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Equifax Inc. (EFX)
Announces Significant Data Breach; -13.4% in After-Hours
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Stock Data
Rating: Outperform
Suitability: Average Risk
Price Target/Previous: $141/$157
Price (9/7/17): $142.72
Market Cap (mil): $17,398
Shares Out (mil): 121.9
Average Daily Vol (mil): 0.49
Dividend Yield: 1.1%

Estimates
FY Dec 2016A 2017E 2018E
Q1 1.23 A 1.44 A 1.59 E
Q2 1.43 A 1.60 A 1.79 E
Q3 1.44 A 1.53 E 1.71 E
Q4 1.42 A 1.52 E 1.69 E
Fiscal EPS 5.52 A 6.08 E 6.77 E
Fiscal P/E 25.9x 23.5x 21.1x
Chart/Table Sources: FactSet and Baird Data. Price
chart reflects most recent closing price.
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Equifax is a credit bureau-centric information solutions provider, with
operations in North America, Europe, Latin America, and Australia/New
Zealand.

Significant data breach obviously a material negative, but -13.4% after-hours
seems like over-reaction based on our understanding of events. Our understanding
is data retained by EFX primarily generated through consumer interactions was
breached via the Apache Struts flaw (i.e., core databases not believed to have been
breached). We expect near-term operating headwinds plus material event-related
expenses. However, we believe EFX's access to key data sources are unlikely to
be affected, and client relationships and EFX's brand are unlikely to be meaningfully
impaired intermediate to long term.

■ Data breach impacts ~143mn U.S. consumers, an event garnering
widespread press/media attention. Information accessed includes names, social
security numbers, birth dates, addresses, and in some instances driver's license
numbers. A smaller number of credit card numbers (209k), dispute documents
(182k), and information on UK and Canadian residents also accessed.

■ Key EFX databases are not known to have been breached as part of the
incident, including the consumer credit file, TWN, NCTUE, IXI, or its commercial
credit database. Our understanding is that data entered (and retained) through
consumer portals/interactions (consumers inquiring about their credit reports,
disputes, etc.) and data around it was breached via the Apache Struts flaw.

■ Equifax reportedly first became aware of the incident July 29, while the
breach is believed to have occurred from mid-May through July (one of the
most concerning things to us is that the unauthorized access occurred for ~2.5
months before being identified, raising concerns more broadly regarding EFX's
data security/practices).

■ We expect disclosure timing to raise additional questions. While the lag
until public disclosure while EFX conducted an investigation and gained a better
understanding of the breadth of the breach and root causes is understandable: (1)
there were several executive stock sales outside of 10b5-1 plans on 8/1-8/2 (quite
plausible execs did not know about the situation or its severity at that time), (2) a
Congressman is already tweeting questioning the delay, and (3) damages incurred
from illicit data usage in the interim may create additional liabilities.

■ We expect near-term operating headwinds plus material event-related
expenses, including:
- Legal expense (and potential settlements). EFX carries cybersecurity/crime

insurance.
- GCS-DTC (~8% of consolidated revenue) near-term profitability headwinds. EFX

is offering free one-year TrustedID Premier tri-bureau credit monitoring, available
to all U.S. consumers (must sign up by mid-November), but is not automatically
switching existing paying GCS-DTC customers to a free TrustedID Premier.

- Headwinds from selling hurdles/client relations, and management distraction.
- Potential impacts to government contracts.
- Other one-time expenses.
- Accelerating investments in IT infrastructure/data security.

■ We plan to reduce our estimates shortly (EFX plans to provide an update on
the expected near term/GCS impact on its Q3 call).
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Details
We are reducing our 12-month price target by 10%. We plan to reduce our formal non-GAAP
estimates shortly, and also expect potential material "one-time" expense (we expect to reduce our adj.
EPS estimate by meaningfully <10%...our guess is somewhere in the 2-5% range given that we expect
the most pronounced effect at GCS-DTC, which is ~8% of consolidated revenue).
$141 price target reflects 20.8x our unrevised 2018 adj. EPS estimate, or 21.5x a preliminary estimate
of $6.57 that would imply a ~3% reduction when we formally reduce our estimates. Over the last five
years, EFX shares have traded at a premium to the S&P 500 NTM P/E ranging from 10-42%, averaging
24%, including an average 30% premium in the last two years. Against our preliminary $6.57 2018 adj.
EPS estimate, our price target implies a P/E multiple of 21.5x, a ~23% premium to the current S&P 500
multiple of 17.5x.
We believe the net after-insurance one-time expenses are difficult to estimate. While there are unique
differences in each situation, as a frame of reference, we note:
■ Target "incurred $292 million of cumulative expenses, partially offset by insurance recoveries of $90

million, for net cumulative expenses of $202 million" related to its data breach (payment card data)
as of its 2016 10-K, and also recently settled a related lawsuit for $18.5mn.

