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Aboutukactive

About ukactive

ukactiveisthe UK's leading not-for-profit
body for physical activity with a mission to
improve the health of the nation through
getting more people, more active, more
often. We exist to serve anyone with arole
to play inachieving that goal.

We collaborate with over 4,000 members
and stakeholders across the UK, including
operators of fitness facilities of all sizes
aswellaslocal authority leisure centres,
leisure trusts, equipment suppliers,
charities, vocational trainers, sports
providers, lifestyle companies and outdoor

fitness providers. We facilitate bigimpact
partnerships across the public and private
sector, supporting partnersin delivering
their goals around physical activity.

[eukactive Research Instituteisa
supplier of research andinsight services
for the physical activity sector. [esd
servicesinclude evidencing the impact
of products, programmes or services,
generatinginsightsinto consumer
behaviourand understanding the
commercial performance of physical
activity-related businesses.

For more information visit
www.ukactive.com or contact us on:

T:020 74008600
E:info@ukactive.org.uk
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Foreword

TheRise of the Activity Sector

A perspective on growth and a bright future.

Nick Bishop

Managing Director, Morgan Stanley,
Head of Leisure, EMEA

Steven Ward

Executive Director, ukactive

romour highly differing vantage
F points, we have both seen the

physical activity landscape change
significantly over the past decade.
Alongside theriseinthe number of gym
operators, we have witnessed anincrease
inmarket diversity, with theintroduction
of low-cost gym operators and boutique
fitness studios providing consumers with
greater choice than ever before.

The most significant development
remains the expansion andincreasing
competitiveness of the low-cost gym
sector, clearly evidenced by The Gym
Group's strong IPO in November 2015,
valued at over £250 million. It hasbeen
announced that PureGym, the UK's
biggest gym operator, plans to do the
same. Sustained growth of the low-cost
sector, with challenger brands such as
Xercise4Less, seems toindicate that
further mergers and acquisitions could be
onthehorizon as companies continue to
compete for site space while trying to gain
thebenefits of scale. For some operators,
taking over established clubsis aroute to
expansion, especially given concerns over
high street planning regulations and the
difficulties of obtaining planning consent
for new-build sites. The campaigning work
of ukactive toreclaim and repurpose sites
onthehigh street may open new locations
for new concepts and formats, providing an
exciting opportunity for growth.

There are still opportunities at the premium
end of the spectrum to provide a high-end,
family, full-scale service such as

David Lloyd Leisure and Nuffield Health.
Virgin Active, by announcing the sale of 35
of its UK fitness clubs to Nuffield Health in
June 2016, indicatesitsintention to dojust
that, focusing onits premium ‘Collection’
and family clubs. Under their current
owners, both Virgin Active and David

Lloyd Leisure have benefited from major
investment programmes into their estates,
with a commensurate growthin earnings.
Backed by its ability to continually reinvest
itsearnings, Nuffield Healthremains a

driving force within the sector.
Itshealth-based proposition opens doors
for continued acquisitionintonew areas,
with the capital to support it.

Advancesintechnology provide the
sector with further growth potential,
from facilitating the development of
increasingly sophisticated and easy-to-
use equipment, programmes, merchandise
and services, to mobile applications,
wearable trackers and online booking
systems. New profitable business models
areemerging to drive activelifestyles
with little connection to facility operators,
creating a driving dynamic for innovation.

Businesses today must respond to
changing consumer habits. Flexible,
low-cost gym memberships serviced
almost entirely online give consumers

the freedom to exercise and have time
and disposableincome tospendona
variety of additionalleisure pursuits or
secondary spend opportunities such as
personal training or boutique classes.
Conversely, the more expensive, high-end
experience satisfies consumers' demand
for amore all-encompassing health

and wellbeing service. Meanwhile, the
increasing popularity of outdoor exercise
seesinitiatives such as Parkrun and British
Military Fitness provide consumers with a
wide choice of ways to get fit and active.

The sustainedrisein thenumber of gym
memberships year on year!indicates
that consumer interestin the sector
remains strong. The sector has grownits
penetration of the UK adult population
holding a fitness membership every
year since 2008, despite predictions of
difficultiesresulting from the recession.
This proves the sector isresilient and
increasingly ingrained as a positive habit
inthelives of UK consumers. We believe
that this, together with the numerous
investments madein the sector both
globally and nationally, alongside the
growing evidence of the benefit activity
hasto health, should give confidence to
thoseinvestingin the sector.

Foreword

New profitable
business models are
emerging to drive
active lifestyles
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Executive
summary

Thisreport identifies the financial
contribution of the physical activity
sector to the UK's economy.

TheRise of the Activity Sector

£6.6bn

estimated 2015 fitness
sector valuation

£7.7bn

estimated 2016 fitness
sector forecast

hehealth and fitness sector is part
of the wider physical activity sector.
Thisreportidentifies and examines

the financial contribution of both to the
UK's economy.

Supported by Mazars, aleading
international advisory and accountancy
organisation specialising in valuations,
and sponsorship experts Nielsen Sports,
we have valued the UK's private and public
health and fitness sector higher than
previous valuations* at an estimated £6.6
billionin 2015, and we have forecast

a valuation of £7.7 billion for 2016**,

Thisis theresult of continued membership
growth, especially in thelow-cost

sector, and increasing investment
enabling expansion. The number of major
transactionsin the physical activity
sectorinthe past year indicates that
investors believe the sector has strong
growth prospects, whichisreinforced by
PureGym'srecently,announced plans to
float onthe London Stock Exchange?.

The physical activity sector is vast. It spans
abroadrange of diverse organisations
with aroletoplayin achieving ukactive's
mission of improving the health of the
nation by getting more people, more active,
more often. This breadth and diversity
means thatitisnot currently possible to
provide an accurate financial valuation of
the entire physical activity sector, which
spans from companies such as Apple,
which now plays a major role through the
provision of wearable technology, through
tonational charities such as Macmillan,
which provides physical activity services
for cancer patients. Never hastherebeen

amorediverserange of organisations that
count getting the nation moving as one of
their core objectives.

However, with their hundreds of millions of
customer visits per year, the bedrock of the
success of the physical activity movement
remains thehealth club and leisure centre
operators. The valuation cited in thisreport
isbased solely on private and public health
and fitness operators. A private operator is
acommercially owned health and fitness
site thatis available to the public on an
annual, monthly or "pay-as-you-go"
membership. Public sector-led facilities
are delivered either by local authorities

or are outsourced by local authorities to
trusts, social enterprises, not-for-profits,
commercial entities and charities, which
redistribute their profits for the benefit of
the community. Though the estimated £6.6
billion valuationin 2015 and £7.7 billion 2016
valuation forecast of the fitness sector is
greater than previous calculations to date,
we believe the total value of the entire
sector is significantly greater and therefore
its potential substantially underestimated.

Growthinthe sector hasbeendriven by
avariety of factors. Greater flexibility

in payment options, such as short-term
andno-contract models, has widened
the appeal of gym memberships by
reducing the cost barrier and meeting
theneeds of time-pressured consumers.
Productinnovation and technology
development across the sector, such as the
development of fitness apps and trackers,
have enhanced the consumer fitness
experience, potentially leading to
areductionin churn.

" Greater flexibility in
payment options, such
as short-term and
no-contract models, has
widened the appeal of gym
memberships by reducing
the cost barrier and
meeting the needs of time-
pressured consumers.”

The sector's growth in value and volume
hasbeen supported by the elevated
importance of physical activity and health
in society. Strong media coverage and
public sector campaigns, such as Public
Health England's "Change4Life" and
SportEngland's "This Girl Can", have made
consumers more aware than ever of the
negative health and wellbeing impacts

of aninactivelifestyle and the benefits of
moving more. They have also shown the
stepsone can take to get more active, be it

byjoining thelocal gym, entering a national

mass participationrunning event, cycling
towork or taking the dog for awalkin the
park. Thisdrive hasbeen supported by the
Academy of Medical Royal Colleges, which
hailed the benefits of physical activity as
a"miracle cure" for thelifestyle-related

diseases which threaten the sustainability

of the NHS. As aresult, the Royal College of

General Practitioners has made physical
activity one of its top prioritiesas an
institution. Fitnessis nolonger a matter of
leisure;itis centralto health, stimulating
itsvalue to society asaresult.

Societaltrends have brought active
lifestyles more prominence, with social
media platforms such asInstagram,
Facebook and Twitter bringing greater
connection between those passionate
about fitness and the wider general public.
Thishasinfluenced a younger generation
of consumers to emerge more health-
conscious than their predecessors,
creating ampleroom for growthin the
sector. Social media trends promoting
"strong not skinny'" and the evolution

of workout clothing from functional to
fashionable have also contributed to the
growth of the fitness sector consumer base
and the desirability of the category.

Thisreport highlights15 case studies from
organisations which have contributed
greatly to therevived growth of the
physical activity sector. They represent a
coming of age of the sector asit emerges
fromitsinitial entrepreneurial rootsinto
awell-structured, professional sector
ready toride the waves of major societal
trends towards further growth. The case
studiesinclude private gym operators,
franchisors, the actions of public bodies,
and public providers of leisure and fithess
activities. These examplesillustrate the
investment and growth opportunities for
the sector and mark anew era of sustained
value for investors. The successful

return of the sector to public markets

and market activity in 2016 means that

legacy operators and arrangements have
finally been dealt with, creating a bright
futurein which investment opportunities
abound. Thisis particularly evident in

the supporting infrastructure base of
suppliers driving much of theinnovationin
the sector. We feature in thisreport newly
emerging models commercialising the fun
of fitness and companies blazing a trail of
international expansion from the UK.

The case studiesrepresent the tip of the
iceberg of opportunity that canbe found
within the ukactive network.

ukactive'smissionistoimprove the health
of the nation by getting more people, more
active, more often. A strong, vibrant and
successful sector, with the backing of the
investment community, is essential to
achieving thisaim.

Wehope you find thisreport informative
and we are hereif youwish tojoinusin
our mission of creating the best possible
conditions for growth.

This does not refer to previous calculations
made by ukactive but to those done by other
organisations such as The Leisure Database
Company, who produce a yearly report on the
state of the UK fitness industry.

This estimated 2016 forecast is based on an uplift
in the valuation multiple that takes into account
improved investor sentiment towards the sector
and its prospects.
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Introduction

The physical activity sector is open
for business — and more of it.

hephysical activity sector is open for
T business —and more of it. Anyone with

aninterestinthehealth of thenation
stands tobenefit asaresult. For that reason,

the physical activity sector is a priority
sector for the wider health of UK Plc.

The physical activity sectorlooks very
different fromhow it did 10 years ago. Over
the past decade thenumber of both public
and private gymsin the UK hasrisenalong
with the number of members toreach14.3%
penetration® —indicating plenty of room
for further growth. Last year six of the 19
mergers and acquisitions taking placein
the health and fitness market across Europe
involved a British business, reflecting the
UK's position as thelargest fitness market
inEurope?.

Lowering average membership fees has
facilitated growthin thelow-cost market,
attracting new customersto the fitness
market while squeezing mid-market
operators for their existing members.
"Pay-as-gym' androlling contracts provide
customers with a flexible offering and value
for money - fuelling the growth of leading
budget operators such as The Gym Group,
PureGym, Xercise4Less and énergie's
Fit4Lessbrand.Itis clear that customers
remain confident in the products and
services provided, as thenumber of gym
members continues to climb year by year.
Deloitte'srecentreport, Passion for leisure,
noteshow consumers arenow spending
more of their disposableincome on ‘non-
essential”items such as going to the gymb?,
with low-cost membershipsbeing an
attractive option tonew entrantsinto the
health and fitness market.

