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Abstract

Hydrogen is produced from water using renewable electricity. Unlike electricity, hydrogen can be stored
in large quantities for long periods. This storage ability acts as a green battery, allowing solar and
wind energy to be generated and used at different times. As a result, green hydrogen plays a central
role in facilitating a climate-neutral economy. However, the logistics for hydrogen are complex. As
new hydrogen pipelines are developed for hydrogen, there is a trend toward repurposing the natural
gas network for hydrogen, due to its economic and environmental benefits. Yet, a rapid conversion
could disrupt the balance of natural gas supply and demand. Furthermore, technical and economic
developments surrounding the transition contribute additional complexity, which introduces uncertainty
in future supply and demand levels for both commodities. To address these challenges, we introduce a
multi-period stochastic network design problem for the transition of a natural gas pipeline network into
a green hydrogen pipeline network. We develop a progressive hedging based matheuristic to solve the
problem. Results demonstrate our matheuristic is efficient, both in computation time and in solution
quality. We show that factoring in uncertainty avoids premature expansion and ensures the development
of an adequate pipeline network meeting long-term needs. In a case study in the Northern Netherlands for
Hydrogen Energy Applications in Valley Environments for Northern Netherlands initiative, we focus on
two key scenarios: local production and importation, exploring their impacts on performance indicators.
Our case insights exemplify the solid foundation for strategic decision-making in energy transitions
through our approach.
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1. Introduction

The European Union has set a goal to achieve carbon neutrality by 2050 (European Union| 2012).
This necessitates an increased reliance on renewable energy sources for electricity generation. However,
the supply from renewable energy sources, such as wind and solar, is intermittent and uncertain (Hodge
et al., 2018). Typically, natural gas-fired power plants bridge the gap when demand surpasses renewable
supply (Safari et al 2019). Such an approach, while practical, contradicts the carbon-neutral directive
and increases the dependency on countries rich in natural gas. An emergent and sustainable alternative is
green hydrogen, which is produced carbon-free through electrolysis powered by renewable sources (Megia
et al.,[2021)). It allows the storage of excess energy as hydrogen, which can be converted back to power or
directly used in transportation, residential heating, and as an industrial feedstock, thereby highlighting
its potential as a multifaceted energy solution (Staffell et al., [2019).

Today’s energy landscape mainly centers around networks that consist of natural gas producers,
customers, intermediate nodes, and storage units, linked by pipelines that facilitate the natural gas
flow. In the coming decades, these networks are envisioned to gradually transition from natural gas
to hydrogen-based infrastructure, a vision already taking shape with projects like Hydrogen Energy
Applications in Valley Environments for Northern Netherlands (HEAVENN) in the Netherlands, where
FEurope’s first hydrogen valley is being built. This shift involves not only the construction of new hydrogen
pipelines but also the retrofitting of existing natural gas pipelines for hydrogen distribution. Compared to
building new pipelines, repurposing existing natural gas pipelines for hydrogen is both cost-effective and
more environmentally friendly (Gordon et al., 2023)). However, this process of repurposing is complex,
as it requires a strategic approach to balance current natural gas supply and demand with the transition
towards hydrogen to avoid potential disruptions. Rapid conversion could disrupt this balance, while
delayed conversion might hinder the establishment of the hydrogen economy. Moreover, it is uncertain
how fast hydrogen demand will emerge in society (Espegren et al., |2021). Consequently, it is crucial to
strategically plan the new pipeline construction and the gradual conversion of existing pipelines for the
coming decades.

In this study, we address a novel multi-period multi-commodity stochastic network design problem
focused on the transition of gas-based pipelines into hydrogen-based pipelines over a given time horizon.
At the beginning of the horizon, the pipeline network balances the existing supply and demand for all
commodities (e.g., gas and hydrogen). As time progresses, we encounter a stochastic transition between
these commodities, reflected in the changes in supply and demand at associated nodes in the network.
Inventories are kept at each location, allowing for the storage of the commodities for the demand of the
subsequent periods. We choose periods aligning with the seasonality in the energy markets, which helps
us understand the interplay between inventory levels across different seasons. We employ a two-stage
recourse model representation of this multi-period problem. The first stage involves making strategic
decisions about the construction of new pipelines and retrofitting existing ones, while the second stage
addresses uncertainty in demand and supply by adopting a scenario-based reformulation. Within each
scenario, we determine the operational decisions relating to commodity flow on pipelines and inventory

management at network nodes. In cases where the demand is not satisfied, we incur a penalty, mirroring



real-world scenarios where trucks might be utilized temporarily to transport excess demand.

To solve this problem, we design an efficient matheuristic based on progressive hedging. We augment
this matheuristic with several acceleration techniques. On well-calibrated benchmark instances, we show
that our matheuristic outperforms a compact mixed-integer programming (MIP) formulation that is
solved by Gurobi. Using the matheuristic, we study the structure of our optimal solutions. Among
others, considering the stochastic nature of supply and demand leads to (i) an increased deployment
of hydrogen infrastructure at the end of the planning horizon, reflecting a strategic investment that
enhances the network’s capacity and efficiency, (ii) a later adoption of hydrogen infrastructure, thereby
reducing the risk of overcapacity and underutilization through better-informed planning, and (iii), a
higher need for installation capacity in the peak adaptation periods as more pipelines need to be built
and retrofitted in a shorter amount of time.

Our practice-based study makes several theoretical contributions to the theory of network design.
Our problem relates to the literature on so-called stochastic fixed-charge capacitated multi-commodity
network design problems (Hewitt et al. |2021). Authors focus on balancing the uncertain supply and
demand of multiple commodities by determining optimal arc construction —pipelines in our context—
and flow distribution (Paraskevopoulos et al., |2016; [Sarayloo et al. [2021)). Within our paper, we offer
several contributions to this literature. Firstly, we introduce a novel arc-sharing setting within the
stochastic fixed-charge capacitated multi-commodity network design problem, ensuring each pipeline
can be used for any commodity, but is designated to one specific commodity and operates within its own
distinct network in any particular period (see also (Tsiklios et al., |2022). Secondly, we contribute to the
area of incremental network design, where existing models address the multi-period recovery of partially
disrupted networks (Engel et al., 2017 [Kalinowski et al.l [2015). While their multi-period strategic focus
aligns with ours, their scope does not consider the multi-commodity aspect associated with the necessary
transition between commodities over time. Finally, we present a case study in the Northern Netherlands
associated with the HEAVENN initiative, pioneering the hydrogen economies (New Energy Coalition)
2020). Our study focuses on two main scenarios with local production versus hydrogen import, and
analyses how the transition evolves from natural gas to hydrogen. In summary, by evaluating how to
effectively implement a transition from one commodity network to another over a time horizon, utilizing
existing infrastructure, and constructing new pipelines when necessary, we provide valuable insights into
the dynamics of the energy transition process, a perspective previously unexplored in the literature.

The remainder of the paper is organized as follows. In Section[2] we review the relevant literature. In
Section |3] we define the problem and the corresponding mathematical model. In Section |4, we propose
a progressive-hedging-based matheuristic to solve our problem. In Section [5] we present and discuss the
key insights and findings derived from our computational experiments. In Section [f] we tackle a case
within the Northern Netherlands (HEAVENN] 2022)). In Section |7} we conclude our paper and present

an outlook for future research.



2. Literature Review

This section discusses several areas of the literature that relate to our work. In Section[2.1] we consider
studies with various aspects of hydrogen network design, encompassing supply chain planning, pipeline
network configurations, and discussions on optimal pipeline diameter selection. Section [2.2] discusses the
literature on stochastic fixed-charge capacitated multi-commodity network design problems. We end this

section by discussing how our work relates to existing studies on incremental network design.