■ Home Depot has recorded $198 million in pretax net expenses for its data breach (payment card
information and customer email addresses) as of its most recent 10-K.

■ Anthem agreed to a $115 million settlement for a data breach through which perpetrators "obtained
personal information related to many individuals and employees, such as names, birthdays, health
care identification/social security numbers, street addresses, email addresses, phone numbers and
employment information, including income data."

Investment Thesis
Growth profile may be stronger than some investors perceive. Equifax has evolved beyond its credit
bureau roots, adding new lines of business as well as new data sets (and credit bureaus are also good
business given effective relatively rational oligopoly market). EFX has diversified data assets (added
employment, wealth, telco data, etc.) and revenue sources (e.g., Consumer, International, and Workforce
Solutions), including several high-single- to low-double-digit organic growth businesses, and has also
done a good job of developing new solutions, raising its growth profile.
Execution has been strong regarding new solutions, end markets, pricing initiatives, and opex
management/leverage.
Analytic solutions moving Equifax up the value chain. Higher-value, complementary analytic
solutions help the company forge stronger, long-term client relationships and drive higher recurring
revenue.
International expansion. The company operates in Australia, Argentina, Brazil, Canada, Chile,
Ecuador, El Salvador, Honduras, New Zealand, Paraguay, Peru, Portugal, Spain, the UK, Uruguay, as
well as Russia and India through joint ventures. We expect these opportunities to serve as important
sources of revenue diversification and growth.
Business model generates strong free cash flow. With limited competition, high recurring revenue
(80%), and strong operating leverage, Equifax's business model yields considerable cash flow.
Growth in non-financial services industries. Equifax continues to see solid growth in non-financial
industry verticals, including auto, insurance, and government.
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Risks & Caveats
Potential for heightened regulatory oversight. While Equifax and the other national credit bureaus are
heavily regulated by the Federal Trade Commission (FTC) under the Fair Credit Reporting Act (FCRA)
and the FACT Act, numerous security breaches at various financial institutions and elsewhere have
prompted renewed discussions among legislators regarding the potential need for further regulatory
oversight. While we do not believe the credit reporting agencies ultimately will be burdened with additional
regulations, it is conceivable that other users of Equifax's data could face restrictions aimed at protecting
sensitive information such as social security numbers.
Fraudulent activity. Given the sensitive nature of the information that Equifax compiles, its databases
are natural targets for criminals looking to engage in identity theft and other fraudulent activity. While
Equifax takes significant precautions to ensure its information remains secure, there is no guarantee that
determined fraudsters might not obtain access to Equifax's information.
Economic sensitivity. Equifax generates ~17-18% of its revenue from the mortgage industry, exposing
the company to revenue fluctuations from increases and decreases in mortgage application activity
stemming from interest rate movements.
Foreign exchange. International sales account for approximately 25% of Equifax's business, and
significant moves in foreign exchange rates can create a meaningful headwind/tailwind to sales growth.

Company Description
Founded in 1899, Atlanta, GA-based Equifax Inc. is a leading provider of information solutions to
businesses and consumers in North America, Europe, Latin America, Australia and New Zealand, with
approximately 8,000 employees spanning 20+ countries. While best known for credit reporting services,
Equifax's service offerings incorporate a wide range of information solutions, analytic/decisioning tools,
and enabling technologies that assist clients in making more informed business decisions efficiently and
ultimately in providing the right offer to the right customers at the right time. Approximately 80% of the
company's revenue is recurring, generated from customers across industries including financial services,
telecommunications, automotive, retail, healthcare, and government.
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Appendix - Important Disclosures and Analyst Certification
Approved on 7 September 2017 23:35EDT/ Published on 7 September 2017 23:35EDT.

