(@ Roplowelt

10 - November-2020
Rockwell Automation, Inc. (ROK)

04 2020 Earnings Call - Prepared Remarks



Corporate Participants

Blake Moret, Chairman & Chief Executive Officer, Rockwell Automation, Inc.

Patrick Goris, Senior Vice President & Chief Financial Officer, Rockwell Automation, Inc.
Steve Etzel, CFOelect, Rockwell Automation, Inc.

Jessica Kourakos, Head of Investor Relations, Rockwell Automation, Inc.



Operator

Thank you for holding and welcome to Rockwell Automation’s Quarterly Conference Call. | need to remind
everyone that today's call is being recorded. Later in the call, we will open up the lines for questions. If you

have a question at that time, please press *1.

| would now like to turn the call over to Jessica Kourakos, Head of Investor Relations.

Ms. Kourakos, please go ahead.

Jessica Kourakos

Head of Investor Relations, Rockwell Automation, Inc.

Good morning and thank you for joining us for Rockwell Automation’s fourth quarter fiscal 2020 Earnings

Release Conference Call.

With me today is Blake Moret, our Chairman and CEO, Patrick Goris, our CFO, and Steve Etzel, our CFO

elect.

Our results were released earlier this morning, and the press release and charts have been posted to our
website. Both the press release and charts include, and our call today will reference, non-GAAP measures.
Both the press release and charts include reconciliations of these non-GAAP measures. A webcast of this
call will be available at that website, for replay, for the next 30 days. For your convenience, a transcript of
our prepared remarks will also be available on our website at the conclusion of today’s call. In addition, we
filed an 8-K and have posted supplemental information on our website related to our new business

segments and adjusted earnings definition.

Before we get started, | need to remind you that our comments will include statements related to the
expected future results of our Company and are, therefore, forward-looking statements. Our actual results
may differ materially from our projections due to a wide range of risks and uncertainties that are

described in our earnings release and detailed in all our SEC filings.

So, with that I'll hand the call over to Blake.

Blake D. Moret

Chairman & Chief Executive Officer, Rockwell Automation, Inc.



Thanks, Jessica, and good morning everyone. Thank you for joining us on the call today. Before we begin

discussing our results and outlook, I'd like to make a few opening remarks.

| first want to address Patrick’s recent announcement that he will be leaving Rockwell to start a new
chapterin his career. In his 14 years with us, the Company has continued its long legacy of financial
discipline and delivering superior shareowner returns, and we wish him well in his next pursuit. Many of
you know Steve Etzel, who will be stepping inas CFO on an interim basis. Steve has been with us for over
30 years and over these years has run investor relations, treasury, and corporate FP&A. The Board and |
have full confidence he will reinforce our strong financial framework and continued commitment to
superior shareowner returns. Patrick and Steve are ensuring a very smooth transition while we consider

internal and external candidates for a permanent successor.

| also want to send my deepest thanks to the thousands of employees who have been working under very
difficult conditions, including the temporary pay cuts we implemented in May, to help us preserve jobs and
to serve our customers during the pandemic. These cost actions enabled us to protect our company'’s
financial strength and allowed us to continue making important, targeted investments to drive our future
growth. Now, with business conditions gradually improving, we will reverse the temporary pay reductions
by the end of November, one month earlier than expected. In addition, our guidance for next year assumes
areturn to afully funded bonus plan. Because of our employees’ hard work and dedication, we have never
been so well positioned for what lies ahead. This is another testament to the type of culture we have at

Rockwelland | couldn’t be prouder.

Turning now to our Q4 results on slide 3. While business conditions remain difficult relative to a year ago,
we are pleased with the steady improvement we're seeing. In Q4, total reported sales declined by 9%

versus the prior year. Organic sales were down about 12% versus prior year but grew 10% sequentially.

