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Executive Summary 

This report aims to provide an ethical plan to deal with the Central centre incident and 

solve the problems Supreme Fitness is facing, such as the lack of high-end brand, which 

caused the decline in profitability. PISTIC plan is provided to reduce the impacts brought 

by the incident while PICA aims to alleviate the identified problems. It is believed that 

these recommendations could improve the profitability and liquidity of the company, 

boosting the overall performance of Supreme Fitness. Together, PISTIC and PICA can 

path the company’s road to the foreign market. 

Business Analysis 

Supreme Fitness (‘Supreme’) is a listed company in Hong Kong Stock Exchange 

founded 30 years ago. In 2017, It has 10 fitness centers accommodating 18,700 

members. Although the business is profitable, its net profit margin is decreasing due to 

factors such as unclear market positioning in advertisements, and a more competitive 

fitness market. SWOT analysis is used to evaluate the internal and external factors. 

However, the business is facing a 

public relation crisis involving an 

accident in one of the core centers 

which has injured members and staff. 

If the crisis is not addressed properly, 

it could be fatal to the company’s 

image and worsen the threats that the 

company is facing now.  
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Remedies to Recent Incident 

Ethical Considerations 

The collapse of the ceiling has injured several members and staff. This indicates that 

Supreme may not have provided a safe working environment, which violates the 

Occupational Safety and Health Ordinance (Chapter 509)5. Besides, the act of destroying 

related reports is an obstruction of justice, which is unethical. 

To resolve this issue, Supreme should 

consider the interests of the injured 

members and staff, and the five ethical 

principles, which are truthfulness, autonomy, 

beneficence, nonmaleficence, and justice6. 

These considerations are crucial in proving 

that Supreme is a responsible and ethical 

company that cares about its consumers as 

well as its employees.  

If Supreme continues to do nothing and deny responsibilities, it could suffer from a 

vast lapse of memberships in the coming financial year. Therefore, it is suggested that 

Supreme should implement the following PISTIC plan to restore Supreme’s image:  

 



HKICPA Business Case Competition 2018 

5 
 

Immediate Solutions 

1. Informing the Public of the Incident (Trustfulness and Justice to Public) 

Supreme is responsible to inform the public regarding the incident under integrity and 

apologizing to them. It should disclose the information such as the date and the venue so 

that the members could prevent going to that center before its refurbishment.  

2. Inspecting the Fitness Centers (Nonmaleficence to Members) 

All centers should be inspected and worn out equipment should be renewed according 

to their urgency. The inspection should start from temporarily closing the Central center 

that has recorded an accident of ceiling collapsing. After such safety checkup, the 

remaining centers would be checked one by one at a time to minimize the inconvenience 

to consumers. This ensures complete safety to members and staff in the gym centers. To 

compensate for the inconvenience caused, Supreme should offer an extension for the 

subscription period by one month to the members.  

3. Providing Subsidies to Staff for Trainings (Beneficence and Autonomy to Staff) 

Supreme should benefit its staff by subsidizing them to attend training for acquiring 

personal trainer licenses7 or interested areas, thus improving its service quality for its 

members. In addition to ethical considerations, Supreme’s declining reputation due to the 

recent incident could trigger staff to leave as some staff would start worrying about the 

poor working environment. Subsidization could effectively reduce the incentives of staff 

being poached by competitors and prevent a sudden high turnover rate. 

4. Hiring Well-Trained Staff (Beneficence to Members and Staff) 

Supreme should consider hiring well-trained staff with personal trainer license to 

deliver superior service to members. The newly recruited staff can provide appropriate 



HKICPA Business Case Competition 2018 

6 
 

assistance and advice on equipment use so that accidents can be avoided. Their 

efficiency and working style can influence and motivate another workforce to strengthen 

their quality of service, therefore helps to build a better brand image in the long term for 

Supreme.  

Prevention to Similar Crisis 

5. Hiring Third-party Inspectors (Nonmaleficence to Members) 

Supreme should hire third-party inspectors to examine whether there are defects in 

the interior design before opening a new fitness center and to investigate the faulty 

components in the existing fitness centers annually. Third party inspections could produce 

unbiased and credible reports, which are strong supporting documents to convince the 

Board of Directors to sanction the investment required for repairing the centers.  

6. Changing Corporate Governance Practices (Beneficence and Autonomy to Managers) 

Supreme should ask its center managers to submit a monthly sustainability report 

tailored for each center regarding the needs to replace certain machines, staff’s morale, 

members’ feedbacks, and center-specific matters.  This allows the central administration 

to review the status of each center in a more structured and accurate way, so that 

preemptive measures can be implemented to prevent foreseeable crises. 

