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Title of Study: OPTIMIZATION UNDER UNCERTAINTY MODELS IN POWER SYS-
TEMS OPERATIONS

Major Field: INDUSTRIAL ENGINEERING AND MANAGEMENT

Abstract: Uncertainty is a critical issue in many power system problems. While distributed
energy resources (DERs) like solar panels and wind turbines are exciting energy sources in
meeting the nations increasing energy demand, backing up the electricity grid in the event
of outages, and peak shaving in the case of high demand charges, they also introduce new
difficulties to the operation of power systems. One of the primary hurdles is the stochasticity
of renewable energy generation caused by variations in day-to-day weather. If not properly
addressed, this can lead to rolling blackouts and other detrimental outcomes in the grid. In
addition, modern energy infrastructure is highly vulnerable to increasingly severe weather
conditions. Because of inherently unpredictable weather conditions and intricacy of power
systems, evaluating and mitigating the underlying risk of power system interruption are
highly demanding for the system operators. This introduces new degrees of uncertainty that
must be accounted for by power production facilities and system operators.

This study explores reformulations as well as approximation approaches to derive
innovative decision-making under uncertainty models in the power system management. In
particular, using techniques in Stochastic Programming, Robust Optimization, and Distribu-
tionally Robust Optimization, different uncertainty management schema are developed for
protecting power grids from adversarial environments and accommodating renewable energy
resources in the optimization of power system operations to provide resilient, reliable and
cost-effective daily power generation scheduling.

More specifically, we begin with developing an incentive-based coordination mechanism
between a wind energy supplier and a conventional energy supplier to hedge against the
risks of electricity market price and wind power generation. Then, we address the energy
management problem of a portfolio of DERs, a virtual power plant (VPP), to characterize
and evaluate the standard attributes/parameters in the VPPs bid submitted to the energy
market. Finally, we propose a data-driven model to assist the system operators to reduce
the impacts of random component failures. In particular, a distributionally robust model
is devised for designing a distribution power system to withstand the risk of disruptions
imposed by natural disasters.
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CHAPTER I

INTRODUCTION

Nowadays optimization models and techniques play an essential role in power system manage-
ment. From long-term network configuration planning to short-term hourly scheduling and
operation, mathematical models and algorithms provide practical guidance for the decision
maker. One of the primary challenges in most of the power system problems is the ubiqui-
tous presence of the uncertainty. This uncertainty can be arisen from a number of sources,
ranging from high integration of intermittent renewable generations to electric component
failures, which potentially expose the system to safety issues and economic losses. Therefore,
mitigating the uncertainty is an important research topic in order to ensure satisfactory
performance of a power system. This dissertation introduces innovative mathematical models
and enhanced algorithms to support decision making under uncertainty in the power system
management. The rest of this Introduction Chapter will first provide the motivation behind
the problems studied, and then briefly review the traditional and more recent advancements in

the optimization under uncertainty field, and finally outline an overview of this dissertation.

1.1 Motivation of this dissertation

Currently most of the deregulated wholesale electricity markets in the United States employ a
two-settlement mechanism including day-ahead and real-time markets for electricity transac-
tions, plus an auxiliary service market to ensure system reliability. In the day-ahead market,
energy suppliers and consumers submit their generation biddings and consumption offers,

respectively, to the independent system operator (ISO), who is responsible for maintaining



the balance between the supply and demand at every moment in the time. Day-ahead
market usually includes 24 hourly auctions that take place one day in advance. The market
participants first submit their biddings and offers for the entire 24 hours, and then by using a
market clearing procedure, the ISO clears the day-ahead market for all 24 periods to obtain
the locational marginal prices (LMP) for each specific hour as the trading basis so that the
supplies are compensated and demands are charged by LMPs.

Real-time market is occurred some minutes before the actual power delivery by the
suppliers. This market also comprises 24 hours. However, the ISO clears the real-time market
in a hour-by-hour basis. That means the market participants submit their biddings and offers
for a specific time period, the LMP is settled for this period, then they submit their biddings
and offers for the next period, and this alternative procedure continues for the whole 24
hours. Different markets follow different policies for the settlement of the real-time market.
In general, the energy suppliers will be usually paid at the real-time price for their positive
deviations (power supplies in the real-time are higher than the scheduled ones in day-ahead
market), and they will be usually charged for their negative deviations (power supplies in the
real-time are lower than the scheduled ones in day-ahead market).

Traditional structure of the power system only permits to the large fossil and nuclear
power suppliers to participate in the market. However, the need for sustainable electricity has
led to significant changes to this structures. According to the Global Wind Energy Council
[1], the global cumulative installed wind power capacity has dramatically increased from 24.4
GW in the year 2001 to 539.6 GW in 2017. There is a similar pattern for the solar power,
indicating that the total installations soared to 405.3 GW from 1.6 GW in the same range of
years [2]. As a consequences of these advancements, many ISOs in the U.S. such as CAISO
and MISO allow for renewable energy suppliers to participate in the market. While renewable
resources are an exciting source of energy with many economic and environmental benefits, as

a nascent technology, they also introduce new challenges to the operation of energy systems.



One of the primary difficulties is the variability of renewable energy generation caused by
fluctuations in day-to-day weather. These variations make it difficult for the ISO to balance
load consumption and power generation in power grids, which in turn, may trigger serious
issues. The shortage of energy, on one hand, may put the security and reliability of the energy
supply into jeopardy, and on the other hand, brings penalty cost to the renewable energy
suppliers, which can increase the cost of the renewable energy as a result. Chapter 2 of this
dissertation aims to find a remedy for a wind energy supplier to secure itself with respect to
the wind power uncertainties in the operating day in order to be reliably integrated into the
system operations.

Furthermore, due to the increasing penetration of Distributed Energy Resources (DERs),
power system operators face significant challenges of ensuring the effective integration of
DERs. Distributed energy resources (DERSs) are a precious portion of the resource mix to
establish reliable management of the green electricity grid. DERs can play essential roles in
meeting the nation’s increasing energy demand, backing up the electricity grid in the event
of outages, and peak shaving in the case of high demand charges. Contrary to conventional
generators that lie on the transmission systems and are dispatched by the system operator,
DERs are spreading across the distribution systems and because of their small capacities,
they are invisible to the system. Furthermore, due to their lack of controllability over their
outputs, DERs are either excluded from participation in the wholesale energy market or they
are not able to participate in a cost-effective manner [3]. With the current growing demand
for electrical energy, reliability of supply has emerged as a major concern. To maintain a
reliable grid, it is essential that all of the energy suppliers satisfy their commitment schedules.
However, the outputs of DERs are usually subject to uncertainty, which makes them as
inefficient and unreliable generation resources. Traditionally, the approach of connecting
DERs in most cases is based on a so-called fit and forget regime, meaning that DERs are

designed to fulfill a worst-case situation (like peak load) which may only occur limited times



during a year [4]. This conservative approach prevents an effective share of electricity supply
from DERs’ side. To address the above issues, the concept of virtual power plant to aggregate
a collection of DREs and describe them as an equivalent of a larger power generator has
been explored in recent years [5]. Basically, the VPP is a representation of a portfolio of
heterogeneous DERs, including flexible loads, distributed generators (DGs) and energy storage
facilities that aggregate their capacities and participate in the wholesale energy market as a
single entity. Both DERs’ owners and distribution system benefit from VPP. On one hand, it
enables DER owners to be visible by the system operator similar to a transmission-connected
generator and optimize their operation in the most cost-effective manner. On the other
hand, VPP enables system operators to efficiently utilize available capacity and fulfill security
standards. However, it is very challenging to evaluate some physical properties such as
ramping rates and capacity limits of the VPP as one generation resource, since different
DERs may have different physical constraints. In addition, submitting inaccurate parameters
in the ISOs’” market clear engine can threaten the grid operation. This challenge calls for
new models for power system operations, which is the topic of Chapter 3 of this dissertation.

Another source of the uncertainty that can highly impact the performance of the power
system is the random failure of the system components. Recently U.S. has witnessed repeated
severe power outages due to natural disasters such as hurricane Sandy [6] and tropical
storm Irene [7]. Only between years of 2003-2012, nearly 679 weather-related power outages
happened in the U.S. and each influenced more than 50,000 customers [8]. Unfortunately,
the severity and frequency of natural disasters have been trending upwards. For example,
in the last ten years, the U.S. has suffered from seven of the ten most costly storms in its
history [9]. The growing threat from natural disasters calls for a better planning of the power
grids to improve system resiliency. According to the report [10] by the President’s Council
of Economic Advisers and the U.S. Department of Energy, nearly 80-90% of outages in the

power system occur along the distribution systems, and often lead to interruptions of power



supply to end customers. Practically, a distribution system is operated in a radial topology
so as to make the design and protection coordination as simple as possible. Despite its
simplicity, any contingency in the distribution system can interrupt the continuity of power
supply to all customers downstream the on-contingency area. Hence, topology designing of
the distribution system is a critical task for the reliability, economic operation, and resilience

of distribution systems, and this topic will be explored in the Chapter 4.

1.2 Background on optimization under uncertainty methods

Traditional deterministic decision-making models assume a perfect knowledge of the system,
i.e., accurate values for the system parameters. However, such precise information is rarely
available in many real-life applications, including power system problems, for a variety of
reasons ranging from simply measurement errors to uncertain information about the future.
Any incorrect input data can potentially yield to infeasible strategies or reveal undesirable
performance when implemented. Optimization under uncertainty problems are characterized
by the necessity of taking actions without fully understanding what their consequences will
be in the future. However, they may offer multiple openings for taking corrective actions later
to mitigate the unfavorable effects as more and more observations are unfolded. Depending
on the nature of the problem and the uncertainty involved, conventional methods to deal
with uncertainty can be generally classified in two streams: Stochastic programming and
Robust optimization.

According to the Stochastic Programming (SP) approach, the uncertain events in a
problem are captured by random variables that are governed by a “known” probability
distribution. Under the standard two-stage stochastic programming paradigm, the decision
variables are divided in two parts. The first stage decisions are those that are made before
the realizations of the random parameters. In the second stage once the uncertain quantities

are revealed, a set of recourse decisions are made in response to the observed uncertain events.



A classical two-stage stochastic model can be written as follows:

min c¢’x + Ep [Q(x, &)], (1.1)

xeX

where X is the feasible region of the first stage decisions, and Q(x, &) is the optimal value of

the second stage problem:

Q(x.&) = min q'y (12)
st. Wy =h-Tx (1.3)
y =0, (1.4)

where € = (q, T, W, h) represents the random information. The objective of a SP model is
to determine the optimal first stage decisions in such a way that the total first stage cost and
the second stage expected cost is minimized.

Having the theory of probability and stochastic processes as its strong pillars, stochastic
programming has solid mathematical foundations, which proves its flexibility and usefulness in
a variety of applications. Despite its widespread applicabilities, there are still major challenges
associated with the SP framework. One essential criticism casting on such programs is the
assumption of perfectly knowing the distribution of random parameters. Although it is
possible to drive a distribution that best fits the historical samples, in order to approximate
the true distribution of data, the solutions can be misleading and away from true optimal
solutions. Even worse, in some circumstances, the historical data are either unavailable
or untrustworthy. Robust optimization (RO) has emerged as an attractive optimization
framework to deal with problems with uncertain parameters. The basic idea behind the RO
is to define a so-called uncertainty region for the uncertain parameters and then solve the

problem in such a way that the optimal solution remains feasible for all possible realizations



of uncertain parameters vary within the prescribed uncertainty set. A typical two-stage

adaptive robust optimization problem is in the following form:

i r L.
min max ¢ x + Q(x, §) (1.5)

where W is the uncertainty set of £&. An important feature of the above formulation is that
the second stage decisions can be adjusted depending on the realization of &, whereas in
static robust models the decisions are already determined before the realization of &.

The main advantages of the RO approach are that it requires only minimal information to
construct the deterministic uncertainty set W, and it guarantees that the obtained first stage
decisions are feasible for most outcomes of the uncertain parameters. However, this approach
faces the challenge of providing over conservative solutions as the objective function is being
minimized respect to the worst-case scenario £ in the uncertainty set ¥V, which might rarely
happen in practice.

In recent years the field of optimization under uncertainty has undergone major advances
for leveraging observations of random variables as direct inputs to the mathematical pro-
gramming problems. As a newly emerged framework, Distributionally Robust Optimization
(DRO) aims at facilitating this goal. More specifically, in the DRO model, instead of con-
sidering the randomness of uncertain parameters, an unknown probability distribution is
considered and characterized by learning from the available historical data. In other words,
compatible with the decision maker’s prior information, the DRO models consider a set of
probability distributions of the uncertain parameters (termed ambiguity set) using certain
statistical inferences (e.g., moment information). Then, the strategy is to find a solution
that is optimal with respect to the worst-case probability distribution within the ambiguity

set. The mathematical model of the distributionally robust optimization can be described as



follows:

iréi)r} max c'x + Fp[Q(x, €)] (1.6)

where P is defined as the ambiguity set of the distribution IP.

DRO approach has several appealing benefits that make it outstanding in data-driven
applications compared to other methods (like stochastic programming and Robust opti-
mization). For instance, even though we access to a vast amount of data in data-driven
environments, it is possible that we are not able to find any particular distribution to fit in
the data pattern. Even if we can infer the true distribution from data, SP approach usually
reveals poor out-of-sample performance. In particular, if we tailor an SP for a given dataset
(with a known true distribution) and evaluate the optimal solution on a different dataset
(with the same distribution), the result may not be satisfactory. This phenomenon is called
optimizer’s curse in the literature [11]. The main reason of optimizer’s curse in SP is that SP
requires a two-phase decision making process for solving the underlying problem. In the first
phase, the historical data serves as an input to estimate the probability distribution of the
uncertain parameter. The goal of this phase is usually to achieve a minimum prediction error.
Then in the second phase, the estimated distribution serves as an input to the optimization
problem that aims at finding optimal decisions. Hence, the distribution is not calibrated for
the optimization problem. However, DRO approach does not decompose the decision making
process into two (estimation and optimization) phases. Indeed, DRO models can implicitly
find an estimated distribution that is tailored for the optimization problem. As another
advantage, DRO models are often tractable (depending on the choice of ambiguity set) even
if the corresponding SP is not. For example, assuming that the probability distribution is
continuous, the corresponding SP may not be efficiently solvable since it requires computing

multidimensional integral in the objective function, which is NP-hard in general. However,



as we show in Chapter 3, the DRO model is tractable in this case for our problem.

In addition, contrary to the classical RO that is basically a distribution-free approach
and minimizes the total cost based on a “worst-case scenario”, DRO models account for
distributional knowledge through the ambiguity set, and minimize the total expected cost
based on a “worst-case distribution” over a set of probability distributions (ambiguity
set). Hence, DRO models are less conservative than RO. In addition, as more information
included in the ambiguity set (e.g., the support set, mean, variance, and temporal correlations
considered in our approach), the DRO models exclude more pathological distributions that

are far away from the true distribution, and thus result in less conservative solutions.

1.3 Overview of this dissertation

In this dissertation, we develop different concepts in the field of optimization under uncertainty
to mitigate the corresponding potential undesirable consequences. In particular, the following

essential research questions are addressed:

e How to recover the energy shortage of a renewable energy supplier when participating

in the electricity market?

e How to facilitate the integration of distributed energy resources into the wholesale

electricity market by transforming all the information into one standard bid?

e How to configure a distribution power system to withstand against the risk of random

contingencies?

