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BAKER HUGHES COMPANY

Evolving Portfolio; Reiterate Top Pick

Quick Take: BKR recently announced a probable path of separating its oilfield 

services and equipment (OFSE) and industrial energy technology businesses 

which could imply ~25-35% upside for valuation, in our opinion. With more focus 

globally on energy transition, the company is accelerating its strategy emphasizing 

more on “energy technology company”. Near term, we think BKR’s Street’s 

3Q/4Q21 EBITDA est. are in-line or may have 1-2% upside. We look for more color 

on separation and potential order from APD’s newly announced project on 3Q call.

Drivers of Separation

One, OFSE likely matures beyond the current upcycle while industrial energy 

technology is a growth business with energy transition opportunities. Both could 

have significantly different growth profile. Two, BKR is not getting any credit for its 

green energy products. We agree. We will use ourself as an example. We provide 

all credits to hydrogen companies such as Bloom Energy, Ballard Power, Chart 

Industries, Fuel Cell and Plug Power for products that have yet not been 

commercialized and potential market share (see Hydrogen Sector Initiation – Deep 

Dive Into Mobility TAM). However, none to BKR’s TPS portfolio despite products 

with a long history and market share.

Separation Signposts

One, GE is expected to sell down 47.4M BKR shares this quarter leaving 

ownership at ~16%. At this pace, GE ownership should reduce to under 10% in 

early 2022 when GE will no longer be an insider and can accelerate full divestment. 

BKR would like to see if its share price gets a boost thereafter. Two, NOC/IOCs are 

already moving in hydrogen/CCUS directions which helps in client overlap. But,

hydrogen and CCUS still have significant risks to realize projected TAM. BKR will 

like to have more confidence in viability of new ventures.

Timing

We think it would be better to separate OFSE while in the upcycle. That could imply 

within next 18–24 months. However, we think BKR would like to have confidence if 

new energy businesses are as real as OFSE which may need 2-3 years or more. 

Mechanically, BKR will have to re-align its accounting and legal entities, which may 

take 12- 18 months. Overall, we think in about three years BKR could split into two 

separate businesses, OFSE and industrial energy technology businesses.

Size Of The Prize

BKR estimates $35-40B TAM for CCUS and $25-30B for hydrogen by 2030. The 

company believes these two end markets have the potential to create a new 

businesses approaching the size of TPS. Historically, TPS revenues have been in 

the $5.5-8.6B range and EBIT margins 10-20% levels (EBITDA 13-23%). This 

would imply through cycle revenues of $7B with 15/18% EBIT/EBITDA margins.

Potential Valuation Upside

Hydrogen companies are  trading at 1.1-1.6x EV/2030 Sales. See our note Growth 

Stock Valuations for details and methodology. Assuming $7B potential revenues 

from hydrogen and CCUS by 2030 and 1.0-1.5x EV/2030 Sales imply $7.0-10.5B 

additional Enterprise Value for BKR or ~25%-35% upside from the current level. 

https://www.cokerpalmer.com/ofs-bits-3-13-revisiting-3q21-earnings-expectations/
https://www.cokerpalmer.com/hydrogen-initiation/
https://www.cokerpalmer.com/green-energy-tidbits-1-02-growth-stock-valuations/
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Evolving Portfolio

In 2019, BKR had laid out its ambitions of becoming an energy technology company. In 2020, the company fine tuned 

its strategy around three pillars (1) transforming the core to improve margins and returns, (2) investing for growth in 

industrial and chemical markets, and (3) positioning for new energy frontiers with a focus on CCUS, hydrogen, and 

energy storage. Since then, the company has (1) acquired Compact Carbon Capture (3C), (2) entered into global 

exclusive licensing agreement with SRI International to use SRI’s innovative Mixed-Salt Process (MSP) for CO2 

capture and (3) acquired ARMS Reliability expanding asset performance management. BKR has been thus far been 

successful in finalizing a number of commercial agreements in hydrogen and CCUS.

With more focus globally on energy transition, the company is accelerating its strategy emphasizing more on “energy 

technology company”. For now, the company will focus on two core businesses: oilfield services and equipment 

(OFSE) and industrial energy technology businesses. OFSE is maturing beyond the current upcycle while industrial 

energy technology is a growth business with energy transition opportunities. 

The company believes both businesses together make sense for now but will continue to assess the portfolio. We think 

if the company wants to divest OFSE, it would be better to do it while in the upcycle vs. on the other side. That could 

imply within next 18–24 months. However, we also think the company will like to have some confidence hydrogen and 

CCUS technologies can grow near term with real potential. That could take 2-3 years at minimum. Mechanically it could 

still take 12-18 months for the company to have different legal and accounting structure for eventual separation. 

Overall, we think there is a high probability that in about three years BKR could split into two separate businesses, 

OFSE and industrial energy technology businesses.

