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Abstract

The increment of Renewable Energy Sources (RES) and circulating Electric Vehicles (EVs) have brought
new challenges in distribution networks due to their non-controllable characteristics. These assets in-
crease the difficulties for Distribution System Operators (DSOs) to guarantee a safe and reliable op-
eration. Battery Energy Storage Systems (BESSs) are currently seen as promising devices in future
distribution grids. They can be deployed for several purposes, such as enhancing the grid capacity
in hosting renewable generators and firming unpredictable EV charging while performing Energy arbi-
trage by buying and selling energy in the wholesale market (DAM). However, despite the standardized
market product and its significant liquidity given by market coupling, European wholesale market prices
might not be high enough to deem energy arbitrage as the only revenue stream since almost all types
of energy generators have a lower cost than BESS. Currently, remunerated grid services such as pri-
mary frequency regulation (FCR) are the most valuable market for BESS in Europe. Nevertheless, the
introduction of a notorious amount of BESS is congesting the markets and lowering the prices, as seen
in UK and Germany. Consequently, at this stage, the high initial investment cost and the uncertain
revenue streams challenge the spread of such technology. Therefore, this research aims to evaluate
the potential business case for BESS in Distribution Networks (DNs) by integrating market application
and additional DSO services. The technical and economic feasibility of the solution is verified via a
case study.

First, a mathematical deterministic optimization problem is formulated using mixed integer linear pro-
gramming (MILP). It integrates BESS operation in the DAM and FCR market. On top of these two
revenues streams, remunerated services are being offered to the DSO and modeled in the algorithm.
An already existing Photovoltaic (PV) - Fast Charging (FC) station environment is selected and cast
in the research to shape such operations. Three players are involved, namely PV-FC station owner,
DSO, and BESS owner.

The study shows that a potential BESS implementation in DNs is economically and technically ad-
vantageous for all the players implicated in the case study. In order to evaluate the current state of
revenues, day-ahead and market prices Netherlands data of 2020 are employed, and a price-driven hy-
brid forecasting method has been proposed to determine future spot market prices. Yearly cash flows
are eventually evaluated for the BESS owner. The results denote a positive NPV of 125 thousand
euros and a payback time of around 3 years. By stacking extra revenues coming from DSO offered
services, the payback could be reduced below 3 years whether higher speculation is executed on the
remuneration agreement described in this thesis. Economically speaking, no assessment is outlined
for the DSO. It is known from the literature that fees have to be paid in case congestion occurs on
the line, however, the lack of data did not make such investigation possible. Its benefit relies on the
technical aid that the BESS could provide by waiving the grid from peaks of power. Finally, economic
benefits for the PV-FC station owner are also estimated. The owner would benefit from an overall 30%
tariff reduction thanks to the peak shaving performed by the BESS.

Simulations attest that the main drawback lies in BESS capacity fading. State-of-the-art models equa-
tions are used to assess battery cell degradation, whereas the power electronics components wear is
left out of the scope of this research. Due to the extensive number of applications and low BESS idling
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time, hard cycling leads to a shorter lifetime of fewer than 5 years. Hence, a limitation on the range of
operation is essential. Narrowing SoC boundaries, BESS capacity fading improves newly to more than
5 years. On the other hand, the payback time shifts to above 3 years due to the restricted operation

span.
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Introduction

This first chapter introduces the problem studied in this thesis. The first part addresses the context and
the motivation of the project and its relevance from a theoretical and practical perspective. It follows
with the research question and concludes with the report outline.

1.1. Context and Motivation

The attention devoted to the energy sector by political decision-makers, technologists, and the public
has been increasing for years and will probably reach new heights in the future. At the same time, the
energy sector has undergone significant changes, and dramatic shifts in its structure are expected in
the coming decades.

The first reason that has put the energy sector under the spotlight is the impact on the environment.
Two orders of issues can be identified: those on the global scale and those with local implications;
besides, the line between these two areas is sometimes blurry. The major global issue from an en-
vironmental perspective is global warming. Its relevance has attracted worldwide attention on how
Greenhouse gas emissions (GHG) related to the energy sector, among others, is affecting our planet.
Actions have been taken on the local, national, and global levels to curb GHG emissions and reduce
the dependency on the energy sector from fossil fuels. At the same time, international agreements
are eventually taking shape, intending to increase in the coming years. The Paris Agreement reached
during the 2015 United Nations Climate Change Conference (COP21) is the 215t internationally recog-
nized treaty to set out a plan for emissions reductions and provide targets for the global temperature
increase. As a consequence energy sector has received a strong push in the development. It is here
worth mentioning how the massive development of sustainable technologies has drastically reduced
their prices. For instance, China, in few years, has become the undisputed leader in the manufacturing
of PV panels, dramatically reducing international prices and bringing these technologies close to grid
parity in many areas [1].

Achieving the overall goals of the Paris Agreement will require a profound reduction in global green-
house gas emissions, ideally by around 40%-50% by 2030 [2]. According to several studies coordi-
nated by researchers from the Netherlands Environmental Assessment Agency and Utrecht University,
current climate actions on national levels are insufficient to achieve the Paris goals of leading reduction
in emissions by 2030 to 5.5% [3]. A substantial increase in both ambition and implementation is thus
needed to achieve such a target. Furthermore, with the steady improvement of the worldwide quality

1



2 1. Introduction

of life, the electricity demand is increasing in all countries around the globe.

However, technical literature states that running 100% fossil-free by tomorrow is unreasonable, yet
a transitional period is necessary to bridge the gap. Technologies and methods are needed to facilitate
this evolution. Complex solutions are currently being developed, and energy storage has expressed
great potential in easing the deployment of sustainable assets. As assessed by [4], Energy Storage
Systems (ESSs) are expected to contribute to grid reliability assisting the integration of Renewable
Energy Sources (RES) into existing grids, and, at the same time, driving the implementation of such
systems in areas where electric grids do not exist yet through the creation of micro-grids. As a tech-
nology that integrates the capabilities of variable renewable energy resources into the electric grid, the
applications of stationary ESS for power systems have recently been of significant importance. ESSs
can become a vital part of investments in grid modernization to satisfy future demands under low carbon
emissions constraints [5].

Among the ESS technologies, battery energy storage system (BESS) in the EMEA (Europe, Middle
East, and Africa) market region has been experiencing intensive growth, and more and more opportu-
nities are opening up for the companies to explore. BESS use cases cover a large scale of applications
from low voltage (LV) to high voltage (HV) levels, including grid-tied and off-grid utilization. These appli-
cations are, for example, grid services, power quality, wholesale market participation, and transmission
congestion relief. The synergies and contrasts between the different applications have been explored in
the literature. Application stacking has been proven essential for an overall revenue increase concern-
ing the provision of the single service separately [6] [7]. Addressing and combining multiple services
from the technical, economic, and regulatory points of view is currently under investigation. Also, it
is found that the chances for a positive business case increase through the involvement of several
stakeholders.

At a Distribution System (DS) level, ESS devices relieve some current and future challenges, such
as peak demand, line congestion, and integration of RES. By increasing the efficiency and security of
electric grids, BESS will reduce energy production and delivery costs. However, BESS type and size
are not clear yet to many stakeholders. Moreover, grid operators are still developing strategies and
policies to control ESS and maximizing the value of this new technology [8].

1.2. Research Objectives

From the literature, it is clear that BESS is likely to become a necessary part of the future power grid.
They have been identified as a feasible solution for reducing the peak power demand and smoothing
variable load in distribution networks. The main topic of the work will concern the assessment of the
potential revenues of operating a BESS in distinct wholesale and ancillary service markets, adding the
DSO functionalities as an extra revenue stream. Using batteries in lucrative bidding strategies on the
day-ahead markets combined with primary frequency service at the DS level has not yet been subjected
to clear investigation.

1.2.1. Methodology

First, the literature review is performed about BESS technologies, application, electricity market, opti-
mization for the energy system, and battery capacity fading. Secondly, a discrete optimization model
has been developed to assess the performance of a BESS operating in distribution networks and per-
forming energy arbitrage and primary frequency regulation. The optimization model was implemented
in Pyomo, a python based library. The thesis follows with the validation of the optimization framework
through case studies. Initially, a detailed analysis of the two is outlined, and a price forecasting frame-
work is developed. To conclude, case studies results are evaluated in economic parameters, and the
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BESS performance is assessed.

1.2.2. Research Questions

The following research objectives serve as a guideline for the thesis. Are BESS a possible profitable
asset in the current energy transition phase? Furthermore, what is the business case for BESS at
distribution system level?

The above question is the starting point of the following report. Storage systems can be very beneficial,
but it is important to understand the needed revenue streams that allow the economic feasibility of en-
ergy storage projects. In order to facilitate answering the main question, several relevant sub-questions
are also researched and evaluated:

* What are the set of functionalities to be performed by the BESS and the revenues streams at DS
level?

* How can be modeled the BESS market participation and DSO operations in an optimization prob-
lem?

» How much is a RES owner saving from the grid connection thanks to the storage system? More-
over, what are the DSO benefits and the BESS owner’s total remuneration?

* How can the lifetime of the battery system be evaluated?

1.3. Thesis Outline

The thesis is structured as follows.

Chapter 1: Introduction

This chapter gives a brief introduction to the current situation of storage technology. Secondly, the
thesis motivation and the research questions for this thesis are defined.

Chapter 2: Literature Review

This second chapter contains the literature review on the knowledge required to perform this research.
An extensive literature study is conducted on battery storage technology, electricity markets, and the
optimization methodology regarding storage system operation in the current grids.

Chapter 3: Design Model Formulation

In chapter 3 the Python-based optimization model is illustrated.The objective functions and design
constraints are outlined. In the end, the way how the algorithm works is illustrated.

Chapter 4: Case Study Analysis

The optimization has been assessed through case studies. The first one concerns BESS operation
in electricity markets receiving remuneration by performing energy arbitrage and primary frequency
regulation. While the second case study analyzes the benefit of BESS in distribution grids using a
solar plant and a charging station environment as a reference. A price generation framework is also
included in order to evaluate the future revenues for the system.
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Chapter 5: Case Study Results

In this chapter, the outcome of the case studies is illustrated in terms of financial and technical benefits
for the players involved in each case study. A solution is also proposed that optimizes BESS operations
and the lifetime.

Chapter 6: Conclusion
The last chapter concludes the thesis, providing answers to the research questions, summarizing the
main contributions, and giving recommendations on further research in this domain.



Literature Review

The development described in this thesis might be hard to understand due to the innovative field of
application of the technology itself. This chapter aims to answer the first group of research questions
employing the following sub-questions:

» Why BESSs are different from other sustainable energy sources?
» What are the set of functionalities to be performed by the BESS?
» Which are the market in which such technology can be profitable?

» How can the optimization problem be formulated?

What does it affect the battery capacity fading?

Hence, first, it will be given a technical background of ESS with a particular focus on electrochemical
type. Then, the major technical aspect that made possible its development in the market will be briefly
discussed as well as the advantages and disadvantages of the options. In the third place, an overview
of the possible market application and the integration into distribution networks (DN) will be investigated.
To conclude, the different optimization methods applied in the literature will be presented.

