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Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions:

¨ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

¨ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

¨ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

¨ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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ITEM 2.02 RESULTS OF OPERATIONS AND FINANCIAL CONDITION

On August 24, 2006, Patterson Companies, Inc. issued a press release announcing its financial results for the first quarter of fiscal year 2007
ended July 29, 2006. A copy of the press release is furnished as Exhibit 99 to this Current Report on Form 8-K and is incorporated by reference
herein.

ITEM 9.01 FINANCIAL STATEMENTS AND EXHIBITS

(c) EXHIBITS

99 Press release of Patterson Companies, Inc. dated August 24, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

PATTERSON COMPANIES, INC.

Date: August 24, 2006 By: /s/ R. Stephen Armstrong
R. Stephen Armstrong
Executive Vice President, Treasurer and Chief

    Financial Officer
(Principal Financial Officer and Principal

Accounting Officer)
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EXHIBIT INDEX

Exhibit
Number Description
99 Press release of Patterson Companies, Inc., dated August 24, 2006.
ding-top:2px;padding-bottom:2px;padding-right:2px;">

/s/ Richard G. Rawson

President and Director
Richard G. Rawson

/s/ Douglas S. Sharp

Senior Vice President of Finance
Douglas S. Sharp

Chief Financial Officer and Treasurer

(Principal Financial Officer)

*

Director
Michael W. Brown

*

Director
Peter A. Feld
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*

Director
Eli Jones

*

Director
Carol R. Kaufman

*

Director
Michelle McKenna-Doyle

*

Director
Norman R. Sorensen
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/s/ Austin P. Young

Director
Austin P. Young

*By: /s/ Daniel D. Herink

Daniel D. Herink, attorney-in-fact

- 55 -
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Insperity, Inc.

We have audited the accompanying Consolidated Balance Sheets of Insperity, Inc. as of December 31, 2015 and 2014,
and the related Consolidated Statements of Operations, Comprehensive Income, Stockholders’ Equity and Cash Flows
for each of the three years in the period ended December 31, 2015. 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
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(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 audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Insperity, Inc. at December 31, 2015 and 2014, and the consolidated results of its operations and
its cash flows for each of the three years in the period ended December 31, 2015, in conformity with U.S. generally
accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Insperity, Inc.’s internal control over financial reporting as of December 31, 2015, based on criteria established
in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (2013 framework) and our report dated February 12, 2016 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Houston, Texas
February 12, 2016 
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MANAGEMENT’S REPORT ON INTERNAL CONTROL

The Company has assessed the effectiveness of its internal control over financial reporting as of December 31, 2015,
based on criteria established in Internal Control – Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSO”) (2013 framework).  The Company’s management is responsible
for establishing and maintaining adequate internal controls over financial reporting.  The effectiveness of the
Company’s internal control over financial reporting as of December 31, 2015 has been audited by the Company’s
independent registered public accounting firm, as stated in their report that is included herein.

Internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles.  Internal control over financial reporting includes those policies and procedures that:
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.  Because of the inherent limitations, internal control over financial reporting may not prevent or detect
misstatements.  Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
and procedures may deteriorate.

The Company’s assessment of the effectiveness of its internal control over financial reporting included testing and
evaluating the design and operating effectiveness of its internal controls.  In management’s opinion, the Company has
maintained effective internal control over financial reporting as of December 31, 2015, based on criteria established in
the COSO 2013 framework.

/s/ Paul J. Sarvadi /s/ Douglas S. Sharp
Paul J. Sarvadi Douglas S. Sharp
Chairman of the Board and Senior Vice President of Finance
Chief Executive Officer Chief Financial Officer and Treasurer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Insperity, Inc.

We have audited Insperity, Inc.’s internal control over financial reporting as of December 31, 2015, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (2013 framework) (the COSO criteria). Insperity, Inc.’s management is responsible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting included in the accompanying Management’s Report on Internal Control. Our
responsibility is to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Insperity, Inc. maintained, in all material respects, effective internal control over financial reporting as
of December 31, 2015, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Consolidated Balance Sheets of Insperity, Inc. as of December 31, 2015 and 2014, and the related
Consolidated Statements of Operations, Comprehensive Income, Stockholders’ Equity and Cash Flows for each of the
three years in the period ended December 31, 2015 of Insperity, Inc. and our report dated February 12, 2016 expressed
an unqualified opinion thereon.

/s/ Ernst & Young LLP
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Houston, Texas
February 12, 2016 
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INSPERITY, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)

ASSETS

December 31,
2015

December 31,
2014

Current assets:
Cash and cash equivalents $269,538 $276,456
Restricted cash 37,418 44,040
Marketable securities 9,875 28,631
Accounts receivable, net:
Trade 7,691 12,010
Unbilled 190,715 160,154
Other 2,259 2,952
Prepaid insurance 7,417 21,301
Other current assets 17,135 17,649
Total current assets 542,048 563,193

Property and equipment:
Land 5,214 5,214
Buildings and improvements 70,273 70,471
Computer hardware and software 90,654 89,204
Software development costs 45,762 41,314
Furniture, fixtures and other 39,919 38,604
Aircraft — 35,879

251,822 280,686
Accumulated depreciation and amortization (190,063 ) (196,341 )
Total property and equipment, net 61,759 84,345

Other assets:
Prepaid health insurance 9,000 9,000
Deposits – health insurance 3,700 3,700
Deposits – workers’ compensation 136,462 113,934
Goodwill and other intangible assets, net 13,588 14,457
Deferred income taxes, net 16,976 2,241
Other assets 1,379 1,725
Total other assets 181,105 145,057
Total assets $784,912 $792,595

F-5
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INSPERITY, INC.
CONSOLIDATED BALANCE SHEETS (Continued)
(in thousands)

LIABILITIES AND STOCKHOLDERS’ EQUITY

December 31,
2015

December 31,
2014

Current liabilities:
Accounts payable $5,381 $4,674
Payroll taxes and other payroll deductions payable 205,393 176,341
Accrued worksite employee payroll cost 161,917 192,396
Accrued health insurance costs 13,643 18,329
Accrued workers’ compensation costs 39,053 45,592
Accrued corporate payroll and commissions 39,103 32,644
Other accrued liabilities 20,250 22,444
Income tax payable 2,971 4,031
Total current liabilities 487,711 496,451

Noncurrent liabilities:
Accrued workers’ compensation costs 124,746 92,048
Total noncurrent liabilities 124,746 92,048

Commitments and contingencies

Stockholders’ equity:
Preferred stock, par value $0.01 per share:
Shares authorized – 20,000
Shares issued and outstanding – none — —
Common stock, par value $0.01 per share:
Shares authorized – 60,000
Shares issued  – 30,758 at December 31, 2015 and 2014 308 308
Additional paid-in capital 144,701 137,769
Treasury stock, at cost  – 6,493 and 5,425 at December 31, 2015 and 2014,
respectively (205,325 ) (148,465 )

Accumulated other comprehensive income, net of tax — 3
Retained earnings 232,771 214,481
Total stockholders’ equity 172,455 204,096
Total liabilities and stockholders’ equity $784,912 $792,595

See accompanying notes.
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INSPERITY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Year ended December 31,
2015 2014 2013

Revenues (gross billings of $15.806 billion, $14.187 billion and $13.462
billion,
less worksite employee payroll cost of $13.202 billion, $11.829 billion
and $11.206 billion, respectively)

$2,603,614 $2,357,788 $2,256,112

Direct costs:
Payroll taxes, benefits and workers’ compensation costs 2,165,747 1,953,983 1,862,861
Gross profit 437,867 403,805 393,251