Profitability 

The primary source of revenue of Supreme is the subscriptions from members. 

However, the number of memberships slumped by 1766 during the year ended 30 

Current Financial Analysis 
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September 2017, mainly due to the unsafe environment and outdated equipment. This 

resulted in the decrease of the revenue in the past two financial years. 

Other notable facts are the shrank of net profit ratio and return on capital employed. 

Net profit ratio shrank from 13.22% in 2015 to 9.33% in 2017, and return on capital 

employed plummeted by 8.01% from 2016 to 2017. This indicates that the operating 

expenses of the company are relatively more significant, and the company utilizes the 

assets worse than before.  The ability to generate profit will be undermined if Supreme 

does not improve the profitability. 

Liquidity 

Supreme faces liquidity risk in the past few years. The current ratio and liquid ratio 

of Supreme in 2017 are as low as 0.44:1 and 0.4:1 respectively. This shows that the 

liquidity position of the company is so weak that the liquid assets of the firm may not be 

able to repay its immediate liabilities. This raises concern regarding the poor asset and 

liquidity management that would worsen the ability to meet short-term obligations. 

Return on Investment 

The earnings per share decreases from HK$0.234 in 2015 to HK$0.163 in 2017, 

which indicates that the business is contracting. Also, the dividend cover for ordinary 

shares decreases from 1.65 times in 2015 to 1.41 times in 2017, showing the aggregate 

dividend policy. This dividend policy would reduce the proportion of net profit retained for 

future investment, which worsens the sustainability of Supreme. 

. 
Strategic Planning 

As the financial situation is not desirable, a long-term strategic plan PICA should 

be implemented aiming for increasing the net profit margin of 10% from 2017 to 2022: 
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Introducing: Preme 

Problems: High-income group takes about 43.3% of the fitness market in 20188, which is 

the majority. However, Supreme fitness failed to capture this potential customer segment 

and was only able to find potential members in the continually shrinking low-to-medium-

income group market. Besides, the market positioning of Supreme is unclear. As 

Supreme is at the lower end of the market, it is strange that it regards fashionable high-

end locations as the key selling point instead of low membership fees. 

Therefore, it is suggested that Supreme should establish a high-end brand Preme: 

Target Customer: Preme would target 

high-income customers, such as the 

managers, who wish to have superior 

service quality and a wide range of start-

of-the-art training equipment. This market 

positioning also prevents direct 

competition with Supreme.  

Location: Supreme could convert the center in Central District where the recent incident 

happened to the first Preme center since that center would be refurbished.  

Training Equipment: Supreme should purchase the state-of-the-art training equipment for 

Preme and new equipment for other centers together from the new factory of its supplier 

before the end of 2018 by leasing for enjoying a much lower cost for the investment. 

Furthermore, leasing could avoid initial cash outlay on purchasing non-current assets by 

one-off payments. This enhances better financial planning as rental expenditure per 
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month is fixed. Also, the risk of obsolescence is shifted to the lessee so that Supreme 

fitness possesses the flexibility to switch for any upcoming released new models. 

Human Resources: Preme needs high-quality human resources for providing superior 

service quality. It is proposed that Supreme should extend its bonus scheme to junior 

Preme center staff for poaching staff from competitors and encouraging the freelance 

personal trainers transiting to permanent staff.  

Membership: It is proposed that current Supreme members could still enjoy using the 

refurbished Preme center until their memberships lapse. These members could enjoy a 

discounted price for upgrading to Preme membership which can assess all Preme and 

Supreme centers and enjoy 1 free individual session per month. Number of membership 

of Preme after its launch is shown in Appendix 1. 

Implementing Influence Marketing Plan by Website and Online Advertisement  

Current Situation: Supreme has minimal online presence, but it invests in outdoor 

advertising, which is costly and limited by factors like weather conditions and human 

resources allocation. Besides, the performance of outdoor advertising cannot be 

measured quantitatively. Supreme should switch the 

marketing method to a hybrid of outdoor advertising and 

digital influence marketing gradually, aiming to reduce the 

marketing cost to $3.0m by 2020 with better marketing 

results. 

Detail: It is proposed that Supreme should create a 

Facebook page for posting its newest promotions. Also, it 

should outsource the creation of a new e-commerce 

Sample Facebook Advertising Tool Targeting Students 
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website which allows its customers to subscribe its 

membership via online payments. Then, Supreme could 

promote its website and brands by Facebook advertising 

tool targeting a specific audience (e.g. students for 

Supreme). It is believed that some of the potential 

customers may subscribe to the membership online after 

they are attracted by the Facebook advertisement. 

