
 

 

Prophesied for Success? 
Few companies have been as central to business software as Oracle Corporation, 

built on its dominant database franchise and increasingly expanding into cloud 

infrastructure through Oracle Cloud Infrastructure. As enterprise demand shifts 

toward AI workloads and cloud migration, Oracle is positioned for steady growth 

supported by its entrenched customer base and high switching costs. With 

improving cloud adoption and recurring revenue, we see durable mid-teens growth 

potential and expanding margins over time. 

Thesis Point 1: Oracle is currently mispriced as a legacy database company, when 

in reality, Oracle Cloud Infrastructure is outpacing its legacy systems. OCI is 

thriving as companies demand high-performance computing for AI workloads, 

further helping Oracle Corporation retain existing customers and strengthen its 

position as a credible option against more established cloud providers. While the 

market has increasingly priced Oracle more in line with SaaS peers, this 

characterization overlooks the distinct, infrastructure-driven nature of OCI’s 

growth. As this momentum continues, the market will shift its view of Oracle from a 

slow-growth legacy software company to a modern cloud and infrastructure 

provider, creating significant upside. 

Thesis Point 2: Oracle’s AI infrastructure is among the most leveraged in large-cap 

tech companies, with FY2026 capex of ~$50B compared to ~$57B in revenue, 

positioning Oracle to capitalize on AI despite short-term concerns about its 

overleveraged balance sheet. By leveraging resources and forming partnerships 

with OpenAI, Nvidia, Google, and the U.S. Department of Energy, Oracle is building 

the capacity to support AI infrastructure and outpace competitors. The market has 

reacted negatively to increased debt and aggressive capex, but this investment is 

aligned with long-term AI implementation. As OCI implementation delivers 

on their $523 billion in remaining performance obligations, Oracle will expand 

margins and reduce investor concern, further validating the current investment.  

Company Overview:  Oracle Corporation is a major U.S. technology company that 

specializes in database software, business applications, and cloud infrastructure 

and hardware. Headquartered in Austin, Texas, Oracle serves 3 segments: Cloud 

and License Business, Hardware Business, and Services Business, with Oracle 

Cloud Infrastructure (OCI) as the fastest-growing segment, alongside AI. Oracle is 

shifting from a legacy database software company to an integrated enterprise 

cloud and AI data services company. OCI is central to this transition, enabling 

scalable cloud computing and AI-driven services for enterprise customers. Oracle 

serves a wide range of customers from large corporations and governments to 

financial institutions, where its software is often already integrated into their 

operations, making switching difficult and strengthening its moat.   

Risk 1:  Oracle is currently undergoing a transition toward cloud infrastructure and 

AI-driven data centers, which has significantly increased capital expenditures and 

operating costs. While management expects returns from these investments in the 

long term, the short-term impact will erode margins and reduce cash flow, with 

their 86% capex-to-revenue, the highest among large-cap technology companies. If 

demand for Oracle’s cloud or AI offerings does not scale as expected, the 

company will face lower returns on its investments, which would lower investor 

sentiment and leave Oracle stuck with large capex and no materialized returns.    
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TICKER:                        ORCL   

RATING:                                                              BUY 

PRICE:                    $168.06    

PRICE TARGET:                   $183.30 

MARKET CAP:            $397.173bn 

52-W RANGE:                  $134.57 - $345.72 

NTM P/E:          24.8x  

IMPLIED UPSIDE:                       9.10% 



 

Risk 2: Oracle operates in a highly competitive cloud environment dominated by 

large players such as Amazon, Microsoft, and Google. These competitors have 

greater scale, established customer bases, and significant pricing power. These 

high levels of competition could lead to slower customer acquisition and pricing 

pressure, which would limit Oracle’s ability to expand margins and market share in 

its cloud segment. Oracle differentiates itself through OCI’s ability to deliver high-

performance AI computing at a lower cost, while its deeply embedded database 

and enterprise software relationships create a sticky customer base that 

competitors struggle to displace. 

Catalysts: Oracle’s expansion in cloud infrastructure and AI-related services 

presents a significant growth opportunity in the upcoming years. The company has 

secured large contracts and is investing in data centers to support the rising 

demand for AI services. Many of these contracts are included in Oracle’s $523 

billion in remaining performance obligations (RPOs), which represent contracted 

future revenue that has yet to be recognized. As these investments begin to pay off, 

Oracle is positioned to benefit from operating leverage, with cloud revenues scaling 

faster than costs. This could drive expansion in operating margins and long-term 

profitability. Additionally, adoption of AI and database services will strengthen 

Oracle’s competitive positioning and drive revenue growth. 

Valuation:   

 

Our base valuation case for Oracle Corporation assumes a 26.5x EV/EBITDA exit 

multiple, supported by continued momentum in its cloud infrastructure and 

enterprise software businesses, particularly Oracle Cloud Infrastructure and AI-

related workloads. Revenue is projected to grow at a 13.6% CAGR, driven by steady 

expansion in cloud services and database subscriptions. We expect EBITDA 

margins to gradually improve as Oracle benefits from operating leverage and an 

increasing mix of higher-margin, recurring cloud revenue, reinforcing the durability 

of its earnings growth and supporting our valuation framework. 

Conclusion: We rate Oracle Corporation a BUY, supported by continued strength in 

its cloud infrastructure and applications businesses and steady growth in AI-driven 

demand. The company’s expanding cloud footprint, strong enterprise customer 

base, and improving operating margins position Oracle as a durable, long-term 

compounding company. While competition in the cloud remains intense, we are 

confident in Oracle’s execution and initiate a BUY rating on $ORCL with a price 

target of $185.64, implying an 8% upside. 
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Upside Case: Upside case assumes a 27.0x EV/EBITDA multiple, 

which could come from faster-than-expected adoption of Oracle Cloud 

Infrastructure, particularly as demand for AI workloads accelerates and 

enterprise customers consolidate vendors. This could drive stronger 

revenue growth and margin expansion, supporting multiple expansion 

above the base case and EBIT margins around 35%.  

Downside case: Downside risk assumes a 24.0x EV/EBITDA multiple, 

stemming from intense competition with hyperscalers like Amazon Web 

Services and Microsoft Azure, which could limit Oracle’s cloud market 

share gains. Slower cloud adoption or pricing pressure could weigh on 

growth and margins, leading to multiple compressions with EBIT 

margins at 29%. 

 

Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this 

report. Our ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and 

Sell (expected to underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only 

and should not be considered as financial advice. 

Sam Clarke | Analyst  

Technology | Cloud Infrastructure 

5/1/2026 

 

B
lue

gr
as

s C
ap

ita
l R

ese
ar

ch


