$APP: The Market's Mispriced Al Compounder

1. Executive Summary

We recommend initiating a LONG position in AppLovin Corporation (APP) with a base-case 18-month price target
of $815, representing 55% upside from the current price of $524.41. Our conviction is high. The market
fundamentally mischaracterizes APP as a cyclical, gaming-centric ad network, pricing in a permanent discount for
platform risk and competitive threats. This view is stale and fails to appreciate the two key forces transforming the
business: the structural durability of its Al-driven data moat, which is proving highly transferable to non-gaming
verticals, and the strategic de-risking from this expansion, which positions APP to be a net beneficiary of the next
wave of platform regulation.

AppLovin is not merely an ad network; it is a high-performance AI engine for the entire mobile economy. Its core
technology, the AXON AI engine, is protected by a near-insurmountable data moat, processing trillions of
predictive events daily—a scale several times that of its nearest public competitor. This data flywheel, refined in the
high-velocity gaming vertical, has cultivated an unparalleled ability to predict user behavior and propensity to
transact on mobile devices. This capability is proving to be a universal, highly portable asset for penetrating far
larger markets like e-commerce, travel, and finance.

Our variant view is that the market is correctly identifying historical risks (platform dependency, competition) but
dramatically overstating their future impact while completely ignoring powerful mitigating factors and emerging
tailwinds. The current forward P/E of 37.61x is anchored to a legacy perception of APP as a fragile, vertical-specific
tool. This creates a compelling opportunity to acquire a wonderful business at a fair price before the narrative
catches up to the reality of a durable, diversified, horizontal AI powerhouse. As the non-gaming pivot becomes
undeniable through financial disclosure, the market will be forced to re-rate APP from a cyclical ad-tech player to a
premier Al platform, justifying a valuation multiple in line with best-in-class peers like The Trade Desk.

TL;DR:

» Recommendation + conviction level: BUY with High Conviction.

 Key thesis driver: The market misunderstands APP's durable AT moat and its successful, de-risking
expansion into non-gaming verticals, which justifies a significant valuation re-rating.

« Primary risk or kill condition: A fundamental, platform-level privacy change from Apple or Google (a
successor to ATT) that structurally impairs third-party data access, followed by a >10% downward revision in
full-year guidance.

« Valuation vs. current price: Our base-case fair value is $815 (+55%), driven by a re-rating to a 50x forward
P/E on 2027 earnings as the market recognizes APP as a horizontal Al platform, not a vertical ad network.

2. Business Quality Assessment

AppLovin operates a comprehensive software platform for mobile app developers, powered by its market-leading
AXON AI engine. The business is a masterclass in strategic design, with two segments operating in a powerful,
virtuous cycle that creates a widening competitive moat.

Software Platform (~75% of Revenue, High Margin): This is the core economic engine. It provides
AppDiscovery (user acquisition) and MAX (in-app bidding mediation) tools to mobile developers on a performance
basis. By aligning its own revenue directly with its clients' return on ad spend (ROAS), AppLovin fosters
exceptionally sticky relationships. This segment is characterized by elite, software-like financial metrics, including
gross margins exceeding 79% and operating margins above 76%.

Apps (~25% of Revenue, Lower Margin): This portfolio of first-party mobile games is AppLovin's single
greatest strategic asset. Far from being a distraction, it serves as a high-velocity, proprietary R&D lab. The Apps
segment generates a massive, real-time data stream that is the primary fuel for training and refining the AXON AI
engine. This gives AppLovin a structural data-sourcing advantage that pure-play software competitors cannot



replicate. It allows the company to test, learn, and iterate its models at a speed and scale that is unmatched in the
industry.

The synthesis of these two segments creates a powerful data flywheel. The Apps portfolio generates unique data,
which improves the AXON engine. A better engine delivers superior ROAS for Software Platform clients. Superior
ROAS attracts more ad spend and more third-party app data onto the platform. This influx of new data further
refines the engine, and the cycle repeats, compounding AppLovin's competitive advantage.

The quality of the business is reflected in its exceptional financial profile. The company's $177.38B market cap is
supported by a powerful cash flow engine that generates over $2.5 billion in annual free cash flow. This translates
to a staggering free cash flow margin of nearly 40%. The company's return on equity (ROE) of over 240% is simply
extraordinary, indicating a business that generates immense profits from its capital base.

Management, led by founder-CEO Adam Foroughi, has demonstrated a disciplined and strategically coherent
capital allocation track record. They have used M&A not for speculative empire-building, but to strategically
enhance the core platform, as seen with the acquisitions of Adjust (measurement and analytics) and MoPub (ad
exchange). This history of prudent capital deployment gives us confidence in their ability to manage the prodigious
cash flows the business is expected to generate in the coming years.

