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Foreword from
CommBank
Manufacturing

Welcome to our 2023 Manufacturing
Insights Report, the latest instalment in
our CommBank Foresight series examining
the influential trends across Australia’s
manufacturing sector.

The Report is part of CommBank’s
commitment to support manufacturers by
unearthing the drivers of operational and
financial performance and the pathways to
realising a brighter future.

While this edition arrives amid ongoing
economic uncertainty, most manufacturers
are optimistic about their near-term
prospects. In fact, the vast majority are
forecasting increased revenue and profit even
after outperforming expectations in 2022.

However, rising operating costs, inflationary
pressures and supply chain issues are
persistent and are constraining cash flow for
most manufacturers. This is driving a sharper
focus on efficiency and creating capacity that
can support higher production volumes.
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This is one reason why investing in new
technologies is the top strategic priority
for the year ahead. Almost nine in ten
manufacturers are set to lift their spending
on digital solutions with an eye firmly on
streamlining processes, strengthening
customer experiences, and tackling supply
chain issues.

An uplift in technology adoption also adds
to cyber security risks, with the research
revealing more to be done to safeguard
businesses.

Sustainable manufacturing is also seen

by almost nine in 10 manufacturers as an
important part of their business strategy.
Many see the potential to drive both a
positive impact through sustainability
initiatives and strengthen business
outcomes from competitiveness to financial
performance.

This is manifesting in a range of programs,
from operational waste and carbon reduction,
heightened diversity and inclusion activity
and improved governance. It means
environmental, social and governance issues
are all in focus.

Interestingly, the manufacturers targeting
growth in the year ahead tend to over-index
in their adoption of emerging technologies
and sustainability initiatives. It reiterates the

direct links to adaptability, resilience, and
performance.

At CommBank, we're seeing the impact

of these operational, financial and market
responses already flow through to our
manufacturing clients’ businesses. \We hope
that with deeper insights into the emerging
trends and the strategies employed across
the sector, manufacturers will be better
equipped to navigate the challenges and
opportunities ahead.

Maria Christina

National Manager Manufacturing
& Wholesale

Commonwealth Bank of Australia

Want more insights Visit
for future facing CommBank
businesses? Foresight



Australian manufacturers are well acquainted with disruption and uncertainty. Despite the prospect of a slowdown

Key
insights

1 Performance

2 Costs and
supply chain

3 Technology

in demand and amid rising costs, the vast majority are forecasting increased profit. History would suggest

that's because they can innovate and adapt products and processes, and know where to direct investment to
boost productivity and efficiencies. That's where a broad-based increase in technology budgets and adopting
sustainable practices strongly support business outcomes.

4  Sustainable
manufacturing

92%
express confidence in business
conditions in the next 12 months

75%

expect costs to increase in the
next 12 months

#1

Priority for the year ahead is
investing in new technology

78%

have a carbon emissions
reduction target in place

74%
expect profit to increase in the
next 12 months

90%

say supply chain issues are
inhibiting capacity

87%
plan to increase investment in
technology

718%
have a diversity and inclusion
target in place

76%

expect revenue to increase in the
next 12 months

86%

say supply chain issues have
impacted cash flow

68%

are seeking to drive efficiency
gains through technology

50%
plan to adopt sustainable
procurement practices in supply

chain

2%

expect production to increase in
the next 12 months

60%
are addressing supply chain
issues to reduce costs

32%
are investing in manufacturing
and process control

39%
are already reducing operational
waste
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Performance
drivers and outlook

Manufacturers see even brighter conditions
ahead as they hone their strategic focus
and investment plans.



Navigating disruption is in
manufacturers’' DNA

Well before the pandemic,
manufacturers had proven they could
deftly adapt to market fluctuations.
The introduction of lean production
in the 1950s pioneered the concepts
of speed and responsiveness across
the value chain that many other
sectors have since adopted.

More recently, demand cycles that
previously may have taken decades
pulsed through the sector in just
years. From broken supply chains
and production shutdowns in the
early days of the pandemic to surging
demand fuelled by fiscal stimulus,
the industry has been riding a wave
of global and local economic change.

The potential for a slowing rate of
demand is gathering momentum
with early signs that consumer
spending is tapering. At the same
time, persistently rising costs,
inflationary conditions and supply
chain issues are putting pressure on
manufacturers.
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Yet this research shows that the
sector remains largely unfazed, albeit
realistic about the headwinds. Well
into the current interest rate cycle,
manufacturers appear to be more
positive about the 12 months ahead
than they were a year ago.

Far from ignoring the market
realities, manufacturers have been
astutely reinvesting in becoming
better, stronger and more efficient
businesses with more diverse
workforces and sustainable practices.
That is set to continue.

It means manufacturers can look
beyond short-term volatility to the
next economic cycle and beyond,
with their confidence rooted in
longer-term structural tailwinds and
demonstrated agility and resilience.



Coordinated uplift in metrics

Next 12 months
(net positive)

Next 12 months
(stay the same)

Next 12 months
(decrease)

Past 12 months
(net positive)

Past 12 months
net positive
(2022 forecast)”

(%)

Revenue

®
-0l

Profit

Production
levels

AR

Employee
numbers

s

Capital
expenditure

®)

Operating
costs

Prices

716%

74%

72%

66%

72%

75%

713%

21%

21%

25%

29%

21%

20%

23%

3%

5%

3%

5%

7%

* CommBank Manufacturing Insights Report 2022. https:/www.commbank.com.au/content/dam/commbank-assets/business/

industries/2022-03/manufacturing_thought_leadership_march-2022.pdf
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5%

4%
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Gearing up for
high performance

Only 12 months ago, the Australian

manufacturing sector was at a turning point.