2.1. Hydrogen Network Design

In the energy literature, several works focus on practical use cases within supply chain optimization.
While effective in their specific applications, these models often provide limited theoretical insights
from an Operations Research perspective. We highlight a selection of such works. |Almansoori and Shah
(2012)) present a multi-stage stochastic model for hydrogen supply chain network design. They encompass
strategic decisions related to fueling stations, production plants, and storage facilities. Seeking to enhance
the efficiency of such complex models, Nunes et al.| (2015) employ sample average approximation and
validate their approach with Great Britain’s liquid hydrogen infrastructure. We refer the interested
reader to|Li et al.|(2019) for an optimization-oriented review of hydrogen supply chain network design.

Research on hydrogen pipeline network design has grown in recent years. For example, [André et al.
(2013) focus on constructing pipelines and their capacities for a case study in France. They incorporate
nonlinear construction costs that vary depending on the determined diameters of the pipes. Reuf] et al.
(2019) assess the impact of linearized versus nonlinear diameter cost models on solution quality. A
hydrogen production and transmission model is introduced by |Johnson and Ogden| (2012)). Applied to
the Southwestern United States, they provide insights into supply location selection and the optimal
dimensions of pipelines, showing its potential in effectively utilizing existing infrastructure. |André et al.
(2014) look at how hydrogen transportation might change over time. Using a so-called backward heuristic,
they predict pipeline growth in Northern France. Their work shows that trucks might be relevant for the
short run, but pipelines become a better option when the hydrogen economy constitutes at least 10% of
the fueling market. This supports the idea in our paper of using a penalizing scheme, where trucks fill
in when pipelines cannot meet demand for short-term imbalances.

We enrich the aforementioned literature stream in several ways. To the best of our knowledge,
previous studies have not explicitly examined the multi-commodity setting that considers the poten-
tial conversion of existing pipelines from natural gas to hydrogen. Furthermore, these studies consider
pipeline capacities as a continuous decision variable, which does not reflect the industry practice of se-
lecting from a limited set of standard pipeline diameters. Our approach incorporates a realistic approach
by selecting pipeline diameters from these regional standard options, thereby ensuring the feasibility of
implementation while reflecting real-world construction limitations. While some aspects of our problem

are touched upon in the above studies, our research is the first to combine these elements.

2.2. Stochastic Fized-Charge Capacitated Multi-commodity Network Design
The fixed-charge capacitated multi-commodity network design problem is an optimization problem

that is faced in various domains including less-than-truckload (LTL) transportation, energy distribution,



and telecommunications. In this design, the network distributes multiple commodities between their
origin and destination via the selected capacitated arcs that incur a fixed cost (i.e., charge) and a variable
cost per unit for commodity distribution. |Gray| (1971) introduces an exact method for a direct delivery
case using decomposition and traditional branch-and-bound techniques. |(Ghamlouche et al.| (2003)) later
address the general case, proposing a tabu search approach with a cycle-based neighborhood. However,
real-world applications often lack complete upfront information —such as demand and costs—, leading
to the study of this problem under uncertainty.

The literature concerning network design under uncertainty mostly considers two-stage recourse mod-
els to deal with demand uncertainty. The first stage determines arc capacity decisions, and the second
stage decides the flow across chosen arcs, accounting for demand uncertainty via finitely many scenar-
ios. Notable solution techniques include a metaheuristic framework based on the progressive hedging
algorithm (Crainic et al} |2011), an accelerated Bender’s decomposition framework (Rahmaniani et al.,
2018), and partial Benders decomposition (Crainic et al. [2021) for the case where arc capacity is also
uncertain. The literature also presents various extensions expanding upon the core concepts of this
problem. [Hu et al.|[(2019)) solve the problem with a multi-echelon setting, utilizing a multi-stage recourse
model to address the problem. Considering the extreme scenarios, [Miiller et al. (2021) propose fixing
the first-stage decision variables with a high penalty incurred in the second stage. On a distinct note,
Thapalia et al.| (2012)) delve into a variant of the problem where the arc capacity for a single commodity
can be utilized in both directions of a directed network.

The chosen set of scenarios in the second stage profoundly influences both the solution’s quality
and computational efficiency. In general, the more scenarios are considered, the closer the model is to
reality. However, research has indicated that reducing the number of scenarios can significantly expedite
solution times without severely compromising the solution quality. In this context, Crainic et al.| (2014)
introduce an innovative approach to grouping scenarios based on their similarities, thereby enhancing
computational performance. Advancing the field, |Jiang et al. (2021) propose a soft clustering method,
which, unlike traditional methods, allows scenarios to have probabilistic membership to multiple bundles.

Two-stage recourse models are also often selected to address the multi-period version of this design
problem. Within the first stage, the decision centers on which arcs should be selected throughout the
entire planning horizon. Thereafter, the second stage concentrates on optimizing the commodity flow
through these arcs for the planning horizon. Adopting this paradigm, Hewitt et al.|(2019) and Wang et al.
(2019) partition an infinite time horizon into distinct, manageable periods, such as weeks, emphasizing
periodic and cyclic scheduling. Taking a slightly different approach, |Jiang et al.[(2021)) and |[Boland et al.
(2017) find solutions within a finite time horizon by constructing a time-space network. Notably, [Fragkos
et al. (2021) presume that as the horizon progresses, arc construction becomes more economical, and
present a solution to the deterministic version of the problem.

Our contributions to this literature stream are as follows. Firstly, in contrast to most of the existing
literature where each commodity is often from a singular origin and a single destination, our study
focuses on a small number of commodities, dispersed across the network with multiple supply, demand,

and storage nodes. Secondly, contrary to the common approach in LTL settings, where commodities



can share arcs, our model uniquely assigns each arc to a specific commodity, ensuring that they operate
independently within their own designated networks. Thus, one arc is only used for one commodity at
a time. Lastly, our model addresses a transitional phase where the volume of at least one commodity
diminishes over time. We leverage the existing network infrastructure of this diminishing commodity to
benefit others, facilitating a dynamic conversion of arcs from one commodity to another throughout the

planning horizon.

2.3. Incremental Network Design

The incremental network design problem focuses on the restoration of networks impaired due to
unforeseen events like natural disasters. Researchers aim to strategically rebuild or repair arcs over
several periods. This concept is similar to our setting, where decisions on arc construction are made
incrementally across a multi-period horizon. Constraints often include set budgets per period, repairs
requiring more than one period, or a fixed number of arcs that may be built in each period.

Kalinowski et al.| (2015) focus on the incremental network design, with an emphasis on maximizing
the cumulative flow over the planning horizon by adding arcs in each period. Similar to our approach
where additional arcs can be constructed every period, they operate with a single commodity from a
single origin to a destination, aiming to optimize the flow of the commodity. On the other hand, Baxter
et al.|(2014) study a problem related to shortest paths in incremental network design. While they also
consider the addition of arcs across periods, they restrict it to one arc per period, emphasizing the
minimization of the total length of flow prior to the complete repair of the network.

Our research offers new perspectives on this existing literature. While we apply a multi-commodity
framework to a multi-period network design problem —diverging from traditional incremental network
design— we also introduce the arc-sharing concept. In our context, arc-sharing ensures that pipelines
are designated for a single commodity, with the flexibility to switch commodities between periods, hence
preventing cross-commodity interference and optimizing the flow within segregated networks. Our ap-
proach, specifically tailored for the energy transition network design problem, therefore enhances the
scope of incremental network design literature, especially in scenarios where diverse types of resources

are considered as multiple commodities.

3. Problem Definition

We first provide an overview of our system and detail the dynamics within. Afterward, we introduce

the MIP that models our energy transition network design problem.

