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Abstract—With an increasing share of wind power production
in the northern European countries and as a consequence
thereof increasing need of regulating resources an integration
of the northern European regulating power market can be socio-
economic beneficial, especially regarding to the good regulating
capabilities provided by the Nordic hydro power production-
based system. After the successful integration of day-ahead
markets, being the basis for the regulating markets, their is the
next aspired step.

In this paper an integrated northern European regulating
power market is modelled, being based on a common day-
ahead market. Different cases of regulating market integration
are studied in order to estimate a possible socio-economic
benefit of exchanging regulating resources between the northern
continental European and the Nordic system.

Index Terms — Regulating market integration, Regulating re-
source exchange, Reserve procurement, Linear optimisation
model.

NOMENCLATURE

BSP Balance Service Provider

TSO Transmission System Operator

ENSTO-E European Network of Transmission System
Operators for Electricity

UCTE Union for the Coordination of the Transmis-
sion of Electricity

PTU Program Time Unit

NTC Net Transfer Capacity

EMPS EFI’s Multi-area Power-market Simulator

I. INTRODUCTION

HE need for sustainable energy production leads to an

increasing share of wind power production especially
in northern Europe, notably in Denmark and Germany but
also in the Netherlands. This prospectively significant share
of intermittent wind power production results in a rising need
for balancing services in order to ensure a secure system
operation [1]. The Nordic, especially the Norwegian hydro
based power production system has capabilities for offering
such balancing services to continental Europe, being provided
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via the increasing interconnection capacity between the Nordic
and the continental European power system.

With the Electricity Market Directives 96/92/EC and 54/EC
the European Union enforces the contemporaneously process
of the liberalisation and integration of the national Euro-
pean power markets. Regulation 1228/2003 thereby explicitly
addresses cross-boarder issues [2]. There is already huge
progress in coupling and integrating forward, especially day-
ahead markets. Examples here are the common Nordic day-
ahead market, the trilateral market coupling (TLC) between
the Netherlands, Belgium and France or the market coupling
between Denmark and Germany (EMCC). In the case of
integrating regulating power markets, the first steps are taken
by constituting regional cooperations. There still is a long way
to go to achieve an integrated European regulating market,
whereas an integrated northern European regulating power
market would already be an important development. The
integration of regulating power markets will be essential in
order to exchange regulating reserves [3].

There are several studies done on national regulating mar-
kets, mostly investigating price behaviour, forecasting regulat-
ing power prices [4] - [6] and optimising the bidding of market
participants [7], [8]. A rough estimation of the economic value
of exchanging regulating resources between the Nordic system
and continental Europe is done in [9]. In order to estimate
the possible socio-economic outcome of integrating northern
European regulating markets and exchanging regulating re-
sources, in this paper a model of an integrated regulating
market is developed, which is based on a common day-ahead
market clearing. The modelled areas hereby include the Nordic
countries Denmark, Finland, Norway and Sweden and the
northern European countries the Netherlands and Germany
representing 2008’s state of the system, shown in Fig. 1.

This paper is divided into eight sections. In sections II and
IIT a short overview on the system which is modelled and on
system balancing is given. Section IV gives an overview of
the current state of regulating market integration in Europe.
Next the developed model is described in section V with
detailed formulations stated in the appendices B to D. To study
the integration of the northern European regulating markets,
different cases are studied in section VI. Their results are
presented in section VII. Finally a conclusion of the paper
is given in section VIIIL.
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Fig. 1. Geographic overview of the modelled System

II. SYSTEM OVERVIEW

The modelled system, shown in Fig. 1 comprises the Nordic
power system Nordel' including Denmark, Finland, Norway
and Sweden and the northern part of the continental European
power system UCTE including the Netherlands and Germany.
An overview of the include control areas and the correspond-
ing transmission system operators (TSO) is given in Table I.
For the German TSOs their current and their former names
are stated.

The overall power generation in the Nordic part amounts to
about 400 TWh annually, whereof 170 TWh are produced by
hydro power plants. Still the power generation characteristics
in the Nordic system differ significantly from country to
country. In Denmark the annual power production of about 40
TWh generation is mainly thermal based, containing a huge
share of CHP power plants. It has a rapidly increasing share of
wind power production, which supplies about 20% of the total
annually energy. Finland has an annual power production of
about 80 TWh, where generation is based on a mix of hydro
power production and thermal power production, including
nuclear, hard-coal and gas power plants. In Sweden power

'In July 2009 ETSO’s succeeding organisation ENTSO-E was founded,
with Nordel and UCTE as the regional Nordic and Continental Europe
subgroups. In the paper it is still referred to this systems as Nordel and
UCTE, as also most of the literature include originates from these former
organisations

TABLE I
CONTROL AREAS

’ No. ‘ TSO ‘ Abbr. ‘ Comment

1 NO1

2 Statnett NO2

3 NO3

4 Svenska Kraftnit SWE

5 Fingrid FIN

6 Energinet.dk DK

7 50Hertz Transmission DE1 formerly known as Vatten-
fall Europe Transmission

8 transpower DE2 | formerly known as E.On
Transportnetze

9 Amprion DE3 formerly known as RWE
Transportnetze

10 EnBW Transportnetze | DE4

11 TenneT NL

generation with about 150 TWh per year is mainly supplied by
hydro power and nuclear power plants whith an equal share. In
Norway with an annual production of about 130 TWh, almost
all the power production is based on hydro power [10].

The continental European power system is mainly based on
thermal generation. The power production in the Netherlands
and Germany sums up to about 740 TWh annually, whereof
the Netherlands have a share of 105 TWh. Here power pro-
duction is based on a mix of hard-coal, gas-fired and oil-fired
power plants, with a substantial share of CHP power plants.
An increasing share is supplied by wind power generation,
which currently is about 3.5% of the total production. The
German system as the biggest part of the model has an annual
production of about 635 TWh. A substantial share is provided
by nuclear and lignite power plants, being approximately 300
TWh per year. The remainder is supplied by a mix of hydro,
hard-coal, gas, oil and other power plants and an increasing
share of wind power production being 40 TWh annually [11]
- [14].

The energy volumes presented here are the total volume
settled in bilateral contracts, future as well as forward markets.
Thereby the shares between these different alternatives differ
quite essential between the northern continental European
areas and the Nordic area. In Germany in the day-ahead market
run by EEX only about 20% of the total energy volume is
settle, whereat via NordPool more than 50% of the energy
volume in the Nordic area is settled.

III. SYSTEM BALANCING

The day-ahead market clearing results into a balance be-
tween the expected electricity production and the expected
consumption. During the real-time operation of the system
there quite likely occurs an imbalance between the actual
production and the actual consumption. As electricity cannot
be stored, the same power has to be produced as is consumed
at any point in time. This system balancing is one of the main
responsibilities of the transmission system operator (TSO). To
be able to balance the system, a TSO needs regulating reserves,
also called balancing services. Those services are provided



by either producer or consumer, being called balance service
providers (BSP).

Balancing services are divided in different types regarding
to their response time and the type of activation. Due to the
different characteristics of the Nordic and the northern Euro-
pean system there is a difference in the definition of balancing
services in those areas. In the UCTE system balancing services
are divided into primary, secondary and tertiary reserves. Pri-
mary reserves are fast-responding reserves with an activation
time of 30 seconds, which react on frequency deviations in
the system. Secondary reserves are automatically activated
reserves with an activation time of 15 minutes, which react on
the area control error (ACE). They are used to replace activated
primary reserves and restore the nominal system frequency.
In addition there are tertiary reserves, which are manually
activated reserves. Tertiary reserves are used to free activated
secondary reserves [15]. In the Nordic system balancing
services are divided into frequency controlled reserves (FCR),
containing frequency controlled operation reserves (FCNOR)
and frequency controlled disturbance reserves (FCDR) with an
activation time up to 30 seconds, which are automatically acti-
vated reserves, reacting on a system frequency deviation. FCR
equal the primary reserves of the continental European system.
Further on there are fast disturbance reserves (FADR) with an
activation time up to 15 minutes, which are based on the total
imbalance of the Nordic system [16]. A detailed overview of
different balancing services definitions and specifications can
be found in [17].

The provision of balancing services is either mandatory,
contracted bilaterally or done via auctions on a regulating
power market. There are regulating power markets for the
different types of the balancing services. In the regulating
power markets there are auctions for reserve capacity, what
corresponds to the procurement of regulating reserves. The ac-
tivation of regulating reserves during real-time system balanc-
ing corresponds to the auction of regulating energy (regulating
resources), being likewise part of the regulating power market.
An analysis of different regulating power market designs can
be found in [18]. The time basis for clearing the regulating
power markets is the program time unit, which is 15 minutes
in the UCTE and 60 minutes in Nordel.

Primary reserves are essential for the operational security.
In Netherlands their provision is mandatory for units above
a certain capacity [19]. In Germany primary reserves are
procured through a biannual auction [20]. In the Nordic area
they are contracted either bilaterally or through a market for
primary reserves as it was opened in Norway in 2008 [21] &
[16].