1 Robert W. Baird & Co. Incorporated makes a market in the securities of EFX.
Robert W. Baird & Co. Incorporated and/or its affiliates expect to receive or intend to seek investment-banking related compensation from
the company or companies mentioned in this report within the next three months.
Robert W. Baird & Co. Incorporated may not be licensed to execute transactions in all foreign listed securities directly. Transactions in
foreign listed securities may be prohibited for residents of the United States. Please contact a Baird representative for more information.
Investment Ratings: Outperform (O) - Expected to outperform on a total return, risk-adjusted basis the broader U.S. equity market over
the next 12 months. Neutral (N) - Expected to perform in line with the broader U.S. equity market over the next 12 months. Underperform
(U) - Expected to underperform on a total return, risk-adjusted basis the broader U.S. equity market over the next 12 months.
Risk Ratings: L - Lower Risk - Higher-quality companies for investors seeking capital appreciation or income with an emphasis on safety.
Company characteristics may include: stable earnings, conservative balance sheets, and an established history of revenue and earnings.
A - Average Risk - Growth situations for investors seeking capital appreciation with an emphasis on safety. Company characteristics may
include: moderate volatility, modest balance-sheet leverage, and stable patterns of revenue and earnings. H - Higher Risk - Higher-growth
situations appropriate for investors seeking capital appreciation with the acceptance of risk. Company characteristics may include: higher
balance-sheet leverage, dynamic business environments, and higher levels of earnings and price volatility. S - Speculative Risk - High-
growth situations appropriate only for investors willing to accept a high degree of volatility and risk. Company characteristics may include:
unpredictable earnings, small capitalization, aggressive growth strategies, rapidly changing market dynamics, high leverage, extreme price
volatility and unknown competitive challenges.
Valuation, Ratings and Risks. The recommendation and price target contained within this report are based on a time horizon of 12 months
but there is no guarantee the objective will be achieved within the specified time horizon. Price targets are determined by a subjective
review of fundamental and/or quantitative factors of the issuer, its industry, and the security type. A variety of methods may be used to
determine the value of a security including, but not limited to, discounted cash flow, earnings multiples, peer group comparisons, and sum
of the parts. Overall market risk, interest rate risk, and general economic risks impact all securities. Specific information regarding the price
target and recommendation is provided in the text of our most recent research report.
Distribution of Investment Ratings. As of August 31, 2017, Baird U.S. Equity Research covered 711 companies, with 54% rated
Outperform/Buy, 44% rated Neutral/Hold and 2% rated Underperform/Sell. Within these rating categories, 13% of Outperform/Buy-rated
and 7% of Neutral/Hold-rated companies have compensated Baird for investment banking services in the past 12 months and/or Baird
managed or co-managed a public offering of securities for these companies in the past 12 months.
Analyst Compensation. Analyst compensation is based on: 1) the correlation between the analyst's recommendations and stock price
performance; 2) ratings and direct feedback from our investing clients, our institutional and retail sales force (as applicable) and from
independent rating services; 3) the analyst's productivity, including the quality of the analyst's research and the analyst's contribution to the
growth and development of our overall research effort and 4) compliance with all of Robert W. Baird’s internal policies and procedures. This
compensation criteria and actual compensation is reviewed and approved on an annual basis by Baird's Research Oversight Committee.
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Analyst compensation is derived from all revenue sources of the firm, including revenues from investment banking. Baird does not
compensate research analysts based on specific investment banking transactions.
A complete listing of all companies covered by Baird U.S. Equity Research and applicable research disclosures can be accessed at
http://www.rwbaird.com/research-insights/research/coverage/research-disclosure.aspx. You can also call 800-792-2473 or write: Robert
W. Baird & Co., Equity Research, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
Analyst Certification
The senior research analyst(s) certifies that the views expressed in this research report and/or financial model accurately reflect such
senior analyst's personal views about the subject securities or issuers and that no part of his or her compensation was, is, or will be directly
or indirectly related to the specific recommendations or views contained in the research report.
Disclaimers
Baird prohibits analysts from owning stock in companies they cover.
This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed here reflect
our judgment at this date and are subject to change. The information has been obtained from sources we consider to be reliable, but we
cannot guarantee the accuracy.
ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST
The Dow Jones Industrial Average, S&P 500, S&P 400 and Russell 2000 are unmanaged common stock indices used to measure and
report performance of various sectors of the stock market; direct investment in indices is not available.
Baird is exempt from the requirement to hold an Australian financial services license. Baird is regulated by the United States Securities and
Exchange Commission, FINRA, and various other self-regulatory organizations and those laws and regulations may differ from Australian
laws. This report has been prepared in accordance with the laws and regulations governing United States broker-dealers and not Australian
laws.
Copyright 2017 Robert W. Baird & Co. Incorporated
Other Disclosures
The information and rating included in this report represent the Analyst’s long-term (12 month) view as described above. The research
analyst(s) named in this report may, at times and at the request of clients or their Baird representatives, provide particular investment
perspectives or trading strategies based primarily on the analyst’s understanding of the individual client’s objectives. These perspectives
or trading strategies generally are responsive to client inquiries and based on criteria the analyst considers relevant to the client. As such,
these perspectives and strategies may differ from the analyst’s views contained in this report.
Robert W. Baird & Co. Incorporated and/or its affiliates (Baird) may provide to certain clients additional or research supplemental products
