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History FA\\Adobe

* Adobe Systems Incorporated was founded in December of 1982 by
John Warnock and Charles Geschke.

* IPO August 20, 1986 @ 22 cents
 First company in Silicon Valley history to be profitable first year.

e Adobe Creek — John Warnocks house
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. Fa\Adobe’
Overview

* Creative Cloud- Application
* Adobe Experience Cloud
 Services and Support

* Publishing
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Operating Segments Ftidobe

» Digital Media- Provides teams or individuals products and services that allow
them to create and promote their content.

»Digital Experience- Provides services for creating, managing, measuring and
optimizing digital marketing on multiple channels.

» Publishing software- Smallest portion of their earnings, pertains to legacy
technical document publishing, web application development and high-end
printing.
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F\\Adobe’
News

» At MAX 2018 reveals new advancements in their Subscription based Creative Cloud service.

» Acquiring competitor Marketo, a marketing and sales management company, benefitted
their experience cloud segment.

» Acquired Magento, an eCommerce online service company.

» Microsoft, Adobe, and SAP announce Open Data initiative
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How Consumers Purchase Adobe Ftieinke

@ Creative Cloud Plans & Pricing

J Individuals E Business Students and Teachers Schools and Universities
‘nsrwuz
Photography Single App All Apps All Apps + Adobe Stock
uss 99 uss 99 USS 99 UsS a8
9/mo ZO/mo 52/mo 82/mo
|Photography plan (20GB) | [Choose an app | [Annual pian. paid monthly | Annual plan, paid monthly

[Annual pian, paid monthly |

includes:
» Ughtroom CC

+ Ughtroom Classic CC
- Photoshop CC

- 20GB of doud storage

Compare phatography plans

[[] Add Adobe Stock. Get one month free*

» Your choice of one creative app like Photoshop

CC, #Mlustrator CC, or Adobe XD CC

« Indudes: 100GB of dloud storage, Adobe

Portiolio, Adobe Fonts, and Adobe Spark with
premium features

[[] Add Adobe Stock. Get one month free*

- The entire collection of 20+ aeative deskiop

and mobile apps induding Photoshop CC,
Ilfustrator CC, and Adobe XD CC

« Includes: 100G8 of doud storage, Adobe

Portfiolio, Adobe Fonts; and Adobe Spark with
preméum features

« Up 101078 of doud storage (Call for detalls)

[[]1 Add Adobe Stock. Get ane month free

- The entire collection of 20+ creative desktop
and mobile apps Including Photoshop CC,
Wlustrator CC, and Adobe XD CC

- Get 10 free Adobe Stock images.

Your first month of Adobe Stock Is free with the
10 timages/mo. plan

- Cancel Adobe Stock risk-free within the first

month

] sy _—— =
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Experience Cloud 7AYAdobe

Adobe Experience Cloud
|

|

(@)
N

l
2

Marketing Cloud Analytics Cloud Advertising Cloud

larget Analytics

' N\ Media Optimizer
L 2)

P
&:
Webanalytics B

Webtesting & personalisation = DSP, Search, DCO

Campaign Launch

Cross-channel campaign Tag Management System

Social . Audience Manager

Social media communication Data Manar_‘,emenl Platform

Experience Manager

Content management system

Primetime

IV media management
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Growth Opportunities FtAdohe

Expansion of cloud services
- SaaS subscription model has shown high levels of growth as well as control over data
- Adobe will expand margins at a healthy rate once it becomes fully integrated into its new business model

Expansion of enterprise data understanding
- Analytics cloud & Sensei gives Adobe and its clients more understanding of the data ecosystem
- Partnership with Microsoft gives Adobe more data and reach into the understanding of its clients

Larger B2C appeal
- Growing digital media use from youtubers in particular
- Adobe already has established strong B2C appeal whereas competitors are more B2B

Continued Partnerships or M&A
- Adobes willingness to partner with large competing firms helps the firm to access more capital and lever its higher access

to data
- Adobe could be an M&A target with its continued success in customer relationship and data market
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SWOT Analysis FtAdohe