It is distinguished between the procurement of reserve
resources and the actual activation of this regulating resources.
As hydro power production has a high regulating capability
due to the rapid ramping ability of hydro power plants,
there are normally sufficient reserve resources available in the
Norwegian system. Thus there is no need to procure them
beforehand. During periods with tight capacity a reserve option
market (RKOM) is run in Norway, what mainly happens in
the winter time. In the Swedish system it is required that all
available reserves are bid into the market, what is somehow

similar in the Finish system. In a thermal system the procure-
ment of regulating reserves is essential. In the Danish system
reserves are contracted bilaterally [22]. The same accounts for
the Netherlands, where this contracting is done annually on a
bilaterally basis, wherewith BSPs are contractually obliged to
bid into the secondary reserve market, what can be done until
one hour before real-time. In Germany the regulating reserve
procurement for secondary reserves is done monthly auction-
based at [20]. In this auction capacity bids as well as energy
bids are specified. The German regulating market for tertiary
reserves is held daily.

IV. INTEGRATION STATE OF EUROPEAN REGULATING
MARKETS

The successful integration of European day-ahead markets,
as it is aspired by the Price Coupling of Regions (PCR)
[23] covering 80% of Europe’s total power production, can
provide experience and a basis in order to integrate European
regulating power markets. In order to exchange such balanc-
ing services an integration of national regulating markets in
necessary to provide a common basis [18].

By now there are proposals from ETSO [24], Nordel [25],
Eurelectric [26], ERGEG [27], Bundesnetzagentur (BNA) [28]
& [29] and Frontier Economices & Consentec [30] suggesting
different approaches for the cross-border exchange of balanc-
ing services, i.e. the integration of regulating power markets.
An overview on these different approaches is likewise given
in [18]. These proposals can generally be divided into two
approaches depending on the balancing service exchanging
parties. In the first approach exchange of balancing services
is done between TSOs and BSPs in neighbouring areas. This
is currently implemented by RTE (France) and some of its
neighbouring countries (Germany, Switzerland, Spain) and
between Germany and Austria, where BSP can provide tertiary
reserves mutually [20]. The second approached constituted the
exchange of balancing services between TSOs, at a different
degree of integration. An exchange of balancing services is
currently implemented between RTE and National Grid (UK),
which only includes the exchange of regulating resources in
the case of available transmission capacity [31]. The recently
constituted grid control cooperation (GCC) in Germany, was
implemented by four subsequent steps each corresponding to a
higher step of regulating market integration [29]. The German
regulating market integration was suggested by studies of Con-
sentec [32] and Lichtblick [33] showing possible savings in
the case of German wide reserve procurement and imbalance
netting. From May 2010 a German wide GCC is enforced by
the BNA [34]. In the Nordic system there is a fully integrated
regulating power market with a harmonisation of balancing
services introduced in March 2009 [25].

In order to exchange balancing services in a European wide
area instead of country wise, the transmission system has to be
considered, taking into account cross-border congestions. Thus
there has to be a trade-off between the day-ahead exchange and
the exchange of balancing services. One solution approach is
to use a joint market model as implemented by Risg in Wilmar
[35], where the day-ahead market and the regulating market
is clear at once, taking into account all system constraints.



Comment? Realistic?

V. MODELLING

In order to develop a model of an integrated northern
European regulating power market, a generic electricity market
design is assumed. The regulating market is based on a day-
ahead market, using the day-ahead market’s outcome as input
to the regulating market. Further on the day-ahead market
is assumed to be a common northern European day-ahead
market, on which an integrated northern European regulating
market can be based. The markets modelled are assumed to be
perfect markets, neglecting market power issues. As discussed
in the previous section there are different alternatives and
sequences of electricity market designs. Sequence refers to
the temporal order of clearing the markets, e.g. first running
a reserve capacity market and clearing the day-ahead market
afterwards or vice versa. The sequence especially concerns the
knowledge of the day-ahead prices and dispatch when running
the regulating market, particularly when procuring regulating
reserves. In the case of procuring reserves before day-ahead
market clearing an expected day-ahead market clearing would
have to be taken into account, resulting in a stochastic problem.
In the here presented model a deterministic approach is im-
plemented. Thus a sequence is chosen, where at first the day-
ahead market is cleared and subsequent the regulating market
is run. Running the regulating market includes the regulating
reserves procurement and finally the system balancing in real-
time. The chosen time basis for the day-ahead market clearing
is one hour according to NordPool, the APX and the EEX.
As PTU length for the regulating market, i.e. the resource
procurement and the system balancing 15 minutes are chosen
to match the PTU length of the UCTE. In the model the
fast reacting primary reserves are neglected and only slower
reserves are taken into account.

The systematics of the model are shown in Fig. 2. It consists
of the following three subsequent steps: the common day-
ahead market, the regulating resource procurement and the sys-
tem balancing. The common day-ahead market is simulated by
the use of EFI’s Multi-area Power-market Simulator (EMPS)
[36]. The outputs of EMPS are the optimal day-ahead dispatch,
taking into account the unit-commitment, the according area
prices and water values, which are used as inputs to the subse-
quent steps. In the second step regulating resources according
to defined reserve requirements are procured, resulting in a
redispatch of the available generation capacity in order to
fulfil the reserve requirements. This generation redispatch then
is the input to the last step, the real-time system balancing.
In the following subsections V-A to V-C each of these steps
with the according model are described in more detail, with a
discussion of reserve pricing in subsection V-D.

As shown in Fig. 1 the developed model consists of 29 in-
terconnected day-ahead areas. The areas are defined according
to country borders, the geographic distribution of generation
capacity and existing bottlenecks in the transmission system.
Germany is subdivided according to the suggestion given
by [37], [38] and according to areas chosen in [1], [39].
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Fig. 2. Schematic diagram of the subsequent model steps

The subdivision of the Norwegian system takes into account
different water courses in the hydro system. On a second level,
these 29 day-ahead areas are aggregated into 11 control areas,
which are in accordance with the current control areas in the
UCTE [40] and in Nordel? [16]. A further aggregation of these
control areas into three balancing areas, being Nordel, the
Netherlands and Germany, which complies with the currently
defined control blocks is done on a third level. The system
is modelled in its 2008’s state regarding the installed power
plants, the transmission system, the exchange with neigh-
bouring countries, the power production and consumption. To
model the stochastic power production 40 different inflow and
corresponding wind scenarios covering the years 1951 to 1990
are simulated.

A. Day-ahead market

The day-ahead market is modelled with EMPS [36]. It
is an mid- and long-term optimisation model determining
the socio-economic optimal dispatch of electricity generation
on a weekly basis assuming perfect market behaviour with
a time horizon of several years. Weeks can be split into
several subsequent periods, by which a hourly resolution of
the optimisation process is achieved.

As can be seen in Fig. 1, the modelled system is split
into different areas in which production and consumption is
aggregated. The transmission lines connecting the areas are
modelled by net transfer capacities (NTC) and linear losses,
not distinguishing between AC and DC transmission lines.

EMPS was developed for the Nordic system, including
Denmark, Finland, Norway and Sweden, thus taking into
account hydro based power generation. As there is no real
cost for the water, but there is a limited amount of water in the
hydro reservoirs, its long term utilization has to be optimised.

2 According to Nordel’s System Operation Agreement [16] the Nordic area
is one control area, with a common Nordic merit order list of regulating bids.
Just as the areas defined the day-ahead market clearing by NordPool [41],
the Nordic system can be split into areas during real-time system operation,
taking into account congestions. In this case the activation regulating bids
can deviate from the common merit-order list. The areas during real-time
operation can, but does not need to match the day-ahead areas. The division
chosen in this model is according to 2008’s division.



Thereto EMPS contains a detailed water course description of
the hydro power production. Within the optimisation the water
values for the hydro reservoirs are determined. They represent
the opportunity cost of hydro power production using the water
stored in a hydro reservoir. A further explanation of the water
value approach is given in [36]. For the hydro power plants,
the water values of the according hydro reservoirs are used
as the marginal production cost. With these marginal costs
for hydro power production, employing a detailed, rule based
reservoir draw-down model the optimal dispatch for the hydro
power production is determined.

Besides the hydro power generation, thermal power plants
are modelled, which are described by a marginal production
cost and start up- & shut down costs [42]. Wind power
generation is modelled as a fixed input to the system, being
defined by the installed wind power generation capacity and
nominal wind power production. The nominal wind power
production is based on wind speed scenarios gained from
reanalysis data as utilized in [1]. In EMPS consumption is
defined by curves based on real measurements [19], [43] -
[46] and the possibility of including demand elasticity and
temperature dependency. Exchange to neighbouring countries
is modelled by a scheduled energy exchange [47] rather than
a price-dependent exchange.