The first question is explored in Chapter 2. This Chapter proposes an incentive-based
coordination mechanism between a wind energy supplier (WES) and a conventional energy
supplier (CES) to achieve a Pareto improvement. To comply with its day-ahead schedules

and hedge against the intermittent wind energy generation, the WES is allowed to outsource



a backup power capacity from the CES via making a bilateral contract. However, unanimous
agreement cannot always be achieved since each party plays on its own interest. We employ
the concept of swing option contracts to further encourage the suppliers to reach an agreement
of the contract. On one hand, the WES can leverage the uncertainty of wind output by
covering possible energy shortage from the CES. On the other hand, the CES can optimally
allocate its energy capacity by participating into the electricity market and offering capacity
to backup the shortage of energy from the WES. The bidding problem for each supplier is
formulated as a multi-stage stochastic programming model, with the objective of maximizing
the expected profit while maintaining a low level of risk. Unlike the traditional two-stage
approach, the proposed multi-stage model can effectively capture the impact of rebidding
process in the real-time market. We incorporate Conditional-Value-at-Risk as a risk measure
to characterize the effect of risk perception of suppliers on their bidding decisions. Meanwhile,
a game theory based approach is developed to obtain the contract items between the suppliers.
Implementation results on real cases are provided to illustrate the effectiveness of our proposed
framework.

The second question is addressed in Chapter 3, where we develop a model to evaluate
the physical characteristics of the VPP, i.e., its maximum capacity and ramping capabilities,
given the uncertainty in wind power output and load consumption. The proposed model is
based on a distributionally robust optimization approach that utilizes moment information
(e.g., mean and covariance) of the unknown parameter. We reformulate the model as a mixed
binary second-order conic program and develop a separation framework to address it. We
first solve a two-stage problem and then benchmark it with a multi-stage case. Case studies
are conducted to show the performance of the proposed approach.

The third question is investigated in Chapter 4, where a distributionally robust opti-
mization (DRO) model is proposed for designing the topology of a new distribution system

facing random contingencies (e.g., imposed by natural disasters). The proposed DRO model

10



optimally configures the network topology and integrates distributed generation to effectively
meet the loads. Moreover, we take into account the uncertainty of contingency. Using
the moment information of distribution line failures, we construct an ambiguity set of the
contingency probability distribution, and minimize the expected amount of load shedding with
regard to the worst-case distribution within the ambiguity set. As compared with a classical
robust optimization model, the DRO model explicitly considers the contingency uncertainty
and so provides a less conservative configuration, yielding a better out-of-sample performance.
We recast the proposed model to facilitate the column-and-constraint generation algorithm.
We demonstrate the out-of-sample performance of the proposed approach in numerical case

studies.
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CHAPTER I1

INCENTIVE-BASED COORDINATION MECHANISM FOR RENEWABLE
AND CONVENTIONAL ENERGY SUPPLIERS

2.1 Problem description and literature review

Renewable energy, especially wind energy, has been increasing penetration into power systems.
Projections revealed by National Renewable Energy Laboratory reflect that nearly 80% of
the electricity will be served by renewable resources to satisfy hourly-based demands in
every region of U.S. by 2050 [12]. To promote the growth of renewable energy generation,
many European countries and U.S. have established incentive policies like renewable portfolio
standard in their electricity markets. As a consequence of these regulations, several U.S.
Independent System Operators (ISOs), such as MISO and ERCOT, allow for the participation
of renewable power suppliers, particularly Wind Energy Suppliers (WESs), in their electricity
markets [13]. A WES confronts with two kinds of uncertainties when it submits energy bids
to the market: price and wind power output uncertainties. If the WES is not able to deliver
what it commits to the electricity market due to the wind output intermittency, it will face
considerable penalty costs for its energy shortage. There are a few options for the WES to
mitigate the intermittency or to cover the shortage, but they all have their own limitations.

The first option for the WES is to utilize energy storage resources such as pumped-
storage units [14], batteries [15], and air compressed [16] to mitigate its energy shortage
risk. However, the energy storage capacities are usually very expensive, and the high costs

hinder large-volume installations. The second remedy approach is to purchase energy from
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the energy market in the form of ancillary services. The main drawback of this strategy is
that the system operator does not guarantee the provision of enough power to cover the
WES’s shortage, due to uncertainties from both the supply and the demand sides. Moreover,
more deployments of ancillary services will increase the market clearing price of these services
and lead to higher total costs [17]. The hybrid wind-conventional system like wind-thermal
([18, 19]) is examined as another approach. [19] proposes a wind-thermal coordinated trading
mechanism for the day-ahead energy market. The problem is formulated as a two-stage
stochastic optimization model to maximize the total profit when wind plants are included
in the generation portfolio of strategic producers. [20] investigates the expansion planning
strategy of quick start generators, like gas-fired generators with flexible minimum up/down
and large ramping capabilities, to accommodate the fluctuations of wind generation. However,
these generators are often associated with significant operating costs. Another solution for
the WES to mitigate wind power output uncertainty is to outsource a backup capacity from a
Conventional Energy Supplier (CES) ([21, 22]). For instance, Wartsila Corporation delivered
203 MW gas power plant near San Antonio, Texas to South Texas Electric Cooperative to
provide backup power for their customers in 65 counties, where an increasing penetration of
wind power brought challenges to the grid stability [23]. In [22], a trading strategy between
WES and CES based on a two-stage stochastic programming model is introduced. However,
the designed contractual terms are not flexible enough in the sense that the power delivery
from CES to WES is unconditional. More particularly, because of wind uncertainty and
aversion to charging imbalance penalties, WES is willing to arrange flexible orders from CES.
That is, WES would prefer purchasing backup power from the market directly to executing
the contract with CES if the contract price is higher than the market price. But the contract
proposed in [22] obligates WES to trade the capacity level predetermined in the contract.
Existing literatures on optimal bidding strategies for the WES mostly formulate the

problem as a two-stage stochastic programming model (see e.g., [24], [25], [26], [27], among
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others). According to the two-stage stochastic programming model, in the first stage, the
WES submits its bidding in the day-ahead (DA) market before the wind power output and
the prices of DA and real-time (RT) markets become known. While in the second stage, the
WES decides on its transactions in the RT market once the wind output and DA prices are
available and only RT prices are unknown. The RT bidding for all hours of the operating
day are made simultaneously at the beginning of the day. Hence, this two-stage approach
does not allow any flexibility in real-time decisions after revealing the realization of uncertain
parameters during each time period. Moreover, this approach fails to appropriately represent
current practices of dependencies among successive periods of wind power outputs since it
assumes that the wind output scenarios for the entire operating day are available at the
beginning of the day. Recently, a two-step procedure approach is proposed in [28] for bidding
strategy of a WES and the Conditional-Value-at-Risk employed to manage the risk of its
profit. In the first step, the bidding strategy for the DA market is decided. Then in the
second step, once the actual scheduling in the DA market is identified, the WES derives the
bidding strategy in the RT market for each hour of the day separately. Meanwhile, the WES
can update the scenarios as new information is observed. However, this study neglects the
impacts of hourly-based RT decisions on the DA biddings.

As the preliminary study of this research, a coordination mechanism between the CES
and WES is designed in [29], where the optimal bidding strategy problem is modeled using
the traditional two-stage stochastic approach. To the best of our knowledge, this is the first
study that formulates the optimal bidding and contract strategy for a wind energy supplier
as a multi-stage stochastic programming model. In our model, the real-time decisions are
made in each period on a period basis according to the revealed real-time price and available
wind output in that period. In this way, the suppliers have the opportunity to update their
real-time decisions as time progresses and more information about the uncertain parameters

becomes available. Furthermore, the proposed approach uses an incentive-based mechanism
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to compensate the WES’s energy shortage. Particularly, a two-part structured bilateral
contract is developed to allow Pareto improvements to both sides in response to the uncertain
market changes. Our designed bilateral contract between the CES and WES is characterized
by three main parameters: backup capacity level, reservation price, and execution price.
Backup capacity level is the amount of energy that CES committed to deliver to WES upon
its request. Reservation price is an allowance paid by WES to CES for reserving one unit of
capacity. The execution price is paid by WES to CES for actually using a unit of capacity.
This trading mechanism is similar to the swing option contracts ([30, 31, 32, 33]). In order
to obtain the contract parameters between these two suppliers, we employ a game theory
framework, which can guarantee the maximum achievable profits. The main contributions of

this chapter can be listed as follows.

1. We develop a multi-stage stochastic programming to assist both suppliers to optimally
submit their bids in the day-ahead and real-time markets. By capturing dependencies
between electricity prices as well as wind outputs in consecutive time periods and
allowing the suppliers to rebid in the real-time market, our model gives more efficient

solutions than the two-stage model.

2. Using swing option contracts, our proposed framework provides flexible contracts
to motivate the suppliers to reach an agreement. Meanwhile, it achieves maximum
achievable profits for two parties considering operational limitations imposed on the

suppliers.

3. We incorporate Conditional-Value-at-Risk (CVaR) into the proposed multi-stage model
to provide a useful tool for the suppliers with various risk attitudes, from risk-neutral
to risk-averse. In other words, our model generates optimal bidding strategies based on

the suppliers’ conservativeness levels.

The remainder of this chapter is organized as follows. In Section 2.3, we describe the
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market clearing process in the two-settlement electricity market. In Section 2.4, we derive
multi-stage stochastic programming models to describe the optimal bidding strategies for
both CES and WES. Furthermore, we investigate the solution methodology and procedure
for exploring Nash equilibrium in Section 2.5. In Section 2.6, we provide case studies and

conduct computational experiments. Finally, we conclude this study in Section 2.7.

2.2 Nomenclature

A. Sets

g Set of generators.

T Set of day-ahead price realizations.

K Set of whole scenarios including market prices and wind outputs.

N7 (n) Set of child nodes of node n.
N; Set of nodes in the scenario tree at time period t.
T Set of time periods.

B. Parameters

F.() Cost with respect to the generation level.
L, Minimum power output of generator g.
RD, Ramp-down rate for generator g.

RU, Ramp-up rate for generator g.

SD, Shut-down cost for generator g.

SU, Start-up cost for generator g.

U, Maximum power output of generator g.

W Maz Installed capacity of the wind farm.

o Confidence level.
vy Risk preference parameter.
ok Probability of occurrence of the whole scenario (including market
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prices and wind outputs) k.

. Probability of n'* realization of real-time parameters (wind output and real-time
market price) in scenario tree at time period ¢ corresponding to the day-ahead
price realization 1.

pi Probability of scenario i occurrence for the day-ahead price.

C. Decision Variables

CtCP4  Cost of CES from DA market.

CtCHT Cost of CES from RT market.

CtW-P4  Cost of WES from DA market.

CtW-AT  Cost of WES from RT market.

RvOPA  Revenue of CES from DA market.

RvOET  Revenue of CES from RT market.

RvW'P4  Revenue of WES from DA market.

RvW-ET  Revenue of WES from RT market.

Otg Binary variable to indicate if generator ¢ is on at time period .

Si Backup capacity level at time period t.

Stg Backup capacity provided by the generator g at time period t.

Utg Binary variable to indicate if generator g is started up at time period ¢.

Vtg Binary variable to indicate if generator g is shut down at time period ¢.

Wy Unit execution price at time period .

xign Real-time generation amount at time period ¢ by generator g in node n of the

scenario tree corresponding to the day-ahead price realization .

y@A Power offered by the conventional generator g in day-ahead market at time
period t.
yf;? Power offered by the conventional generator ¢ in real-time market at time period
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t in node n of the scenario tree corresponding to the day-ahead price realization 1.
Wind power output curtailed by the wind supplier in real-time market at time
period t in node n of the scenario tree corresponding to the day-ahead price
realization 1.

Power offered by the wind supplier in day-ahead market for time period ¢

and scenario 1.

Power offered by the wind supplier in real-time market at time period ¢ in

node n of scenario tree corresponding to the day-ahead price realization 1.

Power purchased by the wind supplier from real-time market at time period ¢ in
node n of the scenario tree corresponding to the day-ahead price realization 1.
Power utilized by the wind supplier from bilateral contract at time period ¢ in
node n of scenario tree corresponding to the day-ahead price realization 1.
Auxiliary variable in scenario k for linearizing of conditional-value-at-risk.

Unit reservation price at time period t.

Auxiliary variable for calculating conditional-value-at-risk.

D. Random Parameters

i
W,

Wind power production at time period ¢ in node n of the scenario tree
corresponding to the day-ahead price realization %.

Proportion of backup capacity that is actually utilized by wind supplier at time
period t corresponding to the day-ahead price realization i.

Real-time market price at time period ¢ in node n of the scenario tree
corresponding to the day-ahead price realization 1.

Day-ahead market price at time period ¢ and scenario 7.
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2.3 Market framework

In U.S. electricity markets such as MISO and CAISO, market participants can submit energy
bids in both day-ahead and real-time markets [13]. The day-ahead market is a one-time
bidding process, while the real-time market consists of sequentially bidding processes for each
hour. Hence, knowing the price of previous hours, market participants have the opportunity
to update the bid prior to the deadline of each operating hour. Market participants can
submit their bids to the ISO in different modes. We investigate a paradigm in which the
suppliers submit offers in the form of self-scheduling. In the self-scheduling mode [34], the
supplier is responsible for its commitment and generation level for each time period and
it only submits energy quantities to the ISO, instead of quantity-price bid pairs. In this
study, we assume that CES and WES can establish a bilateral contract. This agreement can
provide a hedging mechanism for both suppliers. That is, the CES is allowed to allocate
its energy capacity by submitting bids to the day-ahead market and real-time market, and
backing up the WES’s energy shortage, based on the market price and the contract price.
Similarly, the WES can also participate in the markets by buying or selling its energy and
covering its energy shortage with the backup capacity provided by the CES. On one hand,
this mechanism creates an incentive for the WES to accommodate wind output uncertainty
and to avoid energy shortage penalties. On the other hand, pre-committing capacity to WES
via a bilateral contract yields to a wise utilization of capacity and a recovery of underlying

costs for the CES in the presence of unknown market price.

2.3.1 Uncertainty characterization

We consider three uncertainty parameters in our model: day-ahead (DA) market price,
real-time (RT) market price, and wind energy production. A multi-stage scenario tree is

developed to describe the possible realizations of uncertain parameters. The multi-stage
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(Wf27 7712)

Figure 2.1: Multi-stage scenario tree for a realized day-ahead market

scenario tree can effectively capture the correlation of wind outputs as well as RT market
prices among different time periods. For example, Fig. 2.1 illustrates a scenario tree for the
WES. Each node, except the root node, corresponds to a real-time decision and each branch
corresponds to a realization of random parameters. The root node can be interpreted as a
realized DA price. For the i*" observation of the DA price, the wind energy for the first hour
with its corresponding probability is realized at branches (W}, 7i;) and (W7,, 7l,). Then, the
WES decides on the amount of energy transactions with CES or market operator at nodes
A%, and A}, to offset its possible energy deficit. Branches (Wi, s%,, 7)), (Wiy, Kiy, Tho),
(Wis, kg, mhs), (Wiy, Kby, 75,) represent four samples (W2, , Wiy, Wi, W3,) of the wind outputs
in the second hour and four samples (ki;, iy, ki5, k%,) of the RT prices in the first hour with
their associated probabilities (74, T4y, Ths, T5,). Correspondingly, decisions for the second
hour are made at nodes A%, AL, Al Ab,. This procedure will continue until the last
operating hour. Note here that the RT decisions corresponding to each node n are made
after observing the realizations of wind outputs and RT prices along the path from the root

node to the node n. Thus, the uncertainties at each period in node n are wind outputs for
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the next periods as well as RT prices for the current and oncoming periods.