2.1. The Energy Storage Technologies

Achieving the required balance between energy production and consumption has always been a chal-
lenge, but with the recent significant uptake of renewable generation, the uncertainties and the risks of
reduced resilience of the power grid are higher than ever. Energy storage technologies can facilitate
bridging the gap between the power demand and the power supplied and contribute to reliability on a
long-term basis. With the integration of energy storage systems, the power and the energy challenges
that conventional systems can face can be effectively confronted [9].

5



6 2. Literature Review

Even though there is a large variety of energy storage technologies, each storage system performs
differently. Thus, different technologies tend to be utilized either for higher power with short durability or
vice versa. Storage technologies can be categorized based on the principle of storing energy, such as
mechanical, electromagnetic, or electrochemical storage, or by duration, with short, medium, or long
term time scales [10].

It is out of the scope of this work to give an extensive presentation of each technology, while a more
detailed overview of battery technologies will be presented in the following section. In the following
pictures, it is relevant to comprehend the current situation in literature for battery technology and where
the Li-lon battery is allocated in terms of chemical characteristics, power ratings, and costs.

2.1.1. Battery Energy Storage Technology

This section will give a first overview of the battery storage technologies, and a second one is more
oriented on the different Lithium-lon technologies available in the European market. As outlined earlier,
there are no perfect energy storage devices, which perform ideally when considering factors, such as
specific energy, specific power, affordability, and safety. For instance, the discharge/charge rates are
slower in batteries than in flywheels. Indeed, the batteries’ storage principle is based on electrochem-
ical charge and discharge reactions between a positive electrode (cathode) and a negative electrode
(anode). The electrodes are separated by porous polymeric materials, which allow electrons and ions
owing between each other and are immersed in an electrolyte [11]. Research has been ongoing for
different types of chemical energy storage technologies, and the leading electrochemical technologies
used in grid applications are Nickel-cadmium batteries, Sodium-sulfur batteries, Flow batteries, Lead-
acid, and Lithium-ion batteries. Grid-connected electrochemical storage is characterized in terms of
energy density, efficiency, lifetime, and costs, as illustrated in Figure 2.1.

Lead Acid is the most mature technology with the lowest price in the market. The main drawback
concerns the very limited cyclability (250 cycles). NaS batteries are characterized by high energy den-
sity and long cycling life (up to 4500 cycles). The way Redox Flow batteries (RFB) are built provides
flexibility in their design and operation. For instance, they are not subject to limitations in terms of reac-
tants’ lifetime (beyond 10000 cycles) and depth of discharge [12]. Despite the low energy density, they
are granted as a promising candidate for grid-scale applications due to their economic performance.
In particular, the ZEBRA batteries (composed of Vanadium and Zn-Br) are the most prominent ones.

With lithium-ion (Li-ion) battery technologies driving the market for portable electronic devices and
tools for decades, the research has significantly pulled towards higher efficiencies and lower prices.
This resulted in lithium-ion batteries gaining presence in distinct areas, such as in large-scale grid
solutions. A Bloomberg New Energy Finance analysis of 2019 [1] reports that the cost of electricity
from lithium-ion batteries has dropped by 76 % since 2012, making them close to competitive with the
peaking power plants that are utilized during high demand times [14]. Consequently, with a constant
decrease of their total cost of ownership (TCO), Li-ion battery storage systems could further establish
themselves in the electricity sector. Moreover, on top of the good price tendencies, Li-ion batteries
have several attractive characteristics. They present high energy density (90-190 Wh/kg)), as shown
in figure 2.1, lightweight, high open-circuit cell voltage and high round-trip efficiency (around 85- 95%),
safety, long cyclability (from 1,000 up to 10,000), low self-discharge rate ( max 10 % per month) and
low maintenance [13]. According to the European Commission, targets for Li-ion batteries include the
achievement of an energy density up to 350 Wh/kg and specific power of 5 kW/kg within the next
decade [15]. Drawbacks of the technology are the high capital cost, the limited availability of material,
the possibility of thermal runaway, and safety issues, which require an advanced Battery Management
System (BMS) [15]. Furthermore, the lifetime of Li-ion batteries is around 5-15 years, and the time of
discharge varies from minutes to hours [13].
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Figure 2.1: Comparison of power density, energy density, efficiency, costs and lifetime for the most popular battery storage
technologies: (a) Nickel-Cadmium, (b) Lead Acid, (c)Lithium ion, (d) Sodium Sulfur and (e) Flow Battery - author’s elaboration
from [12] and [13]

There are various materials used for cathodes, and that material determines the features of the
battery. The most mature configurations of Li-ion batteries and their main application areas are listed
below [12]:

Lithium Cobalt Oxide (LCO): Portable electronic devices
+ Lithium Manganese Oxide (LMO): Medical equipment

« Lithium Iron Phosphate (LFP): Electric vehicles, Grid applications

Lithium Nickel Manganese Cobalt Oxide (NMC): Power tools, Electric vehicles, Grid applications

Lithium Nickel Cobalt Aluminum Oxide (NCA): Electric vehicles, Grid applications.

LCO based Li-ion battery cells use the first widely commercialized cathode material and have gained
territory in the mobile phone and laptop industry. Although they are by far the most mature technology,
they show a disadvantageous short life span and low thermal stability, which is otherwise a critical,
pivotal point in favor for grid storage use-cases, in addition to cobalt becoming a scarce resource and
thus, manufacturers tend to avoid the material [13]. As seen from Figure 2.2, the last three, LFP,
NMC, and NCA, are the leading technologies that are utilized in grid applications because of three key
advantages: high specific energy/power density, durability and wide availability of material [15]. Among
the considered electrochemical compositions, the NMC offers the best performances leading it as the
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Figure 2.2: Comparison of power density, energy density, efficiency, costs and lifetime for the most popular Li-ion battery storage
technologies for Grid applications: (a) Lithium Iron Phosphate, (b) Lithium Nickel Manganese Cobalt Oxide, (c)Lithium Nickel
Cobalt Aluminum Oxide - author’s elaboration from [12] and [13]

primary Li-ion technology stationary storage as well as electric vehicles [15]. On the other end, they
have a shorter lifetime in comparison to the Lithium Iron Phosphate category. Furthermore, companies
take severe measures towards battery recycling since Lithium-ion batteries contain valuable materials
that can be recovered and recycled for further use in many other applications.

2.1.2. Typical BESS Set-up

The setup of a BESS is usually composed of several subsystems. An indicative layout is given in
Figure 2.3. The core of the BESS is made up of the battery packs, which in turn are composed of
the battery cells set up at the same voltage level. Regarding land usage, as said, Li-ion batteries are
favorable compared to other battery technologies, since it has good energy and power density qualities.
Moreover, more and more companies are going towards a novel and integrated product where the
battery, including all auxiliary systems, is found within the product, designed to have the lowest impact
on the external environment possible. The Heating, ventilation and air conditioning (HVAC) system
maintains the packs within the operational temperature range. Indeed, BESSs are generally deployed
in containers equipped with air conditioning systems, used to control the temperature of the battery
cells. Mostly, the temperature is kept stable at 25°C, to ensure optimal performances and extended
lifetime [16]. The software component is the Battery Management System (BMS), which controls the
battery operations such as charge/discharge rate (C-rate), State of Charge (SoC) management, and
internal power electronics components as the DC-DC converters [17]. It provides the inputs to the
Energy Management System (EMS), which coordinates the actual condition of the battery packs with
several external inputs coming from aggregates BESS or grid operators.

The connection of the BESS to the AC distribution grid is made through power electronics-based
converters. A transformer is commonly used to set up the voltage connection since, generally, the point
of connection (POC) is at medium voltage (MV) or high voltage (HV). In some particular cases, the
inverter is already included in the BESS side, this results in an easier coupling [17]. The grid interface
refers to all the distribution and transmission systems as well as the energy generation sources and
loads.
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Figure 2.3: Circuit schematic of a grid-connected battery energy storage system with main components

2.2. Potential BESS Applications in Europe

According to the literature studies, there are several application options for battery storage systems.
Each application can be categorized by its economic value source within three use cases: front-of-the-
meter (FTM), behind-the-meter (BTM), and microgrid cases. These are gathered in Table 2.1

All grid services, wholesale market participation, renewable integration, transmission, and distri-
bution system aids are included in the large group of FTM applications. The grid services consist of
ancillary services, such as primary, secondary, tertiary reserve, power quality, and black start. With
storage systems, revenue can be generated on the wholesale market, as well, by bidding on the day-
ahead or the intraday market. Storage, moreover, facilitates renewables integration by ensuring ramp
control of the renewable power plant and correcting forecast errors, which prevents paying penalty
costs for the renewable plant. Another benefit of storage technologies is supporting transmission and
distribution systems, providing congestion relief or peak shaving.

BTM applications are focus on Commercial & Industrial (C&l) utilization and aggregation projects. In
C&l cases, the increase of renewable self-consumption and tariff optimization contributes to revenue
generation. Meanwhile, Uninterruptible Power Supply (UPS) and backup power applications aim to
ensure reliable power availability.

Microgrids’ energy storage can enable extensive renewable penetration, thereby reducing energy
costs (measured by the LCOE). Moreover, it can contribute to diesel abatement. In the case of an un-
reliable grid connection, storage solutions can serve as a backup. The island structures combined with
full electro-mobility implementation and Renewable Energy Source (RES) development and storage
systems are the most promising scenario for a complete change from fossil fuels to 100 % of clean
energy yield [18].

However, specific existing conditions in particular areas and countries are making the BESS im-
plementation and its following economic feasibility mainly focusing on a limited number of combined
use-cases to increase the profitability rather than a single application[15]. As mentioned in section 2.1,
Li-lon batteries are still an expensive technology that requires elevated income sources on top of added
non-monetized value to justify their implementation. Currently, the main use-cases in Europe still need
to come to light. Moreover, BESS is not a mature technology widely implemented in Europe compared
to the United States (US) [19]. In Figure 2.4 several countries categorized per use case are displayed.
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Table 2.1: Potential Applications of Large Scale Li-lon BESS - author’s elaboration from [19] [15] [9]

Use Case

Category

Specific application

FTM

Grid Ancillary Services

Spinning Reserve/Fast Regulation
Primary Frequency Regulation
Secondary Frequency Regulation
Tertiary Frequency Regulation
Voltage Regulation
Black Start

Wholesale Market

Day Ahead Market
Intraday Market

Renewable Integration

Time Arbitrage
Forecast Error Correction
Ramp up Control

Transmission System

Grid Stability

Distribution System

Congestion Relief
Peak Shaving
Load Shifting

BTM

Commercial & Industrial

Increase PV Self -Consumption
Tariff Optimization
Peak Power Reduction
Power Outages
UPS
Ramp Control
Backup Power

Aggregation

Virtual Power Plant
Ancillary Services
Demand Response

Microgrid

Off-Grid

Increase Renewable Share
LCOE Optimization

Grid Tied

Backup

Only a few countries have already exploited the functionalities of BESS, such as the UK and Germany
for ancillary service applications and France with the renewable integration use case. Many countries
are still marked as "potential” since policy and market conditions are not positively aiding the diffusion
of storage systems. It belongs to the scope of this work to better understand how profitable it is to use
such systems to pursue FTM applications at the DS level. In the case study, a detailed zoom-in will be
carried out for the Netherlands.

