EQUITY RESEARCH REPORT Report Date: July 16, 2026

Adobe Inc. (NASDAQ: ADBE)

Application Software ¢ Creative & Digital Experience Cloud ¢ Large-Cap Growth

Price (last close) ~$230.61 FY26E Revenue (guide) $26.5-26.6B
52-Wk Range ~$230 — $390 (est.) FY26E EPS (non-GAAP)  $24.35-24.45
Off 52-Wk High ~-41% Total ARR (Q2'26) $27.1B

YTD Performance ~-37% Al-first ARR >$500M (3x YoY)
Market Cap ~$97-100B Op Margin (non-GAAP) ~44.5%

Fwd P/E (non-GAAP) ~9.5x Dividend None (buybacks)

RECOMMENDATION Investment Score 71/ 100

Thesis in one line: Adobe is a high-margin, cash-generative franchise trading at a deep-value multiple (~9x forward earnings, roughly
one-third of its historical average) because the market is pricing a permanent Al-driven decline that the fundamentals do not yet confirm.
Record revenue, tripling Al ARR, a $25B buyback and an intact enterprise moat create an asymmetric risk/reward — but a genuine
leadership vacuum (no permanent CEO or CFO) and real competitive erosion at the low end keep this a ‘Buy’ rather than a ‘Strong Buy.’

This report is independent investment analysis for educational purposes and is not personalized financial advice. The author is not a licensed financial advisor.
Prices are indicative snapshots and will have moved.

1. Business Overview & How Adobe Actually Makes Money

Adobe is a subscription-software company, not a ‘creative apps’ company in the old license sense. Since the 2013
Creative Cloud pivot, roughly 90%+ of revenue is recurring subscription revenue, which is the single most important fact
for valuing it: revenue is predictable, gross margins are ~88-89%, and the installed base of professional users creates
high switching costs. The business reports in three segments, but two matter.

Creative Cloud (Photoshop, lllustrator, The engine. Creative Cloud is the
Digital Media Premiere, Firefly) + Document Cloud ~73% professional-grade moat; Document Cloud is a
(Acrobat, e-sign, Express) fast, PDF-standard cash machine.
Adobe Experience Platform, Analytics, Enterprise CX suite; stickiest, multi-year
Digital Experience Real-Time CDP, commerce, marketing/CX ~25% contracts. Al ‘agentic’ and CXO layer growth
orchestration (enterprise) story sits here.
Publishing & Legacy publishing, technical docs, Adobe Yy Immaterial — took a $70M goodwill impairment
Advertising Advertising ’ in Q2 FY26. Not a driver of the thesis.

Geographic exposure: Roughly 60% Americas, ~25% EMEA, ~15% APAC. Broadly diversified, USD-strength
sensitive on reported growth (constant-currency growth ran ~2 points above reported in Q2 FY26).

Competitive advantages: (1) Professional-grade product depth that free/Al tools still cannot fully replicate; (2) deep
workflow integration and file-format ownership (PDF, PSD) creating switching costs; (3) an enterprise CX moat — ~75%
of the Fortune 500 use Firefly and 2,500+ custom enterprise Al models are trained; (4) an 850M+ MAU top-of-funnel
and licensed, commercially-safe Firefly training data. Competitive disadvantages: (1) premium pricing is increasingly
exposed at the ‘prosumer’ low end; (2) Adobe is a fast follower, not the pace-setter, on frontier generative models; (3) a
complex, expensive product suite versus one-click Al-native rivals.

2. Industry Analysis & The Central Debate
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The creative + digital-experience software market is large and structurally growing (mid-teens for Al-infused content and
CX), but it is fragmenting. For two decades Adobe faced no full-suite competitor. That era is over. The debate that
explains the entire valuation is binary:

Bear framing (the disruption case) Bull framing (the incumbent case)

Generative Al commoditizes content creation. Canva (~$4B
ARR, ~35% growth), Figma (80-90% UI/UX share),
Midjourney, OpenAl Sora and free tools (Affinity) attack Adobe
use-case by use-case. A 17% Creative Cloud price hike
accelerated churn at the margins. If Al collapses the value of
‘professional’ tooling, seat counts and pricing power erode and
the ~9x multiple is a value trap.

