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Iltem 1. Business

Automatic Data Processing, Inc., incorporateBelaware in 1961 (together with its subsidiafiaDP” or the “Company”), is one of the
largest providers of computerized transaction psicey, data communication and information servigeke world. For financial information
by segment and by geographic area, see Note 1 §fibtes to Consolidated Financial Statements'taioad in this Form 10-KThe
Company’s Annual Reports on Form 10-K, Quarterlpdtts on Form 10-Q, Current Reports on Form 8-K aticamendments to those
reports, the Proxy Statement for its Annual Meetih§tockholders and its Annual Report to Stocldrsldre made available, free of charge,
on its website at www.adp.cam soon as reasonably practicable after such repbave been filed with or furnished to the Seasitind
Exchange CommissioThe following summary describes ADP’s activities.

Employer Services

Employer Services offers a comprehensiveearidiuman resource (HR) information, payroll pssieg and benefits administration
products and services, including traditional ancdovdased outsourcing solutions, that assist apprabeiy 545,000 employers in the United
States, Canada, Europe, South America (primariziBr Australia and Asia to staff, manage, pay eetdin their employees. Employer
Services markets these products and services thitaidirect marketing sales force and, on a lichltasis, through indirect sales channels,
such as marketing relationships with banks andwattemts, among others. In fiscal 2006, 85% of Eygi&ervices’ revenues were from the
United States, 10% were from Europe, 4% were framada and 1% was from South America (primarily Bya&ustralia and Asia.

United States and Canada

Employer Services’ approach to the markéd imatch a client’'s needs with the products andises that will best meet expectations. To
facilitate this approach, in the United States @adada, Employer Services is comprised of thewviatlg groups: Small Business Services
(“SBS”) (primarily companies with fewer than 50 dimyees); Major Accounts Services (primarily comganivith between 50 and 999
employees); and National Account Services (prigariimpanies with 1,000 or more employees).

SBS processes payroll for smaller comparmespsovides them with market leading solutions|uding a range of value-added services
that are specifically designed for small busindients. Major Accounts Services and National Acdobervices offer a full suite of best-of-
breed employer services solutions for clients nagdiom mid-size through many of the world’s larpesrporations.

ADP enables its largest clients to interfder major enterprise resource planning (ERP)iegpbns with ADP’s outsourced payroll
services. For those companies that choose to m@agsoll in-house, ADP currently delivers in theitldd States stand-alone services such as
payroll tax filing, check printing and distributippear-end tax statementsd . , form W-2) and wage garnishment services.
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In order to address the growing businessge®outsourcing (BPO) market for clients seekimpdmuresource information systems and
benefit outsourcing solutions, ADP offers its ini@g@d comprehensive outsourcing services (COSJisnlthat allows a client to outsource its
HR, payroll, payroll administration, employee seevcenter, benefits administration, and time abddaanagement functions to ADP.

In the United States and Canada, ADP providgsoll services that include the preparationlieint employee paychecks and electronic
direct deposits, along with supporting journalsnsaries and management reports. In the UnitedsStAf@P also supplies the quarterly and
annual social security, medicare and federal, statklocal income tax withholding reports requitedbe filed by employers and employees,
and analogous services are provided in the Canaadkaket.

ADP’s Tax, Retirement and Pre-Employment &exvdivision includes the following ADP businesskax and Financial Services,
Retirement Services, Screening and Selection SEnadnd Tax Credit Services. These businesses fyireapport and are sold through SE



Major Accounts and National Accounts. ADP’s Tax didancial Services business in the United Statesta money movement business in
Canada process and collect federal, state, praliand local payroll taxes on behalf of, and fréx®P clients and remit these taxes to the
appropriate taxing authorities. These businessealao responsible for the efficient movement édrimation and funds from clients to third
parties through service offerings such as newreiperting, ADP’s TotalPa§ payroll check (ADPCheck'), full service direct deposit
(FSDD) and, in conjunction with major bank partnetsred value payroll card (TotalP&gZard) products, and the collection and payment of
wage garnishments. In the United States and Calttagte businesses support large, mid-size and sheats and provide an electronic
interface between approximately 420,000 ADP cliamd over 2,200 federal, state, provincial andlltmaagencies, from the Internal
Revenue Service and Canada Customs and Revenuey\getocal governments. In fiscal 2006, ADP’s Temd Financial Services business
in the United States and its money movement busime€anada together processed and delivered @vaiilbon year-end tax statements to
its clients’ employeesi(e., form W-2 in the United States and analogous statgs in Canada) and over 41.2 million remittarares
employer payroll tax returns, and moved over $lidmi in client funds to taxing authorities and digents’ employees via electronic transfer,
direct deposit and ADPCheck. ADP’s Screening and Selection Services businessdes background checks, reference verificatams a
HR help desk. In the United States, ADP’s Tax Qr8érvices business provides job tax credit sesvilbat assist employers in the
identification of, and filing for, special tax crigglbased on geography, demographics and otheriaritn the United States, ADP Retirement
Services business provides recordkeeping and/atedebdministrative services with respect to varitypes of retirement (primarily 401(k))
plans, deferred compensation plans and “premiuy’ @alfeteria plans.

ADP’s HR services provide comprehensive Hebrdkeeping services, including benefits adminigireand outsourcing, employee
history and position control. In the United Sta®BP’s Benefit Services business provides benefits adtration across all market segme
including management of the open enrollment of ien€€OBRA and flexible spending account admirgstm.

In the United States, ADP TotalSouftceADP’s professional employer organization (PEQ3ibass, provides clients with comprehensive
employment administration outsourcing solutionstigh a co-employment relationship, including paymyroll tax filing, employee
background checks, HR guidance, 401(k) plan adtnatien, benefits administration, compliance sexgiowvorkers’ compensation and
healthcare coverage and supplemental benefitstiptayees. ADP TotalSouris the largest PEO in the United States based@number

of total paid worksite employees. ADP also offeBRAResourcé™ | an integrated, flexible HR and payroll servickedhg that provides a
menu of optional services, such as 401(k), FSAmaydas-you go workers’
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compensation, without the co-employment relatiomsfiogether, ADP TotalSour&and ADP Resource™ have 41 offices located in 20
states and serve approximately 5,800 clients aptbapnately 141,000 worksite employees in all Sites.

ADP complements its payroll, payroll tax d#R services with additional employer services thefude time and labor management and
other products provided by the Tax, RetirementRredEmployment Services division.

Outside the United States and Canada

There is increasing demand from multinatia@@hpanies for global payroll and human resourceagament services. In Europe, ADP is
the leading provider of payroll processing (inchgifull departmental outsourcing) and various humesource administration services.
Employer Services is present in nine countriesurope: France, Germany, Italy, the NetherlandsaithlSpain, Switzerland, the Czech
Republic and the United Kingdom. It also offersvéegs in Ireland (from the United Kingdom) and iorRigal (from Spain). In South
America (primarily Brazil), Australia and Asia, Efoger Services provides traditional service burpayroll and also offers full departmental
outsourcing of payroll services. In fiscal 2006, RbPontinued to expand its GlobalVieW offering, making it available in 31 countries.
GlobalViewSMis built on the mySAPM ERP Human Capital Management and the SAP NetWéalplatform and offers multinational
companies an end-to-end outsourcing solution emgistiandardized payroll processing and human res@administration. In 2006, ADP
opened two representative offices in China, onatkxtin Shanghai and the other in Beijing, to beftelerstand the developing market in
China and serve the needs of multinational comganith operations in China.

Brokerage Services

Brokerage Services provides transaction [msing services, desktop productivity applicationd snvestor communications solutions to
the financial services industry worldwide. Brokezagervices’ products and services include: (i) glalvder entry, trade processing and
settlement systems that enable firms to tradealigtiany financial instrument, in any market, ay @aime; (ii) Internet delivery; personalized
on-demand statements, confirmations, fulfillmeohtent management, and imaging, archival, and wawk$olutions that enhance
communications with investors; proxy distributiandavote processing, regulatory mailings, tax rdpgrand corporate actions/reorganization
solutions that help clients meet regulatory and gieance needs; (iii) automated, browser-based degitoductivity tools for financial
consultants and back office personnel; and (ivgdrdted delivery of multiple products and serviteeugh ADP’s Global Processing
Solution.

Brokerage Services serves a large client baseeifirtancial services industry, including: retaitanstitutional brokerage firms; glob



banks; mutual funds; annuity companies; institialanvestors; specialty trading firms; clearingrfs; and publicly owned corporations.
Brokerage Services provides securities transagionessing, printing and electronic distributiorsb&reholder communications and other
services to clients that conduct business in ntoae 80 countries in North America, Europe, Asia Andtralia. Brokerage Services also
provides computerized proxy vote tabulation andedh@lder communication, distribution and fulfillnteservices, including Web-enabled
products and services. In fiscal 2006, ADP senmaf@imately 13,000 United States publicly tradechpanies and 450 mutual funds and
annuity companies with proxy services on behathofe than 850 brokerage firms and banks.
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On August 2, 2006, ADP announced that itsrBa@é Directors approved a plan to spin-off the IBnage Services Group business,
comprised of Brokerage Services and Securitiesridigand Outsourcing Services. See Item 9B — “Othfarmation”.

Securities Clearing and Outsourcing Services

ADP’s Securities Clearing and Outsourcingvides segment furthers Brokerage Services’ busipexsess outsourcing strategy by
positioning ADP to provide any brokerage firm, retjess of size, an appropriate range of outsoursangices to best meet its individual
needs on a single technology platform: service daureperations outsourcing, or correspondent cigagrvices.

Securities Clearing and Outsourcing Servppesides clearing, custody, financing, securitesing, trade execution and outsourcing
solutions to broker-dealers. Securities Clearing) @atsourcing Services derives revenues from cosiams and service charges related to
clearing and execution activities and from interesbme on margin financing, client short sellirggiwty, and uninvested balances. Securities
Clearing and Outsourcing Services also extendsim&gns directly to correspondents to financertpedprietary activity.

Securities transactions are effected foramsts on either a cash or margin basis. In a margnsaction, Securities Clearing and
Outsourcing Services extends credit to a custoorea portion of the purchase price of the secutych credit is collateralized by securities
in the customer’s accounts in accordance with eguy and internal requirements. Securities Cleggaind Outsourcing Services receives
income from interest charged on such loans. Séesi@learing and Outsourcing Services also borsmesirities from banks and other broker-
dealers to facilitate customer and proprietary skelting activity, and lends securities to broklerlers and other trading entities to cover
short sales and to complete transactions thatnedelivery of securities by settlement date.

Dealer Services

Dealer Services provides integrated dealeragement systems (such a system is also knowm iimtlustry as a “DMS”) and business
solutions to automotive, heavy truck, and powertsp@re. , motorcycle, marine and recreational) vehicleil@tgin the United States,
Canada, South Africa, Asia, Europe and the MiddistENearly 25,500 automotive, heavy truck and pepets dealers use ADP’'s DMS,
other software based solutions, networking solstigiata integration, consulting and/or marketinyises.

Clients use ADP’s DMS products to manageriess activities such as accounting, inventory mamaat, factory communications,
scheduling, vehicle financing and insurance, safesservice. In addition to its DMS products, De8lervices also offers its clients a full
suite of web-enabled business solutions to adérass department and functional area of the dedte¢stcluding customer relationship
management solutions (CRM) and “front-end” appiarad), and an IP telephony phone system that ckinde@lerships with their sales
processes and business development initiativesfAdlealer Services’ business solutions are supddsy comprehensive training offerings
and business process consulting services. Deateic8g also offers its dealership clients compbtdware, hardware maintenance services,
licensed software support, system design and nkte@rsulting services. ADP’s DMS and other softwana@ducts are available as “on-site”
applications or through ADP’s application serviceypder (ASP) managed services solution (in whildnts license and outsource the
information technology management to Dealer Sesyice

Dealer Services also designs, establishesmaitains communications networks for its dealigrshients that allow interactive
communications among multiple site locations ad a®links between franchised dealers and theiiclemanufacturer franchisors. These
networks are used for activities such as new veluddiering and status inquiry, warranty submissiot validation, parts and vehicle locati
dealership customer credit application submissimhdecisioning, vehicle repair estimation and asitjon of vehicle registration and lien
holder information.

In fiscal 2006, ADP acquired Kerridge Compu@®mpany Ltd, which provides dealer managemertesys and related products and
services to nearly 6,000 automotive dealers in geirthe Middle East, South Africa and Asia. ADPoasquired the digital marketing and
consulting company BZ Resul



Sale of Claims Services

On April 13, 2006, ADP completed the salé®fClaims Services business to Solera, Inc. fai53® million in cash. See “Management’s
Discussion and Analysis” (MD&A) and Note 4 of thiddtes to Consolidated Financial Statements” copthin this Form 10-K.

Markets and Marketing Methods

ADP’s services are offered broadly across North AmenchEurope. Some services within the Employeri€eswand Brokerage Servi
business units are also offered in Australia anié.fend Employer Services also provides servic&outh America (primarily Brazil).

None of ADP’s major business groups havenglsihomogenous client base or market. For exarBptkerage Services and Securities
Clearing and Outsourcing Services serve a largatthase in the financial services industry, intlgdetail and institutional firms, banks and
individual non-brokerage corporations. Dealer Smwiprimarily serves automobile dealers, but asees heavy truck, powersportse. ,
motorcycle, marine and recreational), and agricaltaquipment dealers, auto repair shops, uselisaistate departments of motor vehicles
and manufacturers of automobiles, trucks and alguial equipment. Employer Services has clientsifeolarge variety of industries and
markets. Within this client base are concentratmfndients in specific industries. Employer Seedalso sells to auto dealers and brokerage
clients. While concentrations of clients exist,are client or industry group is material to ADPigecall revenues.

ADP’s businesses are not overly sensitiverite changes. Economic conditions among seleditts and groups of clients may and do
have a temporary impact on demand for ADP’s sesviltefiscal 2006, Employer Services continuedrtmag primarily due to the increase in
its United States payroll and payroll tax businesg®luding new business started in the fiscat y&aaincrease in the number of employees
on our clients’ payrolls, price increases, strongagh in its “beyond payroll” products, and impralelient retention; Brokerage Services
grew primarily due to the increased volume inritgeistor communication services resulting from amaase in the number of holders of
equities and an increase in mutual fund meetingiggtDealer Services grew primarily due to thejaisition of Kerridge Computer Compa
Ltd in the United Kingdom in December 2005; and imestment income on our client funds increasesltduhe increase in our average
client fund balances and higher interest rates.

ADP enjoys a leadership position in eachi®fajor service offerings and does not believeraajor service or business unit in ADP is
subject to unique market risk.

Competition

The computing services industry is highly patitive. ADP knows of no reliable statistics byiethit can determine the number of its
competitors, but it believes that it is one of ldigest providers of computerized transaction @eicgy, data communication and information
services in the world.

ADP’s competitors include other independamhputing services companies, companies providitgrprise resource planning services,
divisions of diversified enterprises and banks. #ieo competitive factor in the computing serviagdustry is the in-house computing
function, whereby a company installs and operdseswn computing systems.

Competition in the computing services indugrprimarily based on service responsivenesgjuaroquality and price. ADP believes that
it is very competitive in each of these areas &ad there are no material negative factors impgibP’s competitive position in the
computing services industry. No one competitorroug of competitors is dominant in the computing/®es industry.

Clients and Client Contracts

ADP provides its services to more than 570 ,€lgents. In fiscal 2006, no single client or gooaf affiliated clients accounted for revenues
in excess of 2% of annual consolidated revenues.

Our business is typically characterized mgherm customer relationships that result in recgrrievenue. Sales orders from customer
not considered firm until they are installed andihgroducing revenue. ADP receives sales ordeadl iof our businesses and is continuously
in the process of performing implementation sewiimg our clients. Depending on the service agredrmed/or the size of the client, the
installation or conversion period for new clientald vary from a short period of time (up to twoekse) for an SBS client to a longer period
(generally six to twelve months) for a National Aoat Services, Brokerage or Dealer Services cligtht multiple deliverables. Although we
monitor the sales orders from our clients that hasteyet been billed or installed, we do not vidwe tmetric as material in light of the
recurring nature of our business. This is not amegl number, but it is used by management asrmiolg tool relating to resources needed to
install services, and a means of assessing ourrpatiice against our installation timing expectatiand the expectations of our clients.

ADP’s average client retention is estimated at mone $hgears in Employer Services and is 10 or moegsyin Brokerage Services a



Dealer Services, and has not varied significamtiynf period to period.

ADP’s services are provided under writtert@muotations or service agreements having vamgimgs and conditions. No one price
guotation or service agreement is material to ADBcounts, rebates and promotions offered by AD&liemts are not material.

Systems Development and Programming

During the fiscal years ended June 30, 20085 and 2004, ADP invested $678 million, $622iomil] and $646 million, respectively,
from continuing operations, in systems developnagwt programming, migration to new computing techgis and the development of new
products and maintenance of our existing techneiggdncluding purchases of new software and soéweenses.

7

Product Development

ADP continually upgrades, enhances and expasexisting products and services. Generallynew product or service has a significant
effect on ADP’s revenues or negatively impact&xisting products and services, and ADP’s prodantsservices have significant remaining
life cycles.

Licenses

ADP is the licensee under a number of agre¢sfer computer programs and databases. ADP’'siéssiis not dependent upon a single
license or group of licenses. Third-party licengegents, trademarks and franchises are not miai@AdP’s business as a whole.

Number of Employees
ADP employed approximately 46,000 persons as o B@n 2006.
Item 1A. Risk Factors

Our businesses routinely encounter and address riskme of which may cause our future results wifferent than we currently
anticipate. Risk factors described below represemtcurrent view of some of the most importantgifdlcing our businesses and are
important to understanding any statement in thisnkA0-K. The following information should be readcbnjunction with MD&A,
Quantitative and Qualitative Disclosure About Markisk and the consolidated financial statements rtated notes included in this Form
10-K. This discussion includes a number of forwtmaking statements. You should refer to the deBoripf the qualifications and limitatiol
on forward-looking statements in the first paragnamder MD&A included in this Form 10-K. Unless ethise indicated or the context
otherwise requires, reference in this section te@,Wours,” “us” or similar terms means ADP, toge#r with its subsidiaries. The level of
importance of each of the following risks may viaoyn time to time.

Changes in laws and regulations may decrease ourvenues and earnings

Portions of ADP’s business are subject toegomental regulations. Changes in governmentalatigns may decrease our revenues and
earnings and may require us to change the manmenich we conduct some of the aspects of our basirféor example, a change in
regulations either decreasing the amount of taxé&e twithheld or allowing less time to remit taxegovernment authorities would adversely
impact interest income from investing funds thatoslect from clients but have not yet remittedte applicable taxing authorities or client
employees, thus reducing our revenues and incoone this source. Also, recently proposed regulathignges in investor communications
requirements could, if implemented, reduce ourmees and earnings.

Security and privacy breaches may hurt our business

We store electronically personal information, irthg social security numbers, about our clients emgloyees of our clients. In additic
our brokerage and trading systems maintain acamohtrading information for our customers and tokénts, and our retirement services
systems maintain investor account information &irement plans. There is no guarantee that thermsgsand procedures that we maintain to
protect against unauthorized access to such intosmare adequate to
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protect against all security breaches. Any sigaificviolations of data privacy could result in thes of business, litigation and regulat



investigations and penalties that could damageeuutation and the growth of our business coulthb&erially adversely affected.
Our systems may be subject to disruptions that codladversely affect our business and reputation

Many of our businesses are highly dependerus ability to process, on a daily basis, a largmber of complicated transactions. We
rely heavily on our payroll, financial, accountiagd other data processing systems. If any of thgstems fail to operate properly or become
disabled even for a brief period of time, we cosldfer financial loss, a disruption of our busiressdiability to clients, regulatory interventi
or damage to our reputation. We have disaster ergquans in place to protect our businesses agaatsral disasters, security breaches,
military or terrorist actions, power or communicatifailures or similar events. Despite our prepanat in the event of a catastrophic
occurrence, our disaster recovery plans may nsubeessful in preventing the loss of customer d&vice interruptions, disruptions to our
operations, or damage to our important facilities.

If we fail to adapt our technology to meet customeneeds and preferences, the demand for our servicasmy diminish

Our businesses operate in industries that are dutbjeapid technological advances and changingpousr needs and preferences. In o
to remain competitive and responsive to customeraghels, we continually upgrade, enhance and expamnexisting products and services. If
we fail to respond successfully to the technoldgglienges, the demand for our services may diminish

Political and economic factors may adversely affeaiur business and financial results

Trade, monetary and fiscal policies, andtjwali and economic conditions may substantiallyngfea When there is a slowdown in the
economy, employment levels, interest rates andnigaeblumes may decrease with a corresponding itnpraour businesses. Customers may
react to worsening conditions by reducing theimsiieg on payroll and other outsourcing servicestaidling their trading operations or
renegotiating their contracts with us. If any af$b circumstances remain in effect for an extepéeidd of time, there could be a material
adverse effect on our financial results.

Our proposed spin-off of our Brokerage Services Grap is subject to inherent risks

The proposed spin-off of our Brokerage SexwiGroup discussed in Item 9B — “Other InformatiimnSubject to inherent risks and
uncertainties including, among others: risks thatgpin-off will not be consummated; increased detsan our management team to
accomplish the spin-off; significant transactiorstso risks of changes in our credit rating as alted the spin-off (see “Risk Factors —
Change in our credit ratings could adversly immagtoperations and lower our profitability” belovend risks from changes in the results of
operations of our reportable segments.

Change in our credit ratings could adversely impacbur operations and lower our profitability

The major credit rating agencies periodicallaluate our creditworthiness and have consistgnten us their highest long-term debt and
commercial paper ratings. Failure to maintain lgddit ratings on long-term and sheeti debt could increase our cost of borrowinguoce
our ability to obtain intra-day borrowing requireg our Employer Services business, and ultimatedice our client interest revenue.

We may be unable to attract and retain qualified pesonnel

Our ability to grow and provide our customeith competitive services is partially dependemtair ability to attract and retain highly
motivated people with the skills to serve our costes. Competition for skilled employees in the outsing and other markets in which we
operate is intense and if we are unable to attnadtretain highly skilled and motivated personagpected results from our operations may
suffer.

Iltem 1B. Unresolved Staff Comments
None

Item 2. Properties

ADP leases space for 26 of its principal pgsing centers. In addition, ADP leases numerder aiperational offices and sales offices.
All of these leases, which aggregate approximatgy8,000 square feet in North America, Europe tfséunerica (primarily Brazil), Asia,
Australia and South Africa, expire at various tinugsto the year 2020. ADP owns 19 of its procesfaedities, other operational offices and
its corporate headquarters complex in Roseland, desey, which aggregate approximately 3,914,00areqfeet. None of ADP’s owned
facilities is subject to any material encumbranéd3P believes its facilities are currently adequatetheir intended purposes and



adequately maintained.
Item 3. Legal Proceedings

In the normal course of business, the Commeubject to various claims and litigation. Wtiihe outcome of any litigation is inherently
unpredictable, the Company believes it has valfdrikes with respect to the legal matters pendiagnagit and the Company believes thal
ultimate resolution of these matters will not haveaterial adverse impact on its financial conditiesults of operations or cash flows.
Among the various claims and litigation pendingiagthe Company is the following:

The Company and its indirect wholly-ownedsidiaries Dealer Solutions, L.L.C. and Dealer Soha Holdings, Inc. (“DSI”) are named
as defendants in a lawsuit filed on March 4, 198the 133rd Judicial District Court of Harris Coyntexas by Universal Computer Systems,
Inc., Universal Computer Consulting, Ltd., Univdr€@mputer Services, Inc., and Dealer Computerigesy Inc. (collectively, “UCS"),
which lawsuit was tried before an arbitration panelune 2003. This lawsuit alleges trade secaations by DSI in the creation by DSI of
the CARMan automobile dealership software produdtmisappropriation of those trade secrets by mgany through its acquisition of
DSI. UCS sought injunctive relief and damages df 88llion. On November 11, 2003, the arbitratiomebappointed by the District Court
entered an award in favor of DSI and its co-defatslé'the Award”). The Award denied all relief tdd$. The Award has been affirmed and
adopted by the District
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Court as a final judgment of the Court. That judgtrteas been affirmed by the Court of Appeals ferFirst District of Texas, and the Texas
Supreme Court denied UCS's Petition for Reviewhat judgment on June 9, 2006. The judgment in Caryipdavor is now final, subject
only to a possible petition for certiorari from tbaited States Supreme Court, for which the filiggadline is August 31, 2006. The Company
believes it has valid defenses with respect tattwve matter and should prevail.

Item 4. Submission of Matters to a Vote of Securityolders
None
Part Il
Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases @&quity Securities
Market for the Registrant’s Common Equity

The principal market for the Compasgommon stock (symbol: ADP) is the New York St&ocichange. The following table sets forth
reported high and low sales prices of the Compangrsmon stock based on the NYSE composite tramsectind the cash dividends per
share of common stock declared during the pasfisgal years. As of June 30, 2006, there were 4Dt&illders of record of the Company’s
common stock. As of such date, 346,188 additionldrs held their common stock in “street name.”

PricePerShare Dividends
High Low Per Share
Fiscal 2006 quarter ended
June 30 $46.93 $43.31 $0.185
March 31 $47.95 $43.25 $0.185
December 31 $48.11 $42.19 $0.185
September 30 $45.07 $41.21 $0.155
Fiscal 2005 quarter ended
June 30 $45.56 $40.37 $0.155
March 31 $45.50 $41.13 $0.155
December 31 $46.31 $39.79 $0.155
September 30 $43.12 $38.60 $0.140
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Issuer Purchases of Equity Securities

(@)

Total Number of

(b)

Average Price

()
Total Number
of Shares
Purchased as Part
of the Publicly
Announced
Common Stock
Repurchase Plan

(d)

Maximum
Number of Shares
that may yet be
Purchased under
the Common
Stock Repurchase

Period Shares Purchased Paid per Share (3) Q) Plan (1)(4)
April 1, 2006 to
April 30, 2006 559,343 $46.37 556,200 50,985,800
May 1, 2006 to
May 31, 2006 8,791,655 $44.67 8,789,200 42,196,600
June 1, 2006 to
June 30, 2006 8,210,564 $45.00 8,199,200 33,997,400
Total 17,561,562 (2) 17,544,600

(1) InMarch 2001, the Company received therBad Directors’ approval to repurchase up to 50iam shares of the Company’s common

stock. In November 2002 and 2005, the Company veddhe Board of Directors’ approval to repurchasedditional 35 million and 50
million shares, respectively, of the Company’s camrstock. There is no expiration date for the commstock repurchase plan.

