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Ladies and Gentlemen,

Welcome to the Phoenix Contact SPS IPC Drives 2018 press conference.

Concluding an exceptionally successful financial year, Phoenix Contact is launching a major

extension to the PLCnext industrial automation ecosystem at this trade fair: the PLCnext

Store.

PLCnext is leading the way into a new era of automation solutions for the smart world of

Industrie 4.0. The technology is a synergy between the openness and flexibility of the

operating systems of smart devices and the safety and robustness of traditional controllers.

After the first year of PLCnext being used in industrial practice, we are taking the next

determined step towards the development of an open automation platform. The software

store will enable all participants of the PLCnext ecosystem to purchase and to sell software.

This opens up new sales opportunities for the many who have previously created company-

internal software only for their own requirements. It will open up opportunities for customers

who, in the future, will be able to access a wide range of software. Furthermore, the PLCnext

hardware platform is being extended with the launch of the RFC 4072S high-performance

controller at SPS IPC Drives.

The overall business situation has also developed very positively, following growth of 11.5

percent in 2017. After exceeding the € 2 billion sales mark in 2017, sales in 2018 will reach

over € 2.3 billion. Growth in the markets was again well into the double digits. Converted into

euros and taking currency losses – some of which were significant – into consideration, this

results in a growth of just over 8 percent.

Financial situation

A look at the development of the global revenue shows that the growth rates are good and

relatively consistent across all markets, even though there were negative currency effects in

a large part of these markets. The Chinese market has continued to recover and, as in 2017,

we are again experiencing double-digit growth. In the US, growth is slightly better at over 15

percent, but still slightly below the growth results of Europe, where – not including Germany

– we have achieved 16 percent. With more than 25 percent share of global sales, Germany

is still the most important market for Phoenix Contact. After a strong annual result in 2017

with growth of more than 10 percent, a very good result is expected again – this year with a

growth of 7 to 8 percent. To achieve this growth even in the future, the sales organization of
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Phoenix Contact Deutschland GmbH will be continually developed. Our proximity to the

market will be further increased through an expansion of the sales network. At the same

time, the existing trade representative concept will come to an end in 2019, and the future

sales organization will be continued with salaried sales employees.

In total, the global growth is approximately 12 percent. Converted into euros, the nominal

growth will be well above 8 percent.

However, the in-part turbulent market development – growth exceeded 20 percent in certain

significant areas – led to considerable challenges in the supply chain and in cost increases.

We met this substantially increasing development of sales by investing in all company

divisions. We have therefore also increased capacities significantly this year.

In Nanjing, China, the headquarters of our Chinese subsidiary, significant extensions across

a total of 23,000 m² are being created in the areas of production and logistics. The facility will

be built completely in accordance with the Industrie 4.0 standard. For the first time, large

parts of the machine park and, in particular, the new logistics area will be completely

automated with PLCnext Technology. The total volume of investment in China in 2018

amounts to approximately € 30 million.

The rapidly increasing demand in India requires a significant expansion of local production,

the capacity of which has been practically doubled with the 2018 extensions. The total

investment here amounts to approximately € 10 million.

Another focal point of the investments is the continuous expansion of the machine and plant

park, which supports the opportunities of digitalization in our own company and translates the

idea of “Industrie 4.0” into practical applications. From collaborative robots through to

driverless transport systems, the latest technologies that support the consistency of digital

value added chains and increase efficiency in production are being used.

The total sum of investments in 2018 will therefore amount to more than € 200 million. As in

previous years, our outlay for research and development is approximately seven percent of

global sales. The total number of employees will have increased by approximately 1,400 to

almost 17,500 in 2018. Without including acquisitions, the number of personnel in Germany

will have increased by more than 500 employees.

Despite the increasing signs that the markets will cool in 2019, there are currently no tangible
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indications of a slowdown in our positive growth. We are therefore forecasting a percentage

growth in sales in the upper single-digit range, and an absolute growth of more than € 150

million to almost € 2.5 billion by the end of 2019. The planned volume of investment is again

expected to be more than € 200 million.

