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	MANSFIELD PALACE THEATRE BUDGET UPDATE


1. 
SUMMARY

1.1
This briefing paper gives Overview & Scrutiny Committee (Place) Members a summarised update on the Mansfield Palace Theatre’s finances and activities with specific emphasis on the period 2014 to 2018.
1.2
A recommendation in the Overview & Scrutiny Committee (Corporate) budget scrutiny report from November/December 2017 proposed “that an item be included in an Overview & Scrutiny Committee’s work programme for 2018/19 on the budget of the Palace Theatre, so to inform the 2019/20 budget scrutiny process.” The response to this recommendation by the Portfolio Holder for Finance was his “support [of] the recommendation that Overview & Scrutiny review the budget of the Theatre during 2018/19.”
1.3
Overview & Scrutiny Committee (Place) agreed to include the review as part of its work programme for 2018/19, so this briefing paper has been produced to begin the process. Overview & Scrutiny Committee (Place) Members will be presented with the information below, and could either elect to begin a review of the Palace Theatre’s budget or be satisfied with the work undertaken as detailed in the paper.
2. 
BACKGROUND

2.1
The Palace Theatre (PT) is owned and managed by Mansfield District Council (MDC) and presents a mixture of professional and amateur productions. The PT stages professional productions by contracting a company to present a show. These are known as Council Sponsored Productions and the best deal possible will be negotiated to maximise the income and minimise any risk to the Council. The best deals are based on percentage splits of the income from ticket sales as the risk is shared between the visiting company and the theatre. The alternative is a guarantee; these carry the most risk as they have to be paid whether the ticket income is sufficient or not.
2.2
The majority of professional productions originally required a guarantee. Over time, due to confidence of production companies in theatre management and marketing, this has been reversed where the majority are now percentage splits.
2.3
There are also a number of hirers, both professional and amateur, that hire the facility which provides a guaranteed income with no risk. 
2.4
There is also an Education Section whose work it is to raise artistic aspirations of the local community and to introduce them to theatre in the broadest sense. For example, the Education Manager runs four Youth Theatre groups through different tutors and some of the work done by them is staged in the building. 
2.5
The benefit to the local community of having a theatre is varied: residents and customers from beyond the district make use of it and thereby invest in the local economy. There are four Mansfield-based companies and two from outside of the district that hire the venue annually, one of them for two productions per year. There are also around 20 dance schools from Mansfield and beyond that hire the venue annually and some bi-annually. The number of non-professionals that made use of the PT in 2017/18, either as a member of the audience or backstage was 130,600.

2.6
An Economic Impact Study of local authority theatres developed by Arts Council England (ACE) and published in February 2005 determined that the PT contributed £3,074,072 to the local economy. That was in a year when the total attendance was 87,373 compared with 101,278 in 2017/18. 

2.7
ACE awarded £1.67 million Lottery funding in 1997 for the refurbishment and upgrade of the PT, bringing it up to date technically, introducing IT and improving customer and staff facilities as well as access. Certain conditions were imposed including the broadening of the programme to include other art forms such as mid-scale drama, contemporary dance, classical music, opera and ballet. The marketing had to be conducted over a 40 minute drive time as the local demographics of Mansfield on their own were not deemed to make the PT viable.

2.8
Based on these local demographics, there was also the requirement to appoint a marketing team with a suitable budget to promote shows and sell tickets in the short term and an Education Officer to help raise the artistic aspirations of the community in the longer term.

2.9
The PT operates four trading areas that generate income, i.e. Productions, Hires, Confectionery Kiosk and Groucho’s Bar. Whilst the PT generates significant income from all four income streams which more than covers their individual costs, it is insufficient to cover the staffing and building-related costs entirely, thereby requiring a subsidy from MDC.

2.10
A subsidy is the norm for other similar-sized local authority theatres, varying according to the size of the venue which would determine the scale of show staged and the ability of the community to pay sufficiently high ticket prices to cover running as well as production costs.

3.

PERFORMANCE – PRIMARY AND SECONDARY SOURCES OF INCOME
3.1 
Ticket Sales:


The primary source of income is from ticket sales. The production budget which is set annually by the Council and determines the expected net income from Council Sponsored shows has been turned around from a subsidy of £22,500 in 2002/03 to an income over expenditure of £163,066 in 2017/18, an improvement of £185,566. However, this report focuses on income and expenditure figures between April 2014 and March 2018.