(2) During 2006, pursuant to the terms of tlenPanys restricted stock program, the Company (i) maganghases of 2,643 shares dul

April 2006, 2,455 shares during May 2006 and 8 &l&es during June 2006 at the then market valtleecthares in connection with the
exercise by employees of their option under suolgnam to satisfy certain tax withholding requiretsethrough the delivery of shares to the
Company instead of cash and (ii) made purchasB8®E&hares during April 2006 and 2,775 shares duhime 2006 at a price of $.10 per
share under the terms of such program to repurddtask granted to employees who have left the Compa

(3) The average price per share does not irdiuel repurchases described in clause (ii) of thegaing footnote.

(4) In August of 2006, the Company receivedBbard of Directors’ approval to repurchase an tafuil 50 million shares of the
Company’s common stock. There is no expiration émtéhe common stock repurchase authorizations @diitional authorization is not
reflected in the table above, as it occurred sulpseicto June 30, 2006.
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Item 6. Selected Financial Data

(Dollars and shares in millions, except per shareunts)

Years ended June . 2006 2005 2004 2003 2002
Total revenues $ 8,881 $7983° $ 7279.. $6,693.( $ 6570.!
Earnings from continuing operations before incomes $1,743.(C $1,593.. $ 1,434¢ $1594.( $ 1,722.
Net earnings from cntinuing operations $ 1072 $ 9985 $ 8977 $ 985.5 $ 1,059.(
Basic earnings per share from continuing operations $ 187 $ 171 % 152 $ 162 $ 171

Diluted earnings per share from continuing operetio $ 18 $ 16¢ % 15 $ 16 $ 1.6¢
Basic weighted average shares outstanding 574.¢ 583.2 591.% 600.] 618.¢



Diluted weighted average shares outstanding 580.2 590.( 598.7 605.¢ 630.¢

Cash dividends declared per share $ 710 $ .605C $ .540C $ .475C $ .447F
Return on equity (N¢e 1) 19.59% 18.5% 16.99% 19.0% 21.7%
At year end:

Cash, cash equivalents and marketable securities $ 2602 $1997. $ 1,984 $2267.( $ 2,695.:
Total assets before funds held for clients $10,006.: $9,717.¢ $ 8,217.( $ 8,025.¢ $ 7,051.
Total assets $27,490.: $27,615. $21,120. $19,833." $18,276.!
Long-term debt $ 74: ¢ 757 % 76z $ 847 $ 90.
Stockholders’ equity $6011.¢ $5783¢ $ 5417.. $5371.! $5114.;

Note 1. U.S. GAAP requires net earnings of discaed operations to be displayed separately in thiei®ents of Consolidated Earnings.
a result, we believe the numerator of net earnihgsis used in our calculation of return on egslipuld exclude those net earnings from

discontinued operations. Further, we believe d@gpropriate to exclude from the denominator of agertotal stockholdergquity, the averag
cumulative net earnings from discontinued operatimn each of the five years since fiscal 20024bich such returns are presented. As a
result, return on equity, excluding the effectslisicontinued operations has been calculated asameings from continuing operations divic
by average stockholders’ equity, excluding thea§®f discontinued operations as noted below.

(In millions)
June 30, 2006 2005 2004 2003 2002
$5,897." $5,600. $5,394.! $5,242.{ $4,907.(

Average total equity
Less:

Cumulative effect of earnings from discontidugperations 410.5 141.2 93.7 58.3 20.9
$5,487..  $5,459.! $5,300.& $5,184.! $4,886.

Average total equity, excluding effects of discaotd operations
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
FORWARD-LOOKING STATEMENTS

This report and other written or oral statateenade from time to time by ADP may contain “fard-looking statements” within the
meaning of the Private Securities Litigation Refokat of 1995. Statements that are not historicalature and which may be identified by
use of words like “expects,” “assumes,” “projectghticipates,” “estimates,” “we believe,” “couleéband other words of similar meaning,
are forward-looking statements. These statemeatbased on management’s expectations and assumptidrare subject to risks and
uncertainties that may cause actual results terdiffaterially from those expressed. Factors thaldcoause actual results to differ materially
from those contemplated by the forward-lookingestants include: ADP’s success in obtaining, retgind selling additional services to
clients; the pricing of products and services; gfeanin laws regulating payroll taxes, professi@mployer organizations, employee benefits
and registered clearing agencies and broker-dealeesall market and economic conditions, includintgrest rate and foreign currency
trends; competitive conditions; stock market atfivauto sales and related industry changes; empoy and wage levels; changes in
technology; availability of skilled technical asses and the impact of new acquisitions and ditess. In addition, the proposed spin-off of
the Brokerage Services Group is subject to inhatsks and uncertainties, including: risks that $p&-off will not be consummated;
increased demands on our management team to adsbrtipd spin-off; significant transaction costsks of changes in our credit rating and
risks from changes in results of operations ofreportable segments. ADP disclaims any obligationpdate any forwartboking statement
whether as a result of new information, future ésem otherwise.

DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS

Automatic Data Processing, Inc. (“ADP” or tit@mpany”) provides technology-based outsourciolgtions to employers, the brokerage
and financial services community and vehicle retaibnd manufacturers. The Company’s reportabimeets are: Employer Services,
Brokerage Services, Securities Clearing and OutsogiiServices and Dealer Services. A brief dedorpdf each segment’s operations is
provided below.

Employer Services

Employer Services offers a comprehensivegarfdiuman resource (“HR”) information, payroll pessing and benefit administration
products and services, including traditional ancb-based outsourcing solutions, that assist approgima®5,000 employers in the Unit



States, Canada, Europe, South America (primariazBr Australia and Asia to staff, manage, pay eetdin their employees. Employer
Services categorizes its services between traditipayroll and payroll tax, and “beyond payroll i traditional payroll and payroll tax
business represents the Company’s core payrolepsirtg and payroll tax filing business. The “beypagroll” business represents the
products that extend beyond the traditional payaot payroll tax filing services, such as the Rsiinal Employer Organization (“PEQ”)
business, Time and Labor Management, and benefitetirement administration. Within Employer Seescthe Company collects client
funds and remits such funds to tax authoritiegpyroll tax filing and payment services, and to ypes of payroll services clients.
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Brokerage Services

Brokerage Services provides transaction [msing services, desktop productivity applicationd snvestor communications solutions to
the financial services industry worldwide. Brokezdgervices’ products and services include: (i) glavder entry, trade processing and
settlement systems that enable firms to tradealistany financial instrument, in any market, ay aime; (ii) Internet delivery; personalized
on-demand statements, confirmations, fulfillmeontent management, and imaging, archival, and wawk$olutions that enhance
communications with investors; proxy distributiandavote processing, regulatory mailings, tax rdpgrand corporate actions/reorganization
solutions that help clients meet regulatory and gieance needs; (iii) automated, browser-based degtoductivity tools for financial
consultants and back-office personnel; and (ivygrated delivery of multiple products and servitesugh ADP’s Global Processing
Solution.

Securities Clearing and Outsourcing Services

Securities Clearing and Outsourcing Serviogbers Brokerage Services’ business process oudsg strategy by positioning ADP to
provide any brokerage firm, regardless of sizeggpropriate range of outsourcing services to bestits individual needs on a single
technology platform: service bureau, operationsawtcing, or correspondent clearing services. $igesiClearing and Outsourcing Services
provides clearing, custody, customer financing lisas margin lending), securities borrowing to féaiié customer short sales, trade execution
and outsourcing solutions to broker-dealers. Oentd engage in either the retail or institutiomaikerage business.

Dealer Services

Dealer Services provides integrated dealaragament systems (such a system is also know iimtlustry as a “DMS”) and business
solutions to automotive, heavy truck and powersp(re. , motorcycle, marine and recreational) vehicleiketsiin the United States, Cana
South Africa, Asia, Europe and the Middle East. i§e25,500 automotive, heavy truck and powerspdealers use our DMS, other software-
based solutions, networking solutions, data intisgnaconsulting and/or marketing services.

EXECUTIVE OVERVIEW

Our fiscal 2006 results were terrific. Congdated revenues in fiscal 2006 grew 11%, to $8B&iillion, as compared to $7,983.7 million
in fiscal 2005, which surpassed our original exagohs. Employer Services’ revenues increased 1%hé year. Employer Services’ new
business sales, which represent annualized regueirenues anticipated from sales orders to nevegisting clients, grew 13% worldwide
approximately $950 million, in fiscal 2006 with salgrowth of 28% worldwide in the fourth quartesr strongest quarterly sales growth in
nearly nine years.

Earnings from continuing operations befoimime taxes and net earnings from continuing omeraincreased 9% and 7%, respectively.
Diluted earnings per share from continuing operetimcreased 9%, to $1.85 in fiscal 2006, from $hér share in fiscal 2005 on fewer
shares outstanding. These results were impactedibgdoption of Statement of Financial Accountitign8iards (“SFAS”"No. 123R using tt
modified prospective method, effective July 1, 200Bich required the expensing of our stock comatos programs. On a comparable
basis, including stock compensation expense ilfid805, earnings from continuing operations befloceme taxes increased 23% and
diluted earnings per share from continuing openatigrew 25% from $1.48 per share in fiscal 2005.
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Our diluted earnings per share for fiscal@@@s $2.68, which includes earnings from discargthoperations. On April 13, 2006, we
completed the sale of the Claims Services busingsish was previously reported in our “Other” segitpdor $975 million. In addition, on
January 20, 2006, we completed the sale of our@sagle Services’ financial print business. In cotinaavith the sale of both of these
businesses, we have classified the results of bpesaof these businesses as discontinued opesafitie sale of the Claims Services busii
resulted in a gain of $561 million, or $453 milliafter tax.

With the proceeds received in the United Statem fifee sale of the Claims Services business andaslr flows from operations v



accelerated our share bbgek activity and acquired over 29 million of otases for treasury for approximately $1,327 millidemonstratin
our confidence in the long-term growth prospectewfbusiness.

Our net cash flows provided by operating\dtitis increased $380 million, to $1,813 millionfiscal 2006 from $1,433 million in fiscal
2005. Our net cash flows provided by operatingvégs for all businesses, excluding the SecuriGiésaring and Outsourcing Services
segment, increased $66 million, to $1,692 millinrfiscal 2006 from $1,626 million in fiscal 2005u¥inancial condition and balance sheet
remain solid with cash and marketable securitieéd20802.5 million at June 30, 2006.

We are pleased with our strong results imedour business segments during fiscal 2006. BygplServices’ revenues grew 10% for
fiscal 2006. We credit Employer Services with iet#rrevenues at a standard rate of 4.5%; therdfonp|oyer Services’ results are not
influenced by changes in interest rates. Durinceli006, Employer Services grew average cliend$uralances 11% as a result of new
business and growth in our existing client base ifitsrease in average client funds balances rekiltan increase of interest revenues within
Employer Services, which accounted for approxinyat&b growth in Employer Services’ revenues as coegbéo fiscal 2005. The key
metrics in Employer Services were the strongest tlaee been in six years. The number of employaesuo clients’ payrolls, “pays per
control,” increased in all market segments witH2 dverall growth in the United States, and clieéntion improved by 0.2 percentage
points worldwide over last year’s record level. Betage Servicesevenues grew 10% for the fiscal year. Revenue tirovas primarily fron
our investor communications business as the voloinpéeces delivered increased 8%, driven by arem&e in mutual fund meetings and o
required mutual fund communications, as well ass486k record growth. Bactiffice average trades per day increased 16% fofigbal year
but the volume increase was offset by a declirevarage revenues per trade of 10%. Securitiesi@¢eand Outsourcing Services’ revenues
were $80.6 million for fiscal 2006 as compared 84.$ for the period from its acquisition date ofidmber 1, 2004 through June 30, 2005.
Dealer Services’ revenues grew 14% for fiscal 200@arily due to the effect of acquisitions.

Our fiscal 2007 guidance is revenue growthpmgdroximately 10% and earnings per share growttveé to 20%, from our earnings per
share from continuing operations of $1.85 repontefiscal 2006. We are anticipating pretax margipifovement of about 100 basis points in
each of our businesses. Our plans reflect strongentum in Employer Services, with about 11% revegroesvth in the United States and
10% worldwide, double digit new business sales ghd@annualized recurring revenue from new ordensl) @ntinued improvement in client
retention. We anticipate 4% to 5% revenue growtBriokerage Services and 12% to 13% revenue grawilealer Services in fiscal 2007.
Interest income on client funds is anticipatedrmngapproximately 20% based on expected growtheafly 10% in client funds balances and
an improvement of 40 basis points in the overadirage interest rate earned on our client fundsgiorto 4.5%.
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Lastly, on August 2, 2006, we announced dliatBoard of Directors approved a plan to spinto# Brokerage Services Group business,
comprised of Brokerage Services and Securitiesridlgand Outsourcing Services, into an indepengahticly traded company through a
tax-free spin-off of 100% of Brokerage Services @rto ADP shareholders. The spin-off is subjecetiuired regulatory approvals and
reviews. We expect to complete the separation befw end of fiscal 2007.

RESULTS OF OPERATIONS
ANALYSIS OF CONSOLIDATED OPERATIONS

Fiscal 2006 Compared to Fiscal 2005

(Dollars in millions, except per share amounts)

Y ears ended June 3 0, C hange
2005 - As 2005 - As 2006 vs 2005 As 2006 vs 2005 - As
2006 Reported Adjusted Reported Adjusted

Total revenues $8,881.! $7,983.° $7,983. 11% 11%
Total expenses $7,138.! $6,390.¢ $6,563.¢ 12% 9%
Earnings from continuing operations

before income taxes $1,743.( $1,593.: $1,420.: 9% 23%

%

Margin 20 20% 18%
Provision for income taxes $ 670.¢ $ 594.¢ $ 546.% 13% 23%

Effective tax rate 38.5% 37.2% 38.5%




Net earnings from continuing operatio $1,072.¢ $ 998.3 $ 873.¢ 7% 23%

Diluted earnings per share from
continuing operations $ 1.8t $ 1.69 $ 1.4¢ 9% 25%

The comparison between the results of operatior fiscal 2006 and 2005 is affected by thedotf our adoption of SFAS No. 123R,
“Share-Based Payment” (“SFAS No. 123R"), effectivdy 1, 2005, using the modified prospective metiartordingly, prior period
amounts have not been restated. We believe thesiod of the “2005 — As Adjusted” amounts providasseful additional perspective to
compare the results of operations for fiscal 2006 2005 as a result of our adoption of SFAS NoRL2%e use both generally accepted
accounting principles (“GAAP”) and non-GAAP measute manage and evaluate the Company’s perfornamteonsider it appropriate to
disclose these noBAAP measures to assist investors with analyzirginass performance and trends. However, these mesastwould not b
considered in isolation or as a substitute forrdsailts of operations and diluted earnings peresphegpared in accordance with GAAP.

The adoption of SFAS No. 123R requires tloegaition of stock-based compensation expensecicdinsolidated financial statements.
Prior to July 1, 2005, we followed Accounting Pijles Board Opinion 25, “Accounting for Stock Isdie Employees” (“APB No. 25™and
related interpretations. Under APB No. 25, no stbaked compensation expense was recognized rédaten stock option program and
employee stock purchase plan, as all options gilaumeer the stock option program had an exercise pqual to the market value of the
underlying common stock on the date of grant arith mspect to the employee stock purchase plandigcount did not exceed fifteen
percent. Stock-based compensation expense foestriated stock program has historically been raagl in our results of operations in
accordance with APB No. 25. The following table soanizes the stock-
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based compensation expense related to our stomgubgram, the employee stock purchase plan estdated stock program that have
been recorded in earnings from continuing operatinreach respective period:

(In millions)

Years ended June 2 2006 2005
Operating expenst $30¢ $ -
Selling, general and administrative exper 105.€ 14.C
Systems development and programming ¢ 31.C -

Total stocl-based compensation expense reporte
net earnings from continuing operatit $168.4  $14.C

Income tax benefit on sto-based compensation expel
reported in net earnings from continuing opers $(49.9 $(5.5

In order to provide a comparable basis betweemethats of operations for fiscal 2006 and 2005 haee provided pro forma informatic
reflected under the heading “2005 — As Adjusted’provide the fiscal 2005 results as if stock-basmdpensation expense related to our
stock option program and employee stock purchase lhd been expensed. The “2005 — As Adjusted” atsanclude the following pro
forma stock-based compensation expense relatear tstack option program and employee stock purchisg which are based on the pro
forma amounts disclosed in Note 14 to the constditifinancial statements included with this AnnRaport on Form 10-K:

(In millions)

Year ended June 3 2005
Operating expenst $ 38.¢
Selling, general and administrative exper 92.¢
Systems development and programming c 41.4
Total pro forma stoc-based compensation expel $173.(

Pro forma income tax benefit on st-basec

compensation expen $(48.5




Total Revenues

Our consolidated revenues for fiscal 2006 grew 14 %8,881.5 million primarily due to increases imfioyer Services of 10%, or $50.
million, to $5,763.4 million, Brokerage Servicesldf%, or $173.9 million, to $1,852.8 million, Deafervices of 14%, or $141.8 million, to
$1,132.4 million, as well as $80.6 million from tBecurities Clearing and Outsourcing Services sagrir consolidated revenues,
excluding the impact of acquisitions and divesttyrgrew 10% in fiscal 2006 as compared to the paar.
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Our consolidated revenues for fiscal 2004uitke interest on funds held for Employer Serviadgnts of $549.8 million as compared to
$421.4 million in the prior year. The increasehr tonsolidated interest earned on funds held fgpl&yer Services’ clients resulted from the
increase of 11% in our average client funds balsute&13.6 billion, as well as the increase indherage interest rate earned on client funds
from 3.4% in fiscal 2005 to 4.1% in fiscal 2006.

Total Expenses, As Reported

Our consolidated expenses for fiscal 2006e@sed by $747.9 million, to $7,138.5 million, fr&®,390.6 million, as reported, for fiscal
2005. The increase in our consolidated expengasnigrily due to the inclusion of stock-based congation expenses in our results of
operations as of July 1, 2005 associated with doption of SFAS No. 123R, as discussed above, Hawéhe increase in our revenues. T
stock-based compensation expense included in eongroperations increased $154.4 million, to $168iMion, in fiscal 2006, from $14.0
million, as reported, in fiscal 2005 due to theorgling of expenses within our results of operatifmmur stock option program and employee
stock purchase plan. Consolidated expenses dedrbgs8.7 million, or 0.1%, due to fluctuationsfareign currency exchange rates.
Operating expenses increased by $524.7 milliod4és, primarily due to the increase in revenueduifing the increases in the PEO busir
and investor communications activity, which botdgass-through costs. The pdasugh costs for these two services were $1,1dfllHn
and $979.2 million in fiscal 2006 and 2005, respety. Additionally, our operating expenses incess a result of our investment in
personnel to support the implementation servickege® to new sales. Selling, general and adminiger@&xpenses increased by $202.3
million, to $2,035.1 million, primarily attributablto the increase in stock-based compensation sgmr$91.6 million in fiscal 2006 and
increased compensation costs associated with atinced investment in our sales personnel to driverevenue growth. Systems
development and programming costs increased byb$8#lion, to $589.8 million, primarily due to stedased compensation expense of
$31.9 million in fiscal 2006 and increased compénaaxpenses associated with personnel to suppdrtnaintain our products and servit
In addition, other income, net, increased $33.3anilprimarily due to the increase in interest immon corporate funds of $49.9 million as a
result of the increase in the average interesteatred on our corporate investments from 2.9%saaf 2005 to 3.9% in fiscal 2006 and a
reduction in the net realized losses on availabieséle securities of $23.9 million. These favoeabkcreases were offset by additional interest
expense of $40.5 million primarily as a result mftter interest rates on our short-term financirgregements.

Total Expenses, As Adjusted

Our consolidated expenses for fiscal 2006eiased by $574.9 million, to $7,138.5 million, fr&®,563.6 million, as adjusted, for fiscal
2005. Total stock-based compensation expense iedlidcontinuing operations decreased $18.6 mjlior$168.4 million in fiscal 2006,
from $187.0 million, as adjusted, in fiscal 200bisTdecrease was primarily driven by the redudiioine number of stock options granted to
associates, which began in fiscal 2005. ConsoliHex@enses decreased by $8.7 million, or 0.1%talflactuations in foreign currency
exchange rates. Operating expenses increased Byddddlion, or 13%, primarily due to the increaseevenues, including the increases in
the PEO business and investor communications ggtivhich both have pass-through costs. The passi costs for these two services
were $1,145.6 million and $979.2 million in fis@006 and 2005, respectively. Additionally, our @iirg expenses increased as a result of
our investment in personnel to support the implesatén of the new sales being generated. Sellingetpl and administrative expenses
increased by $109.5 million, to $2,035.1 millioninparily attributable to the increase in compermatiosts associated with our continued
investment in our sales personnel to drive ourmaee
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growth. Systems development and programming cestedsed by $1.9 million, to $589.8 million, prithadue to a decrease of $9.5 million
in stock-based compensation expenses offset bgased compensation expenses associated with pefsorsupport and maintain our
products and services. In addition, other inconeg, increased $33.3 million primarily due to thergmase in interest income on corporate
funds of $49.9 million as a result of the increesthe average interest rate earned on our comaraestments from 2.9% in fiscal 2005 to
3.9% in fiscal 2006 and a reduction in the netizedllosses on available-for-sale securities of $23llion. These favorable increases were
offset by additional interest expense of $40.5ionllprimarily as a result of higher interest rat@sour short-term financing arrangements.

Earnings from Continuing Operations before | ncome Taxes, As Reported



Earnings from continuing operations befoi@ime taxes increased by $149.9 million, or 9%, f&in$93.1 million, as reported, during
fiscal 2005 to $1,743.0 million during fiscal 2086e to the increase in revenues and expenses skstabove. Overall margin remained flat
at 20%. We have leveraged our expense levels hétlincreasing revenues, in order to improve margmeur services. The improved
margins on our services was offset by the incr@aser stock compensation expenses of $154.4 mitlige to the recording of stock-based
compensation expense associated with our stoc@roptogram and employee stock purchase plan diisogl 2006. Additionally, our
margin was negatively impacted by the increasin@ PHsiness revenues, which have pass-through omeeatpenses and therefore lower
margins.

Earnings from Continuing Operations before | ncome Taxes, As Adjusted

Earnings from continuing operations befor@ime taxes increased by $322.9 million, or 23%mff&1,420.1 million, as adjusted, during
fiscal 2005 to $1,743.0 million during fiscal 2086e to the increase in revenues and expenses skstabove. Overall margin improved fr
18% to 20%. We have leveraged our expense levélstiag increasing revenues, in order to improvegmnaron our services as well as
decrease total stock-based compensation expemsarjlyi due to the reduction in the number of stopkions granted to associates. In
addition, our margin was negatively impacted byitfeeeasing PEO business revenues, which havetpemsgh operating expenses and
therefore lower margins.

Provision for Income Taxes, As Reported

Our effective tax rate for fiscal 2006 wass38 as compared to 37.3%, as reported, for fisg@b2The increase in the effective tax rate is
primarily attributable to the expensing of stoclséd compensation, as certain components of ouk-b@sed compensation programs are
non-deductible, resulting in a higher effective taverdh addition, the effective tax rate increased ttuthe application of the provisions of
American Jobs Creation Act (the “AJCA”) to our répation of approximately $250 million of eligiblividends from non-U.S. subsidiaries
which resulted in income tax expense of approxitpai®0 million during fiscal 2006. These increasethe effective tax rate were partially
offset by a favorable mix in income among tax jdidsons.
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Provision for Income Taxes, As Adjusted

Our effective tax rate was 38.5% for botledis2006 and fiscal 2005, as adjusted. Certain comipts of our stock-based compensation
programs are non-deductible, which results in adrgffective tax rate. For fiscal 2006 our nontdgible stockbased compensation expe
decreased and our overall earnings from continapayations before income taxes increased, bothhafhwcontributed to a lower effective
tax rate for fiscal 2006. In addition, the decreiasthe effective tax rate was partially due t@adrable mix in income among tax jurisdictic
These decreases were offset by additional incormexpense of approximately $10 million during fis2806 associated with the repatriation
of approximately $250 million of eligible dividend®m non-U.S. subsidiaries under the AJCA.

Net Earnings from Continuing Operations and Diluted Earnings per Share from Continuing Operations, As Reported

Net earnings from continuing operations iaser 7%, to $1,072.4 million, during fiscal 2006 $998.3 million, as reported, during
fiscal 2005 and the related diluted earnings paresfrom continuing operations increased 9%, t8%1The increase in net earnings from
continuing operations reflects the increase inieagefrom continuing operations before income taa®a result of increased revenues offset
by the additional expense associated with stockdasmpensation and a higher effective tax ratbeasribed above. The increase in diluted
earnings per share from continuing operationsctflthe increase in net earnings from continuingratoons and the impact of fewer shares
outstanding due to the repurchase of 29.6 millltaras during fiscal 2006 and 14.1 million sharesndufiscal 2005.