Agenda 2023 – The basis for digital transformation
A core aspect of Agenda 2023, which defines the direction of the company, is the merging of

Business Units into Business Areas (BA). The key success factor of the BA structure is the

high level of entrepreneurial independence of the business areas, including full responsibility

for the success of the business. By merging the responsibilities for shaping the product

portfolio, global production, marketing strategy, and sales, we have created “companies

within the company” with all the benefits this entails.

This orientation has further matured in 2018 and is showing the desired success in the

markets. Market approaches, business processes, and organizational structures are geared

to the business areas and are set up without weakening the added value of a holistic

enterprise and a strong brand.

The management level of the business units, organized into BA boards, has become

established and ensures this entrepreneurial approach alongside the Executive Board of the

Phoenix Contact Group. The general managers of the group are responsible here for the

group-wide synchronization of the strategies and processes, as well as the utilization of

synergy potential. Institutionally, the Group Executive Board and the BA boards come

together under the umbrella of the “Executive Committee”. Along with the four members of

the Group Executive Board, this committee includes the presidents of the three BAs: Dirk

Görlitzer (ICE), Thorsten Janwlecke (DC), and Ulrich Leidecker (IMA). This management

level is completed by the president of the USA holding, Jack Nehlig and the president of the

China holding, Jiandang Gu, as well as the head of the Business Area Corporate

Development and New Businesses, Andreas Rau.

New business fields
The markets in which Phoenix Contact operates are all in a very dynamic phase, with

significant opportunities for the development of our group of companies. It is important to

ensure here that subjects relevant to us – even though we cannot yet forecast the speed at

which they will develop or how large they can become – are scrutinized via a structured

monitoring and management system outside of the core business during their investment

phase. To this end, the new “New Business” division was established in 2017, which aims to

create space and focus on the new business fields that will secure future business. In this
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role, the New Business division is proactively addressing the challenges of digitalization and

supporting the consistent transformation of Phoenix Contact into a digital company.

The subsidiary Phoenix Contact Innovation Ventures is also playing an important role in

here. This company-internal corporate venture fund invests in start-up companies working

within the digitalization, electrification, and automation environment. Through this, for

example, shares in iS5 Communications Inc. were purchased in March 2018. This company,

based in Ontario, Canada, provides innovative components for industrial networks within the

critical infrastructure sector. In November, Phoenix Contact Innovation Ventures made its

first “exit” and sold its shares in the Dutch company SecurityMatters to the world's leading

provider of “device visibility”, ForeScout, USA.

Protiq is the first internal Phoenix Contact start-up that in its second year of operation with

sales of more than € 1 million, has taken the step of launching a marketplace for additive

manufacturing based on a purely digital customer interface. It is worth highlighting the

comprehensive range of materials including highly-conductive copper, plastics, and

ceramics. Another outstanding capability of Protiq – the ability to optimize topology based on

bionic structures from uploaded 3D data, which leads to significant weight reductions for

additive manufactured products – is also available via the online presence.

The development of Phoenix Contact E-Mobility has been just as dynamic, with sales almost

doubling in 2018. We are also forecasting over-proportional rates of growth for the

forthcoming year. Due to the in-part erratically changing demand situation, the development

of capacity, the investments, and the development of the corporate structure are of particular

importance.

It is particularly worthy of mentioning at this point that on 2018-12-31 we will be completing

the largest acquisition in the history of our company so far. We have acquired the two

companies SKS Kontakttechnik and Pulsotronic from the SKS Gruppe, a group of companies

with whom we have been working in close cooperation for many years. The two companies

will bring further technological and manufacturing expertise to the Phoenix Contact Group –

and, naturally, will expand our production capacity. This acquisition will also increase the

Phoenix Contact Group workforce by 400 employees.

It also provides us with corresponding support in pursuing our objective of becoming the key

partner for creative solutions on the road to a smarter world in the core technologies

“connectivity”, “cloud solutions”, and “smart sensors”. Technologically, Phoenix Contact will

also be strengthened in the areas of networking components with high degrees of protection
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and in special sensor technology. Pulsotronic addresses demanding niche markets with

applicative sensor technology and supplies special solutions adapted to specific customer

requirements. These include solutions in the environments of intralogistics, agricultural

technology, special-purpose vehicles, and special-purpose machine building. The portfolio

also includes special torsion sensor technology, used in wind turbine generators, and will

therefore be a significant addition to the Phoenix Contact range of solutions in this key

industry.