3.1. System Description

We consider an energy transition network design problem on a finite planning horizon with periods
te 7 :={0,1,...,T —1}. We consider a directed network &4 = (A", &), where .4 is the node set and
o/ the arc set.

At period t = 0, we assume the network is constructed so that it enables matching demand and supply

in the existing energy market. For this, we consider multiple commodities k € ¢ = {1,2,..., K} that



model the different energy types. Each node i € A4 :={1,2,..., N} has a net supply quantity for each
commodity, which is negative for demand nodes and zero for intermediate nodes. For some commodities,
there may be no market initially, which means that their net supply quantities are zero for each node.
This also means that an intermediate node for a commodity could become a supply or a demand node
in later periods of the time horizon, for example when an electrolysis facility for hydrogen is built at
that node. We assume each of these nodes is included in the initial set of nodes .#", and thus the node
set does not change over periods of the horizon. One node may be shared by multiple commodities, for
example, a supplier node for one commodity may be a demand node for another commodity.

The arc set &7 = {1,2,..., A} consists of all initial arcs and all candidate arcs to be constructed.
There may be multiple arcs between a pair of nodes, for example, each representing a pipeline with a
different standard capacity. @7, C &7 is the set of arcs that are in use at ¢ = 0 for commodity k € J&,
where @ N &/; = &. o/ represents the candidate arcs that are not constructed at ¢ = 0 and thus
might be constructed in future periods. The cardinality of the set of arcs &7, thus, does not change over
periods of the horizon. An arc can only be assigned to a single commodity &k at any given time, but
this assignment can switch to a different commodity during the planning horizon. We enable the switch
between commodities via decision variables, detailed below, and thus the set <7, does not change over
time. This conversion process is less costly compared to constructing a new arc. We impose that each
arc can be converted at most once during the planning horizon. Furthermore, we assume construction
and conversion occur in between periods, thus once constructed, an arc is available on all the following
periods.

The net supply at each node for each period is assumed to be stochastic. Besides assuming periodical
variations (e.g., to reflect seasonal effects) leading to variations in quantities, it is also uncertain when
demand for commodities will emerge or decrease. For example, we assume that it is not exactly known
which locations would be the supplier nodes within an emergent hydrogen economy. This also results in
uncertainty of the inventory capacity of network nodes, since the capacity depends on the type of the
location. For instance, supplier nodes are typically connected to larger storage units suitable for extended
periods, whereas demand nodes, such as those in residential areas or refueling stations, generally have
smaller storage capacities suitable for shorter periods. Under these assumptions, creating a robust
network for each and every scenario might be economically infeasible. Thus, we assume the unsatisfied
demand is penalized, simulating, for example, transport by truck. We will model the uncertainty using
a finite set of scenarios.

The resulting model is a two-stage stochastic mixed integer program with continuous recourse. In
the first stage, we make decisions on which arcs to construct for the entire planning horizon, and simul-
taneously assign a specific commodity to each newly constructed arc, as well as decide on converting
existing arcs from one commodity to another. In the second stage, we optimize for each scenario the
distribution of each commodity to ensure supply and demand are balanced. Excess supply is allowed to
be stored and carries over to the next period. The goal is to find a network design that minimizes the

construction cost and the expected distribution cost.



3.2. Mixed Integer Programming Formulation

Let y¥, be a binary decision variable, equaling 1 if pipeline arc a € &/ is constructed at time period ¢
for commodity k, which has a fixed construction cost f¥. Let 8%, be a binary decision variable, equaling
1 if pipeline arc a is converted for commodity k at the beginning of time period ¢, which has a fixed
conversion cost g¥,. Each arc a has a fixed flow capacity of U,. Let z¥, be a binary decision variable,
having a value of 1 if the pipeline arc a is assigned to be used at time period ¢ for commodity k.

We model uncertainty with finitely many scenarios w € Q = {1,2,...,W}. Each scenario w has a
probability of occurrence of p,,. Under scenario w, sft“’ represents the net supply of node i for commodity
k in period t. Let z%¢ be the flow amount of commodity k on arc a on period ¢ under scenario w, which
costs ¢, per unit, which we set linearly proportional to the arc length. Let I be the inventory level of
node i for commodity & at the beginning of period ¢ € 7 U {T'} under scenario w, which cannot exceed
the inventory capacity of C£“. Let ef* be the amount of unsatisfied net demand in node i for commodity
k in period t under scenario w, which is penalized with a cost of h per unit. Let the sets 5 (i) and 5~ (4)
represent the arc sets that enter and leave node 7, respectively.

The two-stage stochastic mixed integer program with continuous recourse is formulated as:
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The objective function minimizes the total cost of arc construction, arc conversion, the expected cost
of arc flow, and the expected penalty cost. Constraint ensures the inventory levels are balanced be-
tween periods according to the net supply, as well as the inflow and outflow of the commodity. Constraint
(B) ensures that the inventory respects the capacity. Constraint ensures that the flow capacity of an
arc is not exceeded, and is only available for the assigned commodity. Constraint ensures each arc
can be built once in the planning horizon. Once constructed, the arc is assigned to the corresponding
commodity by Constraint @ for that period. For other periods, Constraint satisfies that each con-
structed arc is assigned to one of the commodities. We link the variable z with the conversion variable
8 by Constraint , ensuring the conversion cost is reflected in the objective function value. Each arc
is restricted to be converted at most once during the planning horizon by Constraint @ The initial
networks for each commodity are created by Constraint . Finally, with Constraint we make
sure that the initial inventories are assigned. The remaining constraints model the decision variables’

domains.

4. Progressive Hedging Based Matheuristic

The progressive hedging algorithm (PHA) is a method that uses an iterative process to solve stochastic
optimization problems, such as a two-stage recourse model. By taking the Lagrangian relaxation on the
non-anticipativity constraints, the problem can be decomposed among each scenario. Then, the PHA
progresses iteratively by modifying the objective function of the single scenario deterministic optimization
problems. The modification is done in such a way that the solutions to the deterministic optimization
problems become closer to each other as the algorithm progresses through these iterations. The algorithm
continues until the solutions of each single scenario problem share the same first-stage solution variables.

To apply the PHA to our model, we first create a reformulation of model (|1)) - . This reformulation
duplicates each first-stage variable for each scenario, and then adds non-anticipativity constraints to make
sure these variables are equal to each other. Explicitly, we create a copy for each first-stage variable

Shw

for each scenario. We denote these variables by y* 2k and b¥. Furthermore, we add the non-

anticipativity Constraints - . This results in the following reformulation:
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As proposed by [Rockafellar and Wets| (1991)), we relax the non-anticipativity constraints by removing

Constraints - . This removal enables us to separate the model for each w € Q and solve them

individually.
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Upon this, we modify the objective for scenario w with the corresponding Lagrangian

Here, A, §, and 7 are Lagrangian multipliers for decision variables y, 5, and z respectively. p is the

pre-assigned penalty ratio of the progressive hedging algorithm. The average values of decision variables

over scenarios, 7, 3, and Z, are calculated from the previous iteration of the algorithm. Since all the

first-stage variables are binary in our model, the quadratic objective function would be equal to the

following linearized objective function for all binary solutions:
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Using this reformulation and relaxed model, we describe the steps of the PHA in Algorithm

Algorithm 1 Progressive Hedging.
Input: A:=0,6:=0,7:=0, p>0.

Output: A feasible solution to the model - .

1: Initialization: For each w € ), solve - by assuming Q := {w} and p, = 1.

2: while convergence on first-stage variables is not satisfied do

3 Average: 75 = Y cq Putlys By = Ve PuBEL 2 = Yucq ozt

1 Prices N = A plyk — 7). Ok = 05+ p(BY — By), mhi = mhi' 4 plake — 2h).

5: Solution: For each w € Q, solve - with the objective by assuming Q := {w} and
Po = 1.