Net Earnings from Continuing Operations and Diluted Earnings per Share from Continuing Operations, As Adjusted

Net earnings from continuing operations iasex 23%, to $1,072.4 million, during fiscal 2006m $873.8 million, as adjusted, during
fiscal 2005. Diluted earnings per share from cartig operations increased 25%, to $1.85 for fi2€dl6 from $1.48, as adjusted, for fiscal
2005. The increase in net earnings from continoipgrations reflects the increase in earnings fronicuing operations before income taxes
as a result of our higher revenues and improvedjimaas described above. The increase in dilutediregs per share from continuing
operations reflects the increase in net earniraya frontinuing operations and the impact of fewerss outstanding due to the repurchase of
29.6 million shares during fiscal 2006 and 14.1liotl shares during fiscal 2005.
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Fiscal 2005 Compared to Fiscal 2004



(Dollars in millions, except per share amounts)

Years e nded June 30, C hange
2005-As 2004-As 2005 vs 2004As
Reported Reported R eported
Total revenue $ 7,983.° $7,279. 10%
Total expense $ 6,390.¢ $5,844. 9%
Earnings from continuing operations before income$ $1,593.: $1,434.¢ 11%
Margin 20.(% 19.7%
Provision for income taxe $ 594.¢t $ 537. 11%
Effective tax rate 37.% 37.4%
Net earnings from continuing operatic $ 998.: $ 897.i 11%
Diluted earnings per share from continuing operst $ 1.6¢ $ 1.5 13%

Total Revenues

Our consolidated revenues for fiscal 2005vgt8%, to $7,983.7 million, as compared to thepfisxal year primarily due to increases in
Employer Services of 8%, or $389.8 million, to %82 million, Brokerage Services of 6%, or $92.4lioni, to $1,678.9 million, Dealer
Services of 10%, or $90.3 million, to $990.6 mitlias well as $61.5 million from our Securities&lrg and Outsourcing Services segment
for the period of November 1, 2004 to June 30, 2@D% consolidated revenues, excluding the impaatquisitions and divestitures, grew
9% in fiscal 2005 as compared to the prior fisedry Revenue growth for fiscal 2005 was also faWgrempacted by $91.4 million, or 1.3%,
due to fluctuations in foreign currency exchangesa

Our consolidated revenues for fiscal 2004uitke interest on funds held for Employer Serviadignts of $421.4 million, as compared to
$355.4 million in the prior fiscal year. The incsean the consolidated interest earned on fundsfbelEmployer Services’ clients was
primarily due to the increase of 11% in our averelgnt funds balances in fiscal 2005 to $12.3dmllas a result of Employer Services’ new
business and growth in our existing client base.

Total Expenses

Our consolidated expenses for fiscal 2008ei@sed by $546.1 million, from $5,844.5 million$®,390.6 million. The increase in our
consolidated expenses is primarily due to the as®en operating expenses associated with the lgrofndur revenues, including the
additional expenses associated with acquisitionaddition, consolidated expenses increased bye$itlion, or 1.3%, due to fluctuations in
foreign currency exchange rates. Our consolidatpémses did not increase comparably with our reegmimarily due to the leveraging of
our increasing revenues within our Employer Sewvimed Brokerage Services businesses. Operatingseeicreased by $456.1 million, or
14%, primarily due to the increase in operatingspenel to support the revenue growth. In additium,operating
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expenses grew at a faster rate than revenue gpimtiarily due to the higher growth rates of our PRi@iness and investor communications
activity, which both have pass-through costs. Tagsghrough costs for these two services were 29%Blion in fiscal 2005, as compared to
$862.6 million in fiscal 2004. Selling, general aadininistrative expenses increased by $43.1 mjli@$1,832.8 million, primarily due to tl
increase in sales personnel in our Employer Ses\aoel Dealer Services businesses to support teawe\growth. Systems development and
programming costs increased by $26.6 million, t6@S3 million, due to continued investments in sinsitg our products, primarily in our
Employer Services business, and the maintenangerdaxisting technology throughout all of our besises. In addition, other income, net
decreased $23.5 million primarily due to the insgem interest expense of $16.3 million, which heslifrom higher interest rates on our
short-term financing arrangements and an increB$209 million in net realized losses on our aadlié-for-sale securities.

Earnings from Continuing Operations before | ncome Taxes

Earnings from continuing operations befoimime taxes increased by $158.2 million, or 119%1%93.1 million during fiscal 2005 due
to the increase in revenues and expenses discabsgd.

Provision for Income Taxes



Our effective tax rate for fiscal 2005 was3®¥8, as compared to 37.4% for fiscal 2004. Theabesw in the effective tax rate was primarily
attributable to a favorable mix in income amongjtaisdictions.

Net Earnings from Continuing Operations and Diluted Earnings per Share from Continuing Operations

Net earnings from continuing operations fecdl 2005 increased by 11%, to $998.3 millionpfr$897.7 million, and the related diluted
earnings per share from continuing operations asad 13%, to $1.69. The increase in net earniogs ¢ontinuing operations for fiscal 2005
reflects the increase in earnings from continuipgrations before income taxes and the impact ofotler effective tax rate. The increase in
diluted earnings per share from continuing openatifor fiscal 2005 reflects the increase in nehiegs from continuing operations and the
impact of fewer shares outstanding due to the dyase of 14.1 million shares during fiscal 2005 a8@ million shares during fiscal 2004.
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ANALYSIS OF REPORTABLE SEGMENTS
Revenues
(Dollars in millions)
Y ears ended Jurg9, Cha nge
2006 2005 2004 2006 2005 2004

Employer Services $5,763.« $5,261.: $4,871. 10% 8 % 9%
Brokerage Services 1,852.¢ 1,678.¢ 1,586. 10% 6 % 3%
Securities Clearing and Outsourcing Services 80.¢ 61.t -- 31% -- --
Dealer Services 1,132. 990.¢ 900.: 14% 10 % 9%
Other 73.1 84.t 109.t (13)% (23)% 14 %
Reconciling items:

Foreign exchange 36.C 33.8 (47.9 - - -

Client funds interest (56.8) (126.9) (140.5 -- -- --
Total revenues $8,881.! $7,983. $7,279. 11 % 10 % 9%
Earnings from Continuing Operations before Income Bxes
(Dollars in millions)

Ye ars ended Jurg0, Cha nge
2006 2005 2004 2006 2005 2004

Employer Services $1,308.c $1,149. $998.( 14 % 15 % ()%
Brokerage Services 339t 301.] 250.¢ 13 % 20% 2%
Securities Clearing and Outsourcing Services (30.9) (23.¢) - (28) % - -
Dealer Services 161.1 149.¢ 145.% 7 % 3 % 6 %
Other (135.7) 2.€ 62.¢ (100+% (96)% (35)%
Reconciling items:

Foreign exchange 12.2 5.8 (7.2 - - -

Client funds interest (56.¢) (126.9H  (140.5) - - -

Cost of capital charge 144.( 134.F 125.F -- - -
Total earnings from continuing operations befo@ine taxes $1,743.( $1,593.. $1,434.! 9 % 11 % (10%

Certain revenues and expenses are charged topghetalele segments at a standard rate for managesastns. Other costs are charge
the reportable segments based on management’sisiisitioy for the applicable costs. Lastly, variansome and expense items, including
certain non-recurring gains and losses and sbaded compensation expense of $168.4 million, $Mlidn and $12.3 million in fiscal 200
2005 and 2004, respectively, are recorded at thmcate level.

The fiscal 2005 and 2004 reportable segmeet®nues and earnings from continuing operatieferb income taxes have been adjusted
to reflect updated fiscal 2006 budgeted foreigrhaxge rates. This adjustment is made for managemepbses so that the reportable
segment’
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revenues are presented on a consistent basis witteimpact of fluctuations in foreign currencychange rates. This adjustment is a
reconciling item to revenues and earnings fromioairng operations before income taxes in ordefitoirate the adjustment in consolidati

In addition, the reconciling items includeadjustment for the difference between actual @geincome earned on invested funds held for
clients and interest credited to Employer Servates standard rate of 4.5%. This allocation is nfadenanagement reasons so that the
Employer Services’ results are presented on a smtibasis without the impact of fluctuationsriterest rates. This allocation is a
reconciling item to our reportable segments’ re\nand earnings from continuing operations befcerne taxes to eliminate the allocation
in consolidation.

The reportable segments’ results also inchudest of capital charge related to the fundingafuisitions and other investments. This
charge is a reconciling item to earnings from aaitig operations before income taxes to eliminfagecharge in consolidation.

Employer Services
Fiscal 2006 Compared to Fiscal 2005
Revenue

Employer Services’ revenues increased 10fs@al 2006 primarily due to new business startethé period, an increase in the number of
employees on our clients’ payrolls in the Unitedt&s, strong client retention, a pricing increasapproximately 2% and an increase in client
funds balances, which increased interest revemoisnal revenue growth, which represents revemaeity excluding the impact of
acquisitions and divestitures, was approximateB6 I0r fiscal 2006. New business sales, which reprethe annualized recurring revenues
anticipated from sales orders to new and existiiegts, grew 13% worldwide, to approximately $95lion, for fiscal 2006 due to the
increased growth in the salesforce and its prodititiThe number of employees on our clients’ pdlgrdpays per control,increased 2.4%
the United States. This employment metric reprasewer 125 thousand payrolls of small to very ldygsinesses and reflects a broad ran:
U.S. geographies. Our client retention in the UhB¢ates and worldwide each improved by 0.2 peacgnpoints over last year’s record level.

We credit Employer Services with interestamwves at a standard rate of 4.5%; therefore, Erap®grvices’ results are not influenced by
changes in interest rates. The difference betwaed 5% standard rate allocation in Employer Sess/end the actual interest earned is a
reconciling item that reduces revenue by $56.8oniland $126.4 million in fiscal 2006 and 2005 pedively, to eliminate this allocation in
consolidation. Interest revenues at Employer Sesvincreased by $58.8 million in fiscal 2006, whadtounted for approximately 1% grov
in Employer Services’ revenues, due to the incrégasige average client funds balances as a rekirteeased Employer Services’ new
business and growth in our existing client base average client funds balances were $13.6 bitlimng fiscal 2006 as compared to $12.3
billion during fiscal 2005, representing an increa$ 11%.

Revenues from our “beyond payroll” produaistinued to grow at a faster rate than the tradtipayroll and payroll tax revenues. Our
PEO revenues grew 22%, to $703.7 million, due & 2Powth in the number of PEO worksite employeasndyfiscal 2006 and additional
pass-through benefits. In addition, “beyond paynal/enues grew due to a 21% increase in revermoes éur Time and Labor Management
Services due to increases in the number of cliatiltging this service.
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Earnings from Continuing Operations before Inconagés

Earnings from continuing operations beformme taxes increased 14%, from $1,149.3 milliod1t308.4 million, for fiscal 2006
primarily due to the increase in revenues. Earnfray® continuing operations before income taxesvgaea faster rate than revenues
primarily due to the improvement in margins of punducts from the leveraging of our expense streciiith the increased revenues offse
part, by higher selling expenses associated witlitiadal personnel expenses resulting from thegiase in implementation and salesforce
personnel and higher commission expenses restitngour increase in new business sales. In addiggpenses in fiscal 2006 increased
to start-up expenses relating to GlobalView (SMiy, HR outsourcing offering for multi-national orgaations based on SAP’s industry-
leading HR business solutions. Lastly, our opegagirpenses increased comparably with our reveraxgtigrdue to increases in our PEO
business, which includes pass-through costs asedaidth the services. Our PEO revenues and pagegh operating expenses related to
benefits and workers’ compensation costs grew 22824 %, respectively, to $703.7 million and $51®i8ion, respectively, in fiscal 2006.

Fiscal 2005 Compared to Fiscal 2004

Revenue



Employer Services’ revenues increased 8%saaf 2005 as compared to fiscal 2004 primarily thueew business started in fiscal 2005, a
pricing increase of approximately 2%, an increastné number of employees on our clients’ payrialihe United States, strong client
retention, and an increase in client funds balangbih increased interest revenues. Internal neegmowth, which represents revenue
growth excluding the impact of acquisitions andegivtures, was approximately 8% for fiscal 2005wNeisiness sales grew 13%, to
approximately $840 million, for fiscal 2005 duethe increased growth in the salesforce and itsymidty. The number of employees on «
clients’ payrolls, “pays per controlificreased approximately 1.9% for fiscal 2005 inlthéted States. Our client retention in the Unigtdte:
improved by 0.5 percentage points from the recetention levels in fiscal 2004 primarily due to @oentinued investment and commitmer
client service.

We credit Employer Services with interestamwves at a standard rate of 4.5%; therefore, Erapl®grvices’ results are not influenced by
changes in interest rates. The difference betwaed 5% standard rate allocation to Employer Sesvand the actual interest earned is a
reconciling item that reduces revenues by $126ldomiand $140.5 million in fiscal 2005 and 200dspectively, to eliminate this allocation
in consolidation. In fiscal 2005, interest revenineseased due to the growth in the average dierds balances as a result of increased
Employer Services’ new business and growth in aigtiag client base as compared to fiscal 2004s Tiitierest revenue increase accounted
for approximately 1% growth in Employer Servicesvenues as compared to fiscal 2004. The averag €linds balance was $12.3 billion
during fiscal 2005 as compared to $11.1 billiontfe prior fiscal year, representing an increaskldh for fiscal 2005.

Revenues from our “beyond payroll” produaistinued to grow at a faster rate than the tradtipayroll and payroll tax revenues. Our
PEO revenues grew 24%, to $577.0 million, durisgdl 2005 primarily due to 21% growth in the numiiePEO worksite employees and
additional pass-through benefits. In addition, ‘tyeg payroll” revenues grew due to a 13% increasevenues from our TotalPay® Services
and a 22% increase in revenues from our Time aboilslanagement Services, both due to the increaeinumber of clients utilizing
these services.
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Earnings from Continuing Operations before Inconagds

Earnings from continuing operations before incomes increased 15%, from $998.0 million to $1,148il8on, for fiscal 2005 primarily
due to the increase in revenues. Our operatingrnsgseand selling, general and administrative exgximereased due to the increase in
operating and sales personnel to support the revgrawth. In addition, the increase in operatingesses exceeded our revenue growth due
to the higher growth in our PEO business, whicluides pass-through costs associated with the ssn@ur PEO revenues and pass-through
operating expenses related to benefits and workerapensation costs each grew 24% to $577.0 millimh$422.6 million, respectively, in
fiscal 2005. The increase in PEO operating expewssartially offset by efficiencies of scale jpesating expenses in our Employer
Services business. Our systems development andapnoging costs increased due to the continued mente of our products and services
to comply with statutory requirements and to suppar revenue growth. Our total expenses at Empl8gevices did not increase
comparably with our revenue growth primarily dudhe leveraging of our increasing revenues, whethdesulted in improved margins for
our services. This was primarily due to the incesiasthe efficiency of our sales personnel, whiesuited in a decline of our selling expenses
as a percentage of new business sales in fiscal @0@ompared to fiscal 2004.

In addition, earnings from continuing operat before income taxes increased approximatelyl&hillion during fiscal 2005 as a result
of the completion of the integration of certain @isitions, primarily ProBusiness Services, Inc.tha prior fiscal year.

Brokerage Services
Fiscal 2006 Compared to Fiscal 2005
Revenue

Brokerage Services’ revenues increased 10%sfal 2006 due to the increase in certain inmesbmmunication activities and back-
office services revenues. Revenues from our baakficoxy and interim communications increased #&738.1 million, primarily due to
increased mutual fund meeting activity and othguired mutual fund communications. Revenues frombayond beneficial products grew
21%, to $644.1 million, primarily from sales andeimal revenue growth within our transaction rejpgrtelectronic solutions and fulfillment
products and the related postage revenue for des&es. Stock record growth, which is a meastirma many stockholders own a security
compared to the prior year and a key factor imtinaber of pieces delivered, increased 4% in fig0@b. Our number of pieces delivered
increased 8%, from 995 million to 1,074 millionr ftscal 2006 as compared to fiscal 2005 driverhigher volumes from mutual fund
meetings and other required mutual fund commurtnatiOur back-office services revenues increasedd %356.2 million, due to an
increase in back-office average trades per day®,from 1.5 million to 1.7 million, offset by a ciease in the average revenue per trade of
10% and a decrease in non-trade revenues. Theadedrethe average revenue per trade was printréyto our tiered pricing agreements
and an increase in lower priced electronic retad estitutional trades.
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Earnings from Continuing Operations before Inconagés

Earnings from continuing operations befor@ime taxes increased $38.4 million, or 13%, to #384llion for fiscal 2006 primarily due
to the revenue growth in our investor communicaiaativities. Additionally, earnings from contingioperations before income taxes were
favorably impacted by the improvement in the mafiour back-office services products due to thetiomed efforts to align our operating
expenses to back-office revenues and our oversflamntainment measures. These increases wer¢ lojfiee decrease in margin on postage
revenues due to the mix of investor communicatioagings and an increase in various selling, gdreard administrative expenses, prima
due to increased compensation expenses relatisgjds personnel and increased commission expessasated with our increased reven

Fiscal 2005 Compared to Fiscal 2004
Revenue

Brokerage Services’ revenues increased 6%sical 2005 as compared to fiscal 2004 due tanarease in certain investor
communications activities as well as an increasmiimback-office services revenues. Revenues frm@sitor communications for fiscal 2005
increased by 9%, to $1,222.3 million, primarily doencreases in the volume of our proxy and imlecbommunications services, as well as
increases in our distribution services revenues.pBaxy and interim communications pieces delivaredeased 15%, from 865 million to
995 million, for fiscal 2005 as compared to fis2BD4. The increase in the fiscal 2005 proxy anerimt communications activity resulted
from more holders of equities, increased activéfiated to additional mutual fund meetings, and rmou¢éual fund special communications.
Stock record growth increased 6% in fiscal 2005 @istribution services revenues increased duewo lousiness growth for post-sale mutual
fund services. In addition, there was an increagedand for our services for the consolidation ectebnic delivery of proxies, which
increased our service fee revenues, but loweregastage revenues.

Our back-office services revenues increase@. 5%, to $352.1 million, for fiscal 2005 due twiacrease in non-trade revenues offset by a
decrease in trade processing revenues. The averegreue per trade declined 10% for fiscal 2005 arilpdue to our client mix, which was
driven by the increase in electronic retail traded volume processed under tiered pricing agreean&hese decreases were offset by an
increase in the average trades per day of 7%, frdnmillion in fiscal 2004 to 1.5 million in fisc&005. Average trades per day increased
primarily due to net new business sales and grawttur existing client base.

Earnings from Continuing Operations before Inconagds

Earnings from continuing operations befoimime taxes increased $50.3 million, to $301.1 arillifor fiscal 2005 primarily due to the
increased revenues in our investor communicatiotigies and improved margins for our back-offeervices. With the increase in volume
of our investor communications, we were able t@fage our expense structure to improve our maggaaciated with such services. In
addition, earnings from continuing operations befimcome taxes were favorably impacted by an irseréa our services to consolidate or
electronically deliver proxies, which is a higheangin service. The margin on our back-office sexsitnproved due to the continued
alignment of our operating expenses to the lowekigsdfice revenues. Earnings from continuing operet before
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income taxes also increased approximately $8.2amitluring fiscal 2005 as a result of the elimioatof unprofitable business lines and
alignment of our cost structure in our underperiagrbusinesses that occurred during fiscal yead200

Securities Clearing and Outsourcing Services
Fiscal 2006 Compared to Fiscal 2005
Revenue

Revenues for Securities Clearing and Outsogr8ervices were $80.6 million for fiscal 2006casnpared with $61.5 million for the
period from its acquisition date of November 1, 2@8rough June 30, 2005. Fiscal 2006 revenues a@setleas compared with annualized
fiscal 2005 revenues primarily due to the plannecbdversion of two correspondent clearing cliehti@end of fiscal 2005 offset, in part,
the increase in outsourcing revenue of approximéaeb million in fiscal 2006. Average margin balasavere $617 million during fiscal
2006 and $955 million during the period from itgaisition date of November 1, 2004 through June2B05. Average number of trades
cleared per day during fiscal 2006 was 20 thousasncbmpared with 23 thousand for the period frenadquisition date of November 1, 2(
through June 30, 2005.

Loss from Continuing Operations before Income T



Loss from continuing operations before incamess was $30.3 million for fiscal 2006 as comgarith $23.6 million for the period from
its acquisition date of November 1, 2004 througheJB0, 2005. The loss for fiscal 2006 is lower ttr@nannualized loss from the eight
months of fiscal 2005 due to the efforts to redoperational costs in order to align the cost stnecof the business to the current revenue
levels. The fiscal 2006 loss from continuing opierad before income taxes is primarily due to camdithintegration and transition expenses,
which decreased in the second half of fiscal 2G06ampared to the similar period in the prior yaad higher compensation costs to support
the start up of new Securities Clearing and OutsogrServices’ clients.

Fiscal 2005 Compared to Fiscal 2004
Revenue

On November 1, 2004, the Company formed #aufties Clearing and Outsourcing Services segmgon the acquisition of the U.S.
Clearing and BrokerDealer Services divisions ofiBahAmerica Corporation (“U.S. Clearing and BroRealer Business”). Revenues for
Securities Clearing and Outsourcing Services wéfeSbmillion from November 1, 2004 to June 30, 208&erage customer margin balances
were $955 million and the average number of tratlesred per day was 23 thousand from November@4 &9June 30, 2005.

Loss from Continuing Operations before Income T

Loss from continuing operations before incamess was $23.6 million from November 1, 2004une)30, 2005 due to the current
alignment of the cost structure associated withréivenues of the segment as well as the integratiets incurred since the acquisition of the
business.
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Dealer Services
Fiscal 2006 Compared to Fiscal 2005
Revenue

Dealer Services’ revenues increased 14%doalf2006 as compared with the prior year. Intereeenue growth was approximately 4%
in fiscal 2006. Revenues increased for our dealsiniess systems in North America by $44.5 millior$6860.2 million, primarily due to
growth in our key products. The growth in our kegdgucts was primarily driven by the increased ugarg\pplication Service Provider
(“ASP”) managed services, increased Credit CheckG@WR transaction volume, new network installatiansl increased market penetration
of our Customer Relationship Management (“CRM")darct. Our revenues for fiscal 2006 were also imgably acquisitions, primarily
Kerridge Computer Company Ltd (“Kerridge”) in Dedeen 2005, which is an international dealer manageisystems provider to auto
dealers. Our acquisitions contributed approximat@®$o to our revenue growth for fiscal 2006.

Earnings from Continuing Operations before Inconagés

Earnings from continuing operations befoiime taxes increased $11.3 million, to $161.1 amillifor fiscal 2006. The increases in
revenues of our dealer business systems and aatitrils from recent acquisitions have increasediegsrin fiscal 2006. These increases \
partially offset by additional sales expenses madpto sales personnel headcount additions. Eagrfiiogn continuing operations before incc
taxes were also negatively impacted by the intemgraxpenses associated with the acquisition ofidge, including $5.6 million of
severance expenses relating to certain ADP asssciat

Fiscal 2005 Compared to Fiscal 2004
Revenue

Dealer Services' revenues increased 10%idoalf2005 as compared to fiscal 2004. Internaémere growth was approximately 6% for
fiscal 2005. Revenues increased 13% for our déalginess systems in North America to $815.7 milfmrfiscal 2005 primarily due to
growth in our key products and the effect of acijoiss. The growth in our key products was primadtiven by the increased users for ASP
managed services, increased Credit Check instalkgtnew network installations and increased mar&eetration of our CRM product. In
addition, our revenue growth was impacted by omtinoed strong client retention.

Earnings from Continuing Operations before Inconagds

Earnings from continuing operations befoimime taxes increased $4.5 million, to $149.8 millir fiscal 2005 primarily due to
increases in revenues of our dealer business sysiffget by the additional sales expenses relatirigeadcount additions to generate the
current revenue growth and additional implementedéigpenses to support the new sales contracts adrding fiscal 200
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for two of the largest dealership groups in thetethiStates. In addition, earnings from continuipgrations before income taxes were
negatively impacted by the integration costs ofuégitions that occurred during the fourth quartefiscal 2004.

Other

The primary components of “Other” are misgedous processing services, and corporate allosatiod expenses, including stock-based
compensation expense related to the Company’s istapit SFAS No. 123R, effective July 1, 2005, 0684 million, $14.0 million and
$12.3 million in fiscal 2006, 2005 and 2004, respedy.

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCE S

Our financial condition and balance sheetaienstrong. At June 30, 2006, cash and marketa&olergies were $2,602.5 million. The ratio
of long-term debt-to-equity was 1.2% at June 3@&2@\t June 30, 2006, working capital was $2,16#ikion, as compared to $2,008.1
million at June 30, 2005. The increase in workiagital arose primarily as a result of the incraassash and cash equivalents associated
the proceeds received from the sale of the Claiemgi&s business, offset by the reduction in theamsets of the Claims Services business.

Our principal sources of liquidity are dedvieom cash generated through operations and alr @iad marketable securities on hand. We
also have the ability to generate cash througHinancing arrangements under our U.S. short-termraercial paper program and our U.S.
and Canadian short-term repurchase agreementdditios, we have three unsecured revolving creglitements that allow us to borrow up
to $5.5 billion in the aggregate. Our shtetm commercial paper program and repurchase agresrare utilized as the primary instrumen
meet short-term funding requirements related &ntlfunds obligations. Our revolving credit agreataare in place to provide additional
liquidity, if needed. We have never had borrowingsler the revolving credit agreements. The Cometigves that the internally generated
cash flows and financing arrangements are adetquatgport business operations and capital expeedit

On April 13, 2006, we completed the sale wf Glaims Services business for $975 million inhgaghich resulted in a gain of $561
million, or $453 million after tax, and net casbrir the transaction of approximately $760 millionpértion of the transaction proceeds were
received outside of the United States. With the shthe Claims Services business we accelerateshaune buy-back activity, using a portion
of the proceeds received in the United States tlasale of this business to purchase shares.

On October 22, 2004, the AJCA was signed lento The AJCA created a temporary incentive far @ompany to repatriate earnings
accumulated outside the U.S. by allowing the Corgganeduce its taxable income by 85 percent abareligible dividends received from
non-U.S. subsidiaries by the end of the Comparigtaf year ending June 30, 2006. In connection thighsale of the Claims Services
Business on April 13, 2006 and receipt of the eglgiroceeds, the Company elected to apply the gioma of the AJCA to qualifying earnir
repatriations in fiscal 2006. As approved by ouabof Directors in June 2006, approximately $25ion was repatriated under the AJCA.
Income tax expense of approximately $10 millioroagsted with this repatriation was recorded infthath quarter.