Solutions for a smart world
Digitalization in automation technology is not a new subject. Industrial control and

communication technology has been digital for over 30 years. The new dynamics associated

with this term involves the comprehensive and ubiquitous intelligent networking of all things,

products, machines, processes, and people, in combination with almost limitless computer

power. Network technology and intelligent control technology with a high degree of

adaptability are therefore becoming key technologies for digitalization. In both of these areas,

Phoenix Contact has focused on innovation and investment.

Digitalization has become a key common denominator running through all areas of the

company and the corporate strategy. Developments are all based on the four essential

dimensions of the corporate digitalization strategy:

Data-centric business models, digital product portfolio, digital customer interface, and digital

production and business processes.

Digital product portfolio and digital customer interface
Providing a digital product portfolio is a focal point in the digitalization strategy of Phoenix

Contact. This applies to all product areas, and in particular to BA Industry Management and

Automation (IMA). The provision of a “digital twin” for every Phoenix Contact product is the

objective and central component of the Phoenix Contact “Digital agenda”. Only in this way

will it be possible for our customers to digitalize their own value-added chains and thus

exploit the opportunities of digitalization. Using the example of a machine network for

terminal block production, we will be demonstrating how this looks in detail and where the

associated optimizations and potentials can arise right here at the SPS IPC Drives. The

machine has been created as a digital twin and processes components into units that, of

course, each have their own digital twin and are controlled in a digitalized process. These

possibilities of integration into the process chains of our customers are being consolidated in

the newly established Business Unit Industrial Cabinet Solutions (BU ICS). From conception
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through to billing, everything is to be digitalized in order to realize the efficiency gains

necessary to maintain global competitiveness.

Digital production and business processes
One aspect of the “digital agenda” is, of course, the digitalization of all internal processes.

This must be achieved without interruption, from the product idea right through to the end of

the production life cycle, if we are to provide customers with real benefits and want to

achieve sustainable efficiency increases. In product development, temporal aspects play an

important role here. “Time to market” is increasingly becoming a critical aspect, meaning that

good product ideas are to be transferred into usable products ever more quickly. Toolmaking

is of particular importance here, because in the past, it took several months to produce the

desired molds for metal or plastic parts. By fully digitalizing the design and tooling interface,

significant time savings can be achieved in this area. This, in combination with digital

production methods in toolmaking, such as “additive manufacturing”, in which the tools are

“printed” rather than abraded from a solid metal, creates enormous time and efficiency gains.

And, precisely for this proactive technological development, the Phoenix Contact tool shop

won the “Tool Shop of the Year 2018” award in the “Excellence in Production” competition

held by the Laboratory for Machine Tools and Production Engineering, RWTH Aachen and

the Fraunhofer Institute for Production Technology IPT.

The essential basis for the success of our digital endeavors is the availability of universal

interfaces that enable the realization of optimum cross-manufacturer machine and system

concepts. There are currently more ongoing international standardization projects in the field

of digital communication technology than ever before. This applies to Ethernet, where in the

IEEE 802.1 program, the standards are being defined that are subsumed under the name

TSN (Time Sensitive Networking), and where in the IEEE P802.3cg Task Force, a new

standard for 2-wire Ethernet with a 10 Mbps speed is being defined. In addition, in the 3GPP

project, the mobile network standard of the future and IT security is being specified and is

being considered within the context of Industrie 4.0 through the development of 5G. All of

these projects will have a significant impact on industrial automation because they will enable

systems to be created that outperform today's systems in terms of cost, data throughput,

latency, and determinism.

OPC UA over TSN

With OPC UA, a new communication standard is becoming established that goes far beyond

the previous capabilities of OPC. Having experienced two tempestuous periods of time

which, as the so-called “fieldbus wars”, shaped the last thirty years of automation technology,
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it is of great importance to Phoenix Contact that the resulting historical opportunity is taken

advantage of and that the uniform, cross-manufacturer fieldbus standard of the future be

defined. Together with major international automation technology companies, we are one of

the initiators of the OPC UA over TSN working groups within the OPC Foundation. The

objective of this initiative is to specify an open, consistent, and standards-based IIoT

communication solution between sensors, actuators, controllers, and the cloud that satisfies

all industrial automation requirements. This specification will describe all layers of

communication based on TSN (Time Sensitive Networks) and OPC UA including the profiles

for functional safety and motion control, as well as the associated information models and

diagnostics.