6: end while

We apply four accelerating techniques to the base PHA in our solution method. The first acceleration
technique is to consider bundles of scenarios instead of single-scenario subproblems. This results in solving
two-stage recourse models (i.e., subject to the scenarios in the bundle) in the PHA, instead of solving
deterministic single scenario problems. It has been shown that for well-calibrated bundle sizes, this
reduces computation time without affecting the quality too much (Crainic et al., [2014). We use a set
of bundles = where each scenario w € (1 is in exactly one bundle £ € Z. The probability of a bundle is
assigned as pg = ZwGE Pw- The objective function of the two-stage recourse model for bundle £ is given

below in Equation .

win 330 S (P + abit) +zp[z 5 (2 okt + Y hﬂ )

w
acol kEX t€T wee V¢ L ke ter \acw e

Secondly, we observe that a majority of first-stage decision variables converge to a common value
at early iterations of PHA. In this case, these decision variables may be fixed to their converged value
for all scenarios for the remaining iterations of the algorithm. This is called slamming in |Watson and
Woodruff] (2011)) and has shown to be an effective way of accelerating the algorithm without affecting the
solution quality substantially. Authors fix variables if they are equal for all scenarios for a given number
of consecutive iterations. This given number of iterations is arranged in such a way that it decreases
over time to enhance convergence.

We use a similar acceleration technique with two main differences. Firstly, we enable fixing variables
even for the cases where they are not equal for all scenarios but for the majority of scenarios. If the total
probability of scenarios where the decision variable shares a common value exceeds an input probability
parameter py, we fix the corresponding decision variables. Secondly, we observe that even if some decision
variables do not share the same value, we may see similarities between the values of decision variables
in terms of our problem context. Thus, we implement a problem-specific convergence rule that does not
depend on individual decision variables as in Watson and Woodruff] (2011). Instead, the convergence
condition depends on subsets of decision variables. For example, consider a case where one arc is built
for the majority of scenarios from node i1 to iy for commodity k. However, in each scenario, a different

arc with a different capacity may be built, or the same arc may be built in different time periods. In this
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case, the individual values of y*¥ suggest the algorithm is far from being converged, but the following

would be satisfied for the majority of scenarios:

> D =t (44)

a€(i1,iz) t€T

This means that for the majority of scenarios, the network for k requires an arc in the flow (i1,42). This
is frequently seen, for example, when (i1,i2) is one of the few candidate paths connecting some local
supply node to a demand point of k.

To implement this logic of convergence, we create the acceleration technique given in Algorithm
This algorithm checks for Constraint which is defined for decision variable y. We observe in
preliminary experiments that the complexity of our model is mainly driven by the y variables. As such,
there is no need to consider the same logic for the variables z and . Indeed, they can be found rather

easily for a fixed set of y variables. This procedure is run once at each iteration of PHA.

Algorithm 2 addHeuristic
Input: A probability level of py.

1: for each pair of nodes (i1,i2) do

2: for each commodity & do

3: if total probability of bundles satisfying Constraint is at least py then
4: Add Constraint to all bundles.

5: end if

6: end for

7: end for

The third acceleration technique enables early termination of the PHA. As mentioned above, the
majority of first-stage decision variables converge rather fast in the PHA. Often, the algorithm spends
the majority of the iterations for some small discrepancies in the last decision variables. In order to
accelerate, we terminate the algorithm before it is fully converged, and solve the rest of the problem
with a MIP solver. One way of doing this would be fixing a subset of first-stage decision variables, and
then solving the MIP for the rest. However, we implement a similar idea to the heuristic constraints
mentioned above and create heuristic constraints without fixing individual decision variables. It has the
same heuristic constraint structure of Algorithm [2] but for early convergence, we also check the cases
where Constraint sums to zero. At each iteration, Algorithm [3|is executed in our method. Once
the number of these heuristic constraints reaches the target stopping condition, we solve a MIP for the
base model including these constraints.

Finally, since the major complexity of the problem is due to decision variables y, as the fourth

acceleration technique, we implement the progressive hedging algorithm only on decision variables y.
E

o> and remove the corresponding

. .. . —k _
This means, we eliminate calculating the average values of 3,, and Z

Lagrangian multipliers, § and 7. Therefore, the convergence is checked only on decision variables y. This
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Algorithm 3 earlyConvergence

Input: A probability level of pg, i; == 0, i, :== 0.
Output: The stopping condition flag (Y/N), and the set of heuristic constraints.

1: for each pair of nodes (i1,i2) do

2: for each commodity k£ do

3: iy =14 + 1.

4: if D e (inin) 2otes y*w = 0 for all scenarios then

5: o=+ 1.

6: Record heuristic constraint as }- ¢, 1) 2oic s Yy = 0.
7: end if

8: if D e (inin) 2otes y*w > 1 for all scenarios then

9: o=+ 1.

10: Record heuristic constraint as 3¢, 1) 2oic s ykw > 1.
11: end if

12: end for

13: end for

14: if i./i; > pg then

15: Return true with the set of heuristic constraints.
16: else

17: Return false.

18: end if

would yield the Lagrangian relaxed objective function in Equation .

. k p - k k
min Y S 37 (fh M+ 5 — o) uhF + gbis
acA teT keX

n Z[ >3 (Z ekl + 3 hef{") ] (45)
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The above-mentioned acceleration techniques are implemented in order to create our progressive-

hedging-based matheuristic algorithm given in Algorithm [4]

5. Computational Experiments

This section tests the computational efficiency of our progressive-hedging-based matheuristic. Specif-
ically, we are interested in the added value of obtaining a solution stochastically, expressed as the dif-
ference between the two-stage stochastic program solution and the solution in which we simply take the
expected values of stochastic parameters. This measures the value of taking uncertainty into account in
the decision-making processes. In Section 5.1} we introduce the benchmark instances and computational
parameters. In Section [5.2] we give an overview of the efficiency of our developed methods. In Section

[6-3] we test the impact of the bundle size on our matheuristic. In Section[5.4] we discuss the difference in
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Algorithm 4 Progressive Hedging Based Matheuristic
Input: A =0, p > 0, py, pg, =.

Output: A feasible solution to the model - .

1: Initialization: For each £ € Z, solve - with the objective and = ¢.
2: while stopping condition flag is false do

3: Average: 7%, = > otes pgysf.

4 Price: Ayt = Aot + p(yar — Tky)-

5: addHeuristic(py)

6: Update: For each £ € =, solve - with the objective and ) = ¢.

7 earlyConvergence(py)

8: end while

9: Solution: Solve ([I)) - by the set of heuristic constraints.

solution structure when accounting for uncertainty compared to taking the expected net supply. Notice

that the case study is presented in Section [6}

5.1. Benchmark Instances and Computational Parameters

All the experiments are performed using an AMD 7763 CPU (with 16 cores @ 2.45 GHz) with
32GB RAM. All algorithms are executed in C++20 in combination with Gurobi 10.0.1. We generate 20
instances for some combinations of N € {8,10,12,15,20}, T € {8,10, 15}, and W € {60, 120, 240}. Each
of these instances is solved by our progressive-hedging-based matheuristic (PHM) and Gurobi (GRB).
We also obtain the expected value solution (EEV) by solving a single-scenario expected value problem
and then simulating the performance of this solution over all scenarios in 2. For PHM, we apply a MIP
gap of 10% for the Initialization and Update steps of Algorithm We further apply a time limit of
1 hour and a MIP gap of 1% for the Solution step. We set py and pg to 0.2 and 1, respectively. We
multiply these probabilities by 0.97 in each iteration of the algorithm for earlier convergence. We select
the bundle size of PHM as 6 for the instances with W = 60, and 8 for W = {120,240} according to
the preliminary experiments. In Section 5.3 we provide further insights on the bundle size. We solve
the base model — via GRB. The EEV solution is obtained by taking the average of all stochastic
parameters to create an average scenario for each instance. Both GRB and EEV have a 3-hour time
limit. The GRB MIP gap is set as 1%. We believe this is a competitive setting to test for GRB, since
without these limits it either takes too much time to solve the problem or the chances of going out of
memory are too high.