Strength Weakness
= Subscription payment method * Inability to keep up with consumer demands through new
=  One stop Creative design service software could harm operations
= Expansive product list * Creative software packages are pricey and can drive away
= Partnerships with competition to understand data consumers
ecosystem * New entrants into their market segments
Opportunity Threats
* Expansion of software to mobile devices. * Intense competition from other big tech companies
e  Growth of new cloud services * Development of new services or software.
Opportunity for increased international usage * Susceptible to foreign currency value fluctuation

* Threat from hackers, data breaches, etc.
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Moat FA\\Adobe

Switching Costs

- Adobe’s creative software is the gold standard

- Tying digital experience with creation software creates an all in one ecosystem

- Education systems heavily rely on Adobe software and once students enter the job market, employers often
use Adobe due to its broad array of products paired with pre-existing knowledge from new recruits

Network Effect

- Increase in digital endorsements from a growing population of bloggers and youtubers

- Partnerships with Microsoft can increase Adobe’s footprint in the B2B market

- Designers and marketers for firms can access all the software needed under an Adobe subscription
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Qualitative Analysis A\Adobe

Qualitative Analysis

Criteria Pass/Fail
Competitive Advantage? Yes
Easily Explainable? Yes
Heavily Unionized? MNo
Heawvy Capital Infusion? No
Heawvy R&D? Yes
Obselete Inventory? No
Chronic one-time write offs? No
Raise prices to offset inflation? Yes
Sell more in the future? Yes
Billion dollar competitor? MNo
Total 90.0% 9 out of 10
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OFS FA\Adobe’

Quantitative Analysis

LTM Value Threshold Pass/Fail
Gross Profit Margin 87.1% Above 20% Pass
SGA to Gross Profit 44.9% Below 80% Pass
R&D to Gross Profit 19.5% Below 10% Fail
Depreciation 4.5% Below 10% Pass
Interest to Operating Income 0.4% Below 15% Pass
Net Profit Margin 23.2% Above 10% Pass
Current Ratio 2.1 Above 1 Pass
Obligation Ratio 0 Below 5 Pass
Adjusted Debt to SE 0.2 Below 0.8 Pass
ROE 27.9% Above 15% Pass
ROIC 22.9% Above 15% Pass
Payout Ratio 0.0% Below 60% Pass
Preferred Stock None None Pass
Capital Expenditures 2.8% Below 25% Pass
Net Earnings Trend Increasing Increasing Pass
Retained Earnings Trend Increasing  Increasing Pass
Total 93.8% 15 out of 16
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Dupont Historical FAAdobe

Financial Leverage
Multiplier

Net Profit Margin  Total Asset Turnover

2015 13.13% 0.43 1.67 9.1%
2016 19.96% 0.48 1.71 16.2%
2017 23.20% 0.50 1.71 20.2%
T 28.16% 0.58 1.73 28.2%
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FA\\Adobe’

Dupont (Competitors)

Company Net Profit Total Asset Financial Leverage

2017 Margin Turnover Multiplier

ADBE 23.20% 0.50 1.71 20.02%
CRM 1.72% 0.60 2.34 2.40%
ORCL 24.74% 0.28 2.51 17.33%
SAP 17.13% 0.55 1.67 15.75%
MSFT 26.39% 0.39 2.85 29.06%

GOOG 11.42% 0.56 1.29 8.30%
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FA\Adobe’

Industry Breakdown

Adobe Salesforce Oracle SAP SE  Microsoft Alphabet
(ADBE) (CRM) (ORCL) (SAP) (MSFT) (GOOG)
Market Cap  $123.46B $106.54B $181.70B $128.0B $831.47B $765.40B
Revenue  $8,572M $11,818M $39,837M  $28,572M  $110,360M  $123,898M
P/E 52.25 136.81 52.27 26.25 51.35 47.86
P/S 14.71 8.82 4.94 4.64 7.63 6.28
P/B 13.99 7.72 4.98 4.16 10.02 4.73
EV/EBIT 45.18 113.88 11.97 20.89 19.76 22.92
ROA 16.32% 3.64% 2.87% 9.60% 6.58% 8.29%
ROE 20.02 7.43% 7.97% 16.50% 19.84% 10.44%
Gross Margin  87.09% 74.04% 79.67% 69.81% 65.25% 57.41%
O&earf;i:g 32.30% 4.23% 35.76% 22.01% 31.77% 24.48%
Net Margin  28.16% 6.45% 9.74% 17.62% 15.02% 13.61%
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Debt Analysis /A\Adobe