Product sales outperformed our expectations and were driven by better-than-expected results in Drives
and Motion. Motion performance was led by our Independent Cart Technology, where we received the
largest single order in Rockwell Automation’s history. We won this multi-year project from the U.S. Navy
based on a need for precise, highly responsive motion control not available with traditional systems, and
on Rockwell's long track record as a dependable U.S. supplier. Independent Cart provides a new way for us
to add value and drive growth. You'll be hearing more about it, and other innovative technologies, at our

upcoming Investor Day on November 17th.

Turning to Information Solutions and Connected Services. Organic sales were up low single digits versus

prior year. IS/CS orders grew double digits over the prior year in both software and connected services.



IS/CS sales reached approximately S400 million in fiscal 20 on an organic basis and were well in excess of

that when including all of our recent inorganic investments.

Demand for software sold as a result of our PTC partnership is also increasing rapidly as we enter the new
fiscal year, and we're very happy with the recent extension and expansion of this relationship. Together
with PTC, we added over 200 new customer logos in fiscal 2020, and deal sizes in our Information
Solutions software business continue to grow. The synergies of our combined offering are very evident to

customers.

In Connected Services, our recent Kalypso acquisition is doing particularly well and is helping us further
differentiate. Kalypso is already contributing to some large competitive wins, and they just had the best
orders quarter in their history. Total sales include a 3 point positive contribution from inorganic

investments, led by our Sensia joint venture, along with the Kalypso and ASEM acquisitions.

Total backlog in the quarter grew double digits versus the prior year and grew high single digits on an
organic basis. Our Q4 Solutions and Services book-to-bill was 0.87, and full-year book-to-bill was over 1.0.
This Solutions and Services book-to-bill does not include the large Independent Cart order we received
from the U.S. Navy.

Turning to profitability, strong segment operating margin performance of over 20% in the quarter was flat
with last year on lower sales, underscoring our increasing business resilience. Free Cash Flow was also

very strong, reinforcing our solid balance sheet and liquidity position.
Let's now turn to slide 4, where | will provide a few highlights of our Q4 organic end-market performance.

Our Discrete market segment declined approximately 10%, with Automotive performing better than we
expected, driven by stronger MRO and projects sales. Among the more notable projectsin the quarter was
a significant OT cybersecurity win in Europe with one of the major German car companies. And in Electric
Vehicles, we saw momentum continue in the industry with battery manufacturers and brand owners. We
are excited by recent announcements from both new and established automakers as they focus on

production of compelling new EV offerings.

In Semiconductor, we had another very strong quarter and grew high single digits versus the prior year.
This vertical is benefiting from a variety of secular tailwinds such as the rise of smart devices and the

resulting internet of things, along with the need for faster data centers and the adoption of 5G wireless
technology. In addition to facilities management, which has been a strong foundation for us, we see an

opportunity for our material handling technology as well as our software.



In Ecommerce, we had a significant expansion win at Cloostermans, one of the largest and most important
suppliers to the global ecommerce industry. This is another industry with long-term secular tailwinds that

will continue to invest in automation and industrial software to support its tremendous future growth.

Turning now to our Hybrid market segment. This segment declined a little less than 5% and outperformed
the discrete and process industry segments. Food & Beverage and Life Sciences each declined low single
digits for both the quarter and for the year. Packaging OEMs had another strong quarter and delivered

double-digit growth versus the prior year. We believe these markets will outperform in fiscal 21.

Eco-Industrial outperformed other industries in the quarter, driven by growth in Water, where we continue

to benefit from a differentiated offering that integrates control, power, and industrial software.

Tire & Rubber was down double digits but performed in line with our expectations. In the quarter, we had
key wins at important strategic accounts, including Cooper Tire, which continues to strengthen its global
track and trace capabilities to support the company’s long-term growth plans. They chose FactoryTalk
software because of our strong MES and analytics capabilities, and our differentiated ability to connect to
both Rockwell and non-Rockwell control platforms. Once again, our strong software portfolio, our
ecosystem of best-of-breed partners, and our expertise in connecting diverse manufacturing

environments were all important reasons Rockwell won this very competitive project with Cooper Tire.