For a common northern European day-ahead market clear-
ing, the EMPS is expanded to the Netherlands and Germany
by including further areas and extending the transmission
system, resulting in the model as it is shown in Fig. 1.
Both countries are modelled as thermal systems only. Thereby
the thermal generation is modelled in two different ways,
either as scheduled production, for which a production profile
during an year is given or as dispatchable production. The
division between scheduled and dispatchable production is
shown in Table II. Some of the hard coal, gas- & oil fired
power plants are used for district heating thus having a partly
fixed production profile. The available dispatchable generation
capacity is modelled in the form of single power plants with
individual marginal production and start- & stop costs.

TABLE II
POWER PLANT TYPES MODELLED IN THE NORTHERN CONTINENTAL
EUROPEAN AREAS

Non-dispatchable generation | Dispatchable generation
Nuclear Hard-coal
Lignite Gas-fired
CHP Oil-fired
Biomass
Photovoltaic
Wind
Hydro

Some results of the common day-ahead market clearing are
presented afterwards. Fig. 3 shows the area prices for the 40
different inflow and wind scenarios in the form of percentiles
for two selected areas. The percentiles give the probability
of prices lying below the indicated value. The depicted areas
are Southern Norway, which has a high installed hydro power
production capacity and the Amprion area, which is a thermal

area with the highest consumption share in Germany. The
area price curves clearly show the characteristics for each
of the areas. In the hydro area (Fig. 3a) there is a high
variation between the different percentiles, which indicates a
price dependency on the inflow scenario. There is no high
variation of the single percentiles though. However in the
thermal area the variation between the percentiles is not high,
but the variation of each percentile. This indicates a high price
variation between the different periods during a week (e.g.
peak, off-peak, weekend). In both areas the prices are around
50 EUR/MWh in average, which matches the average price
of the dispatchable thermal power plants. This shows that the
marginal production costs of the thermal power plants to a
large extent determine the area prices in the Nordic System.
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(a) Southern Norway (b) Amprion

Fig. 3. Percentiles of area prices in a hydro and a thermal area

Fig. 4 and Fig. 5 show a detailed dispatch of generation
units during one week in the Amprion area. Here only the
dispatchable generation units are plotted. The colour indicates
the marginal production cost of the individual units, from blue
being cheap units up to the red, the most expensive ones. In
each of the blocks ten units are aggregated. The marginal cost
stated for the block is the one for the most expensive unit in
the block. The plot shows the increasing marginal production
costs due to higher production during peaking periods. Due to
the consideration of start up costs and the minimum generation
capacity of thermal units in the optimisation problem, some
of the more expensive units still run during off-peak periods
even though the area price is below their marginal production
cost, shown in Fig. 5a. Further on the available regulating
reserve resources are plotted in Fig. 5b, showing that there is
a huge difference between peak and off-peak hours. During
peak-hours the available regulating reserve resources are quite
few, resulting in the necessity to procure further regulating
resources, what is done in the next step.

In Fig. 6 the aggregated day-ahead dispatch of the trans-
mission lines between the Nordic system and Northern con-
tinental Europe is depicted. The transmission lines include
the Denmark-West Germany interconnection, the NorNed, the
Baltic and the Kontek HVDC-cables. The plot shows the
percentiles of the annual duration curve of the transmission.
It can be seen that the exchange strongly depends on the
scenario, i.e. the inflow to the Nordic system. In approximately
40% of the time there is free transmission capacity on the
lines, providing the possibility of exchanging up- as well as
downward regulating energy. During the rest of the time either
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B. Reserve procurement

Given the day-ahead market clearing, in the second step, as
shown in Fig. 2, required regulating reserves are procured.

This is done by a redispatch of the generation units. The
approach of reserve procurement done in this model is dif-
ferent from the reserve capacity markets run in the northern
European areas, as described previously in section III. By
running the reserve capacity markets, generation capacity is
detracted from the day-ahead market beforehand and procured
for system balancing, ensuring that enough generation capacity
is available during real-time system operation. As perfect
market behaviour is assumed in this model, it is assumed
that all available generation capacity is bid into the markets,
the day-ahead market as well as the regulating power market.
Thus it differ if generation capacity is withdrawn from the
day-ahead market beforehand or if this generation capacity is
procured as regulating reserves afterwards. The only difference
in procuring the regulating reserves after the day-ahead market
clearing is that in this case the marginal generation capacity
is always chosen in order to provide regulating reserves. If
the regulating reserve procurement before day-ahead market
clearing, the procurement has to be based on an expected day-
ahead market outcome, as discussed previously. Thus it is not
ensured that the marginal units are chosen in order to provide
the regulating reserves. The sequence chosen in this model
can be seen as the socio-economic most beneficial approach,
what is an idealized reserve procurement, probably resulting
in a to low reserve procurement cost estimation.

The reserves being procured comprise up- and downward
regulating reserves, but spinning reserves only in the case of
thermal power plants. The definition of spinning reserves used
throughout this paper is depicted in Fig. 7. There is a dis-
tinction between hydro and thermal units providing reserves.
For hydro units it is assumed that their start up costs can be
neglected and that they do not have a minimum production
capacity. Thus their full production capacity can be used as
regulating reserves and the units do not need to be started in
order to provide regulating reserves. However thermal units
do have start up costs and a minimum production capacity.
Thus only units that are started up, i.e. producing above their
minimum production capacity can provide reserves. They can
provide reserves up to their maximum production capacity.
Further on downward regulating reserves can only be provided
down to the level of the minimum production capacity as
indicated in Fig. 7 and not down to zero as it is the case
for hydro units.

4 4 up down
Prnax L T l Spinning reserve
P
Pnin * © Non-spinning
¥ reserve

Started thermal unit Not started thermal unit Hydro unit

Fig. 7. Definition of spinning and non-spinning reserves

In order to define the required regulating reserves the areas
defined in EMPS are aggregated according to the current con-
trol areas as described previously. Further on three balancing
areas are defined. Reserve requirements are then defined for
the control areas, the balancing areas and the total system. The
reserve requirements for the single control areas are shown



in Table III. These requirements are based on actual values
for the areas, which can be found in [20], [19] and [16]. The
values chosen here are the requirements for the fast disturbance
reserves (FADR) in the Nordic system and the requirements
for secondary reserves in the Netherlands and Germany. In
Norway the requirements are defined for the whole country
instead of the three control areas.

TABLE III
RESERVE REQUIREMENTS IN MW

NOI | No2 | NO3 | SWE | FIN | DK

Up 520 560 365 | 175
Down -520 -560 | 365 | 175
DEl | DE2 | DE3 | DE4 | NL
Up 640 830 | 1000 | 540 300
Down | -400 | -590 | -725 | -330 | -300

The regulating reserve procurement is modelled with a
linear optimization problem. A detailed formulation of the
model can be found in appendix B. Below this model is
explained.

The aim of the reserve procurement is to change the given
day-ahead dispatch in a way to allocate sufficient regulating
reserves according to the defined reserve requirements FkK , [,’f s
?bB, sz, 7T rT, see appendix A. These reserve requirements
are defined in equation 11 to 14, where the sum over all
regulating resources provided by thermal and hydro plants
situated in a control area, a balancing area or in the total
system has to be higher or equal than the required reserves.
Examples for different reserve requirements in balancing areas
as well as the total system are given further below in the case
study analysis.

In order to fulfil the reserve requirements the day-ahead
dispatch has to be changed, which is done by a redispatch of
the generating units. Two examples of such a redispatch are
explained shortly hereafter. Sketches of them are shown in Fig.
8 for the procurement of upward regulating resources and in
Fig. 9 for downward regulating resources. In these examples
unit 1 is the cheaper and unit 2 the more expensive one.
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(a) Before Procurement (b) After Procurement

Fig. 8. Upward regulating resource procurement

In the first case before the reserve procurement, as shown
in Fig. 8a, there are not sufficient upward regulating reserves
available. To fulfil the requirements unit 2 has to be started
up. Due to the minimum production capacity unit 2 has to
be started up at least to the minimum capacity resulting in
a decrease of production on unit 1, see fig. 8b. This results
in increased production costs due to the higher marginal
production costs of units 2 compared with unit 1 and additional
start up costs due to the start up of unit 2.
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Fig. 9. Downward regulating resource procurement

In the second case before the reserve procurement, as shown
in Fig. 9a there are not enough downward regulating resources
available. This periodically happens during off-peak periods,
where some of the dispatchable generating units are still in
operation and operate at minimum production capacity to
avoid additional shut down and start up costs. To procure
additional downward regulating reserves one of the units has to
be shut down, which here is unit 2, see Fig. 9b. This shut down
results in a increased production of unit 1 providing sufficient
regulating reserves. In this case the cost for procuring the
required resources contains the additional shut down costs for
unit 2 and an actual reduction of the production costs due to
lower marginal production costs of unit 1 compared with unit
2.

