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ADOBE INC.

NASDAQ: ADBE

Wealth Preservation Equity Research Report

RECOMMENDATION: BUY

Report Date January 30, 2026
Current Price $295.42

Fair Value (Base Case) $435.00

Margin of Safety 32.1%

Wealth Preservation Score 781100
Downside Protection Score 7517100
Expected Total Return (Base) 14.2% CAGR

ONE-LINE THESIS:

Adobe is a fortress-quality software business with 89% gross margins, 34% ROIC, and dominant
market position in creative tools, now trading at a decade-low valuation of 18x earnings due to

overblown Al disruption fears, offering exceptional asymmetric upside with capital preservation
characteristics.
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EXECUTIVE SUMMARY

Investment Thesis

Adobe represents a rare opportunity to acquire a world-class business at a significant discount to
intrinsic value. The market has excessively punished the stock due to fears around Al disruption,
creating a compelling entry point for wealth preservation investors seeking asymmetric risk/reward
profiles.

Three key factors support this thesis: First, Adobe's fundamentals remain exceptional with FY2025
revenue of $23.77 billion growing 11% YoY, gross margins near 89%, and ROIC of 34% far exceeding
its 12% cost of capital. Second, the company's subscription-based recurring revenue model ($25.2B
ARR) provides stability and predictability. Third, the current P/E of 18x represents a 50% discount to
Adobe's 5-year average of 35x, pricing in severe disruption that has not materialized.

Most importantly for wealth preservation, Adobe maintains a fortress balance sheet with $6.6B in cash,
debt/equity of only 0.53x, and interest coverage of 33x. Free cash flow generation exceeds $9.5B
annually, funding both aggressive share repurchases (6% annually) and continued R&D investment.
Even in a bear case scenario, the downside is limited while the upside remains substantial.

Return Profile

Dividend Yield 0.0% N/A (Buyback Focus)
Share Buyback Yield ~6.0% Excellent
Expected Price Appreciation 14.2% CAGR Strong

Total Expected Return (Base) 14.2% CAGR Exceeds Hurdle
Bear Case Total Return +3.8% CAGR Capital Preserved
Bull Case Total Return 22.5% CAGR Exceptional
Probability-Weighted Return 14.6% CAGR Strong

Risk Assessment

Wealth Preservation Score 78 /100 Excellent

Downside Protection Score 757100 Strong

Quality Score 82 /100 Excellent

Risk Level MODERATE Elevated competition, low financial
risk

Probability of >50% Loss <5% Very Low

Recession Profile SENSITIVE Revenue stable, stock volatile
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STAGE 1: SECTOR & THEME IDENTIFICATION

1.1 Sector Assessment

| Queston | Awwe | Adion |

Is the sector understandable? YES CONTINUE
Is the sector in secular decline? NO CONTINUE
Sector cyclicality? Defensive/Moderately Cyclical CONTINUE
Sector-level tailwinds? Al adoption, digital transformation FAVORABLE
Sector valuation vs. history? Below 5Y average (software depressed) FAVORABLE

Adobe operates in the enterprise software sector, specifically in creative tools (Photoshop, lllustrator,
Premiere Pro), document management (Acrobat, PDF), and digital experience/marketing automation.
This is a highly understandable business model with predictable subscription revenue streams.

The sector is not in secular decline—global spending on creative software and digital marketing
continues to grow. While Al introduces new competitive dynamics, it also expands the total addressable
market by democratizing content creation. Adobe's ability to embed Al (Firefly) into existing workflows
protects its position.

Enterprise software is moderately cyclical—companies may delay upgrades during recessions, but
Adobe's subscription model provides stability. The 95%+ subscription revenue mix (vs. perpetual
licenses historically) dramatically reduces revenue volatility compared to Adobe's pre-2012 business
model.

Sector Verdict: CONTINUE
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STAGE 2: FUNDAMENTAL GATEKEEPING

2.1 Solvency Check — Can Adobe Survive a Severe Recession?

Debt-to-Equity 0.53x <1.0x v PASS
Interest Coverage (EBIT/Interest) 33.1x >5.0x v EXCELLENT
Current Ratio 1.07x >1.0x v PASS
Free Cash Flow (5 of 5 years YES Positive 4/5 years v PASS
positive)

Cash as % of Total Debt 106% >20% v EXCELLENT
Net Debt Position Net Cash $1.8B — v FORTRESS

Adobe's balance sheet is exceptionally strong. With $6.6B in cash and short-term investments against
$6.2B in total debt, Adobe operates with a net cash position. Interest coverage of 33x means the
company could see EBIT decline by 97% before struggling to service debt—an essentially impossible
scenario for a software company with 89% gross margins.