Manufacturers were emerging from the
disruption of the pandemic, and the outlook
for financial and operational performance
was beginning to improve.

In the intervening year, manufacturers
outpaced their own predictions by a
significant margin. This included 72% of
manufacturers reporting increased revenue
and 70% experiencing a rise in profit, far
more than anticipated 12 months ago.

“Manufacturers are uniquely
placed to navigate the cycle and
are prioritising initiatives that
expressly support this objective”
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These financial measures broadly tracked
the outperformance in production levels and
workforce growth as demand ramped up.

Operating costs also lifted beyond initial
expectations. Just over three in four (76%)
reported rising costs, compared to the 57%
forecasting it 12 months ago”.

According to manufacturers, the financial
and operational performance outlook is even
brighter despite changing global economic
conditions. The vast majority expect
increasing revenue (76%) and profit (74%)

in the year ahead amid higher production
volumes for 72%. Two-thirds plan to increase
employee numbers to keep pace.

These higher revenue expectations are
more likely among certain manufacturers.
For example, there is a tendency for
larger manufacturers and those located
in regional locations to have a more
positive outlook. Across the States
and Territories, Queensland-based
manufacturers are the most bullish.

Persistent cost increases are also anticipated
in the year ahead. Of the 75% expecting
costs to rise, almost one in three foresee a
significant uplift. To offset these pressures,
many manufacturers are seeking alternative
materials or suppliers and negotiating

better terms. More efficiently rostering staff
to manage overheads is also a top three
response.

As we will see shortly, while the sectors’
positive outlook may appear at odds with
the ever-changing economic environment,
manufacturers are uniquely placed to
navigate the cycle and are prioritising
initiatives that expressly support this
objective.

* CommBank Manufacturing Insights Report 2022. https:/www.commbank.com.au/content/dam/
commbank-assets/business/industries/2022-03/manufacturing_thought_leadership_march-2022.pdf
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Manufacturers are
optimistic yet grounded

Having exceeded their own estimates and forecasting similar
performance ahead, it's no surprise that 92% of manufacturers are
at least quite confident in business conditions over the next 12
months. Of these, 40% are highly optimistic.

Manufacturers based in regional locations are far more confident
than their metropolitan peers. Among regional manufacturers, 57%
are very confident in the outlook, while just 32% of metropolitan
decision-makers say the same. This aligns with revenue expectations
that are higher in regional areas, on average (see table on page 33).

For most manufacturers (58%), this is translating to an overall growth
focus over the next 12 months. However, compared to 2022, there
are now more manufacturers aiming to maintain revenues. Given
many outperformed their expectations last year, even maintaining can
be seen as an aspirational goal.

By sector and size, the growth orientation is also mixed. For example,
the research suggests that most technology and clean energy
manufacturers are intent on maintaining revenues (60%) with

36% saying they are growth-focused. For medical and healthcare
manufacturers, that is more evenly balanced at 48% and 52%,
respectively (see chart on page 35).

For the larger manufacturers, the proportion focused on maintaining
revenues has jumped almost twofold the past 12 months, rising from
23% to 44% over that period.
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Confidence in business
conditions in next 12 months

All 8% 40%

Metro 11% 32%

Regional 57%

[ Not very confident [l Quite confident [] Very confident

Approach to business in next 12 months

2022 65%

2%

2023 58%

[ ] Exit or close ] Downsize
[ Maintain Revenue [ ]| Growth-focused



The interplay between
costs, supply chain

and cash flow

For the majority of manufacturers
targeting growth, and the

many seeking to maintain their
performance, there are a range of
hurdles to overcome. These include
rising costs, keeping up with rapidly
evolving technology, navigating
regulatory requirements, staying
competitive in the marketplace, and
navigating a tight labour market,
among other challenges.

The three most common challenges
centre on inflationary pressures

and rising costs associated with
suppliers (30%), overheads (30%)
and transport and distribution
(28%). That's followed closely by
supply chain issues, a key challenge
for one in four.

These issues are closely related
and are converging to create a
drag on capacity and growth. They
are also prompting a range of
strategic responses. For example,
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manufacturers are
diversifying their supply
chains and negotiating
with suppliers to reduce
costs.

At the same time, persistent

supply chain issues are holding

back capacity and necessitating
investment in technology and
increasing inventory levels. In turn,
that's constraining liquidity, with
many manufacturers increasing
prices and extending finance
facilities to better manage cash flow.

Arguably, these are perennial issues
in a sector that has adapted well

to fluctuating demand over time.
The prevailing optimism among
manufacturers suggests that they
are highly confident in their ability to
respond.



Rising costs

Supply chain issues

25

]

Cash flow

5%

expect an increase in operating costs in
the next year, with a third forecasting
significantly higher expenses in all
categories, particularly energy and fuel.
Regional manufacturers are more likely to
expect rising costs.

92%

say supply chain issues are

restricting their ability to operate at

full capacity or realise growth. Regional
manufacturers are twice as likely to say it's
significantly impacting capacity (see table
on page 34).

86%

say that supply chain issues have adversely
affected cash flow, with just over two

in five significantly impacted. Most say

it's inhibiting capacity, the ability to fulfil
orders and growth, particularly regional
manufacturers.