The redispatch for hydro units is defined by equation P’a:
with the production limitations in equation 4, where y,}zij
is the generation dispatch of the hydro unit after the reserve
procurement. The available regulating reserves provided by
. . —hyd hyd"”
hydro units for upward regulation are (yhy — yh’ywﬁ) and

hyd‘D

for downward regulation are (yh o ghyd

h

production capacity for hydro plants is defined as yzyd, which
normally is zero, but can be negative to represent pumping
capabilities of a hydro power plant.

The redispatch for thermal units is defined in equation 5.
Equation 6 to 10 are necessary in order to include the start up
costs of thermal power plants in a way to be solved in a linear
optimisation problem. A detailed description of the approach
can be found in [42]. Az, and A z!,  define relative
values of provided upward respectively downward regulating
reserves. In order to determine the provided reserves, those

values have to be multiplied by the free dispatchable capacity

of the actual thermal power plant (yg’}w — y;hw). Equation

9 defines the start up of a thermal power plan,t between the
PTUs (7 — 1) and 7. Equation 10 defines the whole problem
as a round-coupled problem, i.e. the units start up state at the
begin of a week are assumed also to be start up state at the end
of the week. Thus equations 9 and 10 result in the temporal
connection between the PTUs.

. A minimum

During the resource procurement a change of the transmis-
sion dispatch is not allowed. Thus the production balance in
each individual day-ahead area has to be kept, defined by
equation 2. In addition to the possible redispatch of thermal
and hydro units, rationing of demand and shut down of
scheduled production units is added in order to keep the linear
problem feasible. Rationing can be compared to anticipated
curtailment of demand in order to maintain the operational
security during peak periods. Shut down of lignite or other



base-load plants can be necessary during off-peak periods as
well.

The linear problem is solved for a whole week including all
of the 674 PTUs. The problem is defined to be deterministic,
assuming the generation dispatch, area prices and water values
to be known for the whole week.

The objective of the linear optimisation problem is the min-
imisation of the total redispatch cost. The objective function
for CF (y*) is defined by equation 1. In order to determine
the total costs, the marginal costs of redispatching a unit
are defined by equations 25 to 28. For the thermal units
these marginal redispatch costs are based on the marginal
production costs of the unit and the area price. They are
increased respectively decreased by 5%. For hydro units the
marginal redispatch costs are based on the water values and
the area price. An cost increase is only done for the thermal
units in order to reduce the procurement of regulating reserves
provided by them and subsitute it by reserves from hydro units
instead. Without such an increase the marginal units of both
types would have the same marginal costs after the day-ahead
market clearing, whereas it would not make a difference by
which units the regulating reserves are provided. However in
reality it is seen, that provision of regulating reserves from
hydro units is preferred. Thus the increase is a rough emulation
of the regulating reserve procurement behaviour in reality.

C. System Balancing

In the final step the system is balanced in real-time. As
electricity is not storable, the production and consumption of
energy has to be kept in balance during real-time operation
of the transmission grid, what is done by activating regulating
reserves. The activation of regulating reserves corresponds to
the acceptance of energy bids in the regulating power market.
In order to achieve the socio-economic best outcome, these
bids have to be activated in the order of their bid prices, taking
into account remaining transmission capacities after the day-
ahead market clearing.

A model of the system balancing is implemented as a linear
optimisation problem. The detailed formulation of the model
can be found in the appendix C. Input to the system balancing
model are the generation dispatch after the resource procure-
ment and results from the day-ahead market clearing, including
the transmission dispatch, area prices and water values. A
further input is the imbalance of the system. The system
imbalance consists of different parts like the load forecast
error, hour-to-hour production & consumption changes, un-
planned outages and the wind power production forecast error.
In the model the imbalance only includes a load forecast error
and a wind forecast error, which are represented by recorded
imbalance scenarios of 2008 for the Netherlands and Germany
[43] - [19] as well as recorded imbalance scenarios of 2007
for Norway and Sweden [48]. As there is a difference between
the PTU length in the UCTE and Nordel, the imbalances
of Nordel are conerted to a 15 minute resolution to have a
matching PTU length. The recorded imbalance scenarios are
only available for the whole control areas, however the system
balancing model is based on the individual 29 day-ahead areas

to include the available transmission capacities after day-ahead
market clearing. Thus the imbalances are distributed by a share
according to the ratio of total annual demand of the area
to total annual demand in the control area. This results into
imbalances for all the individual areas.

The aim of the system balancing is to equal electricity
production and consumption in each individual area, includ-
ing the exchange of electricity between the areas, taking
into account the real-time imbalances. The system balance
is defined by equation 16 for each area. Included are the
possible change in thermal power production, the possible
change of the transmission on the lines, the according change
of transmission losses, the possible change of hydro power
production, rationing of demand and shut down of production.
The overall sum of those has to equal the imbalance in the
according area consisting of the load forecast error and the
wind forecast error.

As mentioned previously, during system balancing the day-
ahead transmission dispatch can be changed. The actual real-
time transmission is defined in equation 18 with the according
transmission losses in equation 17. The predefined constants
6P € {0,1} define for each of the lines, if transmission is
allowed to be changed during system balancing. This gives the
possibility defining whether a line is available for exchanging
balancing energy or not, in order to be able to define different
regulating market integration levels.

The activated hydro regulating reserves are defined as
AT?/Z%?— A ly,}fj’i, which are determined in equations 19
for upward regulation and 20 for downward regulation re-
spectively. They have to be positive and less or equal to the

available reserve for each hydro unit.

The activated thermal regulating reserves are defined in
equations 21 to 24. Hereby it is d1st1ngu1shed between

spinning reserves ATyg Sor and Alyg &+ and non-spinning

reserves ATyg br and A lyg &.r, as explained previously.
Spinning reserves are the reserves available after the resource
procurement, as shown in Fig. 7. Non-spinning reserves equal
all further generation capacity of dispatchable thermal units.
Non-spinning reserves are shown in Fig. 7 likewise. Non-
spinning reserves are included in the system balancing model
to make all dispatchable thermal generation capacity available
for system balancing. The difference for the utilization of
spinning and non-spinning reserves is their activation price,
which is discussed further down below.

The system balancing’s objective is to minimize the socio-
economic costs of activating regulating reserves. The accord-
ing objective function for C5_ (") is stated in equation 15.
The linear problem is solved for each PTU individually as
there are no temporal dependencies defined, such as ramping
or the start up and stopping of units. In addition to the
activation of regulating reserves, rationing of demand and shut
down of production is defined in the system balancing as well.
These can be compared with curtailment of consumption or
the shut down of excess wind production during real-time
operation of the system.



D. Regulating reserve pricing

In order to estimate the cost for the real-time system bal-
ancing the regulating reserves have to be priced. As discussed
above in section IV there are only few researches done on
estimating or forecasting regulating prices, but none for the
determination of actual marginal costs of regulating reserves.
As the objective of the system balancing model is a socio-
economic optimal activation of regulating reserves, the prices
of the regulating reserves used in this paper are based on
the marginal production costs of the reserve providing units.
The determination of the regulating reserve prices can be
found in equations 29 to 34. These are very rough estimates
of marginal regulating reserve prices. For hydro units the
marginal regulating reserve prices are based on the water
value and the area price, being increased or decreased by 10%
for upward respectively downward regulating resources. For
spinning thermal units the marginal regulating reserve prices
are based on the marginal production costs of the regulating
reserve providing units and the area price, being increased
or decreased by 50% for upward respectively downward
regulating resources. The difference between the increase of
10% for hydro units and 50% for thermal units additionally
enforces the utilization of hydro regulating reserves instead of
thermal ones. To provide all dispatchable thermal capacity for
balancing the system in addition to spinning, reserves non-
spinning reserves are defined. There are no start up or mini-
mum production requirements on the non-spinning regulating
reserves, however these issues are included in the pricing of
the non-spinning regulating reserves. The inclusion is done
by adding or substracting related start up cost to respectively
from the marginal regulating reserve price. This increases the
prices quite substantially, which results into utilization of non-
spinning reserves in exceptional circumstances only.

Rationing is priced at 10000 EUR/MWh during resource
procurement as well as system balancing. The shut down of
other than dispatchable production is done at 0 EUR/MWh
also during resource procurement as well as system balancing.

VI. CASE STUDIES

To test the model and evaluate the possible benefit of the
integrating regulating markets several cases are defined. The
cases studied in this paper represent a step wise integration
of the northern European regulating markets, distinguishing
between a system wide exchange of regulating energy and a
system wide procurement of regulating resources.

As the basis for the cases studied, two different years are
chosen, a wet and a dry one. This refers to the inflow of the
Nordic hydro system. An overview of these years is given in
Table IV. It can be seen that there is a 40% difference in inflow
to the hydro system. Additionally there is 25% less wind power
production in the dry year. These differences impact on the
overall operation of the system, which is shown by the net
energy export to continental Europe during a wet year and the
net energy import from continental Europe during the dry year.
Further on it also has an impact on the day-ahead dispatched
production of the thermal generation in continental Europe
which is substanially higher in a dry year, probably resulting
in less available reserves.

