Taking Arms Against a Sea of Troubles
By Arthur Nacht

I. Introduction

This presentation is a response to the recently published book, “Outrageous Fortune: The Life and Times of the New American Play”, authored by Todd London, Ben Pesner and Zanni Voss.
 I dedicate my proposal to my schoolmates and other theatre artists who have chosen a career that calls for significant personal sacrifice, more sacrifice than I think they should have to make. I hope my presentation will point in the direction of a better future.
II. Playwrights Have Dismal Economic Prospects 
The economic plight of playwrights, as portrayed by London, Pesner and Voss, based on a survey of 250 American playwrights who have risen to the top of the field at each career stage, is “not, practically speaking, a pretty one…. It is not a romantic notion that playwrights must be prepared to be poor. It’s a sad fact.”

While more than a third of those surveyed had total income of more than $40,000, nearly a third earned less than $25,000 per year. Half of the surveyed playwrights lived in New York City and one-quarter in Los Angeles, America’s two most expensive cities.

But these figures overstate the playwright’s professional income. That is because only 52% of total income came from sources directly or indirectly related to playwriting and only 14%
 of total income was due to the theatrical production of plays. This works out to only $4,500 on average.
 
III. Playwrights Are Not Alone

According to Actors’ Equity, the average earnings per work week for all Equity members at LORT theatres in the most recently reported season was $871
. This would work out to $23,000 per year, if an actor were lucky enough to work 26 weeks in a year. Only 21% of the total Equity membership earned $25,000 per year or more through Equity.  

Scenery and costume designers, the highest paid category of designers in the field, when employed at LORT “B+” theatres earn a fee of only $6,330
 per production. These designers probably complete no more than five or six such assignments in one year, yielding a maximum professional income of perhaps $38,000. 
Directors, as a class probably the best paid artists in the nonprofit theatre, earn a fee of $17,403
 per production when they work at LORT “B+” theatres, but at most probably complete four such assignments per year, yielding income of approximately $70,000.

IV. The Problem Originates With the Nonprofit Theatres Themselves 
I am quite confident that theatres would pay more if they had more to pay. I believe the root cause of low wages for theatre artists is obvious: it is the poor financial performance of American nonprofit theatres and their resulting poor financial condition. 
We are fortunate to have lots of evidence concerning the financial performance and condition of our theatres, thanks to TCG’s annual study, TheatreFacts.
All we have to do is read that study carefully and candidly to understand how bad things really are for the nonprofit theatres themselves. A frank summary of major conclusions from the TheatreFacts 2008 survey concerning “Trend Theatres”, a group which includes most of the leading theatres in the United States, would be as follows:

Point 1: The percentage of Trend Theatres reporting an operating deficit has been 40% persistently in the last five years.

Point 2: Over the five most recent years, after adjusting for inflation, the Trend Theatres reported:

· Total Earned Income grew 6.0% 

· Total Ticket Income, the largest component of Earned Income, grew 11.0% 

· Total Contributed Income grew 14.3% 

· while Total Expenses grew 19.1%
 

Thus, both earned income and contributed income have grown more slowly than expenses.
Point 3: Over the most recent five years, the percentage of Trend Theatres with negative working capital ranged from 62 to 69%.
 Thus, a significant majority of the leading theatres in the United States are having difficulty paying their bills in a timely way.

Point 4: Returning to the question of artists’ income, spending on theatre artists at the leading theatres has been falling behind all other categories of theatre spending. The survey shows that in the five-year period all major categories of expense grew 15% or more after inflation with two significant exceptions: artistic payroll (which grew only 3.8%) and royalties (which actually fell 2.4%).

Here we have industry data from TheatreFacts that is quite consistent with Todd London’s findings: playwrights are falling behind most of all. Other artists are a close second.
The consultant and author Jim Collins, who addressed the TCG Conference in Denver two years ago, described in his book “Good to Great and the Social Sectors” the Stockdale Paradox which, Collins says, is required of any for-profit and nonprofit organization that aspires to greatness. This paradox states: “You must maintain an unwavering faith that you can and will prevail in the end, regardless of the difficulties, and at the same time you must have the discipline to confront the brutal facts of your current reality, whatever they might be.”

Like Jim Collins, Victoria Bailey, the Executive Director of the Theatre Development Fund, has urged us to be honest. She wrote in the introduction to “Outrageous Fortune” that: “Writers and those who produce their plays are not talking honestly with each other. Nor are they speaking honestly with their audiences or with funders.”

So, I think before I present a possible solution to our predicament, it is beneficial, in fact it is necessary, to be more candid about the poor financial results of the nonprofit theatre. To be blunt, the nonprofit theatre is in trouble. We have what an economist would call a structural deficit. A structural deficit is defined as an inherent excess of expenses over revenues.
V. The Status Quo is Unsustainable

A frankly-worded headline from the 2008 Theatre Facts survey would have read: “40% of theatres in deficit; 65% seriously cash-stressed; Artists’ wages suffer as a result.” And if all of this is not bad enough, the National Endowment for the Arts, in its recently published report, “All America’s A Stage”, mentions one other data point of considerable concern, one that is not made in the TheatreFacts survey. The NEA report states that, “Since 1992, the percentage of the U.S. adult population attending non-musical theater has declined from 13.5 percent to 9.4 percent.”
 This 4.1 percentage point change may not seem so significant at first, until we reflect that this is actually a 30% decline in the rate of attendance. 
So let us be honest and acknowledge that the nonprofit theatre is financially stressed and that cash and operating deficits are being bridged in part by restraining or even lowering the wages of theatre artists, simply because theatre managers feel they have no choice but to restrain and to cut wherever they can. 

