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Company Profile

Overview: Adobe, Inc. (“Adobe” or the “Company”) is a leading global software company focused on digital
media creation, document management, and digital experience solutions. Founded in 1982 and headquartered in
San Jose, California, Adobe pioneered tools like PostScript, PDF, Photoshop, and lllustrator. It transitioned to a
subscription-based model with Creative Cloud in 2013, driving recurring revenue and predictable growth.

The company operates two primary reportable segments: Digital Media (creative and document tools) and Digital
Experience (marketing, analytics, and personalization platforms), with a small legacy Publishing and Advertising
segment. For fiscal year ended November 28, 2025, Adobe reported record total revenue of $23.77B,
representing 11% YoY growth. Digital Media Annualized Recurring Revenue (ARR) ended the year at $19.20B
(11.5% YoY), while total Adobe ARR stood at approximately $25.66B. The company maintains a strong balance
sheet with $53.0M in net debt, generates robust free cash flow with $9.52B in TTM EBITDA, and actively returns
capital via share repurchases with $2.47B in TTM net common equity purchased. Adobe's strategy emphasizes Al
integration (e.g., Firefly generative Al models) across its cloud offerings, positioning it as a leader in Al-driven
content creation and customer experience orchestration.

Investment Thesis: The Company presents a compelling GARP opportunity for growth-oriented clients seeking a
premier software business at the nexus of creative tools, digital experiences, and generative Al. Adobe's near-
fully subscription-based model (~96% recurring revenue) delivered record FY2025 results: $23.77B in total
revenue (11% YoY), Digital Media ARR of $19.20B (11.5% YoY), and robust free cash flow of $9.52B.

Fundamentally, Adobe has reached an inflection point by exhibiting operational resilience and Al-driven
momentum over recent quarters: Q4 FY2025 total revenue reached $6.19B (+10% YoY), exceeding consensus,
while Firefly cumulative generations surpassed 10 billion, Al features accelerated adoption in Acrobat and
Express, Digital Experience bookings grew strongly on enterprise personalization demand, and non-GAAP
operating margins remained best-in-class at ~45%. Adjusted free cash flow generation underpinned consistent
capital returns despite elevated R&D investment (~15% of total revenue). Strategically, the Company is advancing
with urgency: commercially safe, indemnity-backed Firefly models embed agentic Al directly into professional
workflows, GenStudio orchestrates enterprise content supply chains at scale, cross-cloud synergies drive higher
lifetime value through Creative-to-Experience upsell, and new distribution surfaces (e.g., native integrations in
leading LLMs like ChatGPT) serve as top-of-funnel acquisition channels. These new distribution surfaces are
complementary, not cannibalistic, reinforcing Adobe's ecosystem lock-in while addressing prosumer entry points.
Yet, the stock has traded under pressure amid broader Al disruption fears and macro caution, resulting in a
forward P/E around 11.9x—attractively priced relative to its peers, Rule-of-40-plus performance, ~45% non-GAAP
operating margins, and consistent execution.

There has been a prevailing Wall Street and CNBC narrative that generative Al pure-plays like OpenAl will erode
or overtake market share from incumbent SaaS/tech giants. However, this outcome appears unlikely for Adobe.
Most enterprise customers—oprioritizing reliability, integration, and IP protection—Ilack the incentive or capability to
specialize in building proprietary content generation engines or sustaining a high-quality, end-to-end content
supply chain. Adobe's Firefly models and GenStudio deliver agentic Al capabilities that automate complex tasks
without the legal or quality risks of open-source alternatives.

Nevertheless, risks persist including intensifying competition from low-cost generative Al tools, regulatory scrutiny
on data privacy/antitrust, and cybersecurity threats. However, Adobe's moat in professional creative dominance
(~60-80% share), enterprise cross-sell synergies, and emerging market tailwinds position it for sustained mid-
teens earnings growth. We view the Company as a core holding for portfolios seeking resilient, Al-accelerated
growth at an attractive valuation.

Key Personnel: Chair/CEOQO: Shantanu Narayen; Pres. Digital Media: David Wadhwani; Pres. Digital Experience:
Anil Chakravarthy; CFO: Dan Durn; Director: Cristiano Amon; Director: Frank Calderoni



Notable Insider Transactions:
All executives are net acquirers of common stock. Holdings increased meaningfully due to compensatory
vestings, even after tax withholding. Notable insider transactions were researched on a TTM basis.

