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1 Introduction and purpose 
The purpose of this document is to set out supporting financial information to the DCC Price Control 2023 submission, 
also known as Price Control Information1. In summary it sets out: 

• The assumptions applied in populating the Regulatory Instructions and Guidance (RIGs) template. 
• Responses to questions in the RIGs template (worksheets 3, 8 and 9). 
• Specified information: supporting questions 9.7; 9.8; 9.14; 9.16; and 9.17. 
• Commentary and justification (if required) for the penalty interest regime. 

2 Developing the RIGs forecast 
The RIGs forecast is the forecast costs included in the RIGs price control templates. These were determined as part 
of the business planning process undertaken in early 2023, which focusses on forecasts for the next five years.  

We allocate all forecasts to one of two categories they are ‘committed’ or ‘discretionary’. The forecasts included in 
the price control forecast are only those deemed 'committed’ as these meet the certainty threshold required for price 
control i.e. more likely to be incurred than not. For this reason, the RIGs forecast will always be lower than the 
forecasts included in the quarterly charging statements and budgets. Factors used to determine which category to 
assign costs are: 

• Committed – all costs subject to signed agreement, for changes it will be only those that have an associated 
Change Authorisation Note (CAN). 

• Discretionary – expected but not yet contracted e.g. Change Requests (CRs) raised but not yet contractually, 
contingency, etc. 

The following sections set out some key assumptions made when setting the RIGs forecast. 

 

These three General Ledger (GL) codes2 fall under what we call ‘resource’ costs. While we have included forecasts for 
these categories for all future years, detailed justification has been provided for RY22/23 and RY23/24 only. This is 
due to the uncertainty we face as we exit the rollout phase of smart metering.  

Internal services are largely contractual in nature and represent certain services sourced from our parent company 
Capita. Wherever possible, we have estimated cost forecasts based on the known contracted values and end date. 
There are some contracted services which we know will be required beyond the contract end date. For those, we 
have produced estimates based on a cost trend of the existing services.  

IT services are forecasted in a similar manner to external and internal services in that we base estimates on existing 
contracted values and end dates, or extensions where we know services will be required beyond the contract end 
date. There is a variable element to this, which is based on headcount.  

Accommodation forecast costs are based on annual contract values and contract terms. DCC assumes a continuation 
of existing accommodation costs until the end of the Licence in 2025. All accommodation costs are recognised in the 
Corporate Management cost centre. 

 

1 Price Control Information is defined as the Specified Information contained in any RIGs issued by the Authority under Condition 
33 as is required to be reported to the Authority in accordance with this condition, in such manner, to such extent, and subject to 
such further definition as may be set out in those RIGs. 
2Data Communications Company (DCC): Regulatory Instructions and Guidance 2023 | Ofgem. 
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External services and Service Management costs are based on contracts with specific start, end dates, and values. 
Therefore, we have forecasted to contract end date, distributing the cost evenly if there are no milestone payments 
or when it crosses over multiple regulatory years. There are some small values against the ‘office sundry’ category 
such as subscriptions.  

In this year’s submission, there are no new items under either ‘additional baseline’ or ‘new scope’ (see tab 5 of the 
main RIGs file). 

 

Where set-up costs extend beyond the length of the DCC Licence they have not been included in the RIGs. This 
means that a CAN value or total contract value may be higher than the total included in the RIGs for the related CR 
or contract.  

User integration testing (UIT) charges and Communication Hub (CH) asset and maintenance charges are shown as 
invoiced in the respective lines in baseline. Variations comprising of CRs, indexation impact, and volume changes will 
be explained as part of the variance explanation.  

As in previous years, financed set-up costs are reflected as they are invoiced, within finance tranches. These finance 
tranches may include multiple CRs and projects that have been delivered but are invoiced in accordance with the 
financing tranche payment schedule. In Annex 3 of the RIGs, this is reflected as single lines – e.g. Financing Tranche 
1. Explanations in the narrative will be provided based on material CRs and projects within these categories. To provide 
more detail on the components of the financing tranches, supplementary schedules have been provided alongside the 
RIGs submission.   

Where these costs extend beyond the length of the DCC Licence they have not been included in the RIGs. This means 
that a CAN value or total contract value may be higher than the total included in the RIGs for the related CR or 
contract.  

