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Good morning. It is great to be back in New York in person for this year’s Barclays Energy conference. I 

would like to thank Barclays and Dave Anderson for the invitation to speak again this year.  
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Before I begin, please note the disclosure around forward-looking statements that I may make today. As 

always, you can refer to our latest SEC filings for further details.  



Barclays CEO Energy-Power Conference - Lorenzo Simonelli September 6, 2022 

 

Today I will share our thoughts on several topics, including the evolving energy landscape and how Baker 

Hughes is poised to capitalize on the cyclical recovery of the oil and gas sector and the longer-term 

structural changes unfolding across the energy landscape. 

I will also provide an update on our strategic priorities, the progress we are making to improve day-to-day 

execution, and how we are streamlining our corporate structure. As always, we will continue to execute 

on these priorities with a goal of improving our returns, generating strong free cash flow, and delivering 

more value to our shareholders. 

Before I speak on these topics, I would like to give a brief update on how we see market conditions and 

the outlook for Baker Hughes over the second half of the year. Overall, the outlook we provided on our 

second quarter earnings call remains largely intact with elevated commodity prices, improving order 

trends, and pricing actions across our portfolio. Two areas we continue to monitor are the depreciation of 

the Euro and TPS Services, where the strength in commodity prices continues to shift maintenance 

schedules for a growing number of our customers. This is a trend that began to materialize late in the 2nd 

quarter and could create more variability in Services revenue.   
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Looking at the broader energy markets, there are structural changes occurring within the industry and 

Baker Hughes is well positioned to capitalize on these unfolding tailwinds.  

A year ago, the world was emerging from the COVID-19 pandemic with an optimistic view towards oil 

demand recovery and higher commodity prices. At the same time, governments accelerated their policy 

efforts to de-emphasize oil and gas and stimulate broader investments in new energy technologies. 

However, there was very little focus or coordination on the practicality of the policy steps being taken to 

replace hydrocarbons with renewables, address the risk of underinvestment in oil and gas, or the broader 

concept of energy security.  

Today, recent world events have re-focused the world’s policy makers on energy security, reliability and 

affordability, and how these needs can be met in parallel with the long-term goal of energy sustainability. 

While it is clear that the world wants and needs to reduce greenhouse gases, it is also apparent that the 

pace of the energy transition needs to be balanced and thoughtful. If this balance is neglected, energy 

may become unaffordable and inaccessible for millions, and potentially billions, of people. Thankfully, we 

have started to see the emergence of a more pragmatic approach on the energy transition, and as part of 

that, an enhanced outlook for natural gas and how it can play a larger role in a decarbonizing world.  

As we go forward, this three-way push-pull of security, sustainability and affordability – or the “Energy 

Trilemma” – will redraw the world energy map. Heightened energy security and affordability demands will 

likely enable an increase in near-to-intermediate term spending for hydrocarbons. At the same time, the 

urgency for lower carbon emissions will also drive new energy spending in the decades to come. And 

because of the role natural gas plays as a critical transitional fuel, the Trilemma will be a critical driver for 

increasing LNG infrastructure spending. Baker Hughes is in a prime position to benefit from this evolving 

landscape due to its unique portfolio of, assets, energy transition technologies, and long-term strategy.   
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A few years ago at this conference we laid out a strategic vision predicated on evolving our portfolio and 

leading the energy transition. We unveiled the first step of this journey in 2019, which was followed in 

2020 by outlining the three pillars that would guide the execution of our strategy - transform the core, 

invest for growth, and position for new energy frontiers.  

In 2021, we took another step forward by laying out the longer-term view of Baker Hughes, which 

envisioned the company eventually evolving to operate across two primary business areas – OFSE and 

IET.  

Since 2019, we have successfully executed across all three pillars of our strategy. To transform our core, 

we have completed cost-out initiatives and portfolio rationalization efforts across multiple businesses and 

geographies.  

On the cost side, we expanded EBITDA margin rates by 210-basis points since 2017 despite a 6% 

reduction in revenue. On the portfolio front, we have closed or announced divestments of non-core assets 

totaling approximately $1.3 billion over the last five years. 