Operating expenses:
Salaries, wages and payroll taxes 211,060 200,118 181,444
Stock-based compensation 13,345 11,053 11,103
Commissions 18,479 15,285 14,581
Advertising 15,980 20,084 21,508
General and administrative expenses 84,259 84,717 83,986
Impairment charges and other 10,480 3,687 3,342
Depreciation and amortization 18,565 21,387 21,064

372,168 356,331 337,028
Operating income 65,699 47,474 56,223

Other income (expense):
Interest, net 33 106 158
Other, net (113 ) 47 (2,649 )

Income before income tax expense 65,619 47,627 53,732

Income tax expense 26,229 19,623 21,700

Net income $39,390 $28,004 $32,032

Less distributed and undistributed earnings allocated to participating
securities (981 ) (2,002 ) (916 )

Net income allocated to common shares $38,409 $26,002 $31,116

Basic net income per share of common stock $1.58 $1.05 $1.25

Diluted net income per share of common stock $1.58 $1.05 $1.25

See accompanying notes.
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INSPERITY, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

Year ended December 31,
2015 2014 2013

Net income $39,390 $28,004 $32,032

Other comprehensive income:

Unrealized gain (loss) on available-for-sale securities, net of tax (3 ) (26 ) 13

Comprehensive income $39,387 $27,978 $32,045

See accompanying notes.
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INSPERITY, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands)

Common Stock
Issued Additional

Paid-In
Capital

Treasury
Stock

Accumulated
Other
Comprehensive
Income
(Loss)

Retained
EarningsShares Amount Total

Balance at December 31, 2012 30,758 $308 $133,207 $(133,950) $ 16 $241,324 $240,905
Purchase of treasury stock, at cost — — — (17,229 ) — — (17,229 )
Exercise of stock options — — (790 ) 2,238 — — 1,448
Income tax benefit from
stock-based compensation, net — — 1,259 — — — 1,259

Stock-based compensation
expense — — 1,798 9,305 — — 11,103

Other — — 179 948 — — 1,127
Dividends paid — — — — — (17,386 ) (17,386 )
Unrealized gain on marketable
securities, net of tax — — — — 13 — 13

Net income — — — — — 32,032 32,032
Balance at December 31, 2013 30,758 $308 $135,653 $(138,688) $ 29 $255,970 $253,272
Purchase of treasury stock, at cost — — — (20,769 ) — — (20,769 )
Exercise of stock options — — (180 ) 459 — — 279
Income tax benefit from
stock-based compensation, net — — 488 — — — 488

Stock-based compensation
expense — — 1,592 9,461 — — 11,053

Other — — 216 1,072 — — 1,288
Dividends paid — — — — — (69,493 ) (69,493 )
Unrealized loss on marketable
securities, net of tax — — — — (26 ) — (26 )

Net income — — — — — 28,004 28,004
Balance at December 31, 2014 30,758 $308 $137,769 $(148,465) $ 3 $214,481 $204,096
Purchase of treasury stock, at cost — — — (67,113 ) — — (67,113 )
Exercise of stock options — — (3 ) 377 — — 374
Income tax benefit from
stock-based compensation, net — — 2,216 — — — 2,216

Stock-based compensation
expense — — 4,239 9,053 — 53 13,345

Other — — 480 823 — — 1,303
Dividends paid — — — — — (21,153 ) (21,153 )
Unrealized loss on marketable
securities, net of tax — — — — (3 ) — (3 )

Net income — — — — — 39,390 39,390
Balance at December 31, 2015 30,758 $308 $144,701 $(205,325) $ — $232,771 $172,455
See accompanying notes.
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INSPERITY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year ended December 31,
2015 2014 2013

Cash flows from operating activities:
Net income $39,390 $28,004 $32,032
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization 18,565 21,387 21,064
Impairment charges and other 10,480 3,687 6,021
Amortization of marketable securities 836 1,891 2,119
Stock-based compensation 13,345 11,053 11,103
Deferred income taxes (14,733 ) (1,733 ) (2,288 )
Changes in operating assets and liabilities:
Restricted cash 6,622 7,888 (4,779 )
Accounts receivable (25,549 ) 34,893 (19,623 )
Prepaid insurance 13,884 (10,663 ) 4,982
Other current assets 514 (5,596 ) (2,402 )
Other assets (22,069 ) (32,013 ) (18,091 )
Accounts payable 707 1,996 (982 )
Payroll taxes and other payroll deductions payable 29,052 10,737 (12,930 )
Accrued worksite employee payroll expense (30,479 ) 18,595 23,731
Accrued health insurance costs (4,686 ) 13,226 (8,839 )
Accrued workers’ compensation costs 26,159 15,805 7,815
Accrued corporate payroll, commissions and other accrued liabilities 4,105 18,517 556
Income taxes payable/receivable (1,060 ) 4,039 (4,825 )
Total adjustments 25,693 113,709 2,632
Net cash provided by operating activities 65,083 141,713 34,664
Cash flows from investing activities:
Marketable securities:
Purchases (10,558 ) (69,578 ) (54,756 )
Proceeds from maturities 10,593 28,494 15,201
Proceeds from dispositions 17,869 56,880 8,026
Property and equipment:
Purchases (17,844 ) (19,124 ) (11,562 )
Proceeds from sale of aircraft 12,159 — —
Proceeds from dispositions 153 122 57
Net cash provided by (used in) investing activities 12,372 (3,206 ) (43,034 )
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INSPERITY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(in thousands)

Year ended December 31,
2015 2014 2013

Cash flows from financing activities:
Purchase of treasury stock $(67,113 ) $(20,769 ) $(17,229 )
Dividends paid (21,153 ) (69,493 ) (17,386 )
Proceeds from the exercise of stock options 374 279 1,448
Income tax benefit from stock-based compensation 2,216 889 1,621
Other 1,303 1,288 1,127
Net cash used in financing activities (84,373 ) (87,806 ) (30,419 )

Net increase (decrease) in cash and cash equivalents (6,918 ) 50,701 (38,789 )
Cash and cash equivalents at beginning of year 276,456 225,755 264,544
Cash and cash equivalents at end of year $269,538 $276,456 $225,755

Supplemental disclosures:
Cash paid for income taxes, net $39,806 $16,429 $27,191

See accompanying notes.
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INSPERITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 

1. Accounting Policies

Description of Business

Insperity, Inc. (“Insperity” or “we”, “our”, and “us”) provides an array of human resources (“HR”) and business solutions
designed to help improve business performance.  Since our formation in 1986, we have evolved from being solely a
professional employer organization (“PEO”), an industry we pioneered, to our current position as a comprehensive
business performance solutions provider. We were organized as a corporation in 1986 and have provided PEO
services since inception.

Our most comprehensive HR services offerings are provided through our Workforce Optimization® and Workforce
SynchronizationTM solutions (together, our “PEO HR Outsourcing solutions”), which encompass a broad range of
human resources functions, including payroll and employment administration, employee benefits, workers’
compensation, government compliance, performance management, and training and development services, along with
our cloud-based human capital management platform, the Employee Service CenterSM (“ESC”).

In addition to our PEO HR Outsourcing solutions, we offer a number of other business performance solutions,
including Human Capital Management, Payroll Services, Time and Attendance, Performance Management,
Organizational Planning, Recruiting Services, Employment Screening, Financial and Expense Management services,
Retirement Services and Insurance Services, many of which are offered via desktop applications and cloud-based
delivery models.  These other products and services are offered separately, as a bundle, or along with our PEO HR
Outsourcing solutions.

We provide our PEO HR Outsourcing solutions by entering into a co-employment relationship with our clients, under
which Insperity and its clients each take responsibility for certain portions of the employer-employee relationship.
Insperity and its clients designate each party’s responsibilities through its Client Service Agreement (“CSA”), under
which Insperity becomes the employer of the employees who work at the client’s location (“worksite employees”) for
most administrative and regulatory purposes.