However, the 6,435 gyms (which span the
private, public and third sectors of the
industry) providing services to 9.2 million
members® are only part of thelandscape.
Equipment suppliers, outdoor activity
providers, mass participation events,
children's activity providers, vocational
training providers, health and fitness
technology and activity merchandise
suppliers, activity holiday providers,
sporting delivery providers (including
volunteer-led community activity),
Corporate Social Responsibility (CSR)
programmes and sponsorship, workplace
health solutions, and activity andlifestyle
providersall contribute significantly to
theimpact the sector ishaving on the
health of the nation. Theboomin boutique
fitness studios has alsobeen an exciting
development for the sector over the past
few years, with exampleslike Boom Cycle,
Heartcore Fitness and Barry's Bootcamp
generating aloyal following’. The appeal
of boutique studiosis their intimate,
customer-focused service, which has
ignited aresurgence of customer passion
across the entire sector.

Asmentioned earlier in thisreport, though
the estimated 2015 valuation of £6.6 billion
and the £7.7 billion 2016 valuation forecast
of the private and public health and fitness
sectoris greater than previous calculations
todate, webelieve the total financial value
of the entire physical activity sectoris
significantly greater, and thereforeitis
potentially substantially underestimated.

The sector has continued to grow every year,

and despite Brexit creating uncertainty
for allmarkets, we are optimistic that the

industry will continue to grow substantially.
We hope that organisationsin thebroader
physical activity sector see theincreasing
benefitin providing in-depth access to their
performance and growth projectionsin the
future so asto showcase the true value of
thisbroadening sector.

Servicing ahealthneed

Thephysical activity sector isresponding
toandservicing amajor national health
need. The success of this sector is anational
priority due to theimpact that it canhave
onbroader society. The total cost to the UK
economy of physicalinactivityis predicted
tobe around £20 billion annually, with
37,000 deaths occurring as aresult of
peoplebeing inactive®. With the benefits of
regular physical activity being heralded by
members of the NHS and the Academy of
Medical Royal Colleges as a “miracle cure',
activityisnow firmly recognised as key to
establishing and maintaining good physical
and mental health and wellbeing.

Moreover, itis predicted that onein four
people (25%) will be aged 65+ by 2050%.
Thismeansthe already substantial burden
onhealth servicesislikely to grow.
Massinactivity and therise of lifestyle-
related disease willincrease the burden
further Physical activity isamandatory
inclusionin any strategy tomanage the
risk of fallsand fracturesin older adults
and for the maintenance of anindependent,
happy later life. With links emerging to
dementia and already established toa
range of conditions such as arthritis, an
ageing society amplifies the fundamental
need for a thriving physical activity sector.

+ Introduction

Therising prevalence of inactivity-related
health problemsis associated with both
direct andindirect costs to the economy.
In 2012 Sport England estimated the direct
cost of physicalinactivity to the NHS
across the UK to be £1.06 billion'2. Aspeople
continuetolivelonger andretirelater,and
asthe cost of health careincreases, people
willnot only have a clear incentive tolook
after themselvesinthe future, they will
find they havelittle choice but to do so.
Healthinsurers, as well as the NHS, will
increasingly rely on the physical activity
sector tomake their client claim books
affordablein thelong term.

Government strategyisaligned to the
strategic direction of the sector and

the massneeds of the UK public.

The UK Government'snew sport strategy,
Sporting Future: Towards an Active Nation,
moves away from anarrow focus of solely
encouraging people to participatein sport
and towards encouraging inactive people to
become more active and healthyin a variety
of ways compatible with the demands

on their time. Moreover, the government
iskeentoget active those groupsit has
identified asunder-represented and harder
toreach, suchaswomen and girls, the
disabled, the elderly and those from a
lower socio-economic group*s,

This strategy highlights the considerable
scope for growthin the sector and ties the
governmentinto a series of KPIs which
resonate with the sector’s core objectives.
Thisincludesreducing the number of
facilities with underutilised spare capacity,
growing the economic value of the sector
andreaching a broader audience withits

services. Over the next five years, £1 billion
of fundingis allocated to support this and
create amore active climate in which this
sector canthrive. The government has
committed with this strategy to supporting
the development of this market for many
yearsto come by stimulating demand from
current non-category users.

The prominence of workplace health and
wellbeing programmes and their increasing
priority on the corporate agenda further
highlight the desire for UK organisations
toimprove the health and wellbeing of the
nation. The Office for National Statistics
reported thatin 2013, 30.6 million days
werelost to the UK labour market due
tomusculoskeletal problems alone!,
Employers arebecoming more aware that
physical activity improves the productivity
and health of their workforce, and
employees are becoming more concerned
about their health. The Global Benefit
Attitudes Survey 2015/16 reported health
asatop priority for employees. Thereisalso
agrowing body of evidence indicating the
healthrisksfaced by aninactive employee.
Findings from The Lancet’s second Series
onphysical activity show thatincreased
sitting time, commonin societies where
people are predominately sitting at work
or when travelling,islinked to anincrease
in all-cause mortality, and that businesses
should try and find more ways to get their
employeesmore active.

A growing campaign by ukactiveis
highlighting and comparing past and
present behaviour; once it would not have
beenuncommon to see packets of cigarettes
sharedin team meetings or smoking at
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desks. Yetinactive, sedentary offices and
their associated environments now create
the samelevel of risk to our health and
wellbeing. Future generations willnote
significant differencesin their workplaces
tothose weinhabit today. Some businesses
do offer incentives, such as subsidised or
corporate gym memberships or “walking
meetings”, to encourage employees to move
daily. However, companies are increasingly
looking to get creative with their health and
wellbeing initiatives, thereby presenting
operators, suppliers and new market
entrants with an opportunity to capitalise
onthe growing interest in workplace health
and wellbeing. There will be a time when an
inactive officeis seen in the same context
as smoking at desks. This change in culture
will serve as a further stimulus for the
growth of the sector.

Innovation and technology

More than ever, organisations are using
data-driven solutions and discovery-
drivenresearch to stay competitive and
become moreingrainedinthe dailylives
of their customers. Digital technology
enablesbusinessesto access datafrom
activity programmes and service users,
providing clear consumer segmentation
and anindication of their health and fitness
needs. Big data and advanced analytics
enable companies to make informed

and quick decisionsin their day-to-

day business. With the introduction of
advanced machinelearning techniques,
thisinformation can be used to stimulate
innovative products and services. Health
and fitness operators sit on goldmines

of datahighlighting trends in human
behaviour, some of which stretches back
decades. Historically thisinsight has been
anunderutilised asset within the sector,
butitisnow being mined successfully

by the most enlightened operators.
Withinvestment and the introduction

of new skill sets to the sector, this data
isbeing unlocked to drive innovation.
Technological developments have
transformed the customer experience
through easy-to to-use online booking and
registration platforms and free mobile web
apps. By utilising the ubiquity of mobile
phones and theinternet, organisations
have the opportunity tointeract with
consumers throughout the day like

never before, creating a physical and
mental health and wellbeing service that
extendsbeyond gym walls. Some expert
commentators predict that, muchlike with
the taximarket, itis only amatter of time
before an Uber comes and shakes things
up for the existing players in the market,
stimulating demand in the process.

TheRise of the Activity Sector

Thehealth and fitness sector is at the heart
of the digitalrevolution sweeping the
globe. Wearable tech and applications have
provided customers with the opportunity
tomonitor their fitness over time,
providing insight and inspiring them to
challenge themselves and others.

Therise of the “quantified self''® who plays
anactiverolein managing their lifestyle
hasmadeit difficult to find a technology
brand that hasnotlaunched a wearable
device — Apple, Samsung, Sony, Philips

and Microsoft all supply activity trackers.
Google have made physical activity a
central tenet of its brand-led marketing.
New technology-led innovations are
creating the chance for members to
understand their current ability, DNA
composition, current bio markers and risk
profile, and tailor exercise programmes
tomanage them. Online streaming,
augmentedreality (AR) and virtualreality
(VR) willbring an acceleration of enhanced
consumer experience across the market.
Thenext generation health club thatis able
toharnessthe aboveinto apersonalised,
technology-led and evidence-based
serviceisjustaround the corner.

The provision of VR and "immersive
fitness" experiences holds much
promise and canbe especially important
for boutique studios whose success
dependsin part on providing a unique
and exciting fitness experience to attract
andretain customers.

Disruptionis alsolikely to come from
outside the sector. The embryonic
emergence of AR saw the physical activity
sector expand to The Pokémon Company
through the craze that swept the globein
summer 2016. This technology-led game
attracted anew consumer segment to
building activity into their lives, arguably
temporarily but certainly profitably. It
delivered healthyreturnsforitsinvestors,
havingreportedly generated S250 million
inrevenuesin thefirst five weeks after
itslaunchin July 2016, according to an
international survey carried out by
YouGov*®. Whilst longevity mayremain a
problem, it has created anew category of
service which may see further variations
on the themeinthe future (rumours
abound of a Harry Potter-themed version)
and aprogrammatic cycle akin to the
release cycle of blockbuster films.

Partnerships

A vastmultitude of partnershold a
symbiotic self-interestin getting
thenationmoving and, asaresult, a
commitment to collaboration. The NHS's
decisionto provide personal trainers and

exercise classes to hundreds of thousands
of overweight people as a preventative
and combative solution to diabetes?
indicates openness to cross-sector
partnerships. Public and private sector
partnerships enable organisations to
deliver successfully onlocal, national and
international needs of consumersin terms
of health, physical activity and sport.

Asbrands continue to think about the
futurelandscapein which they willbe
operating, there are plenty of opportunities
for organisationsin the sector to develop
partnerships that engage consumers,
employees and communities. We have seen
thisintherise and popularity of Corporate
Social Responsibility programmes.

Partnerships between mass participant
event companies and operators and
suppliers are becoming more common.
Examplesinclude PureGym partnering
with The Great Run Company, Nuffield
Health with Human Race, and Technogym
becoming the official partner of the10th
Bloomberg Square Mile Relay in London
inJuly 2016.In each instance, these
partnerships provide both companies with
ameans to expand theirreach to

new demographics.

Verticalintegration has also begun

inthe sector as businesses seek to
expand their capabilities and consumer
offerings. Life Fitness, owned by US

listed giant Brunswick, have continued
their march towards being a S2 billion
company through aggressive growth and
acquisitions across the activelifestyle
sector, bringing more diversity to their
productrange. Technogym's acquisition
of amajority stake in the global, digital
membership engagement software
business Exerpin April2016is a clear
example of this, asis Les Mills's investment
inonline, at-home exercise class platform
LESMILLS On Demand. LESMILLS On
Demand takes the brandinto the homes
of itsloyal customers, allowing them to
access their workouts anywhere, anytime,
on almost any device and delivered by the
bestinstructorsin the world.

By continuing toinvest inimproving the
customer experience through technology
andresearch, listening to customers’
health and fitness wants and needs, and by
building successful partnerships across
and outside the sector, the physical activity
sector willmaintainits growth momentum.

Introduction

The health and
fitness sector is

at the heart of the
digital revolution
sweeping the globe

C
O
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Global fitness
markets

Though the focus of thisreportis on the
investment opportunities and market
activityinthe UK, the surgein activity
inthehealth and fithess market over

the past few years hasbeen global, with
many businesses directing their attention
towards expanding their reach both at
home and internationally.

The European health and fitness sector
continues toremain strong, with 19 mergers
and acquisitions (M&A) taking place in 2015,
matching the previous year's performance
and up fromninein 2013, according to
Europe Active & Deloitte's European Health
and Fitness Market Report 2016. This is
aclear sign that the sector remainsan
attractive environment to investors.