3.2
Attendance figures are Key Performance Indicators as they determine the likely income from ticket sales as well as secondary income from the bar and kiosk. The following table shows the performance figures for 2014/15 to 2017/18. Usage refers to the total number of local community who used the PT to perform, rehearse or meet plus the total audience numbers. Professional performers are excluded. (* The usage figure drops in 15/16 because of a hirer retiring and no longer requiring the Dance Studio six days a week.) The following abbreviations apply: Council Sponsored = CS, Hirer Shows = HS. 
	
	2014/15
	2015/16
	2016/17
	2017/18

	
	
	
	
	

	Total Attendance 
	94,283
	89,421
	100,047
	101,278

	Total Productions
	101
	92
	117
	106

	Total Performances
	238
	234
	255
	254

	% Attendance
	74
	72
	73
	75

	Total Usage
	163,863
	122,335 *
	130,038
	130,600

	CS Attendance 
	52,657
	47,497
	56,965
	53,107

	CS Productions
	56
	47
	66
	55

	CS Performances
	126
	116
	139
	128

	% Attendance
	78
	77
	77
	78

	
	
	
	
	

	HS Attendance 
	41,626
	41,924
	43,082
	48,171

	HS Productions
	45
	45
	51
	51

	HS Performances
	112
	118
	116
	126

	% Attendance
	70
	67
	70
	72


3.3
There has been significant growth over this period with 17/18 being a record year. It is difficult to provide like for like benchmarking information due to the wide variation in scale and nature of services delivered by theatres. That said, the average attendance for CS productions is significantly higher than those of other theatres in the National Venue Managers Network benchmarking group. The last available statistic for average attendance was 50.5% with a group range of 33% to 77% in 2015/16. The PT in the same year achieved the highest average attendance of 77% or 400 people per performance. Chesterfield, one of the PT’s closest competitors achieved 44% capacity.
3.4 
Secondary Income – Confectionery Kiosk, Groucho’s Bar, Programme and Merchandise Sales:

The Kiosk provides a vital source of income for the PT. Not only does the Kiosk generate sufficient income to cover the cost of the items sold and the staff who sell it, it covers the wages of the Stewards who are on duty to tear tickets and be on hand to assist the public and lead an evacuation in the event of an emergency.

3.5
The bar staff alternate with Kiosk staff and vice versa depending on which service has the greater audience demand and also form part of the evacuation team. Groucho’s also covers all of its costs from trading and shows a surplus.

3.6
Commission is retained from the sale of programmes and merchandise over the year. 15% is retained if the visiting company do the selling and 20% if PT staff sell.

4.
HOW IS PERFORMANCE DRIVEN?
4.1
Programming is scheduled two years in advance to ensure that the best available product is secured as soon as it becomes available and to write exclusion clauses into contracts to prevent them from touring to competing venues within a certain timescale to maximise PT sales. 

4.2
Deals are structured to maximise the income to the PT and to minimise the risk. Most are therefore percentage splits with very few guarantees agreed, as explained in Background above. Those that are guarantees benefit from the Cultural Exemption that allows MDC to retain the VAT on all the income.
4.3 
The Importance of Marketing to Drive Sales

The PT has a dedicated team of two who work with every visiting company and hirer to agree a marketing and promotional strategy for each show.

4.4
An analysis of the Marketing budget in 2015/16 determined that for each £1.00 of marketing expenditure (staff costs and working budget), income of £8.70 was generated.

4.5
The brochure remains a vital selling tool and additional staff are scheduled to work in the Box Office when it is issued to cope with the volume of sales. However, the emphasis has shifted from solely printed media, to print complemented by online social media and Facebook is recognised as a powerful selling tool. For example, in 2017/18, the Facebook and Mailchimp campaigns that cost £1,384, generated sales of £27,951.