As a co-employer of its worksite employees, we assume many of the rights and obligations associated with being an
employer.  We enter into an employment agreement with each worksite employee, thereby maintaining a variety of
employer rights, including the right to hire or terminate employees, the right to evaluate employee qualifications or
performance, and the right to establish employee compensation levels.  Typically, Insperity only exercises these rights
in consultation with its clients or when necessary to ensure regulatory compliance.  The responsibilities associated
with our role as employer include the following obligations with regard to our worksite employees: (i) to compensate
its worksite employees through wages and salaries; (ii) to pay the employer portion of payroll-related taxes; (iii) to
withhold and remit (where applicable) the employee portion of payroll-related taxes; (iv) to provide employee benefit
programs; and (v) to provide workers’ compensation insurance coverage.

In addition to our assumption of employer status for our worksite employees, our PEO HR Outsourcing solutions also
include other human resources functions for our clients to support the effective and efficient use of personnel in their
business operations.  To provide these functions, we maintain a significant staff of professionals trained in a wide
variety of human resources functions, including employee training, employee recruiting, employee performance
management, employee compensation and employer liability management.  These professionals interact and consult
with clients on a daily basis to help identify each client’s service requirements and to ensure that we are providing
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appropriate and timely personnel management services.

Revenue and Direct Cost Recognition

We account for our PEO HR Outsourcing solutions revenues in accordance with Accounting Standards Codification
(“ASC”) 605-45, Revenue Recognition, Principal Agent Considerations.  Our PEO HR Outsourcing solutions revenues
are primarily derived from our gross billings, which are based on (i) the payroll cost of its worksite employees; and
(ii) a markup computed as a percentage of the payroll cost.  The gross billings are invoiced concurrently with each
periodic payroll of its worksite employees.  Revenues, which exclude the payroll cost component of gross billings and
therefore consist solely of markup, are recognized ratably over the payroll period as worksite employees perform their
service at the client worksite.
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Revenues that have been recognized but not invoiced are included in unbilled accounts receivable on our Consolidated
Balance Sheets.

In determining the pricing of the markup component of our gross billings, we take into consideration our estimates of
the costs directly associated with our worksite employees, including payroll taxes, benefits and workers’ compensation
costs, plus an acceptable gross profit margin.  As a result, our operating results are significantly impacted by our
ability to accurately estimate, control and manage our direct costs relative to the revenues derived from the markup
component of our gross billings.

Consistent with our revenue recognition policy, our direct costs do not include the payroll cost of our worksite
employees.  Our direct costs associated with our revenue generating activities are primarily comprised of all other
costs related to our worksite employees, such as the employer portion of payroll-related taxes, employee benefit plan
premiums and workers’ compensation insurance costs.

Segment Reporting

We operate one reportable segment under ASC 280, Segment Reporting.

Principles of Consolidation

The Consolidated Financial Statements include the accounts of Insperity, Inc. and its wholly owned subsidiaries.
Intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with United States Generally Accepted Accounting Principles
requires management to make estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Actual results could differ from those estimates.

Concentrations of Credit Risk

Financial instruments that could potentially subject us to concentration of credit risk include accounts receivable and
marketable securities.

Cash, Cash Equivalents and Marketable Securities

We invest our excess cash in federal government and municipal-based money market funds and debt instruments of
U.S. municipalities.  All highly liquid investments with stated maturities of three months or less from date of purchase
are classified as cash equivalents.  Liquid investments with stated maturities of greater than three months are classified
as marketable securities in current assets.

We account for marketable securities in accordance with ASC 320, Investments – Debt and Equity Securities. We
determine the appropriate classification of all marketable securities as held-to-maturity, available-for-sale or trading at
the time of purchase, and re-evaluate such classification as of each balance sheet date.  At December 31, 2015 and
2014, all of our investments in marketable securities were classified as available-for-sale, and as a result, were
reported at fair value. Unrealized gains and losses are reported as a component of accumulated other comprehensive
income (loss) in stockholders’ equity.  The amortized cost of debt securities is adjusted for amortization of premiums
and accretion of discounts from the date of purchase to maturity.  Such amortization is included in interest income as
an addition to or deduction from the coupon interest earned on the investments.  We use the specific identification
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method of determining the cost basis in computing realized gains and losses on the sale of our available-for-sale
securities. Realized gains and losses are included in other income.

Fair Value of Financial Instruments

The carrying amounts of cash, cash equivalents, accounts receivable and accounts payable approximate their fair
values due to the short-term maturities of these instruments.
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Property and Equipment

Property and equipment are recorded at cost and are depreciated over the estimated useful lives of the related assets
using the straight-line method.  The estimated useful lives of property and equipment for purposes of computing
depreciation are as follows:

Buildings and improvements 5-30 years
Computer hardware and software 2-5 years
Software development costs 3-5 years
Furniture, fixtures and other 5-7 years
Aircraft 15-20 years

Software development costs relate primarily to software coding, system interfaces and testing of our proprietary
professional employer information systems and are accounted for in accordance with ASC 350-40, Internal Use
Software. Capitalized software development costs are amortized using the straight-line method over the estimated
useful lives of the software, generally three years.  We recognized $3.3 million, $4.1 million and $3.6 million in
amortization of capitalized computer software costs in 2015, 2014 and 2013, respectively.  Unamortized software
development costs were $7.1 million and $6.0 million in 2015 and 2014, respectively.

We account for our software products in accordance with ASC 985-20, Costs of Software to be Sold. This Topic
establishes standards of financial accounting and reporting for the costs of computer software to be sold, leased, or
otherwise marketed as a separate product or as part of a product or process, whether internally developed and
produced or purchased.

We periodically evaluate our long-lived assets for impairment in accordance with ASC 360-10, Property, Plant, and
Equipment.  ASC 360-10 requires that an impairment loss be recognized for assets to be disposed of or held-for-use
when the carrying amount of an asset is deemed to not be recoverable.  If events or circumstances were to indicate that
any of our long-lived assets might be impaired, we would assess recoverability based on the estimated undiscounted
future cash flows to be generated from the applicable asset.  In addition, we may record an impairment loss to the
extent that the carrying value of the asset exceeded the fair value of the asset.  Fair value is generally determined using
an estimate of discounted future net cash flows from operating activities or upon disposal of the asset. Due to a change
in office consolidation plans, we recorded a $1.2 million non-cash charge related to office design fees in 2014.

Goodwill and Other Intangible Assets

Our purchased intangible assets are carried at cost less accumulated amortization.  Amortization is computed over the
estimated useful lives of the respective assets, ranging from three to 10 years.

Our goodwill and intangible assets are subject to the provisions of ASC 350, Intangibles – Goodwill and Other.
Accordingly, we perform our annual goodwill impairment testing as of December 31st of each calendar year or earlier
if indicators of impairment exist on an interim basis. Step one of the impairment testing involves a comparison of the
estimated fair value of a reporting unit to the related carrying value.  Fair value is estimated using a discounted cash
flow model.  If the estimated fair value is less than its related carrying value, step two of the goodwill impairment test
is completed, which involves allocating the estimated fair value of the reporting unit to individual assets and
liabilities.  If the carrying value of goodwill is greater than the estimated fair value, an impairment exists, which
results in a write-down of the goodwill to the estimated fair value. Furthermore, ASC 350 requires purchased
intangible assets other than goodwill to be amortized over their useful lives unless these lives are determined to be
indefinite.  Please read Note 5, “Goodwill and Other Intangible Assets,” for additional information.
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Health Insurance Costs

We provide group health insurance coverage to our worksite employees through a national network of carriers
including UnitedHealthcare (“United”), UnitedHealthcare of California, Kaiser Permanente, Blue Shield of California,
HMSA BlueCross BlueShield and Tufts, all of which provide fully insured policies or service contracts. In 2015, we
terminated our relationship with Unity Health Plan.