For further details on instance generation and scenario construction, please consult Appendix [Ap]

pend A

5.2. Performance of the Matheuristic

In this section, we compare our progressive-hedging-based matheuristic (denoted as PHM) with the
MIP solution of the base model (denoted as GRB), and the expected value solution (denoted by EEV).

A summary of the average performance over all instances is provided in Table
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Table 1: Results the relative performance of PHM and EEV compared to GRB

PHM EEV
Gap (%) Time (%) Gap (%) Time (%)
N A T W #cerB #praM min avg min avg min avg min avg
8§ 79 8 60 20 20 -0.31 134 056 321 4.28 1235 0.13 0.72
120 20 20 -0.33 1.61 0.40 1.59 4.50 12.15 0.056 0.34
10 60 20 20 0.16 124 0.60 2.32 4.27 12.32 0.09 1.19
120 14 20 0.01 146 0.83 3.09 4.06 1046 0.08 0.78
10 104 8 60 20 20 0.70 252 044  5.65 6.17 1691 0.02 0.93
120 16 20 0.10 1.83 0.67 5.38 5.28 16.29 0.03  0.26
10 60 19 20 0.51 170 064 T7.11 6.67 17.36 0.05 1.39
120 10 20 -10.87 0.00 2.09 8.50 5.24 15.63 0.06  0.77
12 134 8 60 20 20 0.33 141 0.45 6.72 8.00 20.23 0.05 0.76
120 9 20 -0.44 1.81 1.13  14.08 6.63 18.46 0.04 1.14
10 60 20 20 0.35 191 0.72 11.14 10.13 21.16 0.19 2.03
120 10 20 -8.49 0.27 1.82 23.44 6.70 17.42 0.16 8.10
15 179 10 120 16 19 -17.06 -8.98 9.22 28.94 8.19 18.26 1.39 31.58
240 0 20 - - 13.69 36.88 -53.25 11.57 0.80 27.70
20 258 10 240 0 6 - - 10.78 35.43 6.17 9.26 1.09 71.95
15 240 0 1 - - 4750 4750 10.38 10.38 1.63 91.73

Each row in Table [I] denotes the performance over 20 instances. Column A denotes the average
number of arcs over the 20 instances, which is not a constant as potential arcs are generated based on
the customer locations in each individual instance, which vary. The columns #grp and #ppnv are the
number of instances that are solved without hitting the memory limit. We do not report the number of
solutions for the EEV, since it stays within the memory limit for all instances. The following columns
are relative comparisons. First, we compare PHM relative to GRB both in objective value (Gap (%))
and time (Time (%)). These values are derived from the instances that are solved within the memory
limits both with GRB and PHM. In case #qrp = 0, we compare the solution time of PHM with the
limit of 3 hours. The same information is provided for the EEV solution, however here, we compared
the objective to the best-found solution by either GRB or PHM.

We observe that our algorithm can find on average solutions that are within 1 — 2% of optimality by
only spending 5—6% of the MIP solution time for smaller instances. Moreover, our algorithm outperforms
GRB as shown by the negative value for “Gap” for some of the instances. It also has fewer memory
issues. This is significant for larger-sized instances, as most of these instances cannot be solved by GRB.
The time ratio on average increases with larger-sized instances, but this is mostly because GRB has a
fixed 3-hour time limit. This partly results in an average 8.98% improvement by PHM compared to GRB
for the instances with N = 15, T = 10, and W = 120, while PHM spends on average only 28.94% of the

time GRB takes on these instances.
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We also make comparisons with the EEV. In the column “Gap” of EEV, the EEV solution is compared
with the best solution found via GRB and PHM. Note for the cases that GRB cannot solve any instance,
this is always the solution provided by PHM. The solution time of EEV is the percentage of GRB time,
except for the cases #grp = 0 where we compare the EEV time by 3 hours. While EEV works fast
on small instances, we observe an overall gap of 10 — 20% in its solution quality. Moreover, there is a
significant increase in its time compared to GRB on larger instances, since GRB starts hitting the 3-hour
limit more and more. PHM has similar time ratios on the same larger instances while having better
results for the GAP results.

It is important to note that for the instances with N = 20, PHM improves the EEV solution by about
10% while spending half of the EEV solution time. This is significant since while the EEV is a 1-scenario
problem, the PHM deals with thirty 8-scenario problems on W = 240. The algorithm’s success can be
attributed not only to the high MIP gap but also to the variable fixing through heuristic constraints,
which enhances efficiency. Each iteration is solved as fast as possible, and at the end of each iteration,
we fix decision variables as much as possible while keeping overall solution quality high. Only in one
extreme case on N = 15, T'= 10, and W = 240, we observe that the EEV is significantly better (due to
PHM not converging quickly enough) as it provides a solution with a —53.25% gap. However, even when

this is included, on average these instances are improved by 11.57% in terms of the solution quality by

PHM.

5.8. Impact of Scenario Count per Bundle on Solution

This subsection analyzes how varying the number of scenarios per bundle affects the solution quality
of the PHM. We randomize various instances by using the same parameter settings as before. We test
various numbers of scenarios per bundle, i.e. || € {1,2,3,4,6,8,12,24} to randomly assign the scenarios
into bundles. We report their solution in terms of the quality and the solution time in Figure [T} where

Figure [Ta] and Figure [Th] provide the individual and the average behavior, respectively.
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(10, 8, 120) on different bundling; [¢| € {1, 8,12}

Figure 1: The effects of |£| in solution quality and computational time

We provide a hexagon scatter plot in Figure [Ta] for a subset of the number of scenarios considered.

We solve a total of 200 instances with (N, T, W) = (10, 8,120) for each value |¢| € {1, 8,12} by grouping
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scenarios randomly. The colors represent the composition of data included in the hexagon. The objective
gap is normalized; it is the gap to the average objective taken from the same instances for all number of
scenarios in {1,2,3,4,6,8,12,24}. The time is reported in a logarithmic scale, for example, a score of 1.5
means it takes 10'-5 seconds to solve. The figure shows the trade-off between the solution quality and
the solution time. While increasing the number of scenarios per bundle decreases the solution quality in
terms of the objective value, it also decreases the solution time on average. We like to stress that the
differences in objective value are small.

A similar behavior is seen in Figure The figure provides the average objective value and corre-
sponding solution times of a total of 200 instances with either (N,T,W) = (5,8,120) or (N, T,W) =
(8,8,120). Each of these instances is solved for various randomized bundles with [¢| € {1,2,3,4,6, 8,12,
24}. We observe that the trade-off observed in Figure [Laf persists, except for |{| € {2,3}. This trade-off
is due to using our soft variable fixing approach, which incorporates heuristic constraints when a certain
percentage of instances share common pipeline arcs. As |{| increases, even a few bundles sharing the
same arc can trigger the heuristic constraints. In the highest value of || = 24, heuristic constraints
are introduced even if only one bundle contains a particular arc. Because when W = 120, py = 20%
of the solutions consist of exactly one bundle with |{| = 24 scenarios. Thus, with higher values of |¢],
the incorporation of heuristic constraints becomes more frequent. While this restriction on the solution
space indeed tends to increase the objective value, it also leads to a decrease in the solution time.

