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Item 8. Financial Statementsand Supplementary Data
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Automatic Data Processing, Inc.
Roseland, New Jersey

We have audited the accompanying consolidated balsineets of Automatic Data Processing, Inc. and
subsidiaries (the "Company") as of June 30, 20@P2008, and the related consolidated statemergarofngs,
stockholders' equity, and cash flows for each efttiiee years in the period ended June 30, 2009a@lits also
included the consolidated financial statement saleelisted in the Index at Item 15(a) 2. These otidated
financial statements and consolidated financidestant schedule are the responsibility of the Caomiga
management. Our responsibility is to express aniapion the consolidated financial statements améalidated
financial statement schedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversigharglo
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of maltarisstatement. An audit includes examining, t@sabasis,
evidence supporting the amounts and disclosuréeifinancial statements. An audit also includegssing the
accounting principles used and significant estismiatade by management, as well as evaluating thalbve
financial statement presentation. We believe thatanidits provide a reasonable basis for our opinio

In our opinion, such consolidated financial statatag@resent fairly, in all material respects, tinarficial
position of Automatic Data Processing, Inc. andsgdibries as of June 30, 2009 and 2008, and thdtsed their
operations and their cash flows for each of thedtyears in the period ended June 30, 2009, iroooity with
accounting principles generally accepted in thedéhBtates of America. Also, in our opinion, thesalidated
financial statement schedule, when consideredatioa to the basic consolidated financial stateisi¢aken as a
whole, presents fairly, in all material respedt® information set forth therein.

As discussed in Notes 1 and 15 to the consolidtedcial statements, the company adopted Financial
Accounting Standards Board Interpretation No. #&,cbunting for Uncertainty in Income Taxes — An
Interpretation of FASB Statement No. 109,” effeetiuly 1, 2007. As discussed in Note 14 to the clateted
financial statements, the Company adopted the rettog and disclosure provisions of Statement ofaRcial
Accounting Standards No. 158, “Employers’ Accougtiar Defined Benefit Pension and Other Postret@eim
Plans — an amendment of FASB Statements No. 87,088,and 132(R),” effective June 30, 2007.

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bloar
(United States), the Company's internal controk dwvencial reporting as of June 30, 2009, basethercriteria
established innternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatafrthe
Treadway Commission and our report dated Augus2@89, expressed an unqualified opinion on the Goy
internal control over financial reporting.

/s/ Deloitte & Touche LLP

Parsippany, New Jersey
August 28, 2009



NOTE 14. EMPLOYEE BENEFIT PLANS

A. Stock Plans. The Company accounts for stock-based compensatiaccordance with SFAS No. 123R, “Share-
Based Payment” (“SFAS No. 123R"), which requires tieasurement of stock-based compensation expebse t
recognized in net earnings based on the fair vafltlee award on the date of grant. Stock-based eosgtion
consists of the following:

» Stock Options. Stock options are granted to employees at exepcises equal to the fair market value of
the Company’s common stock on the dates of graotkSptions are issued under a grade vesting
schedule. Options granted prior to July 1, 2008:gally vest ratably over five years and have a tefrt0
years. Options granted after July 1, 2008 genevalty ratably over four years and have a term ofekds.
Compensation expense for stock options is recodrozer the requisite service period for each séplgra
vesting portion of the stock option award.

»  Employee Stock Purchase Plan. Prior to January 1, 2009, the Company offeredrapleyee stock
purchase plan that allowed eligible employees tolmse shares of common stock at a price equé%o 8
of the market value for the common stock at the tta¢ purchase price for the offering is determined
Compensation expense related to an offering trehbaibeen completed will continue to be recognaed
a straight-line basis over the vesting period ofri¥hths that concludes on December 31, 2009.

* Restricted Stock.

o0 Time-Based Restricted Stock. The Company has issued time-based restricted stomertain key
employees. These shares are restricted as todraarsd in certain circumstances must be returnéueto
Company at the original purchase price. The Compacgrds stock compensation expense relating to the
issuance of restricted stock over the period inctviihe transfer restrictions exist, which is ufiive years
from the date of grant. The value of the Compatiy®-based restricted stock, based on market poces
the date of grant, is recognized as compensatiparese over the restriction period on a straigtd-basis.

o Performance-Based Restricted Stock. The performance-based restricted stock programastnt two-
year performance period and a subsequent six-nsamttice period. Under this program, the Company
communicates “target awards” to employees at tiginbeng of a performance period and, as such,
dividends are not paid in respect of the “targearls” during the performance period. After the tyear
performance period, if the performance targetsaahéeved, associates are eligible to receive didden
any shares awarded under the program. The perfaerarget is based on EPS growth over the
performance period with possible payouts rangingf0% to 125% of the “target awards”. SFAS No.
123R requires the measurement of stock-based caafpem based upon the fair value of the award en th
grant date. Compensation expense is recognizedstraight-line basis over the vesting term of
approximately 30 months based upon the probabfenpesnce target that will be met.

The Company currently utilizes treasury stock tis§astock option exercises, issuances undemigleyee stock
purchase plan and restricted stock awards. Stos&ebeompensation expense of $96.0 million, $123l&mand
$130.5 million was recognized in earnings from gunhg operations in fiscal 2009, 2008 and 2003peetively,
as well as related tax benefits on such stock casgimn expense of $27.6 million, $37.0 million &88.9
million, respectively.