Size Of The Prize

The company has mentioned in the past it estimates $35-40B TAM for CCUS and $25-30B for hydrogen by 2030. The 

company believes these two end markets have the potential to create a new businesses approaching the size of TPS. 

Historically, TPS revenues have been in the $5.5-8.6B and EBIT margins 10-20% levels (EBITDA 13-23%). This would 

imply through cycle revenues of $7B with 15/18% EBIT/EBITDA margins. Besides hydrogen and CCUS, BKR expects 

to deploy turbines, compression, pumps and valves for clean decentralized power.

For LNG, the company expects 100-150 MTPA of awards over the next two to three years. TPS’ installed base is 

expect to grow by ~30% by 2025 driven by recent 130 MTPA TPS LNG awards and additional growth expected from 

here.

Focusing On Industrial Energy Technology

BKR views three parts of Industrial Energy Technology within it’s TPS and Digital Solutions business. 

▪ Energy & Industrial Technology: Focusing on (1) industrial power and process solutions including gas turbine and 

compression technology used in oil and gas and industrial applications and (2) flow and process technology with 

portfolio of valves, gears and pumps used in oil and gas, petrochem, pulps and paper, metals and mining and CCUS 

and hydrogen.

▪ New energy solutions: A small part of business but with most growth potential in next 5-10 years including CCUS and 

hydrogen.

– CCUS portfolio includes multiple carbon capture processes and technologies, compression, sensing and 

monitoring capabilities. 

– Hydrogen portfolio includes compression technology as well as gas turbines that can run on 100% or blended 

hydrogen.

▪ Industrial asset management: This includes digital services and products around asset performance, asset inspection 

and emissions management. Bentley Nevada conditioning monitoring and recent addition of ARMS’ OnePM software 

helps deliver asset management capabilities on enterprise level. 

Overall, BKR is focused on three applications: New Energy Solutions (CCUS, hydrogen and emissions management), 

Asset Optimization (industrial asset management and remote operations) and Electrification (technologies for clean 

integrated power solutions).
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M&A So Far Targeting CCUS

On March 29, 2021, BKR entered into a global exclusive licensing agreement with SRI International to use SRI’s Mixed-

Salt Process (MSP) for CO2 capture. The MSP combines post-combustion carbon capture process that uses a solvent 

formulation that relies on commodity chemicals. It combines readily available potassium and ammonia salt solutions to 

enable reduced reboiler and auxiliary electric loads, emissions, and water usage. In addition, the MSP requires a 

smaller footprint than competing CCUS solutions. The process has negligible solvent-degradation and reduced water 

use. 

On November 3, 2020, BKR announced acquisition of Compact Carbon Capture (3C), a technology development 

company specializing in carbon capture solutions. 3C’s technology uses rotating beds instead of static columns, 

effectively distributing solvents in a compact and modularized format. It has up to 75% smaller footprint and lower 

capital expenditures. In addition, 3C’s modular and scalable configuration can be easily deployed into existing 

brownfield applications and can be optimized for a broad range of capacity and applications, including offshore and 

industrial emitters.

Alliances Announced So Far For New Energies

BKR has announced few alliances so far and we expect more as the company expands in new energy technologies. 

▪ Bloom Energy (BE): BKR will work with BE on the potential commercialization and deployment of integrated, low 

carbon power-generation and hydrogen solutions. BE’s fuel cells can use natural gas, biogas or hydrogen to produce 

power where BKR’s turbines and compression technologies can be used. It helps BKR in integrated power solutions 

and integrated hydrogen solutions.

– BE’s solid oxide fuel cell technology (SOFC) and BKR NovaLT gas turbines (can run on up to 100% hydrogen) 

along with heat recovery turbines can create resilient microgrids ideal for large-scale applications.

– BE’s solid oxide electrolyzer cells (SOEC) can produce 100% clean hydrogen with BKR’s compression technology 

for production, compression, transport, and delivery of hydrogen. Waste heat utilization for steam generation could 

further increase efficiency and cost effectiveness of hydrogen production. The companies will target applications 

such as blending hydrogen into natural gas pipelines, as well as on-site hydrogen production for industrial use. It 

could facilitate faster adoption of hydrogen in process industries such as steel refining, where the use of heat 

recovery from the steel-making process could deliver higher overall system efficiencies.

▪ Air Products (APD): BKR will work with APD to develop hydrogen compression which should help in adoption of 

hydrogen as a fuel. Hydrogen needs high pressure and volumes where BKR’s technologies proves useful. 

– BKR’s NovaLT 16 gas turbines and compressions equipment will be used in Alberta, Canada. Typically, in blue 

hydrogen plant, BKR’s revenue share can be mid-to-high single digit of the project cost. That implies $1.2B 

Alberta project could be ~$100M revenues for BKR.

