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Report to Scrutiny Panel
	Name of Scrutiny Panel


	Community Services

	Meeting Date


	14th November 2013

	Subject


	Victoria Theatre – Income Targets and Income Generation

	Wards Affected


	All

	Report of


	Director of Communities and Business Change

	Type of Item

(please tick ()
	Review existing policy
	

	
	Development of new policy
	

	
	Performance management (inc. financial)
	(

	
	Briefing (inc. potential areas for scrutiny)
	

	
	Statutory consultation
	

	
	Council request
	

	
	Cabinet request
	

	
	Member request for scrutiny (CCFA)
	


	Why is it coming here?

	To review the financial performance of the Victoria Theatre


	What are the key points?

	In the last 3 years the theatre has experienced a net reduction in funding from the Council of £265k (£288k reduction in service controlled offset by £23k growth in central). 

This reduction is in addition to significant savings made prior to 2010/11. The reductions in budget have had an impact upon service delivery despite efforts to secure investment and manage the pressure through actions such as the ticket levy. 
As a consequence the venue is currently experiencing declining attendance and income.

The Council has explored the possibility of making savings by operating an alternative delivery model but this has not progressed and savings will need to be delivered via a different route.


	Possible courses of action

	1. Make further savings from the service’s revenue budget by restructuring the current establishment
2. Focus on rebuilding box office sales and hire of the theatre to generate additional income

3. Consider exploration of operating the venue under an alternative delivery model


	Contact Officer

	Tim Fagan, The Victoria Theatre     Tim.fagan@caldredale.gov.uk    01422 351156


	Should this report be exempt?

	No


Report to Scrutiny Panel
1. Background
The Victoria Theatre has been a flagship cultural venue in Calderdale since 1901. 

The Council purchased the venue from private ownership in the early 1960s and converted the venue from a concert hall to a concert hall/theatre. The theatre is not a statutory service and there is no requirement for the Council to operate the venue.

The theatre currently presents a diverse artistic programme staging about 130 professional and 40 community performances per year. 
Current usage (projected for 2013/14) is:

Victoria Theatre: Number of ticket sold

(excludes casual usage for example for rehearsals, workshops, tours, meetings etc)
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As with all Victorian venues significant investment is periodically required for maintenance and modernisation to meet customer and artiste expectations. In the late 1990s a major multi-million pound lottery bid designed to remodel the theatre was prepared by the Council but not submitted. In 2002 the Council approved a more modest in-house capital investment programme to address serious and long standing Health and Safety issues.

In line with all provincial theatres the Victoria Theatre requires a subsidy to operate. However, accumulated increases in income targets amongst other factors mean that the service is now expected to generate a profit of £44k per annum. The Victoria Theatre’s subsidy has always been provided by the Local Authority and has been offset by revenues. In Calderdale the subsidy is accounted for by a central and a service controlled element. In 2011/12 the service controlled subsidy was around £127k.

Performance in delivering to the subsidy (including both service and central budgets) is described below:

	Analysis of central and service costs (budget)

	Financial Year
	2007/8
	2008/9
	2009/10
	2010/11
	2011/12
	2012/13
	2013/14

	Net Central budget
	200,850 
	380,910 
	412,540 
	392,963 
	470,833 
	450,830 
	415,490 

	Net Service budget
	323,520 
	271,790 
	446,520 
	243,514 
	126,147 
	24,751 
	-44,229 

	Total budget subsidy
	524,370 
	652,700 
	859,060 
	636,477 
	596,980 
	475,581 
	371,261 


 [image: image4.png]Central v Service budget

500,000
400,000
—+—Net Central
budget
300,000
200,000
~#—NetService
budget
100,000
0
2007/8  2008/9 2009/10 2010/11 2011/12 2012/13\0«‘/14

-100,000





	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


In 2010 the Council explored alternative operating models for the theatre with the aim of reducing the subsidy by £137k per year. This exploration has not progressed, however, the savings remain on the theatre’s service controlled revenue budget.
2. Main issues for Scrutiny

The theatre is currently charged with delivering a challenging budget within an increasingly complex internal and external business environment. The current budget model is resulting in a significant in year budget pressure. The current budget model has been created by a combination of factors which have gradually accumulated since 2007/8. These pressures have been compounded by the additional savings required by the local government budget reduction.
The budget model comprises Central and Service controlled elements. The chart below shows the value of cumulative savings from the service budget of around £400k or 110% since 2007/8. This represents in effect the gradual removal of the theatre’s service controlled subsidy over this period.

The graph below shows the correlation between the budget areas that the theatre manager has management responsibility for and that that is managed by other Directorates. A breakdown of the direct costs of running the theatre is attached at appendix 1.
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Service Budget

The performance of the service controlled revenue budget is described in the chart below and demonstrates that very significant inroads have been made since 2007/8 to deliver the budget savings required by the Council.
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However the measures taken, which include carrying vacancies for a number of years and using a significant percentage of allocated expenditure budgets to offset budget shortfalls are placing serious strain on every aspect of the service delivery and staff morale.