Recent Events:

12/10/2025: 4Q25 earnings double beat

12/10/2025: Adobe apps: Photoshop, Express, and Acrobat become free to use in ChatGPT

11/19/2025: Announced to acquire Semrush for $1.9B in cash, critical for generative engine optimization (GEO)

Financial Performance

Annualized Performance Metrics: 1Y: -38.00%, 3Y: -10.50%, 5Y: -10.81%
Key Financials (TTM): Rev.: $23.77B (11.0% YoY), Net Inc.: $7.13B (5.61% YoY), EPS: $16.71 (10.02% YoY)

Valuation: P/E Ratio (Fwd): 11.9x vs. Peer Avg: 20.8x, P/B Ratio: 9.9x, P/S Ratio: 5.05x

Companies Adobe Microsoft Salesforce ServiceNow
P/E Ratio (1yr) 11.9x 24.7x 16.9x 26.8x
P/E Ratio (2yr) 10.6x 21.9x 15.2x 22.2x
PEG Ratio (5yr) 0.77x 1.57x 0.91x 0.96x
Dividend Yield (Fwd) N/A N/A N/A N/A

Dividends: N/A

Price Chart (Since 01/2018 Weekly; Volume, W-SMA 50, W-SMA 100, W-SMA 200, Williams %R 90):

Investment Outlook

Key Growth Drivers:

Al Innovation & End-User Adoption

Adobe's leadership in generative Al, anchored by its Firefly family of models, represents a pivotal growth catalyst,
with early monetization already contributing over 33% to net new ARR. In FY2025, the company reported that Al-
powered features drove accelerated adoption across Creative Cloud and Document Cloud, with Firefly image
generations surpassing 10 billion cumulatively and Al-assisted workflows in Acrobat and Express gaining traction



among both professional and prosumer cohorts. Management has highlighted that commercially safe, indemnity-
backed Al—trained exclusively on licensed and public domain content—differentiates Adobe from open-source
alternatives prone to IP risk, supporting premium pricing and enterprise uptake. Looking ahead, we expect Al-
related revenue approaching $9-10B in FY2026, implying 300-325 bps of incremental contribution to total growth
as credit-based monetization (e.g., Firefly generative credits) and higher-tier subscription plans scale. GenStudio
for enterprise content supply chains and agentic Al capabilities are expected to further expand the addressable
market by automating complex workflows, potentially lifting Digital Media ARR growth into the low-teens. End-
user adoption remains robust, evidenced by strong retention and cross-sell metrics, positioning Al as the primary
driver of reacceleration toward high-single digit revenue growth over the medium term.

Partnerships & M&A

Adobe continues to leverage strategic partnerships as a high-ROI channel for user acquisition and ecosystem
expansion while maintaining a disciplined approach to M&A following the terminated Figma transaction. The
December 2025 collaboration with OpenAl—integrating lightweight Photoshop Express, Acrobat, and Adobe
Express capabilities natively into ChatGPT at no cost to users—serves as a classic top-of-funnel strategy,
exposing Adobe's tools to ChatGPT's hundreds of millions of active users and driving conversion to paid
subscriptions. Management has characterized this as a freemium surface that accelerates net new subscriber
adds without cannibalizing core revenue. Additional co-sell agreements with hyperscalers (Microsoft Azure, AWS,
Google Cloud) facilitate enterprise deployment of Experience Platform and Firefly models, contributing to Digital
Experience bookings growth. On the M&A front, regulatory scrutiny has shifted priority toward smaller, tuck-in
acquisitions and organic innovation, preserving capital allocation flexibility for share repurchases ($4-5B annually)
and R&D investment. We estimate partnerships could contribute 2-4 points of incremental Digital Media ARR
growth annually through lead generation and upsell, while a cautious M&A posture supports best-in-class margins
(non-GAAP operating margin ~45%) and positions Adobe to capitalize on consolidation opportunities in
fragmented Al-adjacent markets when antitrust headwinds subside.

Emerging Market Expansion

International markets, particularly Asia-Pacific and Latin America, offer Adobe a durable structural growth vector
as digital transformation accelerates in underpenetrated regions. In FY2025, non-Americas revenue represented
approximately 45% of the total (~$10.7B), with APAC (roughly 15-18% of revenue) delivering mid-teens constant-
currency growth—materially above the company average—driven by increasing adoption of Creative Cloud and
Experience Cloud among SMBs, agencies, and multinational enterprises localizing operations. Localized pricing,
payment options, and language support, combined with investments in regional go-to-market teams (notably India
and Southeast Asia), have improved penetration and reduced churn. We forecast emerging markets to contribute
disproportionately to growth, adding 300-400 bps to overall revenue expansion through FY2028 as GDP growth,
rising middle-class consumption, and e-commerce proliferation fuel demand for content creation and personalized
digital experiences. Enterprise wins in sectors such as retail and financial services in India and Brazil underscore
the opportunity, with potential for APAC to approach 20-25% of total revenue longer-term. While currency volatility
and competitive intensity remain risks, Adobe's subscription model provides natural hedging and high incremental
margins (~80-90%) on new regional ARR, supporting sustained Rule-of-40-plus performance.

