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Abstract

The increasing share of renewable energy will significantly challenge the stability and reliability of power
systems as balancing generation and consumption becomes more difficult. As a result, there is a growing
interest in exploiting the demand-side flexibility to mitigate imbalances in the grid, and in particular, the
use of residential flexibility services procured through an aggregator. Since participating in a flexibility
program can cause inconvenience for the end-users, the aggregator needs to provide financial incentives
to encourage them to participate. It is therefore necessary to establish an allocation algorithm that en-
sures user preferences and technical constraints, as well as a pricing mechanism that is considered fair
to both the aggregator and end-users for residential flexibility to be realized. This thesis investigates the
allocation feasibility and economic viability of residential flexibility from the perspective of an aggrega-
tor, assuming that the buyer of flexibility is a Balance Responsible Party (BRP).

A method is proposed for the optimal allocation of residential flexibility sources from a portfolio of bat-
teries, curtailable, regulatable, and shiftable loads in response to a flexibility request, which takes into
account user preferences and technical constraints. Then, a novel pricing mechanism with three different
pricing strategies is developed to find a price range within defined bounds that ensures a profit for both
the aggregator and the end-users. The strategies are used to test and analyze the profitability for an ag-
gregator and end-users. Strategy 1 assumes uniform prices bounded by existing power market prices in
each quarter of the day. The same is assumed for Strategy 2, but with individual prices for each source.
Strategy 3 assumes uniform prices for all sources bounded by heuristically determined fixed bounds of 0
NOK/kWh and 100 NOK/kWh in each quarter of the day.

An optimal schedule is determined for each day of the week, and the results show that shiftable sources
and batteries provide the most flexibility but benefit the least. This suggests that it is fairer to differentiate
flexibility prices for each source type. A feasible price range is found to exist only for three days of the
simulated week with Strategies 1 and 2 but found to exist for all seven days with Strategy 3. The results
show that the aggregator’s profit increases when individual prices are allowed compared to uniform
prices, and it increases further when prices are constrained by fixed values independent of existing power
market prices. In conclusion, this thesis shows that bounding the flexibility prices based on the existing
power market prices is profitable for both the aggregator and end-users. However, future research on the
pricing of residential flexibility services should incorporate measures of fairness and explore how prices
can be set based on additional parameters, taking into account social and behavioural aspects.







Sammendrag

Den gkende andelen fornybar produksjon vil utfordre kraftsystemenes stabilitet og palitelighet, ettersom
balansering av produksjon og forbruk blir vanskeligere. Som et resultat er det en gkende interesse for
a utnytte etterspgrselssiden for a redusere ubalanser i nettet, og serlig for bruk av fleksibilitetstjenester
i boliger som tilbys gjennom en aggregator. Siden deltakelse i et fleksibilitetsprogram kan forarsake
ulempe for sluttbrukerne, ma aggregatoren gi gkonomiske insentiver for & oppmuntre dem til a delta.
Det er derfor ngdvendig a etablere en allokeringsalgoritme som sikrer brukerpreferanser og tekniske be-
grensninger, samt en prismekanisme som anses som rettferdig for bade aggregator og sluttbrukere for at
forbrukerfleksibilitet skal bli realisert. Denne avhandlingen undersgker allokeringsgyldigheten og den
gkonomiske levedyktigheten til forbrukerfleksibilitet fra en aggregator’s perspektiv, forutsatt at kjgperen
av fleksibilitet er en balanseansvarlig part (BRP).

Det foreslas en metode for optimal tildeling av forbrukerfleksibilitetskilder fra en portefglje av batterier,
reduserbare, regulerbare og skiftbare laster i respons pa en fleksibilitetsforespgrsel som tar hensyn til
brukerpreferanser og tekniske begrensninger. Deretter utvikles en ny prismekanisme med tre forskjellige
prisstrategier for a finne en prisrekkevidde innenfor definerte rammer som sikrer fortjeneste for bade
aggregatoren og sluttbrukerne. Strategiene er brukt for a teste lgnnsomheten til aggregatoren og slut-
tbrukerne. Strategi 1 forutsetter uniforme priser for alle kilder begrenset av eksisterende kraftmarked-
spriser i hvert kvarter av dagen. Det samme antas for strategi 2, men med individuelle priser for hver
kilde. Strategi 3 forutsetter uniforme priser for alle kilder begrenset av heuristisk bestemte grenser pa 0
NOK/kWh og 100 NOK/kWh i hvert kvarter av dagen.

En optimal tidsplan er bestemt for for hver ukedag og resultatene viser at skiftbare kilder og batterier
levere mest fleksibilitet, men er de minst Ignnsomme. Resultatene indikerer at det er mer rettferdig med
forskjellige priser for hver kildetype. En gyldig prisklasse eksisterer for den optimale tidsplanen for
tre av syv simulerte dager med strategier 1 og 2, og for alle dager med strategi 3. Resultatene viser at
aggregatorens profitt gker nar individuelle priser er tillatt sammenlignet med uniforme priser, og den
gker ytterligere nar prisene er begrenset av faste verdier uavhengig av eksisterende kraftmarkedspriser.
Avslutningsvis viser denne oppgaven at avgrensning av fleksibilitetsprisene basert pa eksisterende kraft-
markedspriser er lgnnsomt for bade aggregatoren og sluttbrukerne. Imidlertid bgr fremtidig forskning
om priser pa forbrukerfleksibilitetstjenester omfatte tiltak for rettferdighet og utforske hvordan prisene
kan settes basert pa tilleggsparametere, med tanke pa sosiale og atferdsmessige aspekter.
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1 Introduction

1.1 Background

The United Nations considers the mitigation of climate change as one of the main goals of sustainable
development, along with the provision of sustainable, reliable and affordable energy for all citizens.
Specifically, the European Commission has set a target for Europe to become carbon neutral by 2050 []1]]
and the Paris Agreement aims to limit global warming to 1.5°C [2]. Achieving these goals will require a
major transformation of the global energy sector [2]]. 60% of the energy-related C'O2 emission reductions
required by 2050 can be met by renewable power generation combined with electrification of the trans-
port and space heating sectors [2f]. As aresult, there is a growing interest in renewable energy sources [3]].

Total global installed renewable energy capacity has more than doubled in the last decade [4]], accounting
for nearly one-third of the global installed capacity [5]]. To meet the global climate goals, renewable en-
ergy sources must account for two-thirds of global energy supply [2]]. However, the share of renewable
generation is expected to continue to grow rapidly in the coming years. The question is therefore not
whether there is a need or commitment for an energy transition, but rather how to successfully enable
integration while maintaining security of supply [5} 6].

Electricity generation from renewable energy sources fluctuates according to prevailing weather condi-
tions and is therefore intermittent, unpredictable and uncontrollable. A high proportion of electricity
generation from renewable sources increases the system imbalance which leads to operational problems
such as higher peaks and congestion in the power grid [[7]. This increases the need for backup capac-
ity, flexibility and ancillary services for distribution system operators (DSOs) and transmission system
operators (TSOs) [2,8]]. Traditionally, imbalances have been resolved with grid reinforcements and gen-
eration side flexibility, often provided through dispatch of fossil fuels. To achieve the climate goals,
fossil fuels must be phased out. Further, grid reinforcements are not considered a cost-effective solution
on the way to a climate-neutral future, due to low utilization and high marginal costs [7]].

With the recent development of information and communication technology, smart meters and compu-
tational advances, an alternative solution to enable the integration of renewable energy sources is the
integration of demand-side flexibility [7]. Traditionally, flexibility has been offered through generation-
side supply. However, uncontrollable supply from renewable energy sources makes it difficult to adjust
supply in response to demand. By introducing demand-side flexibility services, demand can instead be
adjusted to meet supply by consumers changing their power consumption. Under demand-side flexibil-
ity services, residential flexibility services can avoid an estimated $9 billion per year in capital costs to
the U.S. grid [9]. Photovoltaic (PV) panels, batteries, Electric Vehicles (EV), Heating, Ventilation and
Air-Condition (HVAC) units, and Water Heaters (WH) can be controlled to provide residential flexibility.
The capacity of these sources is small compared to the flexibility needed to stabilize the grid. However,
the aggregated sum represents a significant amount of flexibility.

Introducing residential flexibility will not only improve security of supply and help create efficient power
markets, but will also empower consumers. One incentive to participate as a flexibility provider, besides
contributing to the green shift, is the reduction of energy costs. The future energy system is fully de-
centralized and digitized, and digital market platforms enable all stakeholders to trade energy [6]]. The
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importance of a fair energy transition that creates growth and secures benefits for all citizens is empha-
sized by the European Commission [[10]. Active participation in local, regional and continental energy
markets will allow energy prices to be set at an economic optimum [6]]. This can further alleviate energy
poverty, protect vulnerable citizens, and improve the quality of economy and life for consumers [[10]].

1.2 Motivation

Residential flexibility is a promising solution to mitigate imbalances caused by large-scale renewable en-
ergy integration and can improve market efficiency as well as provide both economic and social benefits
to consumers [[11}|12]]. Previous research has demonstrated that flexibility trading can be successfully im-
plemented in existing power markets or through new, separate markets for flexibility [13H16|]. However,
the current grid operation rules and regulatory frameworks need to be updated before flexibility can be
fully implemented. In addition, there are several potential buyers of flexibility. Since the buyers operate
in different markets and want to utilize flexibility for different purposes, there is no straightforward way
to determine a common framework that realizes the integration of flexibility trading in existing power
markets.

Although residential flexibility sources are highlighted as promising sources for providing demand-side
flexibility services, they have very low power ratings compared to what is needed to stabilize the grid.
Therefore, it is established in the literature that there is a need for aggregation of several sources [12,
17]. This motivates the creation of new actors, such as aggregators, which are suggested to possess a
portfolio of residential flexibility sources to activate upon request from flexibility buyers. To meet the
flexibility request, the aggregator must quantify the available flexibility and allocate sources in a cost-
efficient manner. Quantifying the available flexibility is challenging, as user preferences and occupant
behaviour play a major role [[I8-21]]. Furthermore, resource allocation is challenging as the aggregator
cannot allocate sources optimally without knowing the price of flexibility. To date, there are few studies
that have investigated the relationship between optimal allocation and pricing of flexibility services.

Generally, prices are determined using classical market clearing, marginal cost analysis, or opportunistic
cost analysis. Although some research has been conducted on how to price flexibility based on these
approaches [22H24]], there is still very little scientific understanding of how to take each sources’ unique
marginal costs into account in the computation. As a result, none of these methods can currently be used
to determine a price for flexibility and there is no definitive framework from an operational perspective
that ensures the economic viability of an aggregator.

The aggregator receives payments from flexibility buyers to provide the requested flexibility. To create an
incentive for end-users to participate as flexibility providers, the aggregator has to pay for the flexibility
services provided by the end-users. The price for flexibility is the price the aggregator pays the end-users.
A common understanding is that flexibility the price must provide sufficiently high financial incentives to
motivate the end-users to change their consumption [25]. Participating in flexibility programs can cause
inconvenience in the form of reduced comfort for the end-users [21]]. That is reduced comfort in terms
of indoor temperature, freedom of driving range and increased wear and tear on flexibility devices [21,
26, [27)]. Consequently, the pricing of flexibility is not only a matter of economics, but also a behavioural
and technical issue. While some research has been conducted on the fairness of flexibility pricing, a
mechanism by which the profit is equitably divided among contributing providers is yet to be established
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[28-30]]. Therefore, establishing a pricing scheme that satisfies all participants and is considered fair is
highlighted as one of the major challenges with the implementation of flexibility services.

1.3 Scope of Work

The goal of this thesis is to facilitate the implementation of residential flexibility. This work examines
both the allocation and pricing of residential flexibility services, as they are closely related. While pre-
vious studies have analyzed the opportunities and benefits of residential flexibility, this thesis examines
the pricing and profitability of residential flexibility services.

To address the problem of quantifying flexibility, relevant operational parameters, and user preferences
for quantifying flexibility in residential buildings are identified through a literature review. Based on the
identified parameters, flexibility is allocated in response to a flexibility request from a BRP. The alloca-
tion is done through a scheduling model that optimally allocates flexibility sources from an aggregator’s
portfolio with the objective of minimizing the aggregator’s cost. The lowest existing power market price
in each hour is taken as input to the allocation model.

Traditional methods of price determination cannot yet be applied for flexibility services. However, one
implementation-ready solution for determining a price for flexibility is to set the price at the level of ex-
isting power market prices. In the Nordic power market there are three levels of existing market prices:
spot price, intraday price and balancing prices. This thesis, therefore, assumes that the buyer of flexi-
bility is a Balance Responsible Party (BRP) responsible for imbalances in the grid. Further, this thesis
creates a pricing mechanism that finds a price range within defined bounds that ensures a profit for both
the aggregator and end-users. This pricing mechanism is used to investigate the profits for the aggregator
and end-users through three different pricing strategies. In the first strategy, uniform prices are found,
constrained by existing power market prices in each quarter. The same is assumed for Strategy 2 but
with individual prices for each source. In the third strategy, uniform prices are found that are bounded
by fixed values in each quarter.

To address the inevitable problem of fairly determining a price that satisfies both the aggregator and the
end-users, this thesis uses an economic approach to determine a fair price for flexibility. From a sim-
plified game theory perspective, it can be argued that the price for flexibility is fair as long as profit is
guaranteed for all participants. Therefore, this thesis investigates whether a range of prices that guaran-
tees a profit for both the aggregator and end-users can be found.

The main research questions for this thesis are formulated as follows:

How can an aggregator optimally allocate flexibility sources in response to a flexibility re-
quest subject to user preferences and technical constraints? How can an associated feasible
price range be found that guarantees a profit for both the aggregator and the end-users when
the buyer of flexibility is a BRP?

1.4 Contributions

This thesis contributes to the transition to the future power system by improving the state of the art in
pricing of residential flexibility. A model for allocating residential flexibility sources and a novel pricing
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mechanism are proposed. The models are verified through simulations. The results demonstrate the
allocation feasibility and viability of residential flexibility services. The results imply that an individual
pricing mechanism is better for the aggregator than a uniform pricing mechanism, as this increases the
aggregator’s profit. The results also imply that restricting flexibility prices to fixed prices independent of
the existing power markets can further increase the aggregator’s profit. The contributions of this thesis

can be summarized as follows:

* An optimization model that minimizes the cost of an aggregator by optimally allocating flexibility
sources from a portfolio of batteries, curtailable, regulatable, and shiftable sources in response to
a request from a BRP, taking into account user preferences and technical constraints.

* A novel pricing mechanism that determines a price range for the computed optimal schedule that
ensures profit for both the aggregator and end-users when the price range is constrained by a lower

and upper bound.

1.5 Thesis Outline

The contents of this thesis are structured as follows. Chapter [2| provides an extensive literature review
on possible setups for flexibility markets and pricing mechanisms for flexibility services. In addition,
the necessary theory about the Nordic power market and pricing is presented. Chapter 3| describes the
optimization method used to find an optimal schedule and the price mechanism used to find price ranges
for flexibility. Chapter [ presents the results obtained from the simulations. Chapter [5 discusses the
results and their implications, and suggests improvements and perspectives for future work. Finally,
conclusions are drawn in Chapter [6]




2 Background

To answer the research question of fairly determining a flexibility price that satisfies both the aggregator
and the end-users, a comprehensive literature review is conducted. This chapter includes the theory and
concepts on which this thesis is built upon. The concepts of flexibility provision are presented along with
an explanation of existing market structures and allocation methods. In addition, this chapter includes a
literature review of how the prices are set in different markets to provide a deeper understanding of what
the work in this thesis builds upon.

2.1 Introducing Flexibility

The share of renewable generation is expected to increase rapidly in the coming years in response to
the climate targets. This will significantly challenge the stability and reliability of power systems, as
balancing generation and consumption becomes more difficult [31]. DSOs and TSOs strive for stable
generation, making off-peak and on-peak periods undesirable. Intermittent generation from renewable
energy sources causes large fluctuations in voltage, frequency and current. This is a challenge for grid
operators, who are responsible for ensuring stability and reliability by balancing generation and demand

to keep system voltage, frequency and current within safe operating limits [32].

Traditionally, grid operators have relied on grid reinforcement and bulk power generation resources pro-
viding flexibility to keep the grid stable [[11} 31]]. Upgrading cables, transformers and capacitor banks
alleviates overload problems and voltage fluctuations [11]. However, these components are capital-
intensive and have low utilization, causing high marginal costs and time-consuming replacements [7,
31]. As aresult, there is an increasing interest in exploiting the demand side to provide flexibility to the
grid.

The introduction of demand side flexibility from residents is enabled by the development of commu-
nication and control technologies [[7]]. Residential flexibility is extracted by reshaping the consumers’
demand profile. More specifically, CEN, CENELEC and ETSI define flexibility as the modification of
generation injection and/or consumption patterns in response to an external price or activation signal
[33]]. The implementation of residential flexibility can help to balance supply and demand [12], reduce
voltage fluctuations and defer grid reinforcements [11]]. In addition, the implementation can help reduce
COs emissions and reduce the energy costs for end-users.

2.2 Provision of Flexibility

Promising sources for providing flexibility include water heaters, HVAC-units, electric vehicles, home
batteries and PV panels. These sources are well suited because they can provide flexibility without sig-
nificantly compromising the end-user’s comfort. More specifically, water heaters and HVAC units can be
interrupted or regulated for short periods [34] and charging of EVs and batteries can be shifted from one
period to the next without causing discomfort for the end-users [[15}35]]. As the capacity of these sources
is small compared to the flexibility required to stabilize the grid, the aggregation of multiple sources is
necessary [|17,36]. This has motivated the establishment of aggregators in the power markets. The role
of an aggregator is to create a portfolio of multiple sources of flexibility while manage and operate the
consumption of multiple end-users, to offer flexibility on behalf of the end-users [[13} 25, 35} [37].
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However, user preferences and occupant behaviour play a major role in how much flexibility the aggre-
gator can retrieve at different times and are therefore highlighted as important factors in quantifying
flexibility [18-21]]. Parameters that quantify the available flexibility are often referred to as activation
parameters, which can be further divided into user preferences and technical constraints. Parameters en-
suring that the end-user’s comfort limits are not exceeded include a minimum run time and a minimum
pause time. These should be implemented to account for the time it takes for the source to return to the
initial state 26}, (38, [39]. Technical constraints that prevent damage due to rapid switching can be en-
sured by setting a maximum number of allowed activations allowed [40-43]. All of the above mentioned
factors must be considered when the aggregator quantifies how much flexibility it can offer to the buyers.