The policy with United provides the majority of our health insurance coverage. As a result of certain contractual
terms, we have accounted for this plan since its inception using a partially self-funded insurance accounting model.
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Accordingly, we record the cost of the United portion of the plan, including an estimate of the incurred claims, taxes
and administrative fees (collectively the “Plan Costs”) as benefits expense in the Consolidated Statements of Operations.
The estimated incurred claims are based upon: (i) the level of claims processed during each quarter; (ii) estimated
completion rates based upon recent claim development patterns under the plan; and (iii) the number of participants in
the plan, including both active and COBRA enrollees. Each reporting period, changes in the estimated ultimate costs
resulting from claim trends, plan design and migration, participant demographics and other factors are incorporated
into the benefits costs.

Additionally, since the plan’s inception, under the terms of the contract, United establishes cash funding rates 90 days
in advance of the beginning of a reporting quarter. If the Plan Costs for a reporting quarter are greater than the
premiums paid and owed to United, a deficit in the plan would be incurred and a liability for the excess costs would be
accrued in our Consolidated Balance Sheets. On the other hand, if the Plan Costs for the reporting quarter are less than
the premiums paid and owed to United, a surplus in the plan would be incurred and we would record an asset for the
excess premiums in our Consolidated Balance Sheets. The terms of the arrangement require us to maintain an
accumulated cash surplus in the plan of $9.0 million, which is reported as long-term prepaid insurance. In addition,
United requires a deposit equal to approximately one day of claims funding activity, which was $3.5 million as of
December 31, 2015, and is reported as a long-term asset. As of December 31, 2015, Plan Costs were less than the net
premiums paid and owed to United by $2.2 million. As this amount is less than the agreed-upon $9.0 million surplus
maintenance level, the $6.8 million difference is included in accrued health insurance costs, a current liability, in our
Consolidated Balance Sheets. In addition, the premiums owed to United at December 31, 2015, were $3.1 million,
which is also included in accrued health insurance costs, a current liability in our Consolidated Balance Sheets.

Workers’ Compensation Costs

Our workers’ compensation coverage has been provided through an arrangement with the ACE Group of Companies
(“the ACE Program”) since 2007. The ACE Program is fully insured in that ACE has the responsibility to pay all claims
incurred regardless of whether we satisfy our responsibilities. Under the ACE Program, we bear the economic burden
for the first $1 million layer of claims per occurrence, and effective October 1, 2010, we also bear the economic
burden for a maximum aggregate amount of $5 million per policy year for claim amounts that exceed the first $1
million. ACE bears the economic burden for all claims in excess of these levels.

Because we bear the economic burden for claims up to the levels noted above, such claims, which are the primary
component of our workers’ compensation costs, are recorded in the period incurred.  Workers’ compensation insurance
includes ongoing health care and indemnity coverage whereby claims are paid over numerous years following the date
of injury.  Accordingly, the accrual of related incurred costs in each reporting period includes estimates, which take
into account the ongoing development of claims and therefore requires a significant level of judgment.

We employ a third party actuary to estimate our loss development rate, which is primarily based upon the nature of
worksite employees’ job responsibilities, the location of worksite employees, the historical frequency and severity of
workers compensation claims, and an estimate of future cost trends. Each reporting period, changes in the actuarial
assumptions resulting from changes in actual claims experience and other trends are incorporated into our workers’
compensation claims cost estimates. During the years ended December 31, 2015 and 2014, we reduced accrued
workers’ compensation costs by $1.3 million and $2.9 million, respectively, for changes in estimated losses related to
prior reporting periods. Workers’ compensation cost estimates are discounted to present value at a rate based upon the
U.S. Treasury rates that correspond with the weighted average estimated claim payout period (the average discount
rate utilized in both 2015 and 2014 was 1.0%) and are accreted over the estimated claim payment period and included
as a component of direct costs in our Consolidated Statements of Operations.
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The following table provides the activity and balances related to incurred but not reported workers’ compensation
claims:

Year ended December 31,
2015 2014
(in thousands)

Beginning balance $136,088 $120,833
Accrued claims 67,559 55,971
Present value discount (3,095 ) (1,998 )
Paid claims (38,368 ) (38,718 )
Ending balance $162,184 $136,088

Current portion of accrued claims $37,438 $44,040
Long-term portion of accrued claims 124,746 92,048

$162,184 $136,088

The current portion of accrued workers’ compensation costs at December 31, 2015 and 2014 includes $1.6 million of
workers’ compensation administrative fees in both periods.

As of December 31, the undiscounted accrued workers’ compensation costs were $172.3 million in 2015 and $145.8
million in 2014.

At the beginning of each policy period, the insurance carrier establishes monthly funding requirements comprised of
premium costs and funds to be set aside for payment of future claims (“claim funds”).  The level of claim funds is
primarily based upon anticipated worksite employee payroll levels and expected workers’ compensation loss rates, as
determined by the insurance carrier.  Monies funded into the program for incurred claims expected to be paid within
one year are recorded as restricted cash, a short-term asset, while the remainder of claim funds are included in
deposits, a long-term asset in our Consolidated Balance Sheets.  In 2015, we received $5.3 million for the return of
excess claim funds related to the workers’ compensation program, which decreased deposits.  As of December 31,
2015, we had restricted cash of $37.4 million and deposits of $136.5 million.

Our estimate of incurred claim costs expected to be paid within one year is included in short-term liabilities, while our
estimate of incurred claim costs expected to be paid beyond one year are included in long-term liabilities on our
Consolidated Balance Sheets.

Stock-Based Compensation

At December 31, 2015, we have two stock-based employee compensation plans under which we may issue awards.
We account for these plans under the recognition and measurement principles of ASC 718, Compensation – Stock
Compensation, which requires all share-based payments to employees, including grants of employee stock options, to
be recognized in the income statement based on their fair values.

We generally make annual grants of restricted and unrestricted stock under our stock-based incentive compensation
plans to our directors, officers and other management. Restricted stock grants to officers and other management vest
over three to five years from the date of grant. Restricted stock grants issued to directors upon their initial appointment
to the board are one-third vested on each anniversary of the grant date. Annual stock grants issued to directors are
100% vested on the grant date. Shares of restricted stock are based on fair value on date of grant and the associated
expense, net of estimated forfeitures, is recognized over the vesting period.
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In 2015, we adopted the Insperity Long-Term Incentive Program (the “LTIP”). The LTIP provides for performance
based long-term compensation awards in the form of performance units to certain employees based on the
achievement of pre-established performance goals. Each performance unit represents the right to receive one common
share at a future date based on our performance against certain targets. Performance units have a vesting schedule of
three years. The fair value of each performance unit is the market price of our common stock on the date of grant. The
compensation expense for such awards is recognized on a straight line basis over the vesting term. Over the
performance period the number of shares expected to be issued is adjusted upward or downward based on the
probability of achievement of the performance target.
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Company-Sponsored 401(k) Retirement Plans

Under our 401(k) retirement plan for corporate employees (the “Corporate Plan”), we matched 50% of eligible corporate
employees’ contributions, up to 6% of the employees’ eligible compensation in 2015, 2014 and 2013. Under our
separate 401(k) retirement plan for worksite employees (the “Worksite Employee Plan”), the match percentage for
worksite employees ranges from 0% to 6%, as determined by each client company.  Matching contributions under the
Corporate Plan and the Worksite Employee Plan are immediately vested.  During 2015, 2014 and 2013, we made
matching contributions to the Corporate and Worksite Employee Plans of $98.7 million, $81.5 million and $74.7
million, respectively.  Of these contributions, $95.3 million, $78.4 million and $71.7 million were made under the
Worksite Employee Plan on behalf of worksite employees.  The remainder represents matching contributions made
under the Corporate Plan on behalf of corporate employees.

