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A Little Help From a Friend

Exhibit 9. Would You Recommend Your Gym to Friends and Family?
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Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.

In China, especially for potential gym users, referrals are particularly important, as members prefer to go
the gym with a friend or colleague.

The majority of respondents to the survey in Beijing and Shanghai, the two leading gym markets in
Mainland China, answered that they go to the gym with someone.

Exhibit 10. With Whom Do You Go to the Gym — by City
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Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.
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Comparing those two cities to Hong Kong, the trend is made clearer. As a relatively more mature gym
market, the number of people in Hong Kong who go to the gym alone has increased since 2006.
This is indicative that awareness of the benefits of a regular fitness regime has transformed itself into
an integral part of an individual's lifestyle. In Mainland China, the desire to join a gym surges after
employees have been working for several years, per Exhibit 11, perhaps due to lifestyle changes.

Exhibit 11. Age of Joining a Gym for the First Time — Mainland China
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Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.

Indeed, Deloitte Shanghai employees often join a gym with other colleagues, and they make
appointments to go to the gym together, going as far as to come into the office on weekends just to
exercise together.
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Service Quality Still Needs

to Improve

Since our last staff survey in 2006, the proportions of survey respondents reporting either satisfaction or
dissatisfaction with their gym membership have not significantly changed. This indicates that operators may
not be taking advantage of revenue-earning value-added services that may increase levels of satisfaction and
reduce churn rates, such as personal training.

Exhibit 12. How would you rate your last gym experience
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Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.

According to the IHRSA Personal Trainer Usage Report, 40% of health club members who are heavy
personal training clients® have been members for at least five years. Examining personal trainer satisfaction
rates can provide insights into both a gym's customer service and a reason for low retention rates.

Exhibit 13. Satisfaction with Personal Trainer
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Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.

> "Heavy personal training" is defined as 25 or more training sessions in one year
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The catch is that while levels of satisfaction with personal training have increased and levels of
dissatisfaction have decreased, the majority of respondents were indifferent. Perhaps that explains why
there has been virtually no growth in the overall percentage of members who take up personal training,
although gym membership has been increasing and the absolute number of personal training clients
has also increased. In a sign of a potential demographic shift in who is hiring personal trainers, a higher
percentage of females than males are clients for personal training — the reverse of our findings in 2006.

Exhibit 14. Personal Trainer Hiring Rate - by Gender
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Note: There has been virtually no growth in the overall percentage of personal training clients in the survey
although the absolute number of clients has increased along with gym membership levels

Source: Survey of Deloitte staff conducted in October 2006 and September 2008 via an on-line questionnaire.

In two years, survey responses indicate that personal training clientele may be showing early signs of
mirroring client demographics in mature markets such as the USA. According to the IHRSA Personal
Trainer Usage Report, 68% of heavy personal trainer users are female, 59% of which are between the
ages of 35 to 54. Only 37% of male heavy personal training clients are over the age of 35. Currently,

it may be advisable for gym operators in China to look at the demographics of their members who use
personal training, and target their marketing efforts accordingly.




Caught In a Bind - Chinese Gym Operators

No Bargain

Based on our market research, value-added services suffer in the face of stiff competition. Rather
than differentiating their product, maintaining their service proposition to justify their price point, and
sustaining a marketing and advertising campaign, gyms too often focus on the one thing that will
devalue their brand, and may even lead to business failure, over the long-term: price.

Comparing average annual membership fees in the largest gym markets in the Asia Pacific Region,
China has the fourth-lowest average fees. This suggests that the Chinese fitness market is still extremely
price-sensitive.

Exhibit 15. Average Annual Membership Fees 2008
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Source: Deloitte Interviews & Analysis, The IHRSA Asia Pacific Market Report 2008

The disadvantages of lowering prices are:

e Revenues are reduced unless the business increases membership numbers or member purchases of value-
added services such as personal training to offset the price reduction

¢ Sales become the primary focus of the business, rather than improving service and retaining members
e Aggressive sales tactics can alienate potential members

e Current members who feel underserved may start to shop around for the best deal when their contracts
expire.

A very real issue for gyms is that while it may be easy to increase membership by lowering prices, active
members may increase only incrementally or remain relatively static. It is the active members that provide
the feedback to improve services, refine the product mix, and give referrals.

Aggressive price cuts also create a negative atmosphere among both potential new members and current
members alike. Potential new members will wait to join until a particular price promotion is reinstated, and
current members that paid a higher price may feel cheated and resentful. Such a climate does not breed
loyalty, and most likely current members will demand the promotion price in order to renew their contracts.
The effect is to lower overall real membership fees, and in order to maintain previous income levels, value-added
services must be sold aggressively in order to meet revenue targets. Everything revolves around sales, not customer
service, which alienates both potential new and current members. It becomes a vicious downward spiral, and a
number of gyms around the region have found themselves in this potentially lethal situation.

A product offering that provides members with what they want at a transparent price is most likely to
grow in the long-term. It is also far more cost-effective to retain members than to solicit them.
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