Aggregators create value by providing flexibility services to buyers of flexibility [25]. Potential buyers
of flexibility are BRPs, DSOs and TSOs [25]. The buyers request flexibility either as upward or down-
ward regulation. From the aggregator’s point of view, up-regulation can be provided by reducing the
end-users’ consumption, while down-regulation entails an increase of consumption 35]]. The ag-
gregator shares the profit made from providing upward and downward regulation with the end-users, as
an incentive for them to provide flexibility 36]]. To determine the market or customer remuneration
for providing flexibility, a baseline must be estimated and compared to the actual load. The baseline is
the estimated amount of energy a unit consumes when no flexibility is activated [44]. To properly agree
on the availability [44], price and volume [45]], a suggested method is to sign bilateral contracts between
aggregator and end-users [44]).

With the most relevant parameters for quantifying flexibility established, the next step towards deter-
mining an optimal allocation program and a pricing mechanism for flexibility is to find an appropriate
market architecture for trading of flexibility. Flexibility trading can be integrated into the existing power
markets, or new, separate markets for flexibility trading can be created. Both options are presented in the

following sections.

2.3 Integrating Flexibility into the Existing Nordic Power Markets

Several papers propose to integrate flexibility trading into the existing power markets 46].
The power markets facilitate trading of electricity and ensure that the most economical power dispatch

is achieved. This section provides an introduction to the Nordic power markets and gives an overview of
trading flexibility in these markets.

2.3.1 Introduction to Nordic Power Markets

The Nordic power markets consist of the day-ahead, intraday and balancing markets as shown in FigurdT]
To assess how flexibility trading can be integrated into these markets, an overview of the day-ahead,
intraday and balancing markets is provided.

12:00 1 hr
day before before delivery

Intraday

Figure 1: Time horizon of trading in the Nordic power market. The figure is based on a figure from .
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Day-Ahead Market

The day-ahead market allows energy to be traded one day in advance of energy delivery, which provides
the predictability needed by some large generating units [48]. In the day-ahead market, participants
can buy or sell energy for the next 24-hour period through closed auctions. Bids can be submitted for
the consecutive day until 12:00 noon [49]]. The market is cleared to maximize social welfare and grid
constraints are taken into account. The resulting clearing prices are published daily at 12:42 [49]]. The
physical volume traded in the day-ahead market constitutes the majority of energy traded in the power
market [45]]. On an annual basis, approximately 500 TWh is traded on the Norwegian day-ahead market
[49].

Intraday Market

Trading in the intraday market allows the portfolio of generating units to be adjusted after the day-ahead
market is cleared [48]], allowing trading closer to operating hours [45]]. The intraday market opens three
hours after the day-ahead market closes [50]. Market participants can trade up to one hour before the
production hour. 15-minute, 30-minute, hourly and block products are available for trading [50].

Balancing Market

Balancing markets provide the last opportunity to reduce imbalances and are used to balance generation
and consumption as close as possible to operating hours [48]]. Balancing markets are intended to provide
security of supply at the lowest possible cost and reduce the need for back-up generation [51]]. Ancillary
services are traded on the balancing market and include a variety of functions necessary for the quality
of electric supply [52].

Any power deficit or surplus immediately leads to a deviation from the nominal frequency of 50 Hz
[53]. Balancing reserves are part of the ancillary services and are implemented to limit this deviation and
restore the frequency to 50 Hz. Since the purpose of flexibility is to alleviate power imbalances, it is im-
portant to have an overview of the balancing reserves. Based on the response time, the balancing reserves
are divided into primary (FCR), secondary (aFRR) and tertiary (mFRR) reserves. The primary reserve
is responsible for immediate response to frequency imbalances and must be able to respond within sec-
onds [52]]. Secondary reserves are activated within minutes and tertiary reserves must be able to respond
within 15 minutes [52]]. Tertiary reserves are traded in the regulation capacity market [[13]. Figure 2]
shows the concept of balancing reserves.

In Norway, the balancing market is operated by the TSO. Balancing Service Providers offer balancing
services to the TSO, which the TSO uses to balance the system frequency [54]. After the balancing
market closing time, settlement is determined on the basis of marginal prices. Starting with the lowest
price, bids are accepted until the required reserve is provided. The marginal price represents the price of
the last bid activated to cover the required energy [54].

Two Price Model: BRPs are financially responsible for imbalances in their portfolios and any deviation
from their production plan must be accounted for [54]]. The two-price model is used to set the price for
production imbalances, which implies that different prices are set for positive and negative production
imbalances. A positive production imbalance implies that the BRP produces more than foreseen in the
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Figure 2: Required time response of the balancing reserves. The top figure shows a deviation from the
nominal frequency of 50 Hz. The lower figure shows how the three balancing reserves react. The figure
is based on a figure from [53]].

original plan. In this case, the BRP must sell the surplus to the balancing market. A negative production
imbalance occurs when the BRP produces less than planned. In this case, the BRP has to purchase the
deficit from the balancing market. The price for a volume imbalance depends on the direction of the
imbalance and the overall regulation direction of the delivery hour [55]]. Table m summarizes the price
setting of imbalances.

Table 1: Imbalance prices for different regulation directions, defined from the Two Price Model.

Regulation direction Negative production imbalances Positive production imbalances
Up regulation Up regulation prices Day-ahead spot price

Down regulation Day-ahead spot price Down regulation prices

No direction Day-ahead spot price Day-ahead spot price

Upward regulation prices are always greater than the spot price, and downward regulation prices are
always lower than the spot prices [55]. The regulation direction is the direction in which the most energy
was regulated in the respective hour (upward, downward, or no direction).

2.3.2 Trading Flexibility in the Existing Power Markets

It is necessary to adapt the regulatory framework to include new market participants such as aggregators,
in order to efficiently integrate flexibility trading into the power market. An aggregator manages the
flexibility and financial interactions between local energy systems and the market [46]. The objective of
the aggregator is to maximize profit [35} |46] or to minimize the total cost of providing flexibility [[13]].
The aggregator’s total cost depends on the daily price variations and the available flexibility in its port-
folio [13]]. When considering day-ahead trading, the objective is to allocate the most economic set of
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consumer flexibility sources over the next 24 hours [22f]. During the time interval when the day-ahead
market is open and accepting bids, the aggregator can estimate the available flexibility in its portfolio
and place bids.

Price-dependent one-hour bids in the day-ahead market have been identified as best suited for bidding
flexibility in the Nordic power market [13]]. If the aggregator also participates in the regulation capacity
market, the bid price reflects the activation costs of a reserve [|13[]. The study also demonstrated that the
value of the aggregator largely depends on intra-day price variations and the available flexibility [[13]]. In
most cases, a mix of load reductions on the spot market and the regulating reserve market has proven to
be optimal, which illustrates the importance of considering both market types for an aggregator [13]].

A study conducted in the Iberian power market in 2009 and 2010 demonstrated that participation and
trading of flexibility in wholesale power markets is economically attractive for an aggregator [14]. In
particular, participation in the secondary downward reserve market shows a negative cost that could
increase the aggregator’s competitiveness in the power market [[14]]. However, the need for advanced
forecasting algorithms is highlighted to optimize the aggregators’ participation in the day-ahead market
[14]. Another paper also highlights bidding in the day-ahead market as a challenge due to uncertainties,
including intermittent generation and the day-ahead market price [46].

2.4 New Markets for Trading of Flexibility

Another way to facilitate the integration of residential flexibility is to create new, separate markets for
trading of flexibility services [56]]. Different market structures can be characterized to meet different
needs [17]. These markets are proposed as local markets, which makes them well suited to solve local
problems where they occur. Elaborated, this means that distribution imbalance issues can be solved on a
smaller, local scale. Local flexibility market (LFM) and distribution level flexibility markets are some of
the proposed market architectures for flexibility trading.

2.4.1 Local Flexibility Markets

Several papers have considered the implementation of a local flexibility market [[15-17, |44} |56]. The
main purpose of implementing a LFM is to provide a trading platform to buy and sell flexibility from
end-users in a regional scope [[15} 17, 144f]. Local flexibility markets are a complement to the traditional
power market, not a substitute [16]. The implementation of LFMs is recognized as a promising tool to
reduce costs, effectively manage demand response (DR) and support the development of smart grids [[17]].
Participation in LFMs strengthens the local economy [17]], and reduce the operating costs for end-users
due to the remuneration offered for the provision of flexibility services [56].

As LFMs are still under development, procedures, time-frames, market roles and flexibility products are
described differently in the existing literature. One paper suggests that a local flexibility market should
consist of DSOs, energy suppliers, aggregators and BRPs [[15].The objective of the DSO is to ensure
stable grid operation at the minimum cost [[15]. The BRP aims to minimize the cost of imbalance and
the objective of the aggregator is to maximize the profit [[15]]. Since this is only one paper’s suggestion
of how to define a framework for LEMs, a summary of the main findings and different frameworks for
flexibility trading are discussed below.
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A framework proposes an LFM activation mechanism based on the traditional energy market structure
consisting of day-ahead and intraday trading, in addition to real-time dispatch [[15[]. The main purpose of
the two ahead markets is to provide a platform for trading flexibility before it is submitted to the power
market. Real-time dispatch consists of a set of control actions used to solve grid problems when the two
ahead markets fail. The DSO will first attempt to negotiate with aggregators and pay for flexibility. If
negotiations fail, the DSO takes control and make autonomous decisions to adjust loads and generating
units [|15]]. The method proved to be an economically efficient framework for trading flexibility [[15].

Another suggestion for using local flexibility markets to solve local grid problems is to connect them
with the traffic light concept [[16,|57]]. The traffic light concept can be used to guide interactions between
market participants, focusing on using flexibility to solve distribution problems [57]. Figure [3|explains
the traffic light concept.

State Description Action

Flexibility is used only for market benefit.
No critical network or market restriction exists No technical problems occur when flexibility

is activated

. Flexibility is used to restore stability and can
Potential for network shortage . .
only be partially activated

The DSO may override contracts, perform
System is in danger emergency actions, and directly control
the flexibility units

Figure 3: The traffic light concept for flexibility activation. The figure shows the different grid states
and the following action. The illustration is based on the concept explained in [57].

The advantages of using the traffic light concept for flexibility activation are that the DSO can evaluate
and classify flexibility sources in advance. One suggestion is that local flexibility markets operate on
request from the DSO when the grid is in the yellow phase, attempting to solve a predicted problem
in advance [[16]]. A one-year simulation of a local flexibility market in the distribution grid showed ad-
vantageous in avoiding critical grid conditions [[16]]. The study proved that a combination of different
flexibility options is more cost-effective than curtailment of a single generator [16].

A third approach presented in the literature is to consider an aggregator’s possibility to satisfy a flex-
ibility request from a DSO. The role of an agent called Smart Energy Service Provider (SESP), who
serves as a new type of aggregator, is highlighted [44]. Based on the flexibility requested by the DSO,
the SESP schedules flexibility sources for the entire next day. The SESP determines which sources to
activate based on parameters defined in contracts between the end-users and the SESP [44]. End-users
with activated sources are compensated based on an agreed sum defined in the flexibility contract [44].
The framework for enabling the DSO’s requests for flexibility to be met in a local flexibility market is
validated through test case simulations [44]].

A flexibility market based on aggregators, where trading happens through auctions or supermarkets, also
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proves efficient in meeting the requests of a DSO [58]]. Auctions rely on aggregators submitting bids
based on the flexibility requests of DSOs [58|]. In supermarket trading, the aggregator estimates the
predicted flexibility that the DSO wants to buy, and the aggregator bids the forecasted flexibility at a
certain price [58]]. The DSO can then choose among the offered flexibility from the different aggregators
[58]]. The proposed framework not only provides superior benefits to the owners of distributed energy
resources, but also successfully satisfies the flexibility request of the DSO [5§]].

2.4.2 Distribution Level Flexibility Market

A similar alternative to a LFM is a flexibility market architecture that facilitates the provision of flex-
ibility services in a distribution network [59]. The paper proposes a market architecture that ensures
compatibility with existing energy markets, market efficiency, and avoidance of strategic behaviour by
market participants [59]. A flexibility market operator operates the flexibility market on behalf of the
DSO with the objective of procuring the required flexibility at the lowest possible cost. The flexibility
market operator takes the dispatch from the power market, information about the distribution network
from the DSO and bids from flexibility providers as input [59]]. Based on this, the flexibility market
operator runs an optimal power flow algorithm that successfully determines the optimal dispatch, while
considering active and reactive power balance, mitigation of grid congestion and accommodating volt-
age regulation [59]. The remuneration for flexibility providers is determined by a payment algorithm
that guarantees truthful participation of players by solving a social welfare maximization problem mul-
tiple times [59]. The mechanism successfully achieves optimal and efficient flexibility provision while
guaranteeing truthful participation [59]. However, requirements such as fairness, accurate distribution
modeling, and scalability require further work before new distribution level flexibility markets can be
implemented [59].

So far, this thesis has focused on how flexibility can be integrated into the existing power market, as
well as on the creation of new flexibility markets. Both options may prove viable for flexibility imple-
mentation, but it is problematic to adapt current grid operation rules to meet the needs of both DSOs
and TSOs while guaranteeing sufficient returns for new market entrants [57]]. It is therefore necessary
to determine how to guarantee a sufficient rate of return before implementing flexibility services. This
thesis has focused on a centralized approach to flexibility activation, where an aggregator facilitates the
trading of flexibility in new or existing flexibility markets. However, flexibility can also be activated via
demand response programs (DR) as well as transactive energy systems (TE). Since residential flexibility
has been successfully implemented via DR programs already, the following two sections present the key
success factors and limitations for flexibility activation in DR and TE programs.

2.5 Demand Response

Demand response is a program established to provide incentives to end-users to change their electricity
consumption at times when electricity prices are high or when the reliability of the electric grid is at risk
[60L [61]]. This includes altering the timing, level of instantaneous demand, or total electricity consump-
tion [61]. To incentivize end-users to change their consumption, several reward strategies are proposed.
Price-responsive DR programs reward end-users for reducing or shifting their energy consumption in re-
sponse to a price signal [62]. Another option is offering incentives to end-users in exchange for participa-
tion in a top-down switching program where a system operator can manage end-users’ consumption [62].
On this basis, DR programs can be divided into two main categories: incentive-based and price-based
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DR 63]). Figure ] shows the two main categories of demand response and their subcategories.

|
\ v v
— Time of use Voluntary — Mandatory — Market clearing —
—— Real time pricing Direct load control Capacity market < Demand bidding <
— Critical peak pricing Emergency DR < 1/O services - Ancillary services -

L—» Critical peak rebates

Figure 4: The two main categories of demand response: price-based DR and incentive-based DR with
their following subcategories. The table is inspired from [@]

In incentive-based DR programs, end-users receive fixed or time-varying load reduction incentives
65]] that are separate from, or in addition to their retail electricity rate [[60]. If the end-users do not re-
spond, penalties may be imposed 61]]. End-users may receive participation payments in the form of
a bill credit or rebate rate, upfront incentive payments, or payments for reducing their load during grid
contingencies [60, |61]]. Incentive-based DR programs can be voluntary, mandatory, or based on market

clearing [[60].

In price-based DR programs, price signals are used to induce end-users to shift their energy consumption
in time [[64]. The goal is to flatten the demand curve by offering high prices during peak periods and
lower prices during off-peak periods [[61]. The approach is based on one-way communication, where
end-users respond to a price signal from the aggregator [66]], which means that the modifications made
by end-users are completely voluntary [60]]. Various pricing schemes can be implemented, such as time
of use (ToU), critical peak ricing (CPP), real time pricing (RTP), and critical peak rebates (CPR). Price-
based DR programs are easy to implement in areas where the power prices are time-varying because
these prices can be exploited as price signals [66]. Other advantages include low complexity and lack of
privacy issues due to one-way communication. Consequently, price-based DR programs are considered
more suitable for residential customers than incentive-based DR programs [65].

Several papers have investigated the efficiency of price-based DR programs to reduce system peaks and
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improve grid stability when price signals are broadcasted to the end-users day-ahead [|67, 68]. A simula-
tion conducted in Beijing achieved a near-perfect valley-filling of EV charging by using a decentralized
valley-filling charging strategy [67]]. The study created a day-ahead pricing scheme by solving a mini-
mum cost optimization problem [[67]]. Similarly, a decentralized charging scheme for plug-in hybrid EVs
with the objective of minimizing the overall generation costs, is found to reduce the generation costs and
successfully shift most charging operations to off peak-hours [68]].

An economic model is proposed that explains the response of end-users to changes in electricity prices
in response to a ToU price signal [64]. The paper models the price-demand elasticity, which represents
the willingness of end-users to shift consumption in response to changes in the relative price of peak and
off-peak prices. The model successfully explains the willingness of end-users to shift their consumption
and can therefore be implemented by utilities for setting peak and off-peak prices [64].

Concerns regarding the uncertainty of compensation may discourage customers from participating in DR
programs [|62[]. The potential financial benefits to end-users of participating in DR programs are there-
fore investigated by implementing residential load scheduling algorithms in [65]|69]]. A residential load
scheduling framework based on cost efficiency is introduced, where cost efficiency is defined as the ratio
between the electricity consumption benefit and the total cost [69]. An extension of this study proposes
a residential load scheduling algorithm based on cost efficiency and end-users’ preference for demand
response in a smart grid [65]]. The algorithm allows end-users to adjust their demand in response to price
signals, taking into account their lifestyle and preferences [[65]]. Both studies successfully improve the
the end-users’ cost efficiency and demonstrate that DR programs can ensure the economic incentives
necessary to encourage end-users to participate.

In most DR programs, a single price signal is applied to all end-users, regardless of the end-users’ con-
sumption or contribution to peak demand [70,|71]]. This may result in low energy users getting penalized
[70]. To avoid this unfairness, one proposal is to hedge the risk for end-users who do not contribute to
the system peak load [[71]]. This is done by sending different price signals to customers who contribute to
peak load and those who do not. A two-tier pricing mechanism that applies penalty price signals to con-
sumers who contribute to the peak-demand increases their energy bills compared to the non-contributing
users. Another proposed pricing mechanism to avoid unfairness for end-users is to calculate different
electricity prices for each unit based on the end-user’s share of total energy consumption [70]. The
method is found to efficiently calculate prices based on the share of the energy consumption while keep-
ing the net cost constant compared to the traditional uniform price signal. In summary, sending different
price signals to the end-users results in a fairer distribution of compensation among end-users.