Alongside M&A, businesses are also
considering other options for expansion,
such as crowdfunding, capitalinvestment,
private equity and IPOs. Dutch fitness
operator Basic-Fit, which owns 368 clubs
servicing over 1 million membersinfive
countries across Europe, took a significant
step forward in the company's plans for
expansion whenit floated on the Euronext
Amsterdam on 10 June 2016 by raising gross
proceeds of €400 million to pay off debt

and fund potential future acquisitions?®.
Inthe US, Planet Fitness, one of the largest
US franchisors and health and fitness
centre operators, has continued to thrive
followingitsflotation on1l August 2015

at S16 per share. At the time of itsIPO the
businesshad 7.1 millionmembers;ayear on
and Planet Fitnessis serving animpressive
8.6 million members, with totalrevenue

for the second quarter 2016 reaching S91.5
million, a15.9% increase on the previous
year's performance'. These stories further

evidence the sustained investor interest in
thelow-cost gym sector. Moreover, it is not
just gym operators successfully floating;
Fitbit, therenowned activity tracker
producer, took the plunge on 18 June 2015.
At the time of the IPO Fitbhit wasreportedly
worth S4.1billion. Following the IPOits
value doubled, with shares of the wearable
provider up 20% just four days after

going public®.

Companiesin the sector are alsolooking

to penetrate underdeveloped markets,
capitalising on thelong-term growth
opportunitiesin areas where penetration
ratesare currently low. Virgin Activeis
currently focusing its attention on growing
itsportfolioin South East Asia, with the
company reportedly investing up to £115
million in Thailand alone?. With average
penetrationratesin the Asia-Pacificregion
beingreported at just 3.8%2?? in 2015, thereis
certainly plenty of opportunity, and room,
for businessto flourish.In a similar vein,
the penetrationratesacrossthe European
market, though often greater than those in
theFar East, are stillrelatively low, ranging
from1.9% in Russia to19.4% in Norway?,
showing thereisalso further room for
expansion across the European market.

Theinternational contextis useful for
predicting further growth in the UK. When
analysing the penetrationrates of fitness
membershipsininternational markets,
thereisaclear correlation between how
active a societyis generally and the
penetrationratesinfitness. Achieving the
broader mission of more people, more active,
more oftenis good for society and good

for business.

Global fitness markets

The surgein
activity in the
health and fitness
market over the
past few years has
been global




UK market
activity timeline-

2015

12 January
Xercise4Lless
secures a total of
£31millionin
funding as the
operator aims to
reach 100 sites by
the end of 2016.

16 April

Virgin Active
issold to South
Africaninvestment

firm Brait for
£682 million.

29 May
PureGym acquires
43 LA Fitness clubs
for an estimated
£80 million.

3June

GLL securesthe
management
contract for

six leisure sites
onbehalf of Bath
& North East
Somerset Council.

26 June
Nuffield Health
publishes Annual
Reportand
Accounts 2014,
reporting earnings
reaching £81 million
(EBITDA excluding
exceptionalitems).

3 August
Phoenix Equity
Partners announces
intention to float
The Gym Group on
the London Stock
Exchange.

TheRise of the Activity Sector

4 November

DW Sport purchases
seven LA Fitness
sites from PureGym.

5November
PureGymisreported
tobe spending

£20 million on
renovating the 43
LAFitnesssitesit
purchased earlier in
the year.

9 November

The Gym Group
completed itsIPO on
the London Stock
Exchange witha
valuation of around
£250 million.

24 November
Anytime Fitness
opens 3,000th site
inthe UK town

of Stroud.

3December
PureGym
announces
partnership with
The Great Run
Company, aleading
provider of mass
participation
running eventsin
the UK.

3 December
PureGymranks
9th on Sunday
Times Virgin Fast
Track 100, while
Xercise4Less
places17th.

2016

11 January
David Lloyd Leisure
isbelieved to have
agreedthe saleand
leaseback of 44 of
its clubs to M&G
Investments for
£350 million.

21 January
PureGymlaunches
anindoor cycling
studio 'PureRide'in
collaboration with
Olympic cyclist
Chris Hoy.

22 February
OxygenFreejumping
secures £8 million
alongsidea

£2 million equity
investment from
Beechbrook Capital,
a specialist provider
of debt and equity
capitaltosmall

and medium-sized
businessin Northern
and Western Europe.

24 February
Xercise4Lless
secures £70 million
funding from
Business Growth
Fund (BGF).

15March
The Gym Group
publishesits
Annual Report

2015, showing
revenues up by 32%
to £60 million and
membership figures
rising to 376,000
members.

Virgin
Activelaunch
DiscoveryLab

13 April
Bannantyneis
rumoured to be
planning an expected
£300millionIPO
onLondon's
Alternative
Investment

Market (AIM).

15 April
PureGymreportsa
revenueincrease
of 82%, reaching
£125 millionas a
result of strong growth
andin anticipation of
the company's
expectedIPO.

22 April

Snap Fitness
confirmsithas
signed a deal with
MSG Life to develop
30 UK clubs.

4 May

Bannatyne Group
announcesits profits
have doubled and
thatitisplanning
toopenl6new
Bannatyne Spas.

6 May

GLL makes £1.2
million funding
available for Olympic
athletes throughits
Sport Foundation.

14 June
PureGym
announces
partnership with
Dutch Telematics
business TomTom.

16 June

énergie closes
crowdfunding
campaign, having
raised £629,300
from 283 investors.

21June
Silverfleet
Capitalbacksthe
Lifetime Training's
management
takeover of the
company.

22 June
UK-based business
Virgin Active
announces plansto
invest £150 million
in expanding its
portfolio across
South East Asia.

UK market activity timeline

Anytime
Fitness open
3,000th site

1July

Anytime Fitness
ranks number one
on Entrepreneur
magazine's annual
Top Global
Franchiselist.

6 July

Group training
exercise programme
provider Les

Mills announces
partnership with
global technology
company Polar.

9 July
Water Babies
Directors Steve
Franks and Paul
Thompsonsigna
£2 million contract
with Shenzhen L.M.
Global Education

& Technology to
expand the brands
reach eastinto the
Chinese Market.

14 July

David Lloyd
Leisure announces
partnership with
Reebok Spartan
Race UK, offering a
freel4-day trial for
Spartan Race UK
contestants at their
local club.

1 August

Nuffield Health
acquires 35 Virgin
Active Clubs for
anestimated £80
million, expanding
its portfolio of fitness
and wellbeing gyms

from77to112.

5 August

GLL finalises merger

with North Country

Leisure (NCL),

increasing the

number of sites GLL 14 September

operatesto over 250. PureGymannounces
planstofloat on
the London Stock
Exchangein October
2016, raising an
estimated
£190 million.

O

30 September
UK operator DW
Sports completes
its acquisition of 62
FitnessFirst clubs.

31 August

The Gym Group
releasesits pre-tax
profit and a maiden
dividend, reporting
revenuesrising
25.1% to £36.1 million
inthe first six
months of the year.

PureGymreport
revenues of

£125m
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Valuation of the UK private and
public health and fitness sector

ukactive partnered with Mazars, aleading international advisory and accountancy organisation specialising in
valuations, and sponsorship experts Nielsen Sportsin 2015 to calculate a 2015 valuation of the health and fitness sector.

In 2016, Mazars suggested a set of valuation parameters, which were used by ukactive to estimate a 2016 total financial
valuation forecast. Following the results of the EUreferendum on 23 June 2016 there has been considerable economic
and market uncertainty. It remains unclear what the impact the Brexit result will have on valuation parameters of
businessesin general and in the sector in particular. Therefore, no specific adjustments were made to Mazars' valuation
parametersasaresult of the vote.

Nielsen Sports supported ukactivein creating an estimated 2016 forecast for sponsorship value using increased annual
growthratesfor the private and public sector to project the 2015 valuation to an estimated 2016 figure.

These processes are described in further detail in the methodology section of thisreport.

The project produced a total estimated
valuation figure of £6.6bn for 2015 and
an estimated forecast of £7.7bn for 2016.

TOTAL ESTIMATED
VALUATION FIGURE

7.7bn

N
S
'—l
o
L
°
I

SPORT ENGLAND'S
ECONOMIC VALUE OF SPORT:
HEALTH CONTRIBUTION

In 2013, Sport England examined the economic value of the sport and
physical activity sector in England. It valued the health contribution at
£11.2bn per annum. To generate this figureresearch was undertaken to
value the healthcare costs saved and the total economic value?,

Valuation of the UK private and public health and fitness sector

FINANCE VALUATION

2016 forecast:

£7.5bn

Total revenue based
valuation 2015:

£6.4bn

£3.7bn private

(£2.2bn multi-site clubs £4.4bn private
and £1.5bn single site)

£2.7bn public

(E1.4bn from Trusts, £323m £3.1bn public

from Councils and £988m from
Management Contractors)

PUBLIC: Local authorities provide communities with access to
with the opportunity to participate in physical activity and sport sport and physical activity programmes, in part through funding
programmes with little or no public funding. the provision of leisure centres, pools and gyms in their area?.
Much of this provisionisincreasingly run without subsidy from
the state, although significant proportions of the sector are still
operated with public support to underwrite provision to certain
priority, under-represented groups or to support centres deemed
torequire subsidy to operate effectively.

PRIVATE: The private sector provides millions of consumers

Total brand sponsorship-based
valuation 2015

£152.6m

|:| £100.3m private

(independents and multi-site clubs)

BRAND SPONSORSHIP
VALUATION

Brand sponsorship value is the sponsorship
value that canbe derived from available
assets that have the potential to be
branded. At the most granular levelitis
how much value a company could generate
by selling tangible assets, such as branding
their facilities, membership, classes etc. to
a Sponsor.

[l £52.3mpublic
(from Trusts, Councils and
Management Contractors)

Itis not to be confused with brand value
(equity) that recognises brand reputation
and association as anintangible asset.

£157.5m

[l c£l03.4mprivate

The sector has yet torealiseits true value
and potential by way of its sponsorship
value. It entertains millions of customer
visits per week, with immense consumer
reach. Thisunderutilised asset isreflected
inthe contained valuation provided to it
butis expected to grow significantly with
greater commercial exploitationin the
years ahead.

|:| £54.1m public

17



TheRise of the Activity Sector Whatisdriving the growthin value?

What is driving the
growth in value? —

G

medigital
acquisition
of customers
providing an
inexpensive and

more effective
model to drive

Economic value and growth is being driven by
more thanrising revenues. Growthin value s
also being driven by:

: membership.
romonetise the base
beyond subscriptions, such as new :
product and concept development, - g
personal training, branded clothing, O
and digital services. k /
New pricing models :
including rolling Contracts’ product % NeW Consumers ....................................................................................................................................................................................................................................................
bundling and elastic pricing. : such as older females and over
65s, entering the market.
Better industry approach to Further
segmentation and segmentation val
customer lnSIght in the market with clear consumer alue ,
utilising Customer Relationship propositions, ranging from extreme engineering
Management (CRM) systems and data low-cost, to budget, through to leading to better
toincrease motivation and create active mid-market and premium, club facilities for
habits, thereby extending tenure and spread across the public, private less capital.
customer lifetime value. and third sector. . .
: Social media and

platform innovation

bringing new consumers
into the market.

@oN)e)

QoD
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Defining the physical
activity sector

Opportunities beyond health and fitness.

Private and public health and fitness operators form part of the
wider physical activity sector, which is comprised of a variety
of different organisations, all contributing to the health and
wellbeing of the nation.