Process markets were down approximately 20%. Oil & Gas was a little weaker than we expected, but that
was partially offset by better-than-expected performance in most other process markets like Mining and
Pulp & Paper. Sensia held up fairly well during the quarter and continues to demonstrate their competitive

differentiation.

Turning now to slide 5 and our organic regional sales performance in the quarter. North America organic
sales declined by 12% versus the prior year. Business conditions improved through the quarter,
particularly in products, where orders significantly exceeded our expectations. While our large
Independent Cart win was part of that result, we also saw great software orders within Information
Solutions that more than doubled versus the prior year, creating strong momentum entering the new fiscal

year.

In EMEA, sales declined 12% largely due to capex delays. These were partially offset by strong growth in

Water. We also saw growth in Life Sciences and PPE-related machine builder business.

Sales in the Asia Pacific region declined 9% largely due to declines in end user business within Automotive

and Mass Transit. Double-digit growth in Mining and Life Sciences partially offset those declines. China



sales declined, but orders grew mid-single digits year-over-year in the quarter. Latin America declines

were led by Mining and Qil & Gas.

Let's now turn to slide 6 to review highlights for the full year. It's an understatement to say that Fiscal 20
turned out very different than the plans we discussed together at a great Investor Day during an incredible
Automation Fair in Chicago last November. The shadow of the pandemic soon created unique challenges,
but I'm proud of our ability to respond while taking big steps forward in the execution of our strategic
vision. We kept the safety of our employees at the top of our list and continued to provide dedicated
service to our customers, many of whom are producing the food, water, protective gear, and medicine

that keep us going. The pandemic has focused us all on what's truly important.

We took thoughtful actions to manage costs through this pandemic while at the same time protect
strategic investments, including some very big internal development projects. And you can see those
investments drive the performance of our software business, which reached over S500 million in revenue
in fiscal 20 and was one of the best performing areas of our business in both orders and sales this year. We
deployed over S500 million for inorganic investments that contributed almost 4 points to our top line
growth; and we deployed over $700 million in cash toward dividends and repurchases enabled by our
strong free cash flow. | am tremendously proud of what we've accomplished in fiscal 20, and I'm excited

about the resulting momentum as we enter fiscal 21.

Turning now to our outlook on slide 7. As | said earlier, we saw strong sequential momentum exiting the
year. Industrial Production is projected to grow in the second half of our fiscal year. So it may take a couple
of quarters for us to climb back to year-over-year sales growth from the Q3 trough in fiscal 20. We expect
double-digit year-over-year growth during our 3rd and 4th quarters. Of course, we are all closely
monitoring global infection levels related to this pandemic, but we are not assuming a widespread

shutdown of customer manufacturing operations.

We expect reported sales to grow about 7.5% at the midpoint of the guidance range, including 5% of
organic growth and over a point of growth from our fiscal 20 and fiscal 21 acquisitions to date. In addition,
we are adopting Annual Recurring Revenue as an important metric for the company and have added ARR
as a performance metric in our incentive compensation framework beginning this year. ARR is expected to
grow double digits in fiscal 21, after showing over 6% growth in fiscal 20. This is further evidence of our

ability to build an even more resilient business model.

Adjusted EPS is expected to reach $8.65 at the midpoint, which is up 10% from last year’s fiscal 20 results.

We are targeting Free Cash Flow conversion of 100%. A more detailed view into our outlook by end market



is found on slide 8. | won't go into the details on this slide, but as you can see, we expect positive organic

sales growth in all of our key end markets next year with the exception of Qil & Gas.

With that, let me now turn it over to Patrick who will elaborate on our fourth quarter and fiscal year 2020

financial performance. We'll then have Steve discuss our fiscal 2021 outlook in his remarks. Patrick?

Patrick Goris

Senior Vice President & Chief Financial Officer, Rockwell Automation, Inc.
Thank you, Blake, and good morning everyone.

I'l start on slide 9, Fourth Quarter Key Financial Information. Sales, segment margin, Adjusted EPS and
free cash flow were all better than expected in the fourth quarter, mainly as a result of better organic sales

growth and productivity.