Debt Schedule

S 900 million 4.75% 2020
S 1 billion 3.25% 2025
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FA\Adobe’

Statistical Array Analysis
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Revenue (S in billions) /A\Adobe
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Gross Profit Margin A\Adobe
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SG&A to Gross Profit A\Adobe
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Net Profit Margin /A\Adobe

25.0%
23.2%

20.0%
20.0%

15.0%
13.1%

10.0%

7.2%

6.5%
5.0%
A ® o Q N 2 oy N o . .
O ) ) > > > N Al K K 3
S S 5 S S S S " " S s

LAYMAN BROTHERS




Net Income /A\Adobe
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Return On Equity \VAdobe
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Return On Invested Capital /A\Adobe
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Diluted Shares Outstanding (in millions) /A\Adobe
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Retained Earnings /\\Adobe
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FA\Adobe’

Value Bands
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FA\Adobe’

Price / Sales
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FA\Adobe’

Price / Earnings
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Price / Earnings - Cash FAAdohe
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Price / Owner’s Earnings FAAdohe

LAYMAN BROTHERS




FA\Adobe’

ice / Book
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Price / Free Cash Flow /A\Adobe
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EV / Revenue /A\Adobe
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EV / EBITDA A\Adobe

16.0

14.0

12.0

10.0

LAYMAN BROTHERS




FA\Adobe’

EV / EBIT
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FA\Adobe’

Conscious Investor
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10 YEAR FA\Adobe’

11/08  11/09 1110  11/11 112 1113 1114 115 1116 1117 EPSttm  Years
EPS($) 1590 0730 1470 1650 1660 0560 0530 1240 2320  3.380 10

SPS ($) 6.804 5.636 7.470 8.589 8.912 8.172 8.336 9.633 11.774 14.812 10

HGROWTH STAEGR®
5.597% 42.33% |l

8.26% 86.63% [l
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6 Year

FA\Adobe’

11/08 11/09 11/10

EPS ($) 1.590 0.730 1.470

SPS ($) 6.804 5.636 7.470
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11/11 1112
1.650 1.660

8.589 8.912

HGROWTH
30.99%

11.54%

11/13 1114
0.560 0.530
8.172 8.336

STAEGR®
50.88%

90.48%

115 116 11117 EPSttm  Years
1240 2320  3.380 6
9.633 11.774  14.812 6




3 Vear FA\\Adobe

11/08 11/09 11/10 1111 1112 11/13 11/14 1115 11/16 1117 EPSttm Years

EPS($) 1590 0730 1470 1650 1660 0560 0530  1.240 2320  3.380 3

SPS (9) 6.804 5.636 7.470 8.589 8.912 8.172 8.336 9.633 11.774 14.812 3

HGROWTH STAEGR®
65.10% 05.17% [l

24.00% 09.63% [l

LAYMAN BROTHERS




3 Year Safety Net FAAdobe

Price EPSttm P/E Ratio HGrowth Payout STRET®

Default 238.44 72.01 65.10% 0.0% 71.49%

Safety 238.44 37.63 20.00% 0.0% 16.81%
Cut P/E by 43% Cut HG by 70%
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3 Year Kill It Again /A\Adobe

Price EPSttm P/E Ratio HGrowth Payout STRET®
Default 238.44 72.01 65.10% 0.0% 71.49%
Safety 238.44 37.63 20.00% 0.0% 16.81%
Saved
mptions 283.44 $4.840 25.00 8.00% 0.0% -0.81%
Cut P/E by 65% Cut HG by 87%
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Discounted Cash Flow

FA\Adobe’
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Exit Multiple
17.5 18.0 18.5
$ 31337 $ 32098 S 32858
$ 30652 $ 31395 $ 321.38
$ 299.85($ 307.12|$ 31438
|$ 29337 $ 30047 $ 307.56
$ 28706 $ 29399 $ 30093
Exit Multiple
17.5 18.0 185
$ 29141 $ 29850 $ 305.58
$ 28505 $ 29196 $ 298.88
S 27885|S$ 28561|S 292.37
|$ 27282 $ 27943 $ 286.03
'$ 26695 $ 27341 S 279.86
Exit Multiple
17.5 18.0 18.5
$ 23770 $ 24345 §
$ 23252 $ 23814 S 24376 S
$ 227.49|$ 23298|S 23847
$ 22259 $ 22795 $ 23331
'§ 21782 § 22306 $ 22830

