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Paychex (PAYX) 
August 15th, 2019

Moat Category 

Capital-Light Compounder
Fair Value Estimate 

-
Price  

$83.73
Enterprise Value 

$30.2bn

Moat Type 

Switching Costs, Cost Adv-Scale
Economic Moat 

Wide
Stewardship Rating 

Standard
Market Cap 

$30.1bn

• What does it do: “Paychex Inc competes in the 

payroll outsourcing industry. It is the second-largest 

player in terms of revenue and focuses on providing 

this service to small and midsize businesses. Paychex 

was created from the consolidation of 17 payroll 

processors in 1979 and services about 650,000 

clients. The firm has almost 13,000 employees and is 

based in Rochester, New York.” (Source: 

Morningstar) 

• Paychex has been a compounding machine, 

growing EVA over six times in sixteen years ($2.3bn 

to $14bn). In addition, it has done so on the same 

capital base, making it a perfect candidate for our 

Capital-Light Compounder moat category. 

• Paychex has maintained a positive EVA momentum 

consistently, with EVA margins slowly rising and 

capital intensity slowly declining.

Source: www.evaexpress.com

http://evaexpress.com
http://evaexpress.com
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2010 2019 Notes

Revenue $2,001m $3,773m CAGR of 7.3%

EBIT $725m $1,371m CAGR of 7.3%

Gross margin 100% 100%

EBIT margin 36% 36%

Net margin 24% 27%

Basic shares out 361m 359m

Assets $5,226m $8,676m

Equity $1,402m $2,620m

Long-term debt $0 $796m Company was debt free until 
2018.

Intangible+Goodwill $483m $2,182 Company made a $1bn 
acquisition in 2019.

ROIC (EVA) 43% 51%

EVA Spread 35% 45%

Past 10-year performance metrics
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Industry observations

• Paychex controls 5% of the Payroll & 

Bookkeeping Services industry. Total industry 

revenue is $81.5bn. Table above shows key 

industry characteristics. 

• “The rising complexity of payroll and benefits 

payments and deductions has led businesses to 

increasingly outsource these functions to industry 

operators to ensure compliance. As the number 

of businesses in the United States has grown over 

the past five years, the industry's client base has 

expanded. Additionally, rising corporate profit 

during the current period has given more 

businesses the resources to afford outsourcing 

their payroll. With the unemployment rate 

declining, demand for industry services is 

expected to increase. This will help in generating 

higher revenue and a higher profit margin.” 

• “Industry revenue has risen at an annualized rate 

of 4.9% during the current period to reach $81.5 

billion, including an anticipated 4.1% boost in 

2019 alone. Over the five years to 2024, revenue 

for the industry is forecast to continue its upward 

trajectory, rising at an annualized rate of 2.3% to 

total $91.4 billion.” 

• Barriers of entry are low for the Payroll & 

Bookkeeping Services industry. Players require 

little capital to enter the market and begin 

operations. The largest barrier to entry are 

regulatory requirements. Companies need to 

have a thorough understanding of taxation and 

employee relations law.

Source: www.ibisworld.com

Source: www.ibisworld.com

http://www.ibisworld.com
http://www.ibisworld.com
http://www.ibisworld.com
http://www.ibisworld.com
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Qualitative observations

• Paychex specializes in serving small to medium 

sized businesses. Through the end of 2018, the 

company served 650,00 clients. This large and 

captive list of clients has given Paychex 

significant cost advantages making it possible to 

expand its product offering. Gaining a large 

client base is vital in order to scale by serving 

only small businesses. In this sense, Paychex is 

partly insulated from competitors in this niche 

segment. 

• Paychex’s clients are sticky. Once their system is 

embedded into a business’ operations, it is 

cumbersome to change payroll service 

providers. This creates Switching Costs for 

Paychex. 

• The company has increased customer lock-in 

over the years by providing a range of services 

like HR, Professional Employer Organization 

(PEO), 401k record-keeping services, and others. 

These deepen customer’s relationship with 

Paychex while increasing switching costs.

2009

2019

BV = $1,341

ROIC = 42%
IC/sh = $3.12

BV = $2,620

 ΣCash Returned = $6,610

ΣNOPAT = $6,990

ΣAcquisitions = ($1,646) ΣFCFE = $6,964

ΣBuybacks
=

$878

BV/sh = $3.71

BV/sh = $7.29

△BV = $1,279

△BV/sh = $3.58

 18 %

 87% 13%

Total (in $mm) = ̗BV + ΣCash Returned
Total (in $mm) = 1,279 + 6,610 = $7,889

$Per share = ̗BV/sh + Dividend/sh
Per share b= 3.58 + 15.9 = $19.48

Date: 15th August, 2019

All figures in USD millions, except per share

The Berkshire Cow - Measuring Economic-Value Creation

Rev/sh = $5.77
ROIC = 51%
IC/sh = $6.07

Rev/sh = $10.50

ΣDividends
=

$5,732

ΣGrowth Capex = $1,244

  9  %

Ticker: PAYX
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Σ̗in Non-Cash WC = ($603)

 24 %

ΣMaint. Capex = ΣD&A = $2,250

ΣChanges in Debt, Net = $796
+
ΣAfter-Tax Debt Service = ($158)
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$1 in BV per share grows to $ 6.25  in 
Economic-Value per share.

}
Economic-Value Creation
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Wide Moat Checklists

Competitive Strengths Does PAYX 
have it? Evidence

Product or service is needed or 
desired (and will continue to do 
so)

.
Services provided by Paychex are important for businesses.

Product is perceived by its 
customers to have no close 
substitute

 
Paychex is in a competitive market. In the niche segment of small 
businesses, Paychex is partially insulated. 

Product is not subject to price 
regulation . Paychex is not in a highly regulated market.

Strong barriers to entry Barriers to entry are low for the industry. Limited capital 
requirements to begin operations. Largest barrier to entry is 
regulatory requirements. 

Paychex is partly insulated from competition in its niche segment 
of serving small businesses. This is because a large number of 
clients are needed in order to scale. “In order to succeed in this 
segment, one must invest in a large customer service apparatus. 
Thus, it does require a large initial fixed investment.” (Source: 
Morningstar)

Loyal customers

.

Customers experience high Switching Costs with Paychex. 
Cumbersome to change service providers once embedded into 
business operations. Paychex consistently makes efforts to deepen 
customer relations by adding more services to their product 
offering.

Low risk of technological 
obsolescence . IBIS ranks technological change as Medium. Paychex must keep 

reinvesting in better technology and smarter software.

Abundant growth possibilities

.

Reports say growth in Payroll Services has plateaued. In response, 
Paychex has entered into the HR services market, amongst others, 
which comparatively are expected to grow much faster. 
More evidence is required.

Limited capital requirements . Paychex is a Capital-Light compounder.

Significant and growing free 
cash flows (and EVAs) . A deeper understanding of industry growth drivers, Paychex’s 

competitors and overall competitive landscape is required.