2.3.2 Assumptions

We make the following assumptions about the model:

e Both suppliers’ strategies and payoff functions are public information. In other words,
each supplier has complete knowledge about the strategies and payoffs of the other

supplier, but not the decisions.

e The operation cost for the WES is negligible.

e Both WES and CES are considered to be price-takers in the day-ahead and real-time
markets. This means both suppliers have no market-power in the energy markets and
therefore, their offers have no impact on the market clearing price. This is a reasonable
assumption since we assume both WES and CES hold small shares of generation

compared to the total generation in the market.

e All bids will be accepted in the market. In other words, the suppliers can bid a low

price along with their generation quantities to ensure that their bids will be accepted.

2.3.3 Decision sequence

The market timeline and decision making process in our framework can be summarized as

follows:

e The WES and CES sign a bilateral contract.

e One day prior to the operating day, the WES and CES submit their bids into the DA

market for all hours simultaneously.

e The ISO clears the DA market and releases the DA price to the suppliers.
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e Closing to its actual energy delivery for time period ¢ in the operating day, the WES

identifies its wind output for period ¢.

e The suppliers submit their biddings and offerings in the RT market for period t.
Additionally, the WES determines how much energy to be utilized from its reserved

capacity in the contract for period t.
e The ISO clears the RT market for period ¢t and announces the price for this hour.

Steps 2.3.3-2.3.3 are repeated until the last time period in the operating day. Fig. 2.2

illustrates the above decision sequence.
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Figure 2.2: The market timeline and decision making process

2.4 Mathematical formulation

In this section, we formulate the optimal bidding problems for both conventional and wind
energy suppliers, which can participate in the wholesale electricity markets and make a
bilateral contract with each other. We adopt a multi-stage stochastic programming approach
to model the self-scheduling process for both CES and WES in the day-ahead and real-time
markets. Since stochastic programming is inherently a risk-neutral approach, we incorporate

Conditional-Value-at-Risk (CVaR) as a risk measure in our model to manage the financial
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risk of the suppliers. By definition, with respect to a specified confidence level «, CVaR,, is
the conditional expectation of profits below the (1 — «)-percentile of the profit distribution.
The (1 — a)-percentile of the profit distribution is known as Value-at-Risk (VaR), which is the
largest value that guarantees the profit falls below that value only with a small probability

(1 — ). Mathematically speaking, CVaR is evaluated by the following equation:

CVaR, =E {proﬁt profit < VaRa] (2.1)

For a scenario-based stochastic optimization model, CVaR can be calculated by the

following linear optimization problem [35]:

1
CV&Ra = (Isg%?{( {5 — m Z T,L(SZ} (22)

where optimal ¢ represents VaR, X (7) is the i*" scenario of profit with its associated probability
7;, and J; is an auxiliary variable indicating the difference between VaR and the scenario
profit, which is positive if the scenario profit is less than VaR, and is zero otherwise. Then,

we formulate the problem for both CES and WES as follows.

2.4.1 Conventional energy supplier

The CES is considered to operate and schedule a number of thermal units. For CES, DA
decisions are unit reservation price, unit execution price, online or offline status of generators,
start up and shut down decisions, and energy offered to the DA market. The RT decisions at
different time periods corresponding to each node in the scenario tree are energy offered to
the RT market and energy outputs. Given backup capacity level S provided by WES, the

problem of identifying the best bidding and contract strategy for the conventional supplier
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can be formulated as follows:
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The objective for CES is to maximize the expected profit while maintaining a reasonable
level of risk. The risk preference parameter v allows us to make a balance between the
expected profit and CVaR, and as a result, to generate different bidding strategies. When the
value of ¢ is equal to zero, the CES is totally risk-neutral. That means, the CES maximizes
its expected profit while it ignores the risk of profit. As the value of ¢ increases, the CES
becomes more risk-averse, in the sense that it maximizes both the expected profit and CVaR.
Maximizing CVaR is intended to increase the average profit of worst scenarios that encounter
with very low probabilities. If the value of v is large enough, the CES only maximizes CVaR
to ensure that a minimum level of profit is obtained with a high probability «. The first two
terms in the objective function (2.3) express the revenues of CES and the following two terms
indicate the costs of CES from DA and RT markets, respectively. The expected DA revenue
is calculated in (2.4), which includes DA incomes from reserving capacity for WES in the
bilateral contract and DA bidding. The expected RT profit in (2.5) results from RT bidding
and providing capacity to WES. We assume that from the historical data, the RT utilized
capacity by WES can be estimated as a fraction (i.e., ) of the backup capacity. The DA
cost in (2.6) is associated with the generators start-up/shut-down costs. The RT cost in (2.7)
pertains to the generation cost, which is approximated by a m-piece piecewise linear function.
Constraints (2.9), (2.14), and (2.15) enforce the generation capacity on each thermal unit.
(2.10) and (2.11) represent unit start-up and shut down constraints, respectively. Constraints
(2.12) ensure that the CES provides the required backup capacity to WES. Power balance
constraints are expressed in (2.13). Constraints (2.16) and (2.17) impose ramping rate limits

for each unit. Finally, constraints (2.18) calculate CVaR.
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2.4.2 Wind energy supplier

Regarding WES, the DA decisions are backup capacity level and energy offered to the DA

market, while the RT decisions associated with each node in the scenario tree are energy

offered to the RT market, energy purchased from real-time market, energy utilized from the

bilateral contract, and wind outputs that are curtailed. Given unit reservation price 6 and

execution price w provided by CES, the problem of finding the optimal bidding and contract

strategy for the wind supplier can be defined as follows:

(0, w) = max E[RVW’DA] + E[RVW,RT] _
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Similar to CES, the objective for WES is to maximize the expected profit and CVaR.
The first two components in (2.20) represent revenues of WES from DA and RT markets,
respectively, and the following two components represent costs of WES from both markets.
The DA and RT revenues in (2.21) and (2.22) come from selling energy to the corresponding
markets. The DA cost (2.23) is caused by the reserved capacity from CES and the RT cost
(2.24) stems from actually utilizing the reserved capacity from CES and purchasing energy
from the RT market. Constraints (2.26) limit the power that WES can trade in the DA
market. Constraints (2.27) indicate power balance. That is, the total realized wind output
should be equal to the amount of energy offered in the DA as well as RT markets, and wind
curtailment minus the amount of energy purchased from CES and RT market. Constraints

(2.28) bound the amount of power transaction in the contract with CES. Finally, constraints

(2.29) evaluate CVaR.

2.5 Solution methodology

Game theory is a powerful framework for analyzing strategic decision situations where the
payoff of each individual decision maker relies on the decision of other decision makers.
Recent publications in power market area pay more attention to game theory as it conceivably
supports competition in the market ([36, 37, 38]). Market participants are always seeking
to know whether they are better off by cooperation or by non-cooperation in competitive
markets. A necessary condition for the non-cooperative game is that a binding commitment
about price fixing and quantity fixing has to be made in such a way that all participants can
benefit from it. The suppliers can play either a pure or mixed strategy game [39]. In the
pure game, each supplier can choose only a particular strategy from its strategy set. Unlike
the pure games, the mixed strategy games allow for choosing multiple strategies based on an
assigned probability distribution. One concern associated with the mixed strategy is that it

is not clear how an energy supplier would actually implement a mixed strategy. Accordingly,
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this is not a good fit for our problem setting, since in this study, the suppliers should come
up with one certain single contract and one plan to optimize their market participation based
upon this certain contract. Considering multiple contracts each associated with a probability
distribution can cause implementation issues. Therefore, we will focus on the pure strategy
game in this study. Notice that the considered game is a nonzero-sum game since the sum
of the suppliers objective functions is not zero (even after scaling and translation). Nash
equilibrium is a concept solution used in game theory to describe an equilibrium where no
participants has any incentive to unilaterally change its own strategy. To demonstrate the
mathematical procedure of finding Nash equilibrium, let us assume S}, SZ, ..., SM be finite
discretization of the set .7 of capacity strategies and (0}, w}), (02, w?), ..., (67 ,w{) be finite
discretization of the set & of price contract terms (6, w). Let us also assume that ¢%(6,w | S)
indicates the total profit of CES corresponding to its price contract decisions (0, w), given
backup capacity S, and ¢V (S | 6, w) represents the total profit of WES corresponding to
its backup capacity decision S, given price contract strategy (0, w). If (S*, 0%, w*) is a Nash
equilibrium, then none of the suppliers can profitably stray from the strategy (S*, 6%, w*).
The algorithm for finding Nash equilibrium is depicted in a flow chart in Fig. 2.3. Since both
sets . and & include finite discrete elements and we delete dominated points, the algorithm
will terminate in finite number of iterations. Meanwhile, if no Nash equilibrium does exist,

then the suppliers do not adopt a contract.

2.6 Case study

In this section, we consider one wind plant and one thermal plant including two units.
The installed capacity of the wind plant and thermal plant are 100 MW and 130 MW,
respectively. We use the historical market price data during January 1-November 1, 2014
from the MISO-Michigan hub. We exclude weekend data to preclude any weekly seasonality.

DA and RT price samples are generated using the procedure proposed in [40], and the wind
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Figure 2.3: Flow chart of solution methodology

output samples are simulated using the method applied in [41]. Moreover, for multi-stage
scenario tree construction and real-time scenario reduction, we employ the method proposed
in [42]. We conduct several experiments with different scenario sizes. Unless state otherwise,
the day-ahead and real-time sample sizes are 50, and the corresponding multi-stage real-time
scenario tree includes 932 nodes. The confidence level is set at a = 0.9 to calculate CVaR.
All of the experiments are implemented in C++ and solved with CPLEX 12.6 on a computer
with Intel Xeon 3.2 GHz and 8 GB memory. We concentrate more on the behavior of WES
in the case studies. In the following part, we first verify the effectiveness of the proposed
trading mechanism by giving several numerical examples. Second, we compare our multi-stage

stochastic programming model with the two-stage stochastic model.
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2.6.1 Effects of signing contract

To assess the proposed method, out-of-sample simulations are carried out in daily time steps
over a 13-week horizon. The expected weekly profits of the suppliers are compared in two
different scenarios as shown in Fig. 2.4. The first scenario (no contract) is that the suppliers
participate in the energy market only. The second (potential contract) is that the suppliers
have the option to transact with each other in addition to participating in the market. From
Fig. 2.4, we can see that the expected weekly profits obtained in the second scenario are
always superior to those obtained in the first scenario. This means both CES and WES
benefit from conducting the contract. Yet the differences in some weeks (e.g., weeks 3 and 12)
are smaller since the contract is not exercised for some days during the corresponding weeks.
To better understand the details of transaction mechanism, in the following we concentrate

on a specific day of the planning horizon, in which the contract is signed.
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Figure 2.4: Expected weekly profits for WES (above) and CES (below)

The expected hourly profits of the WES are illustrated in Fig. 2.5. It can be observed
that having transaction with the CES brings more benefits to the WES as its total increased
profit is $3085, with increment rate of 3.1%. We notice that the CES also finds the bilateral
contract viable with totally 2.5% increment rate. Fig. 2.5 also shows that the WES mostly
gets advantage from the contract at time period 4. The reason is that the volatile RT market

price becomes pretty high at this period and thus the WES inclines to utilize its backup
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capacity from the CES instead of buying energy from the RT market with higher price. On
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Figure 2.5: Expected hourly profits (above) and increased hourly profits (below) from
participating in both energy market and bilateral contract for WES
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Figure 2.6: Expected hourly power traded with RT market for WES

the other hand, we observe that the profit of the first scenario (not engaging in the contract)
is slightly greater than the second one (Nash game case) during some periods. For instance
in time period 23, the execution price wsy3 is greater than the RT market price. Thus, the
WES has no tendency to exercise the contract. However, since it has already paid 653553
for reserving the backup capacity, adopting the contract yields to less profit for the WES
at this period. It is worthy to mention that for some periods that the WES has no wish to
use the backup, like time period 23. Therefore, our two-part price bilateral contract (swing

option contract) provides a more cost-effective solution compared to the traditional one-part
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price contract (forward contract). The reason is that our contract represents the right, but
not the obligation, to purchase power at the prearranged execution price. Hence, when the
market price is less than the execution price, the WES does not exercise the contract, but
purchase the energy from the market with the market price to recover the shortage, plus a
reservation price (reservation price usually contains a small portion of the execution price)
paid to CES for reserving the capacity. However, the forward contract obligates the WES to
purchase from the CES, though the contract price is higher than the market price. Therefore,
the forward contract might be more costly to the WES. In other words, by considering the
reservation price in the contract, the risk is more diversified between the suppliers and the
WES is further motivated to sign the contract.

Fig. 2.6 indicates the expected energy traded in the RT market for each time periods.
For periods that the expected DA price is higher than the RT price, the WES decides to bid
into the DA market as much as possible and then recover its energy shortage by trading with
CES and RT market. In this case, the bilateral contract provides a precious opportunity for
WES to purchase less expensive power from the RT market. Moreover, for the periods that
the RT price is higher than the DA price, the WES prefers to assign all of its capacity into
the RT market. In this case, the contract allows the WES to utilize the backup capacity with
low price and sell it to the RT market with higher price. For other periods like time periods
23 and 24, we can readily identify that the power traded in the RT market for Nash game
and no contract cases are the same. The reason is that it is not economically justifiable for
the WES to use its backup capacity. Considering above discussion, it can be clearly observed
that our devised bilateral contract provides a flexible tool for the WES to secure itself with

respect to the uncertainties in the operating day.
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Figure 2.7: Expected profit versus CVaR for WES considering different risk perceptions

2.6.2 Effects of risk perception

Fig. 2.7 shows the efficient frontier for the WES. Efficient frontier plays a crucial role for
the WES to resolve the tradeoff between the expected profit and risk. For a low risk-averse
behavior of WES (yy = 0.1), the value of expected profit is $102716 with CVaR of $61663.
By moving to a high risk-averse case (yw = 1), the value of CVaR grows by 13.5% at the
cost of just 2.4% reduction in the expected profit. This is a compelling result since by a small

decline in expected profit, the risk of profit volatility is significantly reduced.
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Figure 2.8: Expected power traded by WES in DA and RT markets for time period 12 (above)
and time period 20 (below)

Fig. 2.8 illustrates the impact of various risk attitudes on the amount of power that WES

trades with the DA and RT markets for time periods 12 and 20. We choose these periods
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as they reveal two distinct properties. The wind output is highly volatile in time period 12
and the expected RT price is greater than the DA price. However, the wind output has less
fluctuations in time period 20 and the DA price is greater than the RT price. Considering
time period 12, as the WES becomes more risk-averse (the value of vy increases), it offers
more power in the DA market and less in the RT market to hedge against the rise in RT
price. In contrast, the WES has tendency to trade less power in the DA and more in the RT
markets for time period 20. By this strategy, the WES lowers its profit volatility in the hope

that it can sell its generation in the RT market at a reasonable high price.