Al expands the market and Adobe monetizes it. Firefly is
trained on licensed data (enterprise-safe), embedded across
the suite, and Al-first ARR just tripled to >$500M. Freemium
MAUs went 50M - 90M+ in a year, widening the funnel. The
enterprise CX moat is intact and deepening. Record revenue
and raised guidance say disruption is a narrative, not yet a
number.

My read: The truth is a split-screen. Adobe is losing the consumer / non-designer segment to Canva and is unlikely to
win it back — that segment was never its profit core. It is defending the professional and enterprise segments, where
switching costs, integration and compliance still matter enormously. The investable question is not ‘does Adobe get
disrupted?’ but ‘does the professional/enterprise core hold long enough that a ~9x multiple re-rates?’ The current
evidence — tripling Al ARR, double-digit revenue growth, intact margins — says the core is holding.

3. Customized Investment Framework (What Actually Drives ADBE

Returns)

Because this is a subscription franchise facing an Al transition, generic SaaS metrics are necessary but not sufficient.
The drivers that will make or break the next 1-2 years, in priority order:

Why it decides the outcome Current signal

Positive — total ARR $27.1B, but

1. Digital Media ARR
durability

2. Al monetization (Al-first
ARR + conversion)

3. Pricing power vs. churn

4. Free cash flow & capital
return

5. Leadership / execution
risk

6. Enterprise CX (AEP)
growth

The core cash engine. If net-new ARR holds double
digits, the disruption thesis is wrong.

Proves Al is additive revenue, not just usage. The single
biggest re-rating catalyst.

Determines whether premium seats survive Al
substitution.

~42% FCF margin + $25B buyback shrinks share count
and sets a valuation floor.

A dual CEO+CFO vacuum mid-transition is the key
idiosyncratic risk to derating.

The stickiest, most defensible revenue; the ‘next
billion-dollar’ agentic bet.
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H2'26 ARR guide deliberately
softened for freemium.

Positive on level (>$500M, 3x YoY) —
but free - paid conversion rate
undisclosed.

Mixed — price hikes raised revenue
but caused visible prosumer
backlash/churn.

Strong — ~$2.2B quarterly operating
cash flow; aggressive repurchase.

Negative / unresolved — no
permanent CEO or CFO as of this
report.

Positive — AEP grew ~30% YoY;
enterprise Al orchestration demand
cited as strong.
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4. Financial Analysis — What The Numbers Mean

Value / Trend What it means for Adobe

+13% YoY (Q2'26, $6.62B); FY26E Double-digit growth despite the disruption narrative — the
~$26.5B fundamentals contradict the fear.

Revenue growth

Still compounding; buybacks amplify per-share growth above

Non-GAAP EPS $5.96 Q2; FY26E $24.35-24.45
revenue growth.

Gross margin -88-89% Best-ln_-class software_ economics; Al compute is a modest
headwind, not a margin breaker.

Non-GAAP op margin ~44.5% (vs ~45.5% PY) S.Ilght compres.smn from Al investment — deliberate, not
distress. Still elite.

Net margin —28-30% Converts a high share of revenue to profit; funds buybacks

without leverage.

~42% FCF margin; ~$2.2B op cash The floor under the stock. Even in a bear case Adobe gushes
Free cash flow

flow/qtr cash.
ROE / ROIC ROE ~55%+: high ROIC Capital-light, high-return franchise — hallmark of a quality
compounder.
Balance sheet ~$5.6B cash; modest debt (D/E ~0.6) Investment-grade, low financial risk; ample capacity for
buybacks/M&A.
. 0 . . .
Capital allocation $25B buyback thru 2030; no dividend Shareholder return is 100% buyback — accretive while the

multiple is depressed.