For |¢] = {1,4,6,8,12,24}, the decision-maker may select the trade-off between solution quality and
solution time. Regardless of the chosen trade-off, our method consistently exhibits small objective gaps
across all values of |£], underscoring its robustness and efficacy. We select either |{] = 6 or |£| = 8 for
the computational experiment instances. This choice is influenced by the observation that the average
objective gap appears to be relatively insensitive to the number of scenarios in our particular setting,
and for 6 or more values the solution time decreases sharply. However, the objective gap range highly
depends on the instance parameters selected. For instance, scenarios characterized by higher uncertainty
in supply/demand and high penalty costs may exhibit more substantial differences in objective value.
In this case, it might be sensible to decrease |¢| to find a better balance between the objective function
value and the solution time. Similarly, for larger instances requiring extended computational time, it
may be advantageous to increase the number of scenarios |£| even further, aiming to find some feasible
solutions in reasonable computational time. This is particularly important because as computational

time increases, the likelihood of encountering memory issues also rises.

5.4. Timing of the Transition in the Hydrogen Economy

In this section, we investigate the dynamics of transitioning from a natural gas network to one
primarily based on hydrogen. We conduct 100 instances on each of the parameter sets (N,T,W) =
(8,10, 60), representing a smaller network with fewer nodes and potential connections, and (N, T, W) =
(12,10, 60), illustrating a larger, more complex network structure. We compare the average proportion
of network arcs allocated to hydrogen transportation in each period. All these instances are solved via

PHM and EEV, with |¢| = 6 for PHM. Figure [2] illustrates the evolution of hydrogen implementation
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over time, where the y-axis represents the fraction of arcs being designated for hydrogen transport.
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Figure 2: Hydrogen Implementation Over Time

As depicted in Figure [2], by the tenth period, about 65 — 70% of network arcs should be designated
for hydrogen transport according to the PHM solution. Nevertheless, roughly 30% of the natural gas
infrastructure endures even though we assume that the natural gas economy mostly phases out by ¢ = 10
in the instances. This is due to the inherent incompatibilities between certain natural gas arcs and
the evolving hydrogen transport routes. These incompatibilities arise from various factors. Firstly,
some natural gas pipelines may require new counterparts to serve new demands arising in the future
hydrogen economy, for example with pipelines at a different capacity. Secondly, certain natural gas
supplier locations at t = 0 may not serve as hydrogen suppliers in the future. In such cases, the pipelines
originating from these locations are less likely to be converted for hydrogen transport, leading to the
existence of pipelines that are no longer in use at ¢ = 10. This also partly explains that the end ratio
of hydrogen pipelines in the case of N = 12 is about 5% higher than in the case of N = 8. With more
locations in the problem instance, there are increased opportunities for retrofitting existing natural gas
infrastructure for hydrogen transport due to the denser network with more supply and demand locations,
resulting in a more effective transition.

It is also noteworthy that there is a difference in the average behaviors between the two solution
approaches, PHM and EEV. The EEV suggests converting pipelines earlier in the transition process,
with approximately 40% of arcs allocated to hydrogen by ¢ = 4, whereas PHM only has about 10%
at the same time in our instances. Conversely, the EEV solutions result in about 8% less conversion
compared to the PHM at ¢ = 10. These disparities arise primarily due to the way the uncertainty
is handled. PHM adopts a multi-scenario solution approach, which inherently accounts for a range of
potential scenarios, including extreme cases. In contrast, EEV employs a deterministic equivalent of
the problem, assuming a single-scenario (mean) perspective, which leads to a more optimistic outlook.
With this mean-value perspective, EEV solutions tend to initiate pipeline construction earlier, assuming
a degree of certainty in decision-making. Meanwhile, PHM focuses on optimizing the timing of pipeline
construction to minimize overall costs, often favoring delayed pipeline construction —which is cheaper

due to the assumption that costs decrease over time— while paying the penalty of unsatisfied demand for
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Figure 3: Expected flow and penalty cost per period of PHM and EEV

the extreme cases at early periods. A similar pattern is seen, for example, in other investment decisions
under uncertainty. Deterministic approaches might lean towards early investments due to anticipated
benefits, while stochastic methods delay them to hedge against potential risks (see, e.g., [Dixit and
Pindyckl (1994).

Nevertheless, due to the additional uncertainty information considered, PHM’s solution proves to be
more cost-efficient in the long run. Figure [3al and [3b]|reflect the average per period cost among two sets of
instances, (N,T,W) = (8,10,60) and (N,T,W) = (12,10, 60), where EEV values are from simulations
with suggested construction policies. The costs are provided as ratios to the average cost of PHM and
EEV at t = 1. Figure[3aldemonstrates that PHM increasingly succeeds in satisfying the demand through
flow costs as the planning horizon progresses. The widening gap in flow costs indicates a better covering
of the demand of the network, which results in PHM incurring lower penalty costs compared to EEV,
especially evident in later periods as shown in Figure We also observe a periodic pattern in costs
due to seasonal factors, which is further explained in Appendix The observed differences
are most pronounced towards the end of the time horizon, as period ¢ = 10 mimics sustained long-term
use beyond the planning horizon, with significant penalty costs for any unmet demand at ¢t = 10.

In summary, the interplay between infrastructure expansion and emerging supply demands adds depth
to our understanding of the gradual transition from natural gas to hydrogen within the network. We
specifically observe a series of periods, mainly occurring in the middle of the planning horizon, marked by
a rapid and pronounced transition. Planning and budgeting for these middle periods will be crucial, as
they require more resources. This aligns with current energy transition plans in the HEAVENN project
as well, where a small adoption of hydrogen until 2040, followed by a rapid growth phase from 2040 to

2050 is expected. Our results mirror this trend.
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6. Case Study and Discussion: Transitioning Natural Gas Network to Hydrogen in the
HEAVENN Region

In this section, we discuss the implications of transitioning the extensive natural gas network within
the Northern Netherlands region into a green hydrogen distribution infrastructure. This is a critical step
towards achieving a climate-neutral economy as is also a part of the project Hydrogen Energy Applications
in Valley Environments for Northern Netherlands (HEAVENN] [2022), which is Europe’s first hydrogen
valley initiative. While new hydrogen pipelines are being developed, there is a parallel effort to repurpose
the existing natural gas network for hydrogen transport, a cost-effective and environmentally friendly
alternative. Based on discussions with our project partners, we focus on a set of locations representing
the main critical areas in the network, as shown in Figure [d] These locations encompass five distinct
types: suppliers, hydrogen refueling stations or analogous demand units for natural gas, residential areas
with heating gas demand, industrial zones requiring gas as a feedstock, and intermediate/storage points
facilitating pipeline connections.

We investigate two variants of the network structure to capture different supply strategies that may
emerge in the region. The first variant relies on a single supplier, the Eemshaven port in our specific
case, representing the import of hydrogen from abroad, a possible scenario foreseen for regions without
sufficient local hydrogen production facilities. In the second variant, we study a situation where several
smaller suppliers are spread across the Northern Netherlands region, producing hydrogen locally. For
clarity, we refer to the first variant as Eemshaven import, and the second variant as decentralized produc-
tion. While we anticipate a blend of both import and local production, our focus on these two settings
aims to offer distinct insights into their potential consequences. The Eemshaven import variant is char-
acterized by the certainty at the supply location, unlike the decentralized production variant which has
variability in supplier locations across scenarios. Both variants start with the initial natural gas network
structure represented in Figure [d On this starting network, we consider a subset of major pipelines in
the region. Capacities for these pipelines are categorized into three levels: S, M, and L, representing
small, medium, and large capacities, respectively.