2.6.3 Effects of multi-stage programming

In order for evaluate the performance of our multi-stage stochastic programming model,
we compare the results with the two-stage stochastic case. We carry out case studies for 4
different days, with DA price samples of two sizes (50, 100), and RT price as well as wind
output samples of two sizes (50,100). According to the Table 2.2, the expected profits
attained by the multi-stage model are always superior respect to those attained by the
two-stage model. This is because the multi-stage solution comes up with more flexibility
in RT decisions with respect to the uncertain parameter realizations. However, there is a

tradeoff between flexibility and computational efficiency, when using the multi-stage model.

2.7 Conclusion

We develop a multi-stage stochastic programming model for the wind and conventional energy
suppliers to optimize their bidding strategies in the both day-ahead and real-time markets.
Our proposed model provides an opportunity to the wind supplier to update its real-time
decisions as time progresses when more information about wind outputs and real-time market
prices become available. In addition, using option contract with Nash equilibrium framework,

an incentive-based trading mechanism is investigated to help the wind energy supplier recover
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Table 2.2: Comparing objective values for multi-stage and two-stage stochastic programming
DA 50 100
RT 50 100 50 100

Instance Two  Multi Two  Multi Two  Multi Two  Multi
Day 1  profit($) 147587 148018 144620 144694 138872 139283 139429 139450
time(s) 10.29 84.73 10.05  129.11 9.6 211.38 11.94 333.16
Day 2 profit($) 140049 140348 137870 138105 113004 113263 112537 112720
time(s) 12.21 87.55 11.17 108.72 10.59 195.71 11.16 255.91
Day 3 profit($) 129962 143016 130792 144321 136225 149022 134446 147613
time(s) 23.04 92.18 19.48 110.39 20.19 205.14 23.11  342.1
Day 4  profit($) 130506 131204 128988 129767 117397 118312 116864 117710
time(s) 11.62 81.27 13.77 162.13 19.45 198.21 20.1 232.93

~ ep |~ e, |~ e, |~— e

its energy deficit and at the same time bring the conventional energy supplier to obtain
more profits. The computational results verify that our proposed approach is effective in
accommodating wind and price uncertainties. Finally, as the future work of this chapter, our
framework can be extended to the case with one conventional supplier and several renewable

suppliers, and the case with several conventional suppliers and one renewable supplier.
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CHAPTER III

A DATA-DRIVEN MODEL OF VIRTUAL POWER PLANTS IN
DAY-AHEAD UNIT COMMITMENT

3.1 Problem description and literature review

With the influx of distributed energy resources (DERs), passive power networks are going
through a transformation, from a centralized to a decentralized scheme, to enhance the
flexibility and reliability of the system by offering more resources to the grid operator [43, 44].
However, since each individual distributed energy resource has small capacities and is lack
of controllability over its outputs, small distributed energy resource is either excluded from
participating in the wholesale energy market or it is not able to participate in a cost-effective
manner. Currently, Independent System Operators (ISOs) have limited control over the
DERs connected to the grid, because most of these DERs are invisible to ISOs. Moreover, due
to the computational limitation, ISOs are not able to simultaneously co-optimize schedules
of conventional generators and a huge number of DERs across the grid. Accordingly, the
development of an entity in the wholesale market as a market participant to represent and
operate these DERs, becomes an important approach to facilitate the utilization of renewable
energy resources and modernization of electricity grid. As an aggregator, the virtual power
plant (VPP) [5] acts as an intermediary between the DERs and ISO, and allows small DERs
to be pooled and actively participate in the wholesale energy markets. Such a bundled entity
alleviates the ISO from having to obtain additional reserves or other ancillary service products

for mitigating renewables intermittency. The concept of VPP is successfully implemented in
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Belgium and Netherlands [45], and is exploited in Germany and United Kingdom [46]. In
July 2018, the first trial of VPP initiated by Tesla, has been successfully set up in South
Australia, which is expected to generate 250 MW of solar power and 650 MWh of battery
storage capacity [47]. Moreover, [48] investigates the method to estimate the operation and
cost of VPP and report the study of a VPP project on an 11 KV system in Brixton by using
the data from UK Power Network, and [49] reports the studies of VPPs across cities in the
iURBAN project. However, although via aggregation, the VPP enlarges the visibility of DER
units to ISOs in consideration of market participation and operation, it is still challenging
to transform all the information of aggregated DERs into one bid with standard attributes
such as maximum capacity, ramping restrictions, so that it can fit ISOs’ bidding offer schema
and the wholesale market’s mechanism. In addition, submitting inaccurate parameters in
the ISOs” market clear engine can jeopardize the grid operation. In this study, we provide a
framework to characterize and evaluate the standard attributes/parameters in the VPP’s bid
submitted to the ISO that can optimize its entire portfolio as an aggregation of distributed
energy resources.

Existing literature on the operation and scheduling of the VPP mostly seeks to optimize
the dispatching of resources within the VPP so as to maximize its profitability. References
[50, 51] consider the self-scheduling operation of the VPP, which means that the VPP only
submits energy quantities to ISO, instead of quantity-price bid pairs. Price-based unit
commitment models are proposed in [52, 53] to develop the bidding strategy for a VPP
that behaves as a price-taker in the market, since the VPP is assumed to be a relatively
small entity that has less impact on the market clearing price compared to the other market
participants. In [54], a large scale of wind farm-energy storage system is studied as a price
maker. The behavior of rival participants is taken into account using the residual demand
curve. In [55] and [56], a bilevel problem for the optimal bidding strategy of VPP is addressed,

in which the upper level aims to maximize the profit of VPP, and the lower level calculates
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the ISO day-ahead market clearing price. In [50], VPPs are allowed to establish bilateral
contracts to hedge against the volatility of the electricity market. The idea of introducing
VPPs as ancillary service providers is investigated in [57, 58]. A detailed literature review
about the scheduling problem of VPP is presented in [59].

Another key direction of studying VPP focuses on managing the uncertain parameters like
renewable generation output and load consumption. Stochastic programming (SP) has been
extensively utilized for this purpose [60, 61]. Using this approach, the uncertain parameters
are characterized by a set of scenarios based on the estimated probability distribution. For
example, [62] studies a two-stage stochastic programming model for the optimal offering
strategy of a VPP in the day-ahead and balancing markets. The uncertain wind power and
market price are represented by a set of equi-probable scenarios. A major obstacle of SP is
that fixing a particular probability distribution of the uncertain parameter may yield to biased
solutions with unreliable out-of-sample performance. Moreover, SP usually suffers from the
curse of dimensionality, which means that the computational difficulty surges exponentially
in the number of scenarios, and makes it impractical to solve large scale problems. As an
alternative approach, robust optimization (RO) aims at constructing an uncertainty set to
characterize the uncertain parameter, and allows the uncertain parameter to run adversely
within the constructed uncertainty set to guarantee the feasibility of the optimal solution.
For instance, in [63, 64], confidence bounds are constructed for the uncertain wind and
market price, and robust bidding strategy models are proposed for a VPP consisting of
price-responsive demands, wind power plants, and storage units. However, the RO approach
is criticized as its over-conservativeness since it ignores the probabilistic nature of unknown
parameters and the solution is solely based on the worst-case scenario.

To cope with the limitations of stochastic and robust optimization approaches, distribu-
tionally robust (DR) optimization models have been developed (see e.g., [65], [66]). According

to this approach, the probability distribution of the uncertain parameters is itself subject to
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uncertainty. In fact, the probability distribution is merely known to be within an ambiguity
set, which can be characterized using certain statistical properties (e.g., estimation of mean
and covariance). To guarantee the robustness of the approach, DR approach finds a solution
that minimizes the worst-case expected cost over the ambiguity set. Unlike the traditional
SP that exploits a collection of representative scenarios based on an estimated probability
distribution to characterize the uncertain parameters, and thereby has no robustness to the
error of distribution estimation, DR models release the assumption on any particular distribu-
tion. Therefore, this approach can accommodate the estimation error on the distribution due
to the noisiness and incompleteness of the data, and also avoid the computational prohibition
of scenario enumerations. Furthermore, contrary to the classical RO that is basically a
distribution-free approach and minimize the total cost based on a worst-case scenario, DR
models account for distributional knowledge through the ambiguity set, and minimizes the
total expected cost based on a worst-case distribution over a set of probability distributions
(ambiguity set). Hence, DR models trigger to less conservative solutions.

Because of these advantages, DR models have been successfully applied in power system
problems under uncertainties, including contingency-constrained unit commitment [67], unit
commitment with wind power integration [68], reserve scheduling [69], and optimal power
flow [70]. However, most of the works fail to consider the physical limits (i.e., the support
space) for the uncertain parameters, which is essentially critical in many applications. For
example, renewable generators (e.g., wind turbines) have a limited capacity that cannot be
exceeded from. The resulted solutions in these works, though restricted by the set of the
distributions, are more conservative since the uncertain parameter itself can take very large
positive or negative value even with its distribution still being within the range. Modeling of
dependencies among the uncertain parameters (e.g., renewable energy outputs) is another
crucial feature that is usually captured by including covariance matrix in the ambiguity

set. Despite importance, there are limited studies in this regard. [69] stipulates that the
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covariance of uncertain renewable outputs exactly matches the empirical covariance obtained
from data and formulates a semi-definite program, and [71] bounds the correlation between
pairs of wind farms generations and proposes a second-order conic program.

This study presents a two-stage DR model for the VPPs participation in the wholesale
market. The VPP is a profit-driven entity that participates in the day-ahead wholesale
market by submitting the cost curve and other related parameters like its maximum capacity
and ramping limits to [SO. The goal is to find these standard attributes in the VPP’s bid
submitted to the ISO that can optimize its entire portfolio. The ISO collects such bidding
information from all participants and run the reliability unit commitment to decide about
the generation amount of each participant. Thus, the optimal solutions, i.e., the bidding
parameter information of VPP will be served as an input for the ISO’s unit commitment run.
Furthermore, we consider two uncertainties in the model, i.e., the uncertain renewable energy
output, and the unknown energy cleared by the ISO. We represent these two uncertainties
with one parameter: the virtual net load, which is defined as the MW cleared by the ISO
minus the renewable generation. It is assumed that in the first stage (day-ahead market), the
VPP determines its total capacity and ramping limits to be reported to ISO that can optimize
its entire portfolio by considering the physical constraints and the uncertain virtual net load.
The second stage will give the first-stage a recourse, so that in the real-time operating day;,
after knowing the virtual net load, the VPP is able to supply enough power as it reported, by
controlling its generation level of its conventional generators and power storage level. Using
available moment information such as the empirical mean and covariance matrix of VPP’s
virtual net load that are learned from the data, we construct a second-order conic (SOC)
representable ambiguity set for the unknown probability distribution, and reformulate the
DR problem as a second-order conic programming (SOCP), which is efficiently solvable by
off-the-shelf solvers like CPLEX. The objective of the model is to minimize the worst-case

expected total cost over all probability distributions of the virtual net load in the ambiguity
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set. The conservativeness of the model can be adjusted based on the preference of the
VPP operator. That is, if the VPP operator utilizes more information about the virtual
net load data, the ambiguity set becomes smaller and the model becomes less conservative
accordingly. On the contrary, if the VPP operator ignores the moment information on
probability distribution and just utilizes the boundary information of the virtual net load (i.e.,
upper and lower bound), the proposed model is reduced to a traditional robust optimization
model. Moreover, the proposed ambiguity set is able to capture the temporal dependencies
among different time periods in the virtual net load profile by considering the covariance
matrix.

A more realistic approach to model the VPP’s problem is to allow the sequential revelation
of the uncertain virtual net load and restrict the dispatch decisions to only hinge on the
virtual net load observed up to the current time period. This restriction is called the non-
anticipativity of dispatch decisions and the resulting formulation describes a multi-stage
model. The main advantage of the multi-stage model over the two-stage approach is that the
former framework caters for a dynamic decision making, where the VPP operator has the
opportunity to update its knowledge about uncertain outcomes as they unfold in periods.
Using linear decision rules, we extend the two-stage model to the multi-stage case, where
recourse decisions take the form of a linear function of uncertain virtual net loads and a set
of auxiliary variables.

The contributions of this study are summarized as follows:

e We propose an innovative distributionally robust optimization model to help VPPs to
optimally characterize the parameters in their bidding offers to ISO for the reliability

unit commitment run.

e The DR model can effectively manage the intrinsic uncertainty arising from virtual net

load consumption. An tractable reformulation of the proposed DR model is derived,
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which can be implemented effectively by off-the-shelf solvers.

e To better capture the nonanticipativity of the uncertainty, we extend the two-stage
case to a multi-stage DR problem by using linear decision rules, and benchmark it with

the two-stage DR model.

The rest of the chapter is organized as follows. In Section 3.3, we formulate the two-stage
and multi-stage DR models, and describe the ambiguity set of virtual net load probability
distributions. In Section 3.4, we derive a separation framework to address the DR models.
Finally, in Section 3.5, we demonstrate the effectiveness of two-stage and multi-stage models

through several case studies.

3.2 Nomenclature

A. Sets
NY Set of generators.
T Set of time periods.

B. Parameters

SU; Start-up cost for generator .

SD; shut-down cost for generator i.

NL; No load cost for generator .

Ccu? Maximal generation capacity for generator i.
CDY Minimal generation capacity for generator .
UT; Minimum up-time for generator i.

DT; Minimum down-time for generator i.

RU; Ramp-up limit for generator 7.

RU; Start-up ramp-up limit for generator 7.

RD; Ramp-down limit for generator .
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cust
CUs-
cus
A

Shut-down ramp-down limit for generator .

Load level inside the VPP in time period .

Fuel cost function of generator .

Initial storage level.

Discharging efficiency of storage unit.

Charging efficiency of storage unit.

Maximum discharging level of storage unit in time period t.
Maximum charging level of storage unit in time period ¢.
Capacity of storage unit.

Capacity price in time period t.

C. First Stage Decision Variables

_l’_
Yit

Yir
(7

yf

RU
Yy

RD
Yy

Binary variable to indicate if generator ¢ is started up in time period t.
Binary variable to indicate if generator i is shut down in time period ¢.
Binary variable to indicate if generator ¢ is on in time period ¢.
Capacity offering by a VPP to the ISO for time period .

Ramp-Up limit offering by a VPP to the ISO for time period t.

Ramp-Down limit offering by a VPP to the ISO for time period ¢.

D. Second Stage Decision Variables

Power produced by generator ¢ in time period ¢.
Amount of power discharged by storage unit in time period t.
Amount of power absorbed by storage unit in time period t.

Total power generation of a VPP in time period ¢.

E. Random parameter

&

Virtual net load consumption in time period t.