Advertising

We expense all advertising costs as incurred.

Income Taxes

We use the liability method in accounting for income taxes.  Under this method, deferred tax assets and liabilities are
determined based on differences between financial reporting and income tax carrying amounts of assets and liabilities
and are measured using the enacted tax rates and laws in effect when the differences are expected to reverse.

Reclassifications

Certain prior year amounts have been reclassified to conform to the 2015 presentation.

New Accounting Pronouncements

We believe that we have implemented the accounting pronouncements with a material impact on our financial
statements.

In May 2014, the Financial Accounting Standards Board issued Accounting Standards (“FASB”) Update (“ASU”) No.
2014-09, Revenue from Contracts with Customers (Topic 606). ASU No. 2014-09 outlines a single comprehensive
revenue recognition model for revenue arising from contracts with customers and supersedes most current revenue
recognition guidance, including industry-specific guidance. Under ASU No. 2014-09, an entity recognizes revenue for
the transfer of promised goods or services to customers in an amount that reflects the consideration for which the
entity expects to be entitled in exchange for those goods or services. ASU No. 2014-09 is effective for annual
reporting periods ending after December 15, 2017, and early adoption is not permitted. Companies may use either a
full retrospective or a modified retrospective approach to adopt ASU No. 2014-09. We are currently evaluating the
guidance and have not determined the impact this standard may have on our Consolidated Financial Statements.

In November 2015, the FASB issued ASU No. 2015-17, Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes, which requires companies to present deferred income tax assets and deferred income tax liabilities,
along with any valuation allowance, as noncurrent in a classified balance sheet instead of the current requirement to
separate deferred income tax liabilities and assets into current and noncurrent amounts. ASU 2015-17 is effective for
fiscal years beginning after December 15, 2016, including interim periods within those fiscal years. Early application
is permitted either prospectively or retrospectively. In December 2015, we adopted ASU No. 2015-17 retrospectively,
resulting in a reclassification of a $6.3 million deferred tax asset from current to long term in 2014.
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2. Cash, Cash Equivalents and Marketable Securities

The following table summarizes our investments in cash equivalents and marketable securities held by investment
managers and overnight investments:

December 31,
2015 2014
(in thousands)

Overnight holdings:
Money market funds (cash equivalents) $247,720 $271,840
Investment holdings:
Money market funds (cash equivalents) 26,048 14,125
Marketable securities 9,875 28,631

283,643 314,596
Cash held in demand accounts 19,377 20,369
Outstanding checks (23,607 ) (29,878 )
Total cash, cash equivalents and marketable securities $279,413 $305,087

Cash and cash equivalents $269,538 $276,456
Marketable securities 9,875 28,631

$279,413 $305,087

Our cash and overnight holdings fluctuate based on the timing of the client’s payroll processing cycle.  Included in the
cash balance as of December 31, 2015 and December 31, 2014, are $185.7 million and $152.1 million, respectively, in
withholdings associated with federal and state income taxes, employment taxes and other payroll deductions, as well
as $17.0 million and $87.9 million, respectively, in client prepayments.

We account for our financial assets in accordance with ASC 820, Fair Value Measurement.  This standard defines fair
value, establishes a framework for measuring fair value and expands disclosures about fair value measurements.  The
fair value measurement disclosures are grouped into three levels based on valuation factors:

•Level 1 - quoted prices in active markets using identical assets

•Level 2 - significant other observable inputs, such as quoted prices for similar assets or liabilities, quoted prices inmarkets that are not active, or other observable inputs
•Level 3 - significant unobservable inputs

The following tables summarize the levels of fair value measurements of our financial assets:

Fair Value Measurements
(in thousands)

December 31,
2015 Level 1 Level 2 Level 3

Money market funds $273,768 $273,768 $— $—
Municipal bonds 9,875 — 9,875 —
Total $283,643 $273,768 $9,875 $—

F-18

Edgar Filing: PATTERSON COMPANIES, INC. - Form 8-K

33



Table of Contents

Fair Value Measurements
(in thousands)

December 31,
2014 Level 1 Level 2 Level 3

Money market funds $285,965 $285,965 $— $—
Municipal bonds 28,631 — 28,631 —
Total $314,596 $285,965 $28,631 $—

The municipal bond securities valued as Level 2 investments are primarily pre-refunded municipal bonds that are
secured by escrow funds containing U.S. Government securities. Our valuation techniques used to measure fair value
for these securities during the period consisted primarily of third party pricing services that utilized actual market data
such as trades of comparable bond issues, broker/dealer quotations for the same or similar investments in active
markets and other observable inputs. 

The following is a summary of our available-for-sale marketable securities:

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair Value

(in thousands)
December 31, 2015
Municipal bonds $9,875 $3 $(3 ) $9,875

December 31, 2014
Municipal bonds $28,626 $16 $(11 ) $28,631

As of December 31, 2015, the contractual maturities of our marketable securities were as follows:

Amortized
Cost

Estimated
Fair Value

(in thousands)
Less than one year $7,341 $7,341
One to five years 2,534 2,534
Total $9,875 $9,875

3. Accounts Receivable

Our accounts receivable is primarily composed of trade receivables and unbilled receivables.  Our trade receivables,
which represent outstanding gross billings to clients, are reported net of allowance for doubtful accounts of $1.1
million and $1.2 million as of December 31, 2015 and 2014, respectively.  We establish an allowance for doubtful
accounts based on management’s assessment of the collectability of specific accounts and by making a general
provision for other potentially uncollectible amounts.

We make an accrual at the end of each accounting period for our obligations associated with the earned but unpaid
wages of our worksite employees and for the accrued gross billings associated with such wages. These accruals are
included in accrued worksite employee payroll cost and unbilled accounts receivable; however, these amounts are
presented net in the Consolidated Statements of Operations. We generally require clients to pay invoices for service
fees no later than one day prior to the applicable payroll date. As such, we generally do not require collateral. Client
prepayments directly attributable to unbilled accounts receivable have been netted against such receivables as the
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amounts. Unbilled accounts receivable consisted of the following:
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December 31,
2015 2014
(in thousands)

Accrued worksite employee payroll cost $161,917 $192,396
Unbilled revenues 45,835 55,645
Customer prepayments (17,037 ) (87,887 )
Unbilled accounts receivable $190,715 $160,154

4. Deposits

The contractual arrangement with United for health insurance coverage requires us to maintain an accumulated cash
surplus in the plan of $9.0 million, which is reported as long-term prepaid health insurance. Please read Note 1,
“Accounting Policies,” for a discussion of our accounting policies for health insurance costs.

As of December 31, 2015, we had $3.7 million in health insurance long-term deposits. Please read Note 1, “Accounting
Policies,” for a discussion of our accounting policies for health insurance costs.

As of December 31, 2015, we had $136.5 million in workers’ compensation long-term deposits. Please read Note 1,
“Accounting Policies,” for a discussion of our accounting policies for workers’ compensation costs.

5. Goodwill and Other Intangible Assets

We perform our annual asset impairment test as of December 31, the end of our calendar year. During the fourth
quarters of 2015, 2014 and 2013, we performed step one of the annual impairment test for each of our reporting units.
We concluded that the estimated fair value of our Expense Management unit in 2013 was below its respective
carrying value.

Additionally, any time impairment indicators are identified, we perform an interim impairment test. During the second
quarter of 2014, impairment indicators were identified in our Employment Screening business, due to changes in
management, the reporting unit’s financial results and the loss of certain customers.

