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A large commitment, with a longer runway
On September 11, 2026, Oracle filed its first-quarter report for fiscal 2027. The quarter ended
August 31. The filings and earnings release showed a cloud business growing quickly, a record
book of remaining performance obligations, and an expanding infrastructure base. They also
showed significant cash investment, long-term facility commitments, and limited public detail
on the economics of individual AI contracts.

As an outside investor, you are updating your view of Oracle’s strategy: build data-center,
power, network, and accelerator capacity to serve cloud and AI workloads, while combining
Oracle’s infrastructure with its database and enterprise application offerings. How much
confidence should you place in this expansion converting demand into durable cash returns?

Oracle reported Q1 FY2027 revenue of $19.3 billion, up 30% from a year earlier. Total cloud
revenue reached $11.6 billion, up 62%. Cloud Infrastructure (IaaS) revenue was $7.4 billion, up
121%, while Cloud Applications (SaaS) revenue was $4.2 billion, up 10%. Oracle said it delivered
850 megawatts of additional data-center capacity during the quarter. It also reported delivery of
more than 300,000 GPUs to AI Cloud customers since the end of Q4 FY2026.

Oracle says demand for AI cloud services is growing faster than supply. The company reported
more than $30 billion of additional AI cloud contracts booked in Q1. Its remaining performance
obligations, or RPO, rose $209 billion year over year to $664 billion.

Those figures describe different parts of the business. Contract bookings are reported for the
quarter; RPO is the future revenue associated with remaining performance obligations across
contracts; revenue is recognized as services are delivered or consumed; and cash is collected
according to contract terms. One measure does not establish the others.

When will RPO become revenue?
Oracle expects to recognize about 13% of its $664 billion RPO over the next 12 months, 37%
over months 13-36, 34% over months 37-60, and the remainder later. The company has elected
not to disclose certain variable consideration allocated entirely to wholly unsatisfied
performance obligations.

RPO is not cash on hand, guaranteed revenue, or guaranteed profit. It does not provide a
customer-by-customer schedule, a margin forecast, or the amount of compute that customers
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will actually use. Oracle’s FY2026 annual report says RPO rose to $638 billion from $138 billion
a year earlier, primarily due to certain significant cloud contracts. It does not disclose a
customer-level RPO breakdown.

The company separately reported $11.4 billion of customer prepayments with significant
financing components during Q1 FY2027. Its filing does not say all of these prepayments were
for AI contracts. For Q4 FY2026, Oracle said prepaid and customer-supplied hardware portions
of large AI contracts totaled $75 billion. That was an earlier-period company figure, with a
different scope from the $11.4 billion of Q1 prepayments. The two amounts should not be added
or treated as the same funding pool.

Oracle said the structure of the new AI contracts did not change its plans to raise capital. In Q1
it completed an at-the-market stock offering that provided $19.9 billion in net proceeds. These
are relevant financing disclosures, but they do not show that customer advances cover all
infrastructure spending or long-term obligations.

Infrastructure requires capital and time
Oracle spent $28.5 billion on capital expenditures during Q1 FY2027. Cash provided by
operations was $23.1 billion, including the $11.4 billion of customer prepayments, and the
company reported free cash flow of negative $5.4 billion. The quarterly capex figure is
companywide and is not a stand-alone AI or OCI investment amount.

The capacity plan also creates commitments beyond current cash capex. As of August 31, 2026,
Oracle disclosed $288 billion of additional lease commitments, substantially all for data-center
arrangements. The company generally expects these leases to start between Q2 FY2027 and
FY2029 and run for 15 to 19 years. Oracle said they were not reflected on the balance sheet or
in its lease maturity table. It also reported $34.2 billion of unconditional purchase and other
obligations with terms of at least one year, primarily for cloud infrastructure components and
data-center power arrangements.

These amounts have different accounting and timing. The $288 billion is future lease
commitments not yet recognized as lease liabilities; the $34.2 billion represents certain
purchase and other obligations; and quarterly capex is cash spent during the period. They
should not be summed and described as current debt. Together, they show the scale and
duration of Oracle’s capacity commitments.