TABLE IV
COMPARISON BASIS YEARS

Wet Dry

Storable & Non-storable Inflow (TWh) 244.5 | 146.1
Wind power production (TWh) 74.93 56.1

Net Exchange Nordel - UCTE (TWh) 8.46 -8.39
Production dispatchable thermal generators (TWh) | 287.5 | 319.6

For both years, different steps of regulating market in-
tegration are defined, reaching from the current state with
no integration up to full integration of regulating markets
including system wide regulating reserve procurement and the
system wide exchange of regulating resources. The different
cases are defined as follows:

a) Case I: is chosen to represent the current state of the
system before the integration of the single German regulating
markets, as described in section IV. Regulating reserves have
to be procured in each control area itself. There is no possi-
bility of exchanging regulating resources between Nordel and
UCTE, no exchange possibility between UCTE’s control areas,
but exchange possibility between the control areas in Nordel.

b) Case II: represents the state of the system after
integrating the regulating markets of all the four German
control areas as described in [29]. The model is the same as
in Case I except that the exchange of regulating resources is
allowed between the four German control areas.

c) Case III: represents the state of integration of balanc-
ing markets, when regulating resources can be exchanged in
system wide, but regulating reserve procurement still has to
be done in each single control area.

d) Case IV: allows the procurement of 25% of required
regulating reserves for each control area in its according
balancing area and the system wide exchange of regulating
resources.

e) Case V: additionally allows the system wide procure-
ment of 25% of the required regulating reserves for each
control area.

In this paper an amount of 25% of required regulating re-
serves to be procured outside the control area or the balancing
area respectively is chosen. As suggested by UCTE [49] and
included in its Policy [15] an amount of maximum 33% of the
required secondary reserves is allowed to be procured outside
the control area. A substantial share of the required reserves
are necessary to be procured in the control area to preserve
the operational security. As the model presented in this paper
there does not check for available transmission capacity during
the reserve procurement process yet, a lower share compared
to the UCTE requirements [15] is chosen.

VII. RESULTS

The common day-ahead market is run for 40 different inflow
and wind speed scenarios. A wet and a dry year are chosen as
the basis for the reserve procurement and the system balancing
for the previously defined cases. In this section the results of
those cases are presented and discussed.

Fig. 10 and Fig. 11 show the details of two chosen areas
being Southern Norway and the Amprion area respectively.



The plots show case V for the wet year. The 34944 PTUs for
a generic year of 364 days are plotted.

In the upper diagrams of both figures the prices in the areas
are depicted. The plotted prices are the real-time balancing
price, the day-ahead area price and for Southern Norway as it
is a hydro area the water value. For Southern Norway it can be
seen that the day-ahead area price lies around the water value.
The real-time balancing price is spread around the area price
in a certain band corresponding to the pricing method of the
reserves discussed previously. The real-time balancing price is
the marginal regulating reserve price of the marginal regulating
reserve activated. During summer prices drop down to nearly
zero. This happens due to excess inflow to the system and
due to low demand resulting in shut down of production, what
corresponds to spillage in the hydro system. In the Amprion
area, a thermal area, the day-ahead area price and the real-
time balancing price are plotted. Likewise in the hydro area
the balancing prices are spread around the area prices in a
certain band according to the previous regulating reserve price
definition. As already discussed for the results of the day-
ahead market clearing, it can be seen that the variation of
prices during a short period is much higher in the thermal
area than in the hydro area. This also results into a higher
variation of balancing prices in the thermal area. The drop
of prices during summer is not observed in the thermal area.
However during the last weeks and the first week of the year
a drop of prices can be spotted. Reason for this price drop is
the low demand during Christmas holidays. Further on there
are some spikes in the balancing prices. These are the times
when activation of non-spinning reserves occurs.
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Fig. 10. Result Southern Norway, Case V, Wet Year

In the lower diagrams in Fig. 10 and Fig. 11 operational
values of the areas are shown. These area the imbalance
in the area, the available spinning upward and downward
regulating reserves and the actual activated regulating reserves
in the area. In the Amprion area additionally the non-spinning
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Fig. 11. Result Amprion, Case V, Wet Year

regulating reserves are plotted. As all the hydro power plants
can provide regulating reserves, there is an high amount of
regulating reserves available in Southern Norway, which shows
the good regulating reserve providing capabilities of the hydro
system. The actual system imbalance in Southern Norway is
much less than the activated regulating reserves in this areas
indicating the export of regulating resources. In the Amprion
area the situation of regulating reserves is much tighter. Not
only spinning upward reserves are quite low and just according
to the required volume. Also the availability of downward
regulating reserves is quite low periodically, especially during
low load periods, as can be seen during the late summer and
during the Christmas time. Looking at the relation between
the imbalance and the actual activated regulating reserves, it
can be seen that the actual imbalance is higher. This indicates
the import of regulating resources from other areas.

Fig. 12 shows the difference between the day-ahead trans-
mission dispatch and the actual transmission after the system
balancing including the exchange of regulating reserves. The
transmission depicted is the aggregated exchange between
the Nordic system and northern continental Europe, which
includes the West Denmark-Germany interconnection and the
NorNed, Baltic and Kontek HVDC-cables. Shown are the
transmission duration curves for the wet and the dry year. It
can be seen that the duration curves before and after system
balancing are approximately the same, what shows that the
total exchange of energy is nearly constant. The effect of
balancing the system is a smoothing of the duration curves and
a reduction of the times where the exchange is at minimum
or maximum. This indicates the capability of the cables to
exchange regulating reserves. Further on the plots shown in
Fig. 12a for the wet year and in Fig. 12b for the dry year
show a small shift of the duration curve after system balancing
compared to the day-ahead dispatch. The right shift in Fig.
12a indicates a net export of regulating energy from the



TABLE V
RESERVE PROCUREMENT AND SYSTEM BALANCING RESULTS IN A WET AND A DRY YEAR

Reserve procurement System balancing
Cost | Rationing | Shut down | Redispatch Cost Upward Downward Net Gross Rationing | Shut down
Year | Case regulating | regulating | exchange | exchange
M€ GWh GWh GWh M€ GWh GWh GWh GWh GWh GWh
v 49,81 0,015 56,62 2736 62,00 3185 -3327 348 2200 0 0,681
v 70,71 0,015 80,27 3900 60,98 3185 -3327 353 2197 0 0,344
wet I 91,92 0,555 167,7 4140 60,22 3185 -3328 354 2194 0 0,119
I 91,92 0,555 167,7 4140 96,00 3991 -4116 0 0 0 0,131
I 91,92 0,555 167,7 4140 180,7 5865 -5990 0 0 0,036 18,63
\% 88,12 3,225 14,28 3062 74,58 3284 -3418 -912,7 1962,6 0 0,121
v 110,8 3,225 21,67 4269 74,10 3284 -3419 -903,6 1956,9 0 0
dry I 436,1 34,22 50,10 4435 73,69 3284 -3419 -901,7 1956,5 0 0
I 436,1 34,22 50,10 4435 1135 3946 -4054 0 0 0,036 0
I 436,1 34,22 50,10 4435 206,9 5829 -5936 0 0 0,325 12,68

Nordic system, which corresponds to a net export of upward
regulation in the wet year. In the dry year there is a left shift,
indicating a contrarily behaviour in a dry year.

Day-ahead dispatch
After system balancing
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Fig. 12. Duration curve transmission dispatch Nordel-UCTE

In Fig. 13 the difference between the day-ahead trans-
mission dispatch and the actual transmission after system
balancing is depicted. As above this is done for the aggregated
exchange between the Nordic system and northern continental
Europe. This difference can be interpreted as the exchanged
regulating resources. During the dry year shown in Fig. 13b
there is an exchange of regulating resources between 2.5 GW
of upward regulation to -2 GW of downward regulation during
the whole year with no significant differences between the
seasons. In the wet year shown in Fig. 13a the exchange of
regulating resources is between about 3 GW of upward regu-
lation and -2 GW of downward regulation. In this case there
is significant difference between the season. During summer
there is mostly no export of upward regulating resources. Due
to the high inflow to the reservoirs, the day-ahead prices in
Southern Norway, as depicted in Fig. 10, as well as all the
Nordic system drop to nearly zero. Thus there is already full
export to northern continental Europe during the day-ahead
dispatch. This results in no available transmission capacity for
an additional export of upward regulating energy during the
whole summer of this wet year.

Table V shows a summary of all the above described cases.
The results are divided into the reserve procurement and the

2000 4000 6000 8000 b 2000 4000 6000 8000
hours hours
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Fig. 13. Regulating resource exchange Nordel-UCTE

system balancing. The results for reserve procurement for case
I to IIT are equal as the procedure of reserve procurement is
the same here. Comparing them to case IV there is a decrease
in the necessary redispatched energy of about 165 GWh in
dry year and 240 GWh in the wet year which comes with a
significant reduction of the procurement costs. The difference
between these both cases is the ability to procure parts of the
required regulating reserves in the balancing areas, which a
control area is situated in, instead of procuring all required
regulating reserves in the control area. The main reduction
of redispatched energy is achieved in Germany. This step
can be compared with the recent integration of the German
control areas. In [32] and [29] the savings due to German
wide procurement are estimated to be around 100M<€, which is
much more than calculated by this model with approximately
20M<€ per year for the wet year. In a dry year the procurement
cost are significantly higher. The reason for this is the drastic
increase of rationing during the resource procurement resulting
in a huge share of the procurement costs.