Top responses

60% are taking supply-chain related
actions

e 37% are finding alternative materials
or suppliers

e 33% are negotiating better terms
with suppliers

* 33% are integrating more efficient
staff rostering

e 29% are reviewing and redesigning
processes

e 29% are increasing prices

Top responses

98% are implementing at least one
improvement

* 32% are implementing technology to
more effectively monitor supply chain

e 32% are increasing levels of raw
materials or inventory

e 30% are increasing the number
of suppliers

e 30% are manufacturing or sourcing
in Australia

e 29% are integrating stricter supplier
due diligence

Top responses
70% are increasing or extending financing
e 35% increased prices

e 29% increased use of asset finance and
lending facilities when purchasing

e 26% extended supplier payment terms
e 26% are using or extending trade finance

e 25% are holding less raw materials or
inventory

e 25% are using electronic payments to
speed up settlement
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Case study:
National Resources

For 35 years, National Resources has specialised
in sourcing and supplying diverse products to
packaging, industrial, building, pharmaceutical
and medical, and food businesses. Trading
predominantly in rolled aluminium products and
packaging materials, National Resources has an
extensive supply chain, ensuring customers can
access the right products when and where they
need them.

National Resources’ Managing Director, Leon
Cox, explains that the business has experienced
significant growth and maintains a positive
outlook. He notes that demand is supported

by ongoing infrastructure investment and that
certain sectors, such as pharmaceuticals and
animal health, continue to “boom along”.

Leon says he isn't so much concerned about the
broader economic environment but highlights the
impact of supply chain disruption on demand.

He says that in 2022, many panicked customers
stockpiled goods, which created a drag on
demand at the end of last year that should ease
in the coming months.

Given National Resources’ broad product range
and complex network of suppliers and customers
worldwide, Leon is particularly attuned to

supply chain issues and managing any financial
impact. For Leon, having liquidity in the business
is crucial to smoothing out cash flows and
sustaining growth.

10



Shifting terms of trade

Leon says that changing terms of trade

with suppliers in 2022 necessitated a new
approach to managing cash flows. For
example, following a broad-based tightening
of credit facilities among suppliers in China,
National Resources went from paying for
goods when they were shipped to being

forced to send a 30% deposit when ordering.

“We'd be sending money to our suppliers in
China 45 to 60 days before anything was
shipped and tying up a significant amount in
deposits,” Leon says.

“Even outside the China credit crunch,

we generally buy materials from overseas
suppliers and pay when the goods are
shipped. It's on the water for 30 days, and
then we offer customers terms of trade
locally. That means it can be between 90
and 150 days between paying for goods and
being paid ourselves.”

Cash flow is king

According to Leon, the business has a
sophisticated cash flow forecasting system.
Due to these issues with supply chain
partners and lengthening cash conversion
cycles, the system identified that the
company was “below the line a few times,” as
Leon puts it.
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“To manoeuvre through cash flow issues,
you need to make amendments to how you
do business, how you pay suppliers and give
terms of trade to customers. Access to cash
and credit is a vital part of that equation.”

Leon says that the National Resources
team considered ways to improve cash flow
and that moving to a new financing model,
secured against both debtors and stock,
solved the businesses’ problems.

“Knowing what's happening with your cash
flow and working capital is fundamental to
running a good business. | work closely with
our finance team and partners to map cash
flow, and we're installing new accounting
and CRM software platforms to manage it
through our ordering system.”

“Now we can plug in when we pay and get
paid and forecast not only cash flow but also
near-term profit, which has been a huge
bonus for us,” Leon added.

www.nationalresources.com.au
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Efficiency, productivity and
sustainability take centre stage

Manufacturers’ priorities for the

year ahead are laser-focused on the
factors holding back growth, capacity,
and margins. The top-rated strategy
to support business objectives is
investment in technology, a priority
for 36%. Adapting processes to drive
efficiency and productivity is second
highest (34%), alongside improving
data management (34%).

The pursuit of digitally driven
efficiencies frequently arises
throughout this research as
manufacturers seek proven and new
avenues to mitigate rising costs and
stubborn supply chain issues.

Sustainability initiatives also rank
highly on manufacturers’ agenda. Just
over one in three (34%) are targeting
investment in social initiatives, 30%
are prioritising environment initiatives
and 26% are increasing investment in
corporate governance.
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The moderately larger focus on
programs designed to support strong
cultural and workplace foundations is
also partly attributable to long-running
talent shortages across the industry.

Examining the priorities of growth-
focused manufacturers compared to
those seeking to maintain performance
shows that they are more likely to
invest in most areas.

This is particularly prevalent for
investment in sales and marketing

to improve customer acquisition and
retention (38% vs 25%) and a focus
on business strategy, including mergers
and acquisitions and moving along the
value chain (35% vs 25%).

12



Business priorities in next 12 months

Invest in new technology

Adapt processes to drive greater efficiency and productivity,
improve quality and increase capacity

Improve data management

Increase investment in social initiatives

Invest in marketing and sales to improve customer
acquisition and retention

Focus on business strategy

Increase investment in environmental initiatives

Review partnerships with suppliers or commercial partners

Invest in new equipment

Increase investment in corporate governance initiatives

CommBank Manufacturing Insights | 2023

36%
34%
34%
34%
33%
31%
30%
29%
28%
26%
13



Doubling down
on digital

Manufacturers are again increasing technology
investment as they strive for efficiency and
productivity returns



Technology investment

reaches new heights

The long-running digital transformation

of manufacturing leapt forward in recent
years. According to manufacturers in our
research last year, 72% had accelerated their
digital programs since the pandemic began.’
Investment in technology has risen

in lockstep, and that momentum is
continuing apace.