My conclusion from all of this is that the status quo is clearly unsustainable. The existing operating model simply is not working for many theatres. Shrinking audiences, total expenses growing faster than income, and declining artistic spending is just like a car crashing into a stone wall, albeit we are experiencing our car-crash in slow-motion. 
VI. What Shall We Do?
That is the problem and it is, as Stockdale would say, a grim reality. What shall we do? It is appropriate to utter the oft-repeated call: “We need new operating models.” Teresa Eyring wrote about this subject in the January 2009 edition of “American Theatre.” In her column, Teresa said that discovering new operating models was not about reducing costs here and there. Rather, she said, new models call for new thinking and these are some of the aspects of theatre operations she said we should consider:
1. How new work is created

2. Relationships with audiences

3. Financial structures

4. Organization and partnerships

5. Resource ratios (percentage earned vs. unearned)

6. Space utilization (buildings)

7. Ways artists make a life 

The remainder of my presentation and the essence of my proposal is related to the fifth new model element that Theresa suggested: the resource ratios, i.e., the balance between earned and unearned income. 
As I see it, theatres are typically composed of just two primary activities: one is making art and the other is fundraising. The first activity, making art, is destined and I will go so far as to say is supposed to lose money. Of course, if a theatre can achieve big increases in ticket income through more effective programming or marketing, I am all for it, with the caveat that no theatre should let doing better at the box office mean the popularization of programming to such a degree that this diminishes the theatre’s artistic calling and its artistic ambition. That is, let us always have the art we want before commerce.
Given the box office has these self-imposed limitations as to how much help it can be in our fiscal dilemma, can we look to other sources of earned income for relief? These sources may include: commercial transfers, acting schools, bars, cafes, and the sale of gift items. These, and possibly others, are decent options as far as they go and more power to any theatre for which they make a meaningful difference. However, I am not aware of any potential secondary sources of earned income that represent significant opportunities for the industry as a whole. That is, such indirect sources of earned income may occasionally be quite beneficial, but this is the exception rather than the rule.
Due to the limitations of the box office and the limited potential of other sources of earned income, we must, indeed we have no choice but to, look to the other major activity of the theatre, fundraising, to do a better job of making a surplus and a significant one. 

VII. A New Strategy

I am of the opinion that nonprofit theatres need to put much more emphasis on the performance of the fundraising department as the best way out of the present dilemma. The new model I want to propose may apply to quite a few theatres. 
What I am proposing is a new strategy, as I understand that concept. I think a good definition of strategy is rather simple on its face. Strategy is “consciously creating a competitive advantage that buyers value and that is self-sustaining.” This short but clear definition relies upon the work of Michael Porter of Harvard Business School
 and James Phills of Stanford Graduate School of Business.
 
Our contemporary American theatres must do a better job of raising contributed income. But merely wishing for more contributed income will not make it happen. To accomplish this goal, I say theatres should think about running their development departments more aggressively. By more aggressively, I do not mean simply spending more on development. I mean spending more as a business person would, with a reasonable plan for getting significantly more back in exchange. 
I think no theatre should complacently accept average results from its development department. Instead, we need to set goals that reflect ambitious improved outcomes, defined as an improvement in net contributed income, that is, what is left over after all development-related expenses have been deducted from gross contributed income. 
Gross Contributed Income

Less: Total Development Expense

= Net Contributed Income
This net number is the development department’s “bottom-line.” This is the tool for judging a development department’s success. With this simple bit of arithmetic you can see that it is desirable to spend more on development if you have a reasonably strong expectation of getting back a greater amount in return. Given my intention is to help artists and art, not buildings or bureaucracies, let me emphasize that a policy that increases development expense without increasing net contributed income by substantially more is unsatisfactory.
Each theatre therefore needs to ask itself two questions and then answer those questions candidly. The questions are: “Do we have the very best development people working for us? Are we paying enough to attract and retain those very best people? If your answers to these questions are “yes”, then I congratulate you and I have nothing to add. 
VIII. Details of the Strategy

But if your answers to these questions are “no” or “maybe”, then you need to look more deeply at the key components of this strategy and here they are:

1. Look for great, not just good, people who have great track records

2. Be sure you have enough of these best people in the development department 
3. Set ambitious but achievable goals for each such person
4. In order to attract these great people, offer an initial rate of pay at the highest end of the range (not merely so-called “competitive” pay, which is usually a euphemism for average pay)
5. Offer substantial extra pay for excellent results

6. Make clear that achieving ambitious but achievable goals is required; i.e., that a failure to meet these goals will likely lead to dismissal.

