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The Avoided Cost Calculator  

and Why It Matters 

There has been much controversy over what is known as the Avoided Cost Calculator (ACC)—a 

tool being used by the California Public Utility Commission (CPUC) to determine the value of on-

site solar and other distributed energy resources. The ACC has become an instrument of the state’s 

investor-owned utilities (IOUs) and others to undermine the expansion of on-site solar and other 

forms of community-based renewable energy resources in California. 

What is At Issue? 

On-site solar (otherwise known as solar self-generation, rooftop solar, or behind-the-meter solar) 

is a cost-effective way to modernize California’s energy system to make it more resilient, 

affordable, and environmentally sustainable. It helps homeowners, small businesses, schools, 

churches, and other community institutions reduce their energy bills and gain a measure of 

independence from the monopoly utilities. In addition, especially when combined with battery 

storage or used in microgrids, on-site solar is one of our communities’ best defenses against spiking 

electricity costs and unpredictable power outages. 

It is also a key distributed energy resource (DER). These resources include local renewable energy 

generation, energy efficiency, energy storage, demand response, and other clean energy 

technologies. DERs such as on-site solar help advance local economic development, local energy 

decision-making and equity, as well as energy resilience and environmental sustainability. Their 

great value lies in empowering communities to determine their own energy future, especially in 

the face of climate change. 

On-site solar, in particular, has been growing as a result of lower solar installation costs, increased 

community interest, and supportive state policies. It has been increasingly adopted by low- and 

middle-income households and is the foundation for community-based energy resilient microgrids. 

On-site solar has already saved all California ratepayers an avoided cost of upwards of $40 billion 

in IOU renewable energy investments.  

However, if solar adopters cannot financially benefit from electricity they generate and use 

themselves or provide to the grid, investment in on-site solar will dry up. The growth of local solar, 

microgrids, and other distributed energy resources will shrink, eliminating the substantial 

community benefits described above. The result will be ever-increasing electricity bills and 

increased vulnerability to climate change disruptions. 

The financial benefits of on-site solar generation depend on Net Energy Metering (NEM) policies. 

The ACC is now being used to set the financial terms of these policies. It is a platform for the “Bad 

Utility Math” used to justify the IOU’s efforts to undermine community-based solar energy 

development.  

Origins of the ACC 

In 1978, breaking the utilities’ monopoly over grid-connected energy resources, Congress passed 

the Public Utility Regulatory Policies Act (PURPA) to, in part, allow for alternative “qualifying 

facilities” (QFs) to enter the electricity market. The law defined a QF as a small energy provider 
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generating electricity from, in most cases, renewable sources. The law required a utility to pay a 

QF for the energy produced based on the utility’s “avoided cost.”1 The avoided cost is what it 

would have cost the utility to generate or contract for the energy in the absence of the QF. 

Jumping ahead to the late 1990s, amidst the looming threat of climate change, states began to adopt 

increasingly aggressive renewable energy goals to help incentivize renewable energy generation 

and to encourage alternatives to centralized power production. PURPA granted states leeway in 

establishing the factors they consider when determining the costs a utility would avoid due to 

energy it no longer needed to generate or procure.  

Some states took the intent of PURPA one step further by establishing NEM policies as an option 

for smaller QFs. For example, in 1995, California implemented a NEM policy framework. The 

goal was to diversify the energy resource mix, stimulate economic growth, and encourage private 

investment in renewable energy.2 The original NEM policy was very simple: for every megawatt-

hour of solar electricity residential customers feed into the grid, they get a bill credit for one 

megawatt-hour of utility-provided electricity at the retail price.3 

The California ACC 

Development of distributed energy resources has become an important strategy for 

California’s transition to renewable energy. Accordingly, the CPUC has established a unified 

“cost-effectiveness framework” to evaluate all DER programs, technologies, and proceedings.4 

One of the "cost" parts of that framework is the development of an Avoided Cost Calculator 

(ACC), a computer model to be used by the CPUC to estimate how much utility cost is avoided 

for any megawatt-hour of non-utility DER deployed in California.  

It does not matter what DER technology (energy reduction or generation) is being deployed, as the 

ACC is only concerned with the utility cost avoided by energy the utility no longer needs to 

generate or procure. 5 The IOUs assert that this avoided cost is the value of any DER. 

Hence, with respect to NEM policy, the ACC is now being used by the CPUC as a tool for 

establishing the value of on-site solar—to replace the original NEM retail rate credits for energy 

fed into the grid with credits based on the ACC’s value of on-site solar. This change promises a 

major modification of NEM policy and will have a dramatic impact on the value proposition of 

on-site solar. 

The ACC attempts to establish a value for on-site solar generation (as well as other DERs) by 

modeling a utility’s avoided cost due to a megawatt-hour of energy the utility no longer needs to 

generate or procure. Note that avoided cost is a utility-centric measure. It does not represent the 

value to our communities of resources like energy efficiency or local renewable energy generation. 