Years ended June 30, 2009 2008 2007
Operating expenses $ 20.€ $ 25. $ 23:
Selling, general and administrative expenses 60.4 76.7 84.i
System development and programming costs 15.C 21t 22.t
Total pretax stock-based compensation expensededlin

continuing operations $ 96.C $ 123.¢ $ 130t

Total pretax stock-based compensation expenseded|is



discontinued operations - - 18.2
Total pretax stock-based compensation expense $ 96.C $ 123.¢ $ 148.7
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As of June 30, 2009, the total remaining unrecagghizompensation cost related to non-vested stowsnsp the
employee stock purchase plan and restricted stwaekds amounted to $24.8 million, $7.7 million ar8dR
million, respectively, which will be amortized ovigre weighted average periods of 1.7 years, 0.5yal 2.3
years, respectively.

In fiscal 2009, the following activity occurred werdour existing plans:

Stock Options:

Number of Options Weighted Average Price
(in thousands) (in dollars)

Years ended June 30, 2009 2008 2007 2009 2008 2007
Options outstanding,

beginning of year 49,12 53,78¢ 73,18 ¢ 41 ¢ 4C § 49
Options granted 1,390 2,047 3,449 $ 3¢ $ 41 $ 43
Options exercised (2,507) (5,06¢) (11,740 $ 3 $ 34 $ 34
Options canceled (a) (2,695 (1,63¢) (11,112 $ 41 $ 42 $ 41
Options outstanding, end of yea 45,32 49,12 53,78t $ 41 $ 41 $ 40
Options exercisable, end of yea 37,31¢ 36,65 35,52¢ $ 41 $ 41 $ 40
Shares available for future grants,

end of year 24,104 22,799 23,208
Shares reserved for issuance ut

stock option plans, end of y 69,42 71,92¢ 76,99

(a) Options cancelled for the year ended June @07 tcludes 7.8 million options held by Broker&grvices
Group business employees that were canceled @itiifon March 30, 2007.

Performance-Based Restricted Stock:

Number of Shares
(in thousands)

Years ended June 30, 2009 2008 2007
Shares outstanding,

beginning of year 2,92¢ 1,711 23¢
Shares granted 1,850 1,487 2,021
Shares vested (1,989 (122) (79

Shares forfeited (a) (158 (148 (469)




Shares outstanding, end of y

2,632

2,92¢

1,711

(a) Shares forfeited for the year ended June 307 #txludes 431,200 shares held by Brokerage SEn@Group
business employees that were forfeited on Marct2807.

The aggregate intrinsic value of stock options hmttstanding and exercisable as of June 30, 208%l4.7

million and the aggregate intrinsic value for stogikions exercised in fiscal 2009 was $19.7 million
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Summarized information about stock options outstames of June 30, 2009 is as follows:

Outstanding Exercisable

Weighted Weighted
Exercise Number Remaining Average Number Remaining Average

Price of Options Life Price of Options Life Price
Range (in thousands) (in years) (in dollars) (in thousand: (in years) (in dollars
Under $1¢ - - $ - - - $ -
$15 to $25 1 0.4 $ 21 1 0.4 $ 21
$25 to $3! 3,67¢ 3.€ $ 31 3,63( 3.€ $ 31
$35 to $45 33,065 5.C $ 40 25,63t 4.3 $ 40
$45 to $5! 8,58( 2.1 $ 5C 8,04¢ 1.7 $ 50
45,320 4.: $ 41 37,31¢ 3.7 $ 41

In fiscal 2009, the Company issued 1.5 million slsan connection with the employee stock purchéee gifering
that vested on December 31, 2008. The Company expeissue approximately 1.8 million shares far th
employee stock purchase plan offering that vest®erember 31, 2009. In addition, in fiscal 200®, @ompany
issued 2.2 million shares of restricted stock.



The fair value of each stock option issued priodaauary 1, 2005 was estimated on the date of geamg a Black-
Scholes option pricing model. For stock optionsiégson or after January 1, 2005, the fair valueawh stock
option was estimated on the date of grant usinigantial option pricing model. The binomial modehsaers a
range of assumptions related to volatility, ris&eiinterest rate and employee exercise behavipedtad
volatilities utilized in the binomial model are lealson a combination of implied market volatilitiésstorical
volatility of the Company’s stock price and othactors. Similarly, the dividend yield is based dstdrical
experience and expected future changes. The gskréite is derived from the U.S. Treasury yieldreun effect at
the time of grant. The binomial model also incogies exercise and forfeiture assumptions based analysis of
historical data. The expected life of the stockapgrant is derived from the output of the binoiniedel and
represents the period of time that options graatedexpected to be outstanding.

The fair value for stock options granted was edithat the date of grant with the following assuoms:

Years ended June 30, 2009 2008 2007

Risk-free interest rate 1.8% -3.1% 2.8% - 4.69 4.6% -5.0%
Dividend yield 2.6% -3.5% 1.7% - 2.7% 1.6% -1.7%
Weighted average volatility factor 25.3% -31.3% 22.8% - 25.69 18.4% -24.7%
Weighted average expected life (in years) 5.C 5.0 4.9 -5.€

Weighted average fair value (in dollars):
Stock options $ 754 % 831 $ 10.77
Stock purchase plan $ - 8 11.9¢ $ 11.24
Performance-based restricted stock  $ 39.04 $ 4461 $ 40.9¢