We assign parameter values based on consultations with our industry partners in the Northern Nether-
lands region and from prior studies conducted within the HEAVENN project (Bakker} |2023; |Poll |2023]).
Key parameters include information on pipeline transition costs, possible pipeline capacities, initial net-
work of natural gas, seasonality on demand, and the expected pace of the transition from natural gas to
hydrogen. The majority of the parameters align with those used in the computational experiments (see
also Appendix . Distinctively, we adjust pipeline conversion cost as 30% of the fixed cost
of construction of the same pipeline. For the progressive hedging algorithm, we employ the same pa-

rameters as in the computational experiments. Our instance generation method is detailed in Appendix

and it is implemented with 60 scenarios.

6.1. Results

In our analysis, we address two distinct network supply settings. As previously outlined, the Fems-

haven import variant involves a single supplier, situated at the Eemshaven, representing the import
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Figure 4: Initial natural gas network

of hydrogen from external sources. In contrast, the decentralized production variant explores a scenario
where multiple local suppliers are dispersed across the Northern Netherlands region, with a specific focus
on uncertainty regarding their locations. The candidate locations for these suppliers are Eemshaven,
Delfzijl, Groningen, Zeijerveen, Zuidwending, and Eelde Airport. We randomly assign these locations as
supply nodes or intermediary nodes in each of the 60 scenarios. Additionally, this allocation process also
establishes whether these nodes can function as storage facilities.

The pipeline connections for hydrogen at the latest period (¢t = T') are given in Figure [5| for both
variants. As a comparison, we also show the deterministic (EEV) solution for both variants to highlight
the need to include uncertainty in decision-making for a future hydrogen economy. For clarity in rep-
resentation, when at least two pipelines exist between a given pair of locations, we denote the capacity
label of the largest capacity among the pipelines. Pipelines transporting green hydrogen are green and
those for natural gas are orange. Note that despite the phase-out of the natural gas economy at the
latest period, the graph still includes pipelines belonging to the old natural gas network. Those are the
pipelines where repurposing for hydrogen use was not deemed necessary during the planning horizon.
For a more detailed discussion on this behavior, see Section [5.4]

In Figure we observe a pipeline network that primarily extends from Eemshaven (most upper-
right node) to various destinations, mostly optimized for the shortest paths to their respective endpoints.
In contrast, our analysis of the decentralized production reveals a more crowded network in Figure
with a higher number of pipelines near potential supply locations. The total installation capacity
remains relatively consistent between both variants. The Eemshaven variant picks for pipelines with

greater capacity, resulting in fewer pipelines overall. Conversely, the decentralized production variant
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Figure 5: Hydrogen networks selected at t =T

features a larger number of pipelines, each with smaller capacities. In Appendix we
provide ten figures detailing the evolution of the suggested energy network over each time period for
decentralized production. The majority of the network transition is observed around the center of the
horizon, specifically at ¢t = 4.

The Eemshaven variant repurposes more of its initial natural gas pipeline network for hydrogen
as compared to the decentralized variant. Specifically, the ratio of conversion to construction costs
is 70% higher in Eemshaven variant than in the decentralized variant. Since the conversion costs are
lower compared to the new construction costs, this leads to 17.5% less total infrastructure costs on the
Eemshaven variant than the decentralized variant. However, the Eemshaven variant also experiences
approximately 50% more penalty costs than the decentralized variant due to the greater need for truck

transportation in times of peak demand. This difference arises because the extensive network of the
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decentralized variant, even with lower capacities, provides a more reliable setting for unexpected increases
in demand.

We additionally examine the cases where we use the mean values and solve the deterministic version
of the problem. For the deterministic case of the Eemshaven, the recommended policy in Figure
spends 60% of the total infrastructure costs observed in its stochastic equivalent. However, due to the
high penalty costs incurred in the deterministic policies, the suggested pipeline network translates to
an expected overall cost increase of 20%. The disparity becomes more pronounced in the decentralized
production variant. In the deterministic case of the decentralized production, because only 22% of the
total infrastructure cost of its stochastic equivalent is allocated as in Figure many extreme scenarios
are overlooked, resulting in a 115% rise in overall expected costs. This significant increase is partly
attributed to certain locations being completely omitted from green hydrogen pipeline connections due
to their low likelihood of being essential in the long-term perspective, reflecting the inherent uncertainties
surrounding locations. As these uncertainties increase, deterministic solutions become more inadequate,
often omitting pipeline connections altogether.

Our discussions of our findings with project partners have highlighted some additional points of
network supply strategies. Ports like Eemshaven, for instance, are ideal locations for hydrogen production
due to their abundant access to resources essential, such as land and water. The findings from our case
study indicate that centralized supply already leads to lower total infrastructure costs. However, it has
a higher risk of incurring penalty costs to cover peak demand. This is due to its efficient but less dense
infrastructure network as compared to the decentralized production. Thus, if decision-makers proceed
with the suggested option of centralized production, we recommend they concentrate on strategic plans
where the effects of uncertainties can be decreased, such as by investing in sufficient storage locations.

In both variants, our analysis assumes sufficient supply to meet demand. Therefore, unsatisfied
demand via pipelines mainly results from the consideration that it is more cost-effective to incur penalty
costs than to invest in new pipeline construction, along with the associated flow costs. In situations where
supply is limited, our analysis indicates that optimal solutions prioritize meeting demand at locations
closer to supply points, which is evidently more cost-efficient due to reduced construction and the flow
costs for closer customers. The outcome could differ, however, if the decision maker assumes varying
levels of importance to customers. For instance, higher penalty costs imposed on significant customers
may influence the optimal solution, potentially leading to different pipeline structures to meet their

demand.
6.2. Summary of Case Study
In summary,

o We analyzed two distinct network supply strategies: one with a single supplier at Eemshaven and

the other involving multiple local suppliers adding location uncertainty.

o The Eemshaven variant displayed a simpler pattern with pipelines radiating mostly directly from
Eemshaven, while the decentralized production variant featured a more crowded network with

numerous smaller-capacity pipelines near potential supply locations.
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0 The Eemshaven variant exhibits a higher level of integration of the initial natural gas network,
driven by the optimistic assumption of location certainty and the alignment with the existing
pipeline structure’s flow direction. However, this led to 50% more penalty costs for the need of
trucks compared to the decentralized production variant due to partially neglecting peak demand

scenarios.

o While the Eemshaven variant reduces total infrastructure costs by 17.5%, the single supplier
location offers economies of scale and easy access to resources like land and water at the port,
which is important for strategic energy transition decisions. Conversely, decentralized production

ensures energy independence and extensive pipeline coverage for peak demand scenarios.

o Finally, as uncertainty increases, deterministic policies lead to insufficient pipeline infrastructures.
This results in sharp increases in penalty costs, leading to an increased total expected cost of the

network design.

7. Conclusions

In this paper, we address the energy transition network design problem over a finite planning hori-
zon. The problem focuses on strategic decision-making associated with the construction and conversion
of natural gas pipelines into green hydrogen pipelines, and on balancing supply and demand in a tran-
sitioning network under uncertain conditions. We provide a novel two-stage stochastic mixed integer
programming model with continuous recourse to formulate our stochastic network design problem on
energy transition. In the first stage, decisions regarding the construction and conversion of pipelines are
made. The second stage, including uncertainties represented by a finite number of scenarios, determines
the optimal energy flow decisions and derives corresponding inventory storage policies.

Our algorithm consistently yields solutions that are near-optimal, outperforming benchmark methods
in the balance of solution quality and computational time. We also use our algorithm on a case study
in the Northern Netherlands, as part of the Hydrogen Energy Applications in Valley Environments for
Northern Netherlands (HEAVENN) initiative. This real-world application not only emphasizes the
practical relevance of our model but also highlights its adaptability, particularly in scenarios with high
uncertainties. We observe that uncertainty in future supplier locations is a key factor for network design
decisions.