When asked about technology investment
last year, 67% said that they had increased
budgets during the pandemic, and 74%
were planning to lift investment in the year
to date. That has stepped up again, with
87% of manufacturers expecting to increase
technology investment in the next 12
months. Over the same short period, those
significantly increasing investment has
nearly tripled.

Across locations, manufacturers in regional
locations are set to outspend their peers with
99% increasing investment (see table on
page 34). Regional manufacturers are also
the most likely to expect cost increases and
constrained capacity due to supply chain

challenges, suggesting that technology-
driven efficiencies are a likely capital
expenditure target.

This helps explain why process controls
remain the top area for investment in the
year ahead, albeit with a moderate year-
on-year decline from 36% in 2022 to 32%
this year. Cloud-based applications are one
category that more manufacturers plan to
invest in this year, providing opportunities to
streamline operations and enhance efficiency,
scalability, and collaboration.

Investment in customer experience,
including new digital channels, has seen
the most significant jump, with 27% of
manufacturers committing to invest
compared to 18% last year. This focus
on migration to the cloud and customer
experience brings the sector more in
line with its downstream supply chain
partners, such as retailers, that have
invested in these areas for many years.

* CommBank Manufacturing Insights Report 2022. https:/www.commbank.com.au/content/dam/
commbank-assets/business/industries/2022-03/manufacturing_thought_leadership_march-2022.pdf
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Investing and upgrading technologies and business processes in next 12 months
[ 2022 [] 2023

36% 35%
32%
28% 27% 27%
25% o
22% 23% 019 22%
18%
Manufacturing/ Implementing more Customer Supply chain Sales and Finance and
process control cloud based experience including and logistics marketing procurement
applications new digital channels
27% 0 27%
24% 03% 25%
21% 21% 21% 21%
> > > 19% _ 20% 20% > 19% 19%
Data Data security Systems Big data/ Office productivity, Digital Human resources
management and privacy integration advanced analytics internal commerce management and
communications and engagement

collaboration

16
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Embracing next-gen
digital solutions

Manufacturing has long pioneered the
adoption of new and innovative technologies
and, manufacturers as already established,
are seeking new ways to drive efficiencies.
More than two in three say that efficiency
gains are the anticipated outcomes of
emerging technology implementation,
followed by meeting corporate social
responsibility objectives (40%) and improving
customer utility (39%).

This supports the increasingly common
adoption of a range of technologies. Track
and trace systems that can monitor materials
and custody across the supply chain are the
most widely used alongside those relating

to mobile, connectivity and the Internet of
Things. In both cases, 57% of manufacturers
already use these solutions.

CommBank Manufacturing Insights | 2023

Intelligent automation and robotic process
automation follow as manufacturers seek
to improve production processes, which has
already been implemented by 56%.

The technologies manufacturers plan to
introduce over the next two years reveal a
sharp focus on better systems integration
and productivity. The fastest growing are
expected to be next-generation enterprise
resource planning (ERP) systems (31%),
autonomous systems and equipment (31%)
and artificial intelligence (30%).

When adding those who plan to adopt,
even cutting-edge technologies such as
nanotechnology and digital twins are
expected to be in use by a total of more
than seven in ten manufacturers within
two years.

17



Emerging technology adoption to enhance production processes

Next generation ERP systems

Mobile, connectivity, Internet of Things (IoT)

Autonomous systems, machines or vehicles

Intelligent automation, robotic process automation

Track and trace for supply chain visibility

3D Printing or additive manufacturing

Artificial Intelligence or machine learning

Computer Vision

Advanced analytics

Blockchain

Augmented, virtual or mixed reality

Nanotechnology

Digital twins
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17%

19%

18%

20%

20%

17%

17%

14%

15%

17%

15%

12%

11%

|:| Adopted and works well . Adopted with further investment planned . Will introduce in next two years
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Case study:
Actron Air

ActronAir started as a family business in 1984. Aside from conducting
installations in its formative years, the company has focused solely on
designing and building world-class air conditioning technology that thrives
in the diverse Australian climate.

For ActronAir, paying particular attention to the efficiency, performance and
reliability of its products and processes has led to frequent awards for its
design innovation. According to its Chair, Robert Mundy and Chief Executive
Officer, Brendan Simpson, technology is core to success and effectively
scaling the business in pursuit of growth.

Technology drives product innovation

What ActronAir has developed in Australia is a unique business that relies
on being fast and nimble to keep up with technology movements that drive
product development. Globally, that relates to advancements in refrigerant
gas and critical components in air conditioning units such as compressors,
coils, and fans.

According to Brendan, ActronAir is constantly updating, evolving, and
innovating its products. To ensure that it stays ahead of the curve, the
company must develop new technology and incorporate it into its product
design and manufacturing processes.

“There are probably four manufacturers left in Australia making refrigerator
air conditioners that heat and cool based on refrigeration principles, so our

competition comes largely from offshore,” he says. “You've also got a couple
of other local companies that make evaporative cooling and gas heaters.”

The ActronAir product development team works out of its Innovation Hub
at its Marsden Park headquarters. The state-of-the-art lab is one of the
largest dedicated heating, ventilation and air conditioning R&D facilities in
the Southern Hemisphere.

The facility has rooms where the ActronAir team can perform precise
tests on its products, including split ducted, non-ducted, and multi-head
systems. This gives the company high confidence in the accuracy of product

performance claims.
19



Digital connectivity across the business

With efficiency and effective collaboration at the forefront, ActronAir
has moved to digitise processes across its business. It is investing in
its Enterprise Resource Planning (ERP) platform to support teams and
the business’ goals.

