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Oracle Corp. Rating Lowered To 'BBB' On
Cerner Acquisition; Rating Remains On
CreditWatch Negative

SAN FRANCISCO (S&P Global Ratings) June 8, 2022—S&P Global Ratings today took the rating actions listed above.

A further downgrade is still possible, though we believe Oracle will likely maintain an investment-grade rating.

The downgrade of Oracle to 'BBB' reflects the higher leverage resulting from the Cerner acquisition and our view that any financial

policy the company could articulate is not likely to justify a rating higher than 'BBB' because following any possible deleveraging

period, the company will probably find new opportunities to leverage its balance sheet. We think 'BBB-' is a possible outcome as

well, but 'BB+' is not likely. In its press release announcing the transaction, the company said it "anticipates retaining an

investment-grade credit rating." We believe it would be extremely difficult to manage such a large debt structure in the high-yield

market, providing management a good incentive to deliver on this expectation. However, we are uncertain about whether these

steps will justify a 'BBB' or a 'BBB-' rating. We will resolve the CreditWatch placement after we have a better understanding of

Oracle's balance sheet management plan. Given that ratings are approaching critical levels, we expect the company will define a

financial policy, but it is possible that it will not. If we downgrade the long-term rating to 'BBB', the short-term rating would remain

'A-2'. However, if we were to downgrade Oracle to 'BBB-', we would lower the short-term rating to 'A-3'.

Based on the 12 months ended Feb. 28, 2022, Oracle's leverage pro forma for the Cerner acquisition would be 5x (4x when excluding

the $4.7 billion litigation payment from the most recent quarter). We consider Oracle's peak leverage to be high and maintaining an

investment-grade rating will likely require curtailing share repurchases and reducing gross debt. We think sustaining the 'BBB'

rating would require more than one year of financial policy discipline, whereas supporting a 'BBB-' could be achieved in about a

year.

The acquisition will not affect our view of the quality of Oracle's business.

On June 7, Austin, Texas-based enterprise software provider Oracle Corp. announced that a majority of the

outstanding Cerner shares were validly tendered, and the other conditions to the tender offer have been satisfied

or waived.

—

We lowered our issuer credit ratings on the company and its debt to 'BBB' from 'BBB+'.—

We also affirmed our 'A-2' short-term rating.—

The ratings remain on CreditWatch with negative implications pending financial policy guidance from the company. If

the company defers debt issuance and financial policy guidance beyond its upcoming open window, we will likely

resolve the CreditWatch listing based on our analytical judgement.

—
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Cerner would contribute only a small portion of the combined company's adjusted EBITDA, which we estimate will be in the mid- to

high-single-digit-percentage area. Cerner has faced many operating challenges over the past few years, including large

restructuring expenses, the pausing of the Veterans Administration project implementation, excessive spending on software

licenses, and lack of visibility into business unit profits and losses. In addition, there has been too much product customization for

clients, which demonstrates that the company has limited capacity to scale its core product to a broad range of customers in its

current form. The company attracted an activist investor (Starboard Value) in 2019, and there were several C-suite changes in 2020

and 2021, including the CEO and CFO. We think Oracle can fix many of these problems over the next few years after taking Cerner off

the public market, where it is subject to investor scrutiny on a quarterly basis.

Despite these challenges, Cerner grew revenues by mid-single-digit percentages in 2019, and it returned to growth in 2021 after a

rebasing year in 2020 that included culling unprofitable contracts and divesting businesses. This suggests that despite operational

challenges, Cerner's products are ingrained in its customers' operations and that the business is durable. Cerner provides Oracle

the opportunity to diversify into the health care IT market, where it can leverage its enterprise software and cloud capabilities.

Oracle's strength in the database market is a key credit support.

The company's leading position in the relational database market, which is highly profitable and recurring, allows it to maintain its

substantial research and development capacity to broaden its product suite as the enterprise IT industry migrates to the cloud. At

the same time, competition within the database segment is fierce, with Microsoft a solid No. 2 player and Amazon Web Services

expanding rapidly from a small base. As a result, we view Oracle's ability to maintain its technology leadership (autonomous

databases, for example) and migrate customers to the cloud through its own infrastructure-as-a-service (IaaS) platform as critical

to its long-term success.

Oracle's primary focus continues to be the cloud.

Its software-as-a-service (SaaS) products--Fusion enterprise resource planning (ERP) and NetSuite ERP (for small- to mid-market

customers), in particular--continue to gain rapid adoption. Oracle's platform-as-a-service (PaaS) and IaaS businesses are more

limited in scale and breadth than those of the top public cloud peers but provide an opportunity to keep customers on its platform

and make their transition to the cloud more seamless. Software remains a sticky, recurring business, but the cloud has disrupted

the market and made it easier for customers to switch vendors. Oracle's long-term success will depend on its ability to remain a

critical vendor as enterprises gradually migrate to the cloud. Oracle's largest competitors have more capacity for organic and

inorganic investment and dedicate fewer resources to shareholder returns. Oracle also faces strong competition and innovation

from niche players. These competitors could gain influence in enterprise IT, but we believe Oracle's leadership in relational

databases and its expanding base of SaaS applications will allow it to maintain its position.

We could lower the rating to 'BBB-' if we believe Oracle is unlikely to sustain net leverage below the mid-3x area. Conversely, we

could affirm the 'BBB' rating if we believe the company has a credible financial policy commitment to achieve leverage below the

mid-3x area. If Oracle intends to issue notes (as opposed to taking on a multiyear term loan), we would expect it to do so during its

next open window and at the same time make a financial policy commitment of some sort given the rating's close proximity to the

non-investment-grade rating threshold. If the company defers new financing, we will likely resolve the CreditWatch listing after its

next open window expires before the end of its current quarter in August, based on our analytical judgment.

ESG credit indicators: E-2, S-2, G-2

ESG credit factors have had no material influence on our credit rating analysis of Oracle. Although we believe Larry Ellison's

significant voting power could result in aggressive business decisions, we also view favorably the influence within enterprise IT that

the company has maintained under his leadership.
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Related Criteria

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific

meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings

Criteria at www.standardandpoors.com for further information. Complete ratings information is available to subscribers of

RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found on S&P Global Ratings' public website at

www.standardandpoors.com. Use the Ratings search box located in the left column.

European Endorsement Status 

Global-scale credit rating(s) have been endorsed in Europe in accordance with the relevant CRA regulations. Note: Endorsements

for U.S. Public Finance global-scale credit ratings are done per request. To review the endorsement status by credit rating, visit the

spglobal.com/ratings website and search for the rated entity.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output

therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means,

or stored in a database or retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its

affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party

providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the

accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions

(negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or

maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING

WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or

consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and

opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of
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Contact the analysts:

such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they

are expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are

not recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the

suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The

Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management,

employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an

investment advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable,

S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

Rating-related publications may be published for a variety of reasons that are not necessarily dependent on action by rating

committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another

jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any

time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension

of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof. 

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of

their respective activities. As a result, certain business units of S&P may have information that is not available to other S&P

business units. S&P has established policies and procedures to maintain the confidentiality of certain non-public information

received in connection with each analytical process. 

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from

obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on

its Web sites,  (free of charge), and (subscription), and may be distributed

through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is

available at . 

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they

have been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To

reprint, translate, or use the data or information other than as provided herein, contact S&P Global Ratings, Client Services, 55

Water Street, New York, NY 10041; (1) 212-438-7280 or by e-mail to: .
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