci

Martin Mucci
Chairman of the Board of Directors and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities indicated on July 15,
2022.

/s/ Martin Mucci

Martin Mucci, Chairman of the Board of Directors and Chief Executive Officer
(Principal Executive Officer)

/s/ Efrain Rivera

Efrain Rivera, Senior Vice President, Chief Financial Officer, and Treasurer
(Principal Financial Officer)

/s/ Robert L. Schrader

Robert L. Schrader, Vice President and Controller
(Principal Accounting Officer)

Thomas F. Bonadio*, Director

Joseph G. Doody*, Director

David J.S. Flaschen*, Director

B. Thomas Golisano*, Director

Pamela A. Joseph*, Director

Kevin A. Price*, Director

Joseph M. Tucci*, Director

Joseph M. Velli*, Director

Kara Wilson*, Director

*By: /s/ Martin Mucci

Martin Mucci, as Attorney-in-Fact
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PAYCHEX, INC.

ELEVEN-YEAR SUMMARY OF SELECTED FINANCIAL DATA

In millions, except per share amounts
Year ended May 31, 2022 2021 2020 2019 (1) 2018 (1)

Results of operations

Revenue:

Service revenue . . . . . . . . . . . . . . . . . . . . . . $ 4,554.0 $ 3,997.5 $ 3,953.6 $ 3,691.9 $ 3,314.2

Interest on funds held for clients . . . . . . . . . 57.7 59.3 86.9 80.6 63.5

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . 4,611.7 4,056.8 4,040.5 3,772.5 3,377.7

Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . 2,771.7 2,596.1 2,580.0 2,401.2 2,086.2

Operating income . . . . . . . . . . . . . . . . . . . . . . . 1,840.0 1,460.7 1,460.5 1,371.3 1,291.5

Other (expense)/income, net . . . . . . . . . . . . . . (15.4) (26.5) (23.4) (3.3) 8.6

Income before income taxes . . . . . . . . . . . . . . $ 1,824.6 $ 1,434.2 $ 1,437.1 $ 1,368.0 $ 1,300.1

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,392.8 $ 1,097.5 $ 1,098.1 $ 1,034.4 $ 994.1

Basic earnings per share . . . . . . . . . . . . . . . . . $ 3.86 $ 3.05 $ 3.06 $ 2.88 $ 2.77

Diluted earnings per share . . . . . . . . . . . . . . . . $ 3.84 $ 3.03 $ 3.04 $ 2.86 $ 2.75

Weighted-average common shares
outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . 360.6 359.9 358.5 359.2 359.0

Weighted-average common shares
outstanding, assuming dilution . . . . . . . . . . 363.1 362.1 361.0 361.8 361.5

Cash dividends per common share . . . . . . . . . $ 2.77 $ 2.52 $ 2.48 $ 2.30 $ 2.06

Selected financial data

Purchases of property and equipment . . . . . . $ 132.6 $ 114.6 $ 127.0 $ 123.8 $ 154.0

Cash, restricted cash, and total corporate
investments . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,304.7 $ 1,127.3 $ 1,013.7 $ 779.9 $ 719.7

Total debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 806.4 $ 804.7 $ 801.9 $ 796.4 $ —

Stockholders’ equity . . . . . . . . . . . . . . . . . . . . . $ 3,085.2 $ 2,948.0 $ 2,781.4 $ 2,619.5 $ 2,356.8

Return on stockholders’ equity . . . . . . . . . . . . 46% 38% 41% 42% 44%

(1) In fiscal 2019, the Company adopted Accounting Standards Codification Topic 606, “Revenue from Contracts with
Customers.” As a result, amounts have been adjusted to reflect the adoption of the new standard.