The company’s cloud and software segment helps show the cost side, but does not isolate OCI.
In Q1 FY2027, cloud and software revenue grew 33%, and total segment margin dollars
increased 22%. The segment margin rate fell from 60% to 55% year over year as infrastructure
expenses rose. The segment combines cloud infrastructure, cloud applications, software
licenses, and software support; its margin is not an OCI or AI-contract return measure.

Customer concentration and execution
Oracle’s FY2026 10-K reported that no single customer represented 10% or more of company
revenue in fiscal years 2024-26. The same filing says some large, long-term cloud customer
arrangements require significant infrastructure investment. It notes that returns depend on
customer demand and the ability of key customers to meet their contractual obligations.
Revenue concentration and RPO concentration are different: the company does not publish a
customer-level RPO schedule.

Capacity must also arrive in the right place and time. Oracle’s filings discuss dependence on
data-center leases, power, suppliers, and hardware components. GPU delivery, data-center
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capacity, RPO, and actual utilization are separate measures. The public disclosures do not show
site-by-site capacity utilization, workload mix, customer credit exposure, or the project
economics behind the buildout.

An active market, with different reporting boundaries
Large cloud providers are investing to meet AI and cloud demand. Microsoft reported Azure and
other cloud services growth of 43% in its quarter ended June 30, 2026 (FY26 Q4 release), and
said customer demand exceeded available capacity while discussing its data-center investment
(FY26 Q4 earnings call). Amazon reported AWS sales growth of 37% in its quarter ended June 30
and said higher AI-related property and equipment purchases drove a year-over-year FCF
decline (Q2 2026 results).

These figures show competition and industry-wide investment. They are not direct benchmarks
for Oracle: the companies report different businesses, products, fiscal periods, RPO definitions,
and segment economics. Oracle’s database and application base may complement its cloud
infrastructure offerings; competitors also have large platforms, proprietary chips and models,
and customer ecosystems. Public growth rates alone do not resolve relative pricing, utilization,
or returns.

What research can and cannot tell you
Lee (2019) develops a mathematical model for a corporate customer choosing between owned
private-cloud capacity and public-cloud capacity under uncertain demand. The model makes
demand, capacity cost, cloud price, service level, and outage penalties explicit. In its illustrative
scenario, with expected demand of 1,000 capacity units and an assumed exponential demand
distribution, the model selects 891.8 units of private capacity and yields modeled utilization of
66.17%. These are outputs under the paper’s assumptions, not observed cloud-provider
performance or an Oracle benchmark. The article’s customer-side model highlights why
utilization, outside capacity, service levels, and interoperability costs interact.

Fang and Greenstein (2025) compare U.S. data-center entry strategies in 2018-19. Their
published abstract reports that third-party data centers were more likely than large cloud
providers to locate in urban settings, while large cloud providers concentrated facilities in fewer
locations. The authors describe a tradeoff between location-specific input costs and scale
economies that require substantial demand. The full article was not accessible for this case
preparation, so no detailed sample size or empirical specification is presented. The
pre-generative-AI study does not estimate Oracle’s site returns or current power constraints.

Assignment
Prepare an outside-investor assessment using only information available by October 3, 2026:

1. State how much confidence you would place in Oracle’s cloud and AI infrastructure expansion
converting demand into durable cash returns. Define your confidence level and explain what
evidence supports and limits it.

2. Map the relationship among AI contract bookings, RPO, recognized revenue, customer
prepayments, cash from operations, capex, equity financing, lease commitments, and
purchase/power obligations. Identify which links are visible and which are not.

3. Identify at least four indicators that could raise or lower your confidence over the next year.
Explain what each indicator would reveal and what it would not prove on its own.

https://www.microsoft.com/en-us/investor/earnings/fy-2026-q4/press-release-webcast
https://www.microsoft.com/en-us/investor/events/fy-2026/earnings-fy-2026-q4
https://www.aboutamazon.com/news/company-news/amazon-earnings-q2-2026-report
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4. Explain how the academic work informs your analysis and where its findings cannot be
transferred to Oracle.

Do not infer customer-level RPO concentration, treat RPO as cash or profit, or combine
prepayments, capex, leases, and supply obligations into one amount. Do not calculate a project
return or recommend a stock price target from the disclosed information.
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