Key Risks:

Generative Al Competition

The rapid proliferation of generative Al tools poses a material risk to Adobe's premium positioning in creative and
document workflows, potentially pressuring pricing power and subscriber growth. Competitors such as
Midjourney, Stability Al, and OpenAl's Sora/DALL-E offer low-cost or freemium alternatives with rapid iteration
cycles, while integrated players like Canva (with Magic Studio) and Figma target prosumer and collaborative
segments. Open-source models (e.g., Stable Diffusion derivatives) further commoditize basic image/video
generation, risking erosion of Adobe's ~60-70% share in professional creative tools. In FY2025, management
noted minimal near-term disruption due to Firefly's commercial-safety advantages and indemnity policies, but we
estimate competitive intensity could shave 100-200 bps off Digital Media ARR growth annually if low-end churn
accelerates. Enterprise adoption of non-indemnified tools remains limited by IP concerns, yet consumer/prosumer
shifts toward free alternatives (e.g., Canva's 200+ M users) could cap net new adds at the lower end of the 1-2
million quarterly range. Longer-term, if multimodal capabilities from hyperscalers (Microsoft Copilot, Google
Gemini) deepen integration with productivity suites, Adobe risks 5-10% dilution to its moat, necessitating
sustained R&D investment (~15% of revenue) to maintain differentiation.



Antitrust & Data Privacy Regulations

Heightened global regulatory scrutiny represents a key overhang for Adobe, particularly following the 2023
termination of the $20B Figma acquisition amid antitrust challenges from the U.S. DOJ, UK CMA, and EU
Commission. This precedent has constrained M&A as a growth lever, shifting capital toward organic innovation
and buybacks while potentially limiting tuck-in opportunities in fragmented Al and collaboration markets. Data
privacy regulations, including GDPR, CCPA/CPRA, and emerging state-level frameworks, impose compliance
costs and restrict data utilization in Experience Cloud (~25% of revenue), where customer data orchestration is
core. Non-compliance fines could reach 4% of global revenue (~$1B based on FY2025 levels), though Adobe's
proactive governance has mitigated incidents to date. We model regulatory headwinds contributing a modest 50—
100 bps drag on Digital Experience growth through FY2027, with risks skewed toward delayed product rollouts or
forced feature modifications. Broader Big Tech antitrust actions (e.g., U.S. v. Google precedents) could indirectly
pressure ecosystem partnerships, though Adobe's non-dominant positions in search/social reduce direct
exposure relative to peers.

Cybersecurity

As a custodian of sensitive creative assets and enterprise customer data across Creative Cloud and Experience
Platform, Adobe faces elevated cybersecurity risks that could erode trust, trigger churn, and incur substantial
remediation costs. Historical incidents (e.g., 2013 breach affecting 38 million users) underscore vulnerabilities,
while the current threat landscape—rising ransomware and state-sponsored attacks—amplifies exposure given
Adobe's cloud-centric model handling petabytes of user content. A material breach could result in direct costs of
$100-500M (legal, forensic, notification) plus indirect revenue impact from 1-3% temporary ARR attrition, based
on peer precedents (e.g., Equifax, SolarWinds). Management invests ~10% of OPEX in security and maintains
cyber insurance, supporting resilient margins, but Experience Cloud's role in marketing personalization heightens
risks from third-party integrations. We estimate a low-probability (5-10% annually) severe event could pressure
non-GAAP EPS by 5-8% in the affected year, with reputational damage potentially capping valuation multiples at
the lower end of the 35-45x forward earnings range. Proactive measures, including zero-trust architecture and Al-
driven threat detection, provide mitigation, but persistent evolution of threats remains a structural concern.

Analyst Consensus (as of 02/04/26): Price Target: $429.21 (52.50% upside), Ratings: 14 Buy, 11 Hold, 1 Sell

Collar Capital Valuation:

Ticker ADBE
Date 2/4/2026
Current Price $281.47
Target Price $382.64
Implied Return 35.94%
Target Price Range $344.37 - $420.9
Implied Return Range 22% - 50%
Probability Score 86%