“It lays that foundation of communication across all departments
because we're doing several things. We're designing, we're producing,
we're distributing, we're marketing, we're performing all functions that
require cross-functional collaboration and centralised management.”

According to Brendan, having digital solutions that bring the business
together is vital to the customer experience and the ability to scale up
its operations. It also has a considerable impact on ActronAir’s cost
base.

“Optimising communication with our suppliers and manufacturing at
areasonable cost is essential to remain competitive. Technology is the
basis of everything we do and keeps the company continually moving.’

U

Brendan says several packages sit alongside its ERP, and the next step
will be to consolidate some of those into one platform.

“We believe that the platform will assist us in consolidating our data
and streamlining its extraction from our system, as opposed to having
it spread across multiple sources,” he says.

“The intention is to effectively incorporate new technology into our
production process through improved communication and planning.
As we continue moving away from manual processes, the platform
becomes a crucial tool to increase production efficiency.”

Looking further afield for digital skills

Brendan and Robert agree that ActronAir’s development team plays
one of the more crucial roles in ensuring the manufacturer is agile and
innovative.

CommBank Manufacturing Insights | 2023

“We have a product development team that’s very fast and agile.
They design the products and get them out onto the floor quickly,”
says Robert. “It's a challenge trying to recruit those talented people
because the air conditioning industry doesn’t have the same footprint
in Australia that it once did.”

According to Brendan, ActronAir has hired many engineers from
overseas due to the difficulty of securing the necessary expertise
locally. This presents a challenge as the company must expand its
search beyond domestic borders to obtain essential skills. Additionally,
training someone up to the required level takes time.

Brendan emphasises that ActronAir, as an employer, must possess an
open-mindedness and a growth mindset that is adaptable to change.
That includes remaining open to new approaches and building
problem-solving skills. He suggests that the company must be bold in
maintaining its long-standing practices.

“That's often a challenge for us, but an even bigger opportunity if we
get it right,” Brendan says. “It starts with getting like-minded people
in the business and having the collective drive to continually innovate
and move our products, and the business, forward together.”

www.actronair.com.au

20
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Cyber security in focus

As manufacturers rapidly adapt to the
shifting digital landscape, the need for cyber
security vigilance cannot be overstated.
Introducing advanced technologies, data-
driven processes, and streamlined global
supply chains adds exponentially to the
cyber threat. Protecting intellectual property,
customer data and trust and ensuring
continuity of production relies on adequate
safeguards.

However, with just 21% of manufacturers
planning to invest in or upgrade cybersecurity
processes in the year ahead, the research
suggests there is room for improvement.
Even more concerning is that less than a third
of manufacturers are implementing basic
cyber protocols in most areas.

The most widespread activity to shield
manufacturers is the 36% of organisations
that have implemented rigorous access and
password policies. Just under one in three

Initiatives to minimise the risk of cyber-attacks or breaches

have a cyber security policy that is regularly
updated, which is essential when malicious
actors are constantly finding new ways to

exploit vulnerabilities.

Fewer are engaging external parties for
support or leaning on software vendors to
initiate updates to cyber security settings.
Closer to one in four conduct employee
training or regular systems and software
updates, often high on the recommended

activity among cyber experts.

36%
o,
31% 29% 28% 28% 27% 27% .
25% 24% 23% 23%

Rigorous  Cyber security = Engaged Ensuring Increased Regular ITand  Conducting Regularly  Application  Thorough on Minimising
accessand  policy that is external software encryption or  cyber security regular updating all white-  and off-boarding  the use of

password updated partner to vendors authentication assessments to employee systems and listing of staff to ensure personal
policy regularly provide advice regularly protocols identify training software high levels of devices by
or solutions  update cyber vulnerabilities data security employees

security

CommBank Manufacturing Insights | 2023
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Balancing value
and impact

The strengthening business case for
sustainable manufacturing is helping drive
initiatives further forward.



The wide-ranging impact of sustainable practices

Sustainable manufacturing practices

have come into sharper focus in recent
years as manufacturers seek to improve
competitiveness, compliance and meet
stakeholder expectations and enhance
their financial position. This is evidenced

by the 88% of manufacturers that believe
sustainable manufacturing is an important
part of their business strategy, and of these,
36% consider it is essential.

As a result, manufacturers are pursuing
a range of sustainability initiatives, and

while fewer than four in ten are already
active, far more expect to follow. These
initiatives address environmental, social and
governance (ESG) issues, and often balance
sustainability and business outcomes.

For example, reducing energy usage or
increasing efficiency, which 36% have already
adopted and 47% plan to adopt, drives

both carbon and costs down. Focusing on
employee wellbeing and workplace safety

or creating a more diverse and inclusive
environment can lead to a more productive

Top ten sustainability initiatives either adopted or in planning

workforce. Better processes and governance
can reduce risk.

While progress is encouraging, the number
of manufacturers advancing sustainability
programs has moderated in the past year,
even as the barriers to implementation have
fallen. For example, 39% of manufacturers
say a lack of funding and costs is a challenge,
down from 48% in 2022".