Organic sales improved as the quarter progressed and were up 10% sequentially versus Q3. Compared to
last year, Q4 organic sales were down 12% and acquisitions contributed just over 3% to total growth.

Currency translation was a smaller headwind than expected, and decreased sales by 0.3 points.

Overall company backlog increased year-over-year in the quarter. Backlog for our short-cycle products
was up double digits from a year-over-year and sequential perspective, even excluding the very large

Independent Cart order Blake referred to earlier.

Segment operating margin was 20.2%, the same as last year. The negative impact of lower sales was
partially offset by a combination of temporary and structural cost actions. Fourth quarter results included
about S10 million of restructuring charges, which are expected to yield over $15 million in additional
annualized structural cost savings. Most of these savings will be realized in fiscal 2021. General Corporate

- Net expense was $22 million, pretty much in line with what we expected.

As | mentioned earlier, Adjusted EPS of $1.87 was better than expected, mainly as a result of better organic
sales, productivity, and a slightly lower tax rate. I'll cover a year-over-year Adjusted EPS bridge on a later

slide.

The Adjusted Effective Tax Rate for the fourth quarter was 15%. A bit lower than we expected, due to a
slightly different geographic mix of our pre-tax income. Free cash flow performance remained strong. We
generated over S300 million of free cash flow in the quarter, well over 100% conversion on Adjusted
Income. Note that this result includes a voluntary S50 million pre-tax contribution made to the U.S.

pension plan. This voluntary pension contribution was not reflected in our prior guidance.



Slide 10 provides the sales and margin performance overview of our operating segments. Organic sales of
both segments improved significantly compared to last quarter. Both segments were up about 10% on an
organic basis compared to 03, though organic sales remained lower compared to last year. Segment
margin of both segments increased over 300 basis points compared to 03, mainly due to higher organic
sales, but also as a result of cost control including a full quarter benefit of our cost reduction actions and

generally improving operating efficiencies.

Compared to last year, Architecture & Software margins were up 100 basis points, despite the impact of
lower sales, mainly as a result of our cost actions, including lower incentive compensation. Segment
margins for the Control Products & Solutions segment declined 60 basis points compared to last year, with

cost actions offsetting most of the impact of lower organic sales.
The next slide, 11, provides the Adjusted EPS walk from Q4 fiscal 2019 to Q4 fiscal 2020.

As you can see, core performance was down about S0.15 on a 12% organic sales decline. This implies core
earnings conversion, that is, excluding the effects of acquisitions and currency, of alittle below 20%,
which is a bit better than the outlook | shared with you in July. A positive Adjusted EPS contribution from

acquisitions is offset by unfavorable currency impacts.

Slide 12 provides key financial information for full year fiscal 2020. After a good start to the fiscal year, we
experienced significant year-over-year sales declines in the second half as a result of the COVID-19
pandemic. Organic sales declined 8% for the fiscal year. Our cost reduction actions protected key
investments and helped to partially mitigate the impact of lower sales. We selectively increased
investments in some of our highest priority areas. R&D expense was about flat compared to fiscal 2019,
and R&D as a percent of sales increased further to 5.9% of sales in fiscal 2020. Full year segment margin
remained at about 20% compared to record 22% segment margins last year, and Adjusted EPS was down
1%.

Free cash flow performance remained strong, and excluding the $50 million voluntary pension
contribution in fiscal 2020, was flat compared to last year. Free cash flow conversion was over 110% of

Adjusted Income. And finally, Return On Invested Capital remained well above our target of over 20%.

Before | turn it over to Steve, | want to mention that we deployed about $1.3 billion of capital towards
acquisitions, dividends, and share repurchases in fiscal 2020. Our capital structure and liquidity remain
very strong. At September 30, our fiscal year end, cash on the balance sheet was over $700 million, and
our total debt was about S2 billion. During the fourth quarter, we paid off the S400 million term loan that

we executed earlier in the year, and our net debt to EBITDA ratio at September 30 was 1.0.