2017 (1) 2016 2015 2014 2013 2012

$3,102.4 $2,905.8 $2,697.5 $2,478.2 $2,285.2 $2,186.2

50.6 46.1 42.1 40.7 41.0 43.6

3,153.0 2,951.9 2,739.6 2,518.9 2,326.2 2,229.8

1,899.1 1,805.3 1,686.0 1,536.2 1,421.4 1,375.9

1,253.9 1,146.6 1,053.6 982.7 904.8 853.9

5.2 4.5 6.4 5.4 6.6 6.4

$1,259.1 $1,151.1 $1,060.0 $ 988.1 $ 911.4 $ 860.3

$ 826.3 $ 756.8 $ 674.9 $ 627.5 $ 569.0 $ 548.0

$ 2.30 $ 2.10 $ 1.86 $ 1.72 $ 1.56 $ 1.51

$ 2.28 $ 2.09 $ 1.85 $ 1.71 $ 1.56 $ 1.51

359.8 360.7 362.9 364.5 363.8 362.4

362.6 362.5 364.6 366.1 364.7 363.0

$ 1.84 $ 1.68 $ 1.52 $ 1.40 $ 1.31 $ 1.27

$ 94.3 $ 97.7 $ 102.8 $ 84.1 $ 98.7 $ 89.6

$ 777.4 $ 793.2 $ 936.4 $ 936.8 $ 874.6 $ 790.0

$ — $ — $ — $ — $ — $ —

$2,227.2 $1,911.7 $1,785.5 $1,777.0 $1,773.7 $1,604.5
39% 40% 36% 35% 34% 34%
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STOCKHOLDER INFORMATION

Annual Meeting

The annual meeting of stockholders will be held
virtually Thursday, October 13, 2022 at
10:00 a.m. and may be accessed online at the
following website:
www.virtualshareholdermeeting.com/PAYX2022.

Common Stock

The Company’s common stock trades on The
Nasdaq Global Select Market under the symbol
PAYX.

Dividends

The Company has paid a cash dividend each
quarter since 1988. Dividends are normally paid
in August, November, February, and May. The
level and continuation of future dividends are
dependent on the Company’s future earnings
and cash flow and are subject to the discretion
of the Board of Directors.

Transfer Agent and Registrar

Please send inquiries, certificates for transfer,
address changes, and dividend reinvestment
and stock purchase requests to:

American Stock Transfer & Trust Co.
6201 15th Avenue
Brooklyn, NY 11219
1-800-937-5449

Direct Reinvestment and Stock Purchase
Plan

Stockholders can elect to have some, or all, of
their dividends reinvested, and can make
additional investments in common stock through
American Stock Transfer & Trust Co.

Independent Auditors

PricewaterhouseCoopers LLP
1200 Bausch & Lomb Place
Rochester, New York 14604-2705

Investor Relations

Members of the financial community and the
media should direct inquiries to Efrain Rivera,
Senior Vice President, Chief Financial Officer,
and Treasurer.

For more information about Paychex Investor
Relations, please contact:

Paychex Investor Relations
911 Panorama Trail South
Rochester, NY 14625-2396
or call 1-800-828-4411

Paychex, Inc. financial materials can be
accessed at https://www.paychex.com/investors

Locations

Information about our locations throughout the
U.S. and parts of Europe can be accessed at
http://locations.paychex.com



BOARD OF DIRECTORS*

• B. Thomas Golisano
Founder of Paychex, Inc.

• Martin Mucci
Chairman of the Board and Chief Executive
Officer of Paychex, Inc.

• Thomas F. Bonadio
Founder and Senior Counsel of The Bonadio
Group

• Kevin A. Price
Founder and President of KAP Holdings, LLC
d/b/a PartscriptionTM

• Joseph G. Doody
Former Vice Chairman of Staples, Inc.

• Joseph M. Tucci
Co-Founder and Former Co-Chief Executive
Officer and Co-Chairman of GTY Technology
Holdings, Inc.

• David J. S. Flaschen
Investor and Advisor

• Joseph M. Velli
Retired Financial Services and Technology
Executive

• Pamela A. Joseph
Executive Chair of Xplor Technologies

• Kara Wilson
Senior Advisor at KKR & Co. Inc.