The ACC computer modeling involves a large number of factors, grouped into categories such as 

energy pricing, transmission and distribution costs, capacity costs, ancillary services, and GHG 

emissions reduction savings. These factors are somewhat inter-dependent. In other words, the 

model is based on assumptions about how a megawatt-hour of reduced utility demand would ripple 

through the utility procurement system to calculate an avoided utility cost impact for on-site solar. 

From a non-utility, community perspective, however, on-site solar has additional far-reaching 

value—such as local development and jobs, energy resilience, avoided wildfire destruction and 

mitigation costs, avoided utility power shutoff costs, ecosystem stability, and public health 



The Avoided Cost Calculator and Why It Matters          October 24, 2021 page 3 

benefits—that are not factored into the ACC. Many studies across the country show that when the 

full impacts of on-site solar energy are included in energy system modeling, on-site solar 

customers provide a value in excess of utility avoided costs (and in excess of most NEM 

compensation rates)—an added benefit to all electricity customers.6 7 Or stated otherwise, the ACC 

significantly underestimates the value of on-site solar, as conceptually represented in the following 

illustration. 

 

Additional Shortcomings of the ACC 

The CPUC updates the ACC annually. In 2019,8 the CPUC adopted two separate biennial update 

processes: one in odd-numbered years for making minor updates and one in even-numbered years 

for making major updates to the calculator.  

On June 24, 2021, in a minor update year, the CPUC voted to approve updates to the ACC.9 The 

new ACC will be used to evaluate proposals within the CPUC’s current proceeding to revise NEM 

policy. The updated ACC reduces the value of on-site solar to about one-half of the 2020 

calculated value!10 Because these updates were labeled as minor, they were not subjected to a 

public process in which stakeholders could engage and vet the new ACC modeling.11  

That a minor update in the ACC would result in such a dramatic change to the value of on-site 

solar indicates that the ACC not only ignores key community benefits factors—but does not even 

reliably model the factors it does include in calculating the utilities’ avoided costs. The dramatic 

reductions in the ACC’s valuation of on-site solar, for example, is based on a number of arbitrary 

assumptions in the new ACC methodology. Here are just three examples: 
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• It assumes unrealistically short timelines for installing large-scale solar farms. For 

example, that an additional 30 gigawatts of utility-scale solar and storage capacity will be 

operational by 2025, based on the argument that the federal clean energy tax credit (ITC) 

has been extended. This is an absurdly short timeframe for constructing large-scale solar 

farms given that only 6.4 GW of utility-scale solar was installed between 2017 and 2020.12 

• It assumes a brand new, untested and unvetted model for predicting how wholesale energy 

pricing will behave in the future. For example, that the wholesale cost of utility-scale 

energy will drop to zero during the hottest days of the year. This modeling ignores that 

wholesale electricity prices generally rise when demand rises, as they do on hot summer 

days, and that these prices have risen dramatically during rolling blackouts, now 

anticipated in the future.13 

• It assumes very low avoided transmission costs based on the idea that new transmission 

might be deferred a few years by on-site solar, rather than being eliminated altogether—

power lines that, but for on-site solar, would otherwise be built. The benefit of on-site solar 

in eliminating new transmission lines has been shown to be a savings to all ratepayers as 

much as twice as large as what the utilities claim on-site solar is costing non-solar 

customers.14 

High Stakes 

In this era of climate crisis, the utilities are using the ACC’s under-valuation of on-site solar to 

justify dramatic cutbacks in customer savings and payback for on-site solar. This undermines the 

expansion of on-site solar, especially for low to middle-income households—the fastest growing 

on-site solar sector. The effort to curtail on-site solar is contrary to California law, which requires 

NEM to “ensure that customer-sited renewable distributed generation continues to grow 

sustainably and include specific alternatives designed for growth among residential customers in 

disadvantaged communities.”15 

The CPUC’s ACC is a sham. Its misrepresentation of on-site solar’s true value to our communities, 

and the benefits it provides, serves to strengthen the IOUs and their centralized energy model. It 

increasingly shifts utility customer dollars into utility shareholder profits. This IOU power and 

profit grab is taking place as it becomes increasingly apparent that the monopoly utilities have 

failed to protect our communities against the ravages of climate change.  

If the CPUC is to be taken seriously by our communities as a regulatory agency, it needs to 

abandon its flawed, utility-biased ACC, as called for by nearly 8,000 letters opposing the 

Commission’s June 24 approval of the 2021 ACC.16 Instead, the CPUC must recognize the value 

of on-site solar in strengthening our communities against the risks posed by the utilities and their 

control of our energy system. We need an expanded, more equitable NEM that makes on-site solar 

more broadly accessible, especially to low-to-middle-income families.  

It’s time for the CPUC to serve the interests of California households rather than the interests of 

monopoly utility shareholders. Adopting a reality-based ACC would be a start. 
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