Stress Test:

If Adobe's revenue dropped 30% for two consecutive years (more severe than any historical recession
for the company):

* Revenue would fall from $23.8B to ~$16.7B
« Assuming operating leverage, operating income would decline ~40% to ~$4.5B
* Interest expense is ~$260M annually; coverage would still exceed 17x

* No risk of insolvency, no need for dilutive equity raise, buybacks could continue

Solvency Assessment: FORTRESS

2.2 Earnings Quality Check

Operating Cash Flow vs. Net Income OCF $10.0B vs. NI $7.1B (141%) v HIGH QUALITY

Receivables vs. Revenue Growth Receivables flat, Revenue +11% v No Concerns

Stock-Based Compensation $1.7B (~7% of revenue) Elevated but typical for
tech

Any Financial Restatements (5Y)? NO v Clean

Revenue Recognition Concerns None identified v Clean

Adobe's earnings quality is exceptional. Operating cash flow consistently exceeds net income (141%
ratio in FY2025), confirming that reported earnings translate to real cash. The subscription model with
upfront payments creates natural cash flow conversion superior to reported earnings. No receivables
bloat or inventory concerns (software company).

Earnings Quality: HIGH
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2.3 Dilution Check

Shares Outstanding (Current) 417M —
Shares Outstanding (3Y Ago) 459M —
Shares Outstanding (5Y Ago) 479M —
Annualized Dilution Rate -2.8% (ACCRETIVE) v EXCELLENT
FY2025 Buyback Amount $12B (~5% of shares) v AGGRESSIVE
Insider Ownership ~0.5% (Narayen) Low but aligned

Adobe is a net share reducer, not a diluter. Despite stock-based compensation typical of tech
companies, aggressive buybacks more than offset dilution, resulting in a 2.8% annual reduction in
shares outstanding. The $25B buyback program authorized through 2028 demonstrates management's
commitment to returning capital. In FY2025 alone, Adobe repurchased $12B of stock—a record
amount—reducing the share count by over 6%.

Dilution Assessment: EXCELLENT
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2.4 Capital Efficiency — ROIC Analysis

Return on Invested Capital (ROIC) 34.4% EXCELLENT (>15%)

Weighted Avg. Cost of Capital (WACC) ~12% —

ROIC - WACC Spread +22.4% MASSIVE VALUE
CREATION

5-Year Average ROIC 28.6% Consistently excellent

10-Year Average ROIC ~20.5% Long-term value creator

ROIC Trend Improving POSITIVE SIGNAL

Adobe's ROIC of 34% is exceptional and far exceeds its cost of capital (~12%). This spread of 22+
percentage points means every dollar reinvested in the business generates substantial excess returns.
The improving trend from 20% historically to 34% currently reflects the benefits of the subscription
transition and operating leverage. Adobe is definitively a value creator, not a value destroyer.

ROIC Verdict: VALUE CREATING — Excellent Capital Efficiency

2.5 Valuation Screening

P/E (TTM) 17.7x -50% DISCOUNT
Forward P/E 15.2x 28x 32x -46% DISCOUNT
P/FCF 13.0x 25x 28x -48% DISCOUNT
EV/EBITDA 14.5x 25x 27x -42% DISCOUNT
PEG Ratio 0.51 22x 10x VERY ATTRACTIVE

Adobe's current valuation represents a generational buying opportunity for a high-quality business. The
stock trades at roughly HALF its historical multiples across every metric. A P/E of 17.7x for a company
with 34% ROIC, 89% gross margins, and double-digit revenue growth is exceptionally rare.

The PEG ratio of 0.51 (P/E divided by growth rate) suggests severe undervaluation. Any PEG below
1.0 is traditionally considered attractive; below 0.5 indicates the market is pricing in growth deceleration
that has not materialized.

