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1. External Contract Gain Share application

1.1. Executive Summary 

External Contract Gain Share (ECGS) is a mechanism to incentivise DCC to identify and secure reductions 
in the costs of the External Service Provider contracts for the benefit of its customers. This is achieved by 
DCC being able to apply for an upward adjustment to its Allowed Revenue that reflects a share of the 
reduction in External Costs. The terms and conditions through which DCC can apply for an adjustment 
under the ECGS is set out in Condition 39 of the Smart Meter Communication LicenceError! Bookmark not defined.. 

Since the Licence was granted in 2013, DCC has built up a substantial amount of experience in driving 
down External Service Provider costs. Over the course of those years, DCC has initiated, led, and 
successfully secured, a series of contractual changes with its Fundamental Service Providers1 (FSPs) which 
involved a significant reduction in interest rates for the financing of the various components of the Smart 
Metering Implementation Programme (SMIP). The savings that are realised as a result accrue over the 
remaining term of our Licence. The primary beneficiaries are our customers who will see a reduction in 
charges, as well as our FSPs who are able to immediately draw-down the value of achieved milestones 
and free-up cash to be able to continue to deliver current and future DCC programmes. 

Prior to this year, DCC has submitted ten applications to Ofgem to adjust the ECGS in the Allowed 
Revenue formula as set out in our Licence. The first two applications were undertaken in RY15/16 and 
RY16/17 and related solely to the refinancing of the DSP’s (Data Service Provider) set-up costs. Building 
on that expertise, DCC managed to secure further reductions in the financing rates of the DSP as well as 
both CSPs (Communication Service Provider) since RY17/18. In RY20/21, we also began to realise savings 
against our in-house test lab service.  

This year’s ECGS application includes savings that stem from: 

• Financing of tranche 2 Communication Hubs (“Comms Hubs”): as per the case in RY19/20-21/22,
DCC successfully managed to secure alternative, value for money, funding arrangements for the
financing of Tranche 2 Comms Hubs (CH). A reduction in interest rates for both VMO2 (formerly
known as Telefonica) and Arqiva have resulted in £  savings in RY25/26.

• Test Labs: the design, build and operation of an in-house test lab service in 2018 has made it
possible for DCC to provide a fully integrated end-to-end test facility that better meets our
customers’ needs - as per the requirements in the Smart Energy Code (SEC) - at a cost cheaper than
the testing services that were originally provided by the CSPs. In RY25/26, this generated £
of savings.

1.2. DCC’s ECGS strategy and risk management 

1.2.1. ECGS strategy and approach 

Since the granting of our Licence in 2013, DCC has continued to seek opportunities to drive down costs 
and provide the best value service to our customers. The two main drivers behind these savings to-date 
are:  

• The reputation we have built up with banks: This stems, not only from meeting payment obligations
on schedule, but also from our ability to demonstrate the level of savings we have subsequently
been able to return to customers. This has strengthened DCC’s position in the market, built market
confidence, and established our reputation amongst potential future financiers.

1 These include the regional CSPs and DSP. 
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• The robust governance surrounding our negotiation process with FSPs for all change requests
(CRs): Once the scope of any CR has been agreed, the associated costs are subject to due diligence;
this ensures resources are optimised against projects, and that value for money is targeted across
the supply-chain. DCC achieves this by using comparable resourcing and cost data from across our
different programmes, as well as external commercial benchmarks which ensure that we are in-line
with market rates.

There are three mechanisms DCC has used to drive down costs over the past few years: 

• The renegotiation of interest rates: A major cost of the delivery of the overall SMIP has related to
the financing of DCC programmes delivered by our FSPs. Financing rates were historically agreed
between the FSPs and the Department of Energy and Climate Change (DECC) in 2013 and were
included in their tender documents prior to being appointed as External Service Providers to
DCC. To drive improvements and secure value for money, DCC has successfully renegotiated and
secured alternative finance arrangements for various components of the SMIP. The realisation of
these deals has already delivered substantial levels of savings to our customers, and by extension,
end consumers who ultimately pay for the implementation and roll-out of the SMIP.