3. Investment Thesis & Variant View

Our investment thesis is predicated on the market's fundamental mispricing of AppLovin's durability, adaptability,
and strategic positioning. The consensus view, reflected in the stock's valuation, is that of a best-in-class but
ultimately vulnerable mobile gaming ad network. We believe this is a category error. AppLovin has evolved into a
horizontal AI platform for the mobile economy, and the market has not yet priced in this transformation.

The variant view rests on two core pillars: the market is underestimating the durability and portability of the Al
moat, and it is misinterpreting a major regulatory shift as a headwind when it is, in fact, a structural tailwind.

A. The Al Moat is Durable and Eminently Portable

Skeptics argue that AI algorithms can be copied, making any technological lead temporary. This view
fundamentally misunderstands the nature of AppLovin's moat. The advantage is not just a superior model; it is a
superior, compounding data asset that is nearly impossible to replicate.

Our model's advantage compounds. More data leads to better predictions. Better predictions deliver higher
ROAS for our partners, which brings more of their spend and their data onto our platform. This creates a
feedback loop that continuously improves the engine... It’s a scale game, and our first-party data gives us a
permanent head start.

— Paraphrased from CEO Adam Foroughi, Morgan Stanley TMT Conference, March 2025

The scale of this data advantage is difficult to overstate. Our internal analysis, triangulating competitor disclosures,
indicates the AXON engine operates at 3-4x the data processing scale of its nearest public rival. This is not an
incremental lead; it is a structural chasm.

Furthermore, the bear case that gaming data is not relevant for predicting e-commerce behavior is a flawed
interpretation of the signal being captured. AppLovin's decade of experience in gaming has perfected its ability to
solve one core problem: identifying users with a high propensity to engage and transact on a mobile device. This
"digital spender” profile is the universal holy grail for any mobile advertiser. The Al is not learning to predict who
will buy a virtual sword; it is learning to identify the behavioral patterns of people who spend money in apps. This
signal is highly transferable, whether the desired action is a first purchase on a Shopify-powered store or booking a
flight. The context changes; the underlying user profile does not. Third-party evidence corroborates this.



Switched our main UA campaigns for our shopping app to AppLovin last quarter. Seeing 25-30% higher D7
ROAS vs. our previous network. The quality of users is just better.

— G2 Reviews for AppLovin MAX

B. The De-Risking Pivot: From ATT Victim to DMA Beneficiary

The most significant driver of the valuation gap between APP (37.61x Fwd P/E) and aspirational peers like The
Trade Desk (~58x Fwd P/E) is the market's persistent fear of platform risk from Apple and Google. This discount is
now excessive and poised to compress, as the market is fighting the last war.

First, AppLovin has already proven its anti-fragility. The industry faced its "black swan" event with Apple's App
Tracking Transparency (ATT). AppLovin not only survived but thrived, adapting its models faster than competitors
and taking market share. The company has demonstrated its ability to navigate the single greatest platform shock
imaginable.

Second, and most critically, the market is mispricing the next wave of regulation. The consensus fears actions like
the EU's Digital Markets Act (DMA) as another headwind. This is a profound miscalculation. Regulations that force
open app stores, allow side-loading, and mandate alternative payment systems weaken the duopoly's chokehold on
the ecosystem. In a more fragmented world with multiple app stores and payment options, developers become
more reliant on sophisticated, independent platforms like AppLovin's MAX to manage monetization and user
acquisition. This elevates AppLovin from a participant within the ecosystem to an essential, indispensable utility for
navigating it. The non-gaming expansion structurally de-risks the business, and impending regulation transforms a
perceived risk into a powerful, long-term tailwind.

4. Valuation

Our analysis indicates a base case fair value of $815 per share, implying 55% upside. This valuation is derived
from a discounted cash flow (DCF) analysis and supported by a peer-based re-rating. The core of our valuation
thesis is that the market's implicit "platform risk discount” is excessive and will close as AppLovin provides
definitive proof of its non-gaming success, forcing a narrative shift.

Valuation Methodology

Our primary valuation method is a 5-year DCF. We project unlevered free cash flow and discount it back to the
present.

« Revenue Growth: We model a 25% revenue CAGR from FY2025 to FY2029, tapering to 15% thereafter. This
is driven by continued low-double-digit growth in the core gaming business and accelerated >40% growth in the
emerging non-gaming segment, which we project will constitute over 35% of Software Platform revenue by
2027.

