
Introduction to the Simplified 
Avoided Cost Calculator 



Outline 

1. Determining Bulk Supply Costs 

2. Avoided Costs Calculation

3. Export Tariff Determination



STEP 1: Determine the Bulk Supply Costs
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DISTRIBUTION UTILITY/UNIT

SUPPLIER 4SUPPLIER 3SUPPLIER 2SUPPLIER 1 SUPPLIER 5

Supplier Examples
- Utility generation 

units
- Independent Power 

Producers 
- Electricity imports 

(power pools etc.)

Who supplies your distribution utility/unit with electricity?
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DISTRIBUTION UTILITY

SUPPLIER 4SUPPLIER 3SUPPLIER 2SUPPLIER 1 SUPPLIER 5

STEP 1: Determine the Bulk  Costs
What is the average cost of the electricity from the different suppliers?

Weighted Average Cost 
of Electricity 



STEP 2: Simplified Avoided Cost Calculation
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PURCHASE COSTS TECHNICAL LOSSES

AVOIDED COSTS

AVOIDED COST            =            AVERAGE PURCHASE PRICE  x  ( 1 + % TECHNICAL LOSSES) 

10% Technical 
Losses

What is the average avoided cost ?



STEP 3: Export Tariff Decision 

What % of avoided costs do you want to compensate your customers with?
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80% to be 
credited

Final tariff decision depends on: 

• The utility’s policies and processes.

• Potential impact of tariff on utility’s revenue.



Next Steps 

• Using the steps outlined in this presentation, the avoided cost calculator can 
be used to design an initial Distributed Generation export Credit. 

• A revenue impact analysis should then be conducted to determine the 
potential impact of this export credit on your utility’s revenue. 
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Thank you for your attention.

Tanaka Shumba-Mukudu 

Sustainable Energy Africa

tanaka@sustainable.org.za
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