Y PRIVATE SECTOR FACILITY OPERATORS (gyms and leisure facilities)

Y PUBLIC SECTOR FACILITY OPERATORS (gyms and leisure facilities)

» VOCATIONAL TRAINERS (skills and qualifications)

» SPORTING DELIVERY (including volunteer-led community sport provision)

Y EXERCISE EQUIPMENT SUPPLIERS

» ACTIVE HOLIDAYS

» ACTIVE TECHNOLOGY (such as wearable fitness trackers and fitness apps)

Y LIFESTYLE PROVIDERS

Y WORKPLACE HEALTH AND WELLBEING

» ACTIVITY MERCHANDISE (such as branded clothing, water bottles and towels)

» CHILDREN'S ACTIVITY PROVIDERS (in and outside of schools)

Y FITNESS STUDIOS

Y MASS PARTICIPATION EVENTS

Y» OUTDOOR ACTIVITY PROVIDERS

Y CORPORATE SOCIAL RESPONSIBILITY-FUNDED PROGRAMMES

Casestudies

Case studies

The following case studies show the variety of growth
and investment opportunities available for the physical activity
sector. They include success stories from public and private
gym operators, fitness equipment suppliers and franchisors.
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Alliance
Leisure

TheRise of the Activity Sector

Case study

s

allianceleisure

lliance Leisure's services are
Aspeciﬁcally designed to meet the

changingneeds of the public sector,
education and Leisure Trust market via
two key divisions: Facility Development
and Client Support. The company's Facility
Development division helps design,
build and fund innovative, relevant and
sustainable facilities that drive community
engagement, increase participationina
changing physical activity environment
anddrive income to create sustainable
outcomes. Meanwhile, its Client Support
division offers the complete sales,
marketing andretention solution to
empower Local Authority and Leisure
Trust staff toincreaselevels of income and
improve customer service to their
end consumers.

Sinceit wasstartedin1998 the company
has developed over 100 projects and
invested over £100 millioninto leisure
facility development. The Alliance mission
isto continually challenge the sector
intolooking at its facilities differently,
unlocking space that canbe developed
intonew, innovative, activity areas that
deliver on community engagement, and
increasing income.

Alliance hasrecognised for anumber of
years that developing fitness facilities that
cater for just14.3% of the UK population
isnot enough, particularly with the
emergence of the low-cost gym facilities.
With the growing health, wellbeing and
social objectives that the public sector

hasto provide for, Alliance'srecent
developments have focused on providing
leisure operators with a wider range of
leisure activities that are attractive to
theirlocal community and still provide
acommercialreturn.

Theindoor skate parks Alliance has
developed attract 5-20-year-olds that
previously would have beenrestricted
tooutdoor skate parks and the barriers

of the British weather. Howe Bridge
Leisure Centre generated over 2,000 visits
(including over 800 skate park users) to its
new family adventure zone in under

four weeks.

The Summit at Selby, a £5.3 million leisure
development that boasts first-class
facilities, including an aerial trek, indoor
skiing, adventure climbing wall, indoor
skate park, huge soft play area, new café
and an eight-lane bowling alley, hasbeen
developed toincrease participation while
bringing health benefits to community
groups who previously would not have
considered using their local municipal
leisure centre. Similarly, VerTigo indoor
family climbing centres attract families
that may not otherwise be engagedin the
traditional swimming, badminton and
squash offering. Harlow Leisurezone's
VertiGO climbing facility now attracts
over 500 visitors per week during school
holidays. Meanwhile, a new toning suite at
Burnley Leisure gained 160 new members,
with 65% of customers over 56 years old
and who previously would not have used

£100m

invested into over
100 leisure facility
developments

theleisure facilities, growing the
market asaresult.

Allianceis also supporting leisure
operators with sales, marketing and
customer retention interventions and
training. The main delivery mechanism
for this supportisthrough zero-risk,
income-share partnerships which only
trigger payment to Alliance when pre-
agreed targets are surpassed. The success
of this support mechanismisillustrated
by anew contract with Leeds City Council
where a20%+increasein year-on-year
membership saleshasbeen achieved
through staff training and effective
marketing campaigns.

Future ambitions

With a strong focus on physical activity
and the direct health benefits this brings,
Alliance Leisure will be working with
numerous local authorities to enable the
costs of providing leisure and physical
activity tobereduced as the protection

of their non-statutory serviceis put at
greaterrisk. Introducing new activity

and play concepts willremain one of

the company's objectives, with plenty

of innovative developments to come.
Thisis supported through Alliance's
income-share partnershipsin which their
client support team ensures business
plantargets are met;income, health

and participationlevelsincreasein the
local community; and employees see an
investment in their development through
training and coaching.

Anytime
Fitness

Case studies

Case study

Get to a healthier place:

nytime Fitness was founded in
A2002 in Minneapolis, USA, andis

now the world'slargest health club
network with over 3,200 clubs openin 23
countries and growing. Over 2.5 million
members choose Anytime Fitness with a
new member joining every three minutes.
The convenience and affordability of its
product, for both franchise owners and
members, is just one of the many features
which allow its business to thrive.
The company offers a business model
for franchiseinvestors that allows for a
great work/life balance while providing
their communities with a convenient and
affordable, 24-hour health club.

Sinceits first opening in the UK, in October
2010, Anytime Fitness has seenits club
network steadily increase, and it now has
100 clubs trading across the UK and Ireland.
Inthepastl2months the company has
opened 50 new clubs, withits franchisees
investing £0.5 million of total capital per
club, for a total of £25 million investment
into the franchise systemin this period.
Its clubs employ around four members of
staff per club, creating over 200 new jobs,
and over 400 since launch*.

Therapid growth of Anytime Fitness
hasattracted over 170 UK franchisees to
investinits business model. The company
attractsinvestors and owner-managers
who have apassion for fitness and who
generally come from outside the fitness
industry, bringing new talentsinto the
sector asaresult.Itsfranchisees see the

entrepreneurial opportunity as

well as the chance to supportlocal
communitiesin "Getting to a Healthier
Place" These externalinvestors bring
with them a vast array of beneficial
experiences from outside the sector,
and this experience, coupled with the
business's franchise model, makes for a
hugely successful partnership.

Anytime Fitness's finance partners,
NatWest and HSBC, have significantly
influenced and supported its UK

growth and have developed a thorough
understanding of the business model
and the needs of individual franchisees.
NatWest has been working with the
business since 2010 and is providing over
£2 million of finance to franchisees. Its
second finance partner, HSBC, has also
been working with Anytime Fitness
frominception and has already lent

over £10 million to around 60 franchisees,
with a similar value forecastin the very
near future.

From amember engagement perspective,
Anytime Fitness hasbeenrunningits
#MyAnytimeStoryUK project.

This campaignis designed to capture
member testimonials and build on
Anytime's community ethos. Members
canpost their transformational stories
and directly engage with one another
onits microsite, supporting and praising
each other's achievements. Sincelaunch
in summer 2016, over 24,000 users have
visited the site and 50 individual stories

3,200

clubs openin
23 countries

havebeen created, in addition to hundreds
of member interactions, including
comments and social shares.

Future ambitions

The company has plans for another

400 locationsin the next five years,
requiring £160 million of investment funds.
Itsfranchisees will provide approximately
30% of this capitaland 20% will be sourced
through asset finance, leaving the balance
of £80 million for the banks or other
investors to finance. From these numbers,
itiskey for the business to have this
continuedinvestor support.

Anytime Fitness's global successrate
isover 96% and it is this statistic which
attracts somanynew franchiseinvestors.
With over 340 territories already sold, the
company is well onits way toits target of
550 clubs open by 2020. Anytime Fitnessis
the fastest-growing franchise globally, and
inthe UK the businessis playing a vital part
inthe worldwide success.

*These figures do not include the jobs created in
the Anytime Fitness supplier/partner network.
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David Lloyd
Leisure

Case study

David (oyd

— CLUBS —

in1981 by former professional tennis
o player David Lloyd.In 2007 the
company was sold by Whitbread Plc, which
acquired thebusinessin 1996, to UK-based
property company London & Regional
Properties and Caird Capital LLP for an
estimated £925 million?.

" D avid Lloyd Leisure (DLL) was founded

In2013London &Regional Properties sold
the businessto leading private equity

firm TDR Capital for an estimated £750
million?®, That was thelargest transaction
inthe health and fitness sector in that year.
Following the acquisition, the company
reported an annual turnover of £253 million
for the year ending December 20142°,

TodayitisEurope’slargest operator of
premiumracquet, health and fitness clubs,
operating 83 sitesacross the UK and 11

in Europe, with over 6,000 employees
servicing around 475,000 members®.

Thebusinessdelivers ahigh-end, family,
inclusive service toitsmembers, providing
over 10,000 fitness classes each week
inaround 90 studios and teaching more
than 12,500 children tennis as part of its
Tennis All Stars coaching programme.
The company also operates anumber of
sub-brandsincluding DL Kids, DL Studios
and theDLicious Cafebar.It now has five
David Lloyd Studiosin the UK, providing
members witha"pay-as-you-go" service
entitling them to high-intensity studio
workouts, personal training sessions and
Orangetheory fitness training.

David Lloyd Leisure secured a £350 million
contract with expert UK investment

475,000

members across
the UK and Europe

managers and leading international
asset advisers M&G Investments for the
leaseback and sale of 44 of its UK racquet,
health and fitness clubsin January 2016.
The majority of the funding was provided
by M&G Secured Income Property Fund,
advised by M&G Real Estate®. The business
hasnow invested over £80 millionin
renovating and improving its 77 UK clubs,
andit has opened three new clubs this
year in Antwerp (Belgium), Newbury

and Glasgow, with a fourth openingin
Colchester in October®,

In August 2016 the business announced
thelaunch of anew £4 million marketing
campaign "COME TO LIFE" torelaunch

the brand, whichincluded David Lloyd
Leisure'sfirst ever TV ad. Filmed atits club
in Chigwell, Essex, the campaignillustrates
both the breadth of facilities on offer at the
clubs and the brand'sinvestmentin making
its clubs the go-to place for members to
come together tokeep fit, havefunand
relax with family and friends.

The company has also enteredintoa
number of high-profile partnerships,
including Jaguar, Zoggs, Ricoh, Universal
Music UK and, morerecently, Reebok
SpartanRace UK in July 2016 and British
skin care and spa brand Elemis® in
August 201634

Future ambitions

David Lloyd Leisureis expected to maintain
itsimpressive growth, reaching 94 clubs

by the end of 2016 with ambitious plans for
growth over the next two years.

energie
Group

Case studies

Case study

/ nergieistheleading UK fitness
franchise business. Since its
conceptionin 2003 énerige has grown

to operate trading fitness clubsin 93
locations across five countries. Its ambition
istoopen around 30 new clubs a year.

At the core of the company is the notion
thatlocal ownership will ensureits gyms
are tailored to the needs of the community
andlocal customers. The physical activity
sector offers an appealing alternative to
fast-food franchise investment following
the government's call to action on obesity
inthe UK. Through providing an attractive
franchiseinvestment opportunity, énergie
and its master licensees secured 36 new
franchise contractsin the financial year
ending September 2015%.

The Group's three brands - énergie
fitness, fitness for women and Fit4less
by énergie - have won multiple awards
across the fitness and franchising
sector, including ukactive Flame Awards
Health Club Operator of the Year 2016, a
number of regional awards at the Health
ClubManagement Member's Choice
Awards 2014 and shortlisted in the "Best
Website" category at the British Franchise
Association Awards 2016. By serving the

low-cost market through Fit4Less, the
mid-market sector through énergie fitness,
and women-focused fitness throughits
fitness for women brand, the Groupis
abletotapinto three different market
segments, building a family of brands that
appeals to a wide consumer base. The Group
hasalsofoundinnovative ways to engage
new customers, such as partnering with
Paramount Pictures to promote their films
Terminator Genisys and Hercules, and
morerecently with Warner Bros. Pictures'
Creed, starring Sylvester Stallone.