• Alternative funding through contractual frameworks: Another route that has successfully been
explored and initiated during RY19/20 stems from the contractual framework that we have in place
with our CSPs to secure alternative means for the funding of Comms Hubs. This has generated
ongoing savings as set out below.

• The acquisition of in-house test lab services: Since RY20/21, we have started to generate savings
through the acquisition of the in-house test lab service. Test facilities were originally provided as a
temporary service through the FSP contracts but the consolidation of these test facilities - through
DCC as opposed to both CSPs - is providing a more cost-effective service that better responds to
the increasing and differentiated needs of our customers.

As we continue to transition from being a single programme delivery partner, to a strategic partner 
offering multiple programmes and solutions to industry, we will continue to explore different options that 
provide value for money across all our programmes and outputs.  

1.2.2. Risks to DCC 

This year, as in previous years, DCC has exposed itself to several risks in securing savings for customers. 
These risks are:  

• Termination of the Funding Addendum: As a key principle, DCC is responsible for making payments
to the Assignee irrespective of any difficulties which DCC may encounter. In the instance of a
termination of the funding addendum (which could be triggered by e.g. late payments, insolvency,
change of control of DCC or changes to policy which prevent DCC operating), the remaining
payments may have to be repaid within timescales that are shorter than those set out in the original
FSP contract.

• Retaining payment liability in the event of a default by the FSP: For example, if DCC terminated an
FSP contract because of a default, DCC would continue to be liable for the payments to the
Assignee under the Funding Addendum. Under the original FSP contract, if the FSP was to fail to
fulfil an obligation under its contract, DCC would have had the ability to pause payments until the
obligation was fulfilled. This had the advantage of DCC being able to retain funds where service
was poor or non-existent, and incentivised the FSP to cooperate so that payments would be
resumed.
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Since 2018, DCC has worked to design, build, and operate an in-house test lab service, as we believed 
this had the potential to deliver significant savings. The provision of testing services originally sat within 
the FSP contracts3, making such services only available for a temporary period of 12 months, extendable 
monthly. Prior to DCC’s Test Labs going live, these payments were made every month following the 
expiration of the original 12-month term. Following an assessment by DCC, we concluded these costs 
should be reduced. 

As DCC transitioned from a single to a multi-programme delivery partner, it became apparent that, as per 
original assumptions in the Licence Application Business Plan (LABP)4, this approach to testing needed to 
change to accommodate the range of services and solutions that are being offered to industry.  

The approach to making these service available to testing participants in house and on an enduring basis 
directly responds to the regulatory requirement within the SEC and has multiple additional benefits and 
service offerings as set out in previous applications to Ofgem.5

1.5.2. Achieved and future estimated savings 

The lifetime savings generated from the consolidation of business and testing activities via our test lab, 
together with the closure of the old Preston Brook office, is expected to generate a total saving of 
approximately £  between RY20/21 and RY26/27.  

The total cost of the DCC test lab (as calculated for the DCC gainshare application6) for RY25/26 was 
£   

In comparison, the original UIT (Unit Integration Test) testing service charges for the same year would 
have cost our customers approximately £  This estimate is based on the ‘do-nothing’ cost 
breakdown presented in the original business case which has been indexed to RPI to ensure that it remains 
cost reflective.  

This resulted in an actual gross savings for the year of approximately £  

3 Schedule 6.2 of the FSP contracts (Testing and Acceptance) 
4 Section 8, Risks and Uncertainty 
5 Enduring Testing Approach Document (ETAD) 
6 These will differ from the test lab costs set out in the Price Control submission document because a) the gainshare application 
covers a July – June year rather than an April – March year; and b) the costs lines set out in the application have been selected 
so as to present a like-for-like comparison to the original business case for bringing test lab services in-house and as such may 
differ from the categories presented in the Price Control submission. This has likewise been the case in all test lab gainshare 
applications to-date. 

