43



3.3 Mathematical formulation

We consider a VPP consisting of conventional generators, a wind farm, an energy storage
unit, and non-flexible customers. Before submitting its bids to the day-ahead market, the
VPP utilizes the moment information of virtual net load to construct an ambiguity set of
virtual net load probability distribution. Using the ambiguity set and the physical characters
of each conventional generators, the VPP determines the offering information needed to be
submitted to the ISO, i.e., capacity, ramping limits, and cost curve in such a way that it

minimizes the worst-case expected cost. We present the DR model as follows:

min Y Y (SUsy; +SDiy; + NLiy)

Y teT ieN9
> Ay + max Ep[Q(y, £)], (3.1a)
teT
st Yy — Yit =yt —vy;, VieNI teT, (3.1b)

—Yii1 T Y — Y <0,

VieNI teT, 1<k—(t—1)<UT,, (3.1c¢)

Y1 — Yi T Y < 1,

Vie NI teT, 1<k—(t—1)<DT, (3.1d)
yO < N CUlys — Lt Ve T, (3.1e)
1ENY
g <Y (RUwS, ., +RUy), VEe T, (3.1f)
iEN9
y™” <) (RDy; + RDyy;), VE €T, (3.1g)
1ENY
Yo vy €{0,1}, Yie N9 teT, (3.1h)

where y := (y°, y*, ¥y, y%, vy, y2P) denotes first-stage decisions, D indicates the ambiguity

set of virtual net load probability distribution, and Q(y, &) represents the operating cost

for a given first-stage decision y and realized virtual net load &, and it can be calculated as
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follows:

Qly, &) =min Y > C(a),

teT ieN9

st xP? = Z x4t —alT, Ve T,

iENY
&<aP? <y WteT,

PP — PP < yfU vt e T,

o — PP < yfP vt e T,

CDYyf, < x2f, < CU%yS,, Vi e N9t €T,

vl — o], <RUw, +RUy;t, Vie N9 teT,
af, | —a%, <RDy} +RDy;, Vie N9 teT,
0<n*tait <CU*T, VteT,

0<n"z;- <CU", VteT,

1
0<azi+>» (pai ——a3f) <CUVteT,

s+
jE(1:t] gl

where x := (x9,x°" x*7, x"PP) denotes the second-stage decisions, including the conventional

generation amount, storage charging/discharging amount and total generation level. In the

above formulation (3.1)—(3.2), the objective function (3.1a) is to minimize the worst-case

expected total net cost, i.e., total cost minus the potential revenue by selling the capacity to

the grid. The total cost includes start-up, shut-down, no load, and fuel costs. The potential

revenue is assumed to be linearly depending on the value of offered capacity to ISO. Note

that we do not put the potential revenue from selling power to the customers in the objective

since it is a constant value in our model. Constraints (3.1b) indicate the commitment

relationship among 4}, v;;, and yg. Constraints (3.1c) and (3.1d) represent minimum up-time

and minimum down-time limits, respectively. Constraints (3.1e) define an upper bound for
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the total capacity offered by VPP to ISO, which is the total available capacity, minus the
load inside the VPP. Constraints (3.1f) and (3.1g) characterize the ramp-up and ramp-down
limits offered by VPP to ISO. The objective of formulation (3.2) is to minimize the total
operating cost, while respecting dispatch and storage related constraints. More precisely,
C?(x,) represents the quadratic fuel cost function corresponding to the generation level x7,,

and it can be estimated by a N-piece-wise linear function as follows:
xh > 0jyg +ofad, Yn=1,...N, ie NV, teT. (3.3)

Constraints (3.2b) calculate the total power generation by the VPP. Constraints (3.2c)
describe that the total generation amount of VPP should satisfy the virtual net load, and
also should not exceed the capacity level. Constraints (3.2d) and (3.2e) describe ramp-up
and ramp-down limits for the VPP. Constraints (3.2f)-(3.2h) describe generation as well
as ramping limits for the conventional generators inside the VPP. Constraints (3.2i)-(3.2j)
describe upper bounds for the amount of discharge and charge levels. Finally, constraints

(3.2k) enforce energy storage limits for the storage unit. After solving the above models

= Original curve
——— with renewables

Fuel Cost ($)

—_—>
Forecasted wind power output

Generation (MW)

Figure 3.1: An example of cost curve

(3.1)(3.2), the first-stage decisions including the capacity y¢ and ramping limits y%Y and
y2P of the VPP can be found. As for the cost curve, since the storage unit is only responsible

for smoothing out the scheduled generation levels by absorbing power when the demand
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is low and generating power in peak demand hours, it does not impact on the cost curve.
Therefore, the cost curve submitted to the ISO will have the similar shape as the cost curve
of conventional generators, except a shift because of the wind power output, as illustrated in
Fig. 3.1. The reason for shifting the curve is that the conventional generators will be started

up only when the wind power output is not enough to met the demand.

3.3.1 Abstract formulation

For notation brevity, we recast the problem into the following compact matrix formulation:

min e’y + max Fp[Q(y, €)], (3.4a)
with
Qly, &) = mxin{de : Ay + Bx > h — M¢}, (3.4b)

where ¢’y indicates commitment costs minus capacity value, ) represents the first-stage
constraints (3.1b)—(3.1h), d”x indicates the operating cost, and Ay +Bx > h—MZE¢ represents
the second-stage constraints (3.2a)—(3.2k) for a fixed commitment and offering decision y

and virtual net load realization &.

3.3.2 Ambiguity set construction

We construct an ambiguity set D of the virtual net load probability distribution by using
its moment information. This ambiguity set can capture the dynamics of virtual net load
evolution over time periods. Another main feature of this ambiguity set is that since it is
a second-order conic representable set [72], it can be reformulated as a second-order conic

program, which can be solved by many commercial solvers. More precisely, the ambiguity set
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is constructed as:

PEe) =1,
p— ) pepymn T H (3.5)
Ep[(§ — p)?] <,

Ep [(Zfzk(fz - Mz‘))Q} < Vit Yk <t

where Py(.) is the set of all probability distributions, T = |7 is the number of time periods,

€ is the support space of & and defined by Q = [£, &], p is the estimation of the mean value of
uncertain virtual net load &, and parameters v and 4 are used to adjust the conservativeness
of the optimal solution, which can capture the VPP operator’s risk attitude. A risk-averse
VPP operator may select larger values for these parameters to enrich the ambiguity set
with more distributions, and thus arrive at a more robust solution. On the other hand, a
risk-prone VPP operator may tend to choose smaller values of v and 4 to exclude pathological
distributions with the moment information far away from the sample ones, and thus obtain
less conservative solutions. In the above set (3.5), the first constraint incorporates a range for
the virtual net load. The second constraint ensures that &, given by any distribution in D,
has the same mean as the empirical mean, while the third constraint bound the variance of
&. Finally, the last constraint captures the virtual net load correlations across time periods.
Indeed, this constraint ensures that the variance of sum of the virtual net loads during the
time window [k, t] is bounded by 7. In practice, the ambiguity set (3.5) is characterized
by parameters &, &, 1,7, and 4, which can be learned from historical data. Consider N
data samples {€°})Y, of € such that & = [¢1,&, ..., &, § and & can be set to be .05- and
.95-quantiles of random virtual net load, respectively, p and ~ can be chosen as the sample
mean g = N1V &% and sample variance v = N1 37 (€ — )2 4 can be determined
by summing up specific elements in the covariance matrix of &, i.e., yi = £, Xfy;, where

fi; is a vector with i element equals to one if i is within the time window [k, t], and zero
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otherwise, and X denotes sample covariance matrix X = N~! Zévzl(ﬁg — ) (€ — )T
As explained in [73], in order to derive a tractable reformulation for the DR problems

with the ambiguity set (3.5), it is equivalent to work with the following lifted ambiguity set:

P(§e) =1,
D = { P e Py(RUT5) Eele] = w (3.6)
Epu] <~

)2
(Z;:k(&i - Z))Q < v, Vk <,

That is, D includes set of marginal distributions of &, where the joint distribution of (&, u,v)

is in D.

3.3.3 Multi-stage formulation

The main assumption of the two-stage model is that all of the real-time dispatch decisions are
made simultaneously at the beginning of the operating day. However, the unit commitment
problem is inherently sequential. That means the uncertain virtual net load is revealed as the
time progresses, and dispatch decisions at each period are made after knowing the realization
of uncertain parameters up to that period (non-anticipativity enforcement). In other words,
the VPP operator first observes the uncertain virtual net load of the first period &,, and
then takes real-time decisions x;(&;) of the first period. Subsequently, the virtual net load of

second period &, is realized, and then the VPP operator takes real-time decisions x2(&;,&,)

49



of the second period accordingly. This alternating process continues over the entire T periods.

We present the multi-stage DR model as follows:

. T T
izt ( ¥+ Fed X@m’uw]) (8.8
sit. Ay +Bx(£y,uy) > h— Mgy, V(€ u) € Q, (3.8b)

where x(£[t], up) denotes that the dispatch decision at time period ¢ is a function of the
uncertain virtual net load as well as the auxiliary random variable associated with the lifted
ambiguity set realized up to time period ¢, and miny() can be interpreted as optimizing over
the policies, i.e., functions of random variables. Solving problem (3.8) is challenging since
dispatch decisions are general functions of all past uncertain parameter realizations, instead
of a finite vector of decision variables [74]. An effective approach on addressing this fully
adaptive problem is to apply the linear decision rule technique, which restricts the dispatch
decisions to be linear functions of the uncertain parameters ([68, 75, 76]). More precisely, we

define the following policies for decision variables z%,, 25", x5, 227

it (€ ) = o + 26 + Thu. (3.9)

Notice that linear coefficients (x", x!, x?) are considered as decision variables in the problem

and they are defined separately for decision variable x%, x5, x5, 2:F?. Furthermore, in these
policies it is assumed that the second-stage decision variables are affine functions of both
primary and auxiliary random parameters. [73] has shown that this enhanced linear decision
rule can significantly improve the computational results compared with the one restricting to

the primary random parameters only. In addition, with the decision rule defined in (3.9), the

nonanticipativity requirement can be met automatically.
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3.4 Solution methodology

In this section, we develop solution methods for the two-stage DR problem (3.4) and multi-
stage DR problem (3.8), respectively.
3.4.1 Solution method for two-stage DR

First, we dualize the second-stage worst-case expectation problem maxp. 5 Ep[Q(y, £)] and

obtain the following dual problem:

min 7+ A+ B+ (3.10a)
st. n>Fly,\ (B, a), (3.10Db)

with
F(y, X\, B, a) :(Ema)xeﬁQ(y, £) - A'¢—pTu—aly, (3.10c)

where 7, A\, B, a are dual variables associated with the constraints in the ambiguity set
(3.6). Note that we can add a slack variable in constraint (3.2c) to ensure the feasibility
of the second-stage problem and in return consider a penalty cost for under-generation
in the objective function. Since the second-stage linear problem Q(y, &) is feasible and
bounded, strong duality holds and Q(y, &) can be replaced by its dual formulation. Hence,

the subproblem (3.10c) can be equivalently formulated as follows:

F(y,\B,a)=

max max7’ (h — M¢ — By) — AT¢ —8"u - a’v, (3.11)
(€u,v)eq mell

where IT = {m > 0 : #7B = d} is the set of dual variables of Q(y,&). Since the feasible
regions IT and § are separable, the optimal solution of problem (3.11) occurs at extreme points

of these regions. Therefore, if we denote all the extreme points of IT as {m}}/_; and exchange
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the order of two maximization operations, i.e., MaX ¢ y v)en and max ey, F(y, A, 8, a) can

be further reformulated as follows:

F(y, A B a)=
max max 7, (h— Mg —By) - AT¢ —gTu—a’v. (3.12)
7, Vi (£,u,v)eQ
Since the inner maximization problem in (3.12) is bounded with non-empty interior, conic
duality can be applied. Taking dual of inner maximization problem in (3.12) leads to (details

are provided in the Appendix A):

F(y, A B,) =max m;" (h— By)

i,V

b €7 - €17 - 70+ %1T(é _0)

-2 Z/Wkﬁ 19— 9), (3.13a)

teT ke[l:t] ic(k:t]

s.t. Tt — T+ (9t -+ ¢ — € (MTTT;k + A), YVt € 7-, (313b)
1 - R
5(975 + et) = 5t7 Vi € 7-7 (313C)
1 - R
§(¢kt + bre) = g, VEET, k<t, (3.13d)

\O2+02<6, VteT, (3.13e¢)
\/ _it + gg%t S ng‘h Vt S Ta k S ta (313f)

where 1 is a vector whose elements are all one, e; is an unit vector whose t* component is
one and zero otherwise, and v := {7, 7,0, 0, 0, o, D, &} are dual variables associated with
the constraints in the inner maximization, i.e., constraints in Q (3.7). We rewrite the inner
minimization problem in (3.13) in a compact form: min{b”® : E¢ =, fa+gB+pA+qnr*},
where >, denotes the generalized inequality respect to some cone k. Now, by considering the

second-stage dual formulation (3.10) and replacing F(y, A, 3, a) in (3.10c) with formulation
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(3.13), the original DR optimization problem (3.4) is equivalent to:

min  cy+n+pu'A+yB8+7 (3.14a)
y;’?)\ﬁﬂﬂﬁi
st. n>m"(h—By)+ble, Vi=1,...,1, (3.14b)
EY, =, fa+gB8+pA\+qn;, Vi=1,...,1, (3.14c¢)
ye), (3.14d)

where 1, is a vector of decisions corresponding to the extreme point 7. Notice here that
in (3.14b), we release the maximization operation in (3.13a) since it is equivalent to restrict
the constraint (3.14b) holds for every extreme point 7}, and we release the minimization
operation in (3.13a) since it is equivalent to the existence of a feasible solution of constraint
(3.14b) with constraint (3.14c). The above problem (3.14) has an appropriate structure to

apply a two-level decomposition algorithm. More precisely, in the k' iteration, we solve the

following master problem:

min  cy+n+puA++"8+7 "« (3.15a)
YL,

st. n>m"(h—-By)+bly, Vi<k, (3.15b)

Ev, =, fa+gB+pA+aqm), Vi<k, (3.15¢)

y e, (3.15d)

to obtain the first-stage decisions. Then, the master problem (3.15) can be augmented
iteratively (i.e., adding new variables 1, and the corresponding cuts) using the information
provided by the subproblem (3.11). The more detailed procedure for solving the problem
(3.14) is summarized in Algorithm 1. Observe that since the feasible region II includes finite
number of extreme points, the Algorithm 1 converges in finite number of steps. This is shown

in the proposition 1.
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Algorithm 1: Solution procedure for problem (3.14)

Initialize iteration index 7 = 0, and set Z = ().

repeat
Solve the master problem (3.15). Let (y,n, A, 3, &) be the optimal solution.
Solve the subproblem problem F(y, A, 3, ) in (3.11) using the Algorithm 2.
Let 7}, be the optimal solution.
T-TU{m,}.
Define the new variable 4, ,, and the corresponding constraints (3.15b)—(3.15¢).
i=1i+1.

until n > F(y, A, 3, o).

Output: (y,n, A, 3, @) is the optimal solution.

Proposition 1. Algorithm 1 converges to the optimal solution of problem (3.14) in a finite

number of iterations.
Proof. We rewrite the inner minimization problem in (3.13) as: min{b” ) : ¢ € U}, where
U={y:EY =, fa+gB+p\+qr*}. Accordingly, F' can be written as:

F(y, A B, a) = max mina}" (h — By) + b'4), (3.16)
i,V €

where {7} represents the set of extreme points of II. Since II is a polyhedron, {m}}L_, is
a finite set, i.e., its cardinality is equal to I. In the k* iteration of Algorithm 1, we have that:

_ : «T . T
7= max minm; (h —By) + b 4. (3.17)

Comparing (3.16) and (3.17), it is obvious that F(y, A, 3, &) > n. Therefore, the stopping
criterion for the algorithm is F'(y, A, 3, ) < n. We will report (y, A, 3, ) as the optimal
first-stage decisions when this criterion is achieved. In the worst-case condition, the Algorithm
explores all the extreme points of II, i.e. it reaches at iteration I. Therefore, the stopping
criterion will be achieved for at most I iterations, which means that Algorithm 1 converges

to the optimal solution in a finite number of iterations. n
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Moreover, notice that the Algorithm 1 is a natural extension of the column-and-constraint
generation algorithm proposed in [77], where the polyhedron uncertainty set is extended to a
SOC set. A similar extension is proposed in [78] to solve the robust AC optimal power flow
problem.