This year eénergie listed itself on
Crowdcube, aleading investment
crowdfunding platform, with the aim of
raising £500,000 investment to further
fuelthe company's growth. Alongside
expanding énergie's franchisee network,
the funding will also enable énergie to
investintechnologicalinnovation and the
development of anew training academy.
It closedits crowdfunding round in June
2016, exceedingits target of £500,000 by
securing areported £629,300 from 283
investors®. Investorsreceived 4.03%
equity in the company, whichis currently
valued at around £15 million¥. British
entrepreneur Lara Morgan was the

£629,300

investment secured
from 283 investors

company's biggest investor, contributing
£100,000 towards the crowdfunding
initiative.

Future ambitions

By 2023 énergie aims to have 582 clubs,
over 1 million members and a £172 million
network turnover®. Thismay seem an
ambitious target but the organisation's
franchisee modelhas already led torapid
growth and provenits scalability, with a
further 31 franchisees set to openin 2016 on
top of its current 93 clubs. The company's
partnership with Hedgehog Business
Solution showsits willingness to innovate
and embrace technology to improve the
customer experience, a strategy which will
be essential for the growth of companies
across the sector. The company is also
looking at potentially expanding itsreach
tothe Middle East and the Far East.

énergie has suggested thatits plans for
growth couldinclude anIPO, with the
company having completed much of the
duediligence in 2012 when it considered
floating on the stock exchange. Alternative
options could be private equity funding or
through trade sales®®.
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Leisure Limited

Case study

GLL

better for everyone

rom humble beginningsin1993,
F Greenwich Leisure Limited (GLL)

hassuccessfully grownits portfolio
fromasingle sitein Greenwich, south-
east London, tomore than 230 leisure,
sportsand cultural facilities. As a social
enterprise the company "“trades with a
social purpose", employing a workforce
of over 10,000 people and generating a
turnover of around £225 million*° in 20154,
The company has successfully created a
strong, federated regional network
while keeping the local community at the
heart of its service delivery and staffing.
In 2015 GLL received over 40 million visits
toitsfacilities.

Operating under the brand name "Better",
itisthe UK'slargest provider of public
leisure, working with 40local authorities
and public organisations. The Better

Swim Schoolis also thelargest provider

of swimminglessonsin the UK, with 116
pools serving 100,000 members across 100
locations. Despite Sport England reporting
a generaldecline in thenumber of people
swimming once a week*?, GLL's Better
Swim Schools have seen arise of 28% in
swimming participation since 2012.

Followingits merger with Nexus
Community in 2011, with whom the
company had been working in
partnership since 1996, the company's
geographicreach now extends far
beyond the south-east to include Belfast,
Manchester, Carlisle, York and Cardiff.

The company has sustainedrapid growth
over the past few years, culminating
initsdecisionin 2013 toraise capital by
issuing a socialimpact bond, promoted

by banking partners Triodos Bank NV,
offering investors a fixed grossreturn

of 5% per annum and the chance to help
contribute to the company's charitable
mission. The company's innovative choice
toraiseinvestment through a socialimpact
bond aligned withits status as a social
enterprise and its mantra of existing to
benefit the community through providing
quality leisure and fitness opportunities
for all. It has also helpedrestore one of
London's historiclidos, Charlton Lido in the
Royal Borough of Greenwich.

By December 2013 the company reached
its socialinvestment bond target of £5
million, receiving support from over 300
individualinvestors and a number of
establishedinstitutionalinvestors such
asthe Rathbone Ethical Bond Fund, City

of London Corporation SocialInvestment
Fund and the Bank Workers Charity.

The minimum investment was £2,000 or
£200for GLL employees. This enabled GLL
to continueits development of the London
2012 Olympiclegacy venues The Copper
Box Arena and The London Aquatics Centre,
and deliver onits mission to encourage the
surrounding communities to take partin
physical activity and sport.

GLL's Sport Foundationis now housed in
The Copper Box Arena at Queen Elizabeth

£22om

turnover in 2015

OlympicParkin east London. This was
developed to support talented athletes
reach their athletic potential through skills
development and training. Since 2008 the
GLL Sport Foundation has awarded over
£6.1 millionin athlete award bursaries,
supporting emerging talent and preparing
young athletes to compete onnational and
international stages.In 2016 seven athletes
supported by the GLL Sport Foundation
programme came home with amedal from
the Rio 2016 Olympics*.

Future ambitions

Inlate 2016 GLL willmerge its operations
with 16 North Country Leisure (NCL)
venues, bringing NCL facilities entirely
under the "Better" brand* andincreasing
the number of sites operated by GLL to over
250. The merger will enable future growth
and presence of the company across the
North as well asimprove facility services
and programmes. GLL also has plans to
fully merge withits other subsidiaries,
Tone Leisure Group Limited and Carlisle
Leisure Limited, in 2016.

GLL aims to continue to grow its portfolio
through developing and running "stand-
alone" facilities as well asleveraging

its expertise in securing new council
partnerships, such asitsrecent Lincoln
Libraries Contract.

Nuffield
Health

Case studies

Case study

v Nuffield Health

For the love of life®

uffield Healthis one of the leading
Nnot—for—proﬁt UKhealthcare

organisations, delivering connected
health and wellbeing services. Established
in1957 it hasalong-standing reputation as
aleaderinthehealth and wellbeing market
and, unlike other companies, Nuffield
Health doesnot have shareholders soit
canreinvest profits back into front-line
member and patient services.

Nuffield Health aims to “advance, promote
and maintain health and healthcare of all
descriptions, and to prevent, relieve and
cure sickness andill health of any kind,
allfor the public benefit™. The company
provides access to thousands of health
experts through 31 hospitals, 112 fitness
and wellbeing gyms, 212 corporate fitness
and wellbeing centres and four stand-
alone medical centres. In addition to gyms
and hospitals, Nuffield Health's broad
health and wellbeing services alsoinclude
health assessments, nutritional therapy,
occupational health, diagnostics and
physiotherapy — and Nuffield Health has
thelargest network of physiotherapists
outside of the NHS.

Nuffield Health prides itself on offering
aholisticand connected health and
wellbeing service to customers. Its vision
of a"One Nuffield Health" complete health
approach drives company innovation,
ensuring that despiteits great financial
successes (EBITDArose to animpressive
£86 millionin 2015,a17% increase on 2013,

whilerevenueincreased to £768 million),

it doesnotrest onitslaurels — Nuffield
Health'srecent acquisition of 35 Virgin
Active clubsonl1 August 2016 expandsits
portfolio of fitness and wellbeing gyms
from 77 to112%, which suggestsit hasno
intention of doing so.In 2015 Nuffield Health
invested almost £100 million in its facilities,
including anew Cambridge Hospital

and Manchester Diagnostic Suite, and it
acquired two central London gyms.

Nuffield Health has also undergone an
internalrestructure to bring together
itshospital and wellbeing functions

under asingle Operating Board to further
streamlineits processes and createa
greater sense of unity¥. Thisrestructuring
hasenabled the organisation toreduce
company overheads by £2 million

per annum.

Nuffield Health's growth momentum

could also be attributed toits numerous
technology,innovation andresearch
partnerships.In 2015 Microsoft announced
Nuffield Health asits health and wellbeing
partner for the launch of the company's
latest fitness tracker, Microsoft Band.
Nuffield Health collaborated with Microsoft
to offer customers goal-based workouts
tailored for the Microsoft Band. Later that
year Nuffield Health partnered with one of
the UK's biggest mass participation events
companies, Human Race, for a two-year
partnership offering health and wellbeing
support torace participants.

£100m

investment into
its facilities in 2015

Morerecently the company partnered
with the University College London

(UCL) Faculty of Engineering to explore
and understand economic benefits of
connected healthcare. This information
willultimately be used toinform the
delivery and development of integrated
healthcare programmes and services.

The company has an existing partnership
with Manchester Metropolitan University,
with which it plans to conduct research into
the prevention of lifestyle disease and the
management of chronic diseases as well as
emotional health and wellbeing.

Future ambitions

Nuffield Health aims to be the UK'sleading
health and wellbeing provider*® by 2020.
The not-for-profit's acquisition of the 35
Virgin Active clubshas already taken it
closer to this ambition. In 2016 Nuffield
Healthreceived planning permission to
build anew hospital next to Manchester
RoyalInfirmary, whichis due to open

in 2018. Nuffield Health has also been
announced as the preferred bidder to
design, build, fund and operate a private
patients unit at St Bartholomew's Hospital.
This, alongside the company's structural
andreporting modifications, will allow
Nuffield Health to successfully competeina
changing healthlandscape, characterised
by anageing population that is putting
hugeresourcing pressure on the NHS.
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Freejumping

Case study

FREEJUMPING

xygen Freejumping was established
O in 2015 by former ukactive CEO

David Stalker and former LA Fitness
Founder and CEO, and ukactive Chair Fred
Turok. It provides aninnovative way to get
fit while having fun through trampoline-
based exercise classes.

Indoor trampolining and "jumping gyms"
havebeenafast-growing attractionin

the USA over the past few years, with the
International Trampolining Association
identifying almost 500 parks - or those
close to opening — across the USA,

with afurther 80in Australia®.
Additionally, there arenow 119 parks either
open or under constructionin the UK,
which marks arapid growth since the first
parklaunchedin May 2014. Bryony Page's
historic silver medal win for Great Britain at
the Rio 2016 Olympics willno doubt provide
afurther “shotin the arm’ for the sector
and have a positive effect on the number of
people participating in the sport in the UK.

Fromthebeginning the company's vision
was popular with investors. Initsinitial
fundraising stage, the company raised
over £2.5 million to support Oxygen's

launch across two parks, West Acton and
Southampton. Oxygen's modelis distinct
fromits competitors. It combines high
quality fit-out, including professional-
level trampolining equipment (with each
site's fit-out and build costing around £1.5
million), with a diverse range of classes for
allages and demographics. The company's
widerange of products, partnerships and
programming provide abalancedrevenue
model, profitablein both peak and off-peak
times. Activities stretch from birthday
parties and boutique fitness classes to
Parkour and professional gymnastics.

Just over a year after openingitsfirst sitein
West Acton, the businessis set to become
the UK'slargest trampoline park operator.
The company has signed eight sites, five of
which are open and trading. In January the
company announced alandmark multi-site
agreement with Lucozade Powerleague®,
swiftly followed by the acquisition of sites
attheLeeds Cardigan Fields Leisure Park
and Croydon Colonnades, and finally an
agreement with Virgin Active to transform
the former Sheffield Millhouse.

£8m

investment from
Beechbrook Capital

£m

equity investment

The mostrecent expansion hasbeen
supported by Beechbrook Capital, a
specialist provider of debt and equity
capital to small- and medium-sized
businessin Northern and Western Europe,
which contributed £8 million alongside a
£2 million equity investment. Managing
Director of Beechbrook’s UK SME Fund,
John Herbert, referred to Oxygenas‘a
fantastic example of the type of business
we arelooking to support thanks to the
strength of the management team, the
quality of the Oxygen offering and the
performance of the businessto date's.

Future ambitions

The company aims tolead the sector and
grow to 30 sites by thelater stages of
2018.Despite being a fledgling market,
competition for sitesis stiff; but having
signed eight sites, Oxygen showsno

signs of slowing down, with both portfolio
expansion and new products soon to come
tomarket that fundamentally change the
existing trampoline park model.