For future studies, several suggestions arise. Firstly, exploring multi-stage recourse models for this
problem could offer a more nuanced approach to decisions across different periods. Second, considering
heterogeneous customers might be practical, leading to a different penalty cost per customer. Third,
while our study focuses on pipeline network transition, it captures uncertainties regarding changes in
locations over time. An extension of this study might also decide on optimal infrastructure placements,
like suppliers and storage units. Lastly, integrating principles of land-use planning or urban develop-
ment might offer insights into how the strategic positioning of hydrogen refueling stations or households

influences energy costs in the network.
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Appendix A. Instance Generation

In this section, we outline the procedure for generating instances for our study. Broadly, each instance
is characterized by a graph, associated costs, and instance parameters. We discuss these components
in sequence in this section. We determine costs and parameters on the expert recommendations of the
HEAVENN project, and tailored them for our computational experiments, ensuring valuable insights for
readers. Parameters associated with the solution methodology are elaborated in Section [5.2

For the graph, nodes are uniformly randomized within a 10 x 10 square area. Subsequently, nodes

are categorized based on their functional roles. A node can be designated as
. a supply source,
. a hydrogen refueling station or an analogous demand unit for natural gas,

1

2

3. a household region requiring gas for heating,
4. an industrial hub requiring gas as a feedstock,
5

. and an intermediate node for pipeline connections.

Then, nodes are assigned these roles based on the following probabilities: {0.2,0.3,0.2,0.1,0.2},
respectively, different for each commodity. However, we allow for the possibility that certain locations
may assume different roles depending on the scenario, introducing an element of uncertainty particularly
for the type of location for supply (1) and intermediate nodes (5). Thus, a location selected as a
supply node in one scenario of an instance might serve as an intermediate node in another scenario of
the same instance. We do not, however, introduce this uncertainty for demand locations (2, 3, and
4), as the demand nodes are known beforehand with high certainty, e.g. household areas. Then, we
establish potential pipeline connections between nodes. Specifically, given a predefined value of U? and
the distance d;; between nodes i and j, if there exists at least one node ¢ such that d;; * U >dy+ dyj,
the candidate arcs between nodes ¢ and j are all discarded. This reflects the practical observation that
pipelines typically do not span long distances directly between two nodes. Instead, they traverse multiple
intermediate nodes. For our computational experiments, we set U% to 1.15. If no such ¢ node exists, then
we add a total of 6 arcs to &7, three pipelines in each direction between ¢ and j, each with diameters of
{30, 75,120}.

Following the graph generation, we define the associated costs. The fixed cost for pipeline construc-
tion is determined using the formula from |André et al| (2013) as (ag + ar1u;j + agu?j) x d;; where a
parameters are coefficients and u;; represents the diameter. Based on an area-specific study (Komdeur,
2020)), we select the coefficients as ag = 25/6, a1 = 5/72, and as = 1/5400, by normalizing them to our

distance scheme. We implement these values for all f%. Motivated by considerations of opportunity
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costs and economies of scale, the fixed costs for each pipeline linearly decrease to 50% at the end of the

k

horizon. In other words, f7;_; equals 50% of f%, for every a € &/ and k € #. The conversion cost,

a
denoted as g%, is set to half the fixed cost of construction, i.e., g, == 0.5fF for every a € &, k € X,
and t € 7. As for the flow cost, c¥,, we establish it as cf, = 2.5 x d,, with d, being the distance of
arc a. Notably, for the terminal period, the flow cost is adjusted to account for future flow costs in a
fully hydrogen-transitioned network: ¢% ., is further multiplied by 7. To deter penalties, we assign h
a value of 1.

Lastly, we determine the problem parameters. The scenario probability, p,,, is uniformly set to 1/Q.

The arc capacity, Uy, is adapted to our context as U, = (2/3)uqd,, with u, representing the diameters

from the set {30, 75,120}. Node capacities, CE“, are categorized into three primary standards:

1. Region-specific high-capacity storage facilities (e.g., salt caverns for hydrogen),
2. Hub-specific medium capacity storage facilities (e.g., at industry hubs),

3. Short-term storage units (e.g., cylinder storage for compressed gases).

These standards correspond to capacities of {10000, 1000, 10} units, respectively. Tableillustrates
the probability distribution of these capacities across node types for every i € A, k € #, and w € Q.
We assume that CE¥ remains the same for all t € 7 U {T'}.

Table A.2: Probability of storage units per each location type

Capacity | Supplier HRS Household Industry Intermediate

10000 0.1 0.0 0.00 0.0 0.2
1000 0.9 0.3 0.05 0.5 0.1
10 0.0 0.7 0.95 0.5 0.7

We further generate demand samples, s5¥, by considering that .# = 2 with hydrogen and natural gas

represented by indices £ = 0 and k = 1, respectively. We introduce pr; as the probability of observing
si =0fort € {t+1,...,T} for natural gas, and s% = 0 for ¢’ € {0,...,t—1} for hydrogen. Essentially,
pr; depicts the transition probability from natural gas to hydrogen at time ¢’. For each scenario w, we
select pr; such that pry >> pri_; in order to represent the expected exponentiality of the transition from
natural gas to hydrogen, where pro =0 and }_, ., pry = 1. Specifically, we select pr; as;
. rt—1
pre = tT;ol(Tt Y

where r is uniformly randomized in [1.01,1.4], differently per each scenario of each instance. Using the
probability array pr;, we randomly assign a transition time matrix, a;x, indicating the period when
commodity k transitions on node i. For example, if s¥¢ = 0 for ¢ € {t + 1,...,T} for natural gas,
then a;;, = t, where P{a;; = t} = pr;. For our base scenario, the net supply levels at the beginning are
represented by s¥, structured to account for two distinct seasons: winter and summer. Winter mostly
has heightened demand but diminished supply, whereas summer experiences the opposite. Each period
t alternates between these seasons. The initial net supply levels are given in the Table

The generation of 5 is further detailed in Algorithm |5l In this methodology, the growth factor G

represents the expected demand increase ratio on each period over the planning horizon. We introduce
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Table A.3: Initial net supply levels of locations per season

Season ‘ Supplier HRS Household Industry Intermediate
summer 240 -30 -20 -50 0
winter 120 -40 -40 -40 0

an additional factor, H, specifically for hydrogen to capture the potentially elevated growth rates due
to its emergence as a new energy source. Additionally, we introduce R to account for the uncertainty in
short-term energy demand fluctuations. We pick values [Gr,Gy| = [1.0,1.1], [Hr, Hy] = [1.3,1.7], and

R = 0.2 in our computational experiments.

Algorithm 5 Generation of sk
Input: s&, [G1,Gyl, [Hr, Hy), R.
Output: sk

1: for each scenario w € # do

2: Randomize a probability array pry for ¢t € 7.

3: Assign transition time matrix; a;x, according to pry.

4: Randomize uniformly G € [Gp,Gy] and H € [Hy,, Hy).

5: For natural gas, assign s¥, = s¥G? for each node i for t < a;, and 0 for ¢ > a;; by the
corresponding season.

6: For hydrogen, assign s¥, = sk G'H for each node i for ¢t > a;z, and 0 for ¢ < a;;, by the corre-
sponding season.

7: For all node 4, commodity k and period t, select s& in [(1 — R%)sk, (1 + R%)sk] uniformly
random.

8: end for
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Appendix

B. Distribution Production Case Timeline
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Figure B.6: The suggested pipeline network for decentralized production case at t =0tot =3
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