With the implementation of a system wide possibility of re-
source procurement the redispatched energy can be decreased
additionally by approximately 30% in the wet as well as the
dry year. With this further reduction of redispatching energy
comes a further reduction of the procurement costs, which
are comparable with the previous step, being about 20M<€ per
year.




Analysing the rationing and shut down during the reserve
procurement, a difference can be seen between a wet and a
dry year. Rationing during reserve procurement happens in a
case when there already is high load near to the total installed
generation capacity. Then even when taking into account all
available generation capacity, there are not enough reserves
available. In order to fulfil the reserve requirements parts of
the load have to be curtailed, which happens at a high price.

Rationing is no big issue in a wet year as there are sufficient
generation resources. There is significant rationing in dry years
though. The rationing only occurs in the northern continental
European areas even though its reason the difference in inflow
occurs in the Nordic areas. The higher rationing is caused
by a export of energy from continental Europe to the Nordic
system on average in the dry year. This results in a higher
utilization of the dispatchable thermal generation capacity in
northern continental Europe. Thus less reserve resources are
available in the northern continental European areas. With a
system wide reserve procurement the rationing can be decrease
significantly.

In reality, the TSO comes in a quite difficult position if
a choice must be made between operation with insufficient
reserves and rationing of demand or load shedding. In theory,
from an economic point of view, the amount of reserves should
be chosen such that the marginal cost of the reserves equals the
expected marginal outage costs. So if the amount of reserves is
optimal with a reserve cost of 50 to 100€/MWh, this amount
should obviously be reduces if the cost suddenly increases to
10000€/MWh, indicating that load shedding should not be
used to avoid marginal violations of the reserve requirement.
In practice, reserve requirements are based on more technical
criteria, which are treated as absolute constraints. The ultimate
consequence of this is, that load shedding is necessary if there
is no other way to satisfy these constraints, and this is the
approach taken in the model.

At the shut down during the reserve procurement production
of base load power plants like nuclear or lignite is decreased,
which is covered by starting up more expensive ones like hard
coal. It is done as nuclear and lignite power plants cannot
provide reserve resources, but dispatchable power plants are
needed to provide the required resources. This applies for
upward as well as downward regulating resources. The shut
down is only done in northern continental Europe too. It is
higher during a wet year, when there is net import of energy
to northern continental Europe. A reduction by about 30% can
be achieved by a system wide reserve procurement.

Analysing the difference between the studied cases in the
system balancing, the main difference occurs between cases
I-III. This corresponds to the different steps of exchanging
regulating energy. In case I exchange of regulating energy
between the German control areas is not allowed whereas this
is allowed in case II. This results in a significant decrease
of balancing costs by approximately 50% and a reduction
of the activated regulating resources by approximately 30%.
The reduction of reserves being activated is the result of
netting the imbalances of the different areas. The reduction
of the balancing costs includes the activation of cheaper
regulating resources and the previously mentioned overall

lower activation of regulating resources. The step from case |
to case II can also be compared to the recent integration of the
German regulating power markets. In [33] and [29] according
savings of 100M<€ are estimated, which are comparable with
the savings calculated by this model. In case III exchange
of regulating energy in the whole system is allowed. With
that comes a further reduction of the balancing costs and
the activated regulting resources. Netting of the total system
imbalances results in reduction of activated regulating reserves
by approximately 20%. The balancing costs can be reduced
further by 30%. Looking on the exchange of regulating re-
sources between the Nordic system and northern continental
Europe it can be seen that in an integrated regulating market
30% of the regulating resources are imported to continental
Europe. The net exchange of regulating resources depends if
it is a wet or dry year, being positive in a wet year, which
corresponds to a net export of upward regulating resources.
In a dry year the net export is negative. Between cases III-
V there are no significant differences which shows that the
different methods of reserve procurement do not affect the
system balancing.

Due to the procurement of reserve there mostly are enough
regulating reserves available in the system. Regarding ra-
tioning, it only occurs in the case when there is no exchange of
regulating energy allowed between the German control areas
during the wet year. During the dry year there also is some
rationing in the second case, what happens due to the tighter
generation situation. By exchanging regulating energy in the
total system rationing can be prevented completely. The shut
down of production during real-time system balancing happens
more often than rationing. It can be seen that the amount of
shut down production can also be decreased significantly by
exchanging regulating energy in the total system.

The above presented results are in accordance with estimates
of Frontier Economics, which estimated in their 2009 study
[50] a possible additional socio-economic benefit of 5.4M€
to 15.9M<€ per year in the trade of balancing services by
the reservation of SOMW of exchange capacity, taking prices
of France the UK, Germany and the Netherlands as a basis.
Likewise A. Abbasy et al. in [9] estimated an additional socio-
economic benefit of exchanging balancing services between
northern continental Europe and the Nordic system at about
80ME.

VIII. CONCLUSION

In this paper a model is developed which can represent an
integrated northern European regulating market, being based
on a common northern European day-ahead market clearing.
It arises that in the Nordic system ample regulating reserves
are normally available, due to the good regulating capability
of the hydro power production, which constitutes a high
share of power production in the Nordic system. Due to the
characteristics of the thermal-based system in the northern
continental European area it is necessary to procure upward
as well as downward regulating resources. In this paper it is
suggested to procure parts of the required regulating reserves
in the Nordic system and exchange regulating resources system



wide taking into account available transmission capacity from
the day-ahead market.

With different defined cases a stepwise integration of the
northern European regulating markets is studied. A compar-
ison with the recent integration of the German regulating
markets is done to test the model’s consistency. It is shown
that by procuring reserves in the system wide the necessary
redispatch can be reduced 30%, what indicates that there are
ample regulating reserve available in the Nordic system. The
activation of regulating reserves can be reduced by 20% due to
netting of the imbalances in the system. Further on one third
of the activated regulating resources is exchanged between the
Nordic system and the northern continental European system.

The socio-economic benefit of procuring regulating reserves
system wide and exchanging regulating resources depends on
the costs of the regulating reserves. In this paper the costs of
regulating reserves are rough estimates, comparing the results
with the recent integration of the German regulating markets
[29] shows consistency though. The reduction of operation
costs is therefore tentative, however it is shown that there
are good possibilities of exchanging regulating resources and
estimating their amount.

The installation of further intermittent generation capacity
like wind power production results in an increased necessity
for regulating reserves. As shown in this paper the Nordic,
especially the Norwegian hydro based electricity production
can provide parts of these regulating reserves. In order to
exchange regulating resources between the Nordic countries
and continental Europe an integrated regulating market is
needed. Modelling such an integrated regulating market, which
is based on a common day-ahead market clearing, shows
that there is a possible socio-economic benefit in exchanging
regulating resources.

APPENDIX

A. Notation

The notation used throughout the paper is stated below.

a) Indicators:

* Day-ahead market
P Resource procurement
B System balancing
Upward / downward
Maximum / minimum

171
-

b) Sets and indexes:

a € A Single areas defined in EMPS

k€ K  Control areas

be B  Balancing areas

h € H Hydro plants with H,, H}, being subsets of hydro
plants situated in areas a or k respectively

g € G Thermal plants with G,, G being subsets of
thermal plants situated in areas a or k respectively

lel Transmission lines with L!°, L being subsets
of lines transmitting to and from the area a

weW Weeks

7 €T  Quarter hours during a week

c) Functions:
Co ()
i (")

Cost function of reserve procurement
Cost function of system balancing

d) Water values and area prices:

Vg,w»> Pa,w  Water value and day-ahead price in each area

e) Thermal generation:
yih Day-ahead dispatch of ther-
mal plants
Redispatch of thermal plants
during resource procurement

th? th® th?
Ygrwrr D1Ygiwr BlYgior

B B
ATy;%,T, A ly;},bj;,T Secondary up- and downward
regulating of thermal plants
in real-time balancing
A th? th? .

1Yg, 75 Aygd - Tertiary up- and downward
regulating of thermal plants
in real-time balancing
Maximum and minimum gen-

?th yth
9w Jg : :
eration capacity of thermal

plants
cih, sth Marginal cost and start up
cost of thermal plants
Tcg?:ﬁ, lcy’fﬁ, Zfﬁ Marginal redispatch cost and

starting cost of thermal plants
in resource procurement



thZ thB

1Cg,,7m> |CqT Marginal up- and downward
regulating costs of thermal
plants for secondary reserve

th? th? .
1Cq.b,rs | CgloT Marginal up- and downward

regulating costs of thermal
plants for tertiary reserve
Per unit start up and per unit
up- and downward provision
of thermal plants

xth ATxth

g,w,T? g,w,T?