2.3. BESS Front-of-the-Meter Stakeholders: TSO and DSO

One of the largest groups of stakeholders concerns the grid operators. They are responsible for dis-
tributing electricity in several grids at different voltage levels, maintenance, and expansion of the grid.
They are split into transmission system operators (TSOs) and regional or local distribution system op-

erators (DSOs).
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Figure 2.4: Map of battery energy storage system application in Europe - author elaboration from [15]

Transmission System Operator

The TSOs are responsible for the optimal and secure operation, maintenance, and, if necessary, ex-
pansion of their grids. They provide ancillary services such as frequency control, voltage regulation,
and black start (i.e., restoration of supply systems). To accomplish TSO obligations is necessary to
control the power to balance electricity generation and consumption in real-time. They often establish
tenders to select new or old generation units to perform grid services, which turns out to be a suitable
opportunity for battery system plant owners. Most of the time, TSOs are involved in Pilot projects which
are typically initially a more miniature scale implementation of a larger project. They are used to work
out issues and understand the revenues before entirely investing in the technology. For instance, in
2018, the Dutch TSO TenneT conducted a pilot project regarding the provision of Frequency Contain-
ment Reserves (FCR) through aggregators of different sources. Several clustered BESS have been
tested for the provision of FCR in the Dutch market [20].

Distribution System Operator

The DSOs have the functional role of reinforcing and extend new or existing grid installations. Of
particular interest is the relationship with DSOs since grid-tied ESS might be used to provide several
services to local grid operators as seen from Table 2.1 .

As a result of the massive new installation of RES, more and more fluctuating load flows at various
times of the year characterize the world grids. DSOs are nowadays facing new technical challenges due
to the unpredictable nature of renewable energy generation assets (above all, solar and wind power)
and Electric Vehicles (EVs) charging stations. In the context of improving the continuity of service of
distribution grids, BESS can be deployed to ease the black start procedures. Furthermore, in case
of fault that brings part of the DN to work disconnected from the primary transmission grid, storage



12 2. Literature Review

systems permit islanding operation of the distribution feeder, allowing a safe operation also during
unintentional islanding [21].

Currently, DSOs cannot hold a BESS that can influence the electricity market due to its liberalization
achieved in 2004 [22]. However, by relieving the grid through the use of BESSs, DSOs would profit
from different prospective i.e., reducing the power input peaks by achieving a delay or a waiver [4].

Another aid that BESS can bring to DSOs is flattening the generation and load profiles to decrease
the maximum power at the grid point of connection (Peak shaving). This scheme can lead to waiving
the network congestion and relieving the overloading of the conductors due to generation and load peak
power [4]. In this application, energy storage might smooth also load profiles and support EVs charging
stations. According to national grid codes, DSOs are required to guarantee the capability of the grid
infrastructure. Thanks to BESSs, the network could accommodate both the irregular nominal power
of the EV load and of a connected intermittent generator (i.e., solar plant). In this regard, increasing
the profile matching between load and local generation, BESS operation can further reduce system
losses.[5]. This application is among the research questions of this thesis, hence it will be further
analyzed in a case study.

On top of these grid stability services, BESS at the distribution system level could be used for
frequency control and energy arbitrage. These two applications will further be commented on in the
following sections. To conclude, BESS will aid both TSOs and DSOs to achieve their common goal of
providing an affordable and reliable electricity supply with the best renewable energy contribution.

2.4. Electricity Markets Outline

For a purpose beyond the scope of this thesis would be efficient to create an optimized model that
can operate in the entire Continental Europe. However, nowadays, every country still has several local
electricity markets with different rules, which are hard to combine. Shortly, Pan-European markets will
be created, which will lead to a more uniformly distributed regulation and might give the correct input
to expand further the model outlined in this thesis.

For a general overview of the European markets Figure 2.5 has been drawn. The electricity markets
are divided by settlement period and market typology: wholesale, balancing, imbalancing, and capacity.

Year/Month Day ahead bay Day
“head ay ahea (Pre-settlement) (Post-settlement)

aFRR
aFRR mFRR i Imbalance Price
Aviability Aviability y —:9 Netting

(Activation)
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Capacity Market Ancillary Services Wholesale Market Imbalance Market

Figure 2.5: Electricity markets categorized for settlement period and service

In order to narrow the scope of the work, the focus will be placed on the Dutch electricity markets,
which are seen as a part of a larger European electricity trading scheme. Germany will be used as
a reference country in a specific case study. In the Netherlands, the electricity market can be ap-
proximately split up into four categories: forward markets, day-ahead market, intraday markets, and
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balancing markets [23]. The wholesale and balancing markets will be discussed below since several
authors have categorized them as a potentially attractive market for BESS.

2.4.1. Wholesale Markets

The first three categories mentioned earlier (forward markets, day-ahead market, and intraday market)
belong to the more extensive group of the wholesale market. This group covers the sales to large
consumers and retail suppliers. Over the years, this market has become more and more international
due to increased transmission capacity and harmonized market rules.

In trading, the base of the demand portfolio is covered for a yearly period. In forward markets, power
is traded for years and months ahead via long-term contract, while most of the demand and supply are
matched via day-ahead and intraday market. On the other hand, seasonal effects are dealt with with
standardized trade blocks on a monthly or weekly basis. Long-term contracts are essential for market
parties that do not want to be subject to short-term price volatility and seasonal effects. The portfolio
manager adapts his net position to remain as close as possible to this new schedule. Hence, whether
more power is required, its position is called short, otherwise long.

Day-ahead market

The day-ahead market (in this thesis abbreviated in DAM) is a response to this short-run trading. It
takes place at 12h00 and market parties can trade electricity for the 24 hours of the following day. As
a consequence, the trading takes place one day before the delivery (D-1). Here, sellers and buyers
introduce offers and bids for an hourly time block and a specified amount of power ( usually rated
power). The settlement price is fixed at the intersection of offer and demand, and the remuneration is
based on Marginal pricing (also called pay-as-clear). Such a method is a uniform pricing mechanism
that offers the same price to all the transactions of a given product. The marginal clearing price (MCP)
and the marginal clearing volume (MCV) are determined for every hour of the day.

Intraday market

After DAM gate closure, positions can still be adjusted on the intraday market. Such real-time markets
are used to mitigate discrepancies between forecasted and actual demand, together with the risk of
unplanned outages due to generation and transmission failures by adjusting energy and procuring
additional capacity. [7]. However, the transactions are restricted by the TSO since they can impact
the system’s security. Moreover, electricity prices in the intraday are highly volatile and unpredictable
since they are affected by various factors such as weather, contingencies in the power system, and all
the physical constraints in the power system, especially if we are dealing with a considered amount of
renewable assets [24] [25]. In the Netherlands, the intraday market is a continuous market. It enables
continuous trading, and market parties can trade block hours, hourly products, and since December
14 2011, 15 min products can be traded up to 5 min before real-time [26]. In this mechanism, bids and
offers are matched continuously according to incoming price proposals for the different time blocks.
Consequently, there is no single clearing price in the market, but the price varies based on the bid
matches. This price mechanism is called Pay-as-bid.

To conclude, the companies that participate in the market are called Balance Responsible Parties
(BRPs). The TSO bears the final responsibility for the frequency stability and the balance between
supply and demand. Therefore, the BRP applicant must sign a contract with the TSO setting out the
rights and obligations of the two parties. A BRP would own the BESS simulated in this work with
“virtually” established agreements with the Dutch TSO TenneT BV to participate in the DAM.
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2.4.2. Balancing Mechanism - Ancillary Services
The real-time operation of the electricity system delineates a third timescale. This phase typically starts
at the so-called gate closure, the point in time until which orders are accepted in the market. After gate
closure, the System Operator is in charge of managing the system centrally. In this phase, the generator
can still make some profits if it can deliver services to the System Operator. These services are called
ancillary services, and since the services are related to balancing, the notion of Balancing Service
Provider (BSP) is also used. A BSP may be an electricity producer, a major consumer, an electricity
supplier, or a trader. BESSs owners have all the right to be considered part of such a group.
Electricity demand and supply need to be matched in real-time and to achieve that, either a flexible
demand or storage of power is necessary. When demand and supply do not match, the frequency
deviates from the rated value of 50 Hz [27]. TSOs are entrusted with keeping the frequency of each
synchronous area within defined bandwidths, defined by ENTSO-E, throughout constant monitoring
and balancing the total power exchange [27]. Ensuring system balance in fast response is a key factor,
and BESS technology due to their relatively fast response are particularly suitable for various balancing
services [28] [15].

Frequency containment reserves

Primary Frequency Regulation, also called Frequency Containment Reserves (FCR) is activated auto-
matically. If an imbalance is detected, the system operator can count on contributions to the primary
reserve from all European transmission system operators. Procurement is obtained via the German
platform Regelleistung and the remuneration is based on the availability via pay-as-clear (€/MW) mech-
anism [29]. The signals sent by TSO will activate the asset after a few seconds of imbalance in the
system. The power output is adjusted according to a droop characteristic that follows the frequency
deviation. Market participants can make a bid by offering a certain amount of power capacity. Whether
it is accepted and activated, the contracted power must be up and running within 30 seconds. Addi-
tionally, limited energy resources, such as BESSs, are required to be able to keep the maximum power
for frequency variations of 200 mHz for at least 15 minutes [30].

Frequency restoration reserve

In the Netherlands, the frequency restoration reserves (FRR) are further subdivided into automatic
(aFRR) or secondary reserves and manual (mFRR) or tertiary reserves. Currently, the FRR pricing
schemes are still based on a pay-as-bid approach and TSO TenneT has set up a BidLadder platform
with an imbalance settlement period (ISP) every 15 min allowing market parties to bring all available
flexibility to the market [29]. The remuneration is split into Activation (€/MWh) and Availability (€/MW).
Since a pay-as-clear methodology facilitates competition, improves price formation, and attracts lig-
uidity (provided the minimum required liquidity is available), the Commission Regulation establishing
a guideline on electricity balancing encourages the implementation of a marginal pricing settlement
scheme for activated FRR [27]. The following section will discuss the feasibility of the BESS to take
part in frequency control services and energy arbitrage.