With that, Steve.

Steve W. Etzel

CFO elect, Rockwell Automation, Inc.
Thank you, Patrick.

Moving to slide 13, product order trends. This slide shows our daily order trends for our Products, which
account for about two-thirds of our overall sales and represent our shorter-cycle businesses. Aswe
expected, order intake for Products continued to improve during the quarter. Our guidance for fiscal 2021
assumes this trend will continue. Daily product order performance through October continued to improve
on ayear-over-year basis, down low single digits. Solutions orders are recovering slower than product

orders.

Let's move on to the next slide, 14, quidance for fiscal 2021. As Blake mentioned, we are expecting sales of
about $6.8 billion in fiscal 2021, up about 7.5% at the midpoint of the range. We expect organic sales

growth to be in the range of 3.5% to 6.5% and about 5% at the mid-point of our range.

From a calendarization viewpoint, we expect first half organic sales to be down compared to fiscal 2020,
followed by a stronger second half with organic sales up mid-to-high teens. Asareminder, first half fiscal
2020 organic sales were about flat, followed by double-digit declines in the second half. We therefore

expect easier comps starting in Q3 of fiscal 2021.

We expect segment operating margin to be between 20.0% and 20.5% probably at the higher end of that
range. Atthe midpoint, our guidance assumes full year core earnings conversion, which excludes the
impacts of currency and acquisitions of between 30% and 35%. As we mentioned last quarter, we expect
to offset a $150 million year-over-year headwind related to fully funding our incentive compensation and

reversing fiscal 2020 temporary cost reduction actions with additional productivity.

We expect the full-year Adjusted Effective Tax Rate will be about 14%. This includes a 300-basis point
benefit related to discrete items which we expect to realize late in the fiscal year. Our underlying Adjusted
Effective Tax Rate is expected to be 17t0 18%.

As disclosed in our earnings release, we are modifying our definition of Adjusted EPS beginningin fiscal
2021. Under the new definition, we are now also excluding purchase accounting depreciation and
amortization expense from Adjusted EPS. This has the effect of increasing Adjusted EPS by approximately

$0.20 on a full year basis. Please note that we filed an 8-K this morning that provides historical information

10



reflecting the new definition of Adjusted EPS, as well as recast historical information for our new

operating segments that we announced previously.

Our Adjusted EPS guidance range on the new basis is $8.45 - $8.85. This compares to fiscal 2020 Adjusted
EPS of $7.87 on the new basis. On an apples-to-apples basis, at the midpoint of the range, this represents

10% Adjusted EPS growth on about 5% higher organic sales.

We expect Adjusted EPS to improve throughout the year and anticipate first quarter fiscal 2021 Adjusted
EPS to be lower than our fiscal 2020 fourth quarter performance, primarily as a result of a $0.30 sequential
headwind related to increased incentive compensation expense and the reversal of our temporary cost

actions as of the end of November.

Finally, we expect full-year 2021 free cash flow conversion of about 100% of Adjusted Income. This

assumes $150 million of capital expenditures and a S50 million voluntary pre-tax U.S. pension contribution.

A few additional comments on fiscal 2021 guidance. Corporate and Other expense, which we previously
referred to as General Corporate - Net expense, is expected to be around $105 million. Net interest
expense for fiscal 2021is expected to be between S90 and $95 million, a little lower than fiscal 2020.

Finally, we're assuming average diluted shares outstanding of about 117 million shares.

The next slide, 15, provides the Adjusted EPS walk from fiscal 2020 to the fiscal 2021 guidance midpoint.
Moving from left to right, fiscal 2020 Adjusted EPS was $7.68 on the old definition. Next you see the $S0.19
impact of the new definition of Adjusted EPS. So, fiscal 2020 Adjusted EPS on the new basis was $7.87.

Core performance is expected to contribute about $1.90. This includes the benefit of higher organic sales,
as well as the benefit of our cost reduction actions. Reinstatement of the bonus and reversal of the
temporary cost actions, together, will be a headwind of about $1.15. As mentioned last quarter, we expect

these headwinds to be offset by productivity, whichisin Core.