The declines in the estimated fair values of Employment Screening and Expense Management resulted primarily from
lower projected revenue growth rates and profitability levels. Upon completion of step two of the goodwill
impairment tests, we recognized goodwill and other intangible asset impairments of $2.5 million in 2014 related to our
Employment Screening business unit and $3.3 million in 2013 related to our Expense Management reporting unit. The
fair values of the reporting units were estimated using a discounted cash flow model. The material assumptions used
in the model included the weighted average cost of capital and long-term growth rates.  We consider this a Level 3 fair
value measure.
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The following table presents the gross carrying amount and accumulated amortization for each class of intangible
assets and the gross carrying amount and accumulated impairment for goodwill:

December 31,
2014

Twelve Months Ended 
 December 31, 2015

December 31,
2015

Balance Impairment Amortization
Expense Balance

(in thousands)
Gross carrying amount:
Trademarks $220 $— $— $220
Customer relationships 6,392 — — 6,392
Aggregate goodwill acquired:
Goodwill 21,156 — 21,156
Total $27,768 $— $— $27,768

Accumulated amortization:
Trademarks $(62 ) $— $(39 ) $(101 )
Customer relationships (4,779 ) — (830 ) (5,609 )
Accumulated impairment:
Goodwill (8,470 ) — — (8,470 )
Total $(13,311 ) $— $(869 ) $(14,180 )

Net carrying amount:
Trademarks $158 $— $(39 ) $119
Customer relationships 1,613 — (830 ) 783
Goodwill 12,686 — — 12,686
Total goodwill and other intangible assets $14,457 $— $(869 ) $13,588

Our amortization expense related to purchased intangible assets other than goodwill was $0.9 million in 2015, $1.5
million in 2014 and $2.0 million in 2013, and is estimated to be $0.5 million in 2016, $0.3 million in 2017, $36,000 in
2018, $12,000 in 2019 and $7,000 in 2020.

6. Other Asset Impairments

In the first quarter of 2015, we entered into a plan to sell our two aircraft, and as a result, we recorded impairment and
other charges of $9.8 million, representing the difference between the carrying value and the estimated fair value of
the assets as well as a provision for potential settlement of a Texas sales and use tax assessment. In July 2015, we
received proceeds, net of selling costs, of $12.2 million for both aircraft and recorded an additional $1.3 million
impairment charge in the second quarter of 2015. In the fourth quarter of 2015, we reduced our use tax accrual by $0.6
million due to a pending $0.2 million settlement of the Texas sales and use tax assessment. These net charges of $10.5
million are included in impairment charges and other on our Consolidated Statement of Operations.

In 2011, we acquired a minority interest in The Receivables Exchange ("TRE"), an online marketplace for the sale of
accounts receivable, for $2.8 million. In the second quarter of 2013, TRE issued similar securities at per share
amounts substantially below the per share book value of our investment. Accordingly, we valued the investment based
on a similar security market transaction, which is a Level 2 valuation technique. This resulted in a non-cash
impairment charge of $2.7 million in 2013, which is included in other income (expense) in our Consolidated
Statements of Operations. Due to federal income tax limitations on capital losses, no tax benefit associated with the
impairment was recognized.
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7. Revolving Credit Facility

We have a $125 million revolving credit facility (the “Facility”), which may be increased to $150 million based on the
terms and subject to the conditions set forth in the agreement relating to the Facility (the “Credit Agreement”). The
Facility is available for working capital and general corporate purposes, including acquisitions, and issuances of letters
of credit. Our obligations under the Facility are secured by 65% of the stock of our captive insurance subsidiary and
are guaranteed by all of our domestic subsidiaries. At December 31, 2015, we had not drawn on the Facility. As of
December 31, 2015, we had an outstanding $0.6 million letter of credit issued under the Facility.

The Facility matures on February 6, 2020. Borrowings under the Facility bear interest at an alternate base rate or
LIBOR, at our option, plus an applicable margin.  Depending on our leverage ratio, the applicable margin varies (i) in
the case of LIBOR loans, from 2.00% to 2.75% and (ii) in the case of alternate base rate loans, from 0.00% to
0.75%.  The alternate base rate is the highest of (i) the prime rate most recently published in The Wall Street Journal,
(ii) the federal funds rate plus 0.50% and (iii) the 30-day LIBOR rate plus 2.00%.  We also pay an unused
commitment fee on the average daily unused portion of the Facility at a rate of 0.25%. Interest expense and unused
commitment fees are recorded in other income (expense).

The Facility contains both affirmative and negative covenants that we believe are customary for arrangements of this
nature. Covenants include, but are not limited to, limitations on our ability to incur additional indebtedness, sell
material assets, retire, redeem or otherwise reacquire our capital stock, acquire the capital stock or assets of another
business, make investments and pay dividends. In addition, the Credit Agreement requires us to comply with financial
covenants limiting our total funded debt, minimum interest coverage ratio and maximum leverage ratio. In December
2014 and 2012, the Credit Agreement was amended to modify the interest coverage ratio covenant to exclude the
impact of special dividends paid of $50.7 million and $25.7 million, respectively. We were in compliance with all
financial covenants under the Credit Agreement at December 31, 2015.

In January 2016, we borrowed $104.4 million under the Facility to fund a portion of the purchase price of our
modified Dutch auction tender offer. Please read Note 15, “Subsequent Events,” for additional information.
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8. Income Taxes

Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities used for financial reporting purposes and the amounts used for income tax purposes.  Significant
components of the net deferred tax assets and net deferred tax liabilities as reflected on the Consolidated Balance
Sheets are as follows:

December 31,
2015 2014
(in thousands)

Deferred tax liabilities:
Prepaid assets $(3,952 ) $(9,291 )
Depreciation (1,741 ) (8,083 )
Software development costs (2,699 ) (2,252 )
Total deferred tax liabilities (8,392 ) (19,626 )

Deferred tax assets:
Accrued incentive compensation 8,818 7,204
Net operating loss carryforward 1,463 1,556
Workers’ compensation accruals 7,586 6,308
Accrued rent 1,229 1,058
Stock-based compensation 4,553 3,615
Intangibles 1,159 1,575
Minority investment impairment 1,016 1,003
Other 564 551
Total deferred tax assets 26,388 22,870
Valuation allowance (1,020 ) (1,003 )
Total net deferred tax assets 25,368 21,867

Net deferred tax assets $16,976 $2,241

In November 2015, the FASB issued ASU No. 2015-17, Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes, which requires companies to present deferred income tax assets and deferred income tax liabilities as
noncurrent in a classified balance sheet instead of the current requirement to separate deferred income tax liabilities
and assets into current and noncurrent amounts. ASU 2015-17 is effective for fiscal years beginning after December
15, 2016, including interim periods within those fiscal years. Early application is permitted either prospectively or
retrospectively. In December 2015 we adopted ASU No. 2015-17 retrospectively, resulting in a reclassification of a
$6.3 million deferred tax asset from current to long term in 2014.
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The components of income tax expense are as follows:

Year ended December 31,
2015 2014 2013
(in thousands)

Current income tax expense:
Federal $35,221 $18,034 $20,476
State 5,741 3,322 3,512
Total current income tax expense 40,962 21,356 23,988
Deferred income tax (benefit) expense:
Federal (13,632 ) (1,764 ) (2,258 )
State (1,101 ) 31 (30 )
Total deferred income tax benefit (14,733 ) (1,733 ) (2,288 )
Total income tax expense $26,229 $19,623 $21,700

As a result of nonqualified stock option exercises, disqualifying dispositions of certain employee incentive stock
options and vesting of restricted stock awards, we had a net income tax benefit of $2.2 million in 2015, $0.5 million in
2014 and $1.3 million in 2013.  The excess income tax benefit is reported as a component of additional paid-in capital.