– BKR’s compression technology will be used in NEOM carbon-free hydrogen projects in Saudi Arabia. In green 

hydrogen projects, BKR’s revenue share can be low single digit of the project cost. That implies $5B Saudi 

project could be ~$100M revenues for BKR.

– On October 14, 2021: APD announced a $4.5B blue hydrogen plant in Louisiana. This may imply ~$250M order 

for BKR.

▪ Borg CO2: BKR will work with Borg, a Norwegian carbon capture and storage developer, on a CCS project to serve 

as a hub for the decarbonization of industrial sites in the Viken region of Norway. The project aims to capture and 

store up to 90% of the CO2 emissions from industrial facilities located in the cities of Fredrikstad, Sarpborg and 

Halden. The combined industrial cluster currently emits approximately 700K tons of CO2 annually. After being 

captured, the CO2 will be liquified, shipped and eventually stored underneath the seabed of the North Sea. Borg CO2 

and its partners have completed a first feasibility study and are proceeding with an extended feasibility study (pre-

FEED) to be completed by the end of 2021. BKR will provide portfolio of carbon capture technologies and engineering 

services for the study and development of the hub. In addition, BKR and Borg CO2 will jointly evaluate the optimal 

structure for implementation of the carbon capture plants and pursue grant and incentive opportunities both in Norway 

and at the EU level.

▪ FiveT Hydrogen Fund: Plug Power (PLUG), Chart Industries (GTLS) and BKR announced intention to become
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cornerstone investors in formation of the FiveT Hydorgen Fund. PLUG will invest $200M while GTLS and BKR will 

invest $60M each. The fund has ambition to raise of $1.2B from financial and industrial investors. The Fund will 

exclusively finance projects in the production, storage and distribution of clean hydrogen.

BKR Products For Hydrogen

Source: BKR

BKR Products For CCUS

Source: BKR
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Appendix A – Required Disclosures

Analyst Certification 

I, Vaibhav (Vebs) Vaishnav, certify that to the best of my knowledge, the views and opinions in our research reports 

accurately reflect my personal views about the subject company (companies) and its (their) securities. I have not and 

will not receive direct or indirect compensation related to the specific recommendations or opinions of this report. 

Unless otherwise stated, the individuals listed on the cover page of this report are analysts for Coker Palmer 

Institutional (CPI). Coker Palmer Institutional (CPI) is the brand name used to distinguish Coker & Palmer’s institutional 

only, sell side equity research operations. 

Important Disclosures

Conflicts of Interest: You should assume that as of the publication date of any report or letter, CPI (possibly along with 

or through our members, partners, affiliates, employees, and/or consultants) along with our clients and/or investors has 

a position in the subject companies or derivatives of subject companies mentioned in this report, and therefore stands 

to realize gains based on the price movements of stocks covered in this report. Following publication of any report or 

letter, we intend to continue transacting in the securities covered therein, and we may be long, short, or neutral at any 

time hereafter regardless of our initial recommendation. 

Analyst Compensation

Analysts are not directly compensated based on investment banking fees, but analysts’ compensation is based on 

overall firm profitability, which may or may not include investment-banking fees. CPI has not received investment-

banking income from the subject companies in the previous 12 months. Investors should expect that Coker & Palmer 

may seek and may be seeking compensation for investment banking and non-investment banking related services and 

production from any or all companies mentioned within this report. 

Conflicts   

Vaibhav (Vebs) Vaishnav, Oilfield Services & Green Energy Analyst, does not hold any stocks from those sectors in his 

personally managed accounts. 

In the normal course of offering investment and banking products and services to clients, CPI may act in several 

capacities (including issuer, market maker, underwriter and distributor agent) simultaneously with respect to a product, 

giving rise to potential conflicts of interest. CPI uses controls such as information barriers to manage conflicts should 

they arise.

CPI has not been involved with any investment banking/consulting activities in the Oilfield Services and/or Green 

Energy sector in the past six months.

Rating Methodology

Coker Palmer Institutional (CPI) is restarting formal rating systems. The firm has a three-tiered rating system, with 

ratings of Sector Outperform, Sector Perform, and Sector Underperform. Each Research Analyst assigns a rating that is 

relative to his or her coverage universe or an index identified by the Research Analyst that includes, but is not limited to,

stocks covered by the Research Analyst.

The rating assigned to each security covered in this report is based on the CPI Research Analyst’s 12-month view on 

the security. Research Analysts may sometimes express in research reports shorter-term views on these securities that 

may impact the price of the equity security in a manner directly counter to the Research Analyst’s 12-month view. 
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These shorter term views are based upon catalysts or events that may have a shorter-term impact on the market price 

of the equity securities discussed in research reports, including but not limited to the inherent volatility of the 

marketplace. Any such shorter-term views expressed in research report are distinct from and do not affect the 

Research Analyst’s 12-month view and are clearly noted as such.