To solve the subproblem, we need to evaluate F(y, X\, 3, &) at each iteration of Algorithm
1, which is a second-order conic problem with a quadratic objective function. We employ the
Alternative Separation Heuristic (ASH) to solve this problem. The basic idea behind this
framework is to obtain the optimal (&, u,v) of F(y, A, B, @) with a fixed 7r, and then fixed
the obtained (&, u,v) to find the optimal 7 of F(y, A, 3, ). This back and forth procedure
continues until the optimality gap is no more than a predefined level. Since the feasible
region II is a polyhedron, the ASH converges to a KKT point of (3.11) in a finite number of

iterations [79, 78]. The ASH framework is summarized in Algorithm 2.

Algorithm 2: Alternative Separation Heuristic for solving subproblem (3.11)

Pick a 7 € II, and optimality gap €

repeat R
Fix w = 7 and solve (3.11). Let (&,u,V) be the optimal solution with objective
value 1. R
Fix (£,u,v) = (£,1,V) and solve (3.11). Let 7 be the optimal solution with
objective value Y.

until |T1 — T2| S €.

Output: T, is the estimation of F(y, A, 8, a) with solution 7.

3.4.2 Solution method for multi-stage DR

In order to solve the multi-stage DR model (3.8) using linear decision rules (3.9), we can apply
a duality-based approach to reformulate the problem. More specifically, similar to the previous

approach we start from dualizing the worst-case expectation problem maxp .5 Ep[Q(y, §)].
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Thus, (3.8) is equivalent to:

min ¢’y + r;\nﬁn n+pu'A+4"8+7 " a (3.18a)
7,7N,9,&

y€y7X0 ,Xl ,X2

s.t. m> max de(E[t],u[t])

(&u,v)eQ
~AT¢ —pTu—aly, (3.18Db)
Ay —h > max —Bx(§y,uy) — ME. (3.18c¢)
(&u,v)eQ

By substituting (3.9) into the above formulation, constraints (3.18b) and (3.18¢) become:

n> max dT(x"+¢"x! + uTx?)

(&,u,v)EQ
“A'¢ —pTu—aly, (3.19a)
Ay —h> max —B(x"+¢'x! +u'x?) - M¢. (3.19Db)
(&,u,v)EQ

Note that constraints (3.19a) and (3.19b) have the same structure. In the following, we
derive a reformulation for the constraint (3.19a). Similar approach can be done for constraint
(3.19b). Applying strong duality, (3.19a) can be written as:

n—dx"> min gly, (3.20)

xX€E(d,x!,x2)

where x and Z(d, x!, x?) are the corresponding dual variables and dual feasible region of
the constraints in Q with respect to (¢,u,v), and g is also derived from the definition of Q.
Note that since the second-order cone is self-dual, feasible region = has a similar structure
to 2. Relation (3.20) is further equivalent to the existence of x € =(d,x!,x?) such that
n —dTx? > g?x. Thus, using duality-based approach, constraints (3.19a)—(3.19b) can be
reformulated as a finite number of linear and second-order conic constraints. As a result, the

original problem (3.18) can be reformulated as a single minimization problem involving new
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added variables and constraints.

3.5 Case study

In this section, we first apply the two-stage DR model based on a real data set to provide
the operation of the VPP. Second, we test the performance of two-stage and multi-stage DR
models for various simulated data sets. All the experiments are implemented in the C++

language with CPLEX 12.6 on a computer with Intel Xeon 3.2 GHz and 8 GB memory.

3.5.1 Data preparation

We consider a VPP including three conventional generators, a wind farm, a storage unit, and
a set of loads that all are located in a single bus in the system. The characteristics of the
generators are shown in Tables 3.2-3.3. The load and wind power outputs are collected from
PJM market website [80] and scaled down to fit the test system. The mean value together,
upper and lower limits of the virtual net load profile are depicted in Fig. 3.2. We assume that
the capacity and efficiency of the storage unit on both absorbing and generating electricity
are 100MW and 0.9, respectively. The load consumption inside the VPP and the capacity
price are randomly simulated from intervals [4, 20]MWs and $[5, 30] /MW, respectively. The
penalty cost for load shedding is set to be $6000/MWh. In addition, for the comparative
studies in subsections 3.5.4 and 3.5.3, we consider various numerical settings to evaluate
the performance of DR models. More precisely, we randomly generate 5,000 samples of
virtual net load consumption & such that each & follows a normal distribution with mean
we € [50,80], standard deviation oy = e with € € {0.1,0.2}, and correlation coefficient
¢ €40,0.25,0.5,0.75,1}. These 5,000 samples comprise the support set 2, which will be used

later to build the ambiguity set.
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Table 3.2: Generator data

Gen | Lower | Upper | Min. down | Min. up | Ramp
(MW) | (MW) | (n) (W) | (MW/b)

G1 5 20 1 1 10

G2 5 50 2 2 25

G3 50 100 2 3 50

Table 3.3: Fuel data

Gen a b (MBtu/ | ¢ (MBtu/ | Start Up Fuel | Fuel Price

(MBtu) MWh) MW?2h) (MBtu) ($/MBtu)
G1 31.67 29.24 0.0697 40 1
G2 58.81 22.94 0.0098 60 1
G3 50 6 0.0004 100 1
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Figure 3.2: Virtual net load profile

3.5.2 VPP offering parameters

We solve the two-stage DR model to determine the VPP offering parameters. The offering
capacity at each time period is reported in Fig. 3.3. The optimal ramp-up and ramp-down
parameters are obtained 75MW /h for periods 19, 20, and 21, and 85MW /h for other periods.
As it can be seen in Fig. 3.3, there is a significant reduction in offering capacity at time
periods 18 and 20. The reason is that the capacity price at these periods suddenly drops to
its minimum level. To recover this unexpectedly low capacity price, the generator GG1, which

is more expensive than G2 and (3, is turned off at these periods. On the other hand, the
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VPP offers higher level of capacity at time periods like 1,2, and 22 since the inside load is
low at these periods. In order to investigate the performance of the DR model in the real
time operations, we fixed the optimal unit commitment and offering decisions and solve the
dispatch problem for a realized virtual net load. The total power generation by conventional
generators, storage operation, and the realized virtual net load are shown in Fig. 3.4. We can
observe that the storage unit absorbs the power during the periods that the virtual net load is
low (e.g., periods 5-6), and generates the power during the periods that the virtual net load is
high (e.g., 8-10). More specifically, the storage unit absorbs 7T0MW power at period 5 (valley
demand hour) when the wind power output is higher than the grid demand, and generates
43MW at period 17 to preclude from load shedding when the expensive generator GG1 is offline

at this period. Thus, we can conclude that the storage unit significantly contributes to the

VPP flexibility.

170

165¢
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155+
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Figure 3.3: Capacity offered to ISO

3.5.3 Comparing with robust optimization

In this subsection, we compare the two-stage DR (TDR) model with the RO approach. For
this purpose, since the VPP operator has limited information of €2, we build the ambiguity

set of virtual net load probability distribution by choosing 50 samples from 2, and calculating
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Figure 3.4: Optimal dispatch decisions

the parameters &, &, 1,7, 7, as explained in subsection 3.3.2. After solving the corresponding

TDR and RO models, we fix the optimal first-stage decision y, and run the second-stage

problem Q(y, &) for all 5,000 samples in 2. We report the average operating cost in Table

3.4. The results verify that TDR model provides less conservative solutions compared to the

RO approach. In particular, TDR model can save up to $532. Moreover, as the value of

€ increases, i.e., the size of support set is expanded, the difference between TDR and RO

models reduces, since the TDR model becomes more conservative.

Table 3.4: Two-stage DR vs. two-stage RO

e=0.1 e=0.2
¢ TDR RO TDR RO
(=0 19169 19701 24114 24461
¢ =0.25 19367 19715 24949 24956
¢=0.5 19215 19730 24701 25041
¢=0.75 19290 19801 24168 24512
(=1 19378 19887 23876 24378

3.5.4 Comparing with multi-stage model

In this subsection, we benchmark the multi-stage DR model (MDR) with the two-stage DR

model (TDR), and report the profit values (i.e., the opposite value of the objective) and CPU
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time in Table 3.5. We can observe that the MDR model provides a lower profit, which is
because that the MDR model enforces nonanticipativity constraints. That is, as compared
with MDR model, the TDR model assumes the virtual net load consumption information
throughout the entire time periods is known at the beginning of the operating day, which
offers more flexibility in the dispatch decisions.

Table 3.5: Multi-stage DR vs. two-stage DR

e=0.1 e=0.2
¢ TDR MDR TDR MDR

(=0 profit(§) 34370 28421 27470 25200
! 39 82 44
(=025 profit(§) 34364 28485 16583 14625
) 92 35 101 59
(=05 profit(§) 31189 25435 18550 17431
)
$
)
$

165 66 144 72
¢ =0.75 profit($) 34548 28382 28688 23723
39 o6 80 59
(=1 profit($) 32090 26952 19795 11006
time(s) 109 79 111 85

Table 3.6: Two-stage DR vs. two-stage RO for a 6-conventional-generator case

Time series model TDR RO
ARIMA(1,1,1)(1,0,0)24 30492 32152
ARIMA(2,1,2)(0,1,1)94 30844 32297
ARIMA(2,1,2)(1,1,1)5, 30579 32348

3.5.5 Computational results for a complicated system

In this subsection, we evaluate the performance of our framework for the case that the
random samples do not necessarily follow a standard distribution such as the multivariate
normal distribution. For this purpose, the stochastic process describing the virtual net load

behavior is captured through parsimonious time series models. Following the Box-Jenkins’
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procedure of the model identification [81] and using Bayesian information criterion, we choose

three competing seasonal ARIMA models and simulate samples accordingly. In the case

studies, we also assume that the VPP includes six conventional generators to represent a more

complicated system. We follow the procedure in the subsection 3.5.3 to compare the TDR

with RO using samples generated from time series models. As shown in Table 3.6, TDR model

leads to less conservative results than those of RO in the out-of-sample simulation. This

demonstrates efficiency of our approach even when the underlying uncertainty distribution

is not normal. Furthermore, Table 3.7 compares profit values obtained in TDR and MDR

approaches for the complicated system. We can also see that TDR model yields to more

profits at the expense of having a full knowledge of realized virtual net load throughout the

entire scheduling horizon. This confirms our observation from the previous subsection 3.5.4.

Table 3.7: Multi-stage DR vs. two-stage DR for a 6-conventional-generator case

Time series model

TDR

MDR

ARIMA(1,1,1)(1,0,0)q4

profit($) 49708
time(s 265

42890
104

ARIMA(2,1,2)(0,1,1)y4

time(s 201

41344
110

ARIMA(2,1,2)(1,1,1)a4

$

)
profit($) 47993

)

$

profit($) 48770
time(s) 234

42351
131
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CHAPTER IV

DISTRIBUTIONALLY ROBUST DISTRIBUTION NETWORK
CONFIGURATION UNDER RANDOM CONTINGENCY

4.1 Problem description and literature review

The distribution network planning is widely investigated in existing literature and broadly
categorized in three parts: distribution configuration planning ([82, 83]), distribution recon-
figuration and self-healing planning ([84, 85]), and distribution reinforcement and expansion
planning ([86, 87]). The main objective of distribution configuration planning is to design a
new system to meet the demand in the most cost-effective and reliable way. Distribution
reconfiguration and self-healing planning aim at improving or recovering of network function-
ality by altering the topological structure of the network. In particular, a self-healing process
is brought up when a contingency occurs in the system. Distribution reinforcement and
expansion planning involve enhancing the resilience of the network to protect against possible
damages or expanding current facilities to increase reliability. This chapter focuses on the
distribution network configuration part. As we borrow some ideas from the self-healing and
reinforcement planning literature, we also briefly review the relevant works in these domains.

Existing mathematical models of distribution network configuration involve various design
variables that usually include the location [88] and size [89] of equipments like substations
and feeders. As the penetration of distributed generation (DG) resources grows, the location
and sizing of the DG units has also received increasing attention in the literature (see,

e.g., [90], [91], [92, 93]). The network topology is another important design variable (see,
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e.g., [94, 95, 96], [97]). [94] proposes an optimal network topology design that minimizes
investment and variable costs associated with power losses and reliability. [95] considers
network reconfiguration and maintains a radial network topology by ensuring that the
node-incidence matrix has non-zero determinant. [96] explicitly incorporates the radiality
constraints in the distribution system configuration model and considers the integration of
DG units. None of the above works incorporate the possibility of contingency occurrences in
the planning stage.

Most of existing planning models in the literature incorporate contingencies in a post-
outage recovery formulation that identifies an optimal network reconfiguration and promptly
restores the system. [84] studies a comprehensive framework for the distribution system in
both normal operation and self-healing modes. In the normal operation mode, the objective
is to minimize the operation costs. When a contingency happens, the system enters the
self-healing mode by sectionalizing the on—outage zone into a set of self-supplied microgrids
(MGs) to pick up the maximum amount of loads. [85] develops a systematic framework
including planning and operating stages for a smart distribution system. In the planning
stage, the goal is to construct self-sufficient MGs using various DGs and storage units. In
the operating stage, a new formulation that incorporates both emergency reactions and
system restoration is addressed for carrying out optimal self-healing control actions. [98]
proposes a graph-theoretic distribution system restoration algorithm to find an optimal
network reconfiguration after multiple contingencies arise in the system, where the MGs are
modeled as virtual feeders and the distribution system is modeled as a spanning tree. All
of the above works are under the premise that the contingencies have already been located
and then we perform system reconfiguration to enhance its reliability. In contrast, this study
considers the stochasticity of the contingency (e.g., caused by natural disasters).

Existing distribution reinforcement planning models consider stochastic contingencies and

carry out pre-event enhancement activities including vegetation management, pole refurbish-
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ments, and undergrounding of power lines [6]. [86] presents a two-stage robust optimization
model for optimally allocating DG resources and hardening lines before the upcoming natural
disasters. A new uncertainty set for contingency occurrences is developed to capture the
spatial and temporal dynamic of hurricanes. [87] proposes a new tri-level optimization
approach to mitigate the impacts of extreme weather events on the distribution system, with
the objective of minimizing hardening investment and the worst-case load shedding cost. An
infrastructure fragility model is exploited by considering a time-varying uncertainty set of
disastrous events. Even though the above works adopt realistic uncertainty sets for modeling
the contingency, challenges still exist for the robust optimization approaches. Indeed, they
completely neglect the probabilistic characteristics of the contingency. Accordingly, the
robust optimization approaches may only focus on the worst-case contingency and yield
over-conservative solutions.

To tackle these challenges, distributionally robust (DR) models have been proposed [65].
The DR models consider a set of probability distributions of the uncertain parameters (termed
ambiguity set) using certain statistical characteristics (e.g., moments). Then, we search for a
solution that is optimal with respect to the worst-case probability distribution within the
ambiguity set. DR models have been applied on various power system problems, such as unit
commitment [68], reserve scheduling [99], congestion management [100], and transmission
expansion planning [101].