We have also invested for growth by selectively using the proceeds of those divestments. Since the new 

Baker Hughes was formed, we have announced strategic acquisitions and investments worth 

approximately $2.1 billion, including roughly $500 million in industrial software and inspection technology, 

as well as the recently announced acquisitions of Altus Intervention, AccessESP, and BRUSH Power 

Generation.  

In new energy frontiers, we have been very active with partnerships, collaborations, and early-stage 

investments across hydrogen, CCUS, and clean power solutions. We have also had solid commercial 

success so far, booking a total of over $350 million of new energy orders over the last 18 months.  
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Importantly, while we have been working to advance our long-term strategic initiatives, we have continued 

to focus on free cash flow and shareholder returns. Over the last three years, we have generated average 

annual free cash flow of almost $1.2 billion, which equates to almost 45% of our average annual adjusted 

EBITDA, and have returned almost 85% of our free cash flow back to shareholders. I am proud that our 

team has been able to accomplish this despite the disruption caused by the COVID-19 pandemic and 

while executing on meaningful restructuring and separation from GE.   
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As we think about our portfolio and how it has evolved, we have continually looked to ensure we are able 

to operate effectively in any environment. Today, we are announcing the next step in our journey and 

formally restructuring and re-segmenting Baker Hughes into two reporting segments, Oilfield Services & 

Equipment and Industrial & Energy Technology. This will take effect in the fourth quarter of this year. 

Through this restructuring, we will merge multiple functions between OFS and OFE and TPS and DS, 

driving a more simplified and focused organizational structure and reducing a number of duplications 

across the organization.  

These changes will drive a number of direct benefits.   

First, the streamlined organizational structure will allow each business to better focus and adapt to the 

quickly changing energy markets. As you know, one of the key reasons we initially identified the need for 

these two broad business areas is the divergence in growth profile and market conditions for OFSE and 

IET. We believe this structure will be more supportive of meeting customer needs and producing solutions 

in the most efficient manner. 

Second, we will remove at least $150 million in costs through a consolidation of product lines and related 

functions, and a 25% reduction in the executive management team. 

Third, we will improve our operational flexibility and execution under a more focused senior management 

team. At the executive level, we are reducing and consolidating key corporate functions, which will help 

allocate more time and focus in areas like supply chain, operations, and capital allocation. We are also 

creating a new, operations-focused position on the executive leadership team. This new position will help 

drive better coordination, consistency, and oversight for key processes across Baker Hughes.  

At the business segment level, removing the product company layers will upgrade a number of key 

operational processes across our businesses and enhance their economies of scale.  

Once this restructuring and cost-out process is complete in 2023, our corporate structure will not only 

provide more operational flexibility, but also improve strategic optionality and growth opportunities for both 

businesses as circumstances and market conditions evolve.   
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Over the past year, we have analyzed the performance of our four product companies as well as the 

underlying market trends in each of our businesses. We also evaluated our customer relationships, 

commercial positioning, and strategy, as well as our legal entity and tax structures.  

As a result of this process, we reached several important conclusions that drive our new corporate 

structure.  

First, the benefits of size and scale are important for Baker Hughes as we balance investing in new 

technologies and returning cash to shareholders. We continue to believe that the ability to invest and 

develop multiple technologies early in the energy transition is critical. At the same time, we also intend to 

maintain our commitment to return 60% to 80% of our free cash flow back to shareholders. Furthermore, 

the current scale and financial strength of Baker Hughes will also help better navigate any potential 

economic volatility. 

Second, the large customer overlap between IET and OFSE continues to represent a significant 

opportunity for Baker Hughes as many of them are seeking new technologies and solutions in new 

energy areas. With our portfolio of compression, carbon capture, and power generation technologies 

combined with our traditional oil and gas and subsurface capabilities, we are uniquely positioned to offer 

solutions in the areas of hydrogen, CCUS, and emissions management in addition to traditional upstream 

oilfield products and services. Our portfolio also provides an unrivaled blend of capabilities for non-oil and 

gas customers looking for more holistic decarbonization solutions.  