On November 1, 2004, we acquired the U.Safiig and BrokerDealer Business and formed the i@&suClearing and Outsourcing
Services segment to report the results of the eedliusiness. The Securities Clearing and Outsuyi®ervices segment provides third-party
clearing operations in
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the regulated broker-dealer industry. The cashdlém operations from this business differ frorattbf our other businesses because the
broker-dealer third-party clearing activities w#ipayables to finance their business activitiestha regulations associated with the broker-
dealer industry require cash or securities to lgeesmted for the exclusive benefit of customerseirtain circumstances based on regulatory
calculations driven by customers’ balances. Assaltemanagement analyzes cash flows provided &iperating activities of the Securities
Clearing and Outsourcing Services segment seppfadeh all other businesses. Management'’s viewhefriet cash flows provided by
operating activities is as follows:

(In millions)
Years ended June . 2006 2005 2004
Net cash flows provided by operating activitiesdirousinesses, excluding the Securities Cleaaimdt

Outsourcing Services segment $1,691.¢ $1,626.c $1,385.
Net cash flows provided by (used in) operatingwtatis for the Securities Clearing and Outsourc

Services segment 120.% (193.0 -

Net cash flows provided by operating activitiesyesortec $1,812.! $1,433.. $1,385.



Net cash flows provided by operating actastior all businesses, excluding the Securitiear@ig and Outsourcing Services segment,
were $1,691.8 million in fiscal 2006, as compare®1,626.4 million in fiscal 2005. This increasesvpeimarily due to the increase in net
earnings from all businesses, excluding the Seesr@learing and Outsourcing Services segment01 8 million offset by the non-cash
gain on the sale of the Claims Services Busine§g52.8 million. Additionally, accounts payablecaged expenses and other liabilities
decreased primarily due to the timing of incomegayxments, which increased from approximately $inillion in fiscal 2005 to $675.6
million in fiscal 2006, offset in part by an incesain our income tax provision.

Net cash flows provided by operating actistfor the Securities Clearing and Outsourcing iSesvsegment were $120.7 million in fiscal
2006 as compared with the net cash flows usedénatipg activities of $193.0 million from Novemhkr2004 to June 30, 2005. The net cash
flows provided by operating activities primarilystéted from a decrease of $164.4 million of se@sitleposited with clearing organizations
or segregated for the exclusive benefit of our 8tea Clearing and Outsourcing Services’ custoni@mseet regulatory requirements. In
addition, securities clearing receivables decreasidarily due to the margin lending activitiestbé segment.

Cash flows provided by investing activitiedfiscal 2006 totaled $452.2 million, as compareddash flows used in investing activities of
$437.9 million in fiscal 2005. The fluctuation betan periods was primarily due to the proceedsveddrom our sale of the Claims Services
business and the Brokerage Services’ financial priisiness during fiscal 2006. Additionally, thediuations in cash flows from investing
activities were due to the timing of purchasesraf proceeds from marketable securities and thegehamnclient funds obligations.

Cash flows used in financing activities in fisc80B totaled $1,348.8 million, as compared to $746ilbon in fiscal 2005. The increase
cash used in financing activities was primarily doi¢he increase in the amount of common stockhmaged for treasury. With a portion of the
proceeds received in the United States from theafathe Claims Services business and our caslsfioym operations we accelerated our
share buy-back activity and purchased 29.6 millibares of our common stock at an average pricdé4B8 per share during fiscal 2006, as
compared with 14.1 million shares at an average
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price of $41.98 per share during fiscal 2005. Adwfe 30, 2006, we had remaining Board of Direttorthorization to purchase up to 34.0
million additional shares. The increase in the dashs used from financing activities was offsetpiart, by an increase in the proceeds
received from the stock purchase plan and exeroisst®ck options in fiscal 2006.

In June 2006, we entered into a $1.75 billR6d-day credit agreement and a $2.25 billiore-frear credit agreement with a group of
lenders. The five-year facility contains an accondieature under which the aggregate commitmenbeancreased by $500.0 million to
$2.75 billion, subject to the availability of addital commitments. These facilities replaced thenfany’s prior $1.25 billion, 364-day
facility, and $2.25 hillion, five-year facility, kb of which were terminated on June 28, 2006. Th&%billion and $2.25 billion agreements
mature in June 2007 and June 2011, respectivelyalgdehave a $1.5 billion credit facility that mags in June 2010. The interest rate
applicable to the borrowings is tied to LIBOR oinpe rate depending on the notification providedhmsy Company to the syndicated financial
institutions prior to borrowing. We are also re@ditto pay facility fees on the credit agreement® primary uses of the credit facilities are to
provide liquidity to the commercial paper prograntd o provide funding for general corporate purgpffenecessary. There were no
borrowings through June 30, 2006 under the cumeptior credit agreements.

We maintain a U.S. short-term commercial pgpegram providing for the issuance of up to $illlon in aggregate maturity value of
commercial paper at the Company’s discretion. @anroercial paper program is rated A-1+ by StandaiRoor’'s and Prime 1 by Moody’
These ratings denote the highest quality commepeipér securities. Maturities of commercial pagger ange from overnight to up to 270
days. At June 30, 2006 and 2005, there was no cocthpaper outstanding. During fiscal 2006 and%ahe Company’s average
borrowings were $1.4 billion and $1.0 billion, restively, at a weighted average interest rate b¥edand 2.1%, respectively. The weighted
average maturity of the Company’s commercial paoeing fiscal 2006 and 2005 was less than two dayBoth fiscal years.

Our U.S. and Canadian short-term funding irequents related to client funds obligations amastimes obtained on a secured basis
through the use of repurchase agreements, whicto#legeralized principally by government and gawaent agency securities. These
agreements generally have terms ranging from ogkto up to five business days. At June 30, 20@52005, there were no outstanding
obligations under repurchase agreements. DuriieglfB006 and 2005, the Company had average ouistphdlances under repurchase
agreements of $165.7 million and $300.2 milliorsprectively, at an average interest rate of 3.5%1a9h, respectively.

During fiscal 2006, we borrowed $200.1 miflifsom a financial institution on a short-term Isaisi connection with Dealer Services’
acquisition of Kerridge Computer Company Ltd. Wpaie the short-term borrowing in full as of DecemB#, 2005.

Capital expenditures for continuing operagioluring fiscal 2006 were $289.2 million, as coneglaio $194.1 million in fiscal 2005 and
$188.0 million in fiscal 2004. The capital expendés in fiscal 2006 related primarily to data ceiated other facility improvements to supy
our operations. We expect capital expendituressoaf 2007 to be approximately $250 million.
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The following table provides a summary of our cantual obligations as of June 30, 2006:

(In millions)
Pa yments due by peri od
Less tha 1-3 3-5  More thai
Contractual Obligatior 1year years  year: 5 years Total
$ $ $
Debt Obligations (1) $ 0.2 16.7 - $ 57.€ 74.5
Operating Lease and Software License
Obligations (2) 309.2 390.z 162.¢ 81.C 943.
Purchase Obligations (3) 99.C 84.¢ 59.Z 1.€ 244.¢
Other long-term liabilities reflected on
our Consolidated Balance Sheets:
Compensation and Benefits (4) 28.¢ 95.C 49.1 72.8 245.¢
$ $ $
Total $ 437« 5860 271: $ 213.C 1,508.:

(1) These amounts represent the principal meays of our debt and are included on our Cong@litiBalance Sheets. See Note 11 to the
consolidated financial statements for additionfdrimation about our debt and related matters.

(2) Included in these amounts are variousifasliand equipment leases and software licensseaggnts. We enter into operating leases in
the normal course of business relating to fac#lised equipment, as well as the licensing of sofiwBhe majority of our lease agreements
have fixed payment terms based on the passagmef Gertain facility and equipment leases requingmpent of maintenance and real estate
taxes and contain escalation provisions basedtonefiadjustments in price indices. Our future ofiegdease obligations could change if we
exit certain contracts or if we enter into addiibaperating lease agreements.

(3) Purchase obligations primarily relate toaghase and maintenance agreements on our softecargment and other assets.

(4) Compensation and benefits primarily relateamounts associated with our employee benefitgphnd other compensation
arrangements.

In addition to the obligations quantifiedtire table above, we have obligations for the remdé of funds relating to our payroll and
payroll tax filing services. As of June 30, 200& bbligations relating to these matters, whichexqgected to be paid in fiscal 2007, total
$17,787.4 million and are recorded in client funbfigations on our Consolidated Balance Sheetshive $17,483.9 million of cash and
marketable securities recorded in funds held fients on our Consolidated Balance Sheets as of Q2006 that have been impounded
from our clients to satisfy such obligations.

The Company’s wholly-owned subsidiary, ADémnity, Inc., provides workers’ compensation amgpeyer liability insurance
coverage for our PEO worksite employees. We hawered specific per occurrence and aggregate sggpréonsurance from third-party
carriers that cap losses that reach a certain levazch policy year. We utilize historical losgperence and actuarial judgment to determine
the estimated claim liability for the PEO businés& review the assumptions and obtain valuationgiged by an independent third-party
actuary to determine the adequacy of the workensipensation reserve. During fiscal 2006 and 20@5regeived premiums of $46.5 million
and $54.0 million, respectively, and paid claim$a1.9 million and $15.9 million, respectively. 2ane 30, 2006, our cash balances and
marketable securities balances totaled approxim&ted8.5 million to cover potential future workecmpensation claims for the policy
years that the PEO worksite employees were cougyekDP Indemnity, Inc. We believe that the worl compensation reserve is adequate
to cover the workers’ compensation claim liabifity the PEO worksite employees covered.
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It is not the Company’s business practicertter into off-balance sheet arrangements. Howavéine normal course of business, the
Company enters into contracts in which it makesasgntations and warranties that relate to thepaence of the Company’s products and
services. In addition, the securities transactifrtie Securities Clearing and Outsourcing Servéeggnent involve collateral arrangements
required by various regulatory and internal guitkedi, which are monitored daily. The Company doé¢&xrpect any material losses related to
such representations and warranties or collaterahgements.

We are a member of numerous exchanges aadrgbouses. Under the membership agreements, memugegenerally required to
guarantee the performance of other memtAdditionally, if a member becomes unable to satitsfybligations to the clearinghouse, ot



members would be required to meet these shortfedlsnitigate these performance risks, the exchaagd<slearinghouses often require
members to post collateral. Our maximum potenigdiility under these arrangements cannot be quedtiHowever, we believe that it is
unlikely that we will be required to make paymemtsier these arrangements. Accordingly, no continigegility is recorded in the
consolidated financial statements for these arnzeges.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Our overall investment portfolio is comprisafdcorporate investments (cash and cash equilshort-term marketable securities, and
long-term marketable securities) and client furgilets (funds that have been collected from clientsiot yet remitted to the applicable tax
authorities or client employees).

In order to provide more cost-effective lidity and maximize our interest income, we utilizettategy by which we extend the maturities
of our investment portfolio for funds held for alts and employ short-term financing arrangemensatisfy our short-term funding
requirements related to client funds obligationsthiese instances, a portion of this portfolioaasidered and reported within the corporate
investment balances in order to reflect the puentfunds assets and related obligations. Intémesime on this portfolio and the related
interest expense on the borrowings are reportethier income, net on our Statements of Consolidatdings.

Our corporate investments are invested ihliifiquid, investment grade securities. These tasa@ available for repurchases of common
stock for treasury and/or acquisitions, as welbth®er corporate operating purposes. The majorityuofshort-term and long-term marketable
securities are classified as available-for-saleisges.

Our client funds assets are invested witktgadf principal, liquidity, and diversification dise primary goals, while also seeking to
maximize interest income. Client funds assetsrarested in highly liquid, investment grade markiatecurities with a maximum maturity
of 10 years at time of purchase. A significant porof the client funds assets are invested in gdsernment agencies securities.

We have established credit quality, matudtyd exposure limits for our investments. The minimallowed credit rating for fixed income
securities is single-A. The maximum maturity atdinf purchase for a single-A rated security is &ggefor AA+ated securities is 7 years, ¢
for AAA-rated securities is 10 years. Commercigbgramust be rated A1/P1 and, for time depositskb¥amust have a Financial Strength
Rating of C or better.
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Details regarding our overall investment paitf are as follows:

(Dollars in millions)
Years ended June . 2006 2005 2004
Average investment balances at cost:

Corporate investments $ 3,587. $ 3,143. $ 3,131.

Funds held for clients 13,566.: 12,263. 11,086.
Total $ 17,153. $ 15,407.( $ 14,218.
Average interest rates earned exclusive of realigdds/ (losses) on:

Corporate investments 3.5% 2.5% 2.5%

Funds held for clients 4.1% 3.4% 3.2%
Total 4.C% 3.3% 3.C%
Realized gains on available-for-sale securities $ 13.2 $ 10.7 $ 9.7

)
Realized losses on available-for-sale securities (17.9 (39.9) (17.:
)

Net realized losse $ (46 $ (28F $ (7.6)
As of June 30:
Net unrealized p-tax (losses) gains on available-for-sale secuaritie $ (3129 $ 32.¢ $ 59.¢
Total available-for-sale securities at fair value $ 13,612. $ 13,001. $ 12,092.¢



During fiscal 2006, approximately 20% of awerall investment portfolio was invested in castl aash equivalents and, therefore, is
impacted by changes in short-term interest ratkes.dther 80% of our investment portfolio was inedsn fixed-income securities, with
varying maturities of 10 years or less, which wads® subject to interest rate risk including restagent risk.

Factors that influence the earnings impac¢hefinterest rate changes include, among otheesarnount of invested funds and the overall
portfolio mix between short-term and long-term istveents. This mix varies during the fiscal year mnidhpacted by daily interest rate
changes. A hypothetical change in both short-teterést rates€.g., overnight interest rates or Fed Funds rates)ratednediate-term
interest rates of 25 basis points applied to tiienased fiscal 2007 average investment balancesapdelated borrowings would result in
approximately a $10 million impact to earnings efmcome taxes over a twelve-month period. A higptital change in only short-term
interest rates of 25 basis points applied to thienased fiscal 2007 average short-term investmatarites and any related short-term
borrowings would result in approximately a $4 roifliimpact to earnings before income taxes overedvevmonth period.

The Company is exposed to credit risk in @mtion with our available-for-sale securities thghuhe possible inability of the borrowers to
meet the terms of the securities. The Companysdigriédit risk by investing primarily in AAA and Arated securities, as rated by Moody’s,
Standard & Poor’s, and for Canadian securities, iD@mn Bond Rating Service. In addition, we alsoitimmounts that can be invested in any
single issuer. At June 30, 2006, approximately @5%ur available-for-sale securities held a AAARK rating.
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The Company is exposed to market risk fromnges in foreign currency exchange rates that dmpdct its financial position, results of
operations and cash flows. The Company managegpissure to these market risks through its regaparating and financing activities and,
when deemed appropriate, through the use of darevfihancial instruments. The Company uses ddkigdtnancial instruments as risk
management tools and not for trading purposes.

In the normal course of business, the saéesriearing activities of the Securities Clearamgl Outsourcing Services segment provides
trade execution, settlement and financing of varieecurity clearing transactions for a nationwikitent base. With these activities, we may
exposed to risk in the event customers, other lsrdkalers, banks, clearing organizations or depieg are unable to fulfill contractual
obligations. For securities clearing activitiegtod Securities Clearing and Outsourcing Servicgmsat in which we extend credit to
customers and broker-dealers, we seek to contaisk associated with these activities by reqgidanstomers and broker-dealers to maintain
margin collateral in compliance with various redafs and internal guidelines. We monitor margindisvand, pursuant to such guidelines,
request the deposit of additional collateral orréuction of securities positions, when necesgargddition, broker-dealers may be required
to maintain deposits relating to any securitiesutigy activities we perform on their behalf.

We record customers’ security clearing tratisas on a settlement date basis, which is gelgdtake business days after trade date. The
Company is therefore exposed to off-balance shgetf loss on unsettled transactions in the egastomers and other counterparties are
unable to fulfill contractual obligations.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

As previously discussed, we adopted SFAS1IK8R, “Share-Based Payment” effective July 1, 206i6g the modified prospective
method. The adoption of this standard requiresrtbasurement of stock-based compensation expensé bashe fair value of the award on
the date of grant.

In July 2006, the Financial Accounting StandaBoard (“FASB”) issued FASB Interpretation (“F)NNo. 48, “Accounting for
Uncertainty in Income Taxes” (“FIN 48"). FIN 48 dgs to all tax positions accounted for under SR 109, “Accounting for Income
Taxes” and defines the confidence level that gtasition must meet in order to be recognized irfittencial statements. The interpretation
requires that the tax effects of a position be gaced only if it is “more-likely-than-not” to beustained by the taxing authority as of the
reporting date. If a tax position is not considehmre-likely-than-not” to be sustained then no &i#s of the position are to be recognized.
FIN 48 requires additional annual disclosures aneffective as of the beginning of the first fisgalr beginning after December 15, 2006.
are currently evaluating the effect that the adwptf FIN 48 will have on our consolidated resolt®perations and financial condition.

In May 2005, the FASB issued SFAS No. 154¢¢dunting Changes and Error Corrections — a repiaoé of APB Opinion No. 20 and
FASB Statement No. 3" (“SFAS No. 154”), which chardhe requirements for the accounting and regpdira change in accounting
principle and error corrections. SFAS No. 154 apto all voluntary changes in accounting pringipkewell as to changes required by an
accounting pronouncement that does not includeifsp&@nsition provisions. SFAS No. 154 is effegtifor accounting changes and
corrections of errors made in fiscal years begigmifter December 15, 2005. The Company adopted S¥A354 on July 1, 2006 and will
apply its provisions on a prospective basis whegliegble.
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In March 2005, the FASB issued FIN No. 47ctaunting for Conditional Asset Retirement Obligas, an interpretation of SFAS No.
143" (“FIN 47"). FIN 47 requires an entity to readge a liability for the fair value of a conditidresset retirement obligation in the period in
which it is incurred if the liability’s fair valuean be reasonably estimated. FIN 47 clarifiesttheterm “conditional asset retirement
obligation” as used in SFAS No. 143, “Accounting @onditional Asset Retirement Obligations,” refaysa legal obligation to perform an
asset retirement activity in which the timing andfethod of settlement are conditional on a fukwent that may or may not be within the
control of the entity. FIN 47 is effective no latban the end of fiscal years ending after DecerilbeR005. The adoption of FIN 47 as of
June 30, 2006 did not have a material impact orfinancial position, results of operations or céetws.

CRITICAL ACCOUNTING POLICIES

Our consolidated financial statements andmpanying notes have been prepared in accordantkewgounting principles generally
accepted in the United States of America. The pegjmm of these financial statements requires mamagt to make estimates, judgments
assumptions that affect reported amounts of adgdisities, revenues and expenses. We continietbluate the accounting policies and
estimates used to prepare the consolidated finastaiigments. The estimates are based on histenipalrience and assumptions believed to
be reasonable under current facts and circumstaAcasal amounts and results could differ from thestimates made by management.
Certain accounting policies that require significaranagement estimates and are deemed criticalrtesults of operations or financial
position are discussed below.

Revenue Recognitio@ur revenues are primarily attributable to feespimviding services €.g., Employer Services’ payroll processing
fees and Brokerage Services’ trade processing &sasell as investment income on payroll fundsrplayax filing funds and other Employer
Services’ client-related funds. We enter into agrests for a fixed fee per transactioa.g., number of payees or number of trades). Fees
associated with services are recognized in th@g@esrvices are rendered and earned under servaaggaments with clients where service
fees are fixed or determinable and collectibilgyéasonably assured. Our service fees are detmirhased on written price quotations or
service agreements having stipulated terms andittmmslwhich do not require management to makesagyificant judgments or assumptic
regarding any potential uncertainties. Interesbime on collected but not yet remitted funds hetdEimployer Services’ clients is recognized
in revenues as earned, as the collection, holdidgr@mittance of these funds are critical companehproviding these services.

We also recognize revenues associated watisdale of software systems and associated softivarses. For a majority of our software
sales arrangements, which provide hardware, sadtliG@nses, installation and post-contract custasupport, revenues are recognized
ratably over the software license term as vendeci§ip objective evidence of the fair values of thdividual elements in the sales
arrangement does not exist. Changes to the elernmeatsarrangement and the ability to establistdeerspecific objective evidence for those
elements could affect the timing of the revenuegadion.

We assess collectibility of our revenues Hdasémarily on the creditworthiness of the custoragidetermined by credit checks and
analysis, as well as the customer’s payment hisie do not believe that a change in our assumptititized in the collectibility
determination would result in a material changeet@enues as no single customer accounts for &ismi portion of our revenues.

38

Goodwill. We review the carrying value of all our goodwillascordance with SFAS No. 142, “Goodwill and Otimitangible Assets,” by
comparing the carrying value of our reporting utitsheir fair values. We are required to perfohis tomparison at least annually or more
frequently if circumstances indicate possible imp&int. When determining fair value, we utilize aadiunted future cash flow approach u:
various assumptions, including projections of raxenbased on assumed long-term growth rates, ¢stiroasts, and appropriate discount
rates based on the Company'’s weighted averagetoapital. Our estimates of long-term growth andts are based on historical data,
various internal estimates and a variety of extesaarces, and are developed as part of our rolgimgerange planning process. We had
$2,466.2 million of goodwill as of June 30, 2008vé& the significance of our goodwill, an adverbamge to the fair value could result in an
impairment charge, which could be material to amraplidated earnings.

Income TaxedlNe account for income taxes in accordance with SRAS109, “Accounting for Income Taxes,” which dsishes
financial accounting and reporting standards ferdffect of income taxes. The objectives of acdogrfor income taxes are to recognize the
amount of taxes payable or refundable for the otiryear and deferred tax liabilities and assetsHerfuture tax consequences of events that
have been recognized in an enstjihancial statements or tax returns. Judgmerggaired in addressing the future tax consequeofcegent:
that have been recognized in our consolidated fiaastatements or tax returnse.., realization of deferred tax assets, changes«itatas ol
interpretations thereof). In addition, we are sabje the continuous examination of our incomer&turns by the Internal Revenue Service
and other tax authorities. A change in the assassaiiehe outcomes of such matters could materiallyact our consolidated financial
statements.

Stock-Based Compensati@FAS No. 123R requires the measurement of stockeba@empensation expense based on the fair valine of
award on the date of grant. We determine the fairey of stock options issued by using a binomipdilom-pricing model. The binomial
option-pricing model considers a range of assumptielated to volatility, dividend yield, risk-frégterest rate and employee exercise
behavior. Expected volatilities utilized in the bimial option-pricing model are based on a combamatif implied market volatilities,
historical volatility of the Company’s stock priead other factors. Similarly, the dividend yield®ssed on historical experience and expected
future changes. The ri-free rate is derived from the U.S. Treasury yialdve in effect at the time of grant. The binomigtion-pricing



model also incorporates exercise and forfeituraragsions based on an analysis of historical ddta. 8xpected life of the stock option grants
is derived from the output of the binomial modedl aapresents the period of time that options grhate expected to be outstanding.
Determining these assumptions are subjective amplax, and therefore, a change in the assumptitilized could impact the calculation of
the fair value of our stock options. Prior to Jui[y2005, we followed APB No. 25, and related intetations. Under APB No. 25, no stock-
based compensation expense was recognized retabenl stock option program and employee stock @selplan, as all options granted
under the stock option program had an exercise gagial to the market value of the underlying comstock on the date of grant and, with
respect to the employee stock purchase plan, soeuint did not exceed fifteen percent.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The information called for by this item i®opided under the caption “Quantitative and QualieaDisclosures About Market Risk” under
Item 7 — Management’s Discussion and Analysis naR¢ial Condition and Results of Operations.
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Item 8. Financial Statements and Supplementary Data
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidaééahce sheets of Automatic Data Processing, and subsidiaries (the “Company”) as
of June 30, 2006 and 2005, and the related comdeticsstatements of earnings, stockholders’ eqaiitgt,cash flows for each of the three years
in the period ended June 30, 2006. Our auditsiatdoded the financial statement schedule listethéinindex at Item 15(a) 2. These
consolidated financial statements and financiakstant schedule are the responsibility of the Camjsamanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements and financial statement schedulellmaseur audits.

We conducted our audits in accordance wighstandards of the Public Company Accounting Ogbatdoard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, such consolidated financtatements present fairly, in all material respetts,financial position of Automatic Data
Processing, Inc. and subsidiaries at June 30, 2868&005, and the results of their operations heil tash flows for each of the three years
in the period ended June 30, 2006 in conformityhaitcounting principles generally accepted in thédd States of America. Also, in our
opinion, such financial statement schedule, whetsicered in relation to the basic consolidatedrfoia statements taken as a whole, pre:
fairly, in all material respects, the informaticet $orth therein.

As discussed in Note 1 to the consolidatedrfcial statements, the Company adopted Staterh&imancial Accounting Standards No.
123(R), “Share-Based Payment,” as revised, effectivly 1, 2005.

We have also audited, in accordance wittsthedards of the Public Company Accounting Ovetdiglard (United States), the
effectiveness of the Company’s internal controlrdirancial reporting as of June 30, 2006, basethercriteria established Internal
Control—Integrated Framewoiiksued by the Committee of Sponsoring Organizatidrike Treadway Commission and our report dated
August 28, 2006 expressed an unqualified opiniomanagement’s assessment of the effectivenesg @dmpany’s internal control over
financial reporting and an unqualified opinion be effectiveness of the Company'’s internal cordx@r financial reporting.