All fixed operational charges billed as a single value for fixed operational charge each month from the supplier are 
shown in the ‘fixed operational charges’ or ‘enduring costs’ line in baseline external costs. Variances to Licence 
Application Business Plan (LABP) and prior year regulatory reporting, which will comprise new CRs and indexation, 
will be explained as part of the variance explanation. Indexation is not shown separately in the RIGs; it is explained in 
Section 6.4 of this document. 

 

3 RIGs worksheet 3: the correction factor  
Q1: Please provide associated commentary regarding the Correction Factor. This should include commentary 
regarding significant components of the Correction Factor (such as prudent budget, credits from service provider 
performance, unclaimed service provider incentive payments, related interest received). 

The cumulative correction factor as at the end of RY22/23 is £74.724m. This correction factor is the total of variances 
between Regulated Revenue and Allowed Revenue for each Regulatory Year, adjusted for indexation, as shown in the 
table below. Variations for all prior years have been explained in prior year submissions; therefore, we have focussed 
the explanation on the variance for RY22/23.  
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Q2: Please explain how prudent budgeting arrangements have been applied in managing the licensee's cash 
balances. Please provide supporting assumptions. 

DCC does not aim to (and has not, to date) asked for additional funds from customers mid-way through a regulatory 
year. In fact, over the last few years, DCC took proactive steps to return cost savings to its customers earlier than it 
would have done through the correction factor mechanism. This was repeated in RY2022/23 where we returned 
£50m to customers. 

DCC’s key step to prudent budgeting is the maintenance of a detailed cash-flow forecast, updated and reviewed 
monthly, with comparison to actuals, to determine the timing of significant cash inflows and outflows. DCC engages 
in a continuous, ongoing process of risk assessment and review with respect to cash outflows. This ensures that cash 
balances do not fall to levels that are too low at any point in time.  

Internal and External cost forecasts are prepared, challenged, and maintained by the Finance Business Partners (FBPs). 
They are reviewed on a quarterly basis as part of the DCC lock process and form the basis of indicative charging 
statement updates to customers. The management of the cash-flow forecasting process is further supported by the 
following activities: 

• Bottom-up annual budget process that involves the challenge of all existing assumptions. 
• Quarterly reforecasting and review process with the business, including all DCC internal budget owners and 

external providers. This involves interlocking of programme delivery with support functions provision of 
resources. 

The Board has the ultimate responsibility for assessing risk and making strategic cash-flow decisions. The overall 
process is in place to ensure that costs are challenged robustly to ensure that DCC only spends money where 
necessary and that it can justify as being economic and efficient in the overall delivery of DCC services. 

How do we apply prudent budgeting arrangements? 

The cash forecasting process is broadly based around three factors: 

• Consideration of any commitments for the year ahead. 
• Consideration of the revenue to be collected through the period. 
• Opening and closing cash balances at the end of that period. 

Understanding our commitments to forthcoming expenditure is therefore the key driver in understanding our required 
cash inflows, and thus, developing a prudent budget. 

External Costs 

External costs make up the largest future cash commitments for DCC and therefore uncertainties in timing and volume 
with respect to these items have the most material impact on our cash-flow forecasting. The following, specific 
assumptions are made with respect to cash outflows for External costs when preparing the monthly cash forecast 
data: 

• The timing, value and profile of cash outflows are assumed to be in line with the current contracts with FSPs. 
• The timing, value, and profile of cash outflows with respect to agreed contract changes are assumed to be in 

line with details outlined in the change authorisation notes, or in line with details provided directly from the 
FSPs via the commercial team. 

• Where contract changes have not been approved, the value of the cash outflow is assumed to be in line with 
the latest Impact Assessment value received from the FSPs. 

• For contract changes where an Impact Assessment is not yet available, a judgement is made to establish a 
‘rough order of magnitude’ for the value of the contract change using information provided from the FSP. 
Where the FSP provides a range for the ‘rough order of magnitude’, we use the midpoint as the best estimate. 