EXECUTIVE LEADERSHIP TEAM*

• Martin Mucci
Chairman and Chief Executive Officer

• Ted Jordan
Vice President, Service

• John B. Gibson
President and Chief Operating Officer

• Maureen Lally
Vice President, Marketing

• Efrain Rivera
Senior Vice President, Chief Financial Officer,
and Treasurer

• Michael Majors
Vice President, Human Resources Services
Sales

• Mark A. Bottini
Senior Vice President, Sales

• Karen E. Saunders McClendon
Vice President, Chief Human Resources Officer

• Michael E. Gioja
Senior Vice President, Information Technology
and Product Development

• Stephanie L. Schaeffer
Vice President, Chief Legal & Ethics Officer, and
Secretary

• Neal Collins
Vice President, Corporate Development and
Managing Director, Mergers and Acquisitions

• Bradley Schaufenbuel
Vice President and Chief Information Security
Officer

• John Connors
Vice President, Software Development

• Robert L. Schrader
Vice President and Controller

• Chris DeSalvo
Vice President, Service Excellence and
Operations

• Terry Sukalski
Vice President, PEO and Insurance

• Frank Fiorille
Vice President, Risk, Compliance, and Data
Analytics

• Norman (Mick) Whittemore
Vice President, Information Technology,
Enterprise Operations

• Tom Hammond
Vice President, Corporate Strategy and
Product Management

• Jeff Williams
Vice President, Enterprise and HRO Services

• Michael Jeffrey
Vice President, Major Market Services Sales

* as of May 31, 2022



Paychex Annual Report 2022  

Board of Directors
Our board fulfills its oversight responsibilities to the shareholders and the investment 
community through audit, compensation and leadership, corporate development 
advisory, executive, investment, and nominating and ESG committees.

Pictured from left to right: David J. S. Flaschen Director, Joseph G. Doody Director, Pamela A. Joseph Director,  
Kevin A. Price Director, Martin Mucci Chairman of the Board and Chief Executive Officer, B. Thomas Golisano Founder and Director, 
Kara Wilson Director, Thomas F. Bonadio Director, Joseph M. Tucci Director, Joseph M. Velli Director



Paychex by the Numbers

Human Resources

2 Million  
Worksite Employees Supported  
by Paychex HR

700+ Paychex HR Professionals 
Providing HR Advice

Nearly 30,000  
HR Matters Addressed by Our  
HR Professionals

Payroll and Taxes

1 in 12  
U.S. Private Sector Workers Paid

$8 Billion  
in ERTC and Paid Leave Tax Credits 
Applied for on Behalf of Clients

11 Million  
Employee W-2s Created

Paychex Flex®

99.9%  
Availability

2.4 Million  
Monthly Paychex Flex Time Users

1.7 Million  
Employees Onboarded  
Electronically

Employee Benefits

11 Straight Years  
— Largest 401(k) Recordkeeper  
in U.S. by Number of Plans6

1.3 Million  
Retirement Plan Participants

Nearly 130,000  
Insurance Clients —  
Top 30 U.S. Insurance Broker 

7

Data on file as of May 31, 2022.
6 Largest 401(k) Recordkeeper by Number of Plans, PLANSPONSOR magazine, 2022.
7 Top 100 Brokers of U.S. Business, Business Insurance magazine, 2022.
Insurance is sold and serviced by Paychex Insurance Agency, Inc., 225 Kenneth Drive, Rochester NY 14623. CA license #0C28207.
Professional employer organization (PEO) services provided by Paychex Business Solutions, LLC (Florida employee leasing license GL7), Oasis Outsourcing, 
LLC (Florida employee leasing license GL42), and their affiliates, which are licensed or registered to provide PEO services where required by law.

  facebook.com/paychex
   twitter.com/paychex
  linkedin.com/company/paychex

payx.me/report

https://www.facebook.com/Paychex/
https://twitter.com/paychex
https://www.linkedin.com/company/paychex
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