/s/Deloitte & Touche LL

New York, NY
August 28, 200t
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Statements of Consolidated Earnings
(In millions, except per share amounts)



Years ended June 30, 2006 2005 2004
Revenues, other than interest on funds held forl&yep Services’ clients and PEO revenues $ 7,628.0 $ 6,985.: $ 6,457.(
Interest on funds held for Employer Services’ den 549.¢ 421.¢ 355.¢
PEO revenues (A) 703.7 577.( 467.(
Total revenues 8,881.! 7,983." 7,279.
Operating expenses 4,289.t 3,764.¢ 3,308.°
Selling, general and administrative expenses 2,035.: 1,832.¢ 1,789.°
Systems development and programming costs 589.¢ 550.: 523.7
Depreciation and amortization 288.¢ 273.¢ 277.1
Other income, net (64.5 (31.2) (54.7)
7,138.! 6,390.¢ 5,844}

Earnings from continuing operations before incomes 1,743.( 1,593.: 1,434.¢
Provision for income taxes 670.¢ 594.¢ 537.2
Net earnings from continuing operatic 1,072.¢ 998.: 897.1
Earnings from discontinued operations, net of miovi for income taxes of $123.2, $27.7 and $21.7
for

the three years ended June 30, 2006, 2005 and @&pectively 481.€ 57.1 37.¢
Net earning: $ 1554.( $ 1,055« $ 935.¢
Basic earnings per share from continuing operations $ 187 $ 171 % 1.52
Basic earnings per share from discontinued opersitio 0.84 0.1C 0.0€
Basic earnings per share $ 2y ¢ 181 § 15¢
Diluted earnings per share from continuing operegio $ 1.8 % 16¢ % 1.5C
Diluted earnings per share from discontinued opmrat 0.8: 0.1C 0.0€
Diluted earnings per share $ 268 $ 17¢ $ 15¢
Basic weighted average shares outstanding 574.¢ 583.2 591.7
Diluted weighted average shares outstanding 580.: 590.( 598.7

(A) Professional Employer Organization (“PE@8yenues are net of direct pass-through costs,87$8), $5,499.2 and $4,237.0,

respectively.
See notes to consolidated financial statements.
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Consolidated Balance Sheets
(In millions, except per share amounts)

June 30,

Assets
Current assets:
Cash and cash equivalents
Short-term marketable securities (includes $40B%204.7 of segregated securities
deposited with clearing organizations or segregfiedegulatory purposes at
June 30, 2006 and 2005, respectively)
Accounts receivable, net
Securities clearing receivables
Other current assets
Assets of discontinued operations
Total current assets

2006 2005
$ 1,900¢ $ 853.€
367.¢ 695.¢
1,202.- 1,121
836.¢ 965.2
452.¢ 571.
-- 662.2
4,760.: 4,869.¢



Long-term marketable securities
Long-term receivables, net
Property, plant and equipment, net
Other assets
Goodwill
Intangible assets, net
Total assets before funds held for clients
Funds held for clients

Total assets

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Securities clearing payables
Income taxes payable
Liabilities of discontinued operations
Total current liabilities
Long-term debt
Other liabilities
Deferred income taxes
Deferred revenues
Total liabilities before client funds obligations
Client funds obligations
Total liabilities

Commitments and contingencies (Note 16)

Stockholders’ equity:
Preferred stock, $1.00 par value: Authorized, 6&ss; issued, none

Common stock, $0.10 par value: Authorized, 1,08D&res; issued, 638.7 shares at

June 30, 2006 and 2005
Capital in excess of par value
Deferred compensation
Retained earnings
Treasury stock - at cost: 77.3 and 58.5 sharegectisely
Accumulated other comprehensive (loss) income
Total stockholders’ equity

Total liabilities and stockholders’ equity

See notes to consolidated financial statements.

334.( 447 ¢
215.4 186.€
782.4 637.¢
830.1 813.€
2,466. 2,185.¢
618.( 575.7
10,006.. 9,717.¢
17,483. 17,897.!
$ 27,490. $ 27,615.
$ 207.% $ 192
1,546. 1,511.
613.¢€ 745.:
205.7 192

19.7 220.1
2,592, 2,861.¢
74.% 75.7

373.4 3334
123 238.7
527.( 462.7
3,691. 3,972.
17,787. 17,859..
21,478.! 21,831.!
63. 63.

157.2 -

- (13.9)

9,111.. 7,966.(
(3,194.9 (2,246.9)
(126.9) 14.1
6,011.¢ 5,783.¢

$ 27,490. $ 27,615.
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Statements of Consolidated Stockholders’ Equity
(In millions, except per share amounts)
Accumulated
Common Capital in Other
Stock Excess of Deferred Retainec  Treasury Comprehensive  Comprehensive
Share Amouni  Par Value Compensation Earnings Stock Income Income (Loss)
638.7 $
Balance at June 30, 2003 $63.9 $ 225¢ $ (14.6 $6,710.¢ (1,773.9) $ 158.¢
Net earning: - 935.¢ - $ 935¢
Foreign currency translation adjustments 17.1 17.1



Unrealized net loss on securities, net of tax (196.9 (196.9

Minimum pension liability adjustment, net

of tax 0.€ 0.¢
Comprehensive income $ 757.:
Stock plans and related tax benefits - - (122.9 (2.9 - 371.¢ -
Treasury stock acquired (15.8 shares) - - - - - (648.9 -
Acquisitions - - - - - 0.5 -
Debt conversion (0.4 shares) - - (6.7 - - 16.€ -
Dividends ($.5400 per share) - - - - (319.6 - -

638.1

Balance at June 30, 2004 63.9 96.€ (17. 7,326.¢ (2,033.) (19.5
Net earningt - - - - 1,055. - $ 1,055.c -
Foreign currency translation adjustments 52.t 52.t
Unrealized net loss on securities, net of tax (16.8 (16.8

Minimum pension liability adjustment, net

of tax (2.3 (2.3
Comprehensive income $ 1,089.(
Stock plans and related tax benefits - - 94.5) 3.7 (63.€ 373.€ -
Treasury stock acquired (14.1 shares) - - - - - (591.9 -
Acquisitions - - - - - 0.6 -
Debt conversion (0.1 shares) - - (2.3 - - 3.6 -
Dividends ($.6050 per share) - - - - (352.7) - -

638.1

Balance at June 30, 2005 63.9 - (13.9 7,966.( (2,246.9 14.1
Net earning: - - - - 1,554.( - $ 1,554.( -
Foreign currency translation adjustments 80.2 80.z
Unrealized net loss on securities, net of tax (221.¢ (221.9

Minimum pension liability adjustment, net

of tax 0.4 0.4

Comprehensive income $ 1,413.¢

Elimination of deferred compensation upon

adoption of Statement of Financial

Accounting Standard No. 123R - - (13.3 13.% - - -
Stock-based compensation expense - - 174.¢ - - - -
Stock plans and related tax benefits - - (3.7 - - 375.€ -
Treasury stock acquired (29.6 shares) - - - - - (1,326.9 -
Acquisitions - - - - - - -
Debt conversion (0.1 shares) - - 0.5 - - 3.3 -
Dividends ($.7100 per share) - - - - (408. - -

638.1 $
Balance at June 30, 2006 $639 $ 157 $ - $9,111.. (3,194.9 $ (126.9

See notes to consolidated financial statements.
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Statements of Consolidated Cash Flows
(In millions)



Years ended June 30,

Cash Flows From Operating Activities

Net earning:

Adjustments to reconcile net earnings to net chwsfrsf provided by
operating activities:
Depreciation and amortization
Deferred income taxes
Stock-based compensation expense
Pension expense
Realized gains (losses) from the sales of marketsddurities
Amortization of premiums and discounts on availdblesale securities
Gain on sale of discontinued operations businesspfrtax
Impairment of assets of discontinued operationéness
Other

Operating activities of discontinued operations

Changes in operating assets and liabilities, neffetts from acquistions and
divestitures of businesses:
Decrease (increase) in securities deposited wééritlg organizations or

segregated in compliance with federal regulations

Increase in receivables and other assets
(Decrease) increase in accounts payable, accrymzhsas and other liabilities
Decrease (increase) in securities clearing rectgab
Decrease in securities clearing payables

Net cash flows provided by operating activit

Cash Flows From Investing Activities

Purchases of marketable securities

Proceeds from the sales and maturities of marketsdturities

Net (purchases of) proceeds from client funds seesl

Change in client funds obligations

Capital expenditures

Additions to intangibles

Acquisitions of businesses, net of cash acquired

Proceeds from the sale of businesses

Other

Investing activities of discontinued operations

Net cash flows provided by (used in) investing\atis

Cash Flows From Financing Activities

Payments of debt

Proceeds from issuance of notes

Repurchases of common stock

Proceeds from stock purchase plan and exercisgsak options

Excess tax benefit related to exercises of stotioap

Dividends paid

Financing activities of discontinued operations

Net cash flows used in financing activit

Effect of exchange rate changes on cash and casiadnts

Net change in cash and cash equival

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Less cash and cash equivalents of discontinuechtipes, end of year

Cash and cash equivalents of continuing operatems of year
See notes to consolidated financial statements.
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2006 2005 2004
$ 1,554.( $ 1,055« $ 935.6
288.¢ 273.¢ 277.1
33.¢ 21.¢ 106.2
168. 14.C 12.2
34.F 25.2 16.4
4.6 28.E 7.6
75.4 120. 129.€
(452.9) - -
18.€ - -
32.¢ (36.9 43 E
(11.5) 55.€ 38.2
164. (179.9) -
(0.6) (139.9 (225.9)
(94.7) 266. 43.¢
128.4 (16.9) -
(131.6) (54.7) -
1,812.f 1,433.¢ 1,385.¢
(5.846.5  (7,599.9  (8,087.)
4,955.( 6,629.. 5,339.
1,364..  (3,765.9 663.€
(174  5,019. 1,391.
(292.9) (187.9) (188.0)
(118.7) (103.9 (145.2)
(336.7) (404.9) (172.9)
902.4 17.2 21.F
12.2 4.6 (5.5)
(13.1) (47.7) (136.9)
452.; (437.9  (1,318.9
(0.7) (1.1) (1.9)
0.5 0.2 0.4
(1,299.9 (584.9) (629.9)
264.1 174.¢ 160.7
7.9 - -
(393.9) (344.9) (308.6)
73.2 9.0 8.5
(1,348.9 (746.5) (770.9)
9.3 13.4 6.5
925.2 262. (697.9)
975. 713.( 1,410.:
1,900.¢ 975.4 713.(
- (121.9) (108.2)

$ 1,900 $ 8536 $ 604.¢




Notes to Consolidated Financial Statements
(Tabular dollars in millions, except per share antsy

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Consolidation and Basis of PreparationThe consolidated financial statements include itential results of Automatic Data Process
Inc. and its majority-owned subsidiaries (the “Camy’ or “ADP”). Intercompany balances and transatdihave been eliminated in
consolidation.

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfeztttae amounts reported in the consolidatedniiie statements and accompanying
notes. Actual results could differ from these eatis.

B. Description of BusinessThe Company is a provider of technology-based autsiog solutions to employers, the brokerage analrftial
services community, vehicle retailers and manufactu The Company classifies its operations inéoftiowing reportable segments:
Employer Services, Brokerage Services, Securitiearihig and Outsourcing Services, Dealer ServiodsQther. “Other” consists primarily
of miscellaneous processing services, and corpatimteations and expenses, including stock-basetbeasation expense related to the
Company’s adoption of Statement of Financial AcdmgnStandards (“SFAS”) No. 123R, “Share-Based Rayrh(“SFAS No. 123R"),
effective July 1, 2005.

As further discussed in Note 4, on April 13, 2088, completed the sale of the Claims Services basjivehich was previously reported in |
“Other” segment, for $975 million. In addition, danuary 20, 2006, we completed the sale of our@ege Servicedinancial print busines
In connection with the sale of both of these bussies, we have classified the results of operatbtisese businesses as discontinued
operations.

C. Revenue RecognitionA majority of the Company’s revenues are attribledb fees for providing service®(g., Employer Services’
payroll processing fees and Brokerage Servicedetocessing fees) as well as investment inconpgagroll funds, payroll tax filing funds
and other Employer Services’ client-related furidse Company typically enters into agreements fiixexd fee per transactiong(g., number
of payees or number of trades). Fees associatbdsesivices are recognized in the period serviceseardered and earned under service
arrangements with clients where service fees aeelfor determinable and collectibility is reasoyaddsured.

Interest income on collected but not yet remitigaids held for clients is earned on funds that alleated from clients and invested until
remittance to the applicable tax agencies or dierhployees. The interest earned on these fundsligded in revenues because the
collection, holding and remittance of these funasaitical components of providing these services.

The Company also recognizes revenues associatedheisale of software systems and associated@efticenses. For a majority of the
Company’s software sales arrangements, which pedvaddware, software licenses, installation and-poistract customer support, revenues
are recognized ratably over the software licenga ts vendor-specific objective evidence of thevalues of the individual elements in the
sales arrangement does not exist.

Postage fees for client mailings are included ueneies and the associated postage expenses adeithdh operating expenses. Professional
Employer Organization (“PEQ”) revenues are inclutfetevenues and are reported net of direct passiih costs, which are costs billed and
incurred for PEO worksite
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employees, primarily consisting of payroll wagesd gayroll taxes. Benefits and workers’ compensafié@s for PEO worksite employees are
included in PEO revenues and the associated c@siscuded in operating expenses.

Customer clearing security transactions and tleeélrevenues, primarily consisting of customergimainterest, and expenses, primarily
consisting of brokerage clearing expenses andastexpense, are recorded on a settlement date Rasienues for the fees charged to an
introducing broker-dealer to process trades inrzigaaccounts are recorded on a trade-date basis.

D. Cash and Cash Equivalentsinvestment securities with a maturity of ninety slay less at the time of purchase are considergd ca
equivalents.

E. Corporate Investments and Funds Held for ClientsAll of the Company’s marketable securities are adgred to be “trading” or
“available-for-sale” and, accordingly, are carre@dthe Consolidated Balance Sheets at fair valbhe.Jompany'’s trading securities represent
securities that have been either pledged as caldateexchanges and clearinghouses or segregatéuef exclusive benefit of our Securit



Clearing and Outsourcing Services’ customers tot meggulatory requirements. Unrealized gains ansde®n these trading securities are
reflected in revenues, other than interest on funedd for Employer Services’ clients and PEO rewsnon the Statements of Consolidated
Earnings. For available-f@ale securities, unrealized gains and losses frile¢ oelated tax effect, are excluded from earsiagd are reporte
as a separate component of accumulated other chensige (loss) income, on the Consolidated Bal&aets, until realized. Realized gains
and losses from the sale of available-for-sale ritéesiare determined on a specific-identificatimsis and are included in other income, net.

If the market value of any available-for-sale séguteclines below cost and it is deemed to bersthan-temporary, an impairment charge is
recorded to earnings for the difference betweert#ngying amount of the respective security andairevalue.

Premiums and discounts are amortized or accretedtbe life of the related available-for-sale séguas an adjustment to yield using the
effective-interest method. Dividend and interesbime are recognized when earned.

F. Long-term ReceivablesLong-term receivables relate to notes receivalumfthe sale of computer systems, primarily to awtive and
truck dealerships. Unearned income from financeivedbles represents the excess of gross receivabdeshe sales price of the computer
systems financed. Unearned income is amortizedjubkim effective-interest method to maintain a camistate of return on the net investment
over the term of each contract.

The allowance for doubtful accounts on long-tergereables is the Company’s best estimate of theuatnaf probable credit losses in the
Company’s existing note receivables.
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G. Property, Plant and Equipment.Property, plant and equipment is stated at cosdapdeciated over the estimated useful lives of the
assets using the straight-line method. Leasehqgbdduwements are amortized over the shorter of ttme tf the lease or the estimated useful
lives of the improvements. The estimated usef@diof assets are primarily as follows:

Data processing equipment 2 to 5 years
Buildings 20 to 40 years
Furniture and fixtures 3 to 7 years

H. Securities Clearing Receivables and PayableReceivables from and payables to clearing custonepresent the amounts receivable
from and payable to clearing customers in conneatiith cash and margin securities transactionseRables from customers are
collateralized by securities that are not refleciadhe Consolidated Balance Sheets.

Securities borrowed and loaned represents the anebeash collateral advanced or received from otineker-dealers. Securities borrowed
and securities loaned are recorded on the settletia¢é® based upon the amount of cash advancedeaved. The Company takes possession
of securities borrowed, monitors the market valigsegurities borrowed and loaned and obtains adtditicollateral as appropriate.

I. Goodwill and Other Intangible Assets.The Company accounts for goodwill and other inthlegassets in accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets,” which stathat goodwill and intangible assets with indeéniseful lives should not be amortized,
but instead tested for impairment at least annulthe reporting unit level. If an impairment égjsa write-down to fair value (normally
measured by discounting estimated future cash jlisugcorded. Intangible assets with finite liage amortized primarily on a straight-line
basis over their estimated useful lives and argevead for impairment in accordance with SFAS Not,2Accounting for the Impairment or
Disposal of Long-Lived Assets” (“SFAS No. 144").

J. Impairment of Long-Lived Assets.In accordance with SFAS No. 144, long-lived asaetsreviewed for impairment whenever events or
changes in circumstances indicate that the carimgunt of an asset may not be recoverable. Realoligr of assets to be held and used is
measured by a comparison of the carrying amouahafsset to estimated undiscounted future casts fixpected to be generated by the
asset. If the carrying amount of an asset excagdstimated future cash flows, an impairment ah&@gecognized for the amount by which
the carrying amount of the asset exceeds the &hilevof the asset.

K. Foreign Currency Translation. The net assets of the Company'’s foreign subsidiaie translated into U.S. dollars based on exehang
rates in effect at the end of each period, andmees and expenses are translated at average erd@deg during the periods. Currency
transaction gains or losses, which are includetiérresults of operations, are immaterial for alipds presented. Gains or losses from
balance sheet translation are included in accuenilather comprehensive (loss) income on the Catetelil Balance Sheets.

L. Derivative Financial Instruments. Derivative financial instruments are measured iatviue and are recognized as assets or lialsildie
the Consolidated Balance Sheets with changes ifathealue of the derivatives recognized in eithet earnings from continuing operations
or accumulated other comprehensive (loss) incomgeiading on the timing and designated purposeedfi¢hivative, in accordance with
SFAS No. 133“Accounting for Derivative Instruments and Hedgincti®ities”
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(“SFAS No. 133"), SFAS No. 138, “Accounting for G&in Derivative Instruments and Certain Hedgingiites” and SFAS No. 149,
“Amendment of Statement 133 on Derivative Instrutaemd Hedging Activities.”

M. Earnings per Share (“EPS"). The calculations of basic and diluted EPS are km/fs:

Effect of Effect of
Zero Coupon Employee

Subordinated Compensatiol

Related Diluted
Years ended June . Basic Notes Shares
2006
$1,073.¢
Net earnings from continuing operatic $1,072.: $ 1.C $ -
Weighted average shares (in millions) 574.¢ 1.1 4.4 580.3
$
EPS from continuing operations $ 1.87 1.85
2005
$
Net earnings from continuing operatic $ 998.: $ 1C $ - 999.3
Weighted average shares (in millions) 583.2 1.2 5.€ 590.0
$
EPS from continuing operations $ 1.71 1.69
2004
$
Net earnings from continuing operatic $ 897.7 $ 14 $ - 899.1
Weighted average shares (in millions) 591.7 1.t 5.5 598.7
$
EPS from continuing operations $ 1.52 1.50

Options to purchase 26.6 million, 34.6 million &&19 million shares of common stock for fiscal 200805 and 2004, respectively, were
excluded from the calculation of diluted earnings ghare because their exercise prices exceedesd¢nage market price of outstanding
common shares for the fiscal year.

N. Stock-Based Compensatiorms further discussed in Note 14, the Company adbBEAS No. 123R, effective July 1, 2005, using the
modified prospective method. Accordingly, prioriperamounts have not been restated. The adoptitimso$tandard requires the
measurement of stock-based compensation expense badhe fair value of the award on the date ahgrPrior to July 1, 2005, the
Company followed Accounting Principles Board Opmib, “Accounting for Stock Issued to Employees2PB No. 25”), and related
interpretations. Under APB No. 25, no stock-basmtdmensation expense was recognized related todhgpény’s stock option program and
employee stock purchase plan, as all options gilameer the stock option program had an exercise pual to the market value of the
underlying common stock on the date of grant anth mspect to the employee stock purchase plandigtount did not exceed fifteen
percent.

O. Internal Use Software.Expenditures for major software purchases and soéweveloped or obtained for internal use arealgsd and
amortized over a three- to five-year period orraight-line basis. For software developed or oletdifor internal use, the Company
capitalizes costs in accordance with the provismfrStatement of Position No. 98-1, “Accounting foe Costs of Computer Software
Developed or Obtained for Internal Use.” The Conmyfgpolicy provides for the capitalization of extet direct costs of materials and
services associated with developing or obtainingrimal use computer software. In addition, the Camypalso capitalizes certain payroll and
payroll-related costs for employees who are directly aasediwith internal use computer software projetite amount of capitalizab



payroll costs with respect to these employeesrigdd to the time directly spent on such projeCissts associated with preliminary project
stage activities, training, maintenance and akoth
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post-implementation stage activities are expensedaurred. The Company also expenses internas celstted to minor upgrades and
enhancements, as it is impractical to separate tbests from normal maintenance activities.

P. Computer Software to be Sold, Leased or OtherwésMarketed. The Company capitalizes certain costs of compuftware to be sold,
leased or otherwise marketed in accordance witptbesions of SFAS No. 86, “Accounting for the @ef Computer Software to be Sold,
Leased or Otherwise Marketed.” The Company’s pghicides for the capitalization of all softwareg@uction costs upon reaching
technological feasibility for a specific producedhnological feasibility is attained when softwpreducts have a completed working model
whose consistency with the overall product desigm teen confirmed by testing. Costs incurred poidhe establishment of technological
feasibility are expensed as incurred. The estalésti of technological feasibility requires consatde judgment by management and in v
instances is only attained a short time prior ®oghneral release of the software. Upon the gerglesdse of the software product to
customers, capitalization ceases and such costsrardized over a three-year period on a straigletfasis. Maintenance-related costs are
expensed as incurred.

Q. Income TaxesThe provisions for income taxes, income taxes playaid deferred income taxes are determined ukmgability method
Deferred tax assets and liabilities are determbeesed on differences between the financial reppeimd tax basis of assets and liabilities and
are measured by applying enacted tax rates andttatagable years in which such differences aresetqul to reverse. A valuation allowance
is provided when the Company determines thatritase likely than not that a portion of the defertax asset balance will not be realized.

R. Recently Issued Accounting Pronouncemenin July 2006, the Financial Accounting StandardaBq“FASB”) issued FASB
Interpretation (“FIN”) No. 48, “Accounting for Uncainty in Income Taxes” (“FIN 48”). FIN 48 appli¢s all tax positions accounted for
under SFAS No. 109, “Accounting for Income Taxest @efines the confidence level that a tax positiust meet in order to be recognized
in the financial statements. The interpretatiorunegg that the tax effects of a position be recogghionly if it is “more-likely-than-not” to be
sustained by the taxing authority as of the repgrtiate. If a tax position is not considered “miikely-than-not” to be sustained then no
benefits of the position are to be recognized. F8\requires additional annual disclosures andféectye as of the beginning of the first fiscal
year beginning after December 15, 2006. The Compaayrrently evaluating the effect that the admpf FIN 48 will have on it
consolidated results of operations and financiadamn.

In May 2005, the FASB issued SFAS No. 154, “AccingntChanges and Error Correctiona feplacement of APB Opinion No. 20 and F/
Statement No. 3" (“SFAS No. 154"), which changes tbquirements for the accounting and reporting ciange in accounting principle and
error corrections. SFAS No. 154 applies to all wtdmy changes in accounting principle, as wellashianges required by an accounting
pronouncement that does not include specific ttemsprovisions. SFAS No. 154 is effective for agoting changes and corrections of errors
made in fiscal years beginning after December 0852The Company adopted SFAS No. 154 on July @6 20d will apply its provisions ¢

a prospective basis when applicable.

In March 2005, the FASB issued FIN No. 47, “Accangtfor Conditional Asset Retirement Obligations,iaterpretation of SFAS No.

143" (“FIN 47"). FIN 47 requires an entity to reauge a liability for the fair value of a conditidresset retirement obligation in the period in
which it is incurred if the liability’s fair valuean be reasonably estimated. FIN 47 clarifiesttiaterm “conditional asset retirement
obligation” as used in SFAS No. 143, “Accounting @onditional Asset Retirement Obligations,”
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refers to a legal obligation to perform an asstterment activity in which the timing and/or methofisettlement are conditional on a future
event that may or may not be within the contraihaf entity. FIN 47 is effective no later than timel @f fiscal years ending after December 15,
2005. The adoption of FIN 47 as of June 30, 20@6di have a material impact on the Company’s ir@rposition, results of operations or
cash flows.

NOTE 2. OTHER INCOME, NET

Other income, net consists of the following:

Years ended June . 2006 2005 2004

$ $ $
Interest income on corporate funds (1419 (92.00 (78.9



Interest expense 72.€ 32.5 16.C

Realized gains on available-for-sale securities (13.9) (10.9) 9.7
Realized losses on available-for-sale securities 17.¢ 39.2 17.2
Other income, net $ (64.5) $(31.2) $(54.9)

Proceeds from the sales and maturities of marketsdaturities were $4,955.0 million, $6,629.1 millend $5,339.3 million for fiscal 2006,
2005 and 2004, respectively.

NOTE 3. ACQUISITIONS AND DIVESTITURES

Assets acquired and liabilities assumed in businesthinations were recorded on the Company’s Cateteld Balance Sheets as of the
respective acquisition dates based upon their asgiffair values at such dates. The results ofabipeis of businesses acquired by the
Company have been included in the Company’s Statenod Consolidated Earnings since their respedates of acquisition. The excess of
the purchase price over the estimated fair valfifseounderlying assets acquired and liabilitiesuased was allocated to goodwill. In certain
circumstances, the allocations of the excess paecpace are based upon preliminary estimates sswhgptions. Accordingly, the allocations
are subject to revision when the Company receives information, including appraisals and othealgees.

The Company acquired five businesses in fiscal 200&pproximately $351.4 million, net of cash aicgd. These acquisitions resulted in
approximately $362.5 million of goodwill. Intangéhssets acquired, which totaled approximately@illion, consist primarily of softwar
and customer contracts and lists that are beingtaad over a weighted average life of 10 yearsaddition, the Company made $0.7 million
of contingent payments relating to previously canmated acquisitions. As of June 30, 2006, the Compad contingent consideration
remaining for all transactions of approximately $6million, which is payable over the next 5 yeatshject to the acquired entity’s
achievement of specified revenue, earnings andeeldpment targets.