Bottom line on financials: This is not a broken business. A company growing revenue double digits at ~44% operating
margins with ~42% FCF margins and 55% ROE would normally command a premium multiple. It trades at a discount
purely because the market is discounting the future, not the present. The buyback at ~9x earnings is one of the most
accretive uses of cash available — every dollar retires unusually cheap shares.

5. Competitive Analysis

Where it competes Threat level to Adobe Valuation context

Prosumer / non-designer, marketing content, HIGH at the low end Private; 2026 IPO
presentations (~$4B ARR, ~35% growth) rumored

Canva

Public (FIG); high

Figma UI/UX design (80—90% share in that niche) HIGH in UI/UX multiple

Midjourney / OpenAl Private / not directly

Al image & video generation, aesthetic quality MEDIUM (feature-level)

Sora comparable
Microsoft Bundleq Qe5|gn/AI (Designer, Copilot) into MEDIUM (bundiing risk) Mega—cap;_ premium

productivity suite multiple
Salesforce / others Enterprise marketing/CX vs Digital Experience  MEDIUM in enterprise CX CRM ~ hlgher growth
(CX) premium

Moat verdict: Adobe’s moat is narrowing but not breached. It is widest in enterprise CX and professional creative
workflows (deep integration, file standards, compliance, custom models) and thinnest in consumer/prosumer, where it is
structurally disadvantaged on price and simplicity. Critically, Adobe trades at a fraction of the multiple of faster-growing
rivals like Figma — so even a ‘shrinking-share, still-dominant’ outcome is not priced in.

6. Management Assessment
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This is the weakest link in the thesis today. CEO Shantanu Narayen — who grew revenue from under $1B to >$25B
over 18 years and executed the celebrated Creative Cloud subscription pivot — announced (March 2026) he will step
down once a successor is named, remaining Chair. Then CFO Dan Durn departed abruptly (June 15, 2026), with
Steven Day as interim CFO. The result is a dual leadership vacuum at the exact moment the company is making
its biggest strategic bet (freemium + Al monetization).

Positives: Narayen’s track record is elite (25x revenue, sixfold stock over tenure, disciplined M&A and buybacks). The
internal frontrunners — David Wadhwani (ran the original Creative Cloud transition; heir apparent) and Anil
Chakravarthy (runs Digital Experience) — are credible operators, and the board is explicitly prioritizing Al expertise.
Insider ownership is meaningful (Narayen alone owns ~$118M in stock). Negatives: Guidance credibility took hits
(Digital Media ARR misses in prior quarters), and a strategy pivot executed by interim leadership raises the odds of a
stumble. Until a permanent CEO is named with a clear Al plan, execution risk stays elevated — this is the primary
reason the score is capped.

7. Growth Drivers — Catalysts, Likelihood & Impact

Permanent CEO named w/ credible Al Short (0-6m) High Removes the #1. overhang; likely sharp

roadmap sentiment re-rating.

Al-first A.RR keeps .compoundlng Short—Mid Med-High Provgs Al is additive revenue — the core

(conversion data disclosed) re-rating trigger.

Freermum funnel (90M+ MAU) converts Mid (6-18m) Medium Validates the H2'26 ARR sacrifice; expands

to paid TAM materially.

Enterprise agentic/CX (AEP) scales to Mid—Long Med-High New durable growth vector in the stickiest

$1B+ segment.

iZjlzpblzyback shrinks share count at low Ongoing Very High Mechanical EPS accretion + valuation floor.

Topaz Labs / Semrush integration adds . . Deepens Firefly on-device Al & marketing
. Mid Medium .