The details of how to implement this six-part strategy for any single theatre will have to be based on the individual facts and circumstances of that theatre. That is, this is not a one-size-fits-all strategy.

It is likely that some development people will not accept the challenge of high pay and what I would frankly call “high-demand” employment. But I think some, with outstanding records of achievement, will accept the challenge and the opportunity. The goal is to get the best people in the industry on your team. The notion of getting the right people on your team is again attributable to Jim Collins, when he urged us to “first get the right people on the bus.”
 Getting the best people in the fundraising industry means that, in addition to looking within the nonprofit theatre, one should also look outside the non-profit theatre: in museums, hospitals, orchestras, operas, universities, private secondary schools, and the like.

Let me point out that offering significant incentives for great performance (item 5 above) is clearly sanctioned by the professional fundraising community. The Association of Fundraising Professionals
 has a Code of Ethical Principles and Standards, which was adopted in 1964 and amended in 2007. Ethical Standard # 21 states: “Members shall not accept compensation or enter into a contract that is based on a percentage of contributions; nor shall members accept finder’s fees or contingent fees.”
However, Ethical Standard # 22 says: “Members may accept performance-based compensation, such as bonuses, provided such bonuses are in accord with prevailing practices within the members’ own organizations and are not based on a percentage of contributions.” 

Because it is unethical, I am not recommending we pay development staff a percentage of what they raise. But I am advocating we pay more for excellent results. That is permitted by the AFP.
There is plenty of precedent for the concept of “pay for performance” in the nonprofit world outside of the theatre. One example of this would be investment managers at universities. The person in charge of investing Yale University’s endowment makes more than a million dollars a year and at times much more. Why? Because the university is willing to pay for superb performance. Another example would be the head coach of the University of Connecticut men’s basketball team, who recently signed a contract that will pay two million dollars in 2011 with additional payments if the team reaches the NCAA championship and even more if it reaches the final four. This also is pay for superb performance. Obviously, I am not endorsing such astronomical sums for nonprofit theatre development directors, but I am endorsing the principle behind these pay packages.
What, you may ask, would these higher wages look like? Let’s consider what Directors of Development are currently being paid. TCG’s annual compensation survey is not published, but data from IRS public information returns are on the web and available if you look up one theatre at a time.
The average salary for the Director of Development of theatres in the TCG Group 5
 category was $81k in the most recently reported year. This number is based on the 22 out of 34 Group 5 theatres that reported their Director of Development’s salary to the IRS. Some of the missing 12 directors were probably not reported because they were paid less than $50,000, which is the cutoff for reporting or because they were not in the group of the five highest-paid employees and only the top five have to be reported. The average salary for the Director of Development of 24 out of 29 theatres in the TCG Group 6
 category was $123k. It is clear that a 50% increase in salary for directors in both categories 5 and 6 could easily be justified if significantly better contributed income results were thought probable.

IX. Conclusion

What I am suggesting is a proposition that can be succinctly summarized this way: We need to run our contributed income activity more like a business so we may run our artistic activity less like a business.
You should think of this proposed strategy as an investment in your theatre’s self-sufficiency. As I said before, a good strategy is self-sustaining; that is, it reliably creates greater revenues than costs. 

It may take time, perhaps several years, to achieve a desired higher level of contributed income. It is therefore crucial that specific goals and dates for a Development Director be agreed to in advance by all concerned and administered by the Managing Director and the board of trustees of the theatre. It also seems to me that a far-sighted foundation with an entrepreneurial flair might fund this investment in a theatre’s future if the new strategy were presented properly as an investment in future self-sufficiency.
For any theatre, especially small theatres, I would offer a word of warning: do not try what I am recommending unless you can afford the strategy’s failure. For example, if paying a Director of Development, say, an extra $X,000 per year for the next two or three years may “break the bank” if net contributed income does not improve, then don’t consider such a move.
In the event that a theatre makes the changes I am recommending and net contributed income does rise significantly, the benefits of this strategy for artists should be apparent and should be easily measured. Managing Directors will be able to report to their artists, their boards and their outside funders a “report card” of data that would track artistic accomplishment over time. These numbers matter more than awards, nominations or favorable reviews:
  An Artistic Report Card: The Numbers That Really Matter
(Values to be reported year-by-year for comparison)
· Number of commissions

· Average commission paid

· Number of new plays produced

· Total royalties paid

· Number of actor-weeks

· Average weekly wage per actor

· Number of rehearsal weeks

· Number of design fees paid

· Average fee per designer and per director

· Average price per ticket sold

Theatres with increased net contributed income will be able to pay more and larger commissions, produce more new plays, pay higher royalties, increase weeks worked and wages paid to actors, pay higher fees to designer and directors, charge lower ticket prices that will attract younger and more diverse audiences, and still finish with a modest surplus. A simple report with this kind of data will tell us when real progress for artists is being made.  
The path we are on, by contrast, leads to none of these things. It leads to still-lower pay for artists; even higher ticket prices; smaller, older and less diverse audiences. It is clearly time for new thinking. 
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