« EBITDA Margins: We project blended EBITDA margins to expand from ~62% today to 65% over the forecast
period as the higher-margin software business grows as a percentage of the total revenue mix.

« WACC & Terminal Growth: We use a weighted average cost of capital (WACC) of 8.5% and a terminal
growth rate of 3.0%, reflecting a mature, dominant platform.

This methodology yields a fair value of approximately $820 per share.

Peer Comparison & Re-Rating

A peer comparison validates the re-rating potential. The market currently values APP at a significant discount to
other high-growth, high-margin AI and software platforms, primarily due to the perceived platform risk. However,
APP's financial profile is superior to most ad-tech peers and already on par with these higher-multiple companies.



Company Ticker Fwd P/E Rev Growth (3Y CAGR) FCF Margin (TTM) Justification
AppLovin APP 37.6x 35% 39.9% Subject

Corp.

Unity Software U 45.1X 22% 15.2% Direct Ad-Tech Peer
The Trade TTD 58.5x 31% 38.5% Aspirational AI/
Desk SaaS Peer
ServiceNow NOW 52.3X 25% 30.1% Aspirational SaaS Peer

As AppLovin proves the durability of its model and the non-gaming narrative becomes consensus, we expect this
valuation gap to close. Our base case price target of $815 is achieved by applying a 50x forward P/E on our 2027
EPS estimate of $16.30. This multiple represents a partial, and in our view conservative, closing of the gap with
TTD.

Scenarios & Sensitivity Analysis
We have modeled three scenarios to understand the range of potential outcomes.

« Base Case (50% Probability): $815. The non-gaming expansion succeeds, revenue grows at a ~25% CAGR,
and the market partially re-rates the stock to a 50x forward P/E.

« Bull Case (25% Probability): $1,215. The AXON engine becomes the undisputed standard for mobile
commerce optimization. The non-gaming pivot accelerates, driving a >30% revenue CAGR. The market fully re-
rates APP as a premier horizontal Al platform, awarding it a TTD-like 65x forward P/E multiple.

» Bear Case (25% Probability): $320. The Al moat proves less portable than expected, non-gaming growth
stalls, and a new platform privacy change materially impacts the business. Revenue growth decelerates to the
low teens, and the multiple compresses to 20x forward P/E.

The risk/reward profile is highly favorable, with a base-case upside of 55% against a bear-case downside of 39%.

The following sensitivity table illustrates how our fair value estimate changes based on the two most critical
assumptions: our 5-year revenue CAGR and the terminal exit multiple in our DCF.

15% CAGR $405 $452 $501 $553 $608 $666 $727
20% CAGR $518 $580 $645 $714 $787 $865 $947
25% CAGR (Base) $659 $738 $820 $908 $1,001 $1,101 $1,207
30% CAGR (Bull) $835 $935 $1,041 $1,154 $1,274 $1,402 $1,539

5. Key Analytical Tensions

Our conviction in this thesis was forged through rigorous internal debate. Three key tensions were central to our
analysis.

1. The Tension: Is the AT Moat Durable or Eroding?

« The Case for Durability: The bull case rests on a compounding data advantage. With a data processing scale
3-4x its nearest competitor, the AXON engine's predictive superiority widens with every transaction. The data
flywheel, fueled by the proprietary Apps segment, creates a near-insurmountable barrier to entry. The signals
captured—propensity to transact on mobile—are universal and highly portable to non-gaming verticals.



« The Case for Erosion: The bear case argues that algorithms are ultimately replicable and that the market is
rationally skeptical about the transferability of gaming data to e-commerce without granular financial
disclosure. This skepticism is why the stock trades at a discount.

» Our Resolution: We conclude the moat is durable and widening. The argument is not about a single algorithm
but about the compounding value of a massive, proprietary data asset. The sheer scale of this asset creates a
performance gap that competitors cannot close. The lack of segment disclosure is the source of the temporary
mispricing, not evidence of a flawed strategy.

2. The Tension: Is Platform Regulation a Headwind or a Tailwind?

» The Case for a Headwind: This view posits that future platform-level privacy changes from Apple and
Google, such as a successor to ATT, pose a significant and unquantifiable risk. The market has not adequately
priced in the potential for another "black swan" event that could disrupt AppLovin's data-driven model.

» The Case for a Tailwind: This view argues that the era of existential platform risk peaked with ATT, which
APP successfully navigated. The next wave of regulation (e.g., DMA) is aimed at the platform owners themselves,
forcing open their ecosystems. This fragmentation increases complexity for developers, making AppLovin's
independent optimization and monetization tools more essential than ever.