In collaboration with and coordinated by Phoenix Contact, an alliance of companies has

succeeded in agreeing upon the essential communication standard of industrial automation

devices: OPC UA over TSN. For the first time, these key industrial automation players will be

offering technologies and devices based on a single standard that will be fully compatible

across manufacturers. This will bring an end to the diversity of fieldbuses.

APL (Advanced Physical Layer) – “2-wire Ethernet”

Based on the work of the IEEE P802.3cg Task Force, the technology that will further

advance the use of Ethernet in process automation is being developed in a collaborative

project between three fieldbus organizations (Fieldcom Group, ODVA, and PI) and eleven

industrial partners. Essential aspects here include the cost-effective and intrinsically safe

connection of simple field devices over long distances (up to 1,000 m), including energy

supply via the same lines for all zones of process automation. As one of the initiators of this

project and as an industrial partner, Phoenix Contact is also involved both financially and

with human resources. The introduction of APL will enable IP-based communication in

process automation down to the last “mile” without system breaks or gateways. In the future,

this will further drive application scenarios such as cloud connectivity and predictive

maintenance right down to the device level.

5G

In various working groups, the 3GPP (3rd Generation Partnership Project) is developing the

complete system specifications for the next generation mobile network, commonly referred to

as 5G. The global initiative 5G Alliance for Connected Industries and Automation (5G-ACIA)

was founded by the ZVIE – the German Electrical and Electronic Manufacturers' Association

– at the beginning of 2018 with the objective of designing 5G to be industry-capable from the

outset and to quickly establish the technology in production. This initiative involves users and

manufacturers from the automation and ICT industries. As one of the pioneers in the use of
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wireless technologies in automation, Phoenix Contact helped to initiate this project and

provides appropriate resources to the working groups.

IUNO

Security in communication plays a central role in all aspects of communication. The IUNO

research project was set up as the national reference project for IT security in Industrie 4.0.

The objective was to identify threats and risks to the intelligent factory of the future and to

develop appropriate protective measures. As one of the 21 research and industry partners,

Phoenix Contact has contributed its expertise in industrial cyber security to this project.

Together, general-purpose solutions were developed for the challenges facing IT security in

the industrial environment, which can be used as the “blueprint” for IT security in Industrie

4.0. The project was successfully completed in September 2018 and the final report was

submitted to the German Ministry of Education and Research.

Data-centric business models
The fact that digitalization enables completely new and sometimes disruptive business

models has become well-known and established among consumers. With its concept of the

highest possible degree of openness, the objective of PLCnext Technology is to create the

platform technology for new, data-centric business models. Last year, Phoenix Contact

introduced the first PLCnext Control controller right here at this trade fair.

PLCnext Control

The industrial controller is based on an embedded Linux architecture which essentially has

been extended to include real-time capability. Therefore, the advantages of the globally

established Linux operating systems – such as system integrity, stability, and secure

communication, paired with the highest possible level of openness and flexibility – can also

be used in industrial automation.

The core of PLCnext Technology uses this robust operating system positioned one level

higher in the system architecture. At this level it is important to optimally condition the

strengths of the hardware and operating system for the user, and to simultaneously make the

applications performant, robust, communicative, and, above all, secure.

It represents an open platform on which multiple developers from different generations and

from different programming disciplines and domains can work in parallel on one control

program. While PLC programmers are programming the sequential control system of a

system or machine in IEC 61131, individual system components – such as elements with
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optical pattern recognition or signal analysis – can be programmed in a high-level language

at the same time. This programming takes place in the respective programming environment

and with the programming tools of the respective domain.

The various program sequences are then executed deterministically. The task handling

system of the ESM (Execution Synchronization Manager) enables programs from various

development environments to be combined with each other within tasks in any way.

Therefore, high-level languages also become deterministic.

Furthermore, software and expertise from the open source community can also be used.