• Where the FSP cannot provide an early indication as to the magnitude of the change value, we use historic 
information for similar changes proposed, or values proposed for the same change by other Service Providers 
as a basis. One or more changes with a similar nature and magnitude are chosen as a benchmark. 
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• The Finance Business Partners work closely with the programme, design & assurance, and operational teams 
to understand the pipeline of activities they have identified as future spend. The relevant size and payment 
profile of these changes are analysed against existing changes and added to our forecast of future activities.  

Internal Costs 

The following specific assumptions are made with respect to cash-flows for Internal costs when preparing the monthly 
forecast data: 

• The basis of cash flow forecasts for Internal costs is the budget set at the start of the year for each business 
area. The uncertainties around the delivery timetable and the changing timeline of the plan have a direct 
impact on Internal costs as teams review and amend their recruitment plans.  

• Monthly financial performance review meetings are undertaken with budget owners. Any material costs that 
the budget owner is aware of but for which a business case is still outstanding will be included in the cash-
flow forecast using the budget owners’ most up-to-date cost and timing assumptions. 

• Rent, rates and service charge cost information are based on amounts included in our lease agreements and 
is known to be charged monthly. Other accommodation costs associated with the maintenance of the building 
are estimated and included using historic data as a basis for any assumptions. 

• For other internal or external services procured, we use values included in signed agreements, engagement 
letters or contracts. The assumption is that values will be the same amount where the engagement will be 
renewed on an ongoing basis. This would include recurrent costs such as audit fees. 

• For IT contracts, fixed cost amounts are included in the cash-flow forecast based on original signed contracts. 
Time and materials costs are based on up-to-date models or current forecasts from the Service Provider, 
which are assessed by the project managers we have in place for each material project.  

• As part of the quarterly reforecast (Lock), we review each cost centre and activity to assess the validity of 
roles and activities in DCC. This is an exercise to test the validity of all interim roles and activities that are 
undertaken by each cost centre. The cost centre managers are asked to take a strategic view on future 
direction of their departments and how it is working to deliver on DCC’s main objectives. This is an exercise 
to challenge the assumptions and agree on a credible and realistic budget position for each area in DCC. 

 

6 Specified information: supporting questions 
This section responds to 6 of 16 of the supporting questions detailed in Section 9.2 to 9.17 of the RIGs guidance 
document. They are: 

1. Definition of baseline (9.7) 
2. New Scope project5 definitions (9.8) 
3. Prudent estimate of Allowed Revenue (9.9) 
4. Real Price Effects (9.14) 
5. Income Statement (9.16) 
6. Approach to materiality (9.17). 

 

Please provide a full definition of the requirements that the Licensee considers to be included in its reported and 
forecast Baseline Internal and External Costs. Please confirm that this definition of requirements has been used to 
report incurred and forecast Baseline costs in the current year regulatory reporting template. 

The definition of the requirements that are included in Baseline Internal and External Costs are unchanged from the 
previous reporting year. 

We can confirm that this definition of requirements has been used to report incurred and forecast Baseline costs in 
the RY22/23 regulatory reporting template.  

 

5 ‘Project’ in this context is not limited to ‘Project’ as defined in the Licence as work linked to a Baseline 
Margin Project Performance Adjustment Scheme. 
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Please provide definitions and justification for any additional New Scope projects that were added to the reporting 
template in the current regulatory reporting year. Please explain how the project scope relates to the scope of 
Baseline activities and existing New Scope projects. Please provide explanations for the New Scope projects' 
forecast costs. 

No New Scope projects were added to the RY22/23 regulatory reporting template. 

 

Please detail the uncertainties, activities, assumptions, and any relevant modelling that has informed the prudent 
estimate of Allowed Revenue for the current reporting year and updated forecasts of Allowed Revenue prudent 
estimates for future regulatory reporting years. Please describe the steps that the Licensee has taken to manage its 
prudent estimates of Allowed Revenue efficiently 

DCC must achieve a balance between raising charges in-year and collecting more cash from customers than required. 
Reasons why it may need to raise charges in-year may be due to assumptions being incorrect at the time of setting 
charges or new spend being required at short notice. However, it recognises that this can cause disruption and 
uncertainty for customers. 

The sections below detail the uncertainties, activities, assumptions, any relevant modelling, and the steps taken to 
manage the prudent estimates of Allowed Revenue efficiently. 