The reconciliation of income tax expense computed at U.S. federal statutory tax rates to the reported income tax
expense from continuing operations is as follows:

Year ended December 31,
2015 2014 2013
(in thousands)

Expected income tax expense at 35% $22,967 $16,670 $18,806
State income taxes, net of federal benefit 2,696 2,204 2,286
Nondeductible expenses 1,669 1,939 1,993
Section 199 benefits (627 ) (592 ) (2,531 )
Expense Management non-cash impairment — — 797
Valuation allowance related to TRE impairment — — 938
Research and development credit (530 ) (455 ) (534 )
Other, net 54 (143 ) (55 )
Reported total income tax expense $26,229 $19,623 $21,700

We have developed customer facing software that is included as a component of the PEO HR Outsourcing solutions.
In addition, we market both software products and cloud based offerings. Prior to 2013, we were not certain that these
software offerings met the IRS “Qualified Production Activities Deduction” requirements. As a result, no such tax
deduction was taken on the annual tax returns filed with the IRS. However, in 2013, we engaged tax specialists to
conduct a study of our various software offerings to assess the qualifications with IRS guidelines. Based on this study,
we concluded certain of our software offerings met the IRS requirements, resulting in amendments to previously filed
open year tax returns. Accordingly, in 2013 we recognized $2.0 million in tax benefits for the years 2009 to 2012, and
$0.5 million in tax benefits for the 2013 tax year.

At December 31, 2015, we have net operating loss carryforwards totaling approximately $3.9 million that expire from
2022 to 2030 related to our acquisition of ExpensAble.

We recognize interest and penalties related to uncertain tax positions in income tax expense.  As of December 31,
2015, 2014 and 2013, we made no provisions for interest or penalties related to uncertain tax positions.  The tax years
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9. Stockholders’ Equity

Repurchase Program

Our Board of Directors (the “Board”) has authorized a program to repurchase shares of our outstanding common stock
(“Repurchase Program”).  The purchases are to be made from time to time in the open market or directly from
stockholders at prevailing market prices based on market conditions or other factors.  During 2014, we repurchased
580,804 shares under the Repurchase Program and 112,458 shares were withheld to satisfy minimum tax withholding
obligations for the vesting of restricted stock awards. In 2015, the Board authorized an increase of one million shares
that may be repurchased under the Repurchase Program. We repurchased 1,244,433 shares under the Repurchase
Program during 2015.  In addition, 114,523 shares were withheld during 2015 to satisfy minimum tax withholding
obligations for the vesting of restricted stock awards, which are not subject to the Repurchase Program.  At
December 31, 2015, we were authorized to repurchase an additional 524,332 shares under the Repurchase
Program.  Shares repurchased under the Repurchase Program and shares withheld to satisfy minimum tax withholding
obligations for the vesting of restricted stock awards are recorded in treasury.

Dividends

The Board declared quarterly dividends in 2015 and 2014 as follows:
2015 2014
(amounts per share)

First quarter $0.19 $0.17
Second quarter 0.22 0.19
Third quarter 0.22 0.19
Fourth quarter 0.22 2.19 (1)

____________________________________

(1)    Includes a $2.00 per share special dividend

During 2015 and 2014, we paid a total of $21.2 million and $69.5 million, respectively in dividends. The dividends
paid in 2014 includes a one-time special dividend of $50.7 million.

Preferred Stock

At December 31, 2015, 20 million shares of preferred stock were authorized, of which 600,000 shares were designated
as Series A Junior Participating Preferred Stock that is reserved for issuance on exercise of preferred stock purchase
rights under our Share Purchase Rights Plan (the “Rights Plan”).  Each issued share of our common stock has one
preferred stock purchase right attached to it.  No preferred shares have been issued and the rights are not currently
exercisable.  The Rights Plan expires on November 13, 2017.

10. Incentive Plans

The Insperity, Inc. 2001 Incentive Plan, as amended, and the 2012 Incentive Plan, as amended, (collectively, the
“Incentive Plans”) provide for options and other stock-based awards that have been and may be granted to eligible
employees and non-employee directors of Insperity or its subsidiaries.  The 2012 Incentive Plan is currently the only
plan under which new stock-based awards may be granted.  The Incentive Plans are administered by the
Compensation Committee of the Board of Directors (the “Committee”).  The Committee has the power to determine
which eligible employees will receive awards, the timing and manner of the grant of such awards, the exercise price of
stock options (which may not be less than market value on the date of grant), the number of shares and all of the terms
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of the awards.  The Board may at any time amend or terminate the Incentive Plans.  However, no amendment that
would impair the rights of any participant, with respect to outstanding grants, can be made without the participant’s
prior consent.  Stockholder approval of amendments to the Incentive Plans is necessary only when required by
applicable law or stock exchange rules.  At December 31, 2015, 997,059 shares of common stock were available for
future grants under the 2012 Incentive Plan.  The Incentive Plans permit stock options, including nonqualified stock
options and options intended to qualify as “incentive stock options” within the meaning of Section 422 of the Internal
Revenue Code, stock awards, phantom stock awards, stock appreciation rights, performance units, and other
stock-based awards and cash awards, all of which may or may not be subject to the achievement of one or more
performance
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objectives.  The purposes of the Incentive Plans generally are to retain and attract persons of training, experience and
ability to serve as employees of Insperity and its subsidiaries and to serve as non-employee directors of Insperity, to
encourage the sense of proprietorship of such persons and to stimulate the active interest of such persons in the
development and financial success of Insperity and its subsidiaries.

On March 30, 2015, we adopted the Insperity, Inc. Long-Term Incentive Program under the Insperity, Inc. 2012
Incentive Plan. The LTIP provides for performance-based long-term compensation awards in the form of performance
units to certain employees based on the achievement of pre-established performance goals. We granted performance
units under the LTIP to our named executive officers and certain other officers in 2015.

We recognized $13.3 million, $11.1 million and $11.1 million of compensation expense associated with the restricted
stock and the LTIP awards in 2015, 2014 and 2013, respectively. We recognized $5.3 million, $4.6 million and $4.5
million of tax benefits associated with stock-based compensation in 2015, 2014 and 2013, respectively.

Stock Option Awards

The following is a summary of stock option award activity for 2015:

Shares
Weighted Average
Exercise Price Per
Share

Weighted Average
Remaining
Contractual Life

Aggregate
Intrinsic Value

(in thousands) (in years) (in thousands)
Outstanding - December 31, 2014 43 $28.04
Granted — —
Exercised (15 ) 25.14
Canceled — —
Outstanding - December 31, 2015 28 29.56 4.4 $527
Exercisable - December 31, 2015 28 29.56 4.4 $527

The intrinsic value of options exercised during the year was $0.3 million in 2015, $0.3 million in 2014 and $1.5
million in 2013.

Restricted Stock Awards

Restricted common shares, under equity plan accounting, are generally measured at fair value on the date of grant
based on the number of shares granted, estimated forfeitures and the quoted price of the common stock.  Such value is
recognized as compensation expense over the corresponding vesting period, three to five years for our shares currently
outstanding.  The total fair value of shares vested during the years ended December 31, 2015, 2014, and 2013 was
$18.6 million, $10.8 million and $12.3 million, respectively.  The weighted average grant date fair value of restricted
stock awards during the years ended December 31, 2015, 2014 and 2013 was $51.54, $28.22 and $29.25,
respectively.  As of December 31, 2015, unrecognized compensation expense associated with the unvested shares
outstanding was $14.4 million and is expected to be recognized over a weighted average period of 23 months.