2.4.3. Consideration on BESSs Operating in Electricity Markets

In recent years, also ESSs connected at the DN have been allowed to provide frequency services.
Though, the limitation given by their maximum and minimum State of Charge (SoC) might be considered
anissue [12]. As far as Europe is concerned, literature studies have been conducted in a lower number
of journals than in the US, where the business case for BESS is already known and exploited in many
States.
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Despite the standardized market product with easy access and its significant liquidity given by mar-
ket coupling, business cases cannot only be built out of energy arbitrage. However, the day-ahead
market (e.g., EPEX SPOT) presents little relevance for BESS. It is not possible to create a profitable
business case with average day-ahead energy prices ranging from 30 €/ MWh - 80 €/ MWh in Europe
[31] [32]. In a study conducted by [25], assuming a battery rated 1 MWh/1MW, the lifetime of 4000
cycles and the capital costs of 500 €/kWh, an average spot market price of 125 €/ MWh would be
necessary to drive a business case in case only energy arbitrage is considered. Therefore, Euro-
pean wholesale market prices might not be high enough to deem energy arbitrage as the only revenue
stream because almost all types of energy generators have a lower cost than Li-ion batteries, whose
technological advantages do not present any value within the use-case. On the other hand, the Dutch
continuous intraday market system presents a significant opportunity for BESS, mainly to perform SoC
management. Despite relatively low average price spread, being close to real-time market can resultin
high price peaks reflecting balancing needs due to the high short-term trading flexibility (up to 5 minutes
GTC) and the European trading opportunities via XBID (Cross-Border Intraday) [29] [32].

According to [33], FCR, having high power to energy ratio, turns consequently interesting for BESS,
especially for 1-hour systems. Such study has been conducted in Germany, which, as outlined in
Figure 2.4 is a leading European country for BESS deployments. For now, FCR is the most valuable
market for BESS in Europe. However, the introduction of a notorious amount of BESS is congesting
the markets and lowering the prices up to 5 — 10 €/ MW/h, as seen in Germany [9].

Nevertheless, according to [34], the batteries, during their service, after years of operations, will
experience energy losses due to degradation of their cells and the electronic components interface to
the electricity grid. Moreover, due to their limited capacity, they will not be able to provide FCR alone for
infinite periods. Its energy level has to be restored either directly (i.e., restoration from a power plant)
or through energy arbitrage with energy management purposes.

Besides, [35] states that the implementation of storage units in the voltage control scheme (Voltage
regulation service) is technically effective and easy to implement, given BESS reactive power capability
[35]. However, since the remuneration (€/MVarh) for the activation is fixed in the form of Bilateral
Agreements and achieved via tenders [36], its modeling will not be taken into account in this work.

In order to examine current challenges, a study on a BESS at DS level is conducted in this thesis.
The electricity flowing through the battery can be sold at the spot market or ensured to supply upward
and downward regulations of the FCR market, with part energy or the power surplus being used to offer
additional service to the DSO.

2.4.4. Current Policy Challenges in the Netherlands

From a policy perspective, as claimed by [37], currently, in the Netherlands regulatory barriers and
market barriers are slowing the expansion of ESS to participate in the electricity markets.

Among the regulatory barriers, the absence or inadequacy of legal classification is crucial. Currently,
storage facilities are classified as generators and consumers, and since no legal definition is defined
for being both in one, they are double taxed. This makes the electricity very expensive and reduces
the profitability of a BESS. In addition, energy storage entities are not registered as RES. Therefore,
they fall out of scope for any RES incentive receiving only a few financial incentives for time-shifting
applications. Moreover, as already mentioned, grid operators are not entitled to owning storage facilities
due to the open electricity market system. Up to date, no regulatory framework exists that states BESS
could benefit from providing services to the grid.
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2.5. Optimization for BESS Design

An in-depth review of general energy systems optimization methodologies is outside the scope of this
section. These paragraphs aim to provide some context to the model upon which this thesis is based,
rather than give a detailed explanation of all the proposed optimization techniques applicable to energy
market modeling.

Optimizing energy systems design is a complex problem that requires considering many factors,
technologies, and scenarios. Different methodologies have been proposed in the literature depending
on the size of the system, the technologies, and the formulation of the objective functions. Among
these, the vast majority rely heavily on computational techniques rather than on analytical solutions.

2.5.1. BESS Common Electricity Market Challenges

Optimization techniques can be distinguished based on their scope, approach, degree of approxima-
tion, dependency on explicit assumptions, and many other features. The way energy systems are
represented in mathematical terms varies widely, depending on both the focus and the starting points
of the different methodologies [38].

As claimed by [39], the operation of an energy storage system may be formulated as an optimization
problem where the cost function is defined either from a financial point of view or from the electricity
grid benefit. A hybrid version as a combination of the two is also possible. The constraints are imposed
by characteristics of the energy storage system technology and the system’s settlement. In order to
operate in different market performing multiple ancillary services application, several authors [6] [33]
[25] [7] divided their models in different set with different time resolution. Generally, energy arbitrage and
ancillary services are supplied for different time scales. The first one is supplied based on hourly prices
while frequency regulation is conducted for 15 min. Hourly optimization does not capture decisions
on smaller time scales. On the other hand, if a smaller time step is selected, it is hard to manage the
size of the optimization problems and conduct a full-year optimization with many decision variables and
constraints. For this reason, it is challenging to optimize the operation of BEES for multiple services
simultaneously. Different approaches are proposed in the literature. The paper [6] determines each
service’s optimal level by pre-allocating the BESS’s energy and power capacities. In the study, the
optimal power capacity sharing could be 40% of MW capacity for frequency regulation, 60% of the MW
capacity for energy arbitrage. This allocation can be conducted by studying the data and see which
market is more profitable than others. In addition, the author [6] agrees with [33] about BESS being
very effective in frequency regulation due to the composition of the system and the cells used.

In line with [40], if the design of energy systems is the target, the scheduling problem should be taken
into account, which is related to the estimated operative revenues of the system. For a given system
design, stochastic programming, dynamic programming, or optimal control are often utilized to analyze
the performance of a system dependent on the scheduling. However, a two-stage approach will be
adopted to simplify the thesis model, reduce the computational requirements, and contain the com-
plexity of the assumptions and inputs. This implies that the difference between the scheduling problem
solution and the optimal operational strategy does not significantly affect the optimal system design.
Deterministic optimization and perfect foresight will be adopted as a first stage outcome; secondly, the
specific result will be shaped.

The duration of the simulation is another problem tackled in the literature. In [7] the revenue potential
of energy storage technologies from historical price signals have been calculated for a year. However,
it is relevant to stress the attention on the fact that with such a short simulation is tough to create
a concrete, valuable strategy. The authors [7] mention a practice called virtual bidding. Here the
simultaneous sale and purchase of energy occur, i.e., purchasing energy on one market (e.g., day-
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ahead) and reselling it on another (e.g., intraday) simultaneously. In this way, the revenue stream further
increases. However, such application is not regulated yet in Europe; therefore, it is not applicable in our
case. Furthermore, fast flexibility in energy systems is a determinant factor for higher revenue chasing.
Besides all, costs of fast charging and low SOC operation are not included in any model analysis.

Concluding, every paper’s purpose here addresses the main concerns of BESS owners for main-
taining the optimal operation of their units and gaining maximum profits. Only a few papers consider
supplying energy arbitrage and ancillary services from the same BESS to maximize profit. Usually,
just one of the two applications is turned to account [38]. Overall many authors conclude that only
day-ahead markets and or energy products underestimate revenues and the capabilities of the batter-
ies. The combination with ancillary services capitalize higher revenues [6] [7] [41] [42]. Other authors
aggregate BESS with other BSP or RES [8]. The power capacity, the energy capacity, and the reac-
tive power capacity should be shared simultaneously to supply ancillary services and conduct energy
arbitrage, which costs several activations of the BESS. A trade-off between cyclability and max profit
would be necessary for a more realistic draw of the business case [6].

2.5.2. Linear Programming Models
In the world of optimization for energy systems, approaches based on linear programming (LP) and its
extensions have been widely used and discussed. Besides techniques derived from linear program-
ming, many other approaches have been proposed and articulated. On the other hand, integrated
or multi-market energy models often rely on more general mathematical formulations as deterministic
optimization [7].

Linear Programs (LPs) have been applied to the optimization of energy systems for more than
30 years [40]. They are mathematical problems with linear constraints, real variables, and convex
feasibility regions and are among the most powerful and widely adopted optimization frameworks.

The main advantage of LPs is that linearity ensures the convexity of the problem. As a conse-
quence, LP problems can, in most situations, be solved exceptionally efficiently, and their solutions
have a set of highly desirable features from a mathematical perspective. On the other end, the two
main limitations of LP models in terms of applicability consist of the impossibility of representing non-
linear functions and taking into account discrete and binary variables. For instance, the optimization
in battery energy systems requires binary variables to describe the charging and discharging of the
asset. Furthermore, cost functions and efficiency curves can be highly non-linear, making LP models
inaccurate. An additional issue with linear models is their sensitivity to input data. Indeed, their linearity
itself causes the optimal point to be always located in an extreme position within the feasibility region,
more precisely on its frontier [40]. As an example of LP applied to BESS optimization problems in [39],
an LP model is used to optimize the operation of a BESS for energy arbitrage. The cost savings from
arbitrage can be estimated from market data using a Linear Program (LP) optimization, as seen in [38].

Many authors have used linear programs to model systems of different sizes in energy systems de-
sign, but recently Mixed Linear Programming (MILP) models have gained more attention. Such formu-
lation will be exploited in the frequency market decision making to differentiate upward from downward
bid as in [6] MILP models represent a partial solution to some of the limitations of LPs mentioned in
the previous sections: binary (and integer) variables can be included, and non-linear functions can be
approximated through piece-wise linear functions built through binary variables [40]. This increased
applicability does not come without consequences: MILP problems are harder to solve, and the com-
putational time required for their solution can be exponential relative to the number of integer variables.
In power systems, mixed integer programming is often applied to solve the day-ahead unit commitment
(UC) problem for generators and near real-time economic dispatch. Specifically, several authors [17]
[38] have modeled the energy arbitrage of BESS with balancing services application. Constraining
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specif variables as integers returns helpful for problems where there are on/off states of specific assets
i.e., generators in UC problems or BESS activated in upward/downward frequency regulation.

2.6. Evaluation of BESS Lifetime

The capacity loss, or capacity fade, of the system is affected by many different factors. Electrochem-
ical and mechanical degradation and power electronic wear play a relevant role in evaluating the per-
formance loss upon use. Research has shown that both the power cycling and the idling condition
contribute to the aging of batteries [28].

In [43] is examined the bond between the capacity fading of a battery and the C-rate since high C-
rates lead to faster fading per cycle. The C-rate determines a ratio between a battery system’s power
and energy output, i.e., a battery with a C-rate of 1 can fully discharge the stored energy within one hour.
Moreover, some technologies, as the Li-ion battery, suffer from severe capacity fading if they operate
at the upper or lower limits of their installed volumes [44]. The temperature also strongly influences
the Li-ion battery capacity fading [16]. Overall, battery cells are subject to several aging mechanisms.
Independent of the chemistry, the aging processes are generally complicated and dependent on the
operating conditions. For Li-ion batteries, the main ones are calendar aging and cycling aging. They
are evaluated according to the empirical equations (2.1) and (2.2) respectively [16]:
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The above equations the average SoC of a cycle SoC,,,4, the number of cycles nc of a certain cycle
depth cd, and the idling time t of the battery at a certain SoC level SoC*. The formulas are valid at
Standard Ambient Temperature (SAT) that ensure the best performance.