or services, such as outlooks, commentaries and other detailed analyses, which focus on covered stocks, companies, industries or sectors.
Not all clients who receive our standard company-specific research reports are eligible to receive these additional or supplemental products
or services. Baird determines in its sole discretion the clients who will receive additional or supplemental products or services, in light
of various factors including the size and scope of the client relationships. These additional or supplemental products or services may
feature different analytical or research techniques and information than are contained in Baird’s standard research reports. Any ratings
and recommendations contained in such additional or research supplemental products are consistent with the Analyst’s ratings and
recommendations contained in more broadly disseminated standard research reports.
Baird Research Analysts may provide incremental data points or views regarding covered companies in the form of Research Posts and
Flash Reports. All Posts and Flash Reports are available to clients via https://bol.rwbaird.com/Login, but not all are sent directly to clients.
Baird Associates may, at their discretion, choose whether to send these Posts and Flash Reports to Baird clients after they are posted
online. Such decisions are based on, among other things, client interest, coverage, stock ownership and indicated email preferences. The
incremental content and/or analysis contained in these pieces may be useful to investors as part of a broader investment thesis, but is not
sufficient to warrant a change in the Research Analyst’s published opinion, including rating, estimates and price targets. Access to https://
bol.rwbaird.com/Login is available to all Baird Clients. Contact your Baird representative if you would like access to https://bol.rwbaird.com/
Login.
United Kingdom (“UK”) disclosure requirements for the purpose of distributing this research into the UK and other countries for
which Robert W. Baird Limited (“RWBL”) holds a MiFID passport.
The contents of this report may contain an "investment recommendation", as defined by the Market Abuse Regulation EU No 596/2014
("MAR"). Please therefore be aware of the important disclosures outlined below. Unless otherwise stated, this report was completed and
first disseminated at the date and time provided on the timestamp of the report. if you would like further information on dissemination
times, please contact us. Please note, this report may provide views which differ from previous recommendations made by the same
individual in respect of the same financial instrument or issuer in the last 12 months which is available at https://baird.bluematrix.com/
sellside/MAR.action.
This material is distributed in the UK and the European Economic Area (“EEA”) by RWBL, which has an office at Finsbury Circus House,
15 Finsbury Circus, London EC2M 7EB and is authorized and regulated by the Financial Conduct Authority (“FCA”).
For the purposes of the FCA requirements, this investment research report is classified as investment research and is objective. The views
contained in this report (i) do not necessarily correspond to, and may differ from, the views of Robert W. Baird Limited or any other entity
within the Baird Group, in particular Robert W. Baird & Co. Incorporated, and (ii) may differ from the views of another individual of Robert
W. Baird Limited.
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All substantially material sources of the information contained in this report are disclosed. All sources of information in this report are
reliable, but where there is any doubt as to reliability of a particular source, this is clearly indicated.
Robert W. Baird Group and or one of its affiliates may at any time have a long or short position in the company/companies mentioned
in this report. Where the Group holds a long or short position exceeding 0.5% of the total issued share capital of the issuer, this will be
disclosed separately by your RWBL representative upon request.
This material is only directed at and is only made available to persons in the EEA who would satisfy the criteria of being "Professional"
investors under MiFID and to persons in the UK falling within articles 19, 38, 47, and 49 of the Financial Services and Markets Act of 2000
(Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Accordingly, this document is intended only
for persons regarded as investment professionals (or equivalent) and is not to be distributed to or passed onto any other person (such as
persons who would be classified as Retail clients under MiFID).
Robert W. Baird & Co. Incorporated and RWBL have in place organizational and administrative arrangements for the disclosure and
avoidance of conflicts of interest with respect to research recommendations. Robert W. Baird Group and or one of its affiliates may be
party to an agreement with the issuer that is the subject of this report relating to the provision of services of investment firms. An outline
of the general approach taken by Robert W. Baird Limited in relation to conflicts of interest is available from your RWBL representative
upon request. Baird’s policies and procedures are designed to identify and effectively manage conflicts of interest related to the preparation
and content of research reports and to promote objective and reliable research that reflects the truly held opinions of research analysts.
Analysts certify on a quarterly basis that such research reports accurately reflect their personal views.
This material is not intended for persons in jurisdictions where the distribution or publication of this research report is not permitted under
the applicable laws or regulations of such jurisdiction.
Investment involves risk. The price of securities may fluctuate and past performance is not indicative of future results. Any recommendation
contained in the research report does not have regard to the specific investment objectives, financial situation and the particular needs of
any individuals. You are advised to exercise caution in relation to the research report. If you are in any doubt about any of the contents
of this document, you should obtain independent professional advice.
RWBL is exempt from the requirement to hold an Australian financial services license. RWBL is regulated by the FCA under UK laws,
which may differ from Australian laws. As such, this document has not been prepared in accordance with Australian laws.
Dividend Yield. As used in this report, the term “dividend yield” refers, on a percentage basis, to the historical distributions made by the
issuer relative to its current market price. Such distributions are not guaranteed, may be modified at the issuer’s discretion, may exceed
operating cash flow, subsidized by borrowed funds or include a return of investment principal.
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