4.6
In addition, contras (a service charge levied to carry out marketing/publicity work on behalf of either a hirer or a visiting company) brought in an additional £3,810 making a total income of £30,377 net of direct costs. This online work, the Mailchimp emails and the new and improved website, all interface with the recently installed Box Office system so that the sales that result from each promotion are recorded. The emphasis is now on forming relationships with customers and not just selling tickets. This is being done as it is recognised that building loyalty with customers generates more interest by them in the business and therefore generates additional sales. Social media interfacing with the Ticketsolve Box Office System has resulted in the PT having just enjoyed its most successful year with a record audience of 101,278. The total value of tickets sold in 2017/18 as a result of marketing work done was £1,159,917.29.

4.7 
The Role of the Education Section to Drive Sales

The creation of an Education Section was a condition of the Lottery-funded refurbishment to help raise the aspirations of the potential audience base. As a result, a key, long term objective of the theatre has been to grow usage particularly of district residents in light of low participation levels. The Cities Outlook report (Centre for Cities, 2016) noted that the district was placed high on the low wage/high welfare quartile; people with low income and/or low educational attainment are likely to have lower rates of take up of cultural activities. 

4.8
This is the key purpose of the wider work of the education section of making theatre relevant, raising aspirations and introducing children, young people and adults to theatre and associated pursuits through theatre groups and workshops.
4.9
One way that this is done is through workshops that are offered to schools on a range of curriculum-related subjects. The Education Manager has also sought sponsorship to help fund these workshops so that if the school has difficulty funding the total cost of the workshop, the Education section can use some of the sponsorship the make up the shortfall.

4.10
The Education Manager is also responsible for the self-funding Youth Theatre that offers tuition to children in four age groups from age five to 19. These children gain not only performing skills, but most importantly learn to gain confidence that will stand them in good stead in later life. As an audience development tool, the children are introduced to live theatre, something their parents may not have experienced. Such work contributes to building audiences of the future.

4.11
There are also productions booked especially for schools’ audiences, such as Ministry of Science which stages large scale ‘experiments’ that teach science and are highly entertaining for key stage two audiences and Northern Ballet who stage three short ballets in one day aimed at very young children to introduce them to the art form. Both of these productions are very well supported by local schools.

4.12
Finally, the Education Manager will arrange pre or post-show talks for suitable productions that provide the audience with the opportunity to meet the director or members of the cast to discuss the production.

4.13
What Affects Performance?
4.14 
Local Artistic Preferences:


Over the years, it has become clear that for the PT to grow financially, the programming has had to remain very sensitive to the artistic tastes of the local community and wider catchment area. In order to drive income, programming is now largely focussed on Rock and Roll, sixties original artists, tributes and rock music. It is for this reason that it is sometimes better not to schedule something than to stage a show that may be excellent, but is unlikely to sell well.

4.15
The PT has managed to develop a good size audience for ballet, but no longer schedules the other art forms that were introduced following the Lottery-funded refurbishment, such as classical music because of the low audiences achieved. Even drama has proved very difficult to stage as is evidenced by the fact that all of the old amateur dramatic societies that used to do well many years ago folded prior to the year 2000 and only those that stage musicals and pantomime have thrived.

4.16
This places a huge restriction on the range, quantity and ultimately quality of product available to be programmed. 
4.17 
One Night Shows:


It should also be noted that because the PT is a number two mid-scale size venue, as opposed to the Nottingham Theatre Royal being a number one venue and its location in a market town as opposed to a city, it relies on numerous one night productions. The number one venues have mainly week-long productions. The smaller venue with its smaller catchment area is unable to accommodate the larger, bigger budget shows that would attract the larger audiences that in turn would warrant the longer run. As a result, the smaller venue, with a significantly smaller staff complement and budget has to programme many more productions and do the equivalent additional marketing and promotional work. 
4.18
A smaller technical staff also has more shows to get in and out on a daily basis than the theatres with week-long runs do. In addition to the marketing and technical impact of venue size, the administration and programming of the venue is also affected by the additional volume of work required.

4.19
Local Economy:


The fact that the PT is situated in one of the most deprived areas of the country brings with it its own challenges, the most obvious being low income. This has dictated ‘price-sensitive’ ticket prices if the PT is to be considered accessible to all the community. Ticket prices are determined jointly between the Theatre management and the visiting company based on their experience of touring the country and how much can be achieved in the various demographic areas. With some shows, there is a national price and the only variable may be the Booking Fee. However, although in general ticket prices are increased annually, the PT is unable to charge ticket prices that would totally remove the need for a subsidy.