Alxth

g,w,T

f) Hydro generation:

hyd*
h,w,T

Day-ahead dispatch of hydro
plants

Redispatch of hydro plants
during resource procurement

hyd® hyd?
yh w,T? ATyh w,T? Alyh W, T

ATny{fj, A lyZ;”j’Ji Up- and downward regulat-
ing of hydro plants in real-

time balancing

@Zyd, yhyd Maximum and minimum
production of hydro plants
hyd? hyd?  ¢pP . .
1Chwrs 1Chwrs Sguwr Marginal redispatch cost of
hydro plants
B P B .
e Zyj T o Marginal up- and downward

regulating costs of hydro
plants

g) Transmission lines:

1 wr> ti, . Day-ahead dispatch and real-time transmis-
o o sion of lines
t, 4, Maximum and minimum transmission limits
a, 6P Linear losses and availability in balancing of
transmission lines
LT dﬁw’r Transmission losses in day-ahead dispatch

and real-time transmission

h) Rationing shutdown:

rat? rat?

Yaw,r> Yac,~ Rationing during reserve procurement and

in real-time balancing
Generation shutdown during reserve pro-
curement and real-time balancing

ya,w,'r’ ya,w,‘r

i) Resource requirements:

Ff , sz Up- and downward reserve requirements in each
control area

TP, rP  Up- and downward reserve requirements in each
balancing area

7L, T Up- and downward reserve requirements in the

total system

J) Regulating demand:
Demand forecast and wind forecast error
in each area

€a,w,m> Wa,w,r

Following the models for the reserve procurement and
the system balancing are described in detail.

B. Resource procurement
k) Objective function:
Yw e W:

Cf ) =mind SIS (awztl

T7€T LacA

§ : th th? th
+ (ATyg,w,T C 1Cq,0, 7 T Alyg,w,f :
geG

hydP
+ Z (ATyh:yw,‘r !
heH
) Constraints:

-10000 — Ayzh, T)

thP th’
1eqw,r t Sgw,r 0

hydP
h,w,T

hyd

hydP
Thw‘r_Aly 'lhw‘r)

Vaoe A,weW,7eT:
hyd? hyd?
Z (ATyg,w T Alyg,w T) + Z (ATyhiJ’T - Alyh’ywﬁ)
9€G, h€H, (@)
+ATy£l,lu€,‘r - ATya w, T — 0

Vhe H weW,T7eT:

hyd hyd* h,ydP hydP
th'r _thT—‘rATthT _Alyh,w,'r )
hyd® —hyd
vt <y¥l <7 “

Vge G, weW, TeT:

nt nt nt

yf; w, T = yg,u) T + ATyf],w,T - Aly;,w,r (5)
th? th —th
yg,w‘r :ngw ng+Alxg,w-r : (yg, yg w) (6)
A i]}}w -+ Alxq,w r < :Ef;hw <1 O]
P
st >0 ®)
Vge G,weW, reT/{1l}
r h h h

Z,w T 2 sfy : (xf;,m,‘r - zw T— 1) (9)

Vge G, weW:

P
sth > gth . (:pth

g,w‘r = °g g,w,l1 (10)

th
- mg,w,mam(T))

Vke K,we W, TteT:

_ _hyd  hyd
e < Z AT%W-( v —gghw) + Z (yhy hyw) an
9€Gy heH),
_ hyd
g < Z Argloy (Z!Z}L —yZ’L) + Z (yhyw . jyd) (12)
9€Gy heHy,
YweW, TeT:
—th h _hyd  hyd
Ty At (T -y )+ Y (B ) s
geG heH
T < ZA 2t gith _yth ) 4 Z hyd® hyd (14)
1w \Ygw ~ Y. Yhowr ~ Y
geG heH



C. System balancing
m) Objective function:

YoeW,reT:

CE (v) =mind S (suetl-

10000 — Aygh, T)

T7€T LacA
thB thB thB thB
+ E (AT?/g,SJ © 1Cg, &, — Alygfws,f ’ lcgb,f
geG (15)
thB thB thB thB
+A1Yg,b,r ¢ 1Cq,5,r — AlyYgd,r 1€, T)
2 : hydB hydB hydB hydB
+ (ATyh,w,T ' Tch w,T Alyh,w,‘r ’ lch w,T
heH
n) Constraints:
Vaece A,weW, TteT:
thB thB thB thB
§ (ATygyuSuT —Aygs,r T ArYgdr — Ayga, T)
9gE€Ga
B B
Y (e —tiur) = D (o —tius)
tenfr leLle
1 B Z hyd® hydB
+5 § (dl,w,f l ,w T (ATyh w,T Alyh,wﬁ
tenfrurte h€Hq

B B
rat sh _ = ~
+ATya,w,T - ATya,u,T = €a,w,r T Wa,w,r

(16)
VieL weW,TeT:
dlw7—|tlw7'al| (17)
4 <t <t fors =1
B . B as)
tl,w,r = tl,w,T’ for 6l =
Vhe H weW,7eT:
hyd® _ _hyd hyd®
0< ATyh:yw,‘r < yhy - h,yw,T 19
hyd®P hyd? hyd
0< Ay, <yt —yY (20)
VgeG,weW, TeT:
—th h
0 < ATyg,u T S Ang w,T " (y;,w —Qz’w) (21)
—th h
0< Alyg,u T A (yfw —g;w) (22
0< A <gth —Azth L (gth — 23)
S AYgw,r S Yg0 yg,w T 12g,w,m " \Ygw Eg w
thtB —th
0<Aygi,r < yg,w T Alzg,u.: 7\ Yg,w 7£g w 24
D. Reserve pricing
0) Resource procurement:
Va€e A,he€ Hy, we W, T7€T:
1€ Zij = maxr ('Ua,vaa,w,r) (25)
179" — min (va . pagw ) (26)
Vace A, geEGe,weW, TeT:
P
e ;}fw + = maz (ctgh,p,lwﬂ—) -1.05 27)
P
(et = min (cgh,pa,u,T) /1.05 (28)

p) System Balancing:

Vac€ A,he€ Hy, we W, T7€T:

hyd

1Ch,w,r — Mar ('Ua,wzpa,w,f) -1.1 (29)
hyd .
1€y = N (Va,ws Pa,w,r) /1.1 (30)
Vae A g€EGg,weW, T7€T:
thB
1Cq,5,r = Max (czh,paw,-,—) -1.5 31
thB )
1Cg,5,r = min (cgh,pa,wﬂ—) /1.5 (32)
th
thB s
tegibr = maz (¢ paw.r) - i (33)
Zg,w
th
thB . s
1Cg,&,7 = min (czh,pa,wﬂ—) /1.5 — —tqh (34)
Y90
ACKNOWLEDGMENT

The authors would like to thank for the comments received
from and the discussions done with Steve Voller and Hos-
sein Farahmand. The conclusions and remaining errors are
the authors’ responsibility. The present work is done within
the project “Balancing Management in Multinational Power
Markets”, financed by the Norwegian Research Council, the
Next Generation Infrastructure Foundation in the Netherlands,
the Norwegian and Dutch TSOs and several further project
partners.

REFERENCES

[1] European Wind Energy Association, “Integrating wind - developing
europe’s power market for the large-scale integration of wind power,”
Report, 2009. [Online]. Available: http://www.trade-wind.eu/

[2] L. Meeus and R. Belmans, “Electricity market integration in europe,”
Revue E, vol. 124, Issue 1, 2008.

[3] KU Leuven and Tractebel Engineering Suez, “Study of the interactions
and dependencies of balancing markets, intraday trade and automatically
activated reserves,” Report, 2008.

[4] S. Fleten and E. Pettersen, “Constructing bidding curves for a price-
taking retailer in the Norwegian electricity market,” IEEE Transaction
on Power Systems, vol. 20, Issue 2, pp. 701-708, May 2005.

[5] M. Olsson and L. Soder, “Modelling real-time balancing power market
prices using combined SARIMA and Markov processes,” IEEE Trans-
action on Power Systems, vol. 23, Issue 2, pp. 443—450, May 2008.

[6] S. Jaehnert, H. Farahmand, and G. Doorman, “Modelling prices using
the volume in the norwegian regulating power market,” in Proc. [EEE
PowerTech Conference, Bucharest, 2009.

[7]1 S. Just and C. Weber, “Pricing of reserves: Valuing system reserve
capacity against spot prices in electricity markets,” Energy Economics,
vol. 30, pp. 3198-3221, 2008.

[8] H. Farahmand, K. Ravnaas, and G. Doorman, “Optimal wind farm bids
under different balancing market arrangements,” in Proc. PMAPS 2010,
Singapore, 2010.

[9]1 A. Abbasy, R. van der Veen, and R. Hakvoort, “Effect of integrating
regulating power markets of northern europe on total balancing costs,”
in Proc. IEEE PowerTech Conference, Bucharest, 2009.