Specific factors contributing to current service budget model
The following factors and interventions have given rise to the current budget position.
a) Market conditions impacting revenues
The current economic climate is having a significant impact on household disposable income. This is possibly affecting consumer decision to buy tickets, frequency of attendance and secondary spend. 
Admissions for 2013/14 are projected to be significantly down with the consequence that both Box Office takings and Bar income will be around 15% down.
b) Additional Corporate savings
In recent years additional top slices, budget reviews and corporate interventions have reduced the theatre’s service controlled budget. These include, for example, legacy savings and top slicing of budgets for Job Evaluation and IT systems.

c) Income targets and freeze on expenditure

The Council increases income targets year on year with no commensurate inflationary rise in expenditure budgets. In practice this expresses itself as an additional reduction in the budget.
d) Offsetting budget pressures with expenditure budgets
In 2013/14 the theatre is projecting a significant budget over run which is in part being mitigated by ‘savings’ in allocated expenditure including 90% of the theatre’s programming budget.

This strategy means that the programming budget is not available to management to develop an artistic programme which nurtures and sustains confidence with external promoters and artistes. It also compromises the ability of theatre management to effectively negotiate in the market place.

e) Building condition 
The venue regularly receives comments from customers and employees about poor customer experience for example, poor heating, roof leaks, cramped seating, very dirty carpets etc. 

As facilities deteriorate the quality of the customer and staff experience also deteriorates impacting the venue’s ability to attract and retain future custom, artistes and experienced staff.

f) 
Access to external funding sources

As a local authority service the venue is now debarred from many sources of possible external funding.
g) Capital investment

As with much of the corporate estate, the theatre requires capital investment in order to address a number of long standing problems with the asset and facilities. These unresolved issues increasingly negatively impact customer and artiste experience of the venue, eg raining in on stage and auditorium, trip hazards and poor lighting in the auditorium.
Wider opportunities to link required capital/revenue investment to income generation are currently under discussion.
h) Staff productivity and morale

Many staff at the theatre are increasingly anxious about the future of the theatre. This is beginning to negatively impact productivity and good will towards the service, an unusual situation as the theatre has traditionally enjoyed very high levels of good will and strong commitment to the Council and venue. Morale is further impacted by the fact that some staff continue to be employed on low rates of pay despite the requirement for them to be highly qualified, skilled and experienced.

National savings

In addition to the above factors national budget savings require the theatre to reduce its operating costs by £137k pa.
Original saving proposals intended to achieve this saving in 2 key strategic ways:

a) Introducing a £1 per ticket levy (Theatre Support Fee)

b) Operate the theatre under an alternative delivery model

In year 1 savings £75k of the savings were achieved by introducing a £1 per ticket Theatre Support Fee.

The theatre is unable to achieve the balance of the £62k savings via an alternative delivery model and is instead effectively achieving the saving by offsetting it with the programming budget as described above.
2013/14 budget position

Taking all of the above into account the budget and projected 2013/14 out turn is described below:

	2013/14 Service controlled budget

	 
	Budget 
	Projected

	Expenditure
	666,900 
	660,809 

	Income
	-711,129 
	-566,381 

	Net
	-44,229 
	94,428 


The projected 2013/14 out turn is a budget over run of £138k.
The £138k over run is based on the venue ‘saving’ around £100k or 90% of the programming budget. However without making this ‘saving’ in the programming budget the budget over run could be £238k.
This financial management strategy weakens the venue’s market status, as without a resource to develop the cultural programme, the theatre’s attractiveness to artistes and customers is compromised.

3. Consultation
The following Council services have been consulted in relation to this report:
· Corporate Finance
· CAFM
· Corporate Communications
4. Further action and timescales
Recovering the budget
The theatre has reviewed options in order to recover the budget in 2013/14 and beyond.

Actions could include:

a) Further cuts in expenditure

The theatre’s service budget now comprises provision for: salaries and wages; stock for resale and essential daily H&S checks.

This implies that further cuts would need to be found from within salaries and wages.

The venue is currently carrying 2.5 FTE vacancies the duties of which are covered by existing staff members.

b) Growing the service

Growth of the service would require the Council to strategically focus resources on developing the theatre’s principle revenue streams of:
i) Box Office/Ticket sales focussing particularly on:
a. More responsive and broader production marketing

b. Developing the pantomime audience

c. Raising the profile of the venue generically

d. Developing new audiences based on analysis of existing attendees

e. Harnessing the potential of group bookings

ii) Secondary sales (bars, ice creams, food etc) which are largely a function of ticket sales.
iii) Developing commercial and community hires

iv) Making use of the venue’s creative capacity to develop new services for sale for example event management consultancy, clinical services, services to schools and parents etc.
This growth strategy takes advantage of the theatre’s natural attributes and potential to accommodate a growth in volume sales.