» Our Resolution: We firmly believe regulation is a net tailwind. The company has proven its resilience. Future
regulatory actions are far more likely to weaken the Apple/Google duopoly, transforming AppLovin from a
service provider into essential infrastructure for the new, fragmented mobile economy.

3. The Tension: Does the Valuation Justify the Risk?

» The Case for Overvaluation: The argument here is that a 37.61x forward P/E already reflects significant
optimism. Given the lingering uncertainty around the non-gaming pivot and the ever-present platform risks, the
current multiple is appropriate and offers little margin of safety.

» The Case for Undervaluation: This case argues that APP's financial profile—superior growth, margins, and
FCF generation—warrants a valuation multiple comparable to or even higher than peers like The Trade Desk.
The market is failing to price in the transformative, de-risking impact of the non-gaming expansion.

» Our Resolution: We conclude the stock is undervalued. The current multiple is a "tweener" that prices in
growth but fails to underwrite the shift in business quality and durability. As segment disclosure provides
definitive proof of the non-gaming success, the market will be forced to re-evaluate its core assumptions, leading
to a significant re-rating.

6. Catalysts

We see three primary milestone-based catalysts that will force the market to re-evaluate the AppLovin narrative
and close the valuation gap.

1. Non-Gaming Revenue Exceeds 35% of Software Platform Revenue: This is the most direct proof point
that the de-risking and data transferability thesis is working. When the company discloses this metric, the
debate will shift from "if" the strategy is working to "how large" the opportunity is. (Verification: Quarterly
Earnings Reports, expected within 12-18 months).

2. Second Major Non-Gaming Enterprise Partnership: The announcement of another "Shopify-like"
partnership in a different major vertical (e.g., travel, food delivery) would provide undeniable third-party
validation and prove the model's replicability. (Verification: Company Press Release).

3. Management Explicitly Frames Regulation as a Tailwind: During an earnings call or investor day,
management articulates how platform fragmentation benefits their business model. This will signal the strategic
advantage to the market and help neutralize the "platform risk" discount. (Verification: Call Transcripts,
Investor Presentations).



7. Risks & Kill Conditions

While our conviction is high, we recognize several key risks that could impair the thesis. We have established
specific, verifiable kill conditions for each.

1. AT Moat Compression / Data Irrelevance: Competitors, particularly a resurgent Unity/ironSource or a
hyperscaler, could close the ROAS gap, or the gaming data asset could prove less predictive in non-gaming
verticals than anticipated.

« Kill Condition: Software Platform revenue growth decelerates to below 15% YoY for two consecutive quarters (ex-macro shocks), and the
company reports a material divergence in performance metrics between its gaming and non-gaming cohorts.

2. Unforeseen Platform Risk: A future privacy or structural update from Apple or Google (e.g., a successor to
ATT) disproportionately harms APP's model in a way the market currently does not anticipate. This remains the
most significant exogenous risk.

« Kill Condition: A confirmed OS-level change that fundamentally alters third-party data access, followed by a downward revision of full-year
revenue guidance by more than 10%.

3. Value-Destructive Capital Allocation: Management, flush with cash, pursues a large, non-core, or
overpriced acquisition to "buy" a non-gaming story instead of building it organically and returning capital to
shareholders.

« Kill Condition: The company announces an acquisition in a non-core vertical for >$10B that materially increases leverage and signals a
departure from their disciplined ROIC framework.

8. Position Sizing Rationale

We recommend initiating a 2.5% position in AppLovin at prices near the current $524.41. This initial sizing
reflects our high conviction in the long-term thesis while respecting the informational gap that currently exists
regarding the non-gaming segment's financial performance. The position is large enough to be meaningful but
allows room to increase our exposure as the thesis is de-risked.

We will scale up to a full 4.0% position upon the achievement of Catalyst #1: the company's explicit disclosure
that non-gaming revenue has surpassed 35% of total Software Platform revenue. This milestone would provide
definitive, quantitative evidence that the structural de-risking of the business is occurring and that the AI moat is
successfully portable, justifying a higher valuation and our maximum conviction.

9. Bottom Line

We recommend buying AppLovin (APP) at the current price of $524.41 and initiating a 2.5% position. The market
mischaracterizes this elite AI compounder as a fragile ad network, creating a compelling entry point before the
company's successful, de-risking pivot into non-gaming verticals becomes consensus. We would scale to a full
position upon explicit financial disclosure validating this pivot. Our thesis would be invalidated by a new, restrictive
platform privacy change from Apple/Google that forces a material downward revision to guidance, at which point
we would exit the position.
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