There were significant uncertainties identified in relation to RY22/23 at the time of setting the Charging Statement. 
These included: 

• Changes in assumptions underpinning CH Device Revenue forecasts, including overall volume and 
SBCH/DBCH order split. 

• The volume of SMETS1 meter migrations. 

The uncertainties required DCC to perform analysis of the cost position over the future regulatory years (with their 
subsequent impact on cash requirements) based on different assumptions. As an ongoing initiative for cost 
transparency, we share and explain our assessment of the risks and opportunities to the forecast with customers in 
the Quarterly Finance Fora.  

During the year we have introduced a new quarterly forecasting process called “The Lock”. This is a simplified 
governance/approvals process by which any programme, operational and/or functional changes with activities, 
financials and resources are identified and updated in Function/Programme business plans and forecasts. The lock 
process is the overarching governance and performance framework for Smart DCC, it is supported by existing 
governance structures, but simplified with Exco being the one and only approval forum. The Annual Business Plan 
(ABP) forms part of the Lock process in Q3. 

The management of the prudent estimate of Allowed Revenue is further supported by the following activities to 
ensure costs are challenged by FBPs and by functional leads to ensure value for money for every pound spent. 

• Monthly financial performance review meetings are undertaken by FBPs with budget owners. Costs incurred 
in the month and year to date are compared to the baseline costs, and explanations are obtained for variances. 
Budget owners have targets to maintain within their overall baseline and they are challenged on how they 
will meet these to minimise the risk of over-spend. 

• Furthermore, budget owners will also indicate if there are any material costs that they are aware of, but for 
which a business case is still outstanding. This information is then used in the updated forecast. 

• The FBPs work closely with the Commercial team to understand the pipeline of change requests which have 
been raised, and prepares revised quarterly forecasts accordingly, which include the potential of the impact 
of material changes. This is compared to the baseline set for External costs. This assessment will inform the 
strategy adopted in negotiation with Service Providers, approving a change request and agreeing the timing 
of cash outflow. 
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• The FBPs engage with Programme Directors and Project Managers for IT services to form the best view of 
expected costs in the year for contracts which are not fixed price.  

• As part of the quarterly reforecasting cycle, we review each cost centre and activity to assess the validity of 
roles and activities in DCC. The cost centre managers are asked to take a strategic view on future direction 
of their departments and how it is working to deliver on DCC’s main objectives. This is an exercise to challenge 
the assumptions and agree on a viable budget position for each area in DCC. This process is repeated on a 
quarterly basis as part of the DCC’s move to increased business accuracy. 

Allowed Revenue for any year is first set in the Charging Statement for a particular regulatory year. This prudent 
estimate of Allowed Revenue is built up from our budgeting and forecasting of cash-flow, resulting in two models: an 
Internal cost model; and an External cost model. These models are maintained independently and consolidated to 
provide the total estimated Allowed Revenue, which forms the budget for that Regulatory Year. 

Internal costs 

Payroll, non-payroll, and recruitment 

• For each existing resource, it is assumed that their cost will remain constant, allowing for any salary increases 
and bonus accruals. 

• For new resource, assumptions about the volume and cost are set during the budget process. The number of 
FTE has been justified and assessed and the cost has been benchmarked by HR.  

• Recruitment fees for new resource are assumed at 15 per cent, which is in line with the assumption in the 
LABP and the rate that is charged by Capita Internal Resourcing. 

• Car allowance benefit is assumed at  (capped at £15,000), which is in line with Capita benefits 
employees obtain. 

• Pension contribution is assumed at an average of 3.5 per cent per FTE, the maximum available being 5 per 
cent.  

External and internal services 

• Provision of a service for which a longer-term contract is in place with fixed prices is estimated at the price 
stipulated in the contract and the estimated dates in the contract at which payments will be made, for 
example, the contracts for SMKI and Parse and Correlate. 

• Provision of a service for which a contract is in place with time and materials as the basis is estimated by using 
an estimate of the number of days to provide the service and the day rates stipulated in the contract, with an 
additional percentage to allow for expenses. The percentage for expenses can vary depending on the contract. 
The number of days estimated is informed from previous activity that has been carried out of a similar nature 
or estimate information received from the Service Provider. 

• In some cases, the Service Provider will share forecast models detailing their assumptions of the cost of 
providing the service over an extended period. 