Third, it is imperative that both OFSE and IET develop an organizational structure that can improve 

operational performance and returns, while remaining nimble and responding to rapidly changing market 

conditions. These changes will ensure better flexibility, faster decision making, and that each business 

segment can quickly deliver solutions in almost any environment.  

In summary, this new structure will allow both businesses to enhance customer relationships and operate 

with more focus and flexibility while also maintaining the size and scale to maximize technology 

investments and return substantial amounts of capital to shareholders.  
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As profitability and returns increase for each business and the investments in IET begin to translate into 

more sizeable growth opportunities, we expect the priorities regarding corporate structure and capital 

allocation will shift. Importantly, we believe that this structure maximizes our optionality to respond to 

market conditions and other factors as the energy and industrial markets evolve.   
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Looking closer at the two segments, I will first highlight OFSE, which is extremely well positioned to 

benefit from a multi-year upturn in global upstream spending. Importantly, OFSE is geographically diverse 

with a particularly strong presence in the Middle East and major positions in North America, Latin 

America, Europe, and Southeast Asia.  

Under the leadership of Maria Claudia Borras, we will continue to execute across the product line 

organization of OFS and integrate the OFE business into their operations. We expect this to create 

approximately $60 million in initial cost savings with further benefits expected over time due to a reduction 

in facilities footprint, an improvement in OFE’s supply chain operations, and better economies of scale. 

We are also doing a wholesale re-assessment of our subsea equipment business that can drive further 

margin enhancement.  

Since the merger five years ago, our OFS business has substantially narrowed the EBITDA margin rate 

gap with our closest peers by significantly improving its commercial intensity, internal processes, and 

operating efficiency. We firmly believe that Maria Claudia and her team will drive similar success for 

OFSE.  
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Operationally, OFSE will continue to be focused on capital discipline and maximizing free cash flow and 

returns. Strategically, OFSE will be focused on three major priorities.  

First, we are focused on capitalizing on the growth opportunities presented by a multi-year spending 

cycle. Our strong presence in key markets like the Middle East and North America positions us well with 

our diverse, capital-light portfolio. Conversely, we will also utilize this upturn to continue to evaluate our 

portfolio from both a technology and geographic perspective, and selectively further rationalize our cost 

base for products and markets that do not fit long term.  

Second, we will continue to evolve our business models from selling products to a more solutions-based 

offering. The realignment of our OFS portfolio earlier this year into Well Construction, Completions, 

Intervention and Measurements, and Production Solutions was driven by customer demands for more 

holistic solutions in these broad areas. For Baker Hughes, we see the biggest opportunities in well 

construction and production solutions, where we can leverage our strong positions in artificial lift and 

production chemicals.  

Third, OFSE will be working to develop its new energy portfolio of technology and services. Here, we will 

leverage our subsurface to surface portfolio to build upon our early successes in geothermal and carbon 

storage. In both of these areas, OFSE will continue to work closely with IET to differentiate our value 

proposition with customers.  
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In summary, OFSE is well positioned and focused on capitalizing on this multi-year upcycle with an eye 

towards managing the portfolio for the best financial returns on a long-term, through cycle basis. 

We also intend to invest in strategic initiatives to help us position for the maturation of the oil and gas 

industry and the growth in new energy areas. 

From an operational perspective, we are acutely focused on driving further growth in OFS margins while 

improving OFE margins in line with capital equipment peers. We will accomplish this through a range of 

cost out initiatives, as we remove excess management layers, right-size our facilities footprint, address 

supply chain deficiencies, and evaluate how we can better utilize the engineering resources across 

OFSE. Importantly, we are also conducting a holistic re-assessment of the subsea equipment business to 

determine the appropriate strategy and business model.  

Tying it all together, our goals for OFSE are to achieve 20% EBITDA margins by 2025 and a return on 

invested capital in the mid-teens.   
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Moving to IET, we are merging TPS and DS to form the Industrial & Energy Technology segment, driving 

both strategic and cost advantages. Strategically, IET is positioned as an attractive growth entity 

leveraged to multiple aspects of the energy transition, including LNG, new energy, electrification, and 

industrial asset optimization. We believe that better alignment under the leadership of Rod Christie is 

important for future growth and returns given the overlap in installed base across TPS and DS and their 

combined importance in developing new energy and industrial asset management capabilities. 