The Company acquired five businesses in fiscal 260&pproximately $393.4 million, net of cash aicgd. These acquisitions resulted in
approximately $162.1 million of goodwill. Intangéhssets acquired, which totaled approximately@8llion, consist primarily of softwar
and customer contracts and lists that are beingtaad over a weighted average life of 8 yearsaddition, the Company made $11.5 million
of contingent payments (including $0.5 million ionemon stock) relating to previously consummatediesitpns.
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The largest acquisition in fiscal 2005 was the &itjon, on November 1, 2004, of the U.S. Clearamgl BrokerDealer Services divisions of
Bank of America Corporation (“U.S. Clearing and BetDealer Business”), which provides third-partyazing operations. The Company
formed the Securities Clearing and Outsourcing iSesvsegment to report the results of the acquiusihess. The acquisition of the U.S.
Clearing and BrokerDealer Business enables the @oynio provide execution, clearing, and custonta&rfting (such as margin lending);
securities borrowing to facilitate customer shaites to clearing clients; and outsourcing servioea variety of clearing and custody-related
functions.

The Company acquired five businesses in fiscal 2604pproximately $148.4 million, net of cash aicgd. These acquisitions resulted in
approximately $105.6 million of goodwill. Intangéhssets acquired, which totaled approximately2bdfllion, consist primarily of softwar
and customer contracts and lists that are beingtamad over a weighted average life of 12 yearsaddition, the Company made contingent
payments totaling $24.5 million (including $0.5 kwih in common stock) relating to previously consnated acquisitions.

The acquisitions discussed above for fiscal 200652and 2004 were not material, either individuallyn the aggregate, to the Company’s
operations, financial position or cash flows.

As further discussed in Note 4, the Company divkst® businesses in fiscal 2006 and classifiedabalts of operations of these businesses
as discontinued operations. The Company divestedatvd four businesses in fiscal 2005 and 2004 eatisely, for $17.2 million and $21.5
million, respectively, and the divestitures of thésisinesses were not material, either individuallin the aggregate, to the Company’s
operations, financial position or cash flows ircéis2005 and 2004.

NOTE 4. DISCONTINUED OPERATIONS

On February 8, 2006, the Company entered into iaitleé agreement to sell its Claims Services bes&to Solera, Inc. for $975.0 million in
cash. The Company completed the sale of its ClSiersices business on April 13, 2006, which resuliea gain of $560.9 million, or $452.8
million after tax, and net cash from the transactdapproximately $760 million. The Claims Sergdrisiness was a separate operating
segment of the Company and was reported in the€iO#egment. In connection with the disposal of thisihess, the Company has classi
the results of operations of this business as disoeed operations.

On January 20, 2006, the Company completed theo$@tke Brokerage Services’ financial print busisésr $7.5 million in cash. The
Company has classified the results of operatiorihistbusiness as discontinued operations. In adimmewith the plan to dispose of t



Brokerage Services’ financial print business, tlhen@any recorded an impairment charge of $18.6anilih order to reflect the assets of this
business at fair value in accordance with SFASIMd, “Accounting for the Impairment or Disposallaing-Lived Assets.” This impairment

charge is included in the earnings from discontihogerations on the Statements of Consolidatedifigsn

51

Operating results of these discontinued operatigere as follows:

Years ended June .

Revenue:!

Earnings from discontinued operations before inctemes

Provision for income taxe

Net earnings from discontinued operations before ga disposal o

discontinued operations

Gain on disposal of discontinued operations, ngro¥ision for
income taxes of $108.1 at June 30, 2006

Net earnings from discontinued operati

2006 2005 2004

$381.7 $515.£ $475.F
43.¢ 84.¢ 59.¢
(15.) (277 (219

28.¢ 57.1 37.¢

452.¢ - -
$481€ $571 $37.C

The following are the major classes of asarttliabilities related to the discontinued opierat as of June 30, 2006 and 2005.

June 3(

Assets:
Cash

Accounts receivable, net

Property, plant and equipment, net

Goodwill
Intangible assets, net
Deferred tax assets
Other assets
Total

Liabilities:
Accounts payable
Accrued expenses
Income taxes payable

Deferred tax liabilities
Other liabilities

Total
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2
006

©

200¢

121.¢

85.5

46.¢

222.1

159.C

11.€

$ 314
104.:

22.¢

$220.1



NOTE 5. CORPORATE INVESTMENTS AND FUNDS HELD FOR CLIENTS

Corporate investments and funds held for clientkiae 30, 2006 and 2005 are as follows:

Type of issue:

Money market securities and other cash equivalents
Trading securities:
U.S. Treasury and direct obligations of U.S. gowaent
agencies
Available-for-sale securities:
U.S. Treasury and direct obligations of U.S. gowaent

agencies
Asset backed securities

Corporate bonds
Canadian government obligations and Canadian

government agency obligations
Other debt securities

Total available-for-sale securities

Total corporate investments and funds held fontdie

Type of issue:

Money market securities and other cash equivalents
Trading securities:
U.S. Treasury and direct obligations of U.S. gowant
agencies
Available-for-sale securities:
U.S. Treasury and direct obligations of U.S. gowaznt

agencies
Asset backed securities

Corporate bonds
Canadian government obligations and Canadian

June 30, 20 06

Gross Gross
Amortized Unrealize(
Unrealized
Cost Gains Losses Fair Value
$ 6,433.: -- -- $ 6,433
40.2 -- -- 40.c
)
6,441." 0.1 (165.( 6,276.¢
)
2,214.; 0.3 (40.¢ 2,173.¢
)
3,564." 0.2 (75.€ 3,489.(
)
838.1 0.1 (11.5 826.7
)
867.¢ 0.1 (20.5 846.¢
)
13,925 0.8 (313.7 13,612.¢
)
$20,399.: $ 0.8 $(313.7 $ 20,086.:
June 30, 20 05
Gross Gross
Amortized Unrealized Unrealize(
Cost Gains Losses Fair Value
$ 6,688.¢ -- -- $ 6,688.¢
204.7 -- -- 204.7
)
6,573.! 48.2 (30.2 6,591.:
)
1,815.: 8.6 (11.c 1,812t
)
2,684.¢ 8.7 (5.2 2,678.:



)

government agency obligations 894.: 20.t (0.3 914t

Other debt securities 999.t 8.5 (3.8) 1,004.:

Other equity securities 1.t -- (O.E) 0.9

Total available-for-sale securities 12,968.! 94.t (61.63 13,001.!

Total corporate investments and funds held fontsie $19,861.¢ $94.5 $ (61.€ $ 19,894.¢
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Classification of investments on the ConsolidatethBce Sheets is as follows:

June 3( 2006 2005

Corporate investments:

$ $
Cash and cash equivalents 1,900.¢ 853.¢
Short-term marketable securities 367.¢ 695.¢
Long-term marketable securities 334.( 447 ¢
Total corporate investments 2,602.! 1,997.:
Funds held for clients 17,483.¢ 17,897.
Total corporate investments and funds held fontie $20,086.c $19,894.¢

The Company’s trading securities include $40.3iarilland $27.9 million at June 30, 2006 and 200&peetively, that have been pledged as
collateral to exchanges and clearinghouses. Adtditip, at June 30, 2005, $176.8 million of tradsegurities have been segregated for the
exclusive benefit of our Securities Clearing andddurcing Services’ customers to meet regulatoguirements.

At June 30, 2006, approximately 95% of our avaddblr-sale securities held a AAA or AA rating, ased by Moody'’s, Standard & Poor’s
and Dominion Bond Rating Service.

Available-for-sale securities that have been iuarealized loss position for a period of less thad greater than 12 months as of June 30,
2006 are as follows:

Unrealized Unrealized Total
losses Fair markei losses Fair market gross Total fait
less thar value less the  greater thai value greate unrealize: market
12 months 12 months 12 months than 12 montf losses value
U.S. Treasury and direct obligations of
U.S. government agencies $(103.9) $4,044." $(61.1) $2,195.: $(165.0) $ 6,240.:
Asset backed securities (34.6) 1,821t (6.2) 274.¢ (40.9) 2,096.:
Corporate bonds (54.7) 2,555.: (21.2) 810. (75.9 3,365.¢
Canadian government obligations and
Canadian government agency
obligations (11.9 716.7 (0.2) 5.2 (11.5) 721.¢
Other debt securities (18.9) 694.( (2.2 120.: (20.5) 814.Z
Other equity securities -- -- -- -- -- --
$(222.9) $9,832.: $(90.§) $3,405.¢ $(313.%) $13,238.:

The Company believes its available-for-sale seiesrthat have fair values below cost are not othen-temporarily impaired since it is
probable that the principal and interest would diéected in accordance with contractual terms, thiadithe decline in the market value v



primarily due to changes in interest rates andchanges to credit risk. The Company currently bebethat it has the ability and intent to r
these investments until the earlier of market prezmvery and/or maturity. The Company’s assessthanh&n investment is not other-than-
temporarily impaired could change in the future tueew developments or changes in the Comgastyategies or assumptions related tc
particular investment.
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Expected maturities of available-for-sale secwsitieJune 30, 2006 are as follows:

Maturity Dates:

$
Due in one year or less 2,821.¢
Due after one year up to two years 2,656.:
Due after two years up to three years 2,563."
Due after three years up to four years 2,878.¢
Due after four years up to ten years 2,692.
$
Total available-for-sale securities 13,612.¢

NOTE 6. RECEIVABLES
Accounts receivable is net of an allowance for dfullaccounts of $43.2 million and $43.6 millionJte 30, 2006 and 2005, respectively.

The Company’s receivables for the financing ofghke of computer systems, most of which are dua xatomotive, heavy truck and
powersports dealers, are reflected on the Condetiddalance Sheets as follows:

June 3( 200 6 2005
Current  Long-term Current  Long-term

Receivables $172.1 $239.¢ $153.c $210.¢

Less:
Allowance for doubtful accounts 4.8 (7.7 (5.0 (8.2
Unearned income (18.2) (16.5) (16.9) (15.€)
$149.1 $215.¢ $131.¢ $186.¢

Long-term receivables at June 30, 2006 mature|kmsvs

2008 $121.5
2009 80.C
2010 28.€
2011 9.2
2012 0.2
$239.¢
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NOTE 7. SECURITIES CLEARING AND OUTSOURCING SERVICE S

Securities clearing receivables and payables coofsike following:

June 3( 200¢€ 200t

Receivables:



Clearing customers $552.C $473.C

Securities borrowed 100.% 122.5
Broker-dealers and other 63.2  148.]
Clearing organizations 27.1 87.C
Securities failed to deliver 93.1 134t
Total $836.¢ $965.2
Payables:
Clearing customers $449.7 $454.C
Securities loaned 5. 117.:
Broker-dealers and other 90.¢ 114.t
Securities failed to receive 67.: 59.2
Total $613.¢ $745.C

Securities failed to deliver and failed to receigpresent the contract value of securities thaé mt been delivered or received as of the
settlement date. Securities failed to receive fetiens are recorded at the amount for which teargt&es were purchased, and are paid upon
receipt of the securities from other brokers ofelsaln the case of aged securities failed toivece¢he Company may purchase the
underlying security in the market and seek reimbnent for losses from the counterparty.

As of June 30, 2006, the Company had receivedtecdla primarily in connection with securities bmsared and customer margin loans, with a
market value of approximately $5,178.9 million, aHnit can sell or repledge. Of this amount, apprately $283.7 million had been pledged
or sold as of June 30, 2006 in connection with sges loaned and deposits with clearing organtrei

The Securities Clearing and Outsourcing Servicgmeat is comprised of one subsidiary, which is scibjo the Uniform Net Capital Rule of
the Securities and Exchange Commission. At Jun@@5, the aggregate net capital of such subsisvas/$224.0 million, exceeding the net
capital requirement by $209.4 million. This subaigtihas secured unlimited Securities Investor time Corporation (“SIPC”) insurance
coverage for its customers. Under the terms ofitiienited excess SIPC insurance coverage, thisdiabg is required to maintain net capital
of $200.0 million.
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NOTE 8. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment at cost and accusalildpreciation at June 30, 2006 and 2005 ardlaw$o

June 3( 2006 2005

Property, plant and equipment:

Land and buildings $646.t $506.°
Data processing equipment 695.( 635.
Furniture, leaseholds and other 607.2 560.¢
1,948." 1,703.(

) )

Less: accumulated depreciation (1,166.: (1,065.:
Property, plant and equipment, net $782.. $637.¢

NOTE 9. GOODWILL AND INTANGIBLE ASSETS, NET

Changes in goodwill for the fiscal year ended J8®e2006 and 2005 are as follows

Securities
Clearing anc
Employer Brokeragt  Outsourcing Dealer
Services Services Services Services  Other Total



Balance as of June 30, 20 $1,305.t $365.¢ $ - $324.1 $9.1 $2,004.:

Additions 5.0 1.8 129.1 31.€ - 167.5
Sale of businesses - - - 1.4 - (1.9
Currency translation adjustments 14.2 0.7 -- 0.2 0.2 15.4
Balance as of June 30, 2005 $1,324.° $368.1 $129.1 $354.¢ $9.2 $2,185.¢
Additions 2.0 0.¢ (18.7) 360.¢ - 344.¢
Adjustments to previously recognized

purchase price (93.9) 0.6 - (5.9 - (99.7)
Currency translation adjustments 13.c 1.€ -- 20.1 0.3 35.5
Balance as of June 30, 2006 $1,246.. $370.( $110.4 $730.( $9.€ $2,466.

The Company completed a review of income tax ansowhich were recorded as part of certain intermaliacquisitions completed in prior
years. As a result of this review, the Company méed an adjustment to reduce previously recogrgmediwill of $99.7 million anc

previously recognized income tax amounts of theesamount, which were recorded within income taxagple and deferred tax liabilities
on the Consolidated Balance Sheets. The effettasiet adjustments corrects the goodwill and reiamame taxes payable and deferred
income tax liability balances as they relate tstheespective acquisitions. The Company has ntattegsthe prior period financial statements
since the amounts are not material to the statemwdriinancial position and this adjustment hadmpact to the results of operations or cash
flows in any prior year period.

During fiscal 2006, 2005 and 2004, the Companyqueréd the required impairment tests of goodwill determined that there was no
impairment.
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Components of intangible assets are as follows:
June 3( 2006 2005
Intangibles:
Software and software licenses $833.¢ $752.t
Customer contracts and lists 624.2 539.€
Other intangibles 332.8 315.¢
1,790.: 1,607.t
) )
Less: accumulated amortization (1,172.  (1,031.
Intangible assets, net $618.( $575.

Other intangibles consist primarily of purchaseghts, covenants, patents and trademarks (acquirectlg or through acquisitions). All of tl
intangible assets have finite lives and, as sughsabject to amortization. The weighted averageaming useful life of the intangible assets
is 8 years (3 years for software and software 8esnll years for customer contracts and listsQarers for other intangibles). Amortization
of intangibles recorded within depreciation and gimation on the Statements of Consolidated Easintpled $127.6 million, $131.6 millic
and $131.5 million for fiscal 2006, 2005 and 20@&pectively. Estimated amortization expenses@fibmpany'’s existing intangible assets
for the next five fiscal years are as follows:

2007 $148.¢
2008 $119.7
2009 $ 71.¢
2010 $ 51.C
2011 $ 38.4

NOTE 10. SHORT-TERM FINANCING



In June 2006, the Company entered into a $1.76MjlB64-day credit agreement and a $2.25 billime-year credit agreement with a group
of lenders. The five-year facility contains an adion feature under which the aggregate commitrnantbe increased by $500.0 million to
$2.75 billion, subject to the availability of addital commitments. These facilities replaced thenGany’s prior $1.25 billion, 364-day
facility, and $2.25 hillion, five-year facility, tb of which were terminated on June 28, 2006. Th&%billion and $2.25 billion agreements
mature in June 2007 and June 2011, respectively Cimpany also has a $1.5 billion credit facilitgttmatures in June 2010. The interest
rate applicable to the borrowings is tied to LIBORprime rate depending on the notification prodithy the Company to the syndicated
financial institutions prior to borrowing. The Coany is also required to pay facility fees on thediragreements. The primary uses of the
credit facilities are to provide liquidity to themmercial paper program and to provide fundinggfemeral corporate purposes, if necessary.
The Company had no borrowings through June 30, 20@ér the current or prior credit agreements.

The Company maintains a U.S. short-term commepaiper program providing for the issuance of upa® dillion in aggregate maturity
value of commercial paper at the Company’s disenefrhe Company’s commercial paper program is rAtdd by Standard and Poor’s and
Prime 1 by Moody'’s. These ratings denote the higheality commercial paper securities. Maturiti€s@mmercial paper
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can range from overnight to up to 270 days. At B;e2006 and 2005, there was no commercial pagstamding. During fiscal 2006 and
2005, the Compang’average borrowings were $1.4 billion and $1.0obi] respectively, at a weighted average interatst of 4.1% and 2.1¢
respectively. The weighted average maturity ofGoenpany’s commercial paper during fiscal 2006 ab@b2was less than two days for both
fiscal years.

The Company’s U.S. and Canadian short-term funckggirements related to client funds obligatioressometimes obtained on a secured
basis through the use of repurchase agreementsh\ate collateralized principally by government godernment agency securities. These
agreements generally have terms ranging from ogktnd up to five business days. At June 30, 20@62005, there were no outstanding
obligations under repurchase agreements. DurieglfB006 and 2005, the Company had average ouistphdlances under repurchase
agreements of $165.7 million and $300.2 milliorspectively, at an average interest rate of 3.5%1a9®h, respectively.

NOTE 11. DEBT

Components of long-term debt are as follows:

June 3( 2006 2005
Zero coupon convertible subordinated notes (5.2 $30.E  $31.7
Industrial revenue bonds (with variable interestsdrom

1.83% to 4.34%) 36.€ 36.5
Other 7.4

74.5 75.¢

) )

Less: current portion (0.2 (0.2

$74.5  $75.7

The zero coupon convertible subordinated notes hdaee value of approximately $41.2 million atd@d®, 2006 and mature February 20,
2012, unless converted or redeemed earlier. At 30n2006, the notes were convertible into apprexaty 1.1 million shares of the
Company’s common stock. The notes are callableeapption of the Company, and the holders of thesican convert into common stock at
any time or require redemption in fiscal 2007. Dgrfiscal 2006 and 2005, approximately $3.8 millaord $2.9 million face value of notes
were converted, respectively. As of June 30, 20@52005, the quoted market prices for the zero eoumtes were approximately $48.3
million and $48.9 million, respectively. The faialue of the industrial revenue bonds and other, detitided above, approximates carrying
value.

Long-term debt repayments at June 30, 2006 araslt@lows:

2008 $ 0.2
2009 16.4
2010 --
2011 --

2012 29.€



N
[o¢]
)

Thereafter

&
\‘
N
(23]

Cash payments relating to interest were approxim&gy7.4 million, $25.7 million and $13.9 million fiscal 2006, 2005 and 2004,
respectively.
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NOTE 12. FOREIGN CURRENCY RISK MANAGEMENT PROGRAMS

During fiscal 2006, the Company had an outstantbngign exchange forward contract to hedge ag&imstgn exchange fluctuations on a
Canadian dollar-denominated short-term intercompaan. This forward contract did not qualify forédgn currency fair value hedge
accounting treatment in accordance with SFAS N8.dr#l, therefore, was recorded at fair value with @ains or losses recognized in cur
period earnings. In fiscal 2006, the Company reedifdreign exchange net losses of $4.0 millionhenre-measurement of this foreign
exchange forward contract, which offset the foredgnhange net gains of $4.4 million recorded orr¢hmeasurement of the Company’s
Canadian dollar-denominated short-term intercompaang. Both the Company’s foreign exchange forwamtract and Canadian dollar-
denominated short-term intercompany loan maturekpirl 2006. The cash flows from the Company’s dative contract are reflected as
operating activities in the Consolidated Statemehtsash Flows. The Company does not hold any dtvie instruments for trading purpos

NOTE 13. FUNDS HELD FOR CLIENTS AND CLIENT FUNDS OBLIGATIONS

As part of its integrated payroll and payroll tdinfy services, the Company impounds funds for fatjestate and local employment taxes
from approximately 421,000 clients; handles reguiapayroll tax filings, correspondence, amendmeantsl penalty and interest disputes;
remits the funds to the appropriate tax agencies;h@ndles other employer-related services. Intaddio fees paid by clients for these
services, the Company receives interest duringntieeval between the receipt and disbursementeseatunds by investing the funds
primarily in fixed-income instruments. The amouhftollected but not yet remitted funds for the Camyp's payroll and payroll tax filing and
other services varies significantly during the diisgear, and averaged approximately $13,566.1anill$12,263.9 million and $11,086.8
million in fiscal 2006, 2005 and 2004, respectively

NOTE 14. EMPLOYEE BENEFIT PLANS

A. Stock Plans.As discussed in Note 1, effective July 1, 2005,Goepany adopted SFAS No. 123R utilizing the mediforospective
method. Accordingly, prior period amounts have lmen restated. SFAS No. 123R requires the measnterhstock-based compensation
expense based on the fair value of the award odatesof grant. Under the modified prospective mdttthe provisions of SFAS No. 123R
apply to all awards granted or modified after thgeddf adoption. In addition, the unrecognized espeof awards not yet vested at the date of
adoption, determined under the original provisiohSFAS No. 123, “Accounting for Stock-Based Congaion” (“SFAS No. 123"), will be
recognized in net earnings in the periods aftedtite of adoption. Stock-based compensation priyneshnsists of the following:

e Stock Options. Stock options are granted to empsy exercise prices equal to the fair marketevafithe Company’s common
stock at the dates of grant. Stock options areetbsinder a grade vesting schedule and, generatyatbly over five years and hay
term of 10 years. Compensation expense for stotikrpis recognized over the requisite servicequefor each separately vesting
portion of the stock option award. In fiscal 206 Company reduced the amount of stock optionedby approximately one-third.
In fiscal 2007, the Company will be reducing thenfner of stock options issued to employees and caygldahese awards with the
issuance of performance-based restricted stock.
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e Employee Stock Purchase Plan. Prior to Novembeb 20@ Company offered an employee stock purchiasetipat allowed eligible
employees to purchase shares of common stock ab8H3é lower of market value as of the date thelpase price for an offering
was determined or as of the end of such offeringhdvember 2005, the Company revised the emplaype purchase plan offering
beginning on January 1, 2006, whereby eligible eygés can purchase shares of common stock at 8#¥ ofarket value at the de
the purchase price for the offering is determir@oimpensation expense for the employee stock pugghlas is recognized over the
vesting period of 24 months on a straight-line ®asi

e Restricted Stock. The Company has a restricted gtamgram under which shares of common stock haea Isold at par value to
certain key employees. These shares are restastéltransfer and in certain circumstances mustd@d to the Company at the
original purchase price. The Company records stochpensation expense relating to the issuancestifated stock over the period
during which the transfer restrictions exist, whishup to five years from the date of grant. Theigaf the Company’s restricted
stock, based on market prices, is recognized apeonsation expense over the restriction period sinaggh-line basis



The Company currently utilizes treasury stock tisgastock option exercises, issuances undemigleyee stock purchase plan and restri
stock awards. Stock-based compensation expensks8f4million, $14.0 million and $12.3 million wascognized in earnings from
continuing operations in fiscal 2006, 2005 and 2084pectively, as well as related tax benefit$4#.3 million, $5.5 million, and $4.6
million, respectively:

2004
Years ended June . 200€ 2005
Operating expenst $30¢ $ - $ -
Selling, general and administrative exper 105.€ 14.C 12.c
System development and programming ¢ 31.¢ -- --
Total stocl-based compensation expense included in earnings
continuing operations before income taxes $168.« $14.C $12.:
Total stocl-based compensation expense included in earnings
discontinued operations before income taxes 6.5 0.€ 0.3
Total stock-based compensation expense $174.¢ $14.€  $12.€

The total stock-based compensation expense inclindearnings from continuing operations before inedaxes includes expenses related to
restricted stock awards of $19.7 million, $14.0liovil and $12.3 million within selling, general aadministrative expenses in fiscal 2006,
2005 and 2004, respectively. As of June 30, 20@6{dtal remaining unrecognized compensation &ated to non-vested stock options, the
employee stock purchase plan and restricted stwekds amounted to $144.5 million, $15.8 million &#6.8 million respectively, which w

be amortized over the weighted-average remainiggisée service period of 1.3 years, 0.8 yearsla@d/ears, respectively.
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A summary of changes in the stock option plangterthree fiscal years ended June 30, 2006 isllasvi

Number of Options Weighted Average Pric
(in thousands) (indollars)
Years ended June30, 2006 2005 2004 2006 2005 2004
Options outstanding,
beginning of year 70,39t 70,15¢ 60,95¢ $4z $4z $41
Options grante 9,18¢ 8,69¢ 18,08( $44 $43 $41
) )
Options exercised (7,671 (4,012 (4,557%) $3< $2¢ $24
) )
Options canceled (5,17 (4,45( (4,322) $4€ $4E $4€
Options outstanding, end of year 66,735 70,39¢ 70,15¢ $4z $4z $4z
Options exercisable, end of year 38,04+ 36,99: 32,14( $4z $4z $4C
Shares available for future grants,
end of year 14,16¢ 18,18 22,43!
Shares reserved for issuance under
stock option plans 80,901 88,57¢ 92,59(

The aggregate intrinsic value of stock options tamiding and exercisable as of June 30, 2006 wa3.$24illion and $160.8 million,
respectively, and the aggregate intrinsic valuesfock options exercised during fiscal 2006 was B@illion. Prior to the adoption of SFAS
No. 123R, the Company presented all tax benefitgltiag from the exercise of stock options as ojiregacash flows (reflected in incon

taxes payable). SFAS No. 123R requires the caslsftesulting from excess tax benefits (tax dedusti@alized in excess of the
compensation costs recognized for the stock optarescised) from the date of adoption of SFAS NRBR to be classified as financing cash
flows. Therefore, excess tax benefits for fiscdl@Bave been classified as financing cash flows.