According to [16], Li-ion batteries are aging both during use and storage. The first one is affecting
the calendar lifetime of the battery, while the second one is affecting the cycling lifetime of the bat-
tery. Additionally, Lithium-ion based batteries have a limited lifetime, strongly influenced by the cycling
pattern and which generally spans from 3 thousand to 10 thousand cycles, depending on the lithium
technology and the cycling conditions, as seen in Figure 2.2. Aging mechanisms lead to a lower bat-
tery’s energy capacity, power capability, and round trip efficiency. In respect of Li-ion technology, in
literature, a capacity fading of 20% is commonly considered as a reference value for the End of Life
(EoL) of grid-connected BESS [45].

Besides the cell aging effect, the power electronic wear constitutes an essential factor for evaluating
BESS’s lifetime. As displayed in Figure 2.3, power electronics enable to interface the battery storage
with the AC grid. An exhaustive evaluation is given in [28] where the degradation of IGBTs and elec-
trolytic capacitors have been studied through a 150kW/150kWh BESS performing FCR. These fading
effects are mainly driven by the thermal stress to which they are subjected. As a result of the study,
the more subjected to faster degradation is the electrochemical storage, with a lifetime range of 10-11
years, depending on the case scenario. The other two components analyzed, however, do not show
significant wear due to continuous FCR operation. The reason is bonded to the type of ancillary service
that makes use of very little power utilization. However, no conclusion can be withdrawn with BESS
performing other services, such as energy arbitrage, peak shaving, and other combined services for
the DSO, which would require BESSs with a higher energy capacity.
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In this chapter, the model of a profit-maximizing BESS operating in different markets is illustrated. The
proposed model considers that the system can participate in energy arbitrage and primary frequency
regulation as ancillary service and offer remunerated services to the DSO.

3.1. The Methodology and the Model Components

The methodology of this research is structured as follows. First, the mathematical optimization problem
of energy dispatch has been tailored to BESSs. Secondly, the linear problem has been reported in a
Python-based simulation environment, using the Pyomo optimization library. Since Pyomo is a mod-
eling library, it requires a solver to solve the model, which can be called directly from the simulation
environment. Any solver compatible with Pyomo is applicable for executing the optimization model,
however, only a few of these are available open-source, such as glpk or cbc. The solver glpk is only
suitable to execute LP problems, and thus, the available options are narrow and not suitable for the
project. Nonetheless, commercial solvers are much more powerful and can provide a better perfor-
mance, which brings additional value to the tool, particularly in the case of a complex model that would
otherwise take a long time to execute. In order to exploit the wide range of compatibility of Pyomo and
expand the selection options, Gurobi resolution strategy was selected, which becomes available for
academic use without the need to purchase the commercial license.

Moreover, in this section, the factors involved in the optimized bidding strategy are displayed. The
model optimizes the power flows between the BESS, the Wholesale Market or Day-ahead market
(DAM), the Primary frequency regulation (PFR) or Frequency curtailment reserve (FCR), and the DSO
operation module to return the most significant revenues. Along with the chapter, the abbreviations
DAM and FCR will be used to indicate the respective market.

Figure 3.1 depicts every module, including their corresponding interconnection data exchange. As
mentioned, the complete model is implemented inside a Python-based simulation environment. The
Python-based framework offers state-of-the-art single objective optimization algorithms and is designed
to be extendable and applicable to various battery technology and electricity markets due to its mod-
ularity in code development. Furthermore, the algorithms are highly customizable and can easily be
tailored to user needs. First, the code starts with providing an upper limit of the achievable profits of
BESS for market participation since it is based on perfect foresight regarding electricity prices. Sec-
ondly, block timesteps are introduced to evaluate the DSO operation combined with an existing fast
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charging-solar integrated system. In this way, part of the running hours is reserved for testing the
possible benefits that both DSO and the owner of such system might encounter while combining their
activities with the BESS.

Wholesale F rimary DSO
Market requency Operations
Regulation EV Chardi
PE
Poo Now[€/kWH] Rm{ A ccal€/kW]
Pioc S0C viock
Optimization
Algorithm —
lsiss EBESSI J/F)ch Fd)\sch
BESS

Figure 3.1: The model set up shows the virtual exchange of information among the different modules composing the optimization:
Wholesale Market (DAM), Primary Frequency regulation (FCR), DSO operations and the BESS

Figure 3.2 displays the flowchart, which explains the logic behind the optimization algorithm. From
its logic, it can be inferred that any battery operation is only possible when the DSO is not reserving the
total capacity for its business. In that case, the revenue is calculated speculating on the service offered.
On the other hand, to obtain the highest remuneration, the BESS must be in the legal condition to be
committed for FCR. The wholesale module is also executed anytime to enable the asset to perform
such a service. The terms wholesale module and primary frequency regulation module refer to the
DAM and FCR market participation.

3.2. The Mathematical Optimization for Energy Arbitrage & Frequency

Regulation
The developed model proposes a general optimization framework to capture diverse revenue streams
provided by wholesale electricity markets and ancillary services. Precisely, the framework models DAM
and FCR.

The model is provided with perfect foresight. Therefore, actual market prices are assumed to be
known upfront, leading to the maximum reachable fictional revenues. The market prices remain un-
known in advance in real life since they are based on a bidding mechanism. In particular, for DAM, the
Gate Closure Time (GCT) is at 12.00h every day, while for FCR, the GCT is every morning at 8:00h
and creates a bid for the six blocks of four hours in the following day. Moreover, the spot and FCR mar-
kets bids are assumed to be entirely accepted (i.e., bidding at 0 €/ MWh). Consequently, the resulting
revenues will be an overestimation of the actual revenues of a real deployed BESS.

Wholesale electricity markets introduced varying electricity prices during the day based on the in-
tersection of aggregated supply-demand curves for each hour block. For energy arbitrage, the asset
will participate in the DAM bidding the energy capacity and maintaining a constant output power over
each block period. The FCR market is modeled optimizing the participation according to the FCR mar-
ket price [46]. It is assumed that the battery assets are activated each time since it is the cheapest
feasible bid that guarantees the necessary regulating power in the defined control area. However, the
device cannot track the frequency signal and detect a deviation from the nominal frequency. Moreover,
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Figure 3.2: Flow chart of the algorithm. Every optimization timestep, the algorithm follows the logic displayed to maximize the
revenues of the BESS. The DSO operation block is the first constraint. If full capacity is given to DSO, no other operations are
possible. The execution of FCR is subjected to regulatory requirements. The execution of the wholesale module could help to
fulfill them, maximizing the range of operations

it cannot adjust its active power output according to the droop characteristic that follows the frequency
change.

The components of the mathematical optimization problem are illustrated in the following sections.
First, the constraint of the problem, together with the battery boundary condition, is exposed. Lastly,
the maximizing objective function is presented.

Constraints
The constraints of the system are divided into battery operative boundaries, market requirements, and
DSO operations.

1) Battery system
In general, batteries have rapid response times. They can quickly switch between charging, discharg-
ing, and idling, making them a promising technology for ancillary services applications. The typology of
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battery and the size have been selected compatibly with the TSO’s (TenneT) obligations [29]. However,
for the sake of the research, the system refers neither to a particular type of technology nor the location
of market operation. Such parameters are used as input in the model.

The first set of constraints includes the modeling of the battery functioning (3.1) - (3.4). The power
battery boundaries are shown in (3.1) (3.2). While the energy limits are defined in (3.3) (3.4).

0= Pdisch [t] = Pz;isch vt (31)
0 < Pu[t] < P, Ve (3.2)
Paiscnlt] < Spacelt] - Piiscn (3.3)
Peplt] < (1 = 8paeeltD - Py (3.4)
Py t t
SoC[t + 1] = SoC[t] + (Pch[t] Mo — ‘:;L"[]) 7 (3.5)
disch
0 < SoC[t] < 1Vt (3.6)
SoClty] = SoC[t,] = 0.5 (3.7)

The updated SoC of the battery in each time interval is calculated in (3.5) and applies the state of battery
operation (charging or discharging) according to the limits on the SoC. Modeling the SoC management
of an electrochemical battery is out of the scope of this thesis. Some models can vary widely in terms
of complexity since they can be designed as a function of voltage and current profile, temperature, and
battery age [33] [41]. Furthermore, the conversion efficiency of Li-ion batteries can be intensely de-
pendent on the SoC and charge/discharge power level. A more accurate model would employ different
parameters for these systems, introducing a non-linearity that makes the optimization problem harder
to solve. Additionally, no decay per hour is taken into account.

The limits for battery SoC are defined in (3.6). Since the model is not linked with one type of
technology, the DoD and DoC are setto 0 and 1, respectively. Equations (3.7) assumes that the battery
has an initialized state of charge. For physical limits, the BESS cannot be charged and discharged
simultaneously:

Penlt] - Paiscnlt] =0 (3.8)
The binary variable &4, is introduced to help to linearize (3.8). Consequently, (3.3) and (3.4) are

obtained. Currently, the limit on the battery cyclability is not strictly imposed since it also depends on
the type of system applied, as displayed in Figure 2.1.

2) Market requirements
The DAM and FCR markets have different block duration. Therefore the time discretization is based on
two levels. Level 1 comprises one-hour time intervals in the DAM t € [t,...t,]. While level 2 corresponds
to the four-hours frequency market z € [z,...z,]. Anindexed mapping study has been conducted deeply
in [7], from which is derived the timestep coupling of the model. A ramping rate is the maximum amount
of electricity that a system can deliver in a one-time step. The market with the lowest resolution (DAM) is
used as the default timestep for that purpose. According to the time increment employed by the market
(i.e., 1 hour), the device will charge/discharge at the commanded power level over the market time
increment. For example, in a day-ahead energy market with a 1-hour time increment, the BESS would
maintain a constant charge/discharge level for the 1-hour timestep. Future work will be developed a
function that looks for the lowest resolution.

The model equation for FCR are gathered in (3.9) - (3.12). According to [47], the minimum bid of
FCR capacity is 1MW, which is constrained as (3.9) and (3.10) [30]. However, in this study, a BESS
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rated 500kW/500kWh has been considered, assuming that the BESS is aggregated with other balanc-
ing service providers (BSPs) to reach the minimum required power for FCR by clustering together up to
1 MW. Furthermore, the TSO allows divisible and indivisible bids. Indivisible bids can have a maximum
bid size of 25 MW, which is far above the size of our BESS [30].

Another binary variable, yf., is introduced to indicate whether the TSO requires FCR regulation.
It is assumed that the electricity flowing into the battery does not influence the SoC during the service
and once completed. Furthermore, as stated in [48] the sum of the maximum power for SoC manage-
ment and the FCR is always equal to the maximum system power. In order to take into account the
SoC management power that should be reserved for FCR, an 80% factor is used to limit the P, ..
This parameter taken from [28] is obtained as the optimal point that leads to the lowest components
degradation with the highest NPV based on a time horizon of 25 years. Many other effects are not
considered, i.e., the re-establishment of the SoC at the half, with the maximum energy available, in
case of a strong frequency perturbation. On the other hand, other relevant constraints are simulated
and discussed in the following paragraphs.