On the cost side, we anticipate cost savings of at least $50 million by removing excess management 

layers, consolidating some back-office functions, and merging our Process & Pipeline Services and 

Waygate businesses into a broader Inspection business.  

IET is focused across two broad areas of Gas Technology and Industrial Technology. Gas Technology 

consists primarily of the TPS equipment and services franchise. The other broad area will be Industrial 

Technology, which will include condition monitoring, inspection, and pumps, valves, and gears from the 

legacy TPS. It will also include Precision Sensors and Instrumentation as well as Nexus Controls, which is 

being sold to GE. 

Climate Technology Solutions and Industrial Asset Management will span the reporting segments and 

continue to be key growth areas that will utilize core technologies from our existing portfolio and leverage 

the technologies that have been recently acquired in the areas of new energy, electric power generation, 

and industrial software.   
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As a diversified industrial business that is highly leveraged to multiple growth pillars of the energy 

transition, we believe the value proposition for IET is quite attractive.  

In the near-term, IET will benefit from a large, and growing, installed base that drives a sizeable 

aftermarket and services business, which today accounts for roughly 45% of IET revenue. This segment 

will also benefit from strong growth in new LNG orders. As we have outlined before, we expect 100 to 125 

MTPA of LNG projects to FID over the next two years, following the 27 MTPA of FIDs in the first half of 

2022. This should translate into $8 to $9 billion in orders for the legacy TPS business in 2022 and 2023, 

and $10 to $11 billion in orders for IET in 2022 and 2023.  

While LNG will drive near-term growth, we will continue to develop our new energy capabilities in CTS, 

which is building off an already-solid foundation across hydrogen, CCUS, clean power solutions, and 

emissions management. We have had great success so far with the Air Products hydrogen project in 

Saudi Arabia and a number of CCUS orders, including a CO2 compression order with Santos in Australia. 

Given the improving market opportunity, we still see around $200 million of New Energy orders in 2022.  

Outside of executing on our growth opportunities, we are committed to fixing the underperforming 

businesses within Industrial Technology, where we have recently changed the leadership for Condition 

Monitoring and are putting new leadership in place for the merged Inspection business.   
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Longer term, we see multiple avenues of growth for IET.  

The most visible driver is continued growth in our LNG installed base. Based on orders already in backlog 

and FID expectations over the next few years, we feel confident that global LNG capacity should grow by 

over 70% by 2030, providing a visible tailwind for Gas Technology Services over the next decade and 

beyond. 

We see the largest growth opportunity in CTS, which will help drive $6 to $7 billion in new energy orders 

by 2030. Based on our current compression and power generation technology combined with the recent 

acquisitions and early-stage investments in hydrogen and CCUS, we see multiple avenues of growth for 

CTS.  

We also see significant opportunities to leverage some of our core products and technologies to drive 

better efficiencies and lower emissions in the industrial sector. Today, industry is the largest consumer of 

energy, and ultimately one of the largest emitters of CO2. We are increasingly focused on developing a 

portfolio of solutions that can integrate our growing capabilities in emissions measurement and abatement 

along with clean power generation, energy efficiency and electrification. We will be targeting heavy 

industries like steel, coal and cement that are looking for broad solutions to decarbonize their operations.  

The growth area in the earliest stage of development is Industrial Asset Management, or IAM, which will 

combine domain knowledge, sensing and monitoring, related digital capabilities as well as industrial 

software to help customers increase efficiencies, improve performance, and reduce emissions for their 

energy and industrial assets. We continue to believe that a portfolio of simple, flexible, and connected 

solutions will help to optimize industrial assets’ performance.  