wwn v n

19.0

328.82
321.64
314.66
307.86

Key Assumptions
Revenue 2019 2020 2021 2022 2023
Strong 21.0% 21.0% 20.0% 20.0% 19.0%
Base 20.0% 20.0% 19.0% 18.0% 18.0%
Weak 18.0% 17.0% 16.0% 16.0% 17.0%
EBITDA Margin
Strong 43.5% 45.0% 46.0% 47.0% 47.0%
Base 43.0% 44.0% 45.0% 46.0% 46.0%
Weak 41.0% 40.0% 40.0% 40.0% 41.0%
EBIT Margin
Strong 40.0% 41.0% 42.0% 42.5% 43.0%
Base 38.0% 39.0% 40.0% 40.5% 41.0%
Weak 36.0% 35.0% 35.0% 35.0% 36.0%
D&A 5.7% Tax Rate 15.0%
Capex 3.9%
Estimates 2018 2019
Revenue 4.9% 19.9%
EBITDA 43.2% 44.4%
EBIT 38.5% 39.6%




Intraportfolio 'AYAdobe
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FA\Adobe’

Intraportfolio

MCK 2.7
DIS 29
QCcoM 4.2
NSRGY 4.5
DG 4.6
ORCL 5.0
UNP 5.4
PII 6.2
OMC 7.2
TSCO 7.6
CHRW 8.1
ULTA 9.0
MSFT  10.0
NKE 13.1
ADBE 137
PEP 15.1

==

396
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Intraportfolio 'AYAdobe

DIS 14.08

UNP 17.73
UHAL 18.17
TSCO 20.36
oMC 20.82

NSRGY 21.13
Pll 22.5
DG 24.73

CHRW 25.62

MSFT 26.05

ADBE 26.27

ULTA 26.73
ORCL 28.22

PEP 29.29

NKE  29.76
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FA\Adobe’

Intraportfolio

CHRW 0.78
TSCO 0.97
MCK 1.13

NSRGY 1.23
ULTA 1.45

QCOM 1.71
omcC 2

PII 2.14

ORCL 2.43

NKE 2.63
PEP 2.85

UHAL 3.1
ADBE 3.21
UNP 4.33

DIS 4.97
DG 5.12
MSFT 7.61
HD
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Intraportfolio 'AYAdobe

Ticker  EV/EBIT
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FA\Adobe’

Intraportfolio

Ticker ROE
MCK | 47.4%
ORCL | 44.6%
CHRW | 40.3%
NKE = 36.3% |
ULTA  34.9%
TSCO  28.9%
NSRGY  28.8%
HD  28.2%
UHAL  27.5%
DIS  25.0%
QCOM  24.8%
MSFT  19.8%
ADBE  19.8%
OMC  18.6%
P 143%
PEP | 13.6%
UNP 9%
DG |
BRK.B | 2.0% |
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Intraportfolio 'AYAdobe

| Ticker  ROIC
UNP -
MSFT | 52.5%
NKE 44.6%
oMC 43.5%
DG 31.9%
ULTA  26.6%
MCK 25.7%
CHRW  24.0%
ADBE  23.6%
HD 23.1%
NSRGY  20.8%
UHAL  18.8%
QCoOM  17.7%
PIl 17.2%
ORCL = 16.7%

TSCO 15,9%
PEP < s

BRK.B
DIS
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Valuation FA\Adobe

Public Comps: Implied Share Price Valuation
LTM EV / Revenue:

2018E EV / Revenue: I
LTM EV / EBITDA:

LTM P/ E: T S, S TSS——_—_
2018EP / E: L. ]|
Historical Ratios:
EV / Revenue
EV / EBITDA & ]
P/E s -
DCF Analysis:
DCF Weak [T
DCF Base N N
DCF Strong |
$25 $50 $75 $100 $125 $150 $175 $200 $225 5550 $275 $300 $325 $350

LAYMAN BROTHERS




Recommendation /A\Adobe

Current Price: $249.57

Estimated Fair Value: $280 Recommendation: Limit order of $245

Margin of Safety: 13%
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. Fa\Adobe’
Conclusion

Growth Story
Benefiting from change in business model

Long term stability
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