As for limited sources, supply must occur as soon as the deviation happens and for at least 15
minutes. This can be translated that the SoC while performing FCR cannot be either lower than 25% or
above 75%. The reference SoC value is indicated in the equations as I'. This constraint is expressed
via (3.11) and (3.12). In many European countries, the FCR bid is symmetric. The symmetrical bidding
for upward and downward regulation capacities are constrained as (3.13).
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As mentioned, modeling the battery activation response due to the frequency deviation is out of the
scope of this work. The possibility to split the power and bid simultaneously in both markets is shown in
equations (3.14) and (3.15). Additionally, these equations determine that buying and selling within one
timestep is allowed in the model. For example, electricity bought on the DAM can be directly committed
to the FCR market, yet it cannot be sold to DAM again. Nevertheless, whether it is established to commit
only frequency regulation, equations (3.16) and (3.17) are enforced and bidding in both markets is
avoided.

Paiscn[t] + Preryia—aown 2] < Paiscn (3.14)
Fen[t] + Preryig_yp, [2] < -Pop (3.13)
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3) DSO Operations
In order to integrate the DSO interaction with the BESS in the optimization problem, the following
equations are introduced:
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Pout[t] + Prcrlz] + Poiock[t] = P:ated (3.18)
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First of all, equation (3.18) expresses the power balance of the system for every time step. The
power flowing in and out of the battery system needs to be equal to the energy sold or bought on the
DAM and the power used to procure FCR. Furthermore, some of the available power and SoC have
been reserved for auxiliary operations. Therefore blocks parameters (Py;pck, S0Chi0ck) @re introduced
to simulate the DSO activities. In particular, (3.5) is updated as follows:

= +SOCblOCk (321)
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in which the block values SoCy;, ., are negative if the battery has to provide energy and positive when
energy is stored into the system. An extensive description of how they have been calculated is provided
in subsection 4.4.2. Their effect will be shown in the last section of this chapter.

Moreover, the out and inflow of electricity to the BESS is subject to efficiency loss. These statements
lead to the constraints (3.19) and (3.20). Among TSO’s guidelines, the BESS controls outputs should
not use the dead-band of the P-f droop control curve for FCR provision for regulating the SoC, yet a
fraction of the power should be maintained to perform SoC management [48]. This conversion efficiency
does not take into account the SoC management power that should be reserved.

Objective function
The profit-maximizing objective function of the mathematical model is described in (3.22), (3.23) and
(3.24).

Maximize, DAM[t] + FCR|[z] (3.22)
Pdischipchrpfcrbid_up

ty tn
DAM[t] = Z (/1 - Cramp) ’ Pdisch[t] “t— Z (A + Cramp) : Pch[t] -t (3-23)
t t
Zn
FCR[Z] = Z Pfcrbid_up [Z] ' (lfcr - Cfcr—ramp) "z (324)
z

The terms the equations above represent the revenues from the volumes of electricity sold on the
DAM and the FCR markets multiplied by the respective market price (1 and A¢,-) of that time slot.

A ramp cost is instituted C.,m,, to guide the decision-making process and reduce the battery cycles.
The value of this parameter represents the marginal cost of the system (the O&M cost normalized
based on the average of 1 cycle per day) [32]. Such opportunity cost means that at least 8-8.5 €/ MWh
price spread are needed for the DAM to be effective. The same strategy has been adopted for the
maximization of FCR market participation. Indeed, C¢cr—rqmp represents the ratio of the sum of the
cost of the battery system and the Balance of Plants on the max operative hours in a year. The figure
oscillates around 13-14 €/MW. By mean of those two "ramp costs”, the battery number of cycles is
constrained and lower than 600 per year.
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Additional Constraints

The exhaustive cycling of the battery can result in reaching the end of life sooner than expected. Thus,
it is important to keep track on the number of cycles by calculating it, and possibly limit the cycling.
According to literature [16] for Li-ion technology a cycle limitation of a one year equivalent cycle is a
fair consideration. It is also possible, to keep a buffer in case it is beneficial to cycle it more, so a slack
variable is introduced, in order to provide a soft limit. As the slack variable can be positive or negative,
not cycling the battery is also valued. For the current model such variable is left tending to infinity in
order to do not limit the possible operation as seen in the following equation:

< Nmax—cycles + Scycles
Ndisch Y Y (3.25)

= 00

t
Z?;ZO chr [Z] + ZtZto Pdisch [t] :

Scycles

To conclude, the mathematical problem is formulated only for the scope of dispatching the available
asset. Further analysis, calculations, comparison of different scenarios are realized outside of the
optimization itself.

3.3. Model Performance

In this final section, the performance of the model is evaluated considering 24 hours astride of the 5"
of November. The BESS used as reference is rated 500kW/500kWh with a round trip efficiency of 90%,
which can be fully charged in one hour or one timestep.

Figure 3.3 illustrates how the power is dispatched by the system and how the price-driven optimiza-
tion performs for FCR market (Figure 3.3a) and for DAM (Figure 3.3b). The battery will be commis-
sioned to perform FCR for 8 hours only when the price is much higher than the other hours of the day.
On the other hand, it performs energy arbitrage during the most favorable price slots of the day, i.e.,
discharging when the price is the highest and charging when it is the lowest. However, due to FCR and
DSO-operation model constraints, this type of schedule is not always possible. The specific case can
be noted in Figure 3.3b when right before midnight, although the price was not optimal (i.e., it was even
lower a couple of hours later), the BESS buys energy from the market. This effect is attributable to the
"perfect foresight” method used in the model. A more price-beneficial operation (FCR) was supposed
to occur in an hour, yet the SoC was nearly zero, and it would have excluded the possibility to perform
FCR for the following settlement period. Thus, the BESS charges enough to satisfy the constraints
(3.11) and (3.12) by leveling the SoC at 25%.

Additionally, from the timeslot, 3 AM-6 AM, the double bidding function is showed, which means that
no constraint limiting the participation in both markets is active. Mathematically speaking, the constrain
is defined as inactive ( non-biding). Further results on the effect of this constraint are examined in
chapter 5. As could be noted in the same slots, the optimization algorithm controls the discharge by
placing consecutive bids to increase the level of charge of the battery gradually. The optimization is
aware that the price will maintain low for some timestep, hence prefers to fill the cells progressively
improving the lifetime, rather than using a full cycle bid. Furthermore, the total bid capacity for FCR is
only 80% of the nameplate capacity due to efficiency losses and the SoC management constraint.
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Figure 3.3: Profit maximizing BESS participation in Day-ahead market and Primary frequency regulation market for a sample
24h time-shift

Figure 3.4a the SoC of the battery is depicted. Comparing the SoC trend with the overall power
output of the system, it may be noted how only the DAM bid and SoCy,, .« influence the SoC variation. As
a direct consequence of being an energy market, the volume traded in the DAM drives the charging level
of the battery. On the other hand, the charging station demanding extra battery capacity, i.e., negative
SoCyp0ck Values, leads the SoC to drop accordingly. The primary frequency regulation affects as well
the SoC generating a continuous oscillation. Nevertheless, such behavior has not been modeled. It is
assumed that the SoC at the beginning and at the end of the service does not change.

In Figure 3.4 zooming carefully at 18.00h, the plot displays why the battery did not dispatch at total
capacity in DAM, answering why the SoC was nearly zero before performing FCR. This limitation can
be conducted to the impact of the allocated power requested by the DSO ( P, ) for its operation. The
power that the DSO can block has hourly timestep, however, the period might be much shorter, hence
No SoCpock 1S NOted.
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(b) Combination of the three BESS power operations considered

Figure 3.4: Comparison between BESS operations and its state of charge for a sample 24h time-shift






Case Study Data Analysis

The optimization algorithm is validated with 2 case studies. The first concerns the trade volumes that
maximize the value of trades made in the DAM and FCR. In order to understand the business case,
the comprehension of the input prices involved is needed.

The goal of the first case study is to assess the revenues coming only from market application. While
to evaluate the business case for BESS in DNs, a second case study is formulated. The second case
study applies to a general distribution system application where the DSO must integrate a Photovoltaic
(PV) - Fast Charging (FC) station owner and a BESS owner in a single point of connection. The benefit
for each of the three players involved ( DSO, PV-FC station owner, and BESS owner) is illustrated via
such case study.

In this chapter, an introduction and an analysis of the data are performed. At first, a price framework
has been developed in order to evaluate the input prices. Secondly, the possible future revenue streams
are investigated by a price-driven forecasting method applied to the DAM dataset. Finally, the PV-FC
station environment for the second case study is introduced.

4.1. Price Generation Framework

Significant inputs to the optimization model are the day-ahead market (DAM) price (1) and the primary
frequency market (FCR) prices (Af.,-). For this study, no point forecasts were available for these price
processes. Hence, the goal of this section is to construct point forecasts for each. Firstly, an analysis of
the historical DAM prices is performed. Secondly, the methodology is discussed based on the literature
on forecasting electricity prices.

4.1.1. Data Collection and Assumptions

The model’'s market data inputs can be categorized into two categories: historical data of DAM and FCR
prices for the Netherlands and Germany and future market price scenarios obtained with forecasting
algorithms.

Despite the ample availability of public energy data on the web, obtaining consistent and reliable
energy price data for a controlled geographic region was a significant challenge. The transparency
platform of the European Network of Transmission System Operators was used to obtain spot market
data from 2016 to 2020, as well as FCR action prices from June 2019 up to April 2021 included. The
DAM prices for 2019-2020 were benchmarked with Nord-Pool [49] for the Netherlands and Germany,

29
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while the Regelleistung platform was used to merge the FCR prices of the respective countries [46].
Inconsistencies were not found, however, both countries joined such platforms only in 2019, therefore
no previous data were displayed. Furthermore, the data were also compared with the statistics pub-
lished by TenneT in its yearly reports [50] [51] [52]. Besides, in the simulations, the data from the daily
delivery periods have been up-sampled. In fact, until July 2020, the FCR market was split into daily de-
livery periods. Only starting from July 2020 on-wards, price data for the Four-hour blocks. Starting from
the Regeilleistung value, which has been treated as cap value for the two auctions during the night,
a Gaussian distribution was applied to obtain six values (blocks), one for each delivery period. The
Gaussian distribution was chosen as it reasonably approximated the price behavior over the day [2].
In this way, the resulting value has been scaled to meet the simulation resolution of a 4hours timestep.

Before starting with the analysis of the specific case study, some assumptions are made in the
follows:

» The predicted values for the power generation, the DAM prices, the FCR market prices are as-
sumed to be known beforehand based on historical data.

» The DAM and FCR market bids are both assumed to be fully accepted (i.e., bidding at 0 €/ MWh).

