
 

 

Hybrid Cloud and Hybrid Results 
IBM is continuing to build momentum due to hybrid cloud and enterprise AI, 

especially as watsonx gains more traction. While there’s real long-term potential in 

areas such as quantum computing, growth in the near term is held back by tough 

competition in cloud services. With solid cash flow but limited short term upside, 

IBM is rated as a hold while we wait for clearer progress in revenue growth. 

Thesis Point 1  

In IBM’s annual report, we see that they have positioned themselves to sustainably 

grow through their technology innovation and consulting expertise at a time when 

businesses are seeking both cost-effective and secure digital transformation 

solutions. They are building a portfolio of enterprise AI offerings such as IBM watsonx, 

as well as hybrid cloud. More than 90% of Fortune 500 companies are using IBM 

hybrid cloud solutions, which puts the company in a great position to benefit from 

the predicted surge in container-based AI deployments. Alongside their leadership in 

technology innovation is their consulting segment. IBM is the only technology 

company with a consulting business, contributing to IBM consulting accounting for 

around 80% of AI-related bookings. With their expanding enterprise AI and hybrid 

cloud offerings supported by their unique consulting services, IBM is likely to see 

increased cash flow generation. As their container-based AI model accelerates, IBM 

is positioned to have recurring revenue streams across its portfolio. 

Thesis Point 2  

IBM listed quantum computing as one of its primary research areas in its 2024 

Annual Report, in which they emphasized “massive advances” are happening in IBM 

research that will address real customer issues. This has resulted in IBM solidifying 

its leadership in quantum computing, which is a technology that has potential to 

transform computer power across industries. IBM has already recorded 

approximately $1 billion in quantum books on a cumulative basis, which indicates 

growth in the demand for this technology. As we look forward, IBM’s continuous 

investment in quantum computing signals long term upside. The commercialization 

of this technology remains uncertain, and short-term profitability may be limited due 

to capital expenditures and other research costs. However, If IBM can capitalize on 

turning its quantum computing development into high margin revenue streams, the 

segment could emerge as a major driver of future growth for the company. 

Company Overview   

International Business Machines Corporation (IBM) is a global technology and 

consulting company. Their primary market is business-to-business, and they offer 

entry-level cybersecurity, data analytics, artificial intelligence, and hybrid cloud 

solutions. IBM’s mission is to use innovation and technology to make the world a 

better place. Its revenue is distributed among various segments, including 

infrastructure, consulting, and software. Strong demand for AI-driven services and 

hybrid cloud computing is currently helping IBM. With significant strength in its 

Software segment offsetting some weakness in Infrastructure, IBM reported 

consistent revenue growth in its most recent quarter. 
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Risk 1 IBM has positioned itself well in the technology area by incorporating 

hybrid cloud, Ai, and quantum which will help it differentiate itself from 

other companies. However, IBM must continue to innovate and evolve 

rapidly as well as commercialize their innovations. They also must focus on 

expanding their technology by constantly improving the speed and 

versatility of their technology. If they fail to do effectively manage these 

responsibilities, the company could struggle to sustain market growth share 

and increase their profit margins. 

Risk 2 IBM has made and will continue to make a huge priority in acquisitions, 

alliances, and divestitures. These transactions present risk such as companies 

not being able to follow through with transactions successfully or companies 

not being able to obtain objectives. Companies may also fail to integrate new 

operations, achieve planned revenue goals or cost savings, as well as retain key 

employees or strategic relationship. All of these risks can possibly limit the 

success of these deals, which could impact IBM’s strategic objectives and 

reduce their flexibility. 

Catalysts There are a few things that could help push IBM’s stock higher 

moving forward. First, if watsonx and the hybrid cloud business continue to 

gain traction and start driving growth, then it would likely improve how 

investors view the company. Another big potential driver is IBM’s quantum 

efforts. If they can start showing more short-term progress, they would likely 

see more optimism from investors as well. Any clear signs of stronger 

revenue growth would push IBM in the right direction and support a higher 

valuation. 

Valuation  

 

Our valuation assumes margin expansion across its software and consulting 

operations. We project a 7.2% revenue CAGR, which grows from $61.8B in 

2024A to $81.7B in 2028E. EBITDA expands from $13.8B to $18.9B, which is 

driven by software and consulting revenue. Reference the appendix for our 

downside and upside case assumptions. 

Conclusion We rate IBM as a HOLD, as we recognize its ongoing transition 

toward AI-driven software and hybrid cloud solutions, but have not yet seen 

clear signs of this inflection. We assign a $300 price target, representing 

roughly 6% upside from the current price of $283.50. 
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Downside Case: Growth stalls as IBM faces stiff 

competition in cloud and AI, limiting watsonx 

traction and slowing hybrid cloud bookings. With 

an exit multiple of 20x our model projects a fair 

value of $223 or 21% downside. 

Upside Case: IBM accelerates growth as watsonx 

adoption inflects, hybrid cloud wins larger 

enterprise share, and consulting drives recurring 

AI-related revenue. Keeping our exit multiple 

steady at 20x gives us a PT of $375 implying 

roughly 32% upside 

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. 
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