Services and apps from the cloud can also be integrated easily to expand the control

functionality. The second technological aspect is the consistency of the process image data,

which is achieved by the “Global Data Space” (GDS) in the PLCnext Control controller. This

generates data consistency even at the boundary between real-time tasks and program parts

that are not real-time capable. Thus, for example, “predictive” tasks are executed in a Java

program that is not typically real-time capable and that evaluates data provided by the PLC

part impact-free.

The embedded real-time Linux OS makes it easier to scale to modern hardware. The

extension of the PLCnext Control family with a high-performance controller, announced last

year, is becoming reality with the launch of the RFC 4072S at SPS IPC Drives 2018. This

controller has a Core i5 platform and 4 GB of storage. A safety controller is already

integrated, meaning that a very broad range of applications is covered, from process

technology through to sophisticated factory automation.

The idea of open modularity is of great interest in many different industrial sectors. This

provides further clarification that many requirements are perfectly suited to the PLCnext

Technology approach. Even in industries considered to be more conservative, such as

process technology, digitalization and the associated opportunities are increasingly being

placed under the spotlight. In this context, it is a special honor for Phoenix Contact to be the

sole sponsor of the Namur General Meeting in 2019, the most important meeting of the

German chemical and pharmaceutical industry, where key decisions are made for the

technological future of complex system technology.

In the future, it will be necessary to exploit further possibilities of digitalization in automation

technology in all industries. How will voice control be integrated? How will artificial

intelligence, blockchain, and smart contracts be implemented? Just to mention a few of the
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more self-evident subjects of digitalization. How will our customers manage to generate

benefits from data-centric business models in the future? All of the challenges listed involve

substantial development outlay, particularly for small and medium-sized companies. How will

we manage to transform these challenges into opportunities?

Too often in our industry today, different developers from various companies are working on

the same subjects, and everyone is reinventing the wheel for themselves. We will no longer

be able to sustain this outlay as an industry if we want to keep up with the globally increasing

speed of development in the future. We need new ways to harness existing knowledge on a

broader basis. Therefore, the idea of creating a platform that connects people and enables

the exchange and trading of already implemented software solutions suggests itself. And this

is exactly where the PLCnext Store comes in.

PLCnext Store

The PLCnext Store, being launched at this year's SPS IPC Drives, is set to develop into the

“collective intelligence” – the “crowd expertise” – of industrial automation. Based on the

Proficloud, a growing, self-scaling platform has emerged that makes it possible for all market

participants to offer self-developed software solutions or to purchase existing software

solutions. For example, anyone who has developed a smart solution for pumping stations,

lighting systems or driverless transport systems will be able to recoup their own expenses

much more quickly by providing and selling this solution in the PLCnext Store. Those looking

for suitable solutions or providers will be able to find what they are looking for much more

quickly in the future. The “App Store”, which we have known from our private spheres for

many years and which we use so naturally, is thus entering the industrial world. The idea of

openness is of particular importance for market acceptance. Therefore, all providers – as

well as competitors – will be able to place their PLCnext software products on the market via

the PLCnext Store. It should be possible to offer everything that will successively

complement the PLCnext “ecosystem” right through to the use of alternative runtime systems

such as the 3S Codesys Runtime system. To this end, additional runtime systems, such as

Java, are being planned.

The actual transaction should be made to be as simple as possible. Ideally, it should be

possible for a user to add a functional element such as a controller module in IEC61131, a

protocol extension such as IEC 61850, or a complete solution such as a solar park

management system to his controller via Drag and Drop in the PLCnext Store, and for this

acquired function to be available immediately after the next restart. Before it is possible to

implement all possible extensions this easily, the PLCnext Store will go through various
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development stages. The foundation has been laid, and the free trade of “apps” for industrial

controllers is being launched at this year's SPS IPC Drives.

Outlook
With the new company structure in accordance with Agenda 2023, Phoenix Contact has

created the foundation and the framework for the comprehensive digital transformation of the

company. The PLCnext Technology ecosystem is the central element of the automation

strategy. Both are developing very positively and form the basis for Phoenix Contact to

become the key partner for creative solutions on the road to a smarter world.

With this technological and structural positioning, Phoenix Contact is heading well prepared

into 2019, a year in which we are again aiming for a percentage growth in the upper single-

digit range.