Future: After Preme has satisfactory performance, it is 

suggested that Preme should have a separate website 

and Facebook page for marketing, boosting its performance.  

Retaining Current Members 

Problem: The percentage of lapsed membership to original membership is 64.1%, which 

is very large. While the above strategic solutions can attract potential members, it is vital 

to fulfilling members’ wishes for preventing members from lapsing. With the below 

strategic planning, it is estimated that the percentage would decrease to 50% by 2020. 

Increasing the number of types of training: Members wish to have a broader range of 

fitness options. While Supreme may not have the required human resources which are 

skilled in other fitness areas (e.g. yoga) in the short term, it will acquire them after the 

implementation of providing subsidies to staff for training in the PISTIC plan. It can then 

arrange sessions for different types of training, increasing members’ engagement in the 

centre and thus retaining members. 

Selling healthy food: Members wish to buy healthy 

food conveniently after the workout. However, 

Cost of Influence Marketing10,11  

Projected Marketing Cost before and after the 
implementation of the plan 

Projected Results 
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cooked food may not be able to sell as this requires restaurant licensing from the 

government9. Therefore, it is suggested that Supreme offers prepackaged food 

supplements such as protein and vitamin shake at the service counter. Not only could this 

suit members’ needs, but also generate extra revenue for Supreme. 

Launching member referral program: Members may lapse their membership because 

they are referred by their friends to other fitness centers. Therefore, Supreme should start 

its member referral program for preventing this. Referral plans can be attracting current 

members to invite 2 new friends to join Supreme fitness with a benefit of extending 

membership for 2 months, while the new members can enjoy healthy food or souvenir 

discount coupons. Family plans can offer a discount rate of the number of people joining 

the program so that it encourages more cohorts to enroll. 

Closing Underperformed Center and Re-Allocating Resources 

Problem: The operating profits of centers 4, 8 and 9 are negative, showing that they were 

unable to generate sufficient revenue to cover their variable costs and they reach the 

shutdown point. Another problem concerning the operational condition of center is that 

the lack of staff in some centers, which caused a center manager to leave Supreme in 

the recent incident. 

Closing Centre 8: Supreme fitness is advised to close center 8 after the current lease is 

expired. The reason behind the action of only closing center 8 is to prevent the possible 

panic caused by the shutdown of 3 centers. It is suggested that Supreme would realize 

the equipment in center 8 and reallocate the human resources to other centers evenly, 

easing the work pressure of the managers. The centres 4 and 9 would be closed if they 

are determined not profitable. 
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Implementation  

 Gannt Chart  

 

Operational Risk Analysis: key risks are highlighted with contingency plans, proving their feasibility 
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Financial Risk Analysis 

The firm is facing liquidity risk currently. Supreme’s ability to meet short-term 

obligations is weak, so Supreme may have trouble when a massive amount of liquid 

assets is needed for implementing the plan above. To obtain sufficient cash, it is 

suggested that Supreme borrows long-term loan of at least HK$60m and slightly reduce 

the dividend to improve the cash flow of the company. The possibility of Supreme being 

unable to repay the short-term debts is reduced. 

Financial Projection in the Upcoming Five Years 

Profitability: The primary source of revenue would still be subscriptions from members, 

but it would decrease to about 60% of the total revenue, and the income from personal 

training and by-products take 20% each respectively. The revenue of the company is 

expected to skyrocket by about 15% per annum, with the revenue driver being the 

membership retainment programme and the new brand ‘Preme’. 

It is expected that the net profit ratio would increase from 9.33% in 2017 to 19.89% 

in 2022. The operating expenses would be relatively smaller due to the more effective 

online marketing, reduction in maintenance costs of the equipment and the benefits 

brought by economies of scale. 

Liquidity: By 2022, the current ratio and liquid ratio would jump to 0.78:1 and 0.71:1 

respectively. The escalated ratios are mainly due to the surge of cash because of the 

long-term loan and the increasing net profit. 

Returns on Investment: By 2022, the earnings per share would increase from HK$0.16 to 

HK$0.69. Also, the dividend cover for ordinary shares would rise to 1.67 times as the 

proportion of net profit reserved for future investment is higher.  
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Appendix 3: Statement of Financial Position  Appendix 4: Statement of cash flows 

 

Appendix 5: Accounting Ratios 
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