4.20 
Seasonality:

The PT presents shows over 44 weeks of the year. It is not practical or viable to operate through the summer because of greatly reduced audience numbers and the need to give staff leave and specifically to use up TOIL accumulated by the technical and other staff. Essential annual maintenance of the building is also undertaken at this time to ensure the theatre remains in a good and safe condition for customers.
4.21
However, the usage of the PT is maximised. This is dependent on finding suitable programming or hirers. The recent statistics show a positive improvement in usage of available dates as shown below:

	
	2016/17 Actual
	2017/18 Actual
	2018/19 Forecast

	Usage of PT
	85%
	86%
	87%


5. SERVICE REVIEWS
5.1
The PT has been subject to a number of service reviews over the years which have resulted in reductions to the operating budget. For example, the Marketing budget was reduced from £78,400 in 2010/11 to £56,000 in 2016/17.

5.2
The most recent review was Change for the Future (2016/17) which identified potential savings/increased income of £47,600 in 2016/17 and a total of £71,600 in 2017/18. As there was no budget surplus available to be cut without doing damage to the infrastructure of the PT, the only solution was to grow the income and this was achieved through the increase in performances from 116 in 2015/16 to 139 in 2016/17 and 128 in 2017/18. The number of performances had consciously been reduced during the recent recession to maximise the income on fewer productions that were most likely to sell rather than having too many productions that customers may not have been able to afford. It was hoped that with more money in circulation and through programming very commercial shows like Peppa Pig, the audiences would support the PT. The target of £71,600 additional income was achieved as a result of increased ticket sales through marketing improvements combined with the increased revenue from the secondary spend in the kiosk and bar as shown in the table below:

	Original Budget
	C4F Savings
	Revised Budget
	Actual April to March
	Variance to Revised Budget
	Variance to Original Budget

	-£392,689
	-£71,600
	-£464,289
	-£511,540
	-£47,251
	-£118,851


5.3
Positive performance has been achieved by robust financial management (income growth primarily through ticket sales and hire of facilities and cost control) and service development (audience development, new products and improved marketing). Efficiencies are also continually sought. For example, the PT embarked on a process of replacing tungsten bulbs for LEDs, even replacing stage lighting and fitting movement sensors to switch on room lights only when required. As a consequence, between 2014/15 and 2015/16, with only four fewer performances, the energy consumption was reduced by 7% with the saving of £2,056. The auditorium roof void was lagged to prevent heat loss and to help keep it cooler in the summer. As a result of these interventions, the Display Energy Certificate for this 117 year old building is currently an excellent B36. 

6. FINANCIAL ANALYSIS 2014/15 to 2017/18
6.1
A table showing the PT accounts for the period 2014/15 to 2017/18 is attached as Appendix 1.

6.2
Line 1 shows the combined costs of providing the facility. This includes staffing, maintenance, utilities, etc.

6.3
Lines 2 to 4 separate out the three of the four income areas introduced in the Performance section above. 

6.4
In order to identify expenditure that is not strictly operational, such as Service Level Agreements, depreciation, etc., line 6 shows the total expenditure with these items removed from the original totals, providing a clearer picture of the PT’s running costs.

6.5
The income from hirers is shown in line 7.

6.6
The following observations are made by analysing the figures over the four year period:

(a) The operating cost of running the PT has increased by £32,021 from £329,665 to £361,686. This is 9.7%.

(b) Service Level Agreements have increased by £26,906 from £76,733 to £103,639. This is 35%.

(c) The cost of staffing (with no additional staff employed) has risen by 14% of the total budget between 2016/17 and 2017/18. It is to be expected that this percentage will rise still further in 2018/19 as a result of this year’s pay award.

6.7
The income streams have shown overall improvement:
(a) Groucho’s net income that suffered a very poor year in 2015/16 has recovered.

(b) Productions’ income after expenditure has greatly improved from £134,652 to £163,066, having reached a peak of £172,320 in 2016/17.

(c) Kiosk net of expenditure income has risen from £37,701 to £42,993.

(d) Hirers’ income has also greatly improved from £107,799 to £143,163.

