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Welcome to this meeting.  We hope you find these notes useful. 
 
 
ACCESS 
 
Access to the Town Hall after 5.15 pm is via the entrance to the Customer Service Centre 
from the visitors’ car park. 
 
Visitors may park in the staff car park after 4.00 p.m. and before 7.00 a.m.  This is a Pay 
and Display car park; the current charge is £1.50 per visit. 
 
The Committee Rooms are on the first floor of the Town Hall and a lift is available. 
Induction loops are available in the Committee Rooms and the Council Chamber. 
 
 
FIRE/EMERGENCY INSTRUCTIONS 
 
In the event of a fire alarm sounding, vacate the building immediately following the 
instructions given by the Democratic Services Officer. 
 
 

• Do not use the lifts 

• Do not stop to collect personal belongings 

• Go to the assembly point at the Pond and wait for further instructions 

• Do not re-enter the building until authorised to do so. 
 
 
MOBILE PHONES 
 
Please ensure that mobile phones are switched off before the start of the meeting. 
 
 



 

 

COMMITTEE MEMBERSHIP 
 
Councillor J Dhindsa (Chair) 
Councillor S Rackett (Vice-Chair) 
Councillors J Aron, G Derbyshire, S Greenslade, P Jeffree, A Khan, R Martins and 

P Taylor 
 
 

AGENDA 
 

PART A - OPEN TO THE PUBLIC 
 
 
 
4. REVIEW OF THE CORPORATE RECHARGE SYSTEM (Pages 1 - 28) 

 
 Presentation explaining how the Council’s Corporate Recharge System works 
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Report to: Budget Panel 

Date of meeting: 11 September 2012 

Report of: Head of Strategic Finance  

Title: Corporate Recharge System 
 
 
 
 
1.0 SUMMARY 

 
1.1 These detailed papers will support a power point presentation that will explain the 

background and current system for recharging support costs to individual service 
cost centres. 
 

 
 
2.0 RECOMMENDATIONS  

 
2.1 The Budget Panel consider the current processes. 

 
  
 
 
 
Contact Officer: 
For further information on this report please contact: 
Bernard Clarke, Head of Strategic Finance., telephone extension 8189, email 
bernard.clarke@watford.gov.uk  
 
 
 
 
 
3.0 INTRODUCTION 

 
3.1 
 
 
 
 
 
 
 
3.2 
 
 
 
 
 
 
 

The recharging of corporate support costs is an essential process for the following 
reasons: 

• it seeks to establish the true cost of providing a service 

• it opens up the cost of support services to challenge by direct service 
providers 

• it is, in any event, a quasi statutory requirement. 
 
 

There is a general false assumption that support service costs are purely those 
recharged from the corporate centre. Misguided criticism then follows that ‘the 
centre’ is too large/ bureaucratic and must be slimmed down. Whilst this may be 
the case, there is also the fact that ‘support costs’ also include the administrative 
structures within service departments themselves. This is often overlooked and, 
as a consequence, due rigour may not be applied to examining whether such 
costs are truly necessary (I do, of course, speak ‘hypothetically’ and am not 
necessarily describing the situation at Watford). 
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3.3 
 
 
 
 
 
 
 
3.4 
 
 
 
 
 
 
 
 
 
3.5 
 
 
 
 
 
3.6 
 
 

 
This misconception can best be illustrated (excuse the humour)  by the example 
of a ‘squirrel’, whereby the body is seen to be the direct service providers whereas 
the tail is seen to be the corporate centre. In good times the squirrel has a 
magnificently muscled physique and a gloriously bushy tail. 
Then ‘austerity’ strikes. The body gets ever more emaciated but lo and behold, the 
tail remains as refulgent as ever !! Part of the problem with this analogy, however, 
is that the tail also includes service department administrative costs as well. 
 
There is a practical example of this situation which is being experienced at 
Watford at the present time. It relates to the potential outsourcing of waste, street 
cleansing and parks and open spaces which are major services of the Council. 
Most of the initial focus has been upon the cost of the direct service providers (all 
of whom would be covered by current TUPE arrangements). There is however a 
significant cost of support services which needs to be identified and analysed 
because, although it may comprise small percentages of individual officers’ time, it 
will be essential that a ‘whole body’ is reconstituted if the Council is to maximise 
efficiency savings from any outsourced process.   

 
The presentation this evening will attempt to explain the current support cost 
recharging system. Whilst it may appear (and can be) complex, it does however 
provide the necessary detail to enable the issue highlighted in the previous 
paragraph to be addressed. Hopefully the ‘squirrels tail’ might also come under 
appropriate pressure. 
 
The attached papers should therefore be considered to be background 
information. The power point presentation will hopefully clarify our current 
processes and enable an open debate to follow.  
 
 

 

 

 
5.0 LEGAL IMPLICATIONS 

 
5.1 None directly.  

 
  

 
 
 

 

4.0 FINANCIAL IMPLICATIONS 
 

4.1 None directly.  
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Support Service Allocation and Recharging

Why support services?