In summary, the development of DR programs can enable the implementation of residential flexibility
[72]]. The stability and reliability in the power grid is found to be improved, which is beneficial to both
the market and the end-users [60-62]. In addition, demand response can reduce the energy costs for
the end-users. However, if a uniform price signal is used, there is a risk of inequitable distribution of
the compensation. Furthermore, imperfect information and competition are considered barriers to the
implementation of DR [72]]. DR programs ignore the consumer and do not consider user preferences
[[66]]. However, the main drawback of demand response is the uncertainty of the aggregate response, as
it depends entirely on the responsiveness of end-users [66].
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2.6 Transactive Energy System

Since the introduction of DR, power systems have become much more complex [73]]. Current DR models
rely on many simplifications, making them less suitable for dealing with the increased complexity in the
grid [64]. To cope with the rapid fluctuations in the power grid caused by the proliferation of DERs and
to unleash the full potential of flexible loads, transactive energy systems are proposed as an extension of
the DR framework [73| [74]. TE systems includes an energy market that enables real-time transactions of
energy in a time scale of seconds [[73[]. Compared to the time scale of hours used in most DR programs,
this results in a more stable grid, as consumers can respond immediately to changes in the grid rather
than waiting for the power market prices to be updated [74].

Transactive energy is defined as the combined use of an economical control mechanism to manage the
rate of consumption and generation, in order to improve grid reliability and efficiency [75} [76]. TE
systems use a decentralized control where decisions are made locally and there is no direct control from
outside [66 [73]]. Similar to the price-based DR approach, devices are controlled based on price signals
and participation is voluntary [73]. Compared to DR systems, TE is based on two-way communication,
where end-users respond with anticipated consumption based on each price signal received from the
aggregator [76]. Figure [5]illustrates the steps involved in DR programs and TE programs.

Price signals
Aggregator wants to Local controller

adjust consumption Anticipated predict response
responses

TE

Aggregator decides on a
price signal and sends to
the end-users

Price
signal

End-users decide whether to
adjust their demand according DR
to the received price signal

Response

Final energy demand

Figure 5: The differences between demand response and transactive energy systems where the upper,
pink part applies only to TE systems and represents the two-way communication involved when the
aggregator determines a price signal and sends it to the end-users. The lower, blue part applies to both
DR and TE systems and represents the steps after the aggregator determines the price signal.

14



2.7 Flexibility Pricing

Figure [3 illustrates the principle of a local controller acting on behalf of the end-user to determine the
optimal operation of the load based on the received price signals, the state of the device, and the user’s
preferences [[66]]. Based on the expected consumption of the end-user, a market mechanism determines
the price such that supply and demand are properly balanced [66]]. From a system perspective, transactive
energy control transitions to a market-based control, where the collaboratively derived dynamic price is
used as a control signal to trigger a predictable system response [66]. This differs from the uncertain
response in price-based DR programs.

A study comparing the ability of the TE and DR frameworks to reduce electricity prices shows that
the TE framework reduces electricity prices by 240% compared to the DR framework [74]]. The real-
time adjustment of flexible loads reduces the surges in power demand, thus reducing the power prices
and resulting in a more stabilized price for electricity [[74]. In general, TE offers opportunities for the
power grid in terms of optimizing power flows, stabilizing the grid, and increasing energy efficiency
[76]]. However, there are several challenges associated with the implementation of TE, including privacy
concerns, trading platforms and trust between network actors and devices [76]]. Blockchain technology
is proposed as a money exchange platform for TE, but it is uncertain whether it can overcome issues of
congestion, power quality, and reliability [73|]. Moreover, the TE approach does not include a central
entity responsible for meeting the flexibility requirement, which might make it unattractive to DSOs and
TSOs [44]]. Therefore, determining a responsible party for monitoring and controlling the decentralized
platform is an issue that needs to be addressed [73]].

2.7 Flexibility Pricing

Developments in communications and metering technology are enabling the technological foundation
to support the utilization of residential flexibility [S7]]. Various market structures have been proposed to
enable flexibility trading. However, as participation in flexibility markets can cause inconvenience to end-
users, incentive mechanisms are needed to facilitate participation in these markets [57,77]. Determining
how flexibility services should be priced is one of the main challenges associated with the implementation
of flexibility services [59]. The following sections outline why traditional pricing approaches are not yet
appropriate for flexibility pricing and identify two aspects that need to be considered when setting the
price for flexibility: price discrimination and the degree of decision-making power of the end-user.

2.7.1 Traditional Approaches

Figure [6] shows how prices normally are cleared by supply and demand. For a flexibility market, this
means that requests and offers are matched on a market platform, usually with aggregators handling the
bidding and end-users handling the activations [23]]. A study investigating a market-based approach to
flexibility pricing in the Dutch and French markets revealed several challenges in terms of complexity
[23]]. The need for a minimum number of market participants to enable liquid transactions is highlighted
as a milestone for market clearing of flexibility. Another challenge with a marked-based approach is the
risk for market dominance and over-costs, as all providers would receive the clearing price, increasing
the overall cost of flexibility [44].

Another way to price flexibility is through marginal cost analysis. The marginal cost represents the cost
of producing one additional unit. Since flexibility can provide both upward and downward flexibility
from both generating units and loads, the cost of one additional unit for flexibility services is not easy to
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Figure 6: Classical market clearing where the price is set at the intersection between supply and demand.

determine. This is illustrated in a paper that found that the marginal price depends on the incremental cost
rate of generation units, but also depends on the incremental cost rate of flexibility loads [22]. Another
paper proposes a market clearing optimization model for the pricing of ancillary services and reactive
power in a distribution-level electricity market based on the concept of distributional locational marginal
prices [24]]. However, a challenge in calculating the marginal cost of flexibility arises from the scale of a
flexibility market. Since all sources will have separate soft costs, this means that each source may have
unique marginal costs, complicating the calculation.

2.7.2 Individual Pricing

The price for flexibility can be defined either uniformly or individually, whether the price for flexibility
is set by market clearing, marginal pricing, or some other pricing mechanism. Uniform pricing means
that the same price is set for each flexibility source. However, uniform pricing does not fully exploit the
potential of residential flexibility for the aggregator, as different end-users value flexibility differently
[78]]. As discussed in Section [2.5] individual pricing can provide a more equitable distribution of com-
pensation for the end-users. Therefore, another option to make better use of residential flexibility is to
allow price discrimination through personalized pricing mechanisms. Individual pricing involves giving
different prices to different consumers [79]. Individual pricing can allow buyers of flexibility to reduce
their dependence on a single dominant user [[30]. Moreover, individual pricing can lead to a significant
reduction in energy costs without compromising consumer satisfaction [80]. Uniform pricing mecha-
nisms may introduce the problem that end-users are unwilling to change their consumption because the
changes have little impact on energy savings. Individual pricing mechanisms, however, can avoid this
problem [80].

A paper proposes a price-discriminatory dynamic pricing scheme in which individual prices are set at the
household level [[78]]. The paper concludes that social welfare can be higher when price discrimination
is implemented. However, to enable the success of discriminatory pricing techniques, solutions that
can maintain fairness among end-users are needed. The available surplus energy of end-users and their
sensitivity to price changes need be taken into account [30]. If end-users are not satisfied with the price
they receive, or if they envy each other’s assumed discrimination, energy markets with discriminatory
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pricing schemes will eventually cease to exist [30]. Another paper proposes that a personalized real-time
pricing mechanism is implemented such that users who consume a lower percentage of their desired
consumption are assigned lower prices compared to users who consume a higher percentage of their
desired consumption [80]. This implies that elastic users receive lower prices while inelastic users receive
higher prices [80]. Simulations demonstrated that the suggested mechanism successfully reduces the
end-users’ energy costs without compromising their welfare.

2.7.3 Decision Power for End-users

Another aspect to be decided upon when it comes to pricing of flexibility is the degree of end-users’
decision power. Several papers propose that end-users can determine their own prices, which are set
in bilateral contracts between end-users and the aggregator [44] |56]. The flexibility provider is able to
update the contract and thus adjust the price periodically [44]]. However, the price cannot be set higher
than the maximum price set by the aggregator [44]. Pricing through contracts avoids market dominance
and excessive flexibility costs for the aggregator, but there is a risk that low-priced flexible assets are
activated more frequently than high-priced assets [44].

While most research agrees that flexibility contracts implemented in a flexibility market give end-users
strong decision power [44], there are also challenges related to these aspects. Since flexibility providers
are responsible for updating their prices [44], this may increase the threshold for end-users to participate
in the program. There is also a discussion about dynamic or static contracts between end-users and
aggregators. Dynamic contracts typically have a higher compensation potential than static contracts [|81].
In direct load control, the compensation depends on the size of the load that is part of the contract [81]].
However, the loss of autonomy is absent in price-based contracts, limited in volume-based contracts,
and high in direct load control contracts [81]. Depending on the preferences of the individual consumer,
different contracts may be appropriate to increase a consumer’s willingness to participate in flexibility
programs.

2.7.4 Flexibility Pricing Methods

Different ways of determining flexibility prices are presented, as well as a discussion of price discrim-
ination and the degree of decision power for end-users. Irrespective of the decisions on these aspects,
one must also determine what to price. Since flexibility is valued differently by different parties, there
are several options to consider when setting a price for flexibility. Pricing based on service, performance
and time is outlined below.

Pay for Service

Prices can be set differently depending on the type of service for which flexibility is used [82, [83]]. Since
flexibility is used to relieve various grid issues, one suggestion is to set a separate price for each service
that the aggregator can offer to the flexibility buyer [82]. The prices are differentiated by response time,
activation time and capacity. Another proposal is to set a different price for services such as frequency
response products, reserve products and reactive power products [83]]. This means that the primary,
secondary and tertiary reserves explained in Section [2.3] are priced differently when using a pay-for-
service strategy.
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2.7 Flexibility Pricing

Pay for Performance

A pay for performance strategy is discussed in [57]] and consists of three components: the correlation
between the control signal and the unit’s response, the difference between the energy provided and the
energy requested, and the time delay between the control signal and the point of highest correlation
[57]. Another proposal is to split the flexibility price into three parts: a fixed price fee paid regardless of
performance, a time-varying price per kWh provided, and a peak power fee depending on the maximum
withdrawal [[84]]. In addition, prices can be differentiated according to the energy source, thus allowing a
certain degree of individual pricing [|84].

Time Based Pricing

Time-varying pricing is introduced to incentivize end-users to shift loads to off-peak hours while re-
ducing their energy costs [85]]. By introducing time-varying energy tariffs, utilities can incentivize con-
sumers to shift their electricity consumption to periods of lower demand. This can reduce the need for
peak capacity, thereby reducing the overall costs [[85]]. Figure [/| shows the different time-based pricing
strategies.

NOK/kWh NOK/kWh NOK/kWh kWh

N A A A

NOK/kWh

(a) ToU tt (b) CPP t (c) RTP (d) CPR t

Figure 7: The four time-based pricing schemes. The illustration is based on a figure from [86].

Time of Use: Figure [7(a) shows the concept of time of use rates. In a ToU pricing scheme, price tariffs
are divided into different time blocks to give end-users an incentive to shift their energy consumption
from peak to off-peak periods [87]]. The simplest ToU strategy has one price for peak hours and another
for off-peak hours. The prices are determined by the power utility and communicated to the end-users
one day in advance [88]].

An important factor to consider when implementing a ToU tariff is that all consumers are encouraged to
shift their loads to off-peak periods. As a result, additional peaks may occur during periods of low ToU
tariffs. This phenomenon is called the rebound effect [88]. This is illustrated in an article describing
off-peak charging of electric vehicles at night, which leads to a sudden increase in electricity demand as
all charging starts at the same time [89]. The rebound effect can be mitigated by directly controlling the
EV charging rate and time, or by modifying the ToU prices after incorporating the EV load model [87].
Another solution to avoid the rebound effect is to provide individual price signals to each end-user [86].
If individual prices are assigned to each end-user, a validated proposal to avert the rebound effect in ToU
tariff determination is by a constraint-based electricity cost minimization function [90]].

Critical Peak Pricing: Figure [7(b) shows the concept of critical peak pricing. Critical peak pricing
strategies are similar to ToU pricing strategies, but the CPP has a predetermined high price during des-
ignated critical peak periods [65]]. A project called Flex4Grid established that residential consumers can
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2.8 Summary

benefit economically from offering flexibility in the form of a reduced monthly energy bill, when critical
peak pricing strategies are used [27]. Consumers must be notified in advance of the higher prices and in
the Flex4Grid project, the DSO must notify participants at least 24 hours in advance. The project showed
that a peak event (with a duration of 1h) per month could reduce the grid charge by about 10%, which
in the project contributed to a 4% reduction in energy bills for the end-users [27]. One disadvantage of
CPP, however, is the aforementioned rebound effect.

Real Time Pricing: While both ToU and CPP strategies have proven capable of reducing the end-users’
energy costs and helping to stabilize the grid, there is a risk of a rebound effect. Moreover, neither
approach facilitates for real-time adjustments. Therefore, a third option is real-time pricing schemes.
Figure [7[c) shows the concept of RTP. RTP programs are considered the most direct and efficient DR
program, suitable for competitive power markets [61]]. In RTP programs, the price varies hourly and is
typically based on the wholesale price of electricity 86]]. The electricity utility calculates the to-
tal forecasted demand and the associated electricity price and then announces it to the users [88]]. The
simulations performed by show that the electrical input power curve is flatter for RTP strategies
compared to ToU strategies. When real-time prices is used, demand response is able to balance the load
variations better compared to a ToU tariff [91]].

Critical Peak Rebates: A critical peak rebate is introduced as a pay-off incentive by giving money
back to the end-users after reducing their energy consumption [90]. This means that the end-users are
reducing their energy costs by reducing their consumption. Figure[7(d) shows the concept of CPR rates.
The prices are set by aggregators or electricity providers [90]. However, when prices are set based on
individual peak demand rather than system peak hours, they may not accurately reflect utility costs [9)].
Figure [§| summarizes the various pricing strategies presented in this chapter.

v v v v

Real time pricing Critical peak pricing Real time pricing Critical peak rebates

Figure 8: A summary of the presented pricing strategies.

2.8 Summary

To summarize this chapter, the existing literature identifies different market structures and possible pric-
ing strategies for flexibility services. As presented, all approaches have both advantages and disad-
vantages. DR and TE provide opportunities for the power system in terms of optimizing power flows,
stabilizing the grid, and increasing energy efficiency [76]. The supporting role of local energy systems
is recognized by the European Commission as important for energy management [17]. However, the
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2.8 Summary

literature also highlights the need to determine a flexibility price before residential flexibility can be real-
ized. This includes the issues of how to determine the price, how to define prices, and what to price. The
main challenge identified for all methods of energy trading is to determine a reasonable and fair pricing
scheme so that all participants can take financial benefits [[76].

Any resource allocation must have some degree of fairness [28]]. Fairness in resource allocation is often
associated with the equal sharing of resources or the scaling of the utility function of one entity relative to
others [28]]. This should be seen in the light of the fact that end-users will only remain in the aggregator’s
portfolio if they are guaranteed a fair share of the financial benefits [80]. To address these questions,
this thesis presents a model that optimally allocates various sources from an aggregator’s portfolio and
investigates whether there exists a price range within defined bounds that guarantees a profit for both
aggregators and end-users for the obtained schedule. Since both market clearing and marginal pricing
are currently difficult to implement, this work examines flexibility pricing based on existing electricity
market prices. Analyzing whether using existing prices from the power markets as a basis for flexibility
services is a first step in determining a fair price for flexibility.
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3 System Model and Methods

The objective of this thesis is to determine a price range that ensures profit for both the aggregator
and end-users when an aggregator provides flexibility to a BRP. To achieve this, a model for optimal
allocation of different flexibility sources is needed. The model considers an aggregator operating a
portfolio of N households, where each household own 1-4 flexibility sources. The flexibility sources
represents one of the four flexibility source types: curtailable, regulatable, shiftable and battery. Each
household has an individual contract with the aggregator that ensures the individual comfort settings and
operating criteria. Based on the available sources in the aggregator’s portfolio, the aggregator makes
an optimal allocation of sources with the objective of minimizing its costs. When a feasible schedule
exists, a new optimization is performed with a pricing mechanism to check if there is a price range that
guarantees a profit for both the aggregator and each participating household.

3.1 Optimal Allocation

The optimization problem is an extension of the optimal allocation program presented in the specializa-
tion report [92]. The model is a mixed-integer nonlinear program with the objective of minimizing the
total cost for the aggregator. All constraints are linear, except for a constraint on battery self-discharge.
This constraint will be explained further when it appears in the model. Furthermore, some of the con-
straints are inspired by the work presented in [44, 84, 93]}, but are adapted to our model. The mathematical
model is formulated with the objective of minimizing the total cost for the aggregator. The parameters
and variables are described successively as they appear. A complete list of the sets, parameters and
variables can be found in Appendix [A]The objective function and the models for each of the flexibility
sources are presented in the successive subsections, followed by a description of the flexibility request
constraint. The allocation model to be presented can be summarized as follows:

min energy costs

s.t. curtailable load operation constraints
regulatable load operation constraints
shiftable load operation constraints
battery operation constraints

load balance constraint

3.1.1 Activation Parameters

The load operation constraints for each source type are implemented based on different activation param-
eters. The parameters presented account for the operational criteria and user preferences and are part of
a flexibility contract. The parameters set the operational constraints for the optimal scheduling program
and describe the user preferences and technical limitations of each source. The activation parameters
described are an extension of the contract presented in the specialization report [92]]. It is assumed that
user comfort is taken into account in the contracts and therefore no inconvenience is caused to users
by flexibility activation as long as there is a feasible schedule. Table [2] shows a summary of the main
parameters for the operation of the different flexibility sources.
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3.1 Optimal Allocation

Table 2: The most important activation parameters for operational criteria and user preferences. The
parameters must be agreed upon in a flexibility contract.