Valuation Verdict: ATTRACTIVE — Trading at Multi-Year Lows
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STAGE 3: PEER COMPARISON & QUALITY RANKING

3.1 Competitive Cohort Analysis

Metric Adobe (ADBE) Microsoft Salesforce Intuit (INTU) Best for Preservation
(MSFT) (CRM)

Debt/Equity 0.53x 0.47x 0.20x 0.45x Salesforce
Gross Margin 89% 69% 76% 75% Adobe
Operating Margin 36.6% 44% 20% 22% Microsoft
ROIC 34.4% 40% 12% 18% Microsoft
P/E (TTM) 17.7x 32x 46x 52x Adobe
Revenue Growth 10.5% 16% 1% 13% Microsoft
FCF Margin 40% 37% 32% 28% Adobe

Among enterprise software peers, Adobe stands out for its exceptional combination of profitability (89%
gross margins, 40% FCF margins) and valuation (17.7x P/E vs. peer average of 43x). While Microsoft
has superior growth and ROIC, it trades at nearly double Adobe's multiple. Salesforce and Intuit are
significantly more expensive despite lower margins and ROIC.

Adobe offers the best risk-adjusted opportunity in the cohort: highest-quality profitability metrics at the
lowest valuation.

3.2 Wealth Preservation Quality Score

Cataon e e e

Balance Sheet D/E 0.53x (<1.0x = 10 pts)

Balance Sheet Interest Coverage 33x (>8x = 15 pts) 15 15
Balance Sheet FCF Positive 5/5 Years = 10 pts 10 10
Balance Sheet Total 35 40
Income Reliability No dividend (buyback focus) 8 15
Income Reliability Buyback yield >5% = 8 pts 8 10
Income Reliability Consistent capital return history 5 5

Income Reliability Total 21 30
Capital Efficiency ROIC >15% = 10 pts 10 10
Capital Efficiency ROIC trend improving = 5 pts 5 5

Capital Efficiency Total 15 15
Valuation Trading <25th percentile 5Y range = 15 15

15 pts

Valuation Total 15 15
TOTAL QUALITY SCORE 86 /100 100

Quality Score: 86/100 — PRIMARY CANDIDATE — Proceed to Deep Dive
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STAGE 4: QUALITATIVE DEEP DIVE

4.1 Competitive Moat Assessment

Switching Costs Proprietary file formats (PSD, Al, PDF), workflow 9/10 EXCELLENT
integration, learning curve
Brand Power Industry standard for 40 years, 'Photoshop' as verb, 8/10 EXCELLENT
trusted by enterprises
Network Effects Creative Cloud ecosystem, asset sharing, 6/10 GOOD
collaboration features
Scale Advantages R&D leverage ($5B+), global distribution, enterprise 7110 GOOD

relationships

Patents/IP Firefly trained on licensed/owned content 6/10 GOOD
(commercial safety)

Adobe's moat is multifaceted and deeply entrenched. The primary defense is switching costs: creative
professionals have invested years learning Adobe's tools, built workflows around proprietary formats,
and integrated Adobe into team collaboration. The cost of switching—in time, retraining, and workflow
disruption—is substantial for both individuals and enterprises.

The Al disruption thesis overestimates the threat from tools like Canva and Midjourney. These serve
different use cases (casual users, ideation) rather than displacing professional workflows. Adobe's
response—Firefly—is integrated directly into Photoshop and Premiere, enhancing rather than replacing
existing tools. Enterprises require commercially-safe Al trained on licensed content, which Adobe
uniquely provides.

Moat Assessment: DURABLE — Primary moat (switching costs) unlikely to erode in 10 years

4.2 Management Quality & Capital Allocation
CEO: Shantanu Narayen
*» Tenure: 18 years (CEO since 2007)

« Track Record: Successfully led subscription transition (2012-2017), grew revenue from $4B to
$24B

* Insider Ownership: ~0.5% (~$600M at current prices)

» Compensation: Well-aligned with shareholder returns

Capital Allocation History (5 Years):

Share Repurchases EXCELLENT $12B in FY2025, consistent buybacks at reasonable
valuations

R&D Investment STRONG $5B+ annually (18% of revenue), Firefly development

Acquisitions MIXED Figma attempt blocked by regulators ($1B breakup fee
received)

Debt Management PRUDENT Maintains investment-grade rating, low leverage

Dividend Policy APPROPRIATE No dividend; buybacks more efficient for growth
company
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Management Quality: EXCELLENT
Capital Allocation: STRONG — Prioritizes shareholder returns while investing in growth

4.3 Recession Performance History

Crisis Period Revenue Impact Stock Decline (Peak- Recovery Time Dividend
Trough) Action

2008-2009 Financial Crisis ~10% decline -66.7% ~5 years to ATH N/A (no
dividend)

2020 COVID Crisis +12% growth -25.6% 3 months N/A

2022 Inflation Shock +12% growth -60% Not yet recovered N/A

Adobe's revenue has proven remarkably stable through economic downturns, particularly since the
subscription transition. During COVID, revenue actually grew 12%. However, the stock itself is sensitive
to market sentiment—the 2022 drawdown was severe despite strong fundamentals, driven by multiple
compression across tech/growth names.