Al capability analytics.
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8. Risk Analysis — Probability x Severity

The core bear case. Mitigated by

Al commoditizes creative work;

o Competitive Medium High enterprise moat & Adobe's own Al, but
pricing power erodes
real at the low end.
Le_adershlp vacuum - strategic Company Medium High No permar?e_nt CEO/C_:FQ during the
misstep pivot. Key idiosyncratic risk.
Freemium bet fails to convert Company Medium Med-High H226 ARR sacnff:ed now. .c'onversmn
rate undisclosed = unquantified return.
C.ontlnued share loss to Canva/ Competitive High Medium AlreaQy hgppenlng at prgsumer end;
Figma contained if pros/enterprise hold.
Multiple stays depressed (value Valuation Medium Medium Cheapl can get cheaper if narratlve
trap) doesn't break; buyback cushions.
Generatlve-AI_copyrlght / Regulatory Low-Med Medium Flref_lys Ilc_ensed-data approach is a
regulatory action relative shield.
Macro / enterprise IT budget Macro Medium Medium Recurring revenue dampens cyclicality

softness but doesn't eliminate it.

9. Valuation — Why The Stock Is Cheap

The appropriate lens for Adobe is a blend of (a) forward P/E versus its own history and quality peers, and (b) a
DCF/FCF-yield check, because the entire investment case rests on whether depressed cash-flow growth assumptions
are too pessimistic. On EV/Sales and EV/EBITDA the stock also screens cheap, but the P/E-vs-history gap is the
cleanest signal.

Method ADBE Now Historical / Peer Ref.

Deeply undervalued vs its own

Forward P/E (non-GAAP) ~9-10x 5-yr avg ~25-30x history

FCF yield ~10-11% Historically ~3-4% SRR = ENEAr i
quality

EV/EBITDA ~8-9x Peers ~15-25x Undervalued vs software peers

PEG (on ~10% EPS growth) ~0.9-1.0 Growth priced <1x Growth is roughly free at this price

~18-38% implied upside to

Analyst consensus PT
consensus

$272-$317 (Hold) vs ~$230 spot
Why this method fits: Adobe’s value is its recurring cash flows, so a P/E and FCF-yield framework captures the
mispricing better than EV/Sales (which flatters unprofitable SaaS). The key insight: at ~9x earnings and a ~10% FCF
yield, the market is implicitly assuming growth stops and margins fall. Even flat earnings would justify a higher multiple.
You are not paying for the Al upside — you are being paid to wait for it. Verdict: Undervalued, with the caveat that a

cheap stock can stay cheap until the leadership/Al narrative resolves.

10. Market Sentiment & Technicals (Timing Only)

Sentiment: Consensus is Hold (roughly one-third Buy, half Hold, the rest Sell) with price targets clustered $272-$317
and a wide dispersion ($190 low to $380-$487 high) — a hallmark of a genuinely contested, mispriced situation. Price
targets have been trimmed over three months, so expectations are already reset low. This is a classic setup where
sentiment is washed out and the bar to surprise positively is low. Technicals (for entry timing, not thesis): The long-
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and medium-term trends are still bearish/basing — the stock is ~37% down YTD and ~41% off its high. Cited support
sits around $200-$220 with resistance near $270. A permanent-CEO announcement is the most likely trigger to break
resistance.

Technicals are used only to improve entry timing and do not override the fundamental case.

Investment Scorecard

Business Quality 8/10 Elite margins, recurring revenue, real moat — narrowing but intact.
Financial Strength 9/10 ~42% FCF margin, 55% ROE, strong balance sheet, huge buyback.
Competitive Advantage 6/10 Strong in pro/enterprise; eroding in consumer/prosumer.

Management 5/10 Great legacy track record, but a dual CEO/CFO vacuum caps this now.
Growth Potential 7110 Al ARR tripling + enterprise CX; offset by ARR deceleration risk.
Valuation 9/10 ~9x earnings vs ~25-30x history — deeply discounted quality.

Risk (higher = safer) 6/10 Business risk low; narrative/leadership risk elevated.

Technical Setup 5/10 Basing / still-bearish trend; awaits a catalyst to turn.