Source type Description Example

The hours the source is reserved, that is, the hours

Reservation Tstart, . . .
All sources duration Tstop during which the aggregator can activate the 06:00 - 09:00
source. Only one period can be selected.
Activation . N . .
allowance Ne Maximum number of activations allowed in a day. 3 times
Minimum rest Rmin Minimum allowed duration between two 2 hours
Curtailable duration © activations.
Maximum . . .
activation duration ATT Maximum allowed duration of one activation. 3 hours
Activation . . . .
allowance N, Maximum number of activations allowed in a day. 3 times
Minimum rest Rmin Minimum allowed duration between two 4 hours
Regulatable duration " activations.
Maximum . . .
activation duration AT Maximum allowed duration of one activation. 5 hours
. Activation . . . .
Shiftable allowance N, Maximum number of activations allowed in a day. 1 time
Minimum state of SoCmin The minimum SoC allowed within the reservation 15%
. (9
charge b period.
B Maximum state of SoCmar The maximum SoC allowed within the reservation 90%
. (2
attery charge b period.
Final state of g/ inal The minimum allowed SoC at the end of the Same as start
charge b reservation period, at 7} 7. of period

All source types are constrained by the reservation duration, which represents the time period where
the source is reserved. This is the time period in which the aggregator can activate the source in order
to extract flexibility. The reservation duration is represented by the parameters T!%" and T!°P. To
ensure that the end-user’s comfort preferences are upheld, a minimum rest duration R™", a maximum
activation duration A™%* and an activation allowance N is implemented. A minimum state of charge
SoC™™ and a maximum state of charge SoC™%* is implemented to ensure that the battery’s state of
charge stays within the allowed limits. To ensure that the battery is returned to the end-user’s desired
final value at the end of the reservation duration, a final state of charge SoC/"% is implemented.

3.1.2 Objective

The objective is to minimize the total cost for the aggregator over the optimization horizon. The price
for flexibility is divided into an activation price defined in NOK/kWh and a reservation price defined in
NOK/hour, in conjunction with the conclusions drawn in the specialization project report [92]]. End-users
will not be willing to reserve sources for several hours if they are not compensated for it. Similarly, ac-
tivating flexibility causes actual inconvenience that must be compensated. Therefore, both an activation
price and a reservation price are included. The activation price is paid when a source is activated while
the reservation price is paid when a source is reserved, but not activated. The total cost for the aggregator
is the sum of activation cost and reservation cost, where the activation cost is the sum of switching off a
curtailable source, reducing the power of a regulatable source, shifting load profiles in time and charging
or discharging a battery. This is represented by Equation (I)),
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3.1 Optimal Allocation

T C R
min z = Z[Z(Cact . ct 4 res . ( res 5act)) Z(Cact . 'rt 4 res . ( res _ 6act))
t=1 c=1 r=1
s B
Z(Cgctt Fst + res . ( res 5act>) Z((C + Cdzs dzs) Cres (57‘68 5b 5dzs>)]
s=1 b=1

ey

where z is the total cost for the aggregator defined in NOK. T is the set of periods indexed by ¢, C is
the set of curtailable loads, indexed by c, R is the set of regulatable loads, indexed by r, S is the set of
shiftable loads, indexed by s and B is the set of batteries indexed by b. The parameters C2¢, C¢t, C2¢t
and C’m are the cost of activating sources c, r, s and b in time ¢, defined in NOK/kWh. The parameters

e Org’, CFfF and Oy are the cost of reserving sources ¢, r, s and b in time 7, defined in NOK/hour.

The binary parameters 5235, s 0 and 6,5 have the value 1 if source ¢, r, s and b are reserved in

time t.

The variables F.;, F, Fi;, represent the activated flexibility from source ¢, r and s in time 7, defined
in kWh. The variables Fbc’ and Fdw represent the activated flexibility from charging and discharging
battery b in time ¢, defined in kWh. The binary variables 5??, 7‘}‘;; and 5““ get the value 1 if source c, r

and s is activated in time ¢. The binary variables 5 ; and 5‘1’5 get the value 1 if the battery b is charged or

discharged at time ¢.

3.1.3 Curtailable Loads

Curtailable units are loads where consumption can be interrupted. The load is assumed non-recovered,
meaning it does not consume the curtailed energy when reconnected. The curtailable loads are remu-
nerated in kWh depending on the amount of flexibility provided. This model only considers upward
regulation for curtailable loads. Upward regulation is provided when the load is turned off. An illus-
tration of a curtailment is shown in Figure 0] Figure [Of(a) shows the baseline profile, while Figure 0[b)
shows a curtailment in time periods 5 and 6. The x-axis represents time periods and the y-axis represents
the energy consumption.

Energy Energy

A A

>

> Time > Time
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10

(a) Base profile (b) Curtailed profile

Figure 9: Example of an curtailment. The illustration is based on a figure extracted from .
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3.1 Optimal Allocation

The baseline for a curtailable source ¢ in time ¢, is denoted W, ; [kWh] and is calculated as in Equation
(@). P. is the rated power [kW] of source c and €., is a binary parameter with value 1 if source ¢ consumes
energy in time . « [hours] is a parameter describing the duration of each time step . A curtailable source
that consumes energy from 3 pm to 9 pm has a baseline consumption as shown in Figure [J]a).

Wc,t =P €t - & ()

Equation (3)) ensures that the activated flexibility, F,.;, is equal to the baseline consumption, W, of
source ¢ in time ¢ when the source is activated. An activation is counted in periods where the load is

curtailed.
Fop = Wey - 025 3)
Equation (4) ensures that a source ¢ cannot be activated in time 7 unless the source is reserved in the same
time.
t <
Oeip < Oc’ )

Equation (5) ensures that an activation is only counted if flexibility is provided. All curtailable loads
must provide at least 0.01 kWh during the times when flexibility is activated.

5act < F (5)

Activation Allowances for Curtailable Loads
The start and stop of each activation must be counted to satisfy the activation allowance, minimum
rest duration and maximum activation duration specified in the contract. 5““” is a binary variable that

6stop

gets the value 1 in the period when an activation is started. is a blnary variable that gets the value

1 in the period after the activation is stopped. TableE]ﬂlustrates the feasible values for the delta variables.

Table 3: Feasible values for the binary start and stop variables, used to satisfy the activation allowance,
minimum rest duration and maximum activation duration.

Time 1 2 3 4 5 6 7
gast 0 1 1 1 0 0 1
68m’“t 0 1 0 0 0 0 1
55“’1’ 0 0 0 0 1 0 1

By this definition, a start and a stop cannot occur in the same time. An additional assumption is that each
activation must be stopped by the end of the optimization horizon T. Therefore, it is allowed to start and
stop an activation in the last time of the horizon, as seen in table 3]

Equations and (6b) count each start of an activation. It is assumed that no sources are activated before
the first time in the time horizon. Subsequently, Equation (6a) ensures that the start of an activation is
counted in the first time period of the horizon if the source is activated in the first time period. Equation
(6b) counts the starts of an activation in the remaining time periods of the optimization horizon.

5ac 5start’ =1 (6a)
5act 5ac ' < 5sta'rt l‘;é 1,teT (6b)
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3.1 Optimal Allocation

Equation (7)) ensures that the start of an activation is not counted in periods t when the curtailable source
¢ is not activated.

5start 5act (7)

Equations (8a) and (8b) count each stop of an activation. Equation (8a) counts the stop of an activation
in all times except the first, consistent with the assumption that no sources are activated at the beginning
of the time horizon. In conjunction with the assumption that no sources are activated after the end of the
horizon, Equation (8b) ensures that the stop of an activation is counted in the last time of the horizon T.

Sost —out <SPt A1 teT (8a)
825 < 5jt;p, t=T (8b)

Equation (9) ensures that a curtailment is not started and stopped in the same period.
tart t
oo+ 0, <1,t€T,t#T )

Equation (T0) ensures that 637" gets the value zero in periods where an activation is not started, and
stop

correspondingly that 4. ;" gets the value zero in periods where an activation is not stopped.

gstart — 5P = 005t — 695t |t €T, t#1,t#T (10)

The allowed number of activations during the optimization horizon for each source c, is constrained in
Equation (I1), where N, is the number of allowed activations for source c. The constraint is implemented
to prevent damage from rapid on-off cycling.

T
Z(&)‘Sta/rt < N (11)

t=1

To ensure that the desired state of the source is restored after a curtailment, a minimum rest duration,
RZ’””, is implemented as described in Equation (12).

£ R
Z 5start 55150;0 (12)

i=t

The activation duration is constrained by the maximum activation duration, A7*** specified in the con-
tract, as shown in Equation (13). The constraint is implemented to ensure that the user’s comfort prefer-
ences are upheld by keeping the state of the source within the comfort range defined by the end-user.

t+Amar
Z 52‘3010 5start (13)

i=t
3.1.4 Regulatable Loads

Regulatable loads are devices that can regulate their power consumption either up or down. The regu-
latable loads are remunerated in kWh depending on the amount of flexibility provided. The regulatable
loads are assumed non-recovered and this model considers only upward regulation for regulatable loads.
Upward regulation is provided when the loads reduce the consumption, as illustrated in Figure [I0] The
x-axis represents time periods and the y-axis represents the energy consumption. Figure [I0[(a) shows the
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3.1 Optimal Allocation

baseline profile and Figure[T0(b) shows an example of upward regulation of a regulatable source.

Energy Energy

A A

> Time > Time
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10

(a) Base profile (b) Regulated profile

Figure 10: Example of upward regulation from a regulatable load. The illustration is based on a figure
extracted from [84].

The baseline for a regulatable source r in time ¢, is denoted W,.; [kWh] and is calculated as shown in
Equation (T4). P. is the rated power [kW] of source r. €r¢ 1S a parameter between 0 and 1, since the
regulatable sources can operate between 0% and 100% of the rated power.

W'r,t = PT cEpt & (14)

Equation (13]) ensures that the activated flexibility, F, +, does not exceed the baseline consumption W, 4

from source r in time ¢. An activation is counted in periods when the load is reduced.
¢
Fr,t S Wr,t : 6;17% (15)

The equivalent of Equations (@)-(T3) for the curtailable sources is applied to regulatable sources by

Equations (T6)-(23).

5pst < 675 (16)
5t < Fry (17)
opg = opg =1 (18a)
Spgt — ot <G A1, 1eT (18b)
5i7tta7"t S 5?,? (19)
oot — et <GNP t#£1,tET (20a)
ou <o t=T (20b)
ostart 4 6P < 1,1 €T, t#T 1)
OpTt = Oy = On = S €T A L AT (22)
T
>0 < Ny (23)
t=1
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t+R;nin
St 5P <1 (24)
i=t

t+Amaz
Yo e =6t =0 (25)

i=t

3.1.5 Shiftable Loads

Shiftable loads are sources that can postpone consumption while maintaining the same profile, as Figure
[[T]illustrates. The x-axis represents time periods and the y-axis represents energy consumption. Shiftable
loads provide upward regulation in the periods the load is shifted from and downward regulation in the
periods the load is shifted to. All loads are assumed to consume as soon as possible and the profile cannot
be split when shifted.

Shifted
Baseline profile

i

Energy

> Time
1 2 3 4 5 6 7 8 9 10 11 12 13 14

‘/;tart Vstop

Figure 11: An illustration of a shifted load profile. The illustration is based on a figure extracted from

84).

Shiftable loads are assumed to be recovered, and are therefore priced differently than curtailable and
regulatable loads. Figure [12]illustrates the reservation and activation prices that the aggregator has to
pay when shifting a load. There are three different pricing combinations. The first is the case where the
load profile is completely shifted to another time interval. This is shown in Figure [[2[a). In this case,
the activation price is paid for the entire period from which the load is shifted. Figure [I2b) illustrates
the second case where the load profile is partially shifted. In this case, part of the new consumption is
shifted to a time interval where energy is already consumed. The activation price is paid in the periods in
which there is no overlap between the shifted profile and the baseline profile and the reservation price is
paid in the remaining periods. The third scenario is when the load is not shifted. This is shown in Figure
[T2)c). In this case, the reservation price is paid for the entire period.

The shiftable profile model is used to decide the new energy profile for each source s within its reser-
vation period defined by the end-user. The contract defines the reservation period for each source s,
represented by the parameters T/" and TP, Within this period, the duration of baseline consumption
W, + [kWh] is denoted by the parameters V54" and V5P,
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Baseline W Shifted profile w W w

A * * A *

-
< €
-« =

Flex —» Flex —» Flex

(a) Completely shifted load (b) Partially shifted load (c) Not shifted load

Figure 12: Pricing of flexibility from shiftable loads defined for three price cases: completely shifted,
partially shifted, and not shifted. C*“! is the activation price, paid in the pink boxes. C"** is the reserva-
tion price, paid in the blue boxes. The black dotted line represents the baseline profile W, the blue line
represents the shifted profile w and the pink line represents the flexibility extracted.

The baseline for a shiftable source s in time ¢, is denoted by W ; [kWh] and is calculated as shown in
Equation (26). Ps [kW] is the rated power of source s.

Wap = Po- 02 - a (26)

Equation (27) ensures that the shiftable source s cannot be activated in time 7 unless the source is reserved
in the same period.
6act < gres (27)

s;t — Vst
Equation (28) ensures that an activation is counted only if flexibility is provided. It is assumed that all

shiftable loads must provide at least 0.01 kWh when activated.

32 < Fyy (28)

To ensure that activations are counted when flexibility is provided, Equation (29) is established.

F
6?:? _ W,t Vte [Vstart’ Vstop] (29)

st

The binary variable v, ; gets the value 1 if the source starts consuming energy in time 7. This corresponds
toys¢=1forr=9in Figurerl;fl ws,¢ [kWh] is the shifted profile. The amount of shifted flexibility, F ;,
is defined in Equation (30).

Fs,t = (1 - lysyvstart) : Ws»t + Vs,vstart : Ws»t - wsyt’ Vt € [VStaTt’ VStop] (30)

Equation (3T)) ensures that the shiftable load profile is scheduled within the reservation period 759"t and
T3P and that the load profile is not split.
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Tstopi(vstopivstart)
Z = 1, Vte [Vstart’ Tstop _ (Vstop _ Vstart)} (31)
t=T'start
When flexibility is activated, the amount of flexibility must be equal to the baseline profile. Equation
(32) ensures that the shifted load profile, w,, consumes the same energy as the baseline load profile,
Wi .
min{T3 P —Tstert )
W = > Viei W pstare 3, ¥V t € [T, TP (32)
i=0

3.1.6 Batteries

Batteries can provide flexibility either by charging or discharging. Upward regulation is extracted by
discharging the battery, and downward regulation is extracted by charging the battery. It is assumed that
the aggregator can freely control the battery within the reservation period and the operational constraints.
Battery owners receive the same price for charged and discharged flexibility.

Equations (33) and (34) limit the flexibility charged or discharged from the battery. Py hmaz i a parame-

Pbdz's,mam

ter representing the maximum charging power of battery b and is a parameter for the maximum

discharging power of battery b, both defined in kW.
0 < Feh < pmer . ggh o (33)

0 < Fj® < BT 605 o (34)

Equation (33) ensures that a battery is not charged and discharged at the same time, and that charging
and discharging is only provided when battery b is reserved in time 7.

S5l + ot < 655 (35)

Equation (36) and (37) ensures that an activation is only counted when flexibility from either charging
or discharging is activated. All batteries must provide at least 0.01 kWh of flexibility during times when

flexibility is activated.
i < Fgh (36)

I (37)

SoCly; is a variable representing the state of charge [%] for battery b in time 7. Equations (38a) and
(38b) define the state of charge depending on the previous state of charge SoC',;_1, the self-discharge
rate S olejlf ~45 the flexibility from charging be? and the flexibility from discharging F, bﬁs battery b.
The size of the battery is represented by the parameter Fj, [kKWh]. ngh and n,‘)ﬁs are parameters represent-
ing the charging and discharging efficiencies [%] for battery b.
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S0Cyy = SoCy; — SoCyetd i 1 L L A | S (38a)
Ey ndis - By’

R
E, " B

SoCy = SoChy—1 — SoCyy! =" £, teT (38b)

To account for the unavoidable chemical losses that occur when batteries are neither charging nor dis-
charging, a self-discharge of the battery, represented by the variable SoCSElf 45 191, is included in the
model. S OC’self 45 s defined as in Equations and (39b). These are the constraints making the

self—dis -

problem nonlinear due to SoCj ¢, 5ch bt and 6‘“5 being variables. 1, , is a parameter representing the

self-discharge rate and is defined as a percentage loss.

SoCy =1 = SoCyy - myd =™ (0355 — o5k ) — o) L1 = Tyt (39a)
So Cself dis —SOCbt L nself dis (553371 5bt |- glzts 1) # start’ teT (39]3)

Equation (40) ensures that the state of charge for source b is kept within the minimum and maximum val-
ues, defined by the end-users in the contract in time ¢. SoCmm is a parameter representing the minimum
allowed SoC and SoCy*" is a parameter representing the maximum allowed SoC.

SoCyM™ < SoCy; < SoCy** (40)

The SoC of the battery at the end of the reservation period, T;'”,

must be greater than or equal to the
SoC at the beginning of the reservation period, 75", Tt is assumed that the aggregator is not responsible
for recharging the energy that is lost due to self-discharge. Therefore a tolerance €, [%] is accounted for
as described in Equation (1)

SObet:TStOp Z SObet:Tsta'rt : Eb (41)

Baseline Calculation

Since a home battery is used differently than the other flexibility sources presented, the baseline is cal-
culated as the optimal use of the battery for one day. The optimal usage is found by minimizing the
household’s energy cost when it is not participating in a flexibility program. This means that the battery
is used to minimize the cost of covering the energy consumption of the other flexibility sources while
taking advantage of spot price fluctuations. This is a simplification made in the model due to lack of
data. The baseline for the batteries is thus calculated by optimizing the charging and discharging of the
battery, provided that the baseline consumption D, ; for the household’s flexibility sources is met. H is
the set of households, indexed by A.

Equation (@2)) formulates the consumption constraint by summing the parameters defining the baselines
of the water heater W™, the heat pump W, % and the EV W‘S}”f * for household A in time 1.

Dpy = Wit + Wy + wilil! 42)
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3.1 Optimal Allocation

The baseline consumption, Dy, ;, can be obtained either by purchasing energy from the grid or by dis-
charging energy from the battery, as shown in Equation (43). The energy purchased from the grid to meet
the household’s consumption, is represented by the variable Eéf?p "' [kWh] and the energy discharged
from battery b is represented by the variable EChS [kWh].