• Where a service has not yet been procured an approximation is made of the cost by the relevant budget 
owner requiring the service or project manager managing the service. This estimate may be informed from 
quotes already received, early estimates from potential suppliers or knowledge and previous experience of a 
reasonable cost for the service.  

Accommodation: below are the assumptions for the London office (Ibex House): 

• Rent is assumed to be  per square foot, as per the lease agreement and rent review.  
• Service charge is assumed to be  pa as per the lease agreement and rent review. 
• Rates are assumed to be  pa as per the lease agreement and rent review. 

Accommodation: Below are the assumptions for the Manchester office (Brabazon House): 

• Service charge is assumed to be  per square foot, as per the lease agreement. 
• Rates are assumed to be  per square foot, as per the lease agreement. 
• It is assumed that fitout cost will be depreciated over the period of the lease. 
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External Costs 

• The timing, value and profile of cash outflows are assumed to be in line with baseline contracts with FSPs. 
• The timing, value, and profile of cash outflows with respect to agreed contract changes are assumed to be in 

line with details outlined in the Change Authorisation Notes, or in line with details provided directly from the 
FSPs via the Commercial team. 

• Where contract changes have not been approved, the value of the cash outflow is assumed to be in line with 
the latest Impact Assessment value or if applicable, latest estimates provided by the Commercial team. 

• For contract changes where an Impact Assessment is not yet available, a judgement is made to establish a 
‘rough order of magnitude’ for the value of the contract change using information provided from the FSP. 
Where the FSP provides a range for the ‘rough order of magnitude’, we use the midpoint as the best estimate. 

• Where the FSP cannot provide an early indication as to the magnitude of the change value, we use historic 
information for similar changes proposed, or values proposed for the same change by other Service Providers 
as a basis. One or more changes with a similar nature and magnitude are chosen as a benchmark. 

• All cost estimates provided by the FSP are challenged robustly by the Supply Chain management team, so we 
ensure that we obtain value for money and reduce costs wherever possible. 

• It is planned that there will be two code releases per year going forward, planned for June and November. 

DCC is entitled to include a ‘prudent estimate’ line in the Charging Statement up to the end of RY22/23 in accordance 
with Licence Condition 36.5 to ensure that the Service Charges they apply for in the relevant regulatory year will not 
need to be amended in the course of that year except in response to a reasonably unlikely contingency.  This requires 
DCC to consider the risk associated with its costs at the time the Charging Statement is set. 

Due to the improvements made in forecasting processes and the improved understanding of uncertainties, this 
allowed DCC to confirm its Charging Statement for RY22/23 without the need to include a ‘prudent estimate’ and 
still remain within the 110% Penalty Interest threshold. 

DCC manages its prudent estimate of Allowed Revenue efficiently through the following mechanisms: 

• Maintaining a detailed forecast, updated, and reviewed monthly, with comparison to actuals and budget. 
• Engaging in a continuous, ongoing process of risk assessment and review with respect to costs incurred 

against the budget, and expectation of future costs to arise. This allows us to track expenditure in relation to 
the budget and determine the likelihood of over or under-spend. This exercise is carried out in parallel with 
the review of our cash-flow forecast, which ensures we have an appropriate level of funds to allow for 
potential over-spend against the budget. 

 

Please report on the assumptions used to inflate costs over time so as to report the Regulatory Year in nominal 
terms. This report should include descriptions of how cost centres are inflated over time relative to economy-wide 
inflation as measured by the retail prices index (RPI). So, for example, if the Licensee’s labour costs are indexed to 
CPI, please report the extent to which those labour costs have risen relative to the previous reporting year and the 
difference between this increase and RPI.  

As is the case in each Regulatory Year, External Costs has been inflated because of the annual indexation set out 
within the FSP contracts. This is explained in more detail below.  

Some Internal Costs have been impacted by inflation (primarily some contracts with external service providers) but 
the value of this has been immaterial. 

This year, Resource Costs were subject to a 4.1 per cent inflationary increase from 1 April. 

 

External Costs 

In our FSP contracts, charges for ongoing service are generally subject to annual indexation based on CPI.  Principally 
these include: 

• Rate Card - for additional change work 
• Testing Services Charges - for UIT support 
• Fixed Operational Charges  