* CommBank Manufacturing Insights Report 2022. https:/
www.commbank.com.au/content/dam/commbank-
assets/business/industries/2022-03/manufacturing_
thought_leadership_march-2022.pdf

[] Already adopted  [[] Planning to adopt

46% 47% 44% 46% 48% 49% 42% 49% 50% 41%
39% 36% 38% 36% 33% 32% 38% 31% 30% e
Reducing Reducing Increasing Reducing Reducing/ Increasing Increasing use  Implementing  Implementing Reducing/

operational energy usage/ workplace emissions/ recycling proportion of of recycled practices sustainable recycling
waste and increasing health and carbon water renewable materials in associatied procurement packaging
responsible energy safety, and footprint energy the production with the practices

waste efficiency employee consumed cycle circular across the

management wellbeing economy supply chain
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Targeting business outcomes through sustainability

g O ©

7% 3% 49%

I oo o i kehol
mprove competitive position Compliance and stakeholder S e sE
engagement

« Stronger brand reputation (33%)
* Increased productivity/efficiency

(31%)
* Long-term business resilience

(29%)

24
CommBank Manufacturing Insights | 2023



Zeroing in on waste reduction and decarbonisation

As we have just seen, many of the most
widely adopted sustainable manufacturing
initiatives can be broadly categorised as
minimising waste and carbon emissions.

These greener practices can be seen across
the production and delivery cycle. From using
recycled materials in the production cycle
and reducing water usage to operational
waste management and recycled packaging,
many manufacturers are advancing practices
associated with the circular economy.

A more responsible approach to waste also
helps bring emissions down, alongside
initiatives directly designed to reduce
manufacturers’ carbon footprint.

In fact, 78% of manufacturers have an
emissions reduction target, with 57%
claiming they have already attained it or
are on track. The remaining 21% admit
they are unlikely to reach their emissions
goal by the specified date.

Among manufacturers, 88% of those
with more than $200 million in annual
turnover have an emissions target, with
72% saying they are on track. For smaller
manufacturers, that falls to 66% with a
target and 39% on track.

CommBank Manufacturing Insights | 2023

Progress on emissions reduction targets

[] On track or target met
|:| Unlikely to reach target by goal date
|:| Planning to introduce target

[ Not planning to introduce target

“We will continue to double
down on improving our
own sustainability whilst
developing sustainable
materials and solutions for
use in the wider market.
This is where our agility and
innovation provide a key
competitive advantage.”

Kane Salisbury, CEO,
Hallett Group
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Amid surging demand for
many manufacturers, one of
the persistent and widespread
challenges is talent shortages.
This remains a key challenge
for one in five and even more
among smaller and growth-
focused manufacturers seeking
to expand capacity.

A heightened focus on workplace
culture to attract and retain
people is also driving social
sustainability initiatives. As
established earlier in this report,
increasing workplace health,
safety, and employee wellbeing
is the equal second most widely
adopted activity. It is also why
48% of manufacturers plan to
address and eliminate social
issues in their organisation and
supplier ecosystems.

Increasing the diversity of the
manufacturing workforce is also
gathering pace, with the focus
most likely to be on improving
the balance and participation
across genders, ethnic
backgrounds, and ages.

In fact, most manufacturers

now have established diversity
targets (78%), with 53% already
meeting or having reached

their goal. More are planning to
introduce targets (12%), while
just one in ten have no intentions
to do so. Regional manufacturers
(see table on page 34) and those
with more than $200 million
annual turnover are the most
likely to be on track to meet their
diversity targets (both 66%).

This is supported by a range of
underlying activities undertaken
by manufacturers to advance
diversity and inclusion in the
workplace.

This includes offering specialised
employee training, removing
bias from interview processes,
leadership commitment and
dedicated diversity and inclusion
roles.

There are also common
challenges noted by
manufacturers striving to meet
their diversity goals, including

a lack of candidates from
underrepresented groups or
willingness to enter the industry.
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Manufacturers’ activity related to diversity and inclusion

36%

9 o,
34% 36% 34% 33% 33% 35% 31% 30% 29%
Offers Collectsand  Formal process Employees The executive Recruitment  Employees feel Supports Works with Your
innovative analyse in place to receive ongoing team are processes strongly about community suppliers and organisation
employee employee data ensure diversity and committed to  have/are being the need for a groups and customersto  has a dedicated
benefits to drive employees inclusion diversity and refined to culture focused initiatives that  ensure similar diversity and
diversity and have training inclusion eliminate bias on diversity and promote values in inclusion role
inclusion development inclusion diversity and relation to
initiatives plans inclusion diversity and
inclusion

[71 Stronalv aaree

[ Somewhat aaree
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Good governance,
greater impact

Strong processes and governance are vital to
guiding sustainable manufacturing initiatives
and mitigating risk across the organisation.

It is therefore positive that the number of
manufacturers citing a lack of overall strategy
and governance frameworks as a barrier to
sustainable manufacturing has fallen from 40%
to 31% year on year.

This is evident when looking more closely at
the initiatives planned for adoption. The fastest
growing of all activities is expected to be the
implementation of sustainable procurement
practices across the supply chain, indicated by
50% of manufacturers. That's just one example
of a broader focus on enhancing processes.

As we've established, one of the key business
outcomes supported by sustainable initiatives is
compliance and stakeholder engagement. With
almost one-third of all manufacturers driven by
adherence to regulatory responsibilities, it is clear
governance has a crucial role to play. Growth-
focused manufacturers best recognise these
benefits.
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As an Australian-owned and operated
business, Hallett Group has produced
and supplied a range of leading products
and services to the mining, building and
construction sectors for the past 40
years.

To be a leading player in the industry,

it is essential to be at the forefront of
sustainability, says Kane Salisbury, CEO
of Hallett Group. This is a core pillar of
its business strategy, and Hallett Group
has long committed to investing in
sustainable practices and solutions.

The broader market and industry focus
on sustainability creates abundant
opportunities for those who are
proactive, adaptable, and ahead of the
curve, explains Kane. Hallett Group
has embraced its role in driving better
environmental, social and governance
outcomes and capturing the business
opportunities it provides.