EyPT + B = Dpy (43)

For each household 4, the objective is to minimize the energy costs, as presented in Equation (44)). The
energy cost is the sum of cost for the energy purchased to meet the consumption and the cost of the
energy purchased to charge the battery. The energy bought to charge battery b is represented by the
variable Eg@ [KWh] and the spot price by the parameter C;**" [NOK/kWh].

T
minz = Z oot ( Zmpmt + Ey ) (44)
t=1

The equivalent of Equations (33))-( 1)) is applied to the baseline calculations by Equations (43)-(53).

0 < Bgh < T gk o (45)
0< Edzs szs maz 5dzs . (46)
Sl + ot < (47)
5 Eh (48)
62“5 < Ed” (49)
ch ch dis
SoCly = SoCy,1 — SoCyet ~ 4 LB Eb nglib- Bl (50a)
1f—dis Egh ch Egis
SoCht = SoChi—1 — SOCI;SE + B i - By Jt#1,teT (50b)
SoCy =1 = SoCy 1 - my =M (G55, — oy — o)) 1 =1 (51a)
SoCy = = SoChy 1 -y =M (G35 — Ofh L — o) AL ET (51b)
SoCI™ < §0Ch; < SoCy*™ (52)
SoCy =1 > SoCh1—1 - € (53)

3.1.7 Flexibility Request

Flexibility buyers request flexibility in terms of reduced or increased energy consumption. The flexibil-
ity request is represented by the parameter, D; [kWh]. A positive value of D; represents a request for
upward regulation, while a negative value for D, represents a request for downward regulation. Figure
[13] shows an illustration of a flexibility request curve for upward and downward regulation. The x-axis
represents time units and the y-axis represents the requested energy.

Equation (54) ensures that the sum of all flexibility provided by the different sources equals the requested
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3.2 Pricing Mechanism
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Figure 13: Flexibility request curve for upward and downward flexibility. The pink line represents a
request for upward regulation and the blue line represents a request for downward regulation.

flexibility D; [kW], in time .

C R S B
S Ei+ Y Frp+ Y (Wey—wse)d (B —F) =Dy, teT (54)
c=1 r=1 s=1 b=1

3.2 Pricing Mechanism

A program is created to allocate flexibility sources from a portfolio with the goal of minimizing the total
cost to an aggregator. The program does not guarantee a profit for either the aggregator or the end-users,
since the goal is to obtain an allocation feasible schedule that minimizes the cost to the aggregator. No
constraint on profitability is included. The model is divided into two parts since the objective of this
thesis is two-fold. Therefore, the next step is to determine whether the profit for the obtained schedule
can be ensured by creating a pricing mechanism. If the profit can be ensured for both the aggregator and

the end-users, a feasible price range can be found.

The aggregator receives a payment for providing the requested flexibility to buyers. The magnitude of
this payment depends on the amount of flexibility requested, the type of flexibility buyer, and what the
flexibility is utilized for. In this thesis, the flexibility buyer is assumed to be a BRP that normally trades
imbalances in the balancing market. Consequently, the maximum price that the aggregator can receive
from a BRP is the balancing price. However, the aggregator has to pay a part of the payment from the
BRP to the end-users as an incentive for providing flexibility. This price is defined as the flexibility price
and is divided into an activation price and a reservation price. Figure (I4) illustrates this.

This raises the question of how the aggregator should share the payment from the BRP with the end-
users. More specifically, how can the price for flexibility be set in such a way that both the aggregator
and the end-users are satisfied. Since the aggregator’s profit decreases when the price paid to the end-
users increases, the aggregator would like to set the price as low as possible. On the other hand, end-users
desire a high price for flexibility. In summary, it is a zero-sum game, since one person’s loss is directly
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3.2 Pricing Mechanism
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Figure 14: Payments between each party. The BRP must pay the aggregator for the requested flexibility.
This price is the balancing price, defined in NOK/kWh. Further, the aggregator must pay the end-users
for the reserved and activated flexibility. These prices constitute the flexibility price. The activation price
is defined in NOK/kWh and the reservation price is defined in NOK/h.

the other person’s gain. In this case, it means that a high flexibility price reduces the aggregator’s share
of the payment from the BRP and increases the share for the end-users. The aim of this thesis is therefore
to find a price range for flexibility that satisfies both the aggregator and the end-users, as an economic
perspective is considered and an accurate price for flexibility cannot be found without considering social,
behavioural and fairness aspects.

A simplified way to assess aggregator and end-user satisfaction is profitability. In this thesis, it is assumed
that as long as all participants profit from participation, all parties are satisfied. As previously stated, the
aggregator desires a low price for flexibility, while the end-users desire a high price for flexibility. For
this reason, the flexibility price range is defined by the lowest and the highest price that guarantees a
profit for both the aggregator and the end-user. All prices within this price range guarantee a profit for
all participants. The lowest price that ensures profit for all participants is found when the aggregator is
the price setter and is found by maximizing the aggregator’s profit while ensuring a non-zero, positive
profit for all households. Similarly, the highest price that ensures profit for both parties is found when the
end-users are the price setters and is found by maximizing the profit of the households while ensuring a
non-zero, positive profit for the aggregator.

3.2.1 Setting the Price Bounds

The flexibility price range is constrained by some lower and upper boundaries, represented by the pa-
rameters C'°"¢" and C"PP". These can be based on the time-varying existing power market prices or
extracted as fixed values. Irrespective of how these price bounds are set, there is no guarantee that the
bounds will be sufficient to deliver a price range that guarantees a profit for both the aggregator and the
end-users. Figure[I5]explains this concept by showing a sketch of the bounds along with a feasible price
range that guarantees a profit.

Bounds from Existing Markets

In the case where the bounds are formed from existing power markets, C;'"’" is determined as shown
in Equation (53). This is motivated by the payment that the aggregator receives from the BRP, which is
determined based on the existing power market prices and the flexibility request. When the flexibility
request is zero, both the activation and reservation prices are set to zero. This is motivated by the fact
that there is no incentive for the aggregator to neither activate nor reserve sources.

Cztpper _ CZLP . 5;“17 + Cziown . 5§lown +0- (5tzero (55)
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3.2 Pricing Mechanism
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Figure 15: Price bounds and feasible price range within the bounds. The red line represents the desired
price for the end-users and the blue line represents the desired price for the aggregator. The light blue
line represents the lowest price that ensures profit for all participants, and the pink line represents the
highest price that ensures profit for all participants.

where C; is the upward regulation price in the balancing market in period ¢ and C{#°*" is the down-
ward regulation price in period 7. §,” is a binary parameter with value 1 if the flexibility request is for
up-regulation, 5?‘””" is a binary parameter with value 1 if the flexibility request is for down-regulation,
and 67°"° is a binary parameter with value 1 if there is no flexibility request for period .

In this case, C!°"°" represents the lowest price from the existing power markets. It is defined as the lowest
price of the spot price, C;*”, the intraday price, C""%, and the balancing prices, C;* and C%“"  in
each time step ¢ of the day, as shown in Equation (56).

Céower — min (C:P()t’ CZntra’ CZJP . 5;@ + Cglown . 5§lown +0- 5tze7"o> (56)

Fixed Bounds

The payment from the BRP to the aggregator is still assumed to be the same, but the question arises
whether this must mean that the flexibility price that the aggregator has to pay to the end-users must be
limited by the existing power market prices. As there are no other market prices on which to base this
assumption, a heuristic price range is used to test this. This means that when fixed prices are used as
flexibility price bounds for each period, a fixed value is set for the lower bound, C**“°", and another
fixed value is set for the upper bound, C"PP¢",

A price range that guarantees a profit for all participants can be found under the assumption of both
uniform prices and individual prices. A uniform price mean that all flexibility sources receive the same
flexibility price, while individual prices mean that each source in the portfolio receives an individual
flexibility price. The following mechanism can be used to test both uniform prices and individual prices,
since the only difference in the models is the index s (lacking for uniform pricing). Therefore, only the
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3.2 Pricing Mechanism

model for individual prices is presented.

3.2.2 Obtaining the Lowest Price that Ensure Profit for All Participants

It is clear that the aggregator wants to pay end-users a low price for flexibility in order to increase its own
profit. Therefore, the lowest price that ensures profit for all participants is found by maximizing the profit
for the aggregator, conditional on all households having positive profits. The objective is to maximize
the profit for the aggregator, with the obtained schedule as input and the activation and reservation prices
as variables, as shown in Equation (57),

S

T T

t t7 ) k) t7

max my = »_ CP¥™M Dy = > (cgj; CFyg] S (805 — 5% “)) (57)
t=1 t=1s=1

where 7, is the profit of the aggregator [NOK]. The product of C?*"™*"™ and Dj represents the revenue

received by the aggregator from the BRP, where CP*Y""“" is the parameter describing the payment the

aggregator receives from the BRP and D; [kWh] is the parameter representing the requested flexibility in
. res.a - . . . . act,a .

period 7. d, ;" is a parameter with value 1 in periods when source s is reserved and J,, ™ is a parameter

with value 1 in periods when source s is activated. F; [kWh] is a parameter representing the activated

flexibility of source s in period ¢, obtained from the schedule. cg‘ff’“ [NOK/kWh] is a variable represent-

ing the lowest activation price that ensures a profit for source s in period ¢ for both the aggregator and the

res,a

end-users. ¢, ;

[NOK/h] is a variable representing the corresponding reservation price.

If the reservation price is of the same order of magnitude as the activation price, it will be cheaper to
activate a source than to reserve it. This will cause unnecessary wear and tear on the source and possibly
inconvenience to the end-users. For this reason, the reservation price is defined as a percentage of the

Tes

activation price, as described in Equation (58). €™ is a parameter that specifies the percentage. The

Tes,a

reservation price Cs,t

is defined in NOK/hour, as in the optimal allocation program.

res,a __ _res act,a
st — € " Csit (58)

The activation price for flexibility must be greater than or equal to the lower bound in each time period ¢
of the day. This is described in Equation (59).

£, !
oyt > OG0 (59)

The activation price must be less than or equal to the upper bound in each time period ¢ of the day. This
is described in Equation (60).
i < o (60)

End-users have the option to decide whether or not to participate in flexibility programs. If participation
results in losses for end-users, they will choose not to participate. As explained earlier, it is assumed
that the end-users are satisfied with the flexibility price as long as they make a profit at the end of the
day. Since the objective is to maximize the aggregator’s profit, the household’s profit must be secured.
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3.2 Pricing Mechanism

Equation (61)) ensures that all participating households receive a profit of at least 0.001 NOK/day.
mp, > 0.001 (61)

The profit of each flexibility source, 7, [NOK], is the sum of the activation and reservation remuneration
received from the aggregator, in addition to the energy savings. The energy savings [NOK] is represented
by the variable S, + for source s in time 7. This is described in Equation (62)),

T
Tg = Z (ngt,a . ‘FS,t| + c;“?t&a . (5228@ _ 5?31‘/,:1) + SS,t) (62)
t=1

The energy savings result from the spot price variations and the differences between the baseline con-
sumption and the actual consumption. Actual consumption refers to the source’s energy consumption
after the aggregator adjusts consumption to provide the requested flexibility. W ; [kWh] is the pa-
rameter representing the baseline consumption and w, ; [kWh] is the parameter representing the actual
consumption of source s in time t. The energy savings are defined in equation (63).

Sst = (Wst —wsy) - SpotPrice (63)

Moreover, the profit for a household 4, 7y, is the sum of the profit from all flexibility sources of the
household, as described in Equation (64). N}, is the number of flexibility sources that household & owns.

Np
=) s (64)
s=1

3.2.3 Obtaining the Highest Price that Ensure Profit for All Participants

End-users want a high price for flexibility to increase their own profit. Therefore, the highest price
that ensures profit for all participants is found by maximizing the total profit for end-users, provided
the aggregator has a positive profit. The objective is to maximize the profit for the end-users, with the
obtained schedule as input and the activation and reservation prices as variables, as shown in Equation

©3).

T
maxm, =33 (ss,t DR Fyy 4 e (01— 5;5;5)) (65)
t=1s=1

act,h

where 7, is the profit of household &. ¢,

is a variable representing the highest activation price that

res,h .

ensures a profit for both the aggregator and end-users, for source s in time period #. ¢, ;" is the variable

representing the corresponding reservation price.

The activation price for flexibility must be greater than or equal to the lowest price that ensures a profit
for all participants in each time period ¢ of the day. Similarly, the activation price in each time period ¢
of the day must be less than or equal to the upper bound. This is represented in Equations (66) and (67).

res,h

The reservation price, ¢, ;

(©3).

, 1s defined as a percentage of the activation price, as described in Equation

cgﬁt,h > Cact,a (66)

s,t
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3.3 Summary of Method

act,h upper
cs,t < Cs,t (67)
res,h __ res act,h
Cst  — €t "Cspt (63)

Since the objective is to determine the highest price that ensures profit for all participants, the aggregator’s
profit must be secured. Equation (70), ensures that the aggregator receives a profit of at least 0.001
NOK/day.

Ta > 0.001 (69)

The profit of the aggregator, 7, is calculated as described in equation (70).
T T S
Ta = YO Dol = Y030 (™ - [Pl 4 65" - (01 = 02)) (70)
t=1 t=1s=1

3.3 Summary of Method

The flowchart in Figure [16| explains the steps involved from when the aggregator accepts a request for
flexibility from the buyer, until the feasible prices for the schedule are determined.

Aggregator accepts a flexibility
request from a flexibility buyer.

Y
The aggregator optimally allocates the flex-
ibility sources in the portfolio with the ob-
jective of minimizing the aggregator’s cost.

Y

Determine the lowest price that guarantees Infeasible. There is 110
profit for all participants by maximizing profit <0 price tha't guarantees
the profit for the aggregator, provided profit for all households.

that all households have a positive profit.

profit > 0

Y

Determine the highest price that guarantees Infeasible. There is no
profit for all participants by maximizing profit <0 rice tha‘t sarantees
the profit for the end-users, provided p £

that the aggregator has a positive profit. profit for the aggregator

profit > 0

Optimal schedule and associated
price range that ensures profit
for all participants is obtained.

Figure 16: Flowchart of the presented method to achieve an optimal schedule that minimizes the costs
for the aggregator and an associated feasible price range that ensures profit for all participants for the
schedule. The process is repeated every day.
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3.4 Simulation Description

It is assumed that the aggregator has sufficient capacity in the portfolio to fulfil the flexibility request.
As shown in Figure [16] there are two possible scenarios in which no feasible price that ensures a profit
for all participants can be determined for the schedule. The first case is when there is no price within the
defined price bounds C**"¢" and C"*PP" that ensures profit for all households. The second is when there
is no price within the defined price bounds that ensures a profit for the aggregator.

3.4 Simulation Description

Simulations are performed to validate the proposed method. In this regard, the results chapter is divided
into five parts. In step one, a portfolio is created. The source specifications for each source in the portfolio
are found by collecting data, as presented in section[d.1] In step two, the goal is to determine an optimal
schedule by allocating sources from the portfolio created in step one, with the objective of minimizing
the costs for the aggregator. The activation price for flexibility is a parameter set to the minimum price of
the existing power market pricesobtained from the Nordic power market. Section#.2] presents an optimal
schedule for each day of the simulated week, and analyzes how the optimal allocation program responds
to variations in prices from the power market. Further, the aggregator’s costs, the source distribution and
the distribution of profits between the end-users are analyzed.

The schedule obtained in step two provides the absolute minimum cost of obtaining a feasible schedule.
However, it does not guarantee a profit for either the aggregator or the end-users. The end-users have
the power to decide whether or not to participate in the flexibility program. If they are not satisfied with
the price offered, they will choose not to participate. The next step is therefore to investigate if there
exists a feasible price range for the obtained schedule, that guarantees profit for all participants. The
price mechanism presented in Section [3.2]is tested for three different pricing strategies. All strategies
tested under the assumption of a BRP being the flexibility buyer. This means that the aggregator’s profit
is constrained by the balancing price received from the BRP in all three strategies. Further, it is assumed
that the profit must be ensured within a 24 hour period (on daily basis) for all strategies. A summary of
the price strategies is presented in Table 4]

Table 4: The three pricing strategies tested in the simulations. The price bounds are defined in
NOK/kWh.

Clower cupper Mechanism
Strategy 1 Lower bound formed from Upper bound formed from Uniform for all sources
the existing power market existing power market price
price combinations combinations
Strategy 2~ Lower bound formed from Upper bound formed from Individual for each source
existing power market price existing power market price
combinations combinations
Strategy 3 0 100 Uniform for all sources

The time-varying bounds for Strategies 1 and 2 are found by the equations presented in Section[3.2.1] In
each time period of the day, the prices are constrained by the existing power market price in the respective
time period. For price Strategy 3, the price is constrained by the fixed values of 0 and 100 NOK/kWh in
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3.4 Simulation Description

each period of the day, allowing the aggregator to freely distribute prices within the 24-hour period. The

goal in setting up these three pricing strategies is to analyze the differences in aggregator and end-user

profitability for first, uniform versus individual pricing, and second, fixed bounds versus bounds formed

from the existing power markets.

Figure [I7] illustrates the five steps. The colored boxes at the top represent the goal of each step. The

boxes below represent the main things that will be investigated with respect to the main goal off the step.

Step 1

!

Data collection

Step 2

Determine
optimal schedule

|

Analyze the costs

v

Source & profit
distribution

Step 3

Price Strategy 1

|

Profit for aggregator
& end-users

!

Price range

Step 4
Price Strategy 2

!

Compare profits
for aggregator

& end-users

Y

Price range

Step 5

!

Compare profits

for aggregator

& end-users

Price range

Figure 17: The five steps involved in the simulations and corresponding goals that the results are divided

into.
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4 Results

To validate the proposed optimal allocation model and to investigate the pricing of residential flexibility,
simulations are conducted. The simulations are performed for one week, where the model is solved once
for each day. A resolution of 15-minute intervals is used for the simulations. The model is deterministic
and does not account for unpredictable changes in consumer power consumption. The optimization
problem is solved using the Gurobi solver in Pyomo, Python. The simulations are run on a MacBook
Pro from 2015 with the High Sierra operating system (10.13.6), a 2.7 GHz Intel Core i5 processor and
an 8 GB 1867 MHz DDR3 memory. In the next section, an aggregator’s portfolio of flexibility sources
is created for the simulations.

4.1 Data Collection

The creation of a portfolio is necessary to allocate and price flexibility services. In order to create a
portfolio, data must be collected. In addition, existing power market prices need to be extracted in order
to allocate sources optimally and to test price Strategies 1 and 2. This section presents the data collected
and the assumptions made for the simulations.

