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Pa®d ERM Process

Initial Process
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Strategic Assessment

Par Pharmaceutical Strategic Risk Assessment

RISK INDUSTRY LIKELIHOOD SEVERITY HET RISK RATING|Linkage to Tactical Risk|FPERSONS RESPONSIBLE
INHERENT RISK Assessment
RATING

1 High 1 g Loy
2 High 3} 5 medium
3 High 3 7 medium
4 Loy 7 8
6 Medium 7 9

9 3 Medium

INDUSTRY INHERENT RISK BATING - Inherent Risk within the industry without considering existing controls.

Low
Medium
High

LIKELIHOOD
Rare (1-2)

Unlikely (3-4)
Fossible (5-6)
Likely (7-8)

Wery Likely (9-100

SEVERITY
Insignificant (1-2)

hinar (3-4)
hoderate (5-6)
Major (7-8)

Extrerna (3-10)

There is an unlikely or minimal risk of a regulatory observation aor a minimal financial impact.

There is a possible risk of a regulatory observation or an adverse financial impact.
A risk that can result in & significant regulatory sanction or a significant financial impact.

THE RISK
Megligible probability of impact in the next 12-24 manths

Lo probability of impact in the next 12-24 months
Mediurm probability of impact in the next 12-24 months
High probability of impact in the next 12-24 months
“Yery high probability of impact in the next 12-24 months

THE RISK MAY HAVE
Almost no financial implications

Iinimal impact on financial performance
Significant impact on financial performance
Substantial impact on financial performance requiring multiyear recovery

Significant impact on corporate solvency
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ERM Lessons Learned

A ERM means different things to different people i If you
ask 10 people what ERM is you will get 10 different
answers

A Keep the process as simple as possible i At Par ERM is a
process to assess and manage business risks within
the organization

A Focus on the benefits
A Inventory of risks and a process to assess and manage risks
A Focus areas for management
A Awareness for Board and Management
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ERM Lessons Learned

A Board Reporting i High Level Summary and provide
commentary on what the company is doing to mitigate the
risk

A Executive management support and ownership by senior
management

A Link to objective setting process
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Board Summary

BOARD SUMMARY
2012 TOP RISKS---- THEMES/ CATEGORIES WITH MONITORING ACTIVITIES
Note: This document reflects what Management believes to be the Top Risks that the Company may face in 2012 and shousihigeofoc This does not mean this is a problem
within the Company or a risk because of an existing problem.

THEME / CATEGORY PROCESS & CONTROL ACTIVITIES WHERE / HOW COMMUNICATED MONITORING ACTIVITY
Acquisition Integration Risks i XX 1 XXX 1 XXX 1 XXX
XXX Lii XXX 1 XXX 1 XXX

Lii XXX 1 XXX 1 XXX

Lii XXX 1 XXX

1 XXX
Compliance Risksi XXX 1 XXX 1 XXX i XXX
XXX Lii XXX 1 XXX 1 XXX
XXX Lii XXX 1 XXX 1 XXX
Third Party Risks i XX 1 XXX 1 XXX [] XXX
XXX 1 XXX 1 XXX 1 XXX
9 XXX Al XXX Al XXX
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Paychex Profile

A Provider of comprehensive payroll, human resource, and
benefits outsourcing solutions for small to medium sized
businesses

A Approximately 564,000 clients
w More than 100 offices nationwide

WCAAOlIfT HAMMY wS@SydzS 2F bPH
billion, net income of $0.5 hillion
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Board & Executive Engagement

ANNUAL
S 0 O

Company Strategy

We are focused on achieving strong, long- PAYCHEX 24 1
term financial performance byé 1 Bilion America’s
Total Revenue Y Businesslis
& Our Business

The CEQ's message
to shareholders

Paychex ' 564,000
2011 Form : Clients

Netionwide

Our future results of operations are subject to a
number of risks and uncertainties. These risks and
uncertainties could cause actual results to differ | 10-K Item
materially from historical and current results and 1A. Risk
from our projectionsé A Factors

Corporate Governance
€ lead the Board, particularly as it focuses on strategic risks and opportunities facing

Paychex N the Company.

2011 Proxy

Statement One of the functions of the Board is oversight of risks inherent in the operation of the
: Company s business. The Board fulfills this function through reports from officers for
oversight of particular risks within the Company, through legal review of the
Company s strategic plan, and through delegation of certain risk oversight
functionsé

Risk Oversight

© 2012 Paychex, Inc. All rights reserved.
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Establishing Context

Setting strategy, objectives,
tone, policies, risk appetite
and accountabilities;
monitoring performance.

Identifying and
assessing risks that may
affect the ability to achieve
objectives; determining risk
response strategies and control
activities.

Enterprise Risk
Management

COmpllanCe Operating in -

accordance with objectives;
ensuring adherence to laws and
regulations, internal policies and
procedures, and stakeholder

commitments.

Extended Enterprise & Value Chain

© 2012 Paychex, Inc. All rights reserved.
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The Case for Effective ERM

The risk management processes of corporations are under increasing regulatory and private stheiegcalating regulatoryeind, both
domestically and internationally, combined with an exxanging risk landscape is pointing to the compelling need to demoesiraiable ERM
framework is in place for managing risks, especially for publically traded companies.

/11 Terrorist Attacks
AUS Anthrax Attacks

ZAENRON Bankruptcy

ArYCO, Adelphia and

Worldcom Financial Fraud

MNortheast Power Blackout

Risk Events

N
m°°\;

ASarbanegOxley Act

ACasualty Actuarial Society
ERM

Andian Ocean Earthquake
(Indonesia)

Murricane Katrina

AP Deepwater Horizon Oil
Spill

ASubprime Mortgage Crisis

ATJ Maxx Data Breach

100“""001

ACOSO ERM Integrated
Framework

AS/NZS 4036 Standard

MRevised Turnbull Guidance
(UK)

Masel II

AStone V. Ritter (Director
Liability)

Evolving TrendSxiws riswatriy voae
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for ERM

AUS Recession
AGM Bankruptcy

Avolcanic Ash Cloud
(Iceland)

Meartland Payment
Systems Data Breach

Aroyota Recall

2008-2009

A conomic Stimulus Act

ASO 31000 Risk
Management Principles
and Guidelines

Aamerican Recovery and
Reinvestment Act

Astandard & Poors
Corporate Credit Ratings

MAITECH Act

American Reinvestment
and Recovery Act

Acair Pay Act

Acarthquake, Tsunami and
Nuclear Disaster (Japan)

Asony Playstation Data
Breach

AIP Morgan Chase
Trading Loss

2010-Present

ANYSE Corporate
Governance Rules

ASECURITIES And EXCHANGE
COMMISSION RULE-9389

Modd-Frank Wall Street
Reform And Consumer
Protection Act

AIRE Act

Adealthcare Reform

AAA Practice Advisory 201D
APPF Standards 2042011

MBasel Il

PAYCHEX