Early mover advantage

Kane says that the sustainability
initiatives Hallett Group is now delivering
result from multi-year investment
programs, with some in development
for seven years. “Our early work in
sustainability has positioned us as the
best at what we do,” Kane notes.

“We will continue to double down on
improving our own sustainability whilst
developing sustainable materials and
solutions for use in the wider market.
This is where our agility and innovation
provide a key competitive advantage.”

In 2022, for example, the company
unveiled plans to establish a highly-
automated manufacturing and blending
capability to value-add and distribute
multiple streams of industrial waste
by-products generated in Australia. The
process creates products that can replace
cement, known to be one of the world’s
largest sources of carbon emissions.

Further, by leveraging established
renewable energy sources in this
innovative manufacturing process, Hallett
will produce possibly the lowest emission
green cementitious materials anywhere in
the world.

“South Australia has emerged as

a leader in the nation’s renewable

energy transformation,” Kane says. The
momentum is only growing stronger as
companies like Hallett Group continue
collaborating on inter-connector projects
with other regions and establishing
hydrogen hubs to both support local
heavy industry and potentially access
export markets.
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Kane says the company is also exploring new
opportunities that sustainability leadership
opens up. For instance, Hallett Group will
have a significant footprint in the regional
South Australian city of Port Augusta,
producing green cement, and its ambitions
don't stop there.

Setting the stage for a sustainable future

Kane says the company is determined to
offer innovative solutions that support
industries’ transition towards a sustainable
future. This includes pushing conventional
concrete boundaries by exploring new ways
to substitute virgin materials with alternative
sources.

Examples include using recycled concrete
aggregates and manufactured sand to
capturing and reusing run-off water from
its three million litre catchment facility at its
flagship Dry Creek plant in South Australia.
Hallett is also substituting industrial by-
products for natural sand and then pushing
the boundaries on using supplementary
cementitious materials to replace more than
60% of the cement typically used in some
high-spec projects.

“Hallett is truly leading the industry,”

Kane says. “We recognise that the global
trend towards decarbonisation is gaining
momentum, and it presents both disruptive

CommBank Manufacturing Insights | 2023

challenges and opportunities. We are excited
about the possibilities and are very active in
leading, rather than following, the progress
being made to lower carbon emissions across
the industry.” Changing culture for the better

Changing culture for the better

In addition to adopting practices that
positively impact the natural environment,
Kane says creating safe and healthy
workplaces is also imperative. This is
particularly vital amid talent shortages across
the manufacturing sector.

To secure the people Hallett Group needs

to capture growth opportunities, Kane
believes the business must go beyond simply
offering a job and wage. According to Kane,
changing the perceptions of the industry

and developing a supportive organisational
culture can help attract a more diverse group
of employees.

“We are establishing the Hallett Social Club,
an employee-operated non-profit initiative,”
Kane says. “We are investing in our head
office by setting up facilities such as a staffed
canteen, gymnasium, health centre, and
more, which we believe will become self-
supporting and set us apart.”

Kane says the goal is to create a central
workplace destination that brings our diverse
team together, promotes collaboration,

and goes beyond traditional transactional
relationships employers have with employees.

“Finding and retaining talent has become
increasingly challenging, so we are
committed to implementing new approaches
to improve our industry and business.” These
efforts also ensure staff have the mental
health assistance they need.

“We are deeply passionate about supporting
a group called Mates in Construction,

which focuses on suicide prevention and
mental health services for the construction
industry,” Kane says. “As a business, we have
experienced the impact of these issues first-
hand.”

Hallett Group remains a tier-one supporter
of Mates in Construction, one of only two
along with the State Government. Kane
says that Hallett Group is more than happy
providing financial support, explaining that,
more importantly, it has a significant mutual
benefit where the workforce’s wellbeing is
concerned.

www.hallett.com.au
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Conclusion

Manufacturers emerged from the disruption
of the pandemic in great shape, relying

on their agility and resilience to support

the recovery. The boom in demand that
followed amid supply chain issues and talent
shortages again tested, then proved, these
innate characteristics.

From here, the positive financial performance
outlook and broad optimism across the
sector defy known challenges. Manufacturers
are investing directly into areas they

believe will ensure they are more efficient,
productive, and sustainable beyond the
current economic uncertainty.
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Manufacturers’
metrics

These data points reveal the experiences

of manufacturers across locations and
segments to help you benchmark strategies
against those of your peers



Benchmarking dashboard (Location)

Revenue expectations for the next 12 months

Operating cost expectations for the next 12 months

Average | Metro - Average | Metro -
Significant increase 26% 24% 31% Significant increase 31% 29% 37%
Slight increase 50% 49% 51% Slight increase 44% 43% 45%
About the same 21% 22% 18% About the same 20% 21% 17%
Decrease 3% 5% 0% Decrease 5% 7% 1%
Confidence in business conditions in next 12 months Approach to business in next 12 months
Average | Metro - Average | Metro -
Very confident 40% 32% 57% Concentrate on growth 58% 57% 59%
Quite confident 52% 57% 42% Maintain current revenue 41% 41% 41%
Not very confident 8% 11% 1% Downsize 1% 2% 0%
Not at all confident 0% 0% 0% Exit (close or sell the business) 0% 0% 0%
33
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Technology investment expectations in next 12 months