• We need to know the true cost of providing services

• The concept of "Total Cost" means that direct and indirect costs must be taken

into account

• The CIPFA Code of Practice requires allocation of support services to service

departments (extracts attached)

• The Council has a policy on support service recharges (last reviewed in 2008 –

copy attached)

What Brings Support Services Into Disrepute?

• Lack of control over charges

The best time to challenge is when percentage reallocations are being set -
usually around October - hopefully earlier this year.  Note that this will be before
we know exactly what charges will result in cash terms as the budget will not
have been set at this point, but there will be sufficient information to support the
challenge.

• The recharging regime

Normally up to the head of the charging service in conjunction with Finance
how this is done but it needs to be seen to be equitable.  The Council’s support
service recharge policy gives examples of recharging regimes.

• The actual percentage allocations - this is sometimes not a precise science

Requires discussion between heads to agree on services being provided and
the resources required to provide them.

• Charges are just too high - perception that there might be cheaper alternatives

Needs understanding about why the service is being done in-house and if/why
there is a price premium compared to alternatives.  This could form part of the
discussions between department/section heads.

Appendix 1
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• It is aimed at getting the true cost of end services - not the true cost of support
services.

This mechanism will distort the gross costs (before net recharging) of the
support service areas themselves - see example later.

• Often perceived as a difficult mechanism to understand

Whilst the mechanics can get tricky the basic principles are fairly
straightforward…

How Are Support Services Calculated?

Example…

What Happens To Support Services If Their Customer Base Shrinks?

In first instance follow the money - from which sections were the significant internal
costs coming?

Approach the charging department(s) and check practicality of corresponding
reductions to the costs of that support department.  If reductions are not possible at
first, then CIPFA guidance is that all departments bear the increased charges until
costs in the support service can be reduced.

Look behind the charging to check whether support services further back in the chain
could be expected to contract.  If so, approach those charging departments too.
It is quite likely that even where recharges do not represent more than 50% of one
person’s role (and so not have TUPE implications) there could well be more than 50%
FTE total allocated to the area.  So even if TUPE does not apply, it may be reasonable
to suggest a contraction in the support service area.

Page 4



Appendix 2

(Extract from CIPFA Service Reporting Code of Practice 2012/13)

Page 5



Page 6



Page 7



Page 8



Page 9



Page 10



Page 11



Page 12



Page 13



Page 14



A Support Services Recharging Example

Service: SVC1 SVC2 SVC3 SUP1 SUP2 SUP3 TOTAL

Net Direct Costs 935,000 875,000 190,000 220,000 140,000 140,000 2,500,000

Net Total Costs 935,000 875,000 190,000 220,000 140,000 140,000 2,500,000

This sample Council is providing three services at a total cost of £2.5M.  Given the above information it is not

clear what the true cost of each of these services is.

The challenge is to reallocate the costs of the support departments to the service departments so that the net

cost of the support departments is zero and the net costs of the service departments reflects the true cost of

providing those services.

First decide on the percentages to be use for this reallocation…

SUPPORT COSTSSERVICE COSTS

Appendix 3
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A Support Services Recharging Example - The Problem

Service: SVC1 SVC2 SVC3 SUP1 SUP2 SUP3 TOTAL

Net Direct Costs 935,000 875,000 190,000 220,000 140,000 140,000 2,500,000

Costs from other cost centres:

SVC1 ?? ??

SUP1 ?? ?? ?? ?? ?? ??

SUP2 ?? ?? ?? ?? ?? ??

SUP3 ?? ?? ?? ?? ?? ??
Sub-Total ?? ?? ?? ?? ?? ?? ??

Income from other cost centres:

SVC1 ?? ?? ?? ??

SVC2 ?? ?? ?? ??

SVC3 ?? ?? ?? ??

SUP1 ?? ?? ??

SUP2 ?? ?? ??

SUP3 ?? ?? ??

Net Total Costs ?? ?? ?? 0 0 0 2,500,000

Percentage Allocations Used:

Services Charging---> SVC1 SVC2 SVC3 SUP1 SUP2 SUP3

Charged Services:

SCV1 35.00 20.00 20.00

SVC2 35.00 40.00 20.00

SVC3 5.00 8.00 20.00 40.00

SUP1 6.00 10.00

SUP2 10.00 10.00

SUP3 12.00 14.00
Total Percentages Charged Out: 5.00 0.00 0.00 100.00 100.00 100.00

This table shows the percentage reallocations that will be used to fill in the ?? in the top table.

The percentages for each of the three support areas total 100 because they are fully recharged.

As a result the net total costs for each must be zero.