Portfolio

In this thesis, all curtailable sources are assumed to be water heaters, all regulatable sources are assumed
to be heat pumps and all shiftable loads are assumed to be EVs. The simulations are run with a portfolio
of 50 households. It is assumed that all households own a water heater, 80% own a heat pump, 50%
own an EV, and 20% own a battery, as this roughly reflects a modern Norwegian neighbourhood. For
the portfolio of 50 households, this equates to 50 water heaters, 40 heat pumps, 25 EVs and 10 batteries.
Data for curtailable, regulatable and shiftable loads are extracted from real-life measurements by Pecan
Street in New York, 2019 [94]. The data contains active power profiles at 15-minute resolution, from
water heaters, heat pumps, and EVs. It is assumed that the activation allowance of curtailable and regu-
latable sources is between 1 and 3 times per day, and that the activation allowances of shiftable sources
is 1 time per day. The minimum rest duration is between 1 to 2 hours for curtailable sources and between
1 and 4 hours for the regulatable sources. The maximum activation duration is between 1 and 3 hours for
the curtailable sources and between 2 and 5 hours for regulatable sources. These numbers are chosen in
conjunction with the literature review conducted for the specialization report [92]].

Households that own batteries are assigned either a Tesla Powerwall or an xStorage Home battery as
presented in Appendix [B]The baseline profiles for batteries are calculated as explained in Section [3.1.6]
All batteries are assumed to have a self-discharge rate of 0.1 % per hour and a charge/discharge efficiency
of 0.9 %. To account for the self-discharge rate of the batteries, the tolerance ¢, is set to 95% of the
desired final SoC value. The minimum SoC value is set to 15% and the maximum SoC value is set to
90%. Further, it is assumed that the minimum allowed SoC at the end of the reservation period is the
same SoC that the battery had at the beginning of the reservation period. End-users can reserve their
sources in one of the time slots presented in the contract shown in Appendix [C The entire portfolio of
flexibility sources and associated specifications are shown in Appendix D]
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4.1 Data Collection

Nordic Power Market Prices for Week 1, 2021

Data for Strategies 1 and 2 are collected from the existing power market, Nord Pool, for Monday 4th
of January to Sunday 10th of January in 2021 for Trondheim [95H97]]. Figure [I8]shows the day-ahead,
intraday, and balancing market prices for the analyzed week.

14 Nordic power market prices - Week 1 2021 in Trondheim
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Figure 18: Norwegian power market prices for week 1 2021, in Trondheim.

The blue line in Figure [I§|represents the spot price from the day-ahead market, the green line represents
the intraday price, the yellow line represents the upward regulation price in the balancing market, and the
orange line represents the downward regulation price in the balancing market. The figure shows that the
prices are almost identical in some periods, while they differ more in other periods. A large difference
in market prices indicates a larger imbalance in the system and thus a greater need for flexibility, while
more consistent prices may represent less demand for flexibility in the market due to a smaller imbal-
ance. This week was chosen as it represents some days with minor imbalances and some days with major
imbalances. Power market prices vary throughout the year and from region to region. In Norway, the
prices are relatively stable due to the production and regulation of hydro power. However, in countries
dominated by renewable energy sources such as wind power, market prices are more volatile. Had a dif-
ferent week or region been chosen for the simulations, the prices could have been significantly different.

Figure [I9] shows the lower and upper bounds formed from the existing power market prices presented
in Figure [I8] obtained from Equations (53)) and (56). Consistent with the observations in Figure [T8]
there are large differences in the ranges between the upper and lower bounds for each day. For Tuesday,
Wednesday and Saturday, the range seems to be larger than for the other days, where the range is really
narrow or non-existent. Again, if another week had been simulated, the upper and lower bounds could
have been different.
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4.1 Data Collection

14 Price bounds formed from the power market prices - Week 1 2021 in Trondheim

—— Clover formed from existing power markets

124 cuprer formed from existing power markets

1.0 4
0.8

0.6 “JL[

0.4 A

Price [NOK/kWh]

0.2

0.0

Mon Tue Wed Thu Fri sat sun
Figure 19: Minimum and maximum prices from the Norwegian power markets for week 1 2021, in
Trondheim.
Flexibility Request

The program is run with the same flexibility request every day of the week to make it easier to analyze
the impact of the prices. The daily request from the BRP consists of 91 kWh upward regulation and 37
kWh of downward regulation. In total, this adds up to 128 kWh/day. Figure [20] shows the BRP’s daily
request for flexibility.
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Figure 20: The daily flexibility requirement from the BRP used in the simulations. The blue area
represents the request for downward regulation, while the red area represents the request for upward
regulation.

Table [5] shows the payment the aggregator receives from the BRP for providing the requested flexibility,
corresponding to the balancing market prices shown in Figure [[8] The payment is calculated as in
Equation 53]
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4.2 Optimal Schedule

Table 5: The payment the aggregator receives from the BRP for providing the requested flexibility,
obtained from the Two-price model.

Mon Tue Wed Thu Fri Sat Sun
Payment from BRP [NOK] 64.55 84.34 92.18 96.44 102.85  48.96 56.07

4.2 Optimal Schedule

Once the portfolio and a flexibility request is obtained, the next step is to determine an optimal schedule.
This is determined by the optimal allocation model presented in Chapter [3] The maximum flexibility
available in the aggregator’s portfolio is 1124 kWh/day. However, the constraints from the contract will
limit this value significantly. As previously stated, it is assumed that the requested flexibility is always
available in the portfolio. The program is run with the minimum price from the existing power markets as
the activation price for flexibility. This price represents the the lowest possible price the aggregator can
pay the end-users to obtain a feasible schedule, when the prices are based on the existing power market
prices. The reservation price is set to 1% of the activation price. An optimal schedule is obtained for

each day of the week. Figure 21| shows how the aggregator optimally allocate the sources in its portfolio
for each day of the week.
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Figure 21: Optimal schedule for meeting the flexibility request from the BRP.

In some periods, more flexibility than requested is activated. This is particularly evident for Saturday
and Sunday, as shown in Figure [21] Since the minimum price from the existing power markets is zero
in many time periods for these two days, the cheapest schedule is achieved by activating more flexibility
than requested. Activating flexibility during these periods does not incur any cost to the aggregator. The
aggregator exploits this by charging the batteries during the periods when the price is zero in order to
use them for discharging in later periods. This is feasible because the sum of up-regulation and down-
regulation equals the requested flexibility. Since the activation and reservation price is zero in the quarters
when no flexibility is requested, the same considerations arise for these periods. In both cases, the issue

of fairness arises because the activation of sources results in potential inconvenience and degradation of
sources, without payments to end-users.
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4.2 Optimal Schedule

4.2.1 Costs

The cost for the aggregator for providing a total of 128 kWh of flexibility everyday for seven days is
484.56 NOK. The activation and reservation costs constitute the total cost for the aggregator. The cost
of the aggregator, the compensation received from the BRP, and the resulting profit for each day of the
week are presented in Table 6]

Table 6: Activation costs, reservation costs and total costs for the aggregator, as well as the compensa-
tion the aggregator receives from the BRP and the profit for the aggregator for providing 128 kWh of
flexibility everyday for seven days. All values are in NOK.

Mon Tue Wed Thu Fri Sat Sun
Activation 63.63 54.33 66.35 106.68 106.86 37.71 38.99
Reservation 1.36 1.02 1.45 2.33 2.31 0.73 0.83
Total cost 64.99 55.35 67.80 109.01 109.17 38.43 39.82
Compensation 64.55 84.34 92.18 96.44 102.85 48.96 56.07
Profit -0.44 28.99 24.38 -12.58 -6.31 10.53 16.25

The cost for the aggregator is higher than the payment from the BRP for Monday, Thursday and Friday,
resulting in a negative profit for the aggregator, as shown in Table [§] One reason for this is the reser-
vation price, which imposes an additional cost on the aggregator. In this thesis, the reservation price is
defined as 1% of the activation price. The results presented in Table [6] shows that the aggregator’s cost
of activating the sources is less than the payment it received from the BRP on Monday, suggesting that a
different definition of the reservation price could have made it profitable for the aggregator.

The reason why the aggregator is not profiting on Thursday and Friday is the user preferences and tech-
nical constraints that limit the optimal schedule. The price used as the activation price when determining
the optimal schedule is the lower bound formed from the existing power markets, C'*“¢". This price is
always less than or equal to the upper bound formed from the existing power market prices, C*PP¢", The
aggregator would make a profit of D; - (C*PPe" — Clower) if exactly the requested amount of flexibility is
activated. However, if more flexibility than requested is activated, the aggregator’s profit decreases. It is
established that activating excess flexibility during periods when the price is zero does not impose a cost
on the aggregator. However, surplus flexibility is also activated during periods when the activation price
is not zero. This is particularly evident on Thursday and Friday, where this, combined with the additional
reservation cost results in unprofitable flexibility provision for the aggregator.

4.2.2 Source and Profit Distribution

Figure [22| shows the percentage of activated flexibility [kWh] from each of the four source types. The
fraction of activated flexibility from curtailable and regulatable sources is approximately 30% of the ac-
tivated flexibility per day and is almost unchanged from day to day. The sum of these sources accounts
for a smaller share of the activated flexibility because they cannot provide down regulation and generally
have lower power ratings than shiftable sources and batteries. Batteries can provide both up-regulation
and down-regulation and are not subject to any of the activation constraints (activation allowance, min-
imum rest duration and maximum activation duration). As a result, much of the flexibility is activated
from the batteries. However, on most days, the majority of flexibility is activated from shiftable sources.
From an aggregator’s point of view, shiftable sources are the most favourable to activate because they are
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4.2 Optimal Schedule

assumed to be recovered. As described in section [3.1.5] the aggregator pays for flexibility in the periods
from which the load is shifted, rather than in the periods to which the load is shifted. Consequently, the
aggregator’s costs increase when the share of flexibility from shiftable sources decreases.
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Figure 22: Source distribution of the activated flexibility [kWh] from each source type. The bars repre-
sent the share of the activated flexibility [kWh] from each of the source types.

The distribution of sources does not correspond to the distribution of profits, as can be seen from Table

[7]and Figure

Table 7: Percentage of profits from each source type for each day of the simulated week.

Mon Tue Wed Thu Fri Sat Sun

Curtailable 28.44 31.53 28.20 30.10 31.94 36.78 36.32
Regulatable 21.13 20.85 21.71 21.58 21.22 24.18 23.40
Shiftable 30.22 26.41 27.64 28.59 30.27 26.78 2271
Batteries 20.21 21.16 22.45 19.73 16.57 12.27 17.57

Batteries account for the largest share of activated flexibility on Sunday, 44% in total. However, battery
owners receive only 18% of the profits, making up the smallest share on this day. Similarly, shiftable
sources account for 49% of activated flexibility on Friday, but receive only a 30% share of the prof-
its. Correspondingly, curtailable and regulatable sources receive a large share of the profit compared to
the small share of activated flexibility on that day. These results suggest that pricing different types of
sources differently may result in a more equitable distribution between the flexibility provided and the

profit received.

In summary, the aggregator exploits the quarters when the price is zero by activating more flexibility
than requested, and it is found that shiftable sources and batteries are activated the most but profit the
least. The minimum cost to achieve a feasible schedule is found by setting the activation price equal to
the minimum price from the existing power markets. A feasible schedule is found for each day of the
week. The next step is to determine whether there exist a price range for the schedule that guarantees
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4.3 Price Strategy 1

a profit for both the aggregator and the end-users. In the following sections, only the activation price is
presented. However, exactly the same trends can be found for the reservation price, since the reservation
price is defined as a fraction of the activation price.

4.3 Price Strategy 1

In this section, the results with price Strategy 1 is presented. Price Strategy 1 presents a uniform price
range for all sources. In each quarter of the day, the prices are constrained by the existing power market
prices in the respective quarter, as previously shown in Figure [I9] To determine the price range, two
optimizations are performed. The first optimization forms the lower bound of the optimal price range and
is found by maximizing the profit for the aggregator under the assumption that the aggregator is the price
setter. The second optimization forms the upper bound of the price range and is found by maximizing the
profit for the households, assuming that the households are the price setters. As previously presented, the
optimizations can lead to two possible outcomes: either a feasible price range is found or not. Finding a
feasible price range implies that all prices within the range guarantee a profit for both the aggregator and
the households. If there is no feasible price range, the aggregator makes no profit or households do not
profit.

4.3.1 Profits for Aggregator and End-users

A uniform price range that guarantees a profit to the aggregator as well as to the end-users is found for
Tuesday, Wednesday, and Saturday. On these days, the spread between the minimum and maximum
existing power market prices is the largest. These results suggest that greater profits can be made when
there are large differences between spot prices, intraday prices, and balancing prices.

There is no feasible price range that guarantees a profit for both the aggregator and the end-user on Mon-
day, Thursday, Friday, and Sunday. On Monday, Thursday and Friday, the aggregator does not profit.
This means that the minimum price from the Nordic power market is too high to guarantee a profit for
the aggregator. On Sunday there is no feasible price that guarantees a profit for all households. The
households that do not make a profit on Sunday own batteries. As mentioned previously, batteries ac-
count for the largest share of activated flexibility on this day, but receive the smallest share of profits. As
defined in section baselines for the batteries are calculated by minimising the total cost of energy
consumed by the household’s water heaters, heat pumps, and electric vehicles. If the battery is instead
used for flexibility services, battery charging and discharging are fully controlled by the aggregator. This
can result in a large deviation from baseline consumption and potentially increase energy costs for bat-
tery owners. For Sunday, the increased costs exceed the compensation received for two of the batteries,
resulting in two of the households not profiting.

The results from the feasible days will now be presented. Table [§] presents the range of feasible profits
for the aggregator and end-users for Tuesday, Wednesday, and Saturday. Profits are given as a range
in relation to the found price range. The range of profits for the aggregator, m,g¢regator. represents the
minimum guaranteed profit for the aggregator when the end-users are the price setters, to the maximum
possible profit obtained when the aggregator is the price setter. The same explanation is given for the
average profit range for the end-users, 7,0, . .

46



4.3 Price Strategy 1

Table 8: Profits for aggregator and households for week 1 2021 in Trondheim, with price Strategy 1.

Day Payment from BRP to Taggregator [NOK] Ty hotds INOK]
aggregator [NOK]
Tuesday 84.34 0.001 - 28.99 1.91-2.49
Wednesday 92.18 0.001 - 24.37 2.00-248
Saturday 48.96 0.001 - 7.77 1.18-1.33

Table [§] shows that the aggregator’s potential profit is significantly less than the payment received from
BRP. The aggregator must pay a share of the payment from the BRP to the end-users to guarantee profits
for them. The share of this payment for price Strategy 1 is presented in Table 9]

Table 9: Share of payment from BRP distributed between the aggregator and end-users for price Strategy
1 for Tuesday, Wednesday and Saturday. All values are gives as a percentage.

Strategy 1 Aggregator End-users
Tuesday 0.002 - 33 67 - 99.998
Wednesday 0.002 - 26 74 - 99.998
Saturday 0.002 - 16 84 - 99.998

As can be seen in the table above, the aggregator must distribute a share of the payment from the BRP of
at least 67% for Tuesday, 74% for Wednesday, and 84% for Saturday to end-users in order to guarantee
profits for end-users. This result shows that the aggregator must pay more than half of the payment
from the BRP to the end-users to make it profitable for them. In a worst case scenario, the aggregator
would have to pay 99.998% of the payment to the end-users for Tuesday, Wednesday and Saturday. This
means that the aggregator would only receive 0.002% of the payment for itself. The results indicate that
approaching the highest price in the feasible range leads to an unfair distribution of profit. Furthermore,
the results suggest that if the end-users are given a large amount of decision making power by being the
price setters, this can significantly reduce the aggregator’s profit.

4.3.2 Feasible Price Range

The lower bound formed from the existing power market prices guarantees a profit to both the aggregator
and end-users for Tuesday and Wednesday. Since Saturday is the day when the aggregator profits the least
and the feasible price range is more narrow than the defined bounds, this day is analyzed and presented
in more detail. The feasible price range for Saturday is presented in Figure 23] The blue line represents
the lowest feasible price of the range, and the red line represents the highest feasible price of the range.
As can be seen in the figure, the two prices overlap during large parts of the day. In periods where only
the blue line is visible, there is only one price that can be set to guarantee profit for the aggregator and the

end-users. In the remaining periods, all prices in between the blue and red lines, represent feasible prices.

The minimum price from the existing power market is not sufficient to guarantee a profit for all house-
holds. Therefore, the aggregator increases the price for all sources between 7:30-7:45 and 7:45-8:00 to
guarantee a profit for all participating households. Similarly, the maximum price from the existing power
market is too high to guarantee a profit for the aggregator. Therefore, end-users lower the price for all
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Figure 23: Feasible price range for ensuring profit for all participants for Saturday, for price Strategy 1.

sources in several time intervals of the day to guarantee a profit for the aggregator. In fact, the flexibility
price can never reach the maximum power market price in all quarters of the day. This is explained by the
profit requirement for the aggregator, which takes into account both activation and reservation costs. To
summarize, the flexibility price is not equal to the maximum existing power market price in all quarters
due to the aggregator’s additional reservation costs.

4.4 Price Strategy 2

The results presented in the previous section demonstrate that a uniform price increase ensures profit for
all participating households for Saturday. However, it reduces the aggregator’s profit. It is conceivable
that increasing the price only for the unprofitable sources is sufficient to ensure profit for the respective
households. Therefore, another option is to allow the aggregator and end-users to set individual prices.
This is defined by setting individual prices for each flexibility source and obtaining an individual price
range for each flexibility source.

This section compares the feasibility and profitability of individual pricing with the results presented
for Strategy 1. The same methodology as for Strategy 1 is repeated for individual pricing and repeated
here for convenience: the first optimization forms the lower bound of the optimal price range for each
source, which results from maximizing the aggregator’s profit under the assumption that the aggregator
is the price setter. The second optimization forms the corresponding upper bound, which results from
maximizing the aggregator’s profit for households under the assumption that the end-users are the price
setters.
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4.4.1 Profits for Aggregator and End-users

The days that yield feasible price ranges are the same days as shown in the results with Strategy 1. One
might expect that individual prices would have given a feasible price range for more days than with uni-
form prices. While this is possible with the proposed model, the results presented in section 4.2 showed
that the aggregator loses money when the price is equal to the lower bound formed from the existing
power market prices, making it impossible to find feasible prices for these days with the same bounds as
for uniform prices. Table [10| shows the range of possible profits for the aggregator and households for
Strategy 2.