» The considered asset is supposed to act as price-taker, hence it does not report effective changes
on the market

» The battery system is assumed to make predictions before the market closure, which is usually
a day before the real-time transaction. In particular, for DAM, the Gate Closure Time (GTC) is at
12.00h every day, while for FCR, the GCT is every morning at 8:00h and creates bid for the six
blocks of four hours in the following day

In the following section, a zoom-in on Dutch electricity prices is outlined. The Netherlands is the refer-
ence country in this thesis, while German data are only used for comparison.

4.1.2. Dutch Day-Ahead Market Price Analysis

Since the outcome of the business case is strictly dependent on the market prices, an accurate price
forecast for an electricity market has a definitive impact on the bidding strategies by producers or con-
sumers [53]. Firstly, data analysis on the power market values has been conducted. Market prices
can be interpreted as time series components, where the systematic components represent the con-
sistency or recurrence and can be described and modeled [53]. A given time series should consist
of three systematic components (level, trend, seasonality) and one non-systematic component called
noise. The collective day-ahead markets data with 24 hourly reference periods and a cover of 4-year
rolling period from 1 January 2016 to 31 December 2020 has been evaluated. The Prophet function
[54] available in Python was used to ease the data visualization. This function uses a decomposable
time series additive model with three main model components: trend, seasonality, and holidays as
described in (4.1) below [54]:

y(t)=g(t) +s(t)+h(t) +€ 4.1)

Where g(t) represents the trend function which models non-periodic changes, s(t), instead, con-

stitutes periodic changes (weekly and yearly seasonality), and h(t) is the effects of holidays which may

occur irregularly over one or more days. The noise term € represents any changes not accommodated

by the model. An additive model is linear, where the exact quantity consistently makes changes over

time. The Prophet function was preferred since it provides easy data handling and manages a larger
quantity of data than the statsmodel Python library.
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Data Visualization

The first modeling step is to carry out an initial transformation on the data. Looking at the normal
distribution of the values in Figure 4.1a, several observations can be made. Firstly, there seem to be
long thick tails and significant outliers. Secondly, although not a strict condition for a linear model, the
distribution seems slightly positively skewed, with longer tails on the right side (high prices). Median
and mean values result 39.5 €/ MWh and 38 €/MWh respectively, while the standard deviation is 15.23.
Standard deviation measures the dispersion of a dataset relative to its mean. Generally, a volatile price
has a high standard deviation (ogrp). Its value fluctuates for every single year, with 2018 and 2020
marking the highest a1, of 15.5. Figure 4.1b provides the evolution of the DAM prices for each sample
along the year. It highlights how 2018 has the highest values and 2020 the lowest.
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(b) Scattered plot of the DAM market price plotted in a single year roll-out
Figure 4.1: Historic Day-Ahead Market Data Prices from 2017 to 2020. Monthly trend for each year
Therefore, to have a more precise overview, daily resolution data plotting has been performed. In

this way, many outliers are avoided without damaging the quality of the representation. Figure 4.2
shows the fit of the spot market prices data with 24h resolution. The red line captures the time-series
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Figure 4.2: Daily electricity market data fitting from 2016 to 2021 (Netherlands). Segmented red line represents the trend. Vertical
dashed red lines mark the trend change-points. Black dots mark the outliers

trend, while the vertical dashed red lines mark its change-points. The algorithm catches the non-
systematic component marking them as black dots. The main reason for the electricity price spike
concerns matching supply and demand on a second-by-second basis. Other reasons could be identi-
fied in [55]:

* Volatility in fuel price;
» Load and Generation uncertainty;

» Congestion of Transmission line;

Last call decisions of a market participant;

» Market manipulation (market power, counterparty risk).

In particular, since the energy outlook for the Netherlands is majorly signed by natural gas, an
increase in fuel prices leads to increased price volatility.

As said, the Prophet function helps to decompose the time series using the additive decomposition
method. Shifting attention to a zoomed-in version of the original time series, visible in Figure 4.3,
additional information can be obtained. Clear seasonal patterns can be observed, both yearly, weekly,
and daily.

The vertical axes are label according to the additive trend for each seasonality. As known from the
literature, the most distinct property of electricity price is its volatility which measures the change in the
price value over a given period. Mathematically speaking, it can be computed as the standard deviation
of percentage change in the daily price against a broader seasonality (weekly or yearly) [55].

In Figure 4.4 the trend is also depicted for better visualization and holiday trend. Comparing it with
the yearly trend of Figure 4.3 it can be observed that the highest prices occur in the winter period,
whereas the price drops in spring and slowly rises again from July to October. According to the Dutch
bank holidays calendar, a positive correlation is expected only for Good Friday and Easter Sunday,
while, as expected, the highest drops occur during Easter Monday and Whit Monday (Figure 4.4).

Even though the electricity price is becoming more and more volatile, especially in the Netherlands
[56], it is not regarded as random. Hence, it is possible to identify specific patterns and rules on market
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Figure 4.4: Fig. a) shows the trend that the prices have followed from 2016 to 2020. Fig. b) displays the holiday trend according
to the dutch bank holiday calendar for each year. The first drop is 1st of January as New Years Day it follows Good Friday, Easter,
Easter Monday, King’s Day, Ascension Day, Whit Sunday or Pentecost Sunday, Whit Monday or Pentecost Monday, Christmas
Day, and Second Christmas

volatility. For instance, the weekly pattern proves the decrease in demand during the weekends, with
Saturdays still relatively high due to the typical Saturday night pick price. In contrast, the daily pattern
proves the drop in price at night due to lower demand and relatively high inexpensive wind output (
market bid around zero marginal price). In the morning, there is a strong peak and during the day
the price levels off only to increase again for the evening peak. This midday leveling off is among
other things a combination of inexpensive solar output rising, along with the effect of many people
residing together at work, reducing household demand. Such patter is also confirmed in Figure 4.5
where the warmer colors appear, along the years, right before midday and around 8 PM. On the other
hand, on average during the night there is a substantial decrease. From these initial observations, it
seems reasonable to hypothesize that seasonality and exogenous variables like aggregate demand
and aggregate intermittent renewable output may impact the price.
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Figure 4.5: Heat-maps of dutch electricity prices from 2017 to 2020. Warmer colors indicate higher prices. The cap price is set
to 100 €/ MWh and floor price to 0 €/ MWh.

Moreover, the trend showed in Figure 4.1b and Figure 4.5 confirms what has been pointed out from
TenneT reports. In 2018 is registered the highest average price with an increase of 33% from 2017
primarily due to increasing fuel- and emission allowance prices [50]. In Figure 4.5d is strongly visible
the net influence of Covid-19 measures applied to the dutch industries( half March-end May), where
supply and demand did not match for many recurrent hours, which has caused several negative market
prices.
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4.2. Construction of Day-Ahead Electricity Market Price Forecast
At first, the following research question Which modeling framework is better for electricity price fore-
casting? and Which model is better across all hours, seasons of the year, and markets? are used to
drive the methodology applied. However, the scientific answer to these questions is out of the scope
of the thesis. Hence just a brief introduction about the methods will be given.

In general, there are very few and minimal studies in the electricity price forecasting (EPF) literature
where several frameworks are compared [57]. According to [58] the forecasting accuracy depends
on two aspects. The first one is the expression of the forecasting problem, i.e., the logic and maths
that determine how complex and intricate the modeling will be. At the same time, the second aspect
concerns the adopted forecasting method, which is application-dependent. As the goal is to focus on
the explanatory power of the past DAM prices, "pure price” or price only” models have been considered.
These models do not include exogenous (stochastic) variables such as weather, load, or renewable
energy generation forecasts. The existing literature drives the choice of the forecasting models on
short-term and long-term EPF and the desire to perform a comprehensive study that addresses the
business case of BESS at DS level in a near-future scenario.

4.2.1. The Literature Review

Because of many complicated factors affecting electricity prices, accurate price forecasting turns out
to be hard to achieve. Different methods exist for forecasting electricity prices, the authors of [57] and
[58] conduct an extensive empirical study on EPF to address the optimal model structure for EPF by
taking into account several modeling frameworks. While [59] classifies them into three groups. The
first group is based on game theory, including Nash equilibrium, Cournot model, Bertrand model, and
supply function equilibrium. These models focus on the modeling of strategies of market participants in
order to find an optimal solution. The second group is based on simulation methods, which aim to mimic
the dispatch of generators in the system based on its physical state within its physical constraints. The
third group consists of time series methods, which utilize past behavior of price series combined with
explanatory variables to forecast future prices. The main disadvantages concern the requirement of
linearity and stationary of the dataset.

Among all, Auto-Regressive Integrated Moving Average (ARIMA) models have already been inten-
sively applied to forecast commodity prices such as oil or natural gas [53]. The advantage of these
methods is the simplicity and explicitness of their model structure and the proven accuracy of their
predictions. ARIMA is a forecasting procedure consisting of autoregression (AR), integration (1), and
moving average (MA) utilized to analyze and forecast time series data [53]. According to [58] an ARIMA-
based forecasting model, based on historical electricity prices, could be used to predict future ones,
where the model should be updated throughout time to maintain a relatively good accuracy using the
closest electricity price data. Modelling-wise, ARIMA is a class of models that shows a given time series
based on its past values, as its lags and the lagged forecast errors, so that such equation can be used
to forecast future values. Assuming the electricity prices time series the (4.1) can be reformulated as
(4.2):

P®)=f() +g(t) +x(® (4.2)

The parts of Pt are: f(t), the non-periodic increasing trend, g(t) the periodic change trend, and y(t)
a stationary stochastic process reflecting the random fluctuation of electricity prices [58].

Furthermore, electricity prices are biased by seasonality components, as mentioned in subsec-
tion 4.1.2. Due to its structure, the ARIMA model cannot handle the seasonality present in the time se-
ries. The Seasonal Auto-Regressive Integrated Moving Average (SARIMA) model extends the ARIMA
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mentioned above model taking the seasonality present in the time series into consideration. The
SARIMA model has been widely used for forecasting the seasonal non-stationary time series. There-
fore it is applicable for the data set input considered in this thesis [60]. The overall depiction of the
modeling terms in the SARIMA models are seen in (4.3):

SARIMA  (p,d,q) (P,D,Q)m (4.3)

NonSeasonalPart SeasonalPart

where the uppercase notations is referred to the seasonal parts of the model and the lowercase
one for the non-seasonal parts. In particular, the parameters are as follows:

* p and P: indicate the number of auto-regressive terms (AR)
» d and D: indicate the order of differentiation needed to ensure a stationary series
* g and Q: indicate the number of moving average terms (MA)

* m represents the number of periods per season (i.e the frequency of the time series)

4.2.2. The Proposed Hybrid Method

This section has presented the description of the proposed hybrid model together with general statistical
methodology. Since the goal is to obtain a forecasted hourly data for an entire year and the precision
of any forecasting method is usually in terms of months [60], a hybrid approach has been proposed to
scale down the data from week to hour forecasting. The general scheme is as follows:

1. Aclass of models is formulated and identified for the observed data with certain hypotheses. The
model parameters are estimated and weekly data forecasted are obtained

2. The model is ready for forecasting, the second class of model is evaluated to narrow the scope
from week to hour.

3. Whether the hypotheses of the model are validated, the confidence interval estimation is per-
formed.

Step 1

According to [61], the ARIMA models that have been already applied for price forecasting are usually
quite simple or containing a small number of observations (i.e., three weeks data up to one year). In
this thesis, the original data set has four years of hourly data, which results in almost 43 thousand data.
Since such a dataset is computationally tough to handle, as studied in section 4.1.2, rich of outliers,
a weekly price approximation has been used. Moreover, a detailed forecasting analysis is out of the
scope of the work, hence the computational aid of the built-in Python function auto.arima has been
used as the first attempt to seek the best fitted SARIMA model. In the end, a grid search is carried out,
choosing a model by adjusted AIC (AICc) to select the final model components. This search provided
a SARIMA model with specification (3,1,1)(1,1,1), meaning 3 AR, 1 MA, 1 seasonal AR, 1 seasonal
MA component, and 1 order differentiation are included in the model.