6.8
Whilst the increased income achieved has been significant, when set against the additional costs of staffing, maintenance of the building which is more than 100 years old, the increases only manage to keep the subsidy relatively constant, rather than being able to reduce it.

7. FINANCIAL CONSIDERATIONS
7.1 Staffing costs and unexpected end of year pension adjustments will continue to dominate the expenditure and in many cases probably counteract the additional income. For example, in 2017/18, £16,000 pension liability was added at the end of the financial year.
7.2 Repairs and Maintenance costs are relatively high because of the age of the building and the specialist nature of some of the stage equipment. It is imperative that the building is well maintained to prevent it becoming shabby and a less desirable venue for customers to attend and spend their leisure Pound in a very competitive market. There is also the issue that the more people who use the building, the more it suffers wear and tear. Many seats, for example, need to be refurbished after approximately 30,000 people have attended the professional pantomime over a five week period. When Planned Preventative Maintenance funds are allocated, as they were when the new boilers were installed in 2017/18, they are allocated to the PT’s bottom line.

7.3 The Box Office system does not have a budgeted cost to the PT, but is paid for by a commission taken for every online ticket sold. The PT levies a £1.00 a ticket Booking Fee for all online sales and for professional shows only when purchased through the Box Office, which is in line with what other similar sized local authority theatres charge around the country. This commission means that the PT retains only £0.11 of its online Booking Fee against the full £1.00 taken in the Box Office. The income from Booking Fees in 2017/18 was £47,401 against an original budget of £11,725. It has to be recognised that as more and more people move naturally towards online bookings as they become more used to this method, that this income will reduce. 

7.4 Theatre management is striving to convince Dance School principals to allow the PT to sell all of their tickets with some success. This has resulted in the growth of income from Box Office commission. Another driver is the increased number of professional hirers. Not only do their productions generate significantly more hire income than those of the amateurs, their tickets are much more expensive resulting is a higher return on the Box Office commission, plus they all have the Booking Fee. Whilst there were nine professional hirers in 2017/18, there are already 11 booked for 2018/19.

7.5 Additional income is sought from other sources. The Cultural Services Manager and the Education Manager have been responsible for obtaining most of the sponsorship of projects over the years. The Education Manager most recently secured £900 from two sponsors for education work being done in schools in disadvantaged areas.
7.6 The Marketing section has been very successful in raising income in two ways. Firstly, from the charging of contras which are charges levied for the supply of marketing services.  This has a double benefit as the service provided is required to help sell the show and the visiting company/hirer pays the PT a fee to provide it. Secondly, there is the selling of advertising, predominantly in the brochure. The new website has been designed to be another area to sell advertising space and since 1 April 2018, £4,892.70 has been raised. However, it has to be recognised that the financial return on the time spent on marketing and promoting shows is far greater than that of trying to sell advertising. This becomes clear when it is noted that the total Box Office takings for 2017/18 that are largely due to the marketing and promotional activity of the two staff members was £1,159,917.29. The table below lists the income from contras and advertising since 2014/15:

	
	2014/15
	2015/16
	2016/17
	2017/18

	Contras
	10,167
	7,536
	10,281
	11,095

	Advertising
	400
	3,350
	4,050
	2,650

	Totals
	£10,567
	£10,885
	£14,331
	£13,655


8. COMMENTS OF AUTHOR’S DIRECTOR (ECONOMIC GROWTH)
8.1
The Palace Theatre is a fantastic asset to Mansfield and together with the Museum is at the core of the town’s cultural offer. It is very important that the cultural offer remains as strong as possible in Mansfield to support education, community cohesion and our visitor economy. The Palace Theatre has risen to the challenge of delivering a professional balanced programme of performances within the confines of limited available Council finances. In doing so, there have been a number of efficiency reviews of the Theatre over a number of years. The latest review identified a series of targets for income generation which have been exceeded as the attendances and associated spend at shows have performed extremely well for a “provincial theatre” in a town such as Mansfield. The challenge remains for the Theatre to continue to maximise attendances and spend whilst evolving to meet the demands of the local community and visitors alike. There is an excellent team of committed staff working together to achieve this objective and I am confident that the Theatre will continue to raise the bar in terms of achievements and successes in the future.
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