Impact of supply chain on operating at capacity

Average | Metro - Average | Metro -
Significantly increase 50% 41% 67% Significantly 47% 34% 72%
Slightly increase 37% 40% 32% Somewhat 43% 52% 26%
No change 12% 17% 1% No 10% 14% 2%
Decrease 1% 2% 0%
Specific diversity targets in place Emissions reduction target in place
Average | Metro - Average | Metro -
Yes, and meeting them or on track 53% 48% 66% Yes, and meeting them or on track B57% 50% 70%
i H O, o, (o)
gisa,l IZL;’E[:nllker to meet target by 059% 30% 14% Yes, but unlikely to meet them 21% 25% 15%
No, but plan to introduce 14% 16% 10%
No, but plan to introduce 12% 13% 9%
> ° ° No, and no plans to introduce 8% 9% 5%
No, and no plans to introduce 10% 9% 11%
34
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Benchmarking dashboard (Manufacturing segment”)

Approach to business over the next 12 months

36%
53% 52%
67% 66%
4% 4% 2% 4%
Textile, clothing Non-metallic Automotive, Food and Petroleum, Metallic and Medical and Technology and
and footwear products, paper machinery, beverage chemicals, fabricated healthcare clean energy
and printing transport, defense plastics and products and

and space pharmaceuticals furniture

[] Downsize / close the business  [[I] Maintain current revenue  [_] Concentrate on growth

Cash flow cycle negatively impacted by supply chain issues

Textile, clothing Non-metallic Automotive, Food and Petroleum, Metallic and Medical and Technology and
and footwear products, paper machinery, beverage chemicals, fabricated healthcare clean energy
and printing transport, defense plastics and products and
and space pharmaceuticals furniture

* low bases sizes, findings are indicative only
[ No/dontknow [ Yes, somewhat [ ] Yes, significantly
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Confidence in business conditions in the next 12 months

Textile, clothing Non-metallic Automotive, Food and Petroleum, Metallic and Medical and Technology and
and footwear products, paper machinery, beverage chemicals, fabricated healthcare clean energy
and printing transport, defense plastics and products and
and space pharmaceuticals furniture

[] Not at all confident [ Not very confident [ Quite confident [] Very confident

Technology investment expectations in next 12 months

43% 42% 44% 30%
51% ° ° ° 52%
° 65% 63% °
o,
43% 37% 27% 60%
36% 40%
28%
35% °
jm—- - 3% L low 4% 2% s%  [[20% |
Textile, clothing Non-metallic Automotive, Food and Petroleum, Metallic and Medical and Technology and
and footwear products, paper machinery, beverage chemicals, fabricated healthcare clean energy
and printing transport, defense plastics and products and
and space pharmaceuticals furniture

[] Ssignificantly decrease [l Sslightly decrease [ No change [] Slightly increase [[] Ssignificantly increase
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Emissions reduction target in place

) 44% o 9
619% 49% 48% 45%
75% 79%
o,

j 10% 14% - 19% 4% 7%
Textile, clothing Non-metallic Automotive, Food and Metallic and Medical and Technology and
and footwear products, paper machinery, beverage fabricated healthcare clean energy
and printing transport, defense plastics and products and

and space pharmaceuticals furniture

[] Not planning to introduce target [l Planning to introduce target

CommBank Manufacturing Insights | 2023

[ Unlikely to reach target by goal date

[] On track or target met
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About CommBank Manufacturing Insights

CommBank Manufacturing Insights is an exclusive,
wide-ranging analysis of Australian manufacturers. This edition
examines how manufacturers are navigating the industry’s
emerging challenges and opportunities with a focus on trends in
business performance, inflation and supply chain management,
digital transformation, and sustainable manufacturing.

The research is based on an online quantitative survey
conducted by ACA Research on behalf of the Commonwealth
Bank. The survey was in field during January 2023 and was
completed by 300 key influencers or decision-makers from
Australia’s manufacturing industry, with the sample profile
comprising the following:

Position: Manufacturing manager (35%), CEO, Owner, Partner
or Director (30%), COO or operations Manager (17%), Divisional
GM, Divisional Director or other Senior Management (14%),
CFO or Financial Controller (4%)

Location: NSW/ACT (38%), VIC/TAS (25%), QLD (20%),
SA/NT (7%), WA (10%). Metropolitan-based (68%) and
Regional-based (32%)

Annual turnover: $5m-$20m (31%), $20m-$200m (35%),
$200m+ (34%),

Product type: Metallic, fabricated products and furniture (16%),
Petroleum, chemicals, plastics and pharmaceuticals (15%),
Automotive, machinery, transport, defence, and space (14%),
Textiles, clothing, and footwear (14%), Non-metallic, paper and
printing (12%), Food and beverage (11%), Technology and clean
energy (10%), Medical and healthcare (8%)
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Learn more
about how

we support
manufacturing
businesses

Visit :
i , DDD Insights
@ www.commbank.com.au/manufacturing 9
For the latest business analysis, insights
] insights@cba.com.au anainews, visit

Q CommBank Foresight™

m CommBank Business and Institutional

Things you should know:

This report has been published for general information purposes only. As this information has been prepared without
considering your objectives, financial situation or needs, you should, before acting on this information, consider its
appropriateness to your circumstances, if necessary, seek professional advice. The Bank believes that the information in the
report is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided
as to accuracy, reliability or completeness of any statement made in the report. Any projections and forecasts are based
on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions

and estimates could result in materially different results. The report refers to data sourced from an online survey of 300
manufacturers.

The survey was conducted by ACA Research on behalf of the Commonwealth Bank. All analysis and views of future

market conditions are solely those of the Commonwealth Bank. The Commonwealth Bank does not accept any liability
for loss or damage arising out of the use of all or any part of the Report.

Commonwealth Bank of Australia ABN 48 123 123 124 AFSL and Australian Credit Licence 234945.
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