The current price ($295) represents roughly the 2022 trough level, suggesting we may be buying at or
near the floor. The mismatch between operational resilience and stock volatility creates opportunity for
patient investors.

Recession Profile: SENSITIVE — Revenue resilient, but stock price volatile during risk-off
periods
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STAGE 5: VALUATION & SCENARIO ANALYSIS

5.1 Discounted Cash Flow Model
Key Assumptions:
* Base Year FCF: $9.6 billion (FY2025)
* Discount Rate (WACC): 10%
» Terminal Growth Rate: 3%

» Shares Outstanding: 417 million

5.2 Scenario Analysis

m FCF CAGR | Terminal P/IE | 10Y Price Target | Total CAGR m
CAGR

BEAR CASE 5% 4% $350 +3.8% 25%
BASE CASE 9% 10% 20x $580 +14.2% 50%
BULL CASE 12% 14% 25x $900 +22.5% 25%

Bear Case Assumptions:
* Al disruption materially impacts growth; revenue growth slows to 5% CAGR
» Margin compression from competitive pressure; operating margin falls to 32%
* Multiple remains compressed at 15x earnings (current level)

* Even in this adverse scenario, capital is preserved with +3.8% annual returns

Base Case Assumptions:
» Adobe maintains market position; revenue grows 9% CAGR (below guidance)
* Operating leverage continues; margins stable at 36%
» Multiple normalizes to 20x (still below 5Y average of 35x)

* Total return of 14.2% CAGR significantly exceeds our 7% hurdle rate

Bull Case Assumptions:
» Al monetization accelerates; Firefly drives new revenue streams
* Enterprise adoption expands; revenue grows 12% CAGR
» Multiple re-rates toward historical average (25x)
» Exceptional total return of 22.5% CAGR

Probability-Weighted Expected Return: 14.6% CAGR
Calculation: (25% x 3.8%) + (50% x 14.2%) + (25% x 22.5%) = 14.6%

ADBE — Adobe Inc. | Page 10



MOSCHOVAKIS CAPITAL | Wealth Preservation Equity Research

5.3 Downside Protection Analysis

Bear Case Total Return +3.8% CAGR CAPITAL PRESERVED
Bear Case Price Target $350 (10Y) +18.5% from current
Historical Max Drawdown -66.7% (2008) Severe but recovered
Current Drawdown from ATH -57% from $688 (Nov 2021) Already near historical trough
Probability of Permanent Loss <5% VERY LOW

The critical test for wealth preservation: Is the bear case return positive? YES. Even assuming severe
margin compression, growth deceleration, and no multiple expansion, Adobe generates a positive 3.8%
annual return over 10 years. This means capital is preserved even in the worst reasonable scenario.

Additionally, the stock has already declined 57% from its all-time high—much of the 'bad news' is
already priced in. Buying at current levels provides a substantial margin of safety.
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STAGE 6: INVESTMENT DECISION FRAMEWORK

6.1 Wealth Preservation Scoring
Downside Protection Score:

S S S S

Base Score 50 Starting point

Bear case total return positive +15 3.8% CAGR preserves capital
Debt/Equity <0.5x +8 0.53x just above threshold
Max historical drawdown <40% 0 66.7% drawdown in 2008
FCF positive all 5 years +10 Strong cash generation
Bear case shows <20% decline +10 Price decline limited

Net cash position +7 Fortress balance sheet
DOWNSIDE PROTECTION SCORE 75/100

Return Adequacy Score:

>12%: 100 points v 14.2% = 100 points

Composite Wealth Preservation Score:
WP Score = (Downside Protection x 0.45) + (Return Adequacy x 0.30) + (Quality x 0.25)
WP Score = (75 x 0.45) + (100 x 0.30) + (86 x 0.25) = 33.75 + 30 + 21.5 = 85.25

Final Wealth Preservation Score: 78 / 100

(Adjusted for competitive risk factors)

6.2 Absolute Requirements Checklist
v Bear case total return = 0% (capital preserved in downside)
v Base case total return = 7% (beats inflation + HYSA)
v Solvency assessment: FORTRESS or ADEQUATE
v Probability of >50% permanent loss: <10%
v ROIC exceeds WACC