The following is a summary of restricted stock award activity for 2015:

Shares Weighted Average
Grant Date Fair Value

(in thousands)
Non-vested - December 31, 2014 740 $28.84
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Granted 271 51.54
Vested (368 ) 29.71
Canceled/Forfeited (25 ) 36.68
Non-vested - December 31, 2015 618 37.98
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Long-Term Incentive Program Awards

Each performance unit represents the right to receive one common share at a future date based on our performance
against specified targets. Performance units have a vesting schedule of three years. The fair value of each performance
unit is the market price of one common share on the date of grant. The compensation expense for such awards is
recognized on a straight-line basis over the vesting terms. Over the performance period, the number of shares expected
to be issued is adjusted upward or downward based upon the probability of achievement of the performance targets.
The ultimate number of shares issued and the related compensation cost recognized is based on a comparison of the
final performance metrics to the specified targets. As of December 31, 2015, the unrecognized compensation cost was
$6.0 million.

The following is a summary of LTIP award activity for 2015:

Number of
Performance Units at
Target

Weighted Average
Grant Date Fair Value

Maximum Shares
Eligible to Receive

Unvested at December 31, 2014 — $— —
Granted 103,450 52.80 201,800
Vested — — —
Canceled (2,550 ) — —
Unvested at December 31, 2015 100,900 52.80 201,800

Expected to vest 153,146

The expected payout assumes the issuance of 153,146 shares of common stock.

Employee Stock Purchase Plan

Our employee stock purchase plan (the “ESPP”) enables employees to purchase shares of Insperity stock at a 5%
discount. The ESPP is a non-compensatory plan under generally accepted accounting principles of stock-based
compensation. As a result, no compensation expense is recognized in conjunction with this plan. Approximately
24,000, 37,000 and 34,000 shares were issued from treasury under the ESPP during fiscal years 2015, 2014 and 2013,
respectively.

11. Net Income Per Share

We utilize the two-class method to compute net income per share.  The two-class method allocates a portion of net
income to participating securities, which includes unvested awards of share-based payments with non-forfeitable
rights to receive dividends.  Net income allocated to unvested share-based payments is excluded from net income
allocated to common shares.  Any undistributed losses resulting from dividends exceeding net income are not
allocated to participating securities.  We declared a special dividend of $2.00 per share in 2014. As a result, dividends
exceeded earnings, which resulted in decreased earnings per share of $0.05 per share in 2014. Basic net income per
share is computed by dividing net income allocated to common shares by the weighted average number of common
shares outstanding during the period.  Diluted net income per share is computed by dividing net income allocated to
common shares by the weighted average number of common shares outstanding during the period, plus the dilutive
effect of outstanding stock options.
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Year ended December 31,
2015 2014 2013
(in thousands)

Net income $39,390 $28,004 $32,032
Less distributed and undistributed earnings allocated to participating
securities (981 ) (2,002 ) (916 )

Net income allocated to common shares $38,409 $26,002 $31,116

Weighted average common shares outstanding 24,308 24,708 24,850
Incremental shares from assumed conversions of common stock options 7 4 22
Adjusted weighted average common shares outstanding 24,315 24,712 24,872

Potentially dilutive securities not included in weighted average share
calculation due to anti-dilutive effect — 4 8

12. Leases

We lease various office facilities, equipment and vehicles under operating lease arrangements, some of which contain
rent escalation clauses.  Most of the leases contain purchase and/or renewal options at fair market and fair rental value,
respectively.  Rental expense relating to all operating leases was $13.6 million, $13.4 million and $13.9 million in
2015, 2014 and 2013, respectively.  At December 31, 2015, future minimum rental payments under noncancelable
operating leases are as follows:

Operating
Leases
(in thousands)

2016 $13,961
2017 11,196
2018 9,423
2019 6,366
2020 4,200
Thereafter 3,312
Total minimum lease payments $48,458

13. Commitments and Contingencies

We enter into fixed purchase and service obligations in the ordinary course of business.  These arrangements primarily
consist of, construction contract for the new facility, advertising commitments and service contracts.  At
December 31, 2015, future purchase and service obligations greater than $100,000 and one year were as follows (in
thousands):

2016 $20,554 (1)

2017 6,245
2018 4,695
2019 1,774
2020 1,493
Thereafter 1,200
Total obligations $35,961
____________________________________
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Worksite Employee 401(k) Retirement Plan Class Action Litigation

In December 2015, a class action lawsuit was filed against us and the Company’s third party discretionary trustee of
the Worksite Employee Plan (the “Plan”) in the United States District Court for the Northern District of Georgia, Atlanta
Division on behalf of participants in the Plan, which is the Insperity 401(k) retirement plan covering worksite
employees. This suit generally alleges that the Company’s third party discretionary trustee of the Plan and Insperity
breached their fiduciary duties to plan participants by selecting an Insperity subsidiary to serve as the recordkeeper for
the Plan, by causing participants in the Plan to pay excessive recordkeeping fees to the Insperity subsidiary and by
making imprudent investment choices. We believe the Company has meritorious defenses and we intend to vigorously
defend this litigation. As a result of uncertainty regarding the outcome of this matter, no provision has been made in
the accompanying consolidated financial statements.

Other Litigation

We are a defendant in various lawsuits and claims arising in the normal course of business.  Management believes it
has valid defenses in these cases and is defending them vigorously.  While the results of litigation cannot be predicted
with certainty, except as set forth below, management believes the final outcome of such litigation will not have a
material adverse effect on our financial position or results of operations.

14. Quarterly Financial Data (Unaudited)

Quarter ended
March 31 June 30 Sept. 30 Dec. 31
(in thousands, except per share amounts)

2015
Revenues $699,479 $627,838 $626,286 $650,011
Gross profit 129,860 104,219 106,743 97,045
Operating income 23,520 (1) 12,217 (2) 19,936 10,026 (3)

Net income 13,787 7,314 11,950 6,339
Basic net income per share 0.54 0.29 0.48 0.26
Diluted net income per share 0.54 0.29 0.48 0.26

2014
Revenues $636,999 $564,621 $560,303 $595,865
Gross profit 106,176 95,453 100,817 101,359
Operating income 16,591 3,414 (4) 14,460 13,009 (5)

Net income 9,564 1,891 8,385 8,164
Basic net income per share 0.37 0.07 0.33 0.27 (6)

Diluted net income per share 0.37 0.07 0.33 0.27 (6)

____________________________________

(1) Includes non-cash impairment and other charges in the first quarter of 2015 of $9.8 million. Please read Note 6,
“Other Asset Impairments,” for additional information.

(2) Includes non-cash impairment and other charges in the second quarter of 2015 of $1.3 million. Please read Note 6,
“Other Asset Impairments,” for additional information.

(3) Includes a reduction to non-cash impairment and other charges in the fourth quarter of 2015 of $0.6 million. Please
read Note 6, “Other Asset Impairments,” for additional information.

(4)
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Includes a non-cash impairment charge in the first quarter of 2014 of $2.5 million. Please read Note 5, “Goodwill
and Other Intangible Assets,” for additional information.

(5) Includes a $1.2 million non-cash charge in the fourth quarter of 2014. Please read Note 1, “Accounting Policies,” for
additional information.

(6)
Includes the impact of dividends exceeding earnings under the two-class method, resulting in a $0.05 earnings per
share decrease in the fourth quarter of 2014. Please read Note 11, “Net Income Per Share,” for additional
information.
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15. Subsequent Events

In December 2015, we commenced a modified Dutch auction tender offer to purchase up to $125 million in value of
our common stock at a price not less than $43.50 per share and not more than $50.00 per share. In January 2016, we
exercised our right to increase the size of the tender offer by up to 2.0% of our outstanding common stock. The tender
offer period expired on January 7, 2016 and on January 13, 2016, we purchased 3,013,531 shares of our common
stock at a per share price of $47.50 and an aggregate price of $143.1 million, excluding $1.1 million of transaction
costs. The shares were immediately canceled and retired.

The tender offer was funded through borrowings of $104.4 million under the Facility and the remainder with cash on
hand.
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