To the best of our knowledge, this chapter conducts the first study of DR models for
distribution network configuration when facing contingency. Our main contributions include:
(a) by incorporating the contingency probability distribution, our DR model is able to
capture the contingencies with lower probability but high impacts, two key features of natural
disaster-induced outages; (b) we recast the DR model as a two-stage robust optimization
formulation that facilitate the column-and-constraint generation algorithm (see Proposition

2); (c) solving the DR model yields a worst-case contingency distribution, which can be used
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(e.g., in simulation models) to examine other topology configuration/re-configuration policies
facing random contingency (see Proposition 3); (d) numerical case studies demonstrate the
better out-of-sample performance of our DR model.

The remainder of the chapter is organized as follows. In Section 4.3, we describe the DR
formulation including the network configuration, the restoration process, and the ambiguity set
of contingency probability distribution. In Section 4.4, we derive an equivalent reformulation
and employ the column-and-constraint generation framework to solve the problem. In
Section 4.5, we conduct case studies and analyze the computational results. Finally, we

conclude this Chapter in Section 4.6.

4.2 Nomenclature

A. Sets

T Set of time periods.
N Set of nodes.

& Set of power lines.

B. Parameters

B, Available budget for power line constructions.

B, Available number (budget) of distributed generators for allocation.
N, Maximum number of affected power lines during the contingency.
Crn, Construction cost of line (m,n).

Omn Resistance of the power line (m,n).

N, Reactance of the power line (m,n).

Ko Upper limit of active power flow in line (m,n).

Ry Upper limit of reactive power flow in line (m,n).

D?, Active power load at node n in time ¢.

D}, Reactive power load at node n in time ¢.
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Vo

mazx
:umn,t

rst
Tmn

Active power capacity of substation or distributed generation unit at node n.
Reactive power capacity of substation or distributed generation unit at node n.
Upper bound of voltage.

Lower bound of voltage.

Reference voltage value.

Upper bound of failure rate in line (m,n) in time ¢.

Minimum restoration time of line (m,n) during contingency.

C. First-stage Decision Variables

ymn

fmn
g
B,y

Binary variable for network configuration; equals 1 if line (m,n) is constructed,
0 otherwise.

Binary variable; equals 1 if the distributed generation unit is placed at node n,
0 otherwise.

Fictitious flow across line (m,n) for configuring the network.

Vector of first stage decision variables including y,n,, w,, and f,.,.

Dual variables in the reformulation of the distributionally robust model.

D. Second-stage Decision Variables

pmn,t

an,t

Active power flow across line (m,n) in period t.
Reactive power flow across line (m, n) in period ¢.
Active power generation at node n in period t.
Reactive power generation at node n in period t.
Voltage magnitude at node n in period .

Load shedding at node n in period t.

Dual variables in subproblem reformulation.

Vector of second-stage decision variables including prn.t, Gmn.ts Thyy Ty, Vnt, a0d Spy.

nt»

E. Random Parameter
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Zrmt Bernoulli random variable; equals 0 if line (m,n) is affected in period t, 1 otherwise.

4.3 Mathematical model

We propose a distributionally robust optimization model for a distribution network facing
random contingency. The model involves two stages. In the first stage, we form a set of
radially configured networks, each energized by a substation within the network. In addition,
we allocate a set of available DGs in the system. Then, the contingency launches a set of
disruptions to the system to inflict damages. In the second stage, we take restoration actions

to minimize the load shedding by rescheduling the output of substations and DGs.

4.3.1 Distribution network configuration

We plan to establish a distribution system in a new community without existing facilities. In
this community, only the locations of loads and substations are identified. It is assumed that
the substations are connected to a higher-level substation in the grid. Let graph G = (N, €)
represent the distribution network, where A/ denotes the set of nodes and £ denotes the set
of distribution lines that can be constructed. Also, assume that substations are located in
the set R C N. In the devised network configuration, the distribution system consists of a
set of radial networks in the sense that each load bus is connected to a substation directly or

via other nodes. In other words, we construct a spanning forest with |R| components, each

S

@

- ~

AN

Substation Higher-level substation New lines

~

Figure 4.1: Example of a spanning tree representation

rooted at one substation. For this purpose, we add a new higher-level node s to graph G
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and connect it to all substation nodes, i.e., nodes in R. We call the new graph G’ = (N, &’).
Now constructing a spanning forest rooted in R is equivalent to constructing a spanning tree
of this new graph G’, where all newly added lines (i.e., £'\&) are included in the tree (see
Fig. 4.1 for an example). To formulate the spanning tree, we employ the single commodity

formulation [102] as follows:

Z fsn— ‘Nl _1 (41&)
n|(s,n)€&’
m|(m,n)e&’ m|(n,m)e&’
(m,n)e&’
f n S (‘N/’ - 1)ymm V(m,n) € 8/7 (41d)
Ymn = 17 V(m, n) € 6/\57 (416)
Jon =0, Ymn € {0,1}, V(m,n) € & (4.1f)

We remark that f,,, does not represent the power flow along the line (m,n). Instead, it
represents fictitious flow to mathematically guarantee that the distribution network is radial.
Constraint (4.1a) indicates that there must be |N'| — 1 arcs leaving the root node s in order
to form a spanning tree. Constraints (4.1b) ensure the connectivity of the spanning tree.
Constraint (4.1c) specifies that, in the constructed spanning tree, the number of connected
lines should be one unit less than the number of nodes. Constraints (4.1d) designate that the
capacity of fictitious flow on each line should be no more than the total number of connected
lines. Constraints (4.1e) indicate that all substations should be connected to the higher-level
node s.

Furthermore, we consider the budget constraints on the number of available DG units for
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installation and the total construction costs, as stated in (4.1g) and (4.1h), respectively:

> wy < B, (4.1g)

neN
> Commn < By, (4.1h)

(m,n)e€
4.3.2 Post-contingency restoration process

In this study, we model the whole restoration process using a number of corrective actions
to minimize the load shedding. We adopt the well-studied linearized approximation of the
DistFlow model (see, e.g., [86, 103]) to formulate power flow in the distribution system after
the contingency. According to this model, active and reactive power balance flows at each

bus are expressed as follows:

_ Y4 P
E Pnkt = Pmnt — Dnt + Tnt + Snt,

k|(n,k)eE

VneN, V(imn)e&, VteT, (4.2a)
Z Ankt = 9Qmnt — Dth + x(rILta

k|(n,k)e&E

VneN, Y(mn)e&, VteT. (4.2b)

According to the linearized DistFlow model, the relationship of voltage level between any

pair of adjacent nodes is characterized by the following constraints:

VntYUmn = VmtYmn — (¢mnpmn,t + 77anmn,t)/‘/07

Vm,n € N|(m,n) € E, VteT. (4.2¢)
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Moreover, the voltage level at each node should be within a permissible range:

Vmin < Upg < Vmaa:’ Vn € N, Yt € ’7' (42d)

Additionally, if line (m,n) is not constructed in the configuration stage or constructed
but disrupted during the contingency, the power flow on line (m,n) should be zero. These

restrictions are described by the following constraints:

0 S Pmnt S Kmnzmn,tymna ‘v’(m, TL) € g) Vt € Ta (426)

0 S Qmn.t S Rmnzmn,tymna V(m, n) € 5, Vt € T (42f)

In our proposed framework, each radial network is rooted at a node where the substation
is placed. Moreover, the DG units can supply power not only to their neighboring loads but
also to all nodes in the connected network. The active and reactive power capacity of the

substations and DGs are described by the following constraints:

0<ab, <CP, VneR, VteT, (4.2¢)
0<zl, <C! VneR, VteT, (4.2h)
0<ab, <w,C?’, Yne N\R, VteT, (4.21)
0<zl, <w,C! VYneN\R, VteT. (4.2j)

Finally, the unsatisfied active demand at each node should be no more than the active

demand at that node:

0<su<D YneN, VteT. (4.2K)
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4.3.3 Ambiguity set of contingency

Different approaches have been proposed in the literature to deal with the uncertainty of
contingency. Stochastic programming (SP) is well-known for modeling contingency due to
natural disasters (see, e.g., [104, 105, 106]). Using statistical methods, SP estimates the joint
probability distribution of contingency and then generates a set of scenarios to represent
the stochastic contingency in decision making. The major drawback of this approach is
that the underlying probability distribution often cannot be estimated accurately, and the
computational effort significantly increases as the number of contingency scenarios increases.
Robust optimization (RO) is another well-known approach to cope with the uncertainty of
contingency (see, e.g., [86, 87]). Applied on the distribution network configuration problem,

RO identifies the most critical contingencies by solving the following bilevel model:

max ,Z 4.3a

z€D(g) Q(g ) ( )

st. D(g) = { Z (1= zpnt) <N, VEET, (4.3b)
(m,n)e€

1= 2t < Yony, ¥(mym) €E, VLET, (4.3¢)

Zmnt+1 S Zmn,ts v<m7n) € 87 VT S 722}7 (43d>

where,

Qg,z) = mlnz)Zant, (4.4a)

ueh(e, teT neN

s.t. H(g,z) = {u : Constraints (4.2a)-(4.2k) }, (4.4Db)

where, g := (y, w, f) indicates network configuration and DG allocation decision variables,
u = (p,q,x”,x% v,s) denotes the post-contingency decision variables, and (g, z) represents

the minimum load shedding for given topology g and contingency z. Moreover, ©(g) specifies
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the set of all possible contingency scenarios. We assume by constraints (4.3b) that the number
of simultaneous line outages is bounded by V., which can be calibrated based on reliability
analyses of distribution lines during contingency (see, e.g., [107]). Constraints (4.3c) designate
that only constructed lines can be affected, i.e., 2, is set to be one whenever y,,,, equals
zero. However, variables z,,,: only appear in constraints (4.2e)—(4.2f), whose right-hand sides
equal zero if y,,, = 0, regardless of the value of z,,,,;. Hence, we can relax constraints (4.3c)
without loss of optimality. Constraints (4.3d) model the minimum restoration time of failing
distribution lines. As discussed in Section 4.1, the RO model may only focus on the worst-case
contingency (i.e., z € ©(g) that maximizes )(g,z) in (4.3a)) and yield over-conservative
topology design and/or DG allocation.

To overcome the challenges of the classical stochastic and robust approaches, we propose a
DR framework considering a family of joint probability distributions of contingency based on
the moment information of the random parameters (see, e.g., [65, 68, 108]). More specifically,

we define the ambiguity set as follows:
9 = {PEP(@(g)) :0 < Ep[l — 2z §um‘”}, (4.5)

where P(@(g)) consists of all probability distributions on a sigma-field of ©(g). Constraints
(4.5) imply that the marginal probability of each line (m,n) not working during time unit

max

t has an upper limit p We note that, although % models the contingency of new
distribution lines, the distributional information (e.g., p™* and D(g)) can be calibrated
based on reliability analyses of distribution lines (see, e.g., [107]). Accordingly, we consider

the following DR model:

max Ep|Q(g, z)]. (4.6)
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Here, instead of considering the worst-case scenario of contingency as in the RO model, we
consider the worst-case distribution of contingency and the corresponding expected load
shedding. Hence, our approach, though still risk-averse, is less conservative than the RO

approach.

4.3.4 Distributionally robust optimization model

Our distributionally robust optimization model aims to find an optimal distribution system

configuration to minimize the load shedding under random contingency:

min max Fp(Q(g, z)], (4.7a)
st. G= {g : Constraints (4.1a)—(4.1h)}. (4.7b)

In above formulation, the objective function (4.7a) aims to minimize the worst-case

expected load shedding Q(g, z).

4.4 Solution methodology

In this section, we first derive reformulations of the worst-case expectation model (4.6) and
the DR model (4.7a)—(4.7b), respectively. Then, we describe a solution approach based on
the column-and-constraint generation (CCG) framework. Finally, we derive the worst-case
distribution of contingency.

4.4.1 Problem reformulation

Proposition 2. For fixred g € G, we have

tmax Fe[Q(g, 2)] =
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min ma + oy + Zmn mn )
pip s | Q820+ 32 3 (i o= s

where 3 represent dual variables associated with constraints (4.5).

Proof. We rewrite maxpep Fp[Q(g,z)] as

max F5[Q(g, )] = max / Qg (4.8)
St / P =1, (4.8b)
D(g)
/ (1 = 2Zmn)dP < ppt ¥(m,n) € €, Vt € T. (4.8¢)
D(g)

The feasible region of the problem (4.8a)—(4.8c) has an interior point. In other words, there
exists a PP that satisfies constraint (4.8b) at equality and constraint (4.8¢) strictly. For
example, we can set P to be the probability distribution solely supported on the scenario that
no contingency arises in the system, i.e., zy, = 1,V(m,n) € £,¢t € T. Thus, the Slater’s

condition holds between the problem (4.8a)—(4.8c) and the following dual formulation:

Jain v+ SN e B, (4.9)
= teT (m,n)e€
S.t.

T+D Y (1= Zu) s > Q(g,2), V2 € D(g). (4.10)

teT (m,n)e€

where v and 8 are dual variables associated with constraints (4.8b) and (4.8c), respectively.

In the dual formulation, we observe that the optimal v should satisfy

Y= ZIGH,)SQ‘(X { Z Z Zmnt ant} (411)

teT (m,n)e€

Substituting v from (4.11) to the objective function (4.9) completes the proof. O
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By Proposition 2 and combining two minimizations, we obtain the following equivalent

reformulation of formulation (4.7a)—(4.7b):

min max min Spp + mar 4 2 . 4.12
350,866 zE’D g) ue?—l g z ; ;f nt ; (mzn):eg :umnt mn,t )an,t ( )

Therefore, the DR model (4.7a)—(4.7b) is transformed into the classical robust optimization

problem (4.12).

4.4.2 Column-and-constraint generation framework

We employ the CCG framework [77] to solve the problem (4.12). We describe the master

problem in the r* iteration of the CCG framework as follows:

o ot — 1) Bt + A 4.13a
BZO%EQ,)\,UJ ;(mgeg /Jl t /B t ( )
stAZD N mz Z B

vzl € F, Vj=1,..,r, (4.13b)

weH(g ), V2 €T, Vji=1,..m, (4.13¢)

where F C ©(g). In the CCG framework, set F is iteratively augmented by incorporating
more scenarios. Note that, the master problem is a relaxation of the original problem, in
which the set of contingency D(g) consists of all possible scenarios satisfying constraints (4.3b)
(note that, as discussed in Section 4.3.3, we have relaxed (4.3c) without loss of optimality).
Therefore, solving the master problem (4.13a)—(4.13c) yields a lower bound for that optimal

value of (4.12). In contrast, the following subproblem yields an upper bound:

Jgax min >0 sut Y Y Bmmizmn (414

teT neN teT (m,n)e€
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where decisions g and 3 are obtained from solving the master problem (4.13a)-(4.13¢). Note
that (g, B) is feasible to the problem (4.12). Hence, the optimal objective value of (4.14),
plus constant >, 7>, e (Hmng — 1)Byn, is an upper bound for (4.12). Moreover, since
the inner minimization problem of (4.14) is always feasible and bounded (a trivial solution is
when all loads are shed), we take the dual of this minimization problem with strong duality
and convert the bilevel subproblem (4.14) into the following single-level bilinear maximization

problem:

ze%lax Z Z antzmnt_ZZD

teT (m,n)e€ teT neN

B Z Z Dthﬂ-m + Z Z Kmnﬂ-mn temn,tYmn

teT neN teT (m,n)e€

+Z Z Rmn,]rmmtzmn,tymn

teT (m,n)e€

+3) w4+ Y w, O,

teT neN\R teT neN\R

+Y Y cral,+ Y 0> cinl,

teT neER teT neER

+ Z Z LM 10 Z Z ,Umzn 11

teT neN teT neN

+>°> Db (4.15a)

teT neN

bun o g
Vo

Vm,n € N|(m,n) €&, VteT, (4.15b)

3 1
s.t. 7Tmn,t + 7Tmt 7Tnt +

4

2 2 | lmn_g9
Tomn t + Tt — Tt + ot < 07

70 nt —
Vm,n € N|(m,n) € &, VteT, (4.15¢)

—mh 47w, <0, Vne N\R, VteT, (4.15d)
—m2, 4+ 78 <0, Vne N\R, VteT, (4.15¢)

—mh 4w, <0, VneER, VtET, (4.15f)
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—m2 47, <0, VneR, VteT, (4.15g)

10 11 9 9
Tt — Tt T T — E , T <0,

t|(n,i)e€
JlG,n) €&, YneN, VteT, (4.15h)
—Th 4w <1, YneN, VteT, (4.151)
w72, m) are free and other variables are nonpositive,

where 7 represent dual variables pertaining to constraints (4.2a)—(4.2k). Note that bilinear
terms 7z in the objective function (4.15a) can be linearized using the McCormick method
[109], which recasts the problem (4.15a)—(4.151) as a mixed-integer linear program and fa-
cilitates efficient off-the-shelf solvers like CPLEX. The CCG framework is summarized as
follows:

Step 0: Initialization. Pick an optimality gap €. Set LB = —oco, UB = +o00, set of contin-
gencies F = (), and iteration index r = 1.