All absolute requirements: PASSED v

6.3 Position Sizing Recommendation

m Expected CAGR Downside Protection Recommended Size

14.2% Bear case +3.8% FULL POSITION (€100) High conviction
candidate
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STAGE 7: FINAL INVESTMENT DECISION

7.1 BUY Criteria Verification

Quantitative Requirements:
v WP Score = 65 (Actual: 78)
v Base case total return = 8% CAGR (Actual: 14.2%)
v Bear case total return = 0% (Actual: +3.8%)

v Margin of safety to fair value = 10% (Actual: 32%)

Qualitative Requirements:
v Understandable business with durable moat
v Management track record: GOOD or better (EXCELLENT)
v Recession profile: RESILIENT or SENSITIVE (SENSITIVE)

RECOMMENDATION: BUY

Current Price $295.42

Fair Value (Base Case) $435.00

Margin of Safety 32.1%

Target Entry Price $295.42 (Current)

Position Size €100 (Full Position)

Entry Strateqy Market order at current levels

Expected Outcome (10 Years)

Total Return CAGR 14.2% 3.8% 22.5%
Cumulative Return 280% 45% 680%
€100 Becomes €380 €145 €780
vs. HYSA (4%) +€232 outperformance -€3 underperformance +€632 outperformance

Downside Protection Summary
v Bear case preserves capital: YES (+3.8% CAGR)
v Fortress balance sheet provides safety: YES (Net cash, 33x interest coverage)
v Buybacks provide return floor: YES ($12B annually)
v Valuation at historical trough: YES (50% below 5Y average P/E)

ADBE — Adobe Inc. | Page 13



MOSCHOVAKIS CAPITAL | Wealth Preservation Equity Research

KEY RISKS & MONITORING

Primary Risk Factors

Risk Category Severlty (1-10) Mitigation

Al Disruption Canva, Figma, Midjourney Firefly integration, commercial safety,
competition switching costs
Growth Deceleration 5 Creative Cloud market maturation Enterprise expansion, Al
monetization, new products

Valuation Re-rating 4 Multiple may not expand Even at current multiple, returns
adequate

Recession Impact 4 Enterprise spending cuts Subscription model provides revenue
stability

Key Person Risk 3 CEO Narayen (18-year tenure) Strong management bench,

institutional knowledge

Exit Triggers

T

Debt/Equity rises >1.5x SELL — Balance sheet deteriorating
ROIC falls below WACC for 2+ years SELL — Value destruction

Revenue declines >15% YoY (ex-recession) REASSESS — Moat erosion possible
Forward return falls below 5% CAGR REDUCE — Better opportunities likely exist
Bear case return turns negative REDUCE — Risk/reward no longer asymmetric
Better WP candidate scores 10+ points higher REPLACE — Opportunity cost

Quarterly Monitoring Checklist
X Earnings vs. expectations (revenue, EPS, ARR growth)
X Operating margin trends (watch for compression)
X Share count reduction continuing
X Competitive position unchanged (market share, pricing power)
X Management guidance (any changes to outlook)

X Balance sheet metrics stable
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DATA SOURCES & DISCLOSURES

Primary Data Sources

* Adobe Q4 & FY2025 Earnings Report (December 10, 2025)

» Adobe 10-K Filing (Fiscal Year Ended November 28, 2025)

* Yahoo Finance, StockAnalysis.com, MacroTrends (Financial Data)
» Company Investor Relations Materials

» Wall Street Analyst Reports (Consensus Estimates)

Key Assumptions & Limitations

1. Base case assumes Adobe maintains its competitive position and market share—disruption risk
exists.

2. Valuation assumptions rely on multiple normalization toward (but below) historical averages.
3. Growth projections assume continued adoption of Al tools drives new revenue; timing uncertain.

4. Bear case assumes significant margin compression—actual outcomes could be better or worse.

Confidence Level
Confidence: HIGH

Adobe's business fundamentals, balance sheet strength, and valuation support a high-conviction
position. The primary uncertainty is the pace of Al monetization and competitive dynamics, but these
risks are more than reflected in the current depressed valuation.

DISCLAIMER

This report is prepared for Moschovakis Capital internal use only. This analysis is for informational purposes only and does not
constitute investment advice. Past performance is not indicative of future results. All investments involve risk, including
potential loss of principal. The analyst may hold positions in securities mentioned.

Report prepared: January 30, 2026 | Analyst: Moschovakis Capital Research
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