Summarized information about stock options outstands of June 30, 2006 is as follows:



Outstanding Exercisable

Weighted Weighted
Exercise Number Remaining Average Number Average
Price of Options Life Price of Options Price

Range (in thousands) (in years) (in dollars) (in thousands) (in dollars)
Under $15 10 25 $ ¢ 10 $ ¢
$15 to $25 1,03¢ 0.7 $28 1,03i $22
$25 to $35 7,94 4.7 $32 5,971 $31
$35 to $45 38,23¢ 7.0 $4z 15,75: $41
$ 4510 $ 55 15,19¢ 5.8 $4¢ 11,13 $5C
Over $55 4,31¢ 4.2 $6C 4,13¢ $6C

During fiscal 2006, the Company issued 2.6 millsbrares in connection with the employee stock pweipdan offering that vested on
December 31, 2005. The Company expects to issuexppately 2.4 million and 2.5 million shares ftietemployee stock purchase plan
offerings that vest on December 31, 2006 and 2@&pectively. The Company issued 478 thousand sldrestricted stock during fiscal
2006.
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The following table illustrates the effect on natrengs from continuing operations and earningsspare from continuing operations if the
Company had applied the fair value recognition @mions of SFAS No. 123 to stock-based employee emsgtion for periods prior to
adoption of SFAS No. 123R.

Years ended June30, 2005 2004

$
Net earnings from continuing operations, as rejk 998.: $ 897.7
Add: Stock-based employee compensation expense
included in reported net earnings from continuing
operations, net of related tax effects 8.5 7.7
Deduct: Total stock-based employee compensation
expense determined using the fair value-based

method for all awards, net of related tax effects (133.C (115.C
$
Pro forma net earnings from continuing operations 873.¢ $ 790.<

Earnings per share from continuing operations:

$

Basic — as reported 171 $ 152
$

Basic — pro forma 15C $ 1.34
$

Diluted — as reported 16 $ 1.5
$

Diluted — pro forma 148 $ 1.3¢

The fair value of each stock option issued priodaauary 1, 2005 was estimated on the date of geimg a Black-Scholes option-pricing
model. For stock options issued on or after Jania@p05, the fair value of each stock option wetgreated on the date of grant using a
binomial option-pricing model. The binomial optipnicing model considers a range of assumptionsee@® volatility, dividend yield, risk-
free interest rate and employee exercise behawiqrected volatilities utilized in the binomial omti-pricing model are based on a
combination of implied market volatilities, histoai volatility of the Company’s stock price and etliactors. Similarly, the dividend yield is
based on historical experience and expected feghaages. The riskee rate is derived from the U.S. Treasury yieldve in effect at the tirr
of grant. The binomial option-pricing model alsaanporates exercise and forfeiture assumptionscbaisen analysis of historical data. The
expected life of the stock option grants is derifreth the output of the binomial opti-pricing model and represents the period of time



options granted are expected to be outstanding.

The fair value for these instruments was estimatdle date of grant with the following assumptions

Years ended June . 2006 2005 2004
Risk-free interest rate 4.0% - 4.€% 21%- 4.2% 3.9%- 4.5%
Dividend yield 14% - 1.7% 1.2% - 1.4% 1.0%- 1.1%
Volatility factor 17.1% - 24.1% 26.2%- 29.2% 29.0%- 29.2%
Expected life (in years):

Stock options 5.5-5.€ 5.5-6.5 6.5

Stock purchase plans 2.C 2.C 2.C
Weighted average fair value (in dollars):

Stock options $ 10.8¢ $ 11.3¢ $ 13.9¢

Stock purchase plans $ 9.7¢ $ 12.6¢€ $ 11.9¢
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B. Pension PlansThe Company has a defined benefit cash balancégoeplan covering substantially all U.S. employagsjer which
employees are credited with a percentage of baselpa interest. The plan interest credit rate wally from year-to-year based on the ten-
year U.S. Treasury rate. Employees are fully vestedompletion of five years of service. The Cony’s policy is to make contributions
within the range determined by generally acceptédaaial principles. In addition, the Company hasiaus retirement plans for its non-U.S.
employees and maintains a Supplemental Officer@&atint Plan (“SORP”). The SORP is a defined bepédit pursuant to which the
Company will pay supplemental pension benefitsaidain key officers upon retirement based uporoffieers’ years of service and
compensation.

A June 30 measurement date was used in deterntimn@ompany’s benefit obligations and fair valuglain assets.

The Company’s pension plans funded status as & 3002006 and 2005 is as follows

June 3( 2006 2005

Change in plan assets:

Fair value of plan assets at beginning of year $790.1  $678.(
Acquisitions -- 22.2
Actual return on plan assets 69.C 56.2
Employer contributions 41 48.1
) )
Benefits paid (18.€ (14.4

)
Divestitures (22.¢ --
Fair value of plan assets at end of year $821.6  $790.

Change in benefit obligation:

Benefit obligation at beginning of year $787.1  $636.7
Acquisitions -- 26.4
Service cost 31.€ 30.€
Interest cost 39.€ 39.C
)
Actuarial and other (gains) losses (48.1 68.¢
) )
Benefits paid (18.€ (14.4
)
Divestitures (28.€ --

Projected benefit obligation at end of year $762.7  $787.1



Funded status - plan assets less benefit obligation $591 $ 3.C
Unrecognized net actuarial loss due to different
experience than assumed 213.t 296.2

Prepaid pension cost $272.€  $299.

The accumulated benefit obligation for all defirhefit pension plans was $756.8 million and $77&lBon at June 30, 2006 and 2005,
respectively.

The projected benefit obligation, accumulated bigoéligation and fair value of plan assets for @@mpany’s pension plans with
accumulated benefit obligations in excess of pesets were $84.4 million, $81.4 million and $34illiom, respectively, as of June 30, 2006,
and $109.9 million, $104.6 million and $49.7 mifliacespectively, as of June 30, 2005.
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The components of net pension expense includedritintiing operations were as follows:

2006 2005 2004
Years ended June .

Service cost - benefits earned

during the period $31.€ $29.6 $23.
Interest cost on projected benefits 39.€ 37.1 33.7
) ) )

Expected return on plan assets (56.C (563.1 (50.t
Net amortization and deferr 19.Z 11.1 10.2

$34E $25° $164

Assumptions used to determine the actuarial presduaé of benefit obligations generally were:

Years ended June « 2006 2005
%

Discount rate 6.2¢ 5.25%
%

Increase in compensation levels 6.0C 6.0(%

Assumptions used to determine the net pension eepgenerally were:

Years ended June . 2006 2005
%
Discount rate 5.2t 6.0(%
%
Expected long-term rate of return on assets 7.28 7.25%
% %
Increase in compensation levels 6.0C 6.0C

The discount rate is based upon published ratdsigbrquality fixed-income investments that prodeesh flows that approximate the timing
and amount of expected future benefit payments.

The long-term expected rate of return on assetsgsson is 7.25%. This percentage has been detethbiased on historical and expected
future rates of return on plan assets considehiagdrget asset mix and the long-term investmeatesty.

Plan Assets



The Company'’s pension plans’ weighted average aflseations at June 30, 2006 and 2005 by assegagt were as follows:

2006 2005
%

United States Fixed Income Securities 32 35%
% %

United States Equity Securities 48 48
% %

International Equity Securities 20 17
%

Total 10C% 10C
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The Company’s pension plans’ asset investmeniesfyat designed to ensure prudent management@fassnsistent with long-term return
objectives and the prompt fulfillment of all pensiplan obligations. The investment strategy andtassx were developed in coordination
with an asset liability study conducted by exter@isultants to maximize the funded ratio withlgeest amount of volatility.

The pension plans’ assets are currently investedrious asset classes with differing expectedsrateeturn, correlations and volatilities,
including large capitalization and small capitaiiaa U.S. equities, international equities, and .UJix&d income securities and cash.

The target asset allocation ranges are as follows:

United States Fixed Income Securities 30 —40%
United States Equity Securities 45 — 55%
International Equity Securities 12 - 20%
Total Equities 60 — 70%

The pension plans’ fixed income portfolio is degidrio match the duration and liquidity charactarsstf the pension plans’ liabilities. In
addition, the pension plans invest only in invesitrgrade debt securities to ensure preservati@apital. The pension plans’ equity
portfolios are subject to diversification guideln® reduce the impact of losses in single investménvestment managers are prohibited
from buying or selling commodities and from the tlslling of securities.

None of the pension pla’ assets are directly invested in the Company’slstalthough the pension plans may hold a minimabant of
Company stock to the extent of the Company’s gadton in the S&P 500 Index.

Contributions
The expected amount of contribution to the Compapgnsion plans is approximately $20 million ircéis2007.
Estimated Future Benefit Payments

The benefits expected to be paid in each year frezal 2007 to 2011 are $29.6 million, $37.1 mifljé41.3 million, $45.8 million and $52.0
million, respectively. The aggregate benefits exgeto be paid in the five fiscal years from 2042016 are $365.1 million. The expected
benefits to be paid are based on the same assurspised to measure the Company’s pension plansfibebligation at June 30, 2006 and
includes estimated future employee service.

C. Retirement and Savings PlanThe Company has a 401(k) retirement and savings plaich allows eligible employees to contributeta
35% of their compensation annually and allows higlimpensated employees to contribute up to 108bedf compensation annually. The
Company matches a portion of employee contribufiaich amounted to approximately $44.5 millionp&imillion and $34.6 million for
calendar years ending December 31, 2005, 2004 @0@l 2espectively.
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NOTE 15. INCOME TAXES



Earnings from continuing operations before incomes$ shown below are based on the geographicdocdatiwhich such earnings are

attributable.

Years ended June : 2006 2005 2004

Earnings from continuing operations before incomes:
United States $1,547.c $1,419.¢ $1,289.t

Foreign 195.¢ 173.5 145.4
$1,743.C $1,593.. $1,434.

The provision for income taxes consists of theofwlhg components:

Years ended June . 2006 2005 2004
Current:

Federal $501.¢ $463.7  $347.C

Foreign 86.¢ 62.¢ 62.2

State 48.C 46.4 20.€
Total current 636.7 572.¢ 431.C
Deferred:

Federal 40.C 15.: 96.€

) )

Foreign (8.8 4.¢ (12.2

State 2.7 1.7 21.¢
Total deferred 33.¢ 21.¢ 106.2
Total provision for income taxes $670.€ $594.f  $537.2

A reconciliation between the Company’s effective tate and the U.S. federal statutory rate is Bgviis:

200€ 200t 2004
Years ended June . % % %
Provision for taxes at U.S.
statutory rate $610.( 35.C $557.€ 35.C $502.2 35.C
Increase in provision from:
State taxes, net of federal tax 32.¢ 1.8 31.2 2.C 27.¢ 1.¢
Non-deductible stock-based
compensation expense 14. 0.8 - -- -- -
Tax on repatriated earnings 10.C 0.€ -- -- -- --
Other 3.4 0.2 6.C 0.3 7.2 0.5
$670.€ 38.t $594.¢ 37.2 $537.2 37.4
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The significant components of deferred income &bsets and liabilities and their balance sheetifieations are as follows:

June 3( 2006 2005

Deferred tax assets:
Accrued expenses not currently deductible $197.t $ 209.¢
Unrealized investment losses, net 112.¢ --



Net operating losses 35.1 32.¢

Other 16.€ 12.7
362.1 254.¢

Less: valuation allowances (37.9 (30.§)
Deferred tax assets — net $ 324.¢ $ 224.(

Deferred tax liabilities:

Unrealized investment gains, net $ -- $ 122
Accrued retirement benefits 52.C 114.%
Depreciation and amortization 316.t 247t
Other 2.2 45.2
Deferred tax liabilities $ 370.¢ $419.2
Net deferred tax liabilitie $ 46.( $ 195.2

There are $83.8 million and $61.2 million of currdeferred tax assets included in other currerdtass the Consolidated Balance Sheets at
June 30, 2006 and 2005, respectively. There afierfiillion of long-term deferred tax assets includitedther assets on the Consolidated
Balance Sheets at both June 30, 2006 and 2005e ahe$7.2 million and $18.8 million of current eleéd tax liabilities included in accrued
expenses and other current liabilities on the Clittested Balance Sheets at June 30, 2006 and 28§3ectively.

Income taxes have not been provided on undistribegéenings of foreign subsidiaries as the Compamgiders such earnings to be
permanently reinvested as of June 30, 2006 and.2005

The Company has domestic and foreign net operaisgcarry forwards of approximately $19.8 millimmd $85.6 million, respectively, at
June 30, 2006.

The Company has recorded valuation allowances of383illion and $30.8 million at June 30, 2006 &85, respectively, to reflect the
estimated amount of domestic and foreign defelmgdssets that may not be realized. A portion efveiduation allowances in the amounts of
approximately $1.8 million and $1.9 million at JU®@& 2006 and 2005, respectively, relate to netrded tax assets which were recorded in
purchase accounting. Any recognition of such amoimfuture years will be a reduction to goodwill.

Income tax payments were approximately $675.6 omi)l5476.8 million and $527.4 million for fiscal @), 2005 and 2004, respectively.
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On October 22, 2004, the American Jobs Creation(thet“AJCA”) was signed into law. The AJCA creagetemporary incentive for the
Company to repatriate earnings accumulated outs&®).S. by allowing the Company to reduce its Idexéhcome by 85 percent of certain
eligible dividends received from non-U.S. subsigiaiby the end of the Company’s fiscal year endimge 30, 2006. In connection with the
sale of the Claims Services Business on April D8&2and receipt of the related proceeds, the Coynel@ated to apply the provisions of the
AJCA to qualifying earnings repatriations in fis@&l06. As approved by our Board of Directors ine]@806, approximately $250 million w
repatriated under the AJCA. Income tax expens@pfaximately $10 million associated with this refston was recorded in the fourth
quarter.

The Company is routinely examined by the Internedéhue Service (the “IRS”) and tax authoritiesanrttries in which it conducts business,
as well as states in which it has significant bestnoperations. The tax years under examinatignbyajurisdiction. The Company expects an
IRS examination for fiscal 1998 through fiscal 2@62e substantially completed in fiscal 2007. didition, the IRS is conducting an
examination of fiscal 2003 through fiscal 2006. T@@mpany regularly considers the likelihood of asggents in each of the jurisdictions
resulting from examinations. The Company has eistadad tax reserves which it believes are adequoatsation to the potential assessments.
Once established, reserves are adjusted whenitherare information available, when an event ocogsessitating a change to the reserves
or the statute of limitations for the relevant taxauthority to examine the tax position has exhiféhe resolution of tax matters should not
have a material effect on the consolidated findromadition of the Company, although a resolutionld have a material impact on the
Company’s Statements of Consolidated Earnings faarticular future period and on the Company’safie tax rate.

NOTE 16. CONTRACTUAL COMMITMENTS, CONTINGENCIES AND OFF-BALANCE SHEET ARRANGEMENTS

The Company has obligations under various faciliied equipment leases and software license agnterietal expense under these
agreements was approximately $327.0 million, $30@&l4on and $310.3 million in fiscal 2006, 2005caR004, respectively, with minimum
commitments at June 30, 2006 as follows:

Years ending June



2007 $309.3

2008 229.4
2009 160.8
2010 117.5
2011 454
Thereafter 81.0

$943.4

In addition to fixed rentals, certain leases regpayment of maintenance and real estate taxescantdin escalation provisions based on
future adjustments in price indices.

As of June 30, 2006, the Company has purchase donemiis of approximately $244.6 million relatingsimftware and equipment purchases
and maintenance contracts, of which $99.0 millielates to fiscal 2007, $46.9 million relates te#is2008 and the remaining $98.7 million
relates to fiscal 2009 through fiscal 2011.
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From time to time the Company will extend a temppsubordinated loan (“TSL”) to its correspondertker-dealers in the Securities
Clearing and Outsourcing Services segment. In iaxigithe Company will provide committed revolvingds of credit. As of both June 30,
2006 and 2005, there were no TSL’s outstandinguafidnded committed revolving lines of credit toth&s million.

The Company is subject to various claims and litigrain the normal course of business. The Compul®gs not believe that the resolution of
these matters will have a material impact on thesobdated financial statements.

It is not the Company’s business practice to enteroff-balance sheet arrangements. However, tragainy is exposed to market risk from
changes in foreign currency exchange rates thadl @oyact its financial position, results of opévat and cash flows. The Company
manages its exposure to these market risks thrissigbgular operating and financing activities antien deemed appropriate, through the
of derivative financial instruments. The Compangsuderivative financial instruments as risk manag#rtools and not for trading purposes.
In the normal course of business, the Companyeisers into contracts in which it makes repres@ntatand warranties that relate to the
performance of the Company’s products and servioesddition, the securities transactions of theusities Clearing and Outsourcing
Services segment involve collateral arrangemeigsired by various regulatory and internal guidedinghich are monitored daily. The
Company does not expect any material losses refategch representations and warranties or codleégrangements.

The Company is a member of numerous exchangesl@athghouses. Under the membership agreementsbererare generally required to
guarantee the performance of other members. Addilii, if a member becomes unable to satisfy ifggakions to the clearinghouse, other
members would be required to meet these shortfedlsnitigate these performance risks, the exchaagd<slearinghouses often require
members to post collateral. The Company’s maximotential liability under these arrangements catueotjuantified. However, the
Company believes that it is unlikely that the Compwill be required to make payments under thessngements. Accordingly, no
contingent liability is recorded in the consolidafnancial statements for these arrangements.

NOTE 17. ACCUMULATED OTHER COMPREHENSIVE INCOME (LO SS)

Comprehensive income is a measure of income thatdas both net earnings and other comprehensieeria (loss). Other comprehensive
income (loss) results from items deferred on thesotidated balance sheet in stockholders’ equitie©Ocomprehensive income (loss) was
$(140.4) million, $33.6 million and $(178.3) milfian fiscal 2006, 2005 and 2004, respectively. abeumulated balances for each
component of other comprehensive income (lossasirfellows:

June 3( 2006 2 005 2 004
Currency translation adjustments $ 80.: $ 0.1 $ (52.9)
Unrealized (loss) gain on available-for-sale

securities, net of tax (200.9 20.7 37.t
Minimum pension liability adjustment, net of tax (6.3 (6.7) (4.€)
Accumulated other comprehensive income (loss) $(126.9) $14.1 $(19.9
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NOTE 18. FINANCIAL DATA BY SEGMENT

The Company manages its business operations thsitagkgic business units and provides technol@gpeth outsourcing solutions to
employers, the brokerage and financial servicesnconity, vehicle retailers and manufacturers. Bagssh similar economic characteristics
and operational characteristics, the Company’segjia business units are aggregated into the fatligviour reportable segments: Employer
Services, Brokerage Services, Securities CleamigQutsourcing Services and Dealer Services. Tingapy components of “Other” are
miscellaneous processing services, and corpotaigatibns and expenses, including stock-based cosapien expense. Certain revenues and
expenses are charged to the reportable segmemtstatdard rate for management reasons. Otherarestecorded based on management
responsibility. The fiscal 2005 and 2004 reporta@gmentsievenues and earnings from continuing operatiofaé®éncome taxes have be
adjusted to reflect updated fiscal 2006 budgetegido exchange rates. In addition, an adjustmesiblean made for the difference between
actual interest income earned on invested fundsfoelclients and interest credited to Employenies at a standard rate of 4.5%. The
reportable segments’ results also include an iaterost of capital charge related to the fundingauisitions and other investments. All of
these adjustments/charges are eliminated in cat®mn and as such represent reconciling itemaroirgs from continuing operations bet
income taxes. Reportable segments’ assets incurdisfheld for clients, but exclude corporate castporate marketable securities and
goodwill.

Securities R econciling Item s
Clearing
and Client Cost of
Employer Brokerage Outsourcing Dealer Foreign Fund Capital
Services  Services Services  Services Other Exchang Interest Charge T

Year ended June 30, 2006
Revenues $57634 $1,8528 $ 80.c $1,1324 $ 731 $ 36.C $ (56. 3 - $8
Earnings from continuing

operations before income

taxes 1,308.4 339.5 (30.9 1611  (135.) 12.2 (56.¢) 144.( 1
Assets 19,130.7 655.8 976.¢ 627.4 6,099. - - - 27
Capital expenditures
for continuing operations 88.1 32.7 1.€ 45.1 121.% -- - -
Depreciation and amortization___ 253.6 66.6 15.2 73.2 24.C - -- (144.0

Year ended June 30, 2005
Revenues $5261.3 $16789 $ 61t $ 9906 $ 84EF $ 33: $(126.9) % - $7
Earnings from continuing

operations before income

taxes 1,149.3 301.1 (23.¢) 149.8 2.€ 5.8 (126.9) 134t 1
Assets 19,483.3 668.2 1,248.: 486.3 5,729. - - - 27
Capital expenditures
for continuing operations 104.8 32.9 - 34.7 217 -- -- --
Depreciation and amortization 251.0 74.2 9.5 57.9 15.¢ - - (1345

Year ended June 30, 2004
Revenues $ 48715 $158.5 $ - $ 9003 $ 109t $ (479 $(140H % - $7
Earnings from continuing

operations before income

taxes 998.0 250.8 - 145.3 62.¢ (7.9 (140.9 125t 1
Assets 14,406.8 610.7 - 434.0 5,669.: - - -- 21
Capital expenditures
for continuing operations 95.7 36.3 - 33.9 22.1 -- -- --
Depreciation and amortization __ 246.2 82.7 -- 50.5 23.2 -- -- (1255
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Revenues and assets by geographic area are agst



United

States Europe Canada  Other Total

Year ended June 30, 2006

Revenues $ 74377 $ 8446 $ 4771 $1221 $ 8,881.5
Assets $23,367.2 $1,791.9 $2,144.7 $186.3 $27,490.1
Year ended June 30, 2005

Revenues $ 67480 $ 7645 $ 389.3 $ 819 $ 7,983.7
Assets $23,936.4 $1,765.2 $1,731.3 $1825 $27,615.4
Year ended June 30, 2004

Revenues $ 6,1785 $ 7050 $ 3334 $ 625 $ 7,2794
Assets $17,591.1 $1,661.7 $1,719.4 $148.4 $21,120.6

NOTE 19. QUARTERLY FINANCIAL RESULTS (UNAUDITED)

Summarized quarterly results of operations fortthe fiscal years ended June 30, 2006 are as follows

First Second Third Fourth
Quarter Quarter Quarter Quarter
Year ended June 30, 2006
2,047 ..
Revenues $1921.7 $ $ 2,4386 $ 2,473.9
Net earnings from continuing operatic $ 2061 $ 2577 $ 3555 $ 253.2
Basic earnings per share from
continuing operations $ 036 $ 045 $ 062 $ 045
Diluted earnings per share from
continuing operations $ 035 $ 044 $ 061 $ 044
Year ended June 30, 2005
1,867.¢
Revenues $1,7338 $ $ 2,215.0 $ 2,167.1
Net earnings from continuing operatic $ 1937 $ 2359 $ 3190 $ 2497
Basic earnings per share from
continuing operations $ 033 $ 040 $ 055 $ 043
Diluted earnings per share from
continuing operations $ 033 $ 040 $ 054 $ 042
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NOTE 20. SUBSEQUENT EVENT

On August 2, 2006, the Company announced that tlaedBof Directors approved a plan to spin-off thek&rage Services Group business,
comprised of Brokerage Services and Securitiesridlgand Outsourcing Services, into an indepengahticly traded company through a
tax-free spin-off of 100% of Brokerage Services @rto ADP shareholders. The spin-off is subjecetpuired regulatory approvals and
reviews.

Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure
None
Item 9A. Controls and Procedures

Attached as Exhibits 31.1 and 31.2 to this Fori-K are certifications of AD’s Chief Executive Officer and Principal FinancidfiCer,



which are required by Rule 13a-14(a) of the SelesriExchange Act of 1934. This “Controls and Proced” section should be read in
conjunction with the Deloitte & Touche LLP attesatreport on management’s assessment of ADP’sniateontrol over financial reporting
that appears on pages 74-75 of this Form 10-K suhélieby incorporated herein by reference.

Management’s Evaluation of Disclosure Controls andProcedures

ADP carried out an evaluation, under the stip®n and with the participation of ADP’s managent including its Chief Executive
Officer and Principal Financial Officer, of the etiveness of ADP'’s disclosure controls and procesiuas defined in Rules 13a-15(e) and
15d-15(e) of the Securities and Exchange Act o#41®&sed on that evaluation, the Chief Executiviec®f and Principal Financial Officer
have concluded that ADP’s disclosure controls amdgdures as of June 30, 2006 were effective torertbat information required to be
disclosed by ADP in reports that it files or subsmihder the Securities Exchange Act of 1934 isrdamh processed, summarized and repc
within the time periods specified in Securities &athange Commission’s rules and forms.

Management’s Report on Internal Control over Finandal Reporting

It is the responsibility of Automatic Dataoeessing, Inc.’s (“ADP”) management to establistl araintain effective internal control over
financial reporting (as defined in Rule 13a-15¢fdar the Securities Exchange Act of 1934). Intecoalrol over financial reporting is
designed to provide reasonable assurance to ADBsmgement and board of directors regarding theapatipn of reliable financial
statements for external purposes in accordancegeitlerally accepted accounting principles.

ADP’s internal control over financial repogi includes those policies and procedures thapefilain to the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assets ¢t;AD) provide reasonable assurance that
transactions are recorded as necessary to perepéagation of financial statements in accordanch getnerally accepted accounting
principles, and that receipts and expenditures@PAre being made only in accordance with authtioizs of management and directors of
ADP; and (iii) provide reasonable assurance reggrthie prevention or timely detection of unauthediacquisition, use or disposition of
ADP’s assets that could have a material effectherfinancial statements of ADP.
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Because of its inherent limitations, interoahtrol over financial reporting may not preventietect misstatements. Therefore, even those
systems determined to be effective can provide mdgonable assurance with respect to financisdratnt preparation and presentation.

Management has performed an assessment efffitiveness of ADP’s internal control over ficéal reporting as of June 30, 2006 based
upon criteria set forth itnternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe Treadway
Commission. Based on this assessment, managentennied that ADP’s internal control over finanaieporting was effective as of June
30, 2006.

Deloitte & Touche LLP, an independent registiepublic accounting firm, has issued an attestatport on management’s assessment of
internal control over financial reporting, whichiestation report appears on pages 74-75 of thisA@-K.

