[do03/006

N/ ) =j ﬂ_~/:.1x.?~

B | T

y

OMB APPROVAL
Ut 02005112 OMB Number: 32350123
DAMALnr R . 8
s SECURTITES AND EXCHANGE COMMISSION E:ﬂ:;e;e ::Sfr;";:gige‘ngg
Washington, D.C. 20549 _ hours per respense . .. 12.00
ANNUAL AUDITED REPORT SEC FILE NUMBER
FORM X-17A-5
PART Ill -
FACING PAGE
Information Required of Brokers and Dealers Pursnant to Section ]
Securities Exchange Act of 1934 and Rule 17a-5 Thereuf
REPORT FOR THE PERIOD BEGINNING O(r)/ oLloo AND ENDING __ O |2 l
MM/DD/YY ML

A. REGISTRANT IDENTIFICATION

N OF BRO T‘D ER: %,L\d")ej &QU(‘-H‘?)S WCCHC(\\ OFFICIAL U EONEY.
) FSRM 1D. NO. |
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) )
12 Reaaten ko
(No. and Stresg)\
Tt Mo et W50
{City) Guane) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Pauy £ hadaon '_ T -H2S -4020

(Area Code — Telephane No.)

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report®

oot X ) \{‘nu"ra \ P

e if individual siate last, ﬂlsr middle namej

140 ey e %_’Eéuﬂm A Ylaza, Bubaly Nm)uor\u MaoL

(Address) \ : (Ciy) - (State) Zip Cods)
CHECK ONE:
;Certified Public Accountant Y
g?ublic Accountant PROCESSEE
[0 Accountant not resident in United States or any of its possessions. ? FEB 7 7 2002
FOR OFFICIAL USE ONLY ! —
THUMbON
FINANCIAL

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exeﬁqition. See section 240.17a-5(e)(2).

SEC 1410 (3_91) Potential persons who are to vrespond to the collection of information
tontained in this form are not required to respond unless the form displays

RPN PR

‘——




OATH OR AFFIRMATION
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(2) Facing page.
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(e) Statement of Changes in Stockholders’ Equity or Pannem or Sole Propmtor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating tc the Possession or contro! Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15c3-1 and the -
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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==”ERNST& YOUNG & Ernst & Young LLp . & Phone: (716) 843-5000

1400 Key Tower www.ey.com
50 Fountain Plaza
Buffalo, New York 14202

Report of Independent Auditors

Board of Directors and Stockholder
Paychex Securities Corporation

We have audited the accompanying balance sheet of Paychex Securities Corporation as of May 31,
2001 and the related statements of income, stockholder’s equity, and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Paychex Securities Corporation at May 31, 2001, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in the accompanying schedule is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 of the Securities and Exchange Commission. Such information
has been subjected to the auditing procedures applied in our audit of the basic financial statements,
and in our opinion, is fairly stated in all material respects in relation to the basic financial statements

taken as a whole.
émt 2 4 MLLP

June 23, 2001

Ernst & Young LLP is a member of Ernst & Young International, Ltd. 1




Paychex Securities Corporation

Balance Sheet

For the year ended May 31, 2001

Assets:
Cash
Service fee receivable, net of $79,625 reserve
Deferred income taxes
Investments - Long Term
Total assets

Liabilities:
Dividend payable to Paychex Inc.
Accrued income taxes

Total liabilities

Stockholder's equity:
Common stock, no par value - authorized 200 shares;
ten shares outstanding at May 31, 2001
Retained earnings

Total stockholder's equity

Total liabilities and stockholder's equity

See accompanying notfes.

7,051,569
1,806,606
29,278
3,300

8,890,753

1,000,000
2,724,696

3,724,696

120,000
5,046,057

5,166,057

8,890,753




Revenue:
Service fee revenue
Investment revenue
Total revenue

Income tax expense

Total expenses

Net income

See accompanying nofes.

Paychex Securities Corporation

Statement of Income

For the year ended May 31, 2001

7,494,078
100,160

7,594,238

2,723,410

2,723,410

4,870,828




Paychex Securities Corporation

Statement of Cash Flows

For the year ended May 31, 2001

Operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Provision for deferred income taxes
Provision for loss receivables
Changes in operating assets and liabilities:
Increase in service fee receivable
Increase in accrued income taxes
Net cash provided by operating activities

Financing activities:

Dividend to parent company
Net cash used in financing activities
Increase in cash

Cash at beginning of year

Cash at end of year

See accompanying notes.