SUPPORT COSTSSERVICE COSTS

This section will show indirect costs

received

This section will show credits received

P
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A Support Services Recharging Example - A Possible Solution

Service: SVC1 SVC2 SVC3 SUP1 SUP2 SUP3 TOTAL

Net Direct Costs 940,000 880,000 180,000 220,000 140,000 140,000 2,500,000

Costs from other cost centres:

SVC1 55,190 55,190

SUP1 87,730 87,730 20,050 25,080 30,080 250,670

SUP2 36,930 73,870 36,930 11,080 25,860 184,670

SUP3 39,190 39,190 78,380 19,590 19,590 195,940
Sub-Total 1,103,850 1,080,790 370,550 250,670 184,670 195,940 3,186,470

Income from other cost centres:

SVC1 -87,730 -36,930 -39,190 -163,850

SVC2 -87,730 -73,870 -39,190 -200,790

SVC3 -55,190 -20,050 -36,930 -78,380 -190,550

SUP1 -11,080 -19,590 -30,670

SUP2 -25,080 -19,590 -44,670

SUP3 -30,080 -25,860 -55,940

Net Total Costs 1,048,660 1,080,790 370,550 0 0 0 2,500,000

Percentage Allocations Used:

Services Charging---> SVC1 SVC2 SVC3 SUP1 SUP2 SUP3

Charged Services:

SCV1 35.00 20.00 20.00

SVC2 35.00 40.00 20.00

SVC3 5.00 8.00 20.00 40.00

SUP1 6.00 10.00

SUP2 10.00 10.00

SUP3 12.00 14.00
Total Percentages Charged Out: 5.00 0.00 0.00 100.00 100.00 100.00

SERVICE COSTS SUPPORT COSTS
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Points to note:

The overall net total is still £2,500,000

The net total of each support service is now zero

The sum of the charges received by the service areas from the support areas is £500,000 - the circular recharging between support service areas

has not increased this figure.

Care should be taken when looking just at the apparent sub-total costs of the support areas.  These are  inflated by the circular recharging.

So all we can really tell about the charge from SUP1 to SUP2 is that there is a net difference in value between the services that they provide

each other of £14,000.  The gross charge of £25,080 by SUP1 to SUP2 will be a little misleading.
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A Support Services Recharging Example - SVC3 is out-sourced and so no longer charged:

Service: SVC1 SVC2 SVC3 SUP1 SUP2 SUP3 TOTAL

Net Direct Costs 940,000 880,000 180,000 220,000 140,000 140,000 2,500,000

Costs from other cost centres:

SVC1 58,230 58,230

SUP1 99,220 99,220 0 32,180 37,530 268,150

SUP2 51,010 102,010 0 16,320 34,680 204,020

SUP3 74,270 74,270 0 31,830 31,840 212,210
Sub-Total 1,164,500 1,155,500 238,230 268,150 204,020 212,210 3,242,610

Income from other cost centres:

SVC1 -99,220 -51,010 -74,270 -224,500

SVC2 -99,220 -102,010 -74,270 -275,500

SVC3 -58,230 0 0 0 -58,230

SUP1 -16,320 -31,830 -48,150

SUP2 -32,180 -31,840 -64,020

SUP3 -37,530 -34,680 -72,210

Net Total Costs 1,106,270 1,155,500 238,230 0 0 0 2,500,000

Percentage Allocations Used:

Services Charging---> SVC1 SVC2 SVC3 SUP1 SUP2 SUP3

Charged Services:

SCV1 37.00 25.00 35.00

SVC2 37.00 50.00 35.00

SVC3 5.00 0.00 0.00 0.00

SUP1 8.00 15.00

SUP2 12.00 15.00

SUP3 14.00 17.00
Total Percentages Charged Out: 5.00 0.00 0.00 100.00 100.00 100.00

SERVICE COSTS SUPPORT COSTS
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Points to note:

In looking at potential reductions in support areas you would probably start with SUP3 as this was previously making the largest charge to

SVC3.  It may be worth looking at the charges received by SUP3 from the other support areas although these are likely to have less of an

impact.

The recharge to SVC1 and SVC2 has increased despite those services not having changed.

This also had the effect of increasing the charge between SVC1 and SVC3

The percentage recharges have had to change in order to ensure that the net totals of each support service is still zero

The direct costs of the support areas did not change so the sum of the charges received by the remaining service areas from the support

areas is still £500,000

The overall net total is still £2,500,000
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Department To/From Dept Net Charges Net Totals

Community Services Capital -31,780

Environmental Services 169,050

Legal And Property Services 625,170

Managing Director -22,170

Planning 37,090

Strategic Finance 438,260

1,215,620

Environmental Services Capital -86,280

Community Services -169,050

Legal And Property Services 159,250

Managing Director -38,260

Planning -187,810

Strategic Finance 294,820

-27,330

Planning Capital -5,830

Community Services -37,090

Environmental Services 187,810

Legal And Property Services 177,280

Managing Director -64,560

Strategic Finance 306,410

564,020

Legal And Property Services Capital -421,220

Community Services -625,170

Environmental Services -159,250

Managing Director -405,470

Planning -177,280

Strategic Finance 262,960

-1,525,430

Strategic Finance Capital -7,360

Community Services -438,260

Environmental Services -294,820

Legal And Property Services -262,960

Managing Director -527,970

Planning -306,410

-1,837,780

Managing Director Community Services 22,170

Environmental Services 38,260

Legal And Property Services 405,470

Planning 64,560

Strategic Finance 527,970

1,058,430

Capital Community Services 31,780

Environmental Services 86,280

Legal And Property Services 421,220

Planning 5,830

Strategic Finance 7,360

552,470

Grand Total 0

Support Services 2012/13 Budgets - Who Charges What To Whom?

Appendix 4
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