In order to deliver the budget position required by the Council the theatre would need to achieve an additional £500k of ticket sales annually (equivalent to 24,000 admissions) in order to generate £138k in retained income. If this growth were to be achievable it would still require the ‘saving’ of the theatre’s programming budget.
In addition in order to be able to attract and retain new custom investment would be required in facilities, customer experience, the programme and marketing.

In summary neither of the above options offers the Council a viable financial model for operating the venue. 

Cutting the service budget further is likely to accelerate decline, further diminish the theatre’s standing in the marketplace and likely reduce capacity and capability to stage performances and activities.

On the other hand a growth strategy would require investment and be unlikely to generate all of the income required. The growth strategy may however achieve some of the savings required and have the added advantage of delivering a substantial increase in footfall and secondary spend in the town centre. It would also help signal a vibrancy and commitment to the venue to staff and the wider community.

Potential investment

A number of opportunities present themselves as medium term possibilities to reduce the subsidy, including:

· Procuring a new Box Office system to maximise marketing opportunities and generate an additional booking fee for the venue

· Improving the competitiveness of the theatre’s web site

· Introducing a food offer to the venue

· Improving the attractiveness of the venue as a conference facility

· Developing new services for example to schools

Current in-house capacity to progress the above is very limited however, and all of the above initiatives will require investment.
Risks and challenges

In addition to financial pressures, in the short to medium term the current budget model presents the theatre with significant risks and challenges including:

· A sense and perception of the venue ‘running on empty’ leading to falling staff morale and confidence

· A decline in artiste and promoter confidence in the Council

· Vulnerability to customers choosing to attend other venues

· Retention of staff and skills

· Deterioration of facilities and customer experience

· No service latitude to develop and grow the service

5. Options appraisal
Option 1: Further cuts to the service budget

Options for absorbing further cuts are extremely limited and would necessitate a review and restructure of the establishment. The likely result would be the presentation of fewer performances and a narrower programme which focussed on productions generating the highest rates of return. This may however lead to lower attendance, lower secondary spend and negatively impact the wider town centre economy and vibrancy.

Option 2: Growth strategy

Seek to mitigate the budget pressures by focussing on the areas of greatest potential to generate revenue and invest in improving customer experience. Outputs will be dependent on corporate inputs, approval of a future business strategy and plan, and investment in the future of the venue.

Option 3: Re-consider exploration of an alternative delivery model

This option would review the possibilities for operating the venue under an alternative delivery model. 

The Victoria Theatre Trust (VTT) were formed during early exploration of an alternative delivery model. The VTT, with Locality could perhaps help facilitate a growth strategy by for example undertaking a feasibility study into the future of the venue and enabling access to external funding.

In addition to the above options Scrutiny are asked to consider the possibility of establishing a cross-Council, or possibly cross-Sector, working group to support strategic planning for the theatre into the future.
6. Conclusions
In 2013/14 the theatre is challenged by a budget model which is creating in year pressures which will become more pronounced in future years. The current budget model which effectively describes the removal of the theatre’s service controlled subsidy has evolved over the long term as a result of:

a) Major budget reductions for local government 
b) A range of other contributory factors and interventions
The 2013/14 projected overrun is around £138k.

The £138k out turn is predicated on the venue ‘saving’ 90% of its allocated programming budget which compromises the venue’s status and viability in the marketplace. Without this ‘saving’ the projected over run could be £238k.To further mitigate the budget over run in the future the venue has considered the impact of further cuts or growth initiatives.


Further cuts to the service controlled budget will necessarily come from salaries and require a service restructure. This would likely further limit the venue’s capability and capacity to operate safely and generate income.


A growth strategy designed to take advantage of the venue’s main revenue streams: ticket sales; venue hires and secondary spend is predicated on developing marketing and investing in improvements to the customer and artiste experience.


Whilst neither of the options will deliver all of the budget savings required by the Council a decision to invest in a growth strategy probably has the greatest potential to further reduce the venue’s subsidy and has the added benefit of generating potentially significant economic activity and vibrancy in the wider economy.

The prioritisation of centralised resources will be key determinants in the success of the option pursued.

7. Background documents
Downloads from Corporate financials provide by Central Finance 
The Victoria Theatre Box Office financials reports

8. Documents available for inspection at:
Princess Buildings and the Victoria Theatre
Appendix 1
The table below shows the direct costs of the Victoria Theatre as a comparison between budget and actual. These figures do not include Capital Financing Charges and support service overheads

	Financial Year
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	Subsidy without Cap Dep and SSC 
	Budget
	Actual
	Budget
	Actual
	Budget
	Actual
	Budget
	Actual
	Budget
	Actual
	Budget
	Actual

	
	457,440
	501,603
	402,450
	396,795
	571,980
	562,275
	341,990
	355,580
	235,524
	225,768
	141,711
	129,669


Subsidy without capital depreciation and support service charges
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