Today, our IAM offerings represent just over $200 million of orders, which is primarily captured in 

Condition Monitoring and Inspection. Going forward, we are focused on leveraging our domain expertise 

with our recent industrial software investments to expand our recurring revenue base and triple IAM 

orders by 2027.  
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Importantly, to achieve this growth, we are increasing our R&D spend the next few years as we look to 

develop a number of early-stage products and technologies for the second half of this decade. As we 

have indicated before, the planned increase in R&D and the significant increase in equipment revenue 

will create some modest variability in our margin rates the next few years. That said, we expect to deliver 

20% EBITDA margins as Gas Technology Services grows and the growth of CTS and IAM more fully 

offsets higher investment and R&D costs.   
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In summary, we believe that IET is well positioned to capitalize on macro tailwinds across the natural gas 

and LNG value chain, as well as other end-markets across the energy landscape. In addition to LNG, we 

see significant growth opportunities from our new energy offerings in CTS and further development of our 

IAM offerings. 

We are also laser focused on improving the margin and return profile of some of our Industrial 

Technology businesses, which have lagged our expectations. We are changing out leadership and 

removing excess management layers, as well as driving supply chain and sourcing improvements in order 

to be able to convert the record backlog we have in the legacy DS business into revenue and margins.  

By merging TPS and DS, we will realize cost savings of at least $50 million and create a differentiated 

portfolio for the energy and industrial markets. 

Tying it all together, our goals for IET are to achieve 20% EBITDA margins by 2025 or 2026, depending 

on equipment mix and the pace of growth in CTS and IAM. We are also targeting a return on invested 

capital for IET of 20%.   
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Underpinning all of these structural and operational changes, is a resounding commitment to maintaining 

a strong balance sheet, delivering best-in-class free cash flow, and returning 60% to 80% of our free cash 

flow back to shareholders.  

Given our diversified portfolio of long and short cycle businesses, strong balance sheet, and capital-light 

business model, we believe that Baker Hughes is in a unique position within the energy sector. We will be 

able to pay an attractive dividend, buy back stock on a consistent basis, invest for growth and position for 

new frontiers to lead the energy transition.  

Since the new Baker Hughes was formed in 2017, we have returned almost $8 billion of capital to 

shareholders, including $1.2 billion in 2021. Based on our current pace of share repurchases so far this 

year, we are likely to return at least $1.5 billion to shareholders in 2022.  

We have also been disciplined in divesting non-strategic or underperforming assets and recycling the 

proceeds into tuck-in M&A and early-stage investments.  

As we move forward, we intend to maintain this disciplined framework that balances returns to 

shareholders with investing in growth opportunities.   
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Before I wrap up, I would like to spend a few minutes on something that is core to our company’s 

strategy, which is a commitment to our corporate responsibility framework.  

At the end of the second quarter, we published our corporate responsibility report, which highlighted our 

progress in several key areas of sustainability and governance.  

In 2021 we achieved an 8% reduction in our Scope 1 and 2 carbon emissions versus 2020, and a 23% 

reduction in 2021 compared to our 2019 baseline. We also launched “Carbon Out,” an internal company-

wide initiative to take carbon out of our operations and meet our pledge to achieve a 50% reduction in 

emissions by 2030 and net-zero emissions by 2050. 

We also expanded our efforts to embed Diversity, Equity, and Inclusion into our operating process. We 

launched a Global Council in 2021 to increase accountability on this strategic priority, and we updated our 

process to evaluate and reconcile pay equity across the company.  
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In conclusion, I would like to reiterate that Baker Hughes is committed to creating an energy technology 

company that will help enable the energy transition. As we evolve and position for the future, we are 

committed to creating shareholder value.  

To do this, we are restructuring from four product companies to focus on two business segments, which 

will streamline and improve operations while enhancing our future corporate optionality.  

At the same time, we are focused on capitalizing on the current multi-year upstream spending cycle and 

the next wave of LNG investment.  

We will continue to evaluate our portfolio and invest in new energy and industrial technologies in a 

disciplined fashion to position Baker Hughes for the future.  

Lastly, we will do all this while prioritizing free cash flow and returning capital to our shareholders. 

Thank you very much for your time today and thank you again to Barclays and Dave for the invitation.  
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