Ratings

Sector Outperform (SO) 

The stock is expected to outperform the average 12-month total return of the analyst’s coverage universe or an index 

identified by the analyst that includes, but is not limited to, stocks covered by the analyst.

Sector Perform (SP) 

The stock is expected to perform approximately in-line with the average 12-month total return of the analyst’s coverage

universe or an index identified by the analyst that includes, but is not limited to, stocks covered by the analyst.

Sector Underperform (SU)

The stock is expected to underperform the average 12-month total return of the analyst’s coverage universe or an index

identified by the analyst that includes, but is not limited to, stocks covered by the analyst.

Price Target Methodology:

Coker Palmer Institutional (CPI) price targets are essentially based on DCF methodology. 

Valuation/Risk Factors

Oilfield Services (OFS) business is inherently risky. OFS investors should be fully aware of these risks, which include, 

but are not limited to, volatile natural gas, NGL’s and crude oil prices, demand for and competition for a company’s 

product and/or service, asset quality, customer risks, changes in operating costs, company capital structures, operating 

and working capital needs and ability to raise both debt and equity capital to fund operations. We value OFS equities on 

many different metrics, including but not limited to, our subjective view as to the quality of management, discounted 

cash flows, net asset values, enterprise value to EBITDA or cash flow multiples, price to earnings or cash flow 

multiples, reinvestment risk and full cycle economics. These factors are uncertain and our outlook is subject to change, 

sometimes quite quickly. Any changes in the above factors can impede achievement of our valuation assessments. 

Coker & Palmer Institutional Ratings Distribution

Category Count Percent

Sector Outperform 4 29%

Sector Perform 4 29%

Sector Underperform 6 43%

Total 14 100%
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Green Energy businesses are inherently risky. The industry is still at a nascent stage and long-term viability is still not 

established. Investors should be fully aware of these risks, which include, but are not limited to, viability of new products

and markets targeted, volatile commodity prices, demand for and competition for a company’s product and/or service, 

asset quality, customer risks, changes in operating costs, company capital structures, operating and working capital 

needs and ability to raise both debt and equity capital to fund operations. We value Green Energy equities on many 

different metrics, including but not limited to, our subjective view as to the quality of management, discounted cash 

flows, net asset values, enterprise value to EBITDA or cash flow multiples, price to earnings or cash flow multiples, 

reinvestment risk and full cycle economics. These factors are uncertain and our outlook is subject to change, 

sometimes quite quickly. Any changes in the above factors can impede achievement of our valuation assessments. 

The Exploration and Production (E&P) business in inherently risky. Investors in E&P equities should be fully aware of 

these risks, which include, but are not limited to, volatile natural gas, NGL’s and crude oil prices, regional pricing 

differences, field and company asset quality, reserve depletion factors, drilling risks, operating costs, company capital 

structures, operating and working capital needs and ability to raise both debt and equity capital to fund operations. . 

E&P Valuation Methods used to determine the Price Target: We value E&P companies on many different metrics, 

including, but not limited to, our estimate of net asset value (NAV), enterprise value to EBITDA or cash flow multiples, 

price/earnings or cash flow multiples, discounted cash flow analysis and breakup/acquisition values.  All our estimates 

and valuations are highly and inherently uncertain. They are based on, but not limited to, our outlook for the commodity 

price, our subjective view as to the quality of management, net asset value, quality of the proven and unproven reserves 

and resources, ability to develop and produce these reserves/resources, financial strength, cash flow, access to capital, 

and full cycle economics of investments. These factors are uncertain and our outlook is subject to change, sometimes 

quite quickly. Any changes in the above factors can impede achievement of our valuation assessments. 

Industrials: This category might cover many different types of companies with various business models and various 

factors affecting the operations and stock prices, some of which include overall economic growth, end market demand, 

product inventories and competition. Some of these companies might have various energy-related exposure through 

both sales and/or costs. In general, industrial company risks include, but not limited to, high fixed operating costs, rising

input costs, currency and commodity price fluctuations, variable demand, inventory levels, quality of management, 

competition and obsolesce. 

E&P, Oilfield Service, Industrials, Green Energy, as well as investments in the other subsectors we follow are subject to 

a myriad of external factors, including but not limited to, commodity price risk, geopolitical risk, changes in interest 

rates, the value of worldwide currencies, especially the U.S. dollar, changing regulations, both domestically and abroad, 

regulatory enforcement levels, and changes in domestic or global economic fundamentals. Please see specific 

companies' most recent SEC filings, including 10-Ks, 10-Qs, 8-Ks, and proxy filings for additional risks and 

considerations. For companies based outside the US, please see country specific regulatory filings for additional risks 

and considerations.