Case studies

Places for People

Leisure

Case study

places %
speople

oundedin1991, Places for People
F Leisure (formerly known asDC

Leisure) is aleading management
contractor that operates115 leisure facilities
in35local authorities throughout England.
Itistheleisure management arm of Places
for People Group — which also provides
property management, development and
regeneration - offering local authorities
the chance tohelpimprove the health and
wellbeing of thelocal population while
reducing revenue costs. With 30 million
visits annually and 200,000 members,
the business employs nearly 9,000 people
and provides swimming lessons to 64,000
children each week®2,

Placesfor People Leisurereported strong
performancein 2015-16, with income
increasing across existing contractsby
3.1% over the year and Earnings Before
Interest and Tax (EBIT) increasing in the
same contracts by 5.2%. The business
alsomanaged to secure twonew 10-year
contracts for Dartford and Sheffield City
Council and four contract extensions
-—animpressive achievement in such

a highly competitive market.In 2016

the organisation was the only operator
nationally toreceive a Quest Stretch
"outstanding" for Sports Development
by the UK Quality Scheme for Sport and
Leisure (Quest) and was ukactive's
Leisure Centre Operator of the Year

from 2013-2015%.

Asasocial enterprise, Places for People
Leisurereinvestsits surpluses back

into the organisation to furtherits social
purpose of “creating active places and
healthy people's*. The businessdelivers
awiderange of programmes toimprove
thehealth and wellbeing of a significant
number of localresidents around the
country. Recently the business entered the
low-cost gym sector through launching
community gymbrand “Places Gym",
expanding its potential market reach and
furtheringits social purpose of getting
more people to be more active.

Over the past decade Places for People
Leisure has continued to grow, building

12 new leisure centres, with two more due
toopenin 2016 and 2017, equating to over
£140 million of investment by itslocal
authority partners and £10 million by
Places for People Leisure. In February 2014
Placesfor People Leisure was awarded a
20-year contract to design, build, operate
and maintain the new Hinckley Leisure
Centre on behalf of Hinckley and Bosworth
Borough Council. As part of the contract,
Places for People Leisure managed the old
Hinckley Leisure Centre from September
2014 until the new £15 million Hinckley
Leisure Centre openedin June 2016, during
which time participation significantly
increased from 650,000 to 880,000 — an
increase of 35%.

64,000

swimming lessons
for children each week

Places for People Leisure spent £7.7 million
onimproving facilities and equipment in
thelast year, providing new innovative
and sophisticated centres to increase
participationin physical activity.

In particular, Places for People Leisure
hasinvested £2.7 million in works to date
withinitsleisure management contract
with Mid Sussex District Council. Since
the works were completed in October 2014
therehasbeena43% increasein members,
and from 2014-15 admissions have
increased by 23%. A further £1.9 million
willbeinvested by Places for People
Leisurein 2016, along with £1.2 million
from Mid Sussex District Council to
enhance the current facilities and
increase participation even further.

Future ambitions

Places for People Leisure's ongoing
objectives are toincrease participation
atitsfacilities while continuing to pursue
itshealth and wellbeing strategy and
improve products and services. It aims to
continueits steady growth, recognising
therecent government sports strategy
Sporting Future, which launched in
December 2015 and aims to work with its
network of strategic partnersto obtain
further funding and enhance sporting
opportunities for allmembers of the
communities it serves.
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MPRECOR

Fitness Made Personal

recor is a global provider of fitness
P equipment, guided for over 35 years

by the simple and enduring principle
of enhancing the member experience.
Precor hasastrongreputation for providing
class-leading, premium fitness solutions
andis part of the €2.5 billion Amer Sports
Corporation - the world-leading sports
equipment company.

Foundedin1980in Seattle, Washington,
Precor has developed areputation for
premium quality, excellence and innovation.
Among many other achievements, in1995
Precor changed the face of aerobic exercise
by introducing the world to the first Elliptical
Fitness Crosstrainer.In 2007 Precor
replicated thislandmark achievement by
launching the world's first Adaptive Motion
Trainer (AMT), and in 2011 the company
launched the next generation of CV
equipment - the Experience Series —before
releasing Prevanetworked fitness and the
new AMT with Open Stride.

Precor has continued to grow further
with the acquisition in 2015 of Queenax,
the world's most unique, modular,
functional training system. As a pioneer
inthefunctional strength training space,
Queenax has earned areputationasthe
most flexible, functional training space
setsand systemsavailablein themarket.
The demand for versatile training options
hasincreased over the past few years and
Queenax holds a globalleadership position
for functional training.

The company hasbeeninvolved in various
projectsandjoined into new partnerships
with customers and franchisees across
the UK. Thisincludes working with
renowned private operator Virgin Active,
which currently owns 273 health clubs
in10 countries. The group pridesitself on
itsinnovation and, as such, kitsits gym
floors with the newest and best products
available. This includes Queenax, which
now featuresinmore than100 Virgin Active
clubs worldwide. Virgin Activerecently
refurbished its Wandsworth Southside
clubinLondon and opened the brand

new Collection Club Merchant Square
inPaddington, both featuring Queenax
rigs, bringing the total of UK Virgin Active
installations to 28 clubs.

Inaddition to Virgin Active, Precor works
with the world'slargest 24-hour fitness
club chain, Anytime Fitness, whichrecently
opened anew clubinKnutsford. The clubis
the first Anytime Fitnessin the UK toinstall
aQueenax functionaltraining system.

This site showcases a corner Queenax unit
and Precor cardio stations, including an
AMT with Open Stride, all connected with
Prevanetworked fitness, along with Precor
Vitality series strength equipment and an
Icarianmachine.

Future ambitions

Precor will continue toinvestinresearch
and development of new products. 2017
will see the UK launch of the new EFX,

Part of the

€2.5bn

Amer Sports
Corporation

thelatest Elliptical Crosstrainer from the
company that first introduced the category
tothe worldin1995. Networked fitness will
continue tobe a growing part of the Precor
business and willbe further developed with
theimminent release of the P62 console
acrossPrecor's CVrange. Precor's Preva
operating systemhas the capabilities to
offer a customisable user interface called
MyUI™. In the future, operators willbe able
to benefit from thisfeature by integrating
their own brand messaging throughout the
user interface.

PureGym

Case studies

Case study

® PUREGYM

ureGymisthe UK'slargest gym
P operator providing low-cost and

high-quality fitness facilities for
around 800,000 members across more
than160 sites. A focus on member needs
and atechnology-enabled operating model
underpin the company's differentiated
customer offer. Members sign up online
and pay on average under £20 amonth
withno contract commitment, and the
majority of gyms are open 24 hours a day,
sevendaysaweek, 365 days a year. The
company hasinvested to deliver a better
user experience, offering 50-80 free
personal trainer-led classes every week,
high-quality equipment and extensive free
weightsareas.

Originally founded in Leedsin 2009 by
Peter Roberts, PureGym pioneered the
model for affordable, flexible, high-quality
fitness clubsin the UK. The company
receivedinitial capitalin a funding round
led by Magenta Partnersin 2010 before
being acquired by private equity firm
CCMP Capitalin 2013, whichremains the
majority shareholder®®.

In early 2015 the company appointed
Humphrey Cobbold as CEO to further boost
its growth trajectory. He was formerly

CEO of online cycling retailer Wiggle,
following a15-year career at management
consultancy firm McKinsey & Company.
Laterinthe year, PureGymacquired 43LA
Fitness sites, extending the availability of

affordable fitness centres to people across
Britain, particularly in London
and the south-east.

Aspart of its stated ongoing growth
strategy,in 2015 PureGym also
rebranded all clubs, launched its first

TV advertising campaign and agreed to
athree-year partnership with The Great
Run Company, aleading provider of mass
participation running eventsin the UK,
becoming an official sponsor of events
that have over 250,000 participants
annually®®, The same year, Sir Chris Hoy,
six-time Olympic champion, invested in
PureGym andbecame a Special Adviser
and Brand Ambassador.

In 2016 PureGym launched Pure Ride,
aboutique indoor cycling studio in
Moorgate®, and announced partnerships
with AXA PPP Healthcare, 02, TomTom,
triSUP and UK Running Events.

Infinancialresults for the12months to

31 December 2015, PureGymreported
goodrevenue growth and a 63% increase in
membershipnumbers, strengtheningits
position as market leader. That strong set of
resultsled to the company being awarded
Operator of the Year at the 2015 ukactive
Flame Awards. The company's performance
in H12016 was alsoimpressive, generating
revenue of £76.6 million (+ 51% increase,
year on year) and a Group Adjusted

EBITDA of £16.5 million (+23% increase,
year on year),

300,000

members

Oth fastest

growing business

PureGym was alsorated as one of the
Sunday Times'100 Best Companies to
work for in 2016 and was named as the
ninth fastest-growing business by the
Sunday Times' Virgin Fast Track 100 in
December 2015%. The company was also
listed in the London Stock Exchange's Top
100 Companies to Inspire Europe 2016, a
celebration of some of the fastest-growing
and most dynamic small- and medium-
sized enterprisesin the UK and Europe.

Future ambitions

PureGym operatesina growing

market, withlow-cost being the fastest-
growing segment in the gym sector.
PureGym has stated it will continue to
execute onits growth strategy while
adhering to its founding vision: to combine
great value and high-quality sites to
further openup accessto fitness and
activity to the British public.

In September 2016 PureGym announced
itsintention to float on the London Stock
Exchange with admission expectedin
October 2016. The share offer is expected
toraise gross primary proceeds of £190
million®. Fundsraised are expected to
repay existing bank debt in full, with
theremainder being used toreduce
netleverage and for further growth.
Rothschildis acting as advisers to the
company on theIPO.
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N

English Sports Council,isanon-

departmental government body
providing funding and services to sport
inEngland. Following the government
publishing anew sport strategy, Sporting
Future,in 2016, Sport Englandreleasedits
new strategy, Towards an Active Nation,
which focuses onhow best to direct
taxpayer funding into sport across the
country. As part of this strategy, Sport
England committed funding for seven
investment programmes, including capital
investment in facilities®.

S port England, formerly known as the

Sport Englandrecognises that facilities are
afundamental part of community sport
infrastructure and thatlocal authorities are
currently facing a great amount of financial
pressure toreduce costs while providing
arange of good quality public services.
Since 2011, Sport England hasinvestedin
refurbishing facilities using local consumer
insight in order toincrease participationin
activity programmesin the places where
the majority of activity occurs.In addition,
aspartofitslegacy programme for London
2012, the company spent over £112 million
inover 2,000 facilities through its Inspired
Facilities programme®.

Sport England capitalinvestment strategy
focusesonfour keyinvestment areas:
improving and protecting playing fields,
sustaining the core market, rejuvenating
facilities where high impact on activity
levelsisprojected, and encouraging

inward investmentintolocalandregional
infrastructure. From 2012-16 Sport England
invested £258 millionin 2,867 projects,

with multiplelocal authority facilities
achieving a 30% reductionin capital build
costand a40% improvement in efficiency
averaging around £750,000. The combined
throughputinthe first full year of operation
for completed capital projects was

19.5 million visits.

In 2013, Sport England set aside
£30million of Lottery Funding for its
Strategic Facilities Fund (2013-17) which
supports collaborative and cross-sector
projects that aim to grow and maintain
community sport participation. To ensure
sustainability beyond the fund closing

in 2017 they encourage candidates and
associates toinject further capital®.

Alongsideitsinvestment, Sport England
offers support services, such as strategic
analysis, capitalbuild and cost-effective
solutions, procurement, benchmarking,
community asset transfer, frameworks
and catalogues, and contract guidance
ondelivering increased participation
andimpacting on wider local outcomes.
This ensuresfacilities meet the needs of
consumers and that communities have
accessto high-quality sports facilities
while providing steady revenue.

Sport England also fostersinnovation by
managing its portfolio on the principle
that 80% of investments should deliver all

Case studies

Technogym

£2o38m

investedin
2,867 projects

outcomes, with 20% channelled into testing
and developing new concepts®.

