
Investment Thesis and What Led Us to Sell
While Automatic Data Processing (ticker: ADP) remains a high-quality and 
durable business supported by its scale, brand, and deeply embedded customer 
relationships, we believe the risk/reward has become less compelling as 
competitive dynamics evolve and long-term growth expectations moderate. The 
company’s competitive advantages are becoming more defensive in nature, with 
a higher likelihood of slower growth and increased pricing pressure over time.

•	 Gradual Moat Erosion: Although ADP’s core competitive advantages, 
including switching costs, scale, and regulatory complexity, remain 
meaningful today, the incremental strength of these appears to be declining. 
Improvements in cloud-based solutions and user experience are gradually 
reducing differentiation, particularly in less complex customer segments.

•	 Increasing Competitive Intensity: Payroll is increasingly viewed as a 
standardized service, with cloud-native platforms narrowing historical 
gaps in functionality, implementation speed, and cost. This is most evident in small and medium-sized business and mid-market 
segments, where switching providers is easier and competitors can iterate and deploy features more quickly.

•	 AI as a Structural Risk: While ADP’s investments in AI should improve internal productivity and enhance its platform, broader 
adoption of AI also lowers barriers to entry and accelerates automation of payroll and human resource workflows. Over time, this 
increases the risk of disintermediation and may limit ADP’s ability to differentiate or sustain pricing power. While AI-driven efficiencies 
may support productivity and margins, they are unlikely to fully offset longer-term pressure on growth and pricing power. 

•	 Growth Headwinds: Increased automation, particularly in administrative and back-office roles, could reduce overall employment levels 
over time. Given ADP’s revenue is tied to payroll volumes and employee count, this creates a structural headwind to long-term growth.  

Why Now
The Jensen Quality Growth Investment Team has trimmed back our ADP position opportunistically throughout 2025 and 2026 as our 
conviction in the long-term outlook has gradually declined. While many of these risks have existed for some time, we have increased 
confidence that AI-driven disruption and competitive pressures are becoming more relevant, particularly with respect to employment 
growth and barriers to entry. ADP should remain a stable and relevant player in the human capital management market. At the same 
time, we see less upside potential as growth moderates as the risk/reward becomes less favorable.

Company Overview
ADP provides payroll, human capital 
management (HCM), and business 
outsourcing solutions to employers globally. 
The company offers a comprehensive 
platform spanning payroll processing, 
benefits administration, compliance, and 
workforce analytics.

ADP serves a broad customer base across 
small, mid-sized, and large enterprises, 
with revenue largely tied to the number of 
employees processed (“pays per control”).
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Strategy holdings are subject to change and should not be considered recommendations to buy or sell any security. For a listing of the Quality Growth Strategy’s current 
holdings, please visit www.jenseninvestment.com/growth-composite-holdings. 

The company discussion is solely intended to illustrate the application of our investment approach and is not to be considered a recommendation by Jensen. The specific 
security identified is taken from a representative accounts of the Jensen Quality Growth Strategy and does not represent all of the securities purchased and sold for the 
Strategy. Our views expressed herein are subject to change and should not be construed as a recommendation or offer to buy or sell any security and are not designed 
or intended as a basis or determination for making any investment decision for any security. Our discussions should not be construed as an indication that an investment 
in a security has been or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will equal the investment 
performance of any security discussed herein.

Certain information contained in this material represents or is based upon forward-looking statements, which can be identified by the use of 
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue” or “believe” or the 
negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or 
the actual performance of a client account may differ materially from those reflected or contemplated in such forward-looking statements.

This information is current as of the date of this material and is subject to change at any time, based on market and other conditions. 

Jensen Investment Management, Inc., is an investment adviser registered under the Investment Advisers Act of 1940. Registration 
with the SEC does not imply any level of skill or training. Although taken from reliable sources, Jensen cannot guarantee the 
accuracy of the information received from third parties. © 2026 Jensen Investment Management.
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