/sl Arthur F. Weinbach
Arthur F. Weinbach
Chairman and Chief Executive Officer

/s/ Dan Sheldon

Dan Sheldon

Principal Accounting Officer and
Principal Financial Officer

Roseland, New Jersey
August 28, 2006

Changes in Internal Control over Financial Reportirg

There were no changes in ADP’s internal adrdver financial reporting that occurred during tjuarter ended June 30, 2006 that have
materially affected, or are reasonably likely totenally affect, ADP’s internal control over finaatreporting.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Automatic Data Processing, Ir



Roseland, NJ

We have audited management’s assessmentgdattin the accompanying Management’'s Report @rriat Control over Financial
Reporting that Automatic Data Processing, Inc. sutasidiaries (the “Company”) maintained effectirinal control over financial reporting
as of June 30, 2006, based on criteria establishkedernal Control—Integrated Frameworgsued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Camijsamanagement is responsible for maintainingotiffe internal control over
financial reporting and for its assessment of fifirecéiveness of internal control over financial oefing. Our responsibility is to express an
opinion on management’s assessment and an opinitimeceffectiveness of the Company’s internal adraver financial reporting based on
our audit.
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We conducted our audit in accordance withsthadards of the Public Company Accounting Ovétdipard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethetigiaénternal control over financial
reporting was maintained in all material respe@is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahgaéug the design and operating effectivenessitefrnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinions.

A company’s internal control over financiaporting is a process designed by, or under thersigion of, the company'’s principal
executive and principal financial officers, or mars performing similar functions, and effected g tompany’s board of directors,
management, and other personnel to provide reapassurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in aaoce with generally accepted accounting princigdesompany’s internal control over
financial reporting includes those policies andcgdures that (1) pertain to the maintenance ofrdscihat, in reasonable detail, accurately
and fairly reflect the transactions and disposgiofthe assets of the company; (2) provide redsersssurance that transactions are recordec
as necessary to permit preparation of financiaéstants in accordance with generally accepted atc@uprinciples, and that receipts and
expenditures of the company are being made ordg@ordance with authorizations of management amdtdirs of the company; and (3)
provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, ,usedisposition of the company’s assets
that could have a material effect on the finansiatements.

Because of the inherent limitations of inrcontrol over financial reporting, including thessibility of collusion or improper
management override of controls, material misstatémdue to error or fraud may not be preventatktected on a timely basis. Also,
projections of any evaluation of the effectiveneSthe internal control over financial reportingftdgure periods are subject to the risk that the
controls may become inadequate because of chamgesdlitions, or that the degree of compliance Withpolicies or procedures may
deteriorate.

In our opinion, management’s assessmentlteaCompany maintained effective internal contr@rdinancial reporting as of June 30,
2006, is fairly stated, in all material respectsdd on the criteria establishednternal Control—Integrated Framewoigsued by the
Committee of Sponsoring Organizations of the Tremgd@ommission. Also in our opinion, the Companymteined, in all material respects,
effective internal control over financial reporting of June 30, 2006, based on the criteria eshadliininternal Control—Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrtee Treadway Commission.

We have also audited, in accordance wittstandards of the Public Company Accounting Ovetdigltard (United States), the
consolidated financial statements and financidgestant schedule as of and for the year ended Jurz086 of the Company, and our report
dated August 28, 2006 expressed an unqualifiedapion those consolidated financial statementsfiwadicial statement schedule and
included an explanatory paragraph regarding thegamyis adoption of Statement of Financial Accoupt8tandards No. 123(R), “Share-
Based Payment,” as revised, effective July 1, 2005.

/sl Deloitte & Touche LLP
New York, NY
August 28, 2006
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Iltem 9B. Other Information

On August 2, 2006, ADP announced that itsrBaé Directors approved a plan to spin-off the IBnage Services Group business,
comprised of Brokerage Services and Securitiesridlgand Outsourcing Services, into an indepengahticly traded company through a
tax-free spin-off of 100% of Brokerage Services @rto ADP stockholders. The spin-off is subjecteiquired regulatory approvals and
reviews. ADP expects to complete the -off before the end of fiscal 200



Part 1l
Item 10. Directors and Executive Officers of the Rgistrant
Executive Officers

The executive officers of the Company, tlagjes, positions and the period during which thexehmeen employed by ADP are as follows:

Employed by

Name Age Position ADP Since

Steven J. Anenen 53 President 1975
Dealer Service

James B. Benson 61 Vice President, General 1977
Counsel and Secretary

Richard C. Berke 61 Vice President, Human 1989
Resource:

Gary C. Butler 59 President and Chie 1975
Operating Officer

Janice M. Colby 51 Senior Vice President, Employer 2001
Services

Raymond L. Colotti 60 Vice President and 1995
Treasurer

Richard J. Daly 53 Group President, 1989
Brokerage Service

John Hogan 58 Group President, 1993
Brokerage Service

Campbell B. Langdon 45 President 2000
Tax, Retirement and Pre-
Employment Service

S. Michael Martone 58 Group President, Employer 1987
Services

Dan Sheldon 50 Principal Accounting Officer 1984
Vice President,
Corporate Controller

Jan Siegmund 42 Vice President, 1999
Strategic Development

George |. Stoeckert 58 President, Employe 1991
Services — International

Arthur F. Weinbach 63 Chairman and Chief Executive 1980
Officer
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Messrs. Benson, Berke, Butler, Colotti, Daélpgan, Martone and Weinbach have each been entplpyADP in senior executive
positions for more than the past five years.

Steven J. Anenen joined ADP in 1975. Pridnisopromotion to President, Dealer Services ind20@ served as Senior Vice President,
Dealer Services from 1998 to 2004.

Janice M. Colby joined ADP in 2001. Priofecoming Senior Vice President, Employer Servisks,served as President, Claims
Solutions Group from 2005 to 2006, and as Presjdmnall Business Services Division, Employer Sawifrom 2001 to 2005. From 1996 to
2001 she served as Vice President, Business Cusftoane for AT&T Corporation.

Campbell B. Langdon joined ADP in 2000 ase/Rresident, Strategic Development. In 2003, hepr@amoted to President, Tax,
Retirement and P-Employment Service!



Dan Sheldon joined ADP in 1984. Prior tofmismotion to Principal Accounting Officer, he sethas Vice President, Corporate
Controller from 2003 to 2006, as Chief Financiali€r of Brokerage Services from 2001 to 2003 ahiCFinancial Officer of Dealer
Services from 1996 to 2001.

Jan Siegmund joined ADP in 1999 as Vice Berdi Strategy. Prior to his promotion to Vice Riest, Strategic Development in 2004, he
served as Senior Vice President of Strategic Deweémt, Brokerage Services from 2000 to 2004.

George I. Stoeckert joined ADP in 1991. Ptihis promotion to President, Employer Servicgerhational in 2003, he served as
President — Major Accounts Services Division, EmploServices from 1995 to 2003.

Each of ADP’s executive officers is electedd term of one year and until their success@shosen and qualified or until their death,
resignation or removal.

Directors

See “Election of Directors” in the Proxy ®taient for Company’s 2006 Annual Meeting of Stocklleo$, which information is
incorporated herein by reference.

Section 16(a) Beneficial Ownership Reporting Compdince

See “Section 16(a) Beneficial Ownership RépgrCompliance” in the Proxy Statement for Compar3006 Annual Meeting of
Stockholders, which information is incorporateddieiby reference.

Code of Ethics

ADP has adopted a code of ethics that apfiiés principal executive officer, principal finaial officer, principal accounting officer and
persons performing similar functions. The codetbfos may be viewed online on ADP’s websitevatw.adp.comunder “Ethics” in the
“About ADP” section.
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Audit Committee

See “Audit Committee Report” in the Proxyt8taent for Company’s 2006 Annual Meeting of Stod#kos, which information is
incorporated herein by reference.

Item 11. Executive Compensation

See “Compensation of Executive Officers” 8Bbkbction of Directors” in the Proxy Statement fdompany’s 2006 Annual Meeting of
Stockholders, which information is incorporateddierby reference.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Matter

See “Election of Directors — Security Ownépsbf Certain Beneficial Owners and Managers” a@drhpensation of Executive Officers —
Equity Compensation Plan Information” in the Pr@&tatement for Company’s 2006 Annual Meeting of Bbhadders, which information is
incorporated herein by reference.

Item 13. Certain Relationships and Related Transa&ns

See “Compensation of Executive Officers —t&@larTransactions” in the Proxy Statement for Cony®2006 Annual Meeting of
Stockholders, which information is incorporateddieiby reference.

Item 14. Principal Accounting Fees and Services

See “Independent Registered Public Accourfings’ Fees” in the Proxy Statement for Compar3086 Annual Meeting of
Stockholders, which information is incorporateddieiby reference.
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Part IV

Item 15. Exhibits and Financial Statement Schedules

(@)1. Financial Statements

The following report and consolidated finadatatements of the Company are contained inlRétem 8 hereof:
Report of Independent Registered Public Accourfing

Statements of Consolidated Earnings - years endwsal 30, 2006, 2005 and 2004

Consolidated Balance Sheets - June 30, 2006 arkl 200

Statements of Consolidated Stockholders’ Equitgarg ended June 30, 2006, 2005 and 2004
Statements of Consolidated Cash Flows - years ehdsel 30, 2006, 2005 and 2004
Notes to Consolidated Financial Statements

2. Financial Statement Schedules

Page in Form 1-K
Schedule Il - Valuation and Qualifying Accounts 83

All other Schedules have been omitted bectheseare inapplicable or are not required or iffierimation is included elsewhere in the
financial statements or notes thereto.

(b) Exhibits

The following exhibits are filed with this Form ¥eor incorporated herein by reference to the doautrset forth next to the exhibit in t
list below:

31 - Amended and Restated Certificate of Incorporatiated November 11, 1998 - incorporated by referémé&echibit 3.1 to
Compan’s Registration Statement No. -72023 on Form -4 filed with the Commission on February 9, 1¢

3.2 - Amended and Restated By-laws of the Company +purated by reference to Exhibit 3.2 to Companyisrént Report on
Form ¢-K, dated August 10, 20(C

4 - Indenture dated as of February 20, 1992 betwedomatic Data Processing, Inc. and Bankers Trustgzoy, as trustee,
regarding the Liquid Yield Option Notes due 2012k Company - incorporated by reference to ExIfiji#1 to
Compan’s Annual Report on Form -K for the fiscal year ended June 30, 1!

101 - Letter Agreement dated as of April 28, 2005 betwAatomatic Data Processing, Inc. and Arthur F. Mdach -
incorporated by reference to Exhibit 10.1 to Conypa@urrent Report on Form 8-K, dated April 28, 3q®lanagement
Contract)
79
102 - Letter Agreement dated as of June 28, 2006 betwetsmatic Data Processing, Inc. and Gary C. Butiacorporated

by reference to Exhibit 10.2 to Compi's Current Report on Forn-K, dated June 28, 2006 (Management Cont

10.3 - Key Employees’ Restricted Stock Plan - incogped by reference to Company’s Registration Stat¢ie. 33-25290
on Form -8 (Management Compensatory Pl

1C - Supplemental Office’ Retirement Plan, as amenc- incorporated by reference to Exhibit 10.4 to Cony's Current



1C5

105(a)

10.6

1C6(a)

107

108

109

1C.10

1011

Report on Form -K, dated June 16, 2006 (Management Compensatony

1989 Non-Employee Director Stock Option Plan omporated by reference to Exhibit 10(iii)(A)-#7@@mpany’'s
Annual Report on Form -K for the fiscal year ended June 30, 1990 (Manag¢i@empensatory Plai

Amendment to 1989 Non-Employee Director Stock @pflan - incorporated by reference to Exhibit J@6to
Company’s Annual Report on Form 10-K for the fispaar ended June 30, 1997 (Management Compenditry

1990 Key Employees’ Stock Option Plan - incagted by reference to Exhibit 10(iii)(A)-#8 to Coany’s Annual
Report on Form 1-K for the fiscal year ended June 30, 1990 (Managgi@empensatory Plal

Amendment to 1990 Key Employees’ Stock Option Rlarcorporated by reference to Exhibit 10(7)(alCmmpany’s
Annual Report on Form -K for the fiscal year ended June 30, 1997 (Manag¢i@empensatory Plai

1994 Directors’ Pension Arrangement - incorporatgdeference to Exhibit 10(iii))(A)-#10 to CompasyAnnual Report
on Form 10-K for the fiscal year ended June 3041@%anagement Compensatory Plan)

2000 Stock Option Plan - incorporated by referendexhibit 10.8 to Company’s Quarterly Report @i 10Q for the
fiscal quarter ended December 31, 2004 (Manage@empensatory Plar

2001 Executive Incentive Compensation Plan - ipomated by reference to Exhibit 10.9 to Company'sidal Report
on Form 1-K for the fiscal year ended June 30, 2001 (Managei@empensatory Plai

Change in Control Severance Plan for Corpdddfieers, as amended - incorporated by refereac@dmpany’s Current
Report on Form -K dated June 16, 2006 (Management Compensatory

Amended and Restated Employees’ Saving-Stock @gtlan - incorporated by reference to Exhibit 1Gd Companys
Quarterly Report on Form -Q for the fiscal quarter ended December 31, 200&n@gement Compensatory Pl

80

1012

1013

1014

1015

1016

1017

1018

2003 Director Stock Plan - incorporated by refeestacExhibit 10.6 to Company’s Quarterly Reportramm 10-Q for
the fiscal quarter ended December 31, 2003 (Manage@ompensatory Pla

Amended and Restated Employees’ Savings-StockhBsecPlan - incorporated by reference to Exhihit3.6o
Compan’s Quarterly Report on Form -Q for the fiscal quarter ended December 31, 2

364-Day Credit Agreement, dated as of June 28, 2006ngriutomatic Data Processing, Inc., the Lendertyhaereto
JPMorgan Chase Bank, N.A., as Administrative AgBank of America, N.A., as Syndication Agent, arat&@ays Ban!
PLC, BNP Paribas, Citicorp USA, Inc., Deutsche BAkNew York Branch and Wachovia Bank, National dation
as Documentation Agents - incorporated by referéméexhibit 10.14 to Company’s Current Report omf&-K, dated
June 30, 200

Five-Year Credit Agreement, dated as of June @862among Automatic Data Processing, Inc., thedeenparty
thereto, JPMorgan Chase Bank, N.A., as Administeafigent, Bank of America, N.A., as Syndication Ageand
Barclays Bank PLC, BNP Paribas, Citicorp USA, Imeutsche Bank AG New York Branch and Wachovia Bank
National Association, as Documentation Age- incorporated by reference to Exhibit 10.15 to @amy’s Current
Report on Form -K, dated June 30, 20(

Five-Year Credit Agreement, dated as of June 20528mong Automatic Data Processing, Inc., the eengarty
thereto, JPMorgan Chase Bank, N.A., as Administeaigent, Bank of America, N.A., as Syndication Ageand
Barclays Bank PLC, BNP Paribas, Citicorp USA, If@eutsche Bank Securities Inc. and Wachovia BaritioNal
Association, as Documentation Agents - incorporatedeference to Exhibit 10.16 to Company’s Curfieaport on
Form €K, dated June 29, 20(

2000 Stock Option Grant Agreement (Form for Empksg) — incorporated by reference to Exhibit 10.Campany’s
Quarterly Report on Form -Q for the fiscal quarter ended September 30, 20hagement Compensatory Pl

2000 Stock Option Grant Agreement (Form for FreAshociates) — incorporated by reference to ExHiDif to
Company’s Quarterly Report on Form @for the fiscal quarter ended September 30, 20hagement Compensatc
Plan)



1019 2000 Stock Option Grant Agreement (Form for Nonpioyee Directors) — incorporated by reference thikik 10.1 to
Company’s Quarterly Report on Form @Ofor the fiscal quarter ended September 30, 20hagement Compensatc
Plan)
1020 Directors Compensation Summary Sheet — incorpditayereference to Exhibit 10.20 to Company’s CuriReport on
Form &K, dated August 11, 20C
81
10.21 Letter Agreement dated as of October 20, 2005 mtwitomatic Data Processing, Inc. and James Dnanada -
incorporated by reference to Exhibit 10.21 to Cony®Current Report on Form 8-K, dated OctoberZ@5
(Management Contrac
10.22 Letter Agreement, dated as of August 1, 2006 betwkutomatic Data Processing, Inc. and Christophdreidy —
incorporated by reference to Exhibit 10.22 to ConyaCurrent Report on Form 8-K, dated August 2)&0
(Management Contrac
21 Subsidiaries of the Compal
23 Consent of Independent Registered Public Accouriing
311 Certification by Arthur F. Weinbach pursuant to &aB«14(a) of the Securities Exchange Act of 1!
31.2 Certification by Dan Sheldon pursuant to Rule-14(a) of the Securities Exchange Act of 1!
321 Certification by Arthur F. Weinbach pursuantl®U.S.C. Section 1350, as adopted pursuant tioBe206 of the
Sarbane-Oxley Act of 200z
32.2 Certification by Dan Sheldon pursuant to 18.0.Section 1350, as adopted pursuant to SectiéroBthe Sarbanes-
Oxley Act of 200z
82
AUTOMATIC DATA PROCESSING, INC.
AND SUBSIDIARIES
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
(In thousands
Column A ColumnB Column C ColumnD ColumnE
A dditions
1) 2)
Balance & Charged tc Chargec Balance
beginning costs anc to other at end of
of period expense: accounts Deductions period
Year ended June 30, 2006:
Allowance for doubtful accounts:
Current $43,627 $17,60° $ - $(18,070(A) $43,164
Long-term $ 8,172 $ 1,31¢ $ - $ (1,795(A) $ 7,696
Deferred tax valuation allowance $30,802 $ 5,58¢ $957%(D) $ - $37,345

Year ended June 30, 2005:
Allowance for doubtful accounts:



Current $41,902 $19,68: $ - $(17,960(A) $43,627
Long-term $ 8,578 $ 1,32¢ $ - $ (1,732(A) $ 8,172
Deferred tax valuation allowance $24,662 $ 7,18: $ - $ (1,043(B) $30,802
Year ended June 30, 2004:
Allowance for doubtful accounts:
Current $47,969 $15,46( $ - $(21,527(A) $41,902
Long-term $11,103 $ 68C $ - $ (3,205(A) $ 8,578
Deferred tax valuation allowance $30,803 $ 2,79¢ $ - $ (8,939(C) $24,662

(A) Doubtful accounts written off, less recaesron accounts previously written off.

(B) A portion of this allowance is related hetnet deferred tax assets recorded in purchasetirtg, the recognition of which is allocated
to reduce goodwill. The remaining portion redudeel ¢urrent year provision for income taxes.

(C) Related to the net deferred tax assetgdedan purchase accounting. The recognition &f #ilowance is allocated to reduce goodwill.
(D) Related to foreign exchange fluctuation.
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SIGNATURES

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934,Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

AUTOMATIC DATA PROCESSING, INC.
(Registrant)

August 30, 2006 By /s/ Arthur F. Weinbac
Arthur F. Weinbach
Chairman and Chief Executive Officer

Pursuant to the requirements of the Secariiichange Act of 1934, this report has been sitpedmlv by the following persons on behalf
of the Registrant in the capacities and on thesdatticated.

Signatur: Title Date
/sl Arthur F. Weinbach Chairman, Chief Executive August 30, 2006
(Arthur F. Weinbach) Officer and Director

(Principal Executive Officer)

/s/ Dan Sheldon Principal Financial Officer and August 30, 2006
(Dan Sheldon) Principal Accounting Officer
/sl Gregory D. Brenneman Director August 30, 2006

(Gregory D. Brenneman)

/sl Leslie A. Brun Director August 30, 2006
(Leslie A. Brun)

/s/ Gary C. Butler Director August 30, 2006
(Gary C. Butler)

/sl Leon G. Cooperman Director August 30, 2006



(Leon G. Cooperman)

/sl R. Glenn Hubbard

(R. Glenn Hubbard)

/s/ John P. Jones

(John P. Jones)

/s/ Ann Dibble Jordan

(Ann Dibble Jordan)

(Frederic V. Malek)

/sl Henry Taub

(Henry Taub)

Director

Director

Director

Director

Director

August 30, 2006

August 30, 2006

August 30, 2006

August __, 2006

August 30, 2006




Name of Subsidiar

71 Hanover Florham Park Associates LLC
ADP Atlantic, Inc.

ADP Belgium CVA

ADP Clearing do Brasil Ltda.

ADP Broker-Dealer, Inc.

ADP Brokerage International Limited
ADP Canada Co.

ADP Clearing & Outsourcing Services, Inc.
ADP Commercial Leasing, LLC

ADP Dealer Services Deutschland GmbH
ADP Dealer Services France SAS

ADP Dealer Services ltalia s.r.l.

ADP Dealer Services UK Limited

ADP East, Inc.

ADP Employer Services GmbH

ADP Europe S.A.

ADP France SAS

ADP Financial Information Services, Inc.
ADP GlobalView B.V.

ADP GSI Espana S.A.

ADP GSI France SAS

ADP, Inc.

ADP Indemnity, Inc.

ADP Investor Communication Services, Inc.

ADP Investor Communications Corporation
ADP Nederland B.V.

ADP Network Services International, Inc.
ADP Network Services Limited

ADP of North America, Inc.

ADP of Roseland, Inc.

ADP Output Services, Inc.

ADP Pacific, Inc.

ADP Payroll Services, Inc.

ADP Screening and Selection Services, Inc.

ADP South, Inc.

ADP Tax Services, Inc.

ADP TotalSource Group, Inc.

ADP Wilco Limited

Automatic Data Processing Limited
Automatic Data Processing Limited (UK)
Automatic Data Processing SPRL
Automotive Directions, Inc.

Autosys GmbH

Business Management Software Limited
Digital Motorworks Holdings, Inc.

GSI Transport Tourisme S.A.

Kerridge Computer Company Ltd
ProBusiness Services, Inc.

EXHIBIT 21

Jurisdiction of
Incorporation

New Jersey
Delaware
Belgium

Brazil
New Jersey
United Kingdom
Canada
Delaware
Delaware
Germany
France
Italy
United Kingdom
Delaware
Germany
France
France
Delaware
Netherlands
Spain
France
Delaware
Vermont
Delaware
Canada

Netherlands

Delaware
United Kingdom
Delaware
Delaware
Delaware
Delaware
Delaware
Colorado
Delaware
Delaware
Florida
United Kingdom
Australia
United Kingdom
Belgium

Wisconsin

Germany
United Kingdom
Texas
France
United Kingdom
Delaware

In accordance with Item 601(b)(21) of RegulatioK 3he Company has omitted the names of particubasidiaries because the unnamed
subsidiaries, considered in the aggregate as &esngsidiary, would not have constituted a sigaifit subsidiary as of June 30, 2006.







EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®egion Statement Nos. 33-45150, 33-52876, 339593-57207, 33-58165, 33-61629,
333-01839, 333-02331, 333-12767, 333-15103, 333-:29333-48493, 333-57075, 333-80237, 333-79749,723®7, 333-31058, 3382294
and 333-68030 on Form S-3, Registration StatemenB&3-72023 on Form S-4, and Registration Statéides. 33-24987, 33-25290, 33-
38338, 2-75287, 33-38366, 33-38365, 33-46168, 3BF9133-51977, 33-52629, 33-56419, 33-56463, 33810333-10279, 333-10277,
333-13945, 333-50123, 333-84647, 333-81725, 33H54233-33258, 333-69020, 333-75468, 333-90540;1883126, 333-103935, 333-
110395, 333-110393 and 333-110392 on Form S-8 ofeport on the consolidated financial statementsfaancial statement schedule of
Automatic Data Processing, Inc., dated August B86Awhich expresses an unqualified opinion antides an explanatory paragraph
regarding the Company’s adoption of Statement n&i¢ial Accounting Standards No. 123(R), “ShareeBd2ayment,” as revised, effective
July 1, 2005) and our report dated August 28, 2@0#ing to management’s report on the effectiversdsnternal control over financial
reporting appearing in this Annual Report on FofrKlof Automatic Data Processing, Inc. for the yeaded June 30, 2006.

/sl Deloitte & Touche LLP
New York, New York
August 30, 2006




EXHIBIT 31.1
Certification Pursuant to Rule 13a-14(a) of the Serities Exchange Act of 1934
[, Arthur F. Weinbach, certify that:
1. I have reviewed this annual report on Form 16flutomatic Data Processing, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdoiige designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepal

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
supervision, to provide reasonable assurance rieggitte reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principle

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely

to materially affect, the registr¢ s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céootrer financial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrastinterna
control over financial reporting

Date: August 30, 2006 /sl Arthur F. Weinbac
Arthur F. Weinbacl
Chairman and Chief Executive Offic




EXHIBIT 31.2
Certification Pursuant to Rule 13a-14(a) of the Serities Exchange Act of 1934
I, Dan Sheldon, certify that:
1. I have reviewed this annual report on Form 16flutomatic Data Processing, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdoiige designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepal

(b) Designed such internal control over financggarting, or caused such internal controler financial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneealbepted accounting principle

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigit occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably likely
to materially affect, the registr¢ s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regisgfeaability to record, process, summarize and refiwancial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a samiifiole in the registrastinterna
control over financial reporting.

Date: August 30, 2006 /s/ Dan Sheldc
Dan Sheldot
Principal Financial Office




EXHIBIT 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Autatic Data Processing, Inc. (the “Company”) on FAOK for the fiscal year ending June
30, 2006 as filed with the Securities and Exchabgemission on the date hereof (the “Report”), ithésr F. Weinbach, Chairman and Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9@t Sarbane®xley Act of 2002, tha

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgfeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations of the
Company

/sl Arthur F. Weinbach

Arthur F. Weinbach

Chairman and Chief Executive Officer
August 30, 2006




EXHIBIT 32.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Autatic Data Processing, Inc. (the “Company”) on FAOK for the fiscal year ending June
30, 2006 as filed with the Securities and ExchaBgmmission on the date hereof (the “Report”), In[Eneldon, Principal Financial Officer
of the Company, certify, pursuant to 18 U.S.C. §Q3&s adopted pursuant to 8 906 of the Sarbanksr@xt of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgfeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations of the
Company.

/s/ Dan Sheldon

Dan Sheldon

Principal Financial Officer
August 30, 2006