Future ambitions

Sport England plans to continue to
collaborate with theindustry to provide
high-quality sports facilities across
England and to develop a Community Asset
Fund providing facilities the chance to
apply for up to £150,000 of funding.

Over the next four years, Sport England
also plans to invest £18 million annually
infootballfacilities as part of the Parklife
project, which aims to develop football
hubsin over 20 cities across the nation.

Case study

JECHNOGYM)

The Wellness Company

oundedinl983, Technogymisa
F world-leading international supplier

of technology and design-driven
products and servicesinthe wellness and
fitnessindustry. Technogym provides a
completerange of cardio, strength and
functional equipment alongside a digital,
cloud-based platform allowing consumers
to connect with their personal wellness
experience anywhere, both onthe
equipment and via mobile when outdoors.
With over 2,000 employees and 14 branches
globally, Technogymis present in over
100 countries. More than 65,000 wellness
centresand 200,000 private homesin
the world are equipped with Technogym.
Technogym was the official supplier for
six editions of the Olympic Games: Sydney
2000, Athens 2004, Turin 2006, Beijing 2008,
London 2012 and Rio 2016.

InMay 2016 the company floated on the
Italian Stock Exchange at €3.25 per share,
giving the company a value of €650
million. Goldman Sachs, JP Morgan, and
Mediobanca were all appointed as advisers
onthe offering. The decision supports

the company's strategy to continueits
international growth, taking advantage of
therise of consumer interest in health and
wellbeing. As of September 2016, shares
were being offered at €4.30 per share, a32%
increase. The 57.5 million shares offered to
investors account for 28.75% of the total
capital of the company. The shares were
sold by Arle Capital Partners, who owned a

2000

employeesin
14 branches globally

40% stakein the company. The company's
founder Nerio Alessandriholds the
remaining 60%.

Morerecently, in June 2016, the company
announced a partnership with the National
Strength and Conditioning Association
(NSCA). The NSCA, aninternational body

for strength and conditioning research and
educationbased in Colorado, willbe working
with Technogym to create educational
content for professionals and Technogym's
customers®. Thistype of partnershipisa
first for the fitnessindustry.

Future ambitions

Technogym aims to be the world'sleading
wellness solution provider and wellness
partner, providing “wellness onthe go" to
consumers worldwide.

The company'snew partnershipin

April 2016 with Exerp, a Denmark-based,
global, digital expertin fitness club
member management software, showsits
commitment to using (digital) innovation
tostrengthenitsincreasing profitability
and market presence®, Previous examples
include Technogym's creative concept
MyRun, arunning solution that provides
personalised programmes and feedback
onrunning technique, and Group Cycle, a
training programme that enables users
torecord and compare their performance
against other users®.
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the

‘e ..
find your fit

The Gym Group's (The Gym) portfolio

has grown to 80 gyms (as of 24 August
2016) with over 424,000 members®® (as of
30 June 2016).In November 2015, The Gym
becamethefirst gymin over a decade to
float on the London Stock Exchange (LSE).
The Group Gym successfully completed its
initial public offering (IPO) with a valuation
of around £250 million (a 17x multiple
on the 2014 EBITDA), and the company
received £90 million of gross proceeds from
the offer®. TheIPO opens access to equity
capital, enabling the company to continue
its growth strategy. The Gymis currently
the only listed gym company on the LSE.

S ince establishing its first sitein 2008,

The Gym offers affordable, 24-hour access
to high-quality fitness facilities without
tying membersinto along-term contract.
The Gymispart of a growing budget gym
sector which, over the past decade, has
challenged mid-market operators, forcing
established brands tore-evaluate their
offering in order to survive inahighly
competitive market.

Oneyear after openingits first gymin
Hounslow in 2008, Founder John Treharne,
with the backing of Bridges VenturesLLP,
tested the scalability of the low-cost, 24-

hour concept and acquired four additional
sites. Allgyms were located in densely
populated areas with strong transportation
links. These clubs were financially
successful, providing the confidence
needed to push forward with the opening
of afurther 30 gyms across the UK over the
next four years’.

Phoenix Equity Partners, amid-market
private equity firm, acquired a majority
share of The Gym in June 2013 and has
guided the business's substantial growth
ever since. By the end of 2015, The Gym
hadincreaseditsrevenue by 31.9% to £60
million (up from £45.5 million in 2014) and
had opened 19 more gyms™. Today The
Gym operates 80 gyms across the UK in
avariety of settings fromretail parks to
residential developments, and, moving
forward into the mid-term, ambitions are
toopen15-20 new gyms per year.

SinceitsIPOin November 2015 The Gym's
value hasincreased to more than £260
million, sustainingits strong trading
momentum and outperforming the FTSE
All-ShareIndex with sharesincreasing
more than 20%2. The company's trading
updatereleased for the half year, ending 30
June 2016, reported a membership base of
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Water Babies

424,000

gym members

424,000,up19.4% on the previous
year's half-year update’.

The company has benefitted from a number
of high-profile partnerships, including
collaborating with Sport England on

their successful "This Girl Can" campaign
by offering free access to 42 sites for a
weekend in early October 20157,

The campaign wasrepeated in 2016, with
all gym's participating and offering free
access tomore than 10,000 women

across the UK.

Future ambitions

The Gymisstill arelatively young
company, just under 10 years old, and will
have many opportunities to continueits
growthinthe coming years, enhancing
customer's wellbeing whilst generating
value for shareholders.

The Gymreleaseditsfull, first-half results
at the end of August 2016, reporting arisein
revenue to £36.1 million in the six months
tothe end of June 2016. Thisrepresents a
25.1% increase from the same periodlastin
the previous year (H1 2015: £8.5 million)’.

Case study

water,
babies

pportunities for investmentin
O the physical activity sector are

not simply limited to the major
operators of facilities or the global suppliers
of fitness equipment. Exciting opportunities
existin companies that literally work from
cradle to the prevention of early entrance
tothe grave.

One such exampleis Water Babies, aleading
UK franchisor providing high-quality infant
and toddler swimminglessons since 2002.
Since then the company has become the
world'slargest infant swimming business,
operating franchises providing swimming
lessonsinthe UK, Ireland, New Zealand,
Canada and the Netherlands to over 47,000
customers a week through around 350
teachers’. Itis part of The Bubble Group,
comprising of Water Babies UK, Water
BabiesInternational, WaterBumps and

the Doodle Training Academy. The Doodle
Training Academy, the group's training arm,
provides high-quality training for swim
teachers and awards them with anationally
recognised diploma; WaterBumps provides
swimming lessons tailored for the pre-and
post-natalmarket.

The company has won multiple awards,
including the British Franchise Association

"HSBCFranchisor of the Year" 2016 award
—defeating globalleading fast-food chain
McDonald's. Research conducted in 2014
found that franchising contributes an
estimated £15.1 billion to the UK economy,
al0%increase onthe previousyear's
estimate, evidencing the franchise
industry's continued strong growth and
wealth generation’”.

In July 2016 the company's Directors

Steve Franks and Paul Thompson signed

a £2 million contact with ShenzhenL.M.
Global Education & Technology to expand
thebrand'sreach eastinto the Chinese
Market. Shenzhen, the Master Franchisors
for China, openeditsfirst franchise to

the publicin Xi'an, the capital of Shaanxi
Provincein central China. China'srecent
relaxation of the one-child policy and

the culturalimportanceit places on child
development in the country have provided
Water Babies with a fantastic opportunity
tohelp shape the health and fitness sector
in the world's most populated country,
while showing the UKis a globalleaderina
growing and crucial market.

Water Babies' partnershipsinclude the
ASA, the National Governing Body for
Swimming and the Institute of Swimming

47000

customers of
swimming lessons
aweek

(I0S), which since 2011 have collaborated
with Water Babies to promote the safe
delivery of infant and toddler swimlessons.
In October 2015 the ASA, Water Babies and
Splash About International Ltd launched
new national guidelines, published by the
British StandardsInstitution, to keep babies
safein swimming pools’™. Thisrepresented
asignificant milestone in ensuring best
practice across the sector. Water Babies

has also partnered with the University of
Manchester to conduct research examining
the physicaland psychological impact of
swimming lessons on families, infants

and parents.

Future ambitions

Shenzhenplansto open more centres
inXi'an, while other groups havebeen
registering theirinterest in expanding the
brand'sreach across China. The company
alsohas plansto expandinEurope, looking
to build Water Babies-owned premises and
providing ownership of the design, build and
fit-out of sites.
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XERCISELESS

Jon Wright, Xercise4Lessis one of the

UK'sleading low-cost gym operators.
Headquarteredin Leeds, the businessis
now expandingitsreach across the UK,
operating 55 gyms” across the north of
England, the Midlands, Scotland, Wales and
the South West.In 2015 the business opened
itsfirst gyminside the M25 in Hounslow,
with additional sites planned in London and
the South East. Xerise4Lessis expected to
continueits momentous growth by opening
anadditionall5to 20 gymsinthe UKin
2016 and 2017.

F oundedin 2006 by former rugby player

Alongside accesstoagymfromaslittleas
£9.99 amonth, the business offers members
over 200 free classes each month, including
LesMills Body Pump, spinning, yoga, Zumba
and circuit training, and a separate women-
only area. To promote physical activity from
ayoung age and develop physicalliteracy
in children, Xercise4kids, a sub-brand of
Xercise4Less, provides free membership
for 3—-5-year-olds when accompanied by a
parent or guardian.

The businesshas continued to grow from
strength to strength over the past few
years, generating sales of £21.9 millionin

the year leading up to July 2015, up from £12
million the previous year and representing
athree-year annual sales growth of 99%.

It also featured at number 17 in the Sunday
Times'Fast Track 100, aleague table that
ranks private British businesses based on
sales over the previous three years®.

The company's growth strategy hasbeen
supported by the Business Growth Fund
(BGF), anindependent company supporting
the growth of British businesses through
providing long-term growth capital. In
August 2013 BGF invested aninitial £5
millionin Xercise4Less, alongside a further
£2 million capitalinvestment in May 2014
and afurther £7.6 million to date - taking
BGF's totalinvestment to £19.7 million®.
Suchasizeableinvestmentreflects the
increasing investor interestin the budget
gymsector as the UK private fitness market
continues to grow year on year®?

BGF holds aminority stakein the

company, with investor Richard Taylor
sitting on Xercise4Less's Board.

Funding from the BGF is expected to

enable the business to push forward with
itsambitious five-year expansion plan to
open around 50 new gyms across the UK.

£21.9m

generatedin
salesin 2015

Future ambitions

Xercise4Less believes that profitable,
sustainable, organic growth occurs most
often when customers and employees enjoy
their businessrelationship with a company
and willingly singits praises to friends,
neighbours and colleagues. Asaresult, the
company hasinvested a great amount of
time, energy and money intoreminding
themselves and employees of the values
that broughtit success at the start of 2016
andintomaintaining the standards that
haveboughtit successsofar.

Xercise4Less plans to operate100 sitesby
2017, creating an expected 4,000 new jobs®3,
Thiswill strengthen the business's position
as amajor player in thelow-cost gym sector
and enable it to continue to successfully
disrupt the market.

Fosteringinnovation

Fostering innovation:

ActivelLab by ukactive

ukactive wants to improve the health of the
nation by fostering an innovation climate in
the health and physical activity sector.

ActiveLab

Kbusinesses are creating new
Uproducts and services to help more

people bemore active, more often
and toimprove customer experience in
the physical activity sector. ukactiveis
inthe privileged position of gaining early
sight of many of them. It is able to match
these opportunities with rapid distribution,
enabling concepts to scale at pace.
ukactiveisalso able to draw on 26 years
of history, including access to many of the
entrepreneurs and drivers of the sector's
growth to date. These entrepreneurs
remain committed to supporting the
ukactive mission, developing innovation
inthe sector and driving future
commercial opportunities.