Table 10: Profits for aggregator and households for week 1 2021 in Trondheim, with price Strategy 2.

Day Payment from BRP to Taggregator [NOK] ngﬂ seholds INOK]
aggregator [NOK]
Tuesday 84.34 0.001 - 28.99 1.91-2.49
Wednesday 92.18 0.001 - 24.37 2.00-2.48
Saturday 48.96 0.001 - 10.45 1.12-1.33

No changes are observed in the profit for Tuesday or Wednesday. This is explained by the fact that the
minimum prices from the existing power market are sufficient to guarantee a profit for both parties. The
profit range of the aggregator increases on Saturday when an individual pricing mechanism is used. For
Saturday, the aggregator’s maximum profit increases from NOK 7.77 to NOK 10.45, an increase of 26%.
The corresponding average minimum profit for households decreases from NOK 1.18 to NOK 1.12, a
decrease of 5%. This result suggests that individual pricing allows for a higher profit for the aggregator
without significantly reducing the profit for the end-users. Another observation is that individual pricing
distributes the payment from the BRP more evenly between the aggregator and the end-users. A com-
parison of the profit shares for price Strategies 1 and 2 is shown in Table[TT]

Table 11: Comparison of the share of payment from BRP distributed between the aggregator and the
end-users with price Strategies 1 and 2. All values are given as a percentage.

Strategy 1 Strategy 2
Aggregator End-users Aggregator End-users
Tuesday 0.001 - 34 66 - 99.999 0.001 - 34 66 - 99.999
Wednesday 0.001 - 26 74 - 99.999 0.001 - 26 74 - 99.999
Saturday 0.002 - 16 84 - 99.998 0.002 - 21 79 - 99.998

Table [11|shows that the aggregator’s maximum share of the profits increases from 16% to 21% and the
end-users’ corresponding maximum share decreases from by 84% to 79%. Overall, 14 households profit
more, while 28 households profit less with individual prices. The profit of the remaining households is
unchanged. Moreover, the households that benefit the most from Strategy 1 benefit the most with Strategy
2. The same trend is observed for the households that benefit the least. While some might argue that
individual prices are unfair, these results indicate otherwise. These results suggest that individual prices
distribute the share of payment from the BRP more equitably between the aggregator and end-users.
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4.4.2 Feasible Price Ranges

The feasible price ranges for Saturday are shown in Figure[24] The blue lines represent the lowest prices
in the ranges and the red lines represent the highest prices in the ranges. All prices within the ranges for
each quarter of the day for each source represent prices that secure profits for both the aggregator and
the end-users.
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Figure 24: Feasible price range for ensuring profit for all participants for Saturday, for price Strategy 2.

The minimum price from the existing power market is insufficient to guarantee a profit to all households,
and so the aggregator increases the price of a water heater between 7:30-7:45 and 7:45-8:00 to guarantee
a profit to all participating households. Under price Strategy 1, the aggregator must increase the price for
all sources to guarantee a profit for all households. With the individual prices assumed in Strategy 2, the
results show that it is sufficient to increase the price for only one source. As a result, the profit for the
aggregator increases in Strategy 2 compared to Strategy 1. Similar to the first strategy, the highest price
that guarantees a profit for both the aggregator and the end-users fluctuates. Compared to price Strategy
1, the individual prices fluctuate at different times because all sources have different price ranges.

The water heater that receives an increased price belongs to a household that also own an EV and a
battery. That household’s battery is the source responsible for the losses, and thus for raising the uniform
price above the lower bound formed from the existing power markets with price Strategy 1. This shows
that the price of the water heater is increased even though the non-profiting source is a battery. As the
model constraint the profit on a household level, there are no requirements saying that the price needs
to be increased for the non-profitable source and hence the battery is still not profitable with individual
prices. However, the price increase for the water heater is sufficient to ensure the required profit of 0.001
NOK for the respective household.

In summary, individual prices are found for the same days that a feasible uniform prices exist. Moreover,
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the results show that prices constrained by existing market prices in each quarter of the day limit the
possible profits for the aggregator and do not realize the full profit potential for the aggregator. Since
flexibility prices are constrained by existing prices in each quarter of the day, the feasible price ranges
are very narrow for many time intervals of the day. This leads to an infeasible result for four of the days
in the simulated week. Therefore, the next strategy aims to test whether constraining the flexibility price
by setting fixed limits that exceed the existing power market prices for all quarters of the day, assuming
the same payment from a BRP, could result in a feasible price range.

4.5 Price Strategy 3

Under this price strategy, the prices are no longer constrained by the existing power market prices in each
quarter. Instead, the flexibility prices are constrained by some fixed boundaries outside the existing power
market prices. This means that the aggregator is allowed to set prices below the existing market prices
and the end-users are allowed to set prices above the existing market prices, with the same condition
as in the previous price strategies that both parties make a profit for each day. It is further assumed
that the flexibility buyer is a BRP, and the payment from the BRP to the aggregator is the same as
previously shown in Table[5] To test whether feasible price ranges can be found by changing the bounds,
the price optimizations are run again. The same schedules are taken as input, and the flexibility prices
are constrained by some randomly chosen fixed limits set to 0 NOK/kWh and 100 NOK/kWh. The
optimization is performed for uniform pricing.

4.5.1 Profits for Aggregator and End-users

For all days of the week, a feasible price range is found that guarantees a profit for both the aggregator
and the end-users. Compared to the results of the two previously analyzed scenarios, which showed
that profits are unfairly distributed when end-users set the price, these results show the opposite. Figure
[25] compares the profit for the aggregator and end-user for all three price strategies. The yellow lines
represent the maximum and minimum possible profit for the aggregator and end-users, respectively, with
Strategy 1. The orange and red lines represent the same, but for Strategies 2 and 3.
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Figure 25: Obtained profit when the activation price is the lowest price that ensures profit for both
aggregator and end-users. The yellow line represent the profit obtained with price Strategy 1, the orange
line represent the profit obtained with price Strategy 2 and the red line represent the profit obtained with
price Strategy 3.
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Figure[25|a) shows that the aggregator’s maximum profit is increased on all days compared to Strategies
1 and 2. Figure [25b) shows that the average minimum profit of the end-users decreases for Strategy 2
compared to Strategy 1 and further for Strategy 3. As can be seen from the figure, the distribution of
profits is now altered. A comparison of the share of profits for the different price strategies are shown in
Table

Table 12: Comparison of the share of payment from BRP distributed between the aggregator and the
end-users with uniform prices constrained by existing power market prices in each quarter and uniform
prices constrained by fixed values.

‘ Strategy 1 Strategy 2 Strategy 3
‘ Aggregator  End-users | Aggregator End-users | Aggregator End-users
Monday - - 0.001-34 66-99.999 | 0.002-99.6 0.4-99.998
Tuesday | 0.001-34 66 -99.999 - - 0.001-97.7 2.3-99.999
Wednesday 0.001-26 74-99.999 | 0.001-26 74-99.999 | 0.001-99.1 0.9-99.999
Thursday - - - - 0.001-98.3 1.7-99.999
Friday - - - - 0.001-99.2  0.8-99.999
Saturday | 0.002-16 84-99.998 | 0.002-21 79-99.998 | 0.002-82.9 17.1-99.998
Sunday - - - - 0.002-91.5 8.5-99.998

The table shows that the aggregator’s maximum profit share increases for all days and the end-users’
minimum profit share decreases with Strategy 3. Compared to the previously presented price strategies,
this means that the aggregator’s profit may increase, but at the same time the end-users risk earning less.

4.5.2 Feasible Price Range

The feasible price range when fixed bounds of 0 and 100 NOK/kWh are set for the whole week is shown
in Figure [26] The blue line represents the lowest feasible price of the range and the red line represents
the highest feasible prices of the range.
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Figure 26: Feasible price range for ensuring profit for all participants for week 1, for Strategy 3 assuming
uniform prices constrained between 0 and 100 NOK/kWh in every quarter of the day.
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The aggregator desires to set the price to zero in as many quarters as possible, as this gives the aggregator
itself the highest profits. However, the price of 0 NOK/kWh is not sufficient to guarantee a profit to all
households. Therefore, the aggregator increases the price for all sources for at least one interval every
day of the week. This proves sufficient to guarantee a profit for all participating households, as most
households earn sufficiently from the additional cost savings from the adjusted consumption. Similarly,
the maximum price of NOK 100/kWh is not sufficient to guarantee a profit for the aggregator. Therefore,
end-users set the price to zero in most time intervals and increase the price as much as possible for a
single interval of the day in addition to the time intervals in which the aggregator also increases the
price.

4.6 Summary of Results

In the Section [4.2] the optimal schedule for each day of the week is determined. It is shown that more
flexibility is activated than requested in quarters where the activation cost is zero. Moreover, the ag-
gregator’s cost of obtaining the optimal schedule on three days exceeds the payment received from the
BRP. This means that the aggregator is not always able to provide the requested flexibility without losing
money. Furthermore, the distribution of flexibility provision by each source type does not correspond to
the profit achieved per source type. This suggests that it may be fairer to differentiate flexibility prices
for each source type.

Furthermore, three price strategies are analyzed and presented. Strategy 1 assumes uniform prices
bounded by existing power market prices in each quarter of the day. The results show that there is a
feasible price range that guarantees a profit for both the aggregator and the end-users for three of the
seven simulated days. Strategy 2 assumes individual prices bounded by existing power market prices in
each quarter of the day. Feasible price ranges are obtained for the same days as for Strategy 1, and for
one of these three days the maximum possible profit of the aggregator is increased without significantly
reducing the minimum possible profit of end-users. For Strategy 3, uniform prices limited by fixed values
of 0 NOK/kWh and 100 NOK/kWh are assumed. This significantly increases the aggregator’s profit and
results in a feasible price range that guarantees profit for both participants for each day of the simulated
week.
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5 Discussion and Further Work

The results led to several findings on the profitability of different pricing strategies. This chapter further
discusses the results and their implications together with model limitations and suggestions for further
work.

5.1 Discussion

In this section, the main results from the optimal allocation program are first discussed. This includes
a discussion of the exploitation of flexibility sources when the price of flexibility is zero, as well as the
potential losses resulting from a zero or negative price for flexibility. Second, a comparison of the three
pricing strategies and the value of the results is discussed. Finally, the importance of fairness is discussed.

5.1.1 Optimal Allocation

The results from running the optimal scheduling program showed that more flexibility than requested is
activated when the activation price for flexibility is zero. The aggregator exploits this by charging the
batteries when the price for flexibility is zero. This means that the end-users do not get paid even though
the aggregator activates their flexibility assets. Another aspect that was not observed in the results, but
is related to the same discussion, is the possibility that the price for flexibility becomes negative. Spot
prices in Norway are relatively stable due to the production and regulation of hydro power but in coun-
tries dominated by renewable energy sources such as wind power, market prices become more volatile.
Furthermore, prices often become negative during production periods with oversupply.

Since the allocation program uses the minimum price from the spot, intraday, and balancing markets,
there could have been a negative price for flexibility in another week or region was simulated. This
would result in the aggregator being paid by end-users for activating their sources. This is an issue of
fairness as activating sources leads to potential inconvenience and degradation of sources without pay-
ments to end-users. It can be argued that the lowest possible price paid to end-users should be greater
than zero, as this is considered fairest to end-users. On the other hand, it can be argued that negative
prices should be allowed as long as end-users make a profit at the end of the chosen optimization horizon.

Another aspect to consider when negative prices are allowed in the scheduling program is the potential
losses that may occur for the end-users. In the results, the curtailable, regulatable, and shiftable sources
always benefit. If negative prices are allowed, the owners of flexibility sources that provide up-regulation
risk losing money. For the owners of curtailable and regulatable loads, the potential energy savings come
from reducing consumption because only up-regulation is considered and the load is assumed to be non-
recovered. If consumption is reduced during a period when the spot price is negative, the household
would make money on increasing the energy consumption and thus lose money on reducing the con-
sumption. For the owners of shiftable loads, the energy savings become a cost when the load is shifted
from a period with a low price to a period with a higher price. This may be a problem in the Danish or
German market. However, it is unlikely that the aggregator will receive a request for upward regulation
when prices are negative, as this represents an abundance of energy in the network rather than a scarcity.
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5.1.2 Comparison of the three Pricing Strategies

By comparing the potential profits resulting from the price ranges identified for the three strategies, it is
found that the aggregator receives the lowest share of payments from the BRP in Strategy 1 and the high-
est in Strategy 3. The results also show that end-users gain more profit than the aggregator when they are
given a high degree of decision-making power. However, it is well known that aggregation of multiple
sources is necessary to provide a sufficient degree of flexibility. If the aggregator has no incentive to
participate, end-users will have no intermediary to provide flexibility services on their behalf. This may
ultimately result in household flexibility not being implemented. However, the model presented assumes
that both participants are satisfied as long as both benefit, and the results show that this is possible. Fur-
thermore, whether the distribution of benefits should be weighted more in favor of the aggregator or the
end-users is an open question that needs further research.

From an aggregator’s perspective, one could say that price Strategy 2 is preferable to price Strategy 1
because individual pricing lowers the aggregator’s costs compared to uniform pricing. However, com-
paring all three strategies, one could say that Strategy 3 is the best option as it gives the aggregator the
highest possible profits. On top of that, since Strategy 2 proves to be more cost-effective than Strategy 1,
and Strategy 3 proves to be more cost-effective than Strategy 2, it is likely that a strategy that combines
the price limits from Strategy 3 and the individual pricing from Strategy 2 is a desirable choice for the
aggregator. From the end-users’ perspective, one might conclude that price Strategies 1 or 2 is preferable
to Strategy 3 due to its higher risk of loss. Nevertheless, there will always be a trade-off between the
profits of the aggregator and the end-users because it is a zero-sum game, and it is therefore difficult to
say whether the estimated prices would actually be sufficient to satisfy the participants.

The maximum profit the aggregator can make in a day from each of the three strategies while guarantee-
ing a profit of at least 0.001 NOK for the 50 participating households, is 100 NOK if the payment from
the BRP is 102.85 NOK. These values need to be seen in line with the low flexibility request and the
size of the portfolio. The magnitude of the request is about one thousandth of the energy requested in
the balancing market. Moreover, the flexibility request is only a fraction of the flexibility capacity of the
portfolio and nor does it reflect the market situation. A realistic demand request, that reflects the market
situation may give more insight into the presented profitability of these figures. Therefore, the focus
should not be on the exact values, as the key finding is that a profit can be made. Similarly, the minimum
average profit that a household could possibly make while guaranteeing the aggregator a profit of at least
0.001 NOK is 0.5 NOK. If this household participates in the program for one year, it would have earned
182.5 NOK. Whether this value represents a fair compensation for the inconvenience of participating in
a flexibility program is an open question that needs to be discussed.

From a game theory perspective, it can be argued that all customers will participate as long as there
is a profit, no matter how small. This thesis focuses on the economics of flexibility provision and as-
sumes that the households’ comfort is guaranteed by the contract and that all households will choose to
participate as long as there is a profit of 0.001 NOK/day. However, in reality, there will be large differ-
ences in what different end-users consider a fair price and profit. Some will see the common good as
good enough to participate, while others will need a bigger incentive. This makes it difficult to estimate
the value of flexibility. The same is true for the aggregator, as it needs to make enough profit to make
the business worthwhile. Therefore, it should be considered whether the profit requirement of 0.001
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NOK/day should instead be a different amount required at the end of the week or month. Changing
this requirement would have changed the results. Whether the profit requirement should be defined per
day, week, or month and whether 0.001 NOK/day is a fair value is something that needs to be considered.

In addition to differences in what is considered a fair value for flexibility, there are other factors that affect
the true value of flexibility. Feasible price ranges are defined by the lowest and the highest possible price
that guarantees a profit for both the aggregator and the end-users. However, it is not certain that the price
ranges found represents the true price range that guarantees a profit, as it exists additional hidden costs.
When the price is set at the lowest feasible price, end-users receive a minimum profit. When this profit is
evaluated relative to other additional costs, it is not certain that this price is sufficient to guarantee a profit
for households. These additional costs may include software installation and degradation costs. On the
other hand, if the price is set at the highest feasible price, the aggregator will receive a minimum profit.
Again, the same principle applies as there are also hidden costs to the aggregator. Hidden costs for the
aggregator that need to be considered are related to risk, machine learning and investment. In summary,
hidden costs are difficult to estimate but will provide a more accurate range for the optimal price.

5.1.3 Fairness

The optimal distribution and pricing of flexibility services is in many ways a discussion of fairness. For
this reason, an exact optimal price cannot be determined without further investigation of the fairness
aspect. The results suggest that flexibility pricing should be based on additional factors than just profits,
as flexibility pricing is as much a matter of fairness and social aspects as it is of economic efficiency.

The prices obtained fluctuate, which means that some households risk getting a low price for flexibility,
while others get a high price. This can lead to large differences in profits for each of the participating
households. It can be argued that this is unfair as two sources can provide the same amount of flexibility
but receive different payments. On the other hand, it can be argued that households should be allowed to
receive different payments because the sources that contribute the most to, for example, reducing imbal-
ances in the grid, deserve the most.

There are many suggestions as to how the price of flexibility should be defined. Flexibility is supposed
to provide all kinds of services, including balancing supply and demand in wholesale power markets
and various ancillary services. For some buyers of flexibility, flexibility is worth more when the grid
is in a critical state, so the buyer would be willing to pay more for flexibility. Therefore, the price for
flexibility could be set based on various parameters. These include setting the price based on deviation
from baseline consumption, duration of activations, number of activations, grid savings, or utilization
rates. In general, it can be concluded that prices should be constrained by parameters other than profit
alone. Further work in the area of residential flexibility pricing should therefore incorporate additional
parameters such as load factor, discomfort, and fairness. The next section summarizes the limitations of
the model presented and the topics that need to be addressed in future research.