$ 4,870,828

(1,286)
3,185

(526,051)
840,863

5,187,539

(2,000,000)

2,000,000

3,187,539

3,864,030

$

7,051,569




Balance at May 31, 2000

Net income
Dividend to parent company

Balance at May 31, 2001

See accompanying noftes.

Paychex Securities Corporation

Statement of Stockholder's Equity

For the year ended May 31, 2001

Common Stock Retained
Shares Amount earnings - Total
10 $§ 120,000 § 3,175,229 § 3,295,229

- 4,870,828 4,870,828
- (3,000,000) (3,000,000)

10

$

120,000 § 5,046,057 S 5,166,057




Paychex Securities Corporation

Notes to Financial Statements

May 31, 2001

Note 1 - Organization

Paychex Securities Corporation (“Company”) is a wholly owned subsidiary of Paychex, Inc. The
Company was incorporated in the state of New York on July 17, 1995. The Company has been
approved by the Securities and Exchange Commission to transact business as a broker/dealer
pursuant to Section 15(b) of the Securities Exchange Act of 1934 in conjunction with the 401(k)
plan administration activities of Paychex, Inc. Such activities have been registered with the
National Association of Securities Dealers and various state securities agencies.

All expenses of the Company except income tax expense, are incurred by Paychex, Inc. on the
Company’s behalf. As a result, these expenses are not reflected in the Company’s financial
statements for the year ended May 31, 2001.

Note 2 - Significant Accounting Policies

Customer security transactions: Customer security transactions are recorded on a settlement date
basis. There is no commission income recorded on these transactions.

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

Revenue recognition: Revenue includes those amounts billed to money managers for
administrative services provided and is recorded in the period in which service occurs.

Use of estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect
reported amounts of assets, liabilities, revenues and expenses during the reporting period. Actual
amounts and resuits could differ from those estimated.

Note 3 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢ 3-1) and is required to maintain minimum net capital, as defined, equal to $250,000.
At May 31, 2001, the Company had net capital of $3,326,873, which was $3,076,873 in excess of
its required capital.




Paychex Securities Corporation

Notes to Financial Statements (continued)

Note 4 - Income Taxes

At May 31, 2001, the Company has recorded a deferred tax asset of $29,278 attributable to its
reserve for loss on service fee receivable.

Income tax expense consists of the following for the year ended May 31, 2001:

Current:
Federal $ 2,623,774
State 100,922
Total 2,724,696
Deferred:
Federal (1,024)
State (262)
Total (1,286)

§ 2723410

Below is an analysis reconciling the statutory federal income tax rate to the effective tax rates
shown in the statement of income for fiscal year ended 2001.

Federal statutory rate 35.0%
Increase resulting from:

State income taxes, net of federal benefit 0.9
Effective tax rate 35.9%

The Company files a consolidated federal return with it’s parent company, Paychex, Inc., and a
combined return with Paychex, Inc., for state purposes. In accordance with Statement of
Accounting Standards No. 109, “Accounting for Income Taxes,” currently payable and deferred
taxes are determined based upon the Company’s allocated share of taxable income or loss of the
consolidated group determined on a separate return basis.
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Paychex Securities Corporation

Schedule 1 - Net Capital Calculation

May 31, 2001

Net capital

Total consolidated stockholder's equity $ 5,166,057

Deduct stockholder's equity not allowable for net capital -
Total stockholder's equity qualified for net capital 5,166,057
Non-allowable assets:

Unsecured receivable 1,806,606

Deferred income taxes 29,278

Long-term investments 3,300

1,839,184

Net capital $ 3,326,873
Aggregate indebtedness

Dividend Payable to Paychex Inc. S 1,000,000
Total aggregate indebtedness $ 1,000,000
Computation of basic net capital requirement

Minimum net capital required $ 250,000

Excess net capital at 1500% $ 3,076,873

Excess net capital at 1000% $ 3,326,873

Ratio: Aggregate indebtedness to net capital 30.06%
Reconciliation to FOCUS IIA

Net capital as reported in the Company's FOCUS report $ 3,326,873

Adjustments -

Net capital per above $ 3,326,873