Asaresult, ukactive brings these assets
together from October 2016 through

its ActiveLab Service, aninnovation
programme to support the next wave of
exciting products, technology and
services to develop, grow and reach
theirintended audiences.

ActiveLab, powered by ukactive,is the
globallaunch pad of innovationin the
business of physical activity.

ActiveLab willraise the profile of innovation
inthe sector by connecting the best of new
products, technology and services with our
members, partners and stakeholders.

It will provide an ecosystem of expertise
and bespoke support, with ukactive
members and private and public sector
partners coming together to deliver an
acceleration programme for ActiveLab
companies and ongoing support for
ActiveLab alumni.

Thefirst cohort of ActiveLab entrants will
enlistin October 2016 and will work with
ukactive, arange of mentors and leading
companies from across the sector to
develop products or services that support
thenational effort toimprove the health

of thenation. They will also have access to
awiderange of successful entrepreneurs
who helped build the health and fitness
sector to whereitis today. The first wave

of companies selected will seek to solve
"GenerationInactive” by helping children
and familiesbecome more active. They will
seek to "turnthetide of physicalinactivity”
by motivating theleast activein society

to get moving; helprealise the “latent
value of leisure" by creating solutions

that help toreimagine existing assets

and facilitiesin a way that helps them to
bemore operationally efficient or reach
new audiences; or they will support the
“digitaltransformation” of the sector by
bringing forward businesses that enhance
the customer experience in the physical
activity sector.

The programme will culminatein the first
ActiveLabinnovation eventin March 2017
which will bring together our members with
high-profile speakers andinfluencers from
the physical activity and innovation sectors
andpartners. ActiveLab companies will
alsohave the opportunity to showcase their
products and services at the event and
takepartinaseries of live pitches.
ActiveLab will create a permanent net

work of high-potential ventures, industry
advisers andinterested investorsand
foster a globalhotbed of innovationin

the physical sector.
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Looking
forward

TheRise of the Activitﬂy-Sector "-1. .

01

for the physical activity sector.

Now firmly established as a priority
sector for UK Plc, it isbeing positively
impacted by consumer trends which
indicate a growing desire for leisure
activities such as visiting the gym and
participating in sporting activities.
Sporting participation hasrisen since 2014,
with Sport England's Active People Survey
10revealing thatin thelast year15.83
million people over the age of 16 played
sport, with 1.75 million people more active
than when London secured theright to host
the 2012 Olympic Games?4. Great Britain's
Olympic and Paralympic successes at the
2016 Rio Games are also likely to have a
positive effect on therole that sport and
physical activity play in the culture of the
UK. Our collective jobisto translate this
fantastic operating environmentintoa
significant growth in the number of people
participating in sport and physical activity.
Therehasnever been such clear evidence
of theimpact of physical activity on health.
There hasnever been such harmony
between the cheerleaders spreading that
message far and wide.

T hisyearhasbeenincredibly positive

Developmentsin technology, social media
platforms such as Facebook, Twitter and
Instagram, virtualreality programmes

and wearable fitness trackers have
revolutionised how physical activity is
presented, planned, delivered and reviewed.
Similarly, gym users now have access to
personalised programmes and specialised

equipment, fitness apps allow users to track
their steps and monitor their heartrate at
little or no cost, and virtualreality enables
individualsto fully and imaginatively
immerse themselvesin their training.

Despite these positive changes, the future of
the sector isnot assured. The UK's decision
toleave the European Union in June 2016
has created uncertainty. The impact of

this momentous decision on the sector
willbecome clearer as the government
specifieswhat it hopestoachieveinits
trade and commercialrelationships with
the EU and countries beyond our continent.
Inthe short term, ambitious projects

may be put on hold asbusinesseslearn
tonavigate thenew economiclandscape.
Economicdownturnresulting from market
uncertainty hasthe potentialtohavea
negativeimpact onthe sector's growth and
funding opportunities, but for little concrete
reason. The fundamentals of the UK health
and fitness sector remain strong — therehas
never beenagreater need for its services
and we have never enjoyed such a fertile
consumer landscape. The UK government
isadamant that the UK is still very much
“open for business"®. It remains committed
tohelping the sector expand overseas and
takeitsplace at the vanguard of the march
of great British businessesinto emerging
markets. Only time willreveal Brexit's
trueimpact, butrising share prices and

the possibility of further IPOs and mergers
and acquisitionsindicate that the physical
activity sectoris far from dormant.

Glossary

Glossary

Boutique fitness studios

These are small, independent fitness
studios that specialisein offering a
particular fitness experience such as
spinning, yoga, Pilates or dance.

Chief Medical Officer's physical
activity guidelines

The Chief Medical Officer recommends

75 minutes of vigorous physical activity,
150 minutes of moderate activity or a
combination of both per week. All children
and young people aged 5-18 should engage
inmoderate to vigorous physical activity
for atleast 60 minutes and up to several
hours every day?®.

Council operator

Aleisurefacility operated directly by the
local authority.

Franchise

Alicence granted by the government
or a business that allows thelicensee
tohave accessto the business's
commercialknowledge, processes,
branding and trademarks to enable the
party toprovide services or products
under the business'sname.

Initial Public Offering (IPO)

AnIPOisthefirst sale of stocks or shares
(privately owned equity) in a company to
the public and other investing institutions.
Itisoftenreferredtoas“going public" or
“taking a company public".

Low-cost or budget operator

Alow-cost operator is characterised by
flexible or cheap membership prices or a
combination of the two. Thisisusually a
result of alower operating cost structure.

Leisure management contractor

Aleisure management contractor manages
andruns sites on behalf of alocal authority.

Merger

Anagreement to unify two

existing organisationsinto asingle

new company. Mergers and acquisitions
are frequently done toincrease a
company's market share or reach or

to allow the business to successfully
develop into new areas of the market.

Private operator

A commercially owned health and
fitness site that is available to the
public on an annual, monthly or
"pay-as-you-go' membership basis.

Social enterprise

A social enterpriseis an organisation
that delivers services and products

or both to the market while having
particular social objectives that serve
asitsprimary purpose.

Social Impact Bond (SIB)

A SIBisacontract made with the public
sector or a governing authority to deliver
services which produce positive social
outcomesin specified areas. Where savings
are achievedinline with the specified social
outcomes, part of these will be passed on
toinvestors. Investorsin SIBs are typically
interested in the socialimpact of their
investment rather than simply focusing on
the financialreturn on their investment.

Trust operator

Ahealth and fitness facility that
ismanaged and operated by an
external organisation on behalf of
thelocal authority.
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@fivity Sector

Methodology

Financial valuation

In 2015 Mazars LLP (Mazars), in partnership
with ukactive, set out to produce a financial
valuation of the UK health and fitness
sector (the sector).

Mazars, in conjunction with ukactive,
completed extensive market researchinto
the sector to determine an appropriate
valuationmethodology. Anumber of
accepted valuation approaches were
considered, and due tolikely data constraints
it wasdetermined that amarket-based
methodology was most appropriate.

A questionnaire was created based

on the conclusions of theresearch.

This questionnaire was tailored to the
sector and specifically structured to
enable data extraction appropriate for and
relevant to the valuation calculation.

This survey was then distributed by
ukactive and completed by members of
the sector.

Theresults from this questionnaire

were analysed alongside publically
available data fromlisted companies
operating in the sector and validated for
accuracy. Therevenue data provided was
then extrapolated across the industry,
incorporating ukactive's knowledge of the
sector and theinput of a broad range of
industry specialists. From the calculations,
Mazars was able to formulate a total
revenue metric of £4.96 billion applicable
to the sector, withrevenue being the only
financial metric consistently provided from
each source.

Mazars then used publically available
information - including information
from databases Mazarshasaccessto - to
obtain arevenue multiple derived from
recent acquisitions and listed companies
inthe sector. From this analysis, Mazars
concluded that arevenue valuation
multiple of 1.3x was applicable to value
the sector. Using thisrevenue valuation
multiple and therevenue metrics, Mazars
was able to give an estimate of the
aggregated enterprise value of the sector.

The total valuation figure calculated by
Mazars for the sector in 2015 was £6.4 billion.

Estimated 2016 financial value forecast

In 2016, Mazars provided a set of valuation
parameters which could be used by
ukactive to estimate a 2016 valuation figure
on a comparable basis to 2015.

To derive an estimate for the valuation

of the sector, a 2016 revenue valuation
multiple was applied to the previously
calculated 2015 financial metric. Asin
2015, the 2016 revenue valuation multiple
was derived fromrecent acquisitions and
listed companies in the sector. Therevenue
valuation multiple increased from 1.3x
to1l.5x from 2015 to 2016, suggesting an
increasein optimismbyinvestorsinthe
sector.It should be noted that thisincrease
was partially caused by the inclusion of
newly listed companies within the dataset,
such as The Gym Group. Under these
assumptions, an estimated value of the
sector could be calculated at £7.5 billion.

Aspreviously discussed, theresults of
theEUreferendum on 23 June 2016 have
caused significant economic and market
uncertainty. No specific adjustments were
made toMazars' valuation parameters
following the Brexit vote, asit is still
unclear whatimpact the vote willhave on
the valuation parameters of companies
generally and in the sector. The market
multiples usedin this valuation parameters
analysisare current as at the date of this
report (i.e. post the referendum vote).

The sector valuation performed by

The Leisure Database Company has

been considered. Its valuationis based

on the estimated annualrevenue of the
constituents of the sector. Mazars has used
asimilar approach to estimating revenue
from a sample of private and public sector

fitness organisations, however Mazars
hasalso applied a valuation multiple to
this estimated revenuein order to more
accuratelyreflect the market's view on the
value of thisrevenue.

Sponsorship valuation

This was conducted by sponsorship
valuation experts Nielsen Sports with
analysis that concentrates on the
sponsorship value that canbe derived from
ukactive members’ available assets that
have the potential to be branded.

Datareceived from the questionnaire was
inputtedinto Nielsen Sports’ proprietary
valuation model, which incorporates the
assets' exposure and visibility. This formed
thebasis of the calculation of each asset’s
value, combined with additional metrics:

ON-SITE VALUE OF ASSET BRANDING

Audience Reachrefersto thenumber of
people that were exposed to the asset (e.g.
number of facilities, footfall, emails sent,
Facebooklikes) and generally constitutes
thekey driver. The second element is the
number of opportunities to see each asset
(per 30 minutes) during a visit to the facility,
website, etc. Visibility Weighting of the asset
isapercentagebased onits prominence and
size. This calculation of the asset's value
iscompleted by applying industry-wide
accepted advertising costs (CPT) that are
specifictothetype of asset being valued.

The valuation also identifies sponsorship
and marketing expendituresin 2015. This
includes advertising inmedia suchas TV,
print, online and PR activities. Together with
all asset values, the total value per ukactive
member was calculated. Subsequently,

the sample data was used to estimate the
value of each sub-sector, extrapolating the
market using i) the number of consumers
and ii) facilities data provided by ukactive.

The value of the brand sponsorship
potential calculated by Nielsen Sports
in 2015 was £152.6 million.

Estimated 2016 sponsorship value forecast

Nielsen Sports supported ukactive in
creating an estimated 2016 forecast

for sponsorship value using increased
annual growthrates for the private and
public sector from The Leisure Database
Company's 2016 State of the UK Fitness
Industry Report. These annual changes
were used to project the 2015 valuation to
an estimated 2016 figure of £157.5 million.
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