5.2 Further Work

This chapter addresses model improvements and proposals for further work within the research area of
flexibility pricing.
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Model Improvements

The model is divided into two parts, since the aim of this thesis is two-fold. The first part is to determine
the optimal allocation from a portfolio and to show that there is a feasible schedule. The optimal sched-
ule results from minimizing the cost to the aggregator when the activation price is equal to the lowest
price from the existing power markets, but does not guarantee a profit for either the aggregator or the
end-users. The profit is ensured in the second part of the model, where a price range is determined for
the obtained schedule with three different pricing strategies. When a feasible price range is found, it
means that the profit for the BRP, the aggregator and the end-users is guaranteed for all prices within the
range. Since both parts of the model have proven successful, a further development would be to combine
the two models into a joint optimization model where an optimal schedule with an associated price that
guarantees a profit for both parties is determined simultaneously.

In addition to developing a joint optimization model, there are some improvements that should be made
to each of the two models. The allocation model presented assumes that the aggregator can provide
the required flexibility. However, there are two cases where this may not be the case. The first case is
when the portfolio does not contain enough capacity to meet demand. The second case is when, despite
sufficient capacity, technical constraints and-user preferences prevent a solution. In future models, the
first step should be to estimate the amount of available flexibility in the portfolio, before the aggregator
accepts the request.

Furthermore, it should be determined whether the aggregator is allowed to activate more flexibility than
requested, as long as the sum of upward and downward regulation equals the requested flexibility. In
this thesis, the requested upward and downward flexibility is ensured as a combined constraint. This
means that a request of 10 kWh upward regulation can be achieved either by activating exactly 10 kWh
of upward regulation or, for example, by activating 20 kWh upward regulation and 10 kWh downward
regulation. The second option should be avoided as this will lead to unnecessary wear of sources. Split-
ting this into two constraints could result in less surplus flexibility being activated, which would benefit
both the aggregator and the end-users. Unnecessary activations lead to more inconvenience and wear and
tear on sources, which can have a negative impact on end-users. It also creates additional costs for the
aggregator, which reduces the profitability of the aggregator.

Another limitation in our model is the assumption of deterministic baselines, since in reality these would
not be available to the aggregator in advance. An improvement that would make the model more realistic
is to develop a predictive and stochastic model. Machine learning and advanced predictive software can
allow the aggregator to estimate baselines. A stochastic model can discard the assumptions that end-
users will not violate the contract. In addition, the model presented is built for an optimization horizon
of 24 hours. This limits the use of shiftable sources since load profiles cannot be shifted to the next day.
Implementing a stochastic dynamic model with a rolling horizon will allow load profiles to be shifted
from peak hours to the next morning, allowing better utilization of shiftable loads.

Moreover, the baselines for batteries are not available in the dataset and are therefore found by optimiz-
ing the battery usage to minimize the household energy cost. For simplicity and due to lack of data, only
the energy consumptions of the household’s flexibility sources were included in the calculation. This
is a limitation of our model. In future modeling, the entire household’s energy consumption should be
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included in the optimization of battery use, as the battery baseline could look very different if the entire
energy consumption is included.

In addition, there are some improvements that should be implemented for the different source types in
the optimal allocation model. The batteries are not limited by the number of activations or the minimum
rest duration, as is the case for the curtailable and regulatable sources. The lifetime of the batteries is
sufficiently shortened if they are activated as frequently as this optimization program allows. However,
how to count the activations for a battery is a challenging problem that must be considered in future mod-
eling. Another limitation is the assumption of non-recovered consumption of curtailable and regulatable
loads. This is not realistic and recovered energy from each source type should be accounted for in future
models. The assumption that end-users can only reserve their flexibility assets for one of the intervals
available in the contract is another limitation. It is conceivable that end-users may reserve their sources
for multiple time intervals of the day and accordingly this should be considered in future modeling.

There are also some improvements and important factors that should be considered with respect to the
pricing model and the assumptions made. As mentioned earlier, the reservation price affects the price
range that ensures profitability for the aggregator. Setting a high reservation price is one way to mitigate
the potential losses to end-users and therefore ensure a profit for all households. While this ensures
that end-users earn higher profits, it reduces the aggregator’s profit. As explained earlier, when the
reservation price is of the same order of magnitude as the activation price, the cheapest schedule is
obtained by activating as much flexibility as possible, as it becomes cheaper to activate a source than
to reserve it. This ultimately leads to an unprofitable solution for the aggregator and an unnecessary
demolition of flexibility sources, which means that setting a reservation price that is too high is not
desirable for either the aggregator or the end-users. For this reason, the reservation price should be
significantly lower than the activation price, but exactly how much lower the reservation price should be
needs further investigation.

Further Work

The results shows that there is a profit to be made for both the aggregator and end-users when flexibility
prices are based on existing power market prices and the buyer is a BRP. Further, the results also show
that there could be greater profits for the aggregator if prices are bounded outside of existing market
prices. As addressed in the literature review, there are other buyers of flexibility, such as a DSO, who
may be willing to pay more for flexibility than a BRP. Future research should therefore consider flexibil-
ity requests from multiple buyers, such as DSOs, TSOs, and BRPs. As there are large research gaps on
how to set such limits independently of existing prices, this is a topic for further research.

Further work should also aim to identify an optimal price, not just a feasible price range. As discussed
earlier, the issue of flexibility pricing is as much a matter of social factors and fairness as it is a matter of
economics. Further research into residential flexibility pricing should therefore consider social factors.
Future research should incorporate measures of fairness and explore how profits can be distributed based
on parameters such as discomfort or deviation from baseline consumption.
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6 Conclusion

The aim of this thesis is to investigate the allocation feasibility and economic viability of residential
flexibility. To this end, an optimal allocation algorithm and a pricing mechanism are constructed. The
objective is to study the profitability of residential flexibility services under the assumption that the buyer
of flexibility is a BRP. Furthermore, this thesis compares three different pricing strategies to analyze the
profitability of aggregators and end-users.

For all days of the simulated week, a schedule is determined that minimizes the aggregator’s cost. The
allocation algorithm optimally allocates sources from an aggregator’s portfolio of batteries, curtailable,
regulatable, and shiftable loads in response to a flexibility request, taking into account user preferences
and technical constraints. The results show that shiftable sources and batteries provide the most flexibil-
ity but benefit the least. This suggests that it is fairer to differentiate flexibility prices for each source type.

The developed pricing mechanism determines a price range for the optimal schedule that guarantees
a profit for both the aggregator and the end-users. The pricing mechanism consists of three different
pricing strategies. Strategy 1 assumes uniform prices for all sources bounded by existing power market
prices in each quarter of the day. The same is assumed for Strategy 2, but with individual prices for each
source. Strategy 3 assumes uniform prices for all sources, bounded by fixed values of 0 NOK/kWh and
100 NOK/kWh in each quarter of the day. A feasible price range is found to exist only for three days of
the simulated week with Strategies 1 and 2, but found to exist for all seven days with Strategy 3. Strategy
2 increases the maximum possible profit for the aggregator without significantly reducing the minimum
possible profit for the end-users compared to Strategy 1. Using price Strategy 3 further increases the
aggregator’s profit on each day of the week while maintaining a profit for all households.

A comparison of the three pricing strategies shows that the distribution of the payment from the BRP
to the aggregator and the end-users differs significantly depending on the pricing strategy chosen. From
the aggregator’s point of view, the results show that Strategy 3 is the best pricing strategy as it signifi-
cantly increases the potential profit for the aggregator, which follows from the significant increase in the
defined bounds. On the other hand, Strategy 1 guarantees the highest share of payment from the BRP to
the end-users. In summary, there will always be a trade-off between the profits of the aggregator and the

end-users.

This work has shown that the profit can be distributed differently depending on the pricing strategy
chosen. However, whether the distribution of profit should be weighted more in favor of the aggregator
or the end-users is an open question that needs further research. Fairness and social factors need to be
included to determine how the share of profit should be weighted between them to set an accurate price
for residential flexibility. In conclusion, this thesis shows that bounding the flexibility prices based on the
existing power market prices is profitable for both the aggregator and end-users. Future research should
incorporate measures of fairness and explore how prices can be set based on additional parameters, taking

into account social and behavioural aspects.
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Appendices

Appendix A. Sets, Parameters and Variables for Optimal Allocation and Battery Base-

line Programs

Table 13: Sets

T Set of periods, indexed by ¢
C Set of curtailable loads, indexed by ¢
R Set of regulatable loads, indexed by r
S Set of shiftable loads, indexed by s
B Set of batteries, indexed by b
H Set of households, indexed by i
Table 14: Price parameters
Cact Price defined for curtailing the curtailable source ¢ € C in time t [NOK/kWh]
7t . . . .
CZ? Price defined for regulating the regulatable source r € R in time t [NOK/kWh]
r7 . . . . . .
Cact Price defined for shifting the shiftable source s € S in time # [NOK/kWh]
s,t
C,f}; Price defined for charging battery b € B in time ¢t [NOK/kWh]
C'{,ﬁts Price defined for discharging battery b € B in time ¢ € T in [NOK/kWh]
s Price defined for reserving the curtailable source ¢ € Cin time ¢ € T in [NOK/hour]
7t . . . . .
Cies Price defined for reserving the regulatable source r € R in time ¢ € 7 in [NOK/hour]
i . . . .. .
Crres Price defined for reserving the shiftable source s € S in time ¢ € T in [NOK/hour]
s,t
G Price defined for reserving battery » € B in time ¢ € T in [NOK/hour]
ot Spot price in time ¢ € T in [NOK/time]
Table 15: Flexibility request and time step parameters
D Requested flexibility in terms of upward or downward regulation for time ¢
! [kWh/hour]
N Describing the length of the time step [hours]
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Table 16: Curtailable load parameters

P. Rated power of the curtailable source ¢ € C in [kW]
57 Binary parameter = 1 if curtailable source ¢ € C is reserved in time ¢, else 0
A\ ﬁffte Binary parameter = 1 if curtailable source ¢ € C is normally on in time ¢, else 0
N, Maximum number of curtailments allowed for the curtailable source ¢ € C
pmin Minimum duration between two curtailments for the curtailable source ¢ € C in
¢ [#/hour]
pmaz Maximum curtailment duration allowed for the curtailable source ¢ € C in [#/hour]
Table 17: Regulatable load parameters
P, Rated power of the curtailable source » € R in [kW]
o7 Binary parameter = 1 if the regulatable source r € R is reserved in time ¢, else 0
sstate Parameter between 0 and 1 representing the normal state of the regulatable source r
mt € R in time ¢
N, Maximum number of regulations allowed for the regulatable source » € R
pmin Minimum duration between two regulations for the regulatable source r € R in
T [#/hour]
Amaz Maximum regulation duration allowed for the regulatable source r € R in [#/hour]
Table 18: Shiftable load parameters
P Rated power of the shiftable source s € S in [kW]
pchmaz Maximum charging power of shiftable source s € S in [kW]
Tstart The first hour in the reservation period of the shiftable source s € §
Tstop The latest possible end hour for load shifting of the shiftable source s € S
ystart The first hour in the baseline consumption of the shiftable source s € §
ystop The last hour in the baseline consumption of the shiftable source s € S

W The baseline consumption of the shiftable source s € S in time ¢ in [kWh/hour]
R

S tizteé"” The initial state of the shiftable source s € S in [%]

Ns Charging efficiency of the shiftable source s € S in [%]
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Table 19: Battery parameters

Py fmaz Maximum charging power of battery b € B in [kW]

P: “$mar Maximum discharging power of battery b € B in [kW]

Ey Battery capacity for battery b € B in [kWh)]

(5{;;5 Binary parameter = 1 if battery b € B is reserved in time ¢, else 0
ngﬁ Charging efficiency for battery b € B in time ¢ in [%]

nfffts Discharging efficiency for battery b € B in time ¢ in [%]

niilf ~ds  Discharging efficiency for battery b € B in time 7 in [%]

SoCyin Minimum allowed storage power in battery b € B in [%]
SoCy™**  Maximum allowed storage power in battery b € B in [%]

€p Tolerance to account for self-discharge for battery b € B in [%]

Table 20: Household parameters

Dy, The baseline consumption of households & € H in time ¢ € T in [kKWh]

W}f}é” The baseline consumption of the curtailable sources in household 2 € H in time ¢ €
T in [kWh]

w9 The baseline consumption of the regulatable sources in household 4 € H in time ¢
€ T in [kWh]

Wffo t The baseline consumption of the shiftable sources in household 2 € H intime t € T
in [kWh]

Ei@m ort The energy purchased from the grid by household 4 € H in time ¢ € T in [kWh]
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Table 21: Variables

Activated flexibility from curtailing the curtailable source ¢ € C in time ¢ [kWh]

Fc,t
r Activated flexibility from regulating the regulatable source r € R in time ¢ [kWh]
r,t
r Activated flexibility from shifting the shiftable source s € S in time ¢ [kWh]
s,t
frch Activated flexibility from charging battery b € B in time t [kWh]
b7t . . I . . . .
dei . Activated flexibility from discharging battery b € B in time ¢ [kWh]
5a;t Binary variable = 1 if curtailable source ¢ € C is curtailed in time ¢, else 0
1 . . . . ..
5th Binary variable = 1 if regulatable source ¢ € C is regulated in time ¢, else 0
L . . . . . . .
5?‘? Binary variable = 1 if shiftable source s € S is shifted from time ¢, else O
sch Binary variable = 1 if battery b € B is charging in time ¢, else 0
b7t . . . . . . .
5%5 Binary variable = 1 if battery b € B is discharging in hour ¢, else 0
58;5&” Binary variable = 1 if curtailment of the curtailable source ¢ € C starts in hour ¢,
ot else 0
sstart Binary variable = 1 if regulation of the regulatable source r € R starts in time ¢, else
Tt
: 0
s5top Binary variable = 1 if curtailment of the curtailable source ¢ € C stops in hour #,
c,t
7 else 0
5Stt0p Binary variable = 1 if regulation of the regulatable source r € R stops in hour ¢, else
T, 0
5 Binary variable = 1 if the shiftable load s € § starts consuming in hour ¢, else 0
s,t
Wt Delivered energy to the shiftable load s € S in time ¢
SoCy State of charge of battery b € B in time ¢

SoCy ilf ~4is Self-discharge rate of battery b € B in time 7 [%]
Eghts The energy discharged from battery b € B in time ¢ € T [kWh]
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Appendix B. Battery Data

Table 22: The obtained data for batteries including charging power in kW, capacity of the batteries in
kWh and the associated reference.

Battery model Charging Capacity [kWh] Reference
power [kW]

Tesla Powerwall 7 13.5 98]

xStorage Home (worst case) 3.6 4.2 [99]

xStorage Home (best case) 6 10.08 [99]
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Appendix C. Activation Parameters

Table 23: The most important activation parameters for operational criteria and user preferences used as
a basis for the optimal allocation model. The parameters must be agreed upon in a flexibility contract.
The reservation duration for EVs are the 25 different baselines from the data set + two hours.

Description Options
06:00 - 09:00
06:00 - 11:00
The hours the source is reserved, i.e. 07:00 - 10:00
. start the hours when the aggregator can 10:00 - 14:00
RZier;\;?:r?n j%stop’ activate the source. Only one period 15:00 - 17:00
¢ can be selected. 15:00 - 19:00
18:00 - 21:00
19:00 - 23:00
20:00 - 24:00
Curtailable Activation N The maximum number of allowed Between 1 and
allowance N activations during one day. 3 times
Minimum rest Rmin Minimum allowed duration between Between 1 and
duration ¢ two activations. 2 hours
zt??:ﬁl;? Amaz Maximum allc')wefi duration of an Between 1 and
duration ¢ activations. 3 hours
00:00 - 07:00
The hours the source is reserved, i.e. 07:00 - 13:00
Reservation Tstart, the hours when the aggregator can 12:00 - 16:00
duration Tstor activate the source. Only one period 15:00 - 18:00
can be selected. 17:00 - 21:00
20:00 - 24:00
Regulatable Activation N The maximum number of allowed Between 1 and
allowance ! activations during one day. 3 times
Minimum rest Rmin Minimum allowed duration between Between 1 and
duration " two activations. 4 hours
1;12:;:;?;1: pmoaz Maximum allc?weq duration of an Between 2 and
duration " activations. 5 hours
Reservation Tstart The hours the source is reserved, i.e. .
duration Ifstop’ the hours when the aggregator can Read caption
. s activate the source.
Shiftable Activation N The maximum number of allowed | time
allowance s activations during one day.
The hours the source is reserved, i.e. 07:00 - 15:00
Reservation Tgtert, the hours when the aggregator can 15:00 - 23:00
duration TP activate the source. Only one period 23:00 - 07:00
can be selected. All day
Minimum state SoCTin The minimum allowed SoC within the 15%
Battery of charge b reservation period.
Maximum state SoCmar The maximum allowed SoC within the 90%
of charge b reservation period.
Final state of 7:tr | The minimum allowed SoC at the end Same as start of period
charge SoC, of the reservation period, at 7, P
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Appendix D. Portfolio

Table 24: Portfolio showing which households owns which sources. The rated power of each source in
kW is included.

Household Water heater Heat pump EV Battery
1 0.49 0,2 7 -
2 0.41 0,2 7 -
3 0.5 0,2 3,9 -
4 0.51 0,2 - -
5 0.42 1,4 - -
6 0.51 - 1,5 -
7 0.4 2,1 6,8 -
8 0.5 0,3 - 3,6
9 0.52 - - -
10 0.49 0,2 - 6
11 0,5 0,2 7 -
12 0,55 0,2 - -
13 0,51 - - -
14 0,43 - 6,8 3,6
15 0,5 0,2 7 -
16 0,5 0,3 - -
17 0,42 2,3 - 3,6
18 0,4 0,2 7 -
19 0,42 0,2 34 -

20 0,4 - - -
21 2,66 0,2 - -
22 0,4 0,3 34 -
23 0,51 0,2 - -
24 0,4 2,5 1,5 -
25 0,4 1,5 - -
26 4,31 3,8 3,8 3,6
27 0,5 0,3 - -
28 0,4 3 1,6 3,6
29 0,49 - 6,9 -
30 0,42 2,7 - -
31 0,4 - - -
32 0,51 0,2 6,8 -
33 0,51 0,2 1,5 7
34 0,41 3,1 34 -
35 0,42 0,2 6,8 -
36 0,42 2,1 34 -
37 0,4 3,1 - 6
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38
39
40
41
42
43
44
45
46
47
48
49
50

0,51
0,51
0,41
0,51
0,49
0,54
0,51
0,49

0,5
0,49
0,49
0,51
0,51

0,2
0,2
2,7
2,2
0,2

0,2
2,1

23
2,1

2,2

1,5

3,8

3,8
34
3,8
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