[10] Nordel. Annual Statistics. [Online]. Available: http://www.entsoe.eu/
index.php?id=65

[11] ENTSO-E. Statistical yearbook - regional group continental europe
(former ucte)ucte:stat. [Online]. Available: http://www.entsoe.eu/index.
php?id=55

[12] Eurostat. Main tables. [Online]. Available: http://epp.eurostat.ec.europa.
eu/portal/page/portal/energy/data/main_tables

[13] AG Energiebilanzen e.V, “Energieverbrauch in Deutschalnd im
Jahr 2008,” Report, Berlin, Germany, 2009. [Online]. Available:
http://www.ag-energiebilanzen.de/viewpage.php?idpage=139



[14]

[15]

[16]

(17]

[18]

[19]
[20]
[21]
[22]

[23]

[24]
[25]
[26]
[27]

(28]

[29]

[30]

[31]

[32]

[33]

[34]

[35]

[36]

(37]

[38]

[39]

[40]

IEA, “IEA Wind Energy Annual Report 2008,” Report, 2008. [Online].
Available: http://www.ieawind.org/AnnualReports_PDF/2008.html
UCTE. (2009) Operational handbook, pl - policy 1. [Online]. Avail-
able: http://www.entsoe.eu/fileadmin/user_upload/_library/publications/
ce/oh/Policy _final.pdf

Nordel. (2006) System Operation Agreement. [Online]. Available:
http://www.entsoe.eu/index.php?id=63

Y. Rebours and D. Kirschen, “A survey of definitions and specifications
of reserve services,” Report, University of Manchester, 2005.
[Online]. Available: http://www.umist.ac.uk/departments/meee/research/
Publications/uom-survey_reserve_services_2005.pdf

R. van der Veen, O. G. G. Doorman, A. Abbasy, R. Hakvoort, F. Nobel,
and D. Klaar, “Harmonization and integration of national balancing
markets in europe - regulatory challanges,” in Proc. of Cigre, 2010.
TenneT TSO B.V. Operational management. [Online]. Available: http:
/Iwww.tennet.org/english/operational_management/export_data.aspx
Amprion, EnBW TNG, transpower, VE-T. Internetplattform zur Vergabe
Regelleistung. [Online]. Available: http://www.regelleistung.net
Statnett SF. Balansetjenester. [Online]. Available: http://www.statnett.
no/no/Kraftsystemet/Hva-er-balansetjenester/

Nordel, “Description of balance regulation in the nordic countries,”
Report, March 2008.

APX-Endex, Belpex, EPEX Spot, GME, Nord Pool Spot, and
OMEL. (2010) Cooperation of 6 Power Exchanges on European
Price Coupling Solution. Press release. [Online]. Available:
http://www.nordpoolspot.com/Market_Information/Exchange-
information/No-212010-NPS---Cooperation-of-6-Power-Exchanges-
on-European-Price-Coupling-Solution/

ETSO, “Balance harmonisation and integration. 4th report,” Report,
January 2007. [Online]. Available: http://www.etso-net.org

Nordel, “Harmonisation of balance regulation in the nordic countries,”
Report, December 2008.

Eurelectric, “Towards market integration of reserves & balancing mar-
kets,” Position Paper, July 2008.

ERGEG, “Revised ERGEG Guidelines of Good Practice for Electricity
Balancing Markets Integration,” Report, September 2009.
Wissenschaftlicher Arbeitskreis fiir Regulierungsfragen bei der Bun-
desnetzagentur. (2008) Konstitution einer nationalen Netzgesellschaft
zur bertragung von Elektrizitdt - Stellungnahme. [Online]. Available:
http://www.bundesnetzagentur.de/media/archive/15669.pdf

TU Dortmund and E-Bridge Consulting GmbH, “Wis-
senschaftliches Gutachten: Optimierung der Ausregelung von
Leistungsungleichgewichten,” 2009. [Online].  Available: http:

/Iwww.bundesnetzagentur.de/media/archive/17278.pdf

Frontier Economics and Consentec, “Benefits and practical steps towards
the integration of intraday electricity markets and balancing mecha-
nisms,” Report, December 2005, prepared for the European Comission.
RTE and N. Grid, “The fr-uk-ie regional initiative proposal for the
introduction of cross border tso balancing procurement,” Report, 2008.
H.-J. Haubrich and Consentec, “Gutachten zur Hoéhe des
Regelenergiebedarfs,” 2008. [Online].  Available:  http://www.
bundesnetzagentur.de/media/archive/15435.pdf

Lichtblick, “Untersuchung des Einsparpotenzials bei der regelzo-
neniibergreifenden Saldierung,” 2008. [Online]. Available: http://www.
lichtblick.de/ufile/080414_LBD-Regelzonengutachten.pdf(19.03.10)
Bundesnetzagentur.  (2010)  Netzregelverbund  fuer  deutsche
Stromnetze. Press release. [Online]. Available: http://www.
bundesnetzagentur.de/enid/9b6a4022adb92a8dbae9e39884e7902a,0/
Presse/Pressemitteilungen_d2.html#19262

P. Meibom, H. Larsen, R. Barth, H. Brand, C. Weber, and O. Voll,
“Wilmar joint market model documentation,” Report, January 2006.

0. Wolfgang, A. Haugstad, B. Mo, A. Gjelsvik, I. Wangensteen, and
G. Doorman, “Hydro reservoir handling before and after deregulation,”
Energy, vol. 34, pp. 1642-1651, 2009.

Amprion, EnBW TNG, transpower, VE-T, “Regionenmodell 2009,”
2009. [Online]. Available: http://www.vattenfall.de/cps/rde/xbcr/trm_de/
090901_Regionenmodell_Stromtransport_2009.pdf

——, “Regionenmodell  2013,” 2009. [Online].  Available:
http://www.vattenfall.de/cps/rde/xber/trm_de/090901_Regionenmodell_
Stromtransport_2013.pdf

DEWI, E.On Netz, EWI, RWE Transportnetz Strom, VE Transmission,
“Energiewirtschaftliche Planung fiir die Netzintegration von Winden-
ergie in Deutschland an Land und Offshoe bis zum Jahr 2020,” Report,
February 2005, prepared for Deutsche Energie-Agentur GmbH (dena).
UCTE. (2004) Operation Handbook, Appendix 2. [Online]. Available:
http://www.entsoe.eu/resources/publications/ce/oh/

[41]

[42]

[43]

[44]

[45]

[46]
(471
(48]
[49]

[50]

NordPool. The nordic power market. Available:
/Iwww.nordpoolspot.com/PowerMaket/

G. Warland, A. Haugstad, and E. S. Huse, “Including thermal unit
start-up costs in a long-term hydro-thermal scheduling model,” in Proc.
PSCC, Glasgow, 2008.

Vattenfall Europe Transmission GmbH. Netzkennzahlen. [On-
line]. Available: http://www.vattenfall.de/cps/rde/xchg/trm_de/hs.xsl/
Netzkennzahlen.htm

Amprion GmbH. Netzkennzahlen. [Online]. Available: http://www.
amprion.de/netzkennzahlen

transpower  stromiibertragungs GmbH. Netzkennzahlen. [On-
line]. Available: http://www.transpower.de/pages/tso_de/Transparenz/
Veroeffentlichungen/Netzkennzahlen/Uebersicht/index.htm

EnBW Transportnetze AG. Netzkennzahlen. [Online]. Available: http:
/Iwww.enbw.com/content/de/netznutzer/strom/netzkennzahlen/index.jsp
EnTSO-E. etsovista. [Online]. Available: https://www.etsovista.org/
default.aspx

NordPool. Power system data. [Online]. Available: http://www.nordpool.
com/asa

UCTE, “Ad hoc group geographical distribution of reserves,” Report,
July 2005, v1.0.

Frontier Economics, “The economic welfare impacts of reserving inter-
connector capacity for trade in balancing products,” Report, September
20009.

[Online]. http:

BIOGRAPHIES

Stefan Jaehnert was born in Germany in 1981. He received his M.Sc. degree
in electrical engineering in 2007 from Chemnitz University of Technology.
He is currently pursuing the Ph.D. degree at Department of Electric Power
Engineering, Norwegian University of Science and Technology (NTNU),
Trondheim, Norway. His area of research interest is the integration and
operation of multinational balancing markets.

Gerard L. Doorman (M’99) received the M.Sc. degree in electrical engineer-
ing from the Norwegian Institute of Technology (NTH), Trondheim, Norway,
in 1981 and the Ph.D. degree from the Norwegian University of Science
and Technology (NTNU, formerly NTH) in 2000. He started his career as a
research scientist at EFI. Later, he worked with a power company with hydro
power optimization and as a consultant, among others, with demand-side
management. From 1992, he was with SINTEF Energy Research, Trondheim,
working with hydro power optimization and deregulation issues. Presently, he
is a Professor in electric power systems at NTNU.