High-quality, deep-value, catalyst-rich — but not risk-free. A Buy.
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Trade Plan (Recommendation: BUY)

Recommended Entry ~$225-235 (near current price)

Ideal Buy Range $200-$235 — scale in; add aggressively toward $200-$210 support
Cut-Loss (thesis-break) Weekly close below ~$185 (breaks the base; signals ARR/narrative deterioration)
Take-Profit Target 1 ~$300 (re-rating toward low end of consensus / ~12x fwd EPS)
Take-Profit Target 2 ~$360-390 (multiple normalizes toward ~15x on stable/growing EPS)
Expected Upside ~+30% to T1, ~ +55—-70% to T2 over the horizon

Expected Downside ~ -15-20% to cut-loss; cushioned by buyback + FCF floor

Risk / Reward ~1:2.51t0 T1 (favorable); ~1 : 3.5+ to T2

Holding Horizon 12-24 months (aligned to CEO resolution + Al-monetization proof)
Position Size Moderate — a 3-5% portfolio position; build in tranches, not all at once
Portfolio Allocation Core-satellite: treat as a value-tilt quality holding, not a concentrated bet

Why scale in rather than buy all at once: The fundamental case is strong but the catalyst (permanent CEO) and the
trend are unresolved. Building the position in tranches lets you average down if it retests $200-$210 and avoids being
fully committed before the leadership overhang clears.

Scenario Analysis

Scenario Revenue outlook Earnings outlook Fair value

Low-teens growth sustained; freemium EPS >$26-28; margin holds

0,
Bull converts; Al ARR compounds ~45% $360-420 25%
100 . . . N A DA ol .
Base 10% growth; core holds; freemium mixed; E'PS $24-26; slight margin $290-320 50%
steady Al ARR give-back
Growth decelerates to mid-single digits; ) .
Bear pricing power erodes; share loss EPS flat-to-down; margin $170-200 25%

compression
accelerates

Probability-weighted fair value = $285-300 versus a ~$230 price — roughly 25-30% expected upside with a
favorable skew, because even the bear case (~$170-200) is cushioned by the buyback and FCF floor rather than a
zero. That asymmetry is the crux of the Buy call.

Final Verdict — Would | Invest My Own Money Today?

Yes — | would buy a moderate, scaled-in position today, and | would be comfortable holding it for 1-2 years.
The case is a quality-at-a-deep-discount setup. Adobe grows revenue double digits, earns ~44% operating and ~42%
FCF margins, returns cash through a $25B buyback, and still owns the professional and enterprise creative/CX
workflow — yet trades at ~9x forward earnings, roughly one-third of its historical multiple. The market has priced a
permanent Al-driven decline that the reported numbers (record revenue, tripling Al ARR, raised guidance) do not yet
support. You are effectively getting the Al optionality for free.

Why now / why this valuation: Sentiment is washed out (consensus Hold, cut price targets, ~41% off highs), which is
precisely when asymmetric entries appear in durable franchises. At a ~10% FCF yield, the downside is cushioned and
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the re-rating optionality is large. The most likely near-term catalyst — a permanent CEO with a credible Al plan — is a
when-not-if event.

What would invalidate the thesis (my sell triggers): (1) two consecutive quarters of decelerating Digital Media ARR
with rising churn — that would confirm pricing power is genuinely breaking; (2) a weak or externally-parachuted CEO
with no coherent Al strategy; (3) evidence the freemium funnel is not converting after the H2'26 ARR sacrifice; (4) a
weekly close below ~$185. Any of these flips this from ‘cheap and improving’ to ‘cheap value trap.’

Why not Strong Buy: The dual leadership vacuum and the genuinely real (if contained) competitive erosion at the low
end are not trivial. | want to see a permanent CEO and one or two quarters of stable ARR before sizing this up. That is
the difference between a confident Buy and a max-conviction Strong Buy.

Sources: Yahoo Finance (price/quote), Adobe Q2 FY2026 press release & 8-K, Motley Fool / Futurum earnings coverage, company
CEO-transition releases, and analyst aggregators (StockAnalysis, Investing.com, Simply Wall St, TipRanks). Figures are indicative
snapshots as of the report date and will move. Disclaimer: Independent educational analysis, not personalized investment advice; the
author is not a licensed financial advisor. Do your own due diligence.
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