Currency forecasts project a weaker U.S. dollar compared to fiscal 2020, which should contribute about
$0.10 to EPS. The higher tax rate is expected to be about a $0.15 headwind. Acquisitions made during
fiscal 2020, and so far this year, are expected to add about S0.10. Note that Sensia is now in Core, as
October 1was the one-year anniversary of the formation of the joint venture. As mentioned, at the mid-

point of our guidance range, Adjusted EPS is $8.65.

Moving on to the next slide, 16, I'll make a few comments on our Capital Deployment Framework. You may
recognize this slide from our last investor day. Our capital deployment priorities remain the same. Our
first priority is organic growth. After that, we focus capital deployment on inorganic activities. Then we

focus on capital returns to shareowners, through our dividend, and then repurchases.
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Our capital deployment plans for fiscal 2021include dividends of about S500 million. As a reminder, we
announced a 5% dividend increase last week. Consistent with our past track record, we expect our
remaining capital deployment to include a balance of inorganic investments and share repurchases. We

resumed share repurchases on October 1, the beginning of our fiscal year.

In summary, our guidance assumes a continued sequential improvement in organic sales performance.
Cost actions are expected to offset the significant headwind of reinstating incentive compensation and
reversing temporary cost actions, and we expect about 10% Adjusted EPS growth and continued strong

free cash flow conversion.

Turning to slide, 17, I'll finish with a comment about our new segment structure which is effective for fiscal
2021. As areminder, our first quarter fiscal 2021 results will be reported in the new, three-segment format

as shown here. With that, I'll turn it back over to Blake for some closing remarks before we start Q&A.

Blake D. Moret

Chairman & Chief Executive Officer, Rockwell Automation, Inc.
Thanks, Steve.

We continue to see our customers take steps to increase their resilience, aqility, and sustainability.
Resilience includes investments to reduce single points of failure, with a growing list of companies
announcing plans to build or expand North American operations. Our strong market share in the U.S.,
Mexico, and Canada make us a natural beneficiary of these plans. Other measures to increase resilience
include increased automation, traceability, and remote monitoring, which are all Rockwell strengths.

We're making investments in our own operations, which we'll showcase during next week’s Investor Day.

Our contribution to operations agility is demonstrated by our great results in consumer and life sciences
packaging equipment and the growth of our software to manage the increasingly dynamic SKU's offered
by our customers. The pandemic has prompted new food and beverage packaging formats, along with
quantities of testing kits, therapeutic drugs, and hopefully very soon, doses of vaccines. Quite simply,
these cannot be manufactured at the necessary scale, safety, and quality without automation. We're
proud of the role our innovation is playing at Pfizer, Roche, and many other companies as we help the

world recover.

The need to increase the sustainability of industrial processes is only increasing. Clean drinking water is
one of the reasons our Eco Industrial focus is so important for the future, along with electric vehicles and

the everyday ways our products reduce energy consumption in every industry.
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This expanded value gives us optimism for the coming years. Infiscal 21 we are guiding to high single-digit
reported growth, paced by our highest-margin segment. This results in guidance that also includes
double-digit EPS growth.

I'm looking forward to telling you more about our plans next week, with the help of great customers,

partners, and a very talented Rockwell leadership team.

With that, let me pass the baton back to Jessica to begin the Q&A session.

Q&A Session

Blake D. Moret

Chairman & Chief Executive Officer, Rockwell Automation, Inc.

Thanks, Jessica. Nobody is better positioned than Rockwell and our partners to bring Information

Technology and industrial Operational Technology together.

We remain focused on the well-being of our employees, and we continue to manage thoughtfully through a
gradual recovery. At the same time, we are happy to see the positive results of steps being taken to

accelerate profitable growth.

| also want to wish Patrick all the best. Patrick, you've played a big role in our success, and you will be

missed.

We wish you all good health and thank you for your interest and support.
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