Step 1: Solve the master problem (4.13a)—(4.13c), obtain the optimal value objMP and
optimal configuration decisions g" and BT, and update LB = objMP.

Step 2: Solve the subproblem (4.15a)—(4.15i), obtain the optimal value objSP and an optimal
contingency scenario 2". Update UB = min{UB, objSP + 7,7 >, e (tma — 1) Brnt }
and F = FU{z"}.

Step 3: If Gap = (UB — LB)/LB < ¢, then terminate and output g" as an optimal solution;
otherwise, update »r = r + 1 and go to the next step.

Step 4: Create second-stage variables u” and the corresponding constraints u” € H(g,z").

Add them to the master problem and go to Step 1.

An important by-product of the CCG framework is the worst-case contingency probability

distribution, which is formalized in the following proposition.
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Proposition 3. Suppose that the CCG framework terminates at the R™ iteration with optimal
solutions (BR,gR,S\R,{ﬁj}j:L_.”R). Then, if we resolve formulation (4.13a)—(4.13c) with
variables g and u’ fived at g% and 47, respectively, then the dual optimal solutions associated
with constraints (4.13b), denoted as {1;};=1. g, characterize the worst-case contingency

probability distribution, i.e., P{z =27} =;, Vj=1,...,R.

Proof. With variables g and v/ fixed at §® and 4/, respectively, we take the dual of formulation

(4.13a)—(4.13c) to obtain:

max Z%(ZZ nt) (4.16a)

teT neN
ij - mnt <M%?Lfct7
Vte T, V(m,n) €€, (4.16Db)

R
> =1 (4.16¢)
j=1

By constraints (4.16b)—(4.16¢), {%;};=1,.. r characterize a probability distribution supported
on scenarios {z’};_1 g such that P{z =z} = ¢, Vj =1,..., R. As the CCG framework
terminates at the R™ iteration and by the strong duality of linear programming, formulation
(4.16a)—(4.16¢) is equivalent to the worst-case expectation formulation (4.6), i.e., these two
formulations yield the same optimal value. It follows that {i;},—1 g characterize the

worst-case contingency probability distribution. O]

4.5 Case study

To evaluate the effectiveness of our approach, we conduct three case studies. In the first study,
the distribution network includes 33 nodes, 3 substations, and 2 DG units for allocation.

The 3 substations are located at nodes 1, 11, and 25, respectively. In the second study, the
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system contains 69 nodes, 4 substations, and 3 DG units for allocation. The substations
are located at nodes 1, 13, 39, and 61, respectively. In the third study, the system has 123
nodes, 5 substations, and 5 DG units for allocation. The substations are located at nodes
1, 23, 57, 81, and 100, respectively. The active and reactive power capacities of the DGs
are assumed to be 100KW and 50K Var, respectively. In both studies, we consider 24 hours
in the post-contingency restoration, i.e., T = {1,...,24}. The active and reactive power
loads at each node are randomly generated from intervals [30, 200 KW and [5, 100]KVars,
respectively. The construction costs for distribution lines are randomly generated from
intervals proportional to their length. Overall, the construction costs are within the interval
$[40,100] x 10*. The contingency status for distribution lines is assumed to follow independent
Bernoulli distributions with different failure probabilities that vary within the interval [0, 0.01].
Unless stated otherwise, we set the construction budget B, and the maximum number of
affected lines NV, to be $1770 x 10* and 3 for the 33-node system, and $4480 x 10* and 4 for
the 69-node system, and $8580 x 10* and 5 for the 123-node system, respectively. All case
studies are implemented in C++ with CPLEX 12.6 on a computer with Intel Xeon 3.2 GHz

and 8 GB memory.
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Figure 4.2: Optimal configuration for the 33-node distribution system
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Figure 4.3:

Figure 4.4: Optimal configuration for the 123-node distribution system
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4.5.1 Optimal distribution network configuration

We report optimal configurations for the 33-node, the 69-node, and 123-node distribution
systems in Figs. 4.2, 4.3, and 4.4, respectively. We also compare our DR model with the
RO model. For comparison purposes, we fix configuration decisions obtained by each model

and then simulate the load shedding using randomly generated contingencies. Table 4.2



Table 4.2: Comparison of load shedding
DR model Robust model

WCD WCS Sim Time WCD WCS Sim Time
Nodes (kW) (kW) (kW) (s) (kW) (kW) (kW) (s)
33 1655 2535 1451 91 1921 2352 1648 179
69 4297 5119 3594 173 4570 4998 4014 372
123 9704 10359 8771 293 9943 10185 9370 503

reports the expected load shedding under the worst-case contingency distribution (WCD), the
load shedding under the worst-case contingency scenario (WCS), the average load shedding
under a randomly simulated contingency distribution within & (Sim), and the computational
time of both models. The results verify that the DR approach yields lower load sheddings
under both worst-case distribution and randomly simulated distributions. In particular, our
approach leads to more than 11%, 10%, and 6% reduction in average load shedding under
the randomly simulated contingency distribution and more than 13%, 5%, and 3% reduction
under the worst-case distribution for the 33-node, 69-node, and 123-node distribution systems,
respectively. For the worst-case contingency scenario, RO model triggers less load shedding,
which was expected, because RO optimizes the system configuration with respect to the worst-
case contingency scenario. In addition, the CPU seconds taken to solve the test instances
demonstrate the efficacy of the proposed solution approach. To further verify the efficacy, we
replicate the experiments on 10 randomly generated instances. For the 33-node system, the
average and maximum number of iterations the CCG algorithm takes to converge are 7.6
and 12, respectively; for the 69-node system, the average and maximum number of iterations
are 8.4 and 14, respectively; and for the 123-node system the average and maximum number

of iterations are 6.4 and 10, respectively.
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Figure 4.5: Comparisons of optimal and random DG allocation in the 33-node distribution
system
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Figure 4.6: Comparisons of optimal and random DG allocation in the 69-node distribution
system
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Figure 4.7: Comparisons of optimal and random DG allocation in the 123-node distribution
system

4.5.2 On the value of optimal DG allocation

We conduct a set of experiments to evaluate the value of optimally allocating DG units in
the distribution system. In Figs. 4.5, 4.6, and 4.7 we compare the level of load shedding

when DG units are optimally located with the case when DG units are randomly deployed.
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For “optimal DG”, we solve the DR and RO models. For “random DG”, we first randomly
place DGs and then solve both models to configure the distribution system. We perform the
experiments for 5 times and report the average values to mitigate the randomness. From
Figs. 4.5 and 4.6, we observe that locating DGs properly can significantly decrease the load
shedding. This is because when the distribution system is affected by contingencies, the
loads in islanded zones can be effectively picked up by the existing DG resources. As a result,
better DG allocation significantly enhances the system resiliency.
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Figure 4.8: Average load shedding under various line construction budget and affected lines
for the 33-node distribution system
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Figure 4.9: Average load shedding under various line construction budget and affected lines
for the 69-node distribution system

4.5.3 Impact of construction and contingency budgets

In Figs. 4.8, 4.9, and 4.10, we depict the amounts of expected load shedding under various
line construction budgets (i.e., B,) and contingency budgets (i.e., N,). From these two

figures, we observe that load shedding reduces as B, increases and as N, decreases, i.e., as

84



10200 ~
10000
9800 -
9600 -
9400

9200 ~

Load shedding (kW)

9000 -

8800 -

8600 1
8500
8520
8540  g5gn

4580 2Affected linesN,
Construction budget(x10°§) 8600 ggo0 1

Figure 4.10: Average load shedding under various line construction budget and affected lines
for the 123-node distribution system

we allow the contingency to affect less power lines in the DR model. This is intuitive. In
addition, we observe that load shedding is sensitive to the construction budget. For example,
by increasing the budget from $4440x10* to $4480x10* when N, = 4 in Fig. 4.10, the
load shedding decreases from 5485KW to 4297KW, which means that a 0.9% budgetary rise
translates into a 21.6% load shedding reduction. Furthermore, we observe that the impact
of construction budget is marginally diminishing. For example, increasing the budget from
$4500x10* to $4560x10* (i.e., by 1.3%) results in a 6.7% load shedding reduction. This
observation highlights the necessity of implementing a cost-effective distribution configuration

planning.

4.5.4 Worst-case contingency distribution

The worst-case contingency distribution for the 69-node distribution system is reported in
Table 4.3. We select a subset of representative scenarios to display and omit other scenarios
with smaller probability values. From this table, we observe that the contingency probabilities
for different power lines are highly heterogeneous. This provides the system operator a
guideline on the system vulnerability and a meaningful contingency probability distribution

that can be used in other vulnerability analyses.

85



Table 4.3: Worst-case contingency distribution for the 69-node system

Scenario Affected lines Probability
1 6-15,13-14,34-35,39-40 0.0031
2 5-26,6-15,12-13,38-39 0.0025
3 1-2,5-26,38-39,39-40 0.0021
4 12-13,13-14,38-39,61-62 0.0002

4.6 Conclusion

In this Chapter, we studied a DRO approach that configures a distribution system consider-
ing probabilistic characterizations of the contingencies (e.g., the outage probability of each
distribution line). Out-of-sample simulations demonstrated that, comparing with the tradi-
tional robust optimization approach, the proposed DRO approach provides less conservative
configurations that can reduce post-disaster load shedding. Moreover, the computational
results highlighted the values of optimal allocation of DG units and construction budget in
the distribution system resiliency. This study can be extended in the following directions:
(i) incorporating distributed energy resources (such as solar panels and storage units) into
the system via optimized location and sizing, (ii) incorporating network reconfiguration after
the contingencies take place, (iii) adopting ac power flow in the post-contingency restoration

process, and (iv) considering the contingencies of other components.
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CHAPTER V

SUMMARY

Uncertainty is a persistent issue in many power system problems. Renewable energy has
maintained increasing penetration into the power grid due to its environment friendly nature
and economic benefits; However, many utilities express concerns about integration of wind
energy technologies into the power grids due to the variability and intermittency nature of the
renewables and their impacts on reliable operation of the grid. Moreover, system components
are always exposed to failure due to a variety of reasons like natural disaster occurrences,
which are totally unforeseeable with severe potential consequences. Theses uncertainties
crucially challenge current practices for the power system operation and management. In
this dissertation, several optimization under uncertainty models are developed to better
manage the inherent stochasticity in three important problems in the power system area.
More specifically, we begin with proposing a multi-stage stochastic programming formulation
for the wind power supplier to hedge against the risk of energy shortage. Then, we develop
robust optimization and more advanced data-driven models for the aggregated distributed
energy resources and distribution network designing problems. In particular, we propose
distributionally robust formulations, for which the distribution of the random variable varies
within a given ambiguity set. For the ambiguity set construction, we utilize statistical
inferences like variance and covariance information. Possible future directions are as follows.
Due to the sequential dynamics of decisions in many power system problems (like bidding
process in real-time market), a natural way to model this procedure is using Markov Decision

Process (MDP). Using the MDP setting, the decision maker (e.g, the virtual power plant
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operator) can be considered as a goal-seeking agent that has no knowledge of the external
world and interact with the uncertain environment (e.g., ISO and individual DERs) so as to
maximize a numerical performance measure. Reinforcement algorithms like Q-learning and

SARSA can be employed to solve the resulting MDP.
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APPENDIX A
Detailed explanation on deriving model (3.13)

Consider the following second-order conic program:

min f7z

st. ||[Ax+ b <c +d;, i=1,...,N

* ?

where x € R” is the optimization variable, and the problem parameters are f € R", A; €
RMi=Un b c R™~! ¢; € R, d; € R, and the norm we use in the constraints is the Euclidean

norm, i.e., ||y|| = v/y'y. The dual of this problem is as follows [110]:

N
max — Z(bszz -+ dlwl)
i=1
N
s.t. Z(AiTzZ- + cw;) = f,
i=1

sz||§wz, Z:L,N

)

where z; € R~ and w € RV are dual optimization variables. By applying this primal-dual
relationship, we can get the dual formulation of (3.12). In order to apply it, it suffices that
we reformulate constraints (3.7) as a set of second-order conic constraints. Consider the

following constraint:
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We can rewrite it as follow:

R

or equivalently:

u-+1

Y

=
170 1=%

2

which is a second-order conic constraint. We can apply the same technique for the other

quadratic constraints in (3.7) and get the dual formulation of (3.12).

104



VITA
Sadra Babaei
Candidate for the Degree of

Doctor of Philosophy

Dissertation: OPTIMIZATION UNDER UNCERTAINTY MODELS IN POWER SYSTEMS
OPERATIONS

Major Field: Industrial Engineering and Management
Biographical:
Personal Data: Born in Hamedan, Iran.

Education:
- Completed the requirements for Doctor of Philosophy in Industrial Engineering
and Management at Oklahoma State University, Stillwater, Oklahoma in July,
2019.
- Received the M.S. degree from Amirkabir University of Technology in Industrial
Engineering, Iran, Tehran, 2012
- Received the B.S. degree from Iran University of Science and Technology in
Industrial Engineering, Iran, Tehran, 2009

Selected Publications:
- S. Babaei, C. Zhao, and L. Fan, “A Data-Driven Model of Virtual Power Plants
in Day-Ahead Unit Commitment”, Accepted for publication in IEEE Transactions
on Power Systems, 2019
- S. Babaei, C. Zhao, L. Fan, and T. Liu, “Incentive-Based Coordination Mechanism
for Renewable and Conventional Energy Suppliers”, IEEE Transactions on Power
Systems, vol. 34, no. 3., pp. 1761-1770, 2018
- S. Babaei, R. Jiang, and C. Zhao, “Distributionally Robust Distribution Network
Configuration under Random Contingency”, submitted to IEEE Transactions on
Power Systems