Step 2

Once weekly forecasted data are attained, the ARIMA approach has been extended to make daily
market-clearing price forecasting in electricity spot markets. As claimed by [62], the volatility effect
and intraday price jumps are essential factors to determine accurate price forecasting and to outline a
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business case. In order to achieve that, seasonal daily spread values for a rolling time of 4 years are
evaluated. The forecast of the new dataset has been performed following Step 1. Secondly, the cap
and floor price for each day of the year is obtained by integrating the daily spread of each season with
the weekly price. Finally, the daily decomposition of Figure 4.3 is used as a reference to extract the
hourly pattern.

Step 3

In this final step, the error correction and the confidence interval estimation are performed. Firstly, a
benchmark hourly data set is estimated starting from the forecasted SARIMA weekly time series. In
order to narrow the scope in hourly data, the additive forecasted Prophet trend is used as a reference.
In fact, while computing the Prophet function, forecasted datasets are obtained. Such dataset has
accuracy in the order of months. Therefore the confidence interval massively expands along the year
[54]. The Prophet Weekly and Daily trend are used to extract the final dataset. The hourly residuals
value is calculated by comparing the data obtained in Step 2 with the one mentioned above. In the end,
residuals values are used to layout the confidence up and lower band. As a consequence, 3 cases are
shaped and tackle in the next chapter.

Reflection
In Figure 4.6a the forecasted DAM prices together with the historic one are displayed. Median and
mean are shifted towards higher prices rising to 41.5 €/ MWh and 41 €/MWh respectively, while the
wings of the normal fit curve result more flatted, concluding that spot prices will have a positive growing
trend according to the forecasted method used. The agp of 10.2 is also lower than the historical data
average one and the shape fits better a normal distribution. Although such positive correlation, higher
average prices are not a synonym for higher revenues. As a reference, Figure 4.6b shows how the
forecasting algorithm has formulated less outlier with a higher concentration of values around the mean.

Unfortunately, the forecast generated model cannot be compared to forecasts from other methods
reported in the literature as the comparison with other methods is left out of scope. Furthermore,
the performance of other methods cannot be compared to the method applied, as market conditions
differ strongly between markets and periods. Although no comparison is made, the method introduced
shows to be able to forecast all relevant price series, which form a valuable basis to be used in the
future scenario. Moreover, classic forecasting validation as Mean absolute deviation errors (MAD) and
mean square error (MSE) cannot be used since the accuracy of forecasts can only be determined by
considering how well a model performs on new data that were not used when fitting the model. This is
not the case due to the hybrid proposed method. Additionally, the size of the residuals is not a reliable
indication of how sizeable actual forecast errors are likely to be.

The structure of making a reliable forecasting method is also left out of the scope. As mentioned,
nowadays, reliable methods concern short-term price forecasting. The goal was not to develop a fore-
casting tool but rather to create scientific-based forecasted price data to use in the case study.
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Figure 4.6: Historic Day-Ahead Market Data Prices from 2017 to 2020 and forecast data profile. Monthly trend for each year.

4.3. FCR Price Analysis

As mentioned in chapter 2, the Continental Europe grid has three categories of reserves, respec-
tively, frequency containment reserves (FCR), frequency restoration reserves (FRR), and replacement
reserves (RR). In countries like Germany and the Netherlands, a market has been set to secure suffi-
cient FCR volumes. Moreover, due to the technical requirements of FCR, the potential providers are
usually fast power generators (i.e., fire gas power plants) or hydro generators [34]. As a consequence,
in some countries like the Netherlands, the FCR price has increased. This price increment encourages
the evaluation of other solutions for providing these reserves, such as BESSs.

From Figure 4.7a the number of outliers stands out, remarking that FCR prices have recently in-
creased, benefiting BESS owners. However, the lack of data does not help to have a complete vi-
sualization for a roll-out of several years. It is notable that prices have varied considerably around
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their means and that the average price is already quite significant (i.e., 240 €/ MW or 60€/MW/h). The
price distributions of such ancillary services are highly negatively skewed, with median prices below
the mean and occasional high spikes of values far exceeding the means.

From the heat map of Figure 4.7b is hard to visualize a recurrent pattern, unlike wholesale market
prices of Figure 4.6a. Nevertheless, it is considered to point out how the prices strongly reduce after
July 2020. Such event could be a direct consequence of the fact that until July 2020, the FCR market
was split into daily delivery periods. Only starting from July 2020 on-wards, price data for the Four-hour
blocks are being published. Prices became more volatile after the introduction of daily auctions in 2019.
From Figure 4.7b it is also visible that intraday price spike does not occur often. However, the Dutch
market often has the highest prices for the 9-12 and 17-20 hour blocks. Unlike energy arbitrage in this
market, the revenues will be more driven by the high average price than its volatility. Therefore, prices
for FCR behave very differently compared to DAM prices, which are usually higher when consumption
is high. Among the factors that influence the price, since natural gas plants generators account for
most FCR provision, aspects affecting these resources are likely to influence the FCR price. Moreover,
day-ahead wholesale electricity price is also correlated with FCR prices related to the opportunity cost
for a producer to deviate from its optimal output level to provide FCR [34].
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(b) Heat-map of FCR prices. Warmer colors indicate higher prices. The cap price is set to 800 €/ MW and floor price to 50
€/MW.

Figure 4.7: Historic Primary Frequency Regulation (FCR) Data Prices of the Netherlands from June 2019 - April 2021
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4.4. The Fast Charging Station Model

In this case study, all three modules presented in Figure 3.1 Wholesale Market, Primary frequency
regulation, and DSO operation will actively exchange information.

In chapter 2 the primary use case of a battery operating in the distribution grid is listed. As men-
tioned, Distribution System Operators (DSOs) are nowadays facing new technical challenges, prin-
cipally due to the unpredictable nature of renewable energy generation assets (above all, solar and
wind power) and of Electric Vehicles charging stations (EVs) [12]. Those are stochastic factors that
are hardly penetrating in European distribution grids and especially in the Netherlands. The goal of the
second case study is to evaluate the business case for BESS in DNs. This is done by assessing the
proposed optimization model and partially answer the research questions:

* How can we model the BESS market participation and DSO operation in an optimization problem?
+ What is the technical impact of the BESS, and what are the revenues streams at DS level?

* How much is the RES asset owner saving from the grid connection thanks to the storage system?
And the DSO benefit?

The answer to the first research question was already partially introduced while evaluating the model
performance in section 3.3. How the before-mentioned block parameters are calculated will be shown
in the following sections. The technical impact and the economic benefits are also introduced, but the
complete answer will be provided in the next chapter.

4.4.1. Case Study Description

These sections aim to describe the environment for the second case study. The layout is composed
of a Photovoltaic (PV)- Fast Charging (FC) station equipped with a BESS of a third-party owner since
DSO is not entitled to own a storage system. An existing reference environment of a PV-FC station in
the Netherlands has been selected.

The simulations are carried out using demand profiles extracted from energy measurements taken
at four stations in the Netherlands for the whole of 2020. These measurements were performed for
a year roll-out at a sampling frequency of one minute. The task intended for the BESS is to perform
peak-shaving on the EV demand and renewable firming and self-consumption on the solar plant in
order to restrict the grid-tie power exchange.

A detailed explanation of the electrical connection of the system is not relevant for the study. The
system layout investigated in this thesis includes DC fast charging stalls for a total power of 250kW, a
500 kW solar system, a 500kW 1C BESS, and an LV/MV transformer that couples the station to the
MV grid. For visualization, the sizes and components are also displayed in the table below:

Table 4.1: System components of the PV - FC station case study

System Components | Size Specification
BESS 500kW / 500kWh
Solar Sytem 500 kW
EV Charging station 250 kW
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4.4.2. Peak Shaving Evaluation

The first step is to identify the DSQO’s recurrent schedule requiring the battery for its operation. There-
fore, "step zero” is to evaluate the model "block time-steps” to reserve battery running hours and capac-
ity to accomplish such secondary operations. The methodology applied is as follows. At first, the data
are extracted for a rolling period of 1 year (2020) with 5 min timestep. It has followed the evaluation of
PV power production and FC demand and identification of the optimal peak power to be shaved.

From Figure 4.8a the oversizing of the system is noteworthy. The double size of the solar system
compared to the FC station is seen in the above zero part of the graph, where a typical sun power
curve with peak production of 480kWp is displayed. Despite that, the EV load is still relatively high
throughout the year, with the values evenly distributed around the mean of 40 kW, with a peak load of
220kWop. It can be concluded that there is no perfect timing between the necessity of charging the EV
and the power produced by the PV plant, with excess in both directions, which foster a battery system
integration.

Figure 4.8b shows how peak shaving can be performed and the corresponded Power and Energy
that can be saved according to the amount of power curtailed (P.,;). The power of the PV-FC sta-
tion (P,qx) has a linear dependence with P.,;, whereas the its energy (E;,.,) and P.,; are inversely
proportional.
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(a) PV-FC charging station power trend. The orange area above
zero represents the excess power produced by the solar plant,
while the green area is the extra power demand due to EV charging

(b) Comparison power and energy saved according to the amount
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Figure 4.8: PV-FC charging station power trend for a year (2020) and peak shaving selection

Furthermore, it is relevant to mention that the power shaving will be performed both on the power
injected into the grid due to PV overproduction and on the power extracted from the grid due to demand
charging. As a direct consequence of the curtailment, the DSO would benefit from relieving the grid
from some obstacles, such as peak demand and line congestion. For this service, the BESS owner
would ask the DSO to be remunerated. A proposed framework will be investigated in section 5.3.1.

As mentioned in section 3.3 the parameters Py;,. and SoCpcr have to be extracted to be im-
plemented in the optimization algorithm. Hence, after having investigated the excess of power, the
respective energy needed is examined. Such values are rationalized with the battery nameplate ca-
pacity ( 500 kWh in this specif case), and the SoCy;,c is defined. The P, ., instead is a direct result
of the shaving.

Additionally, in the absence of information about the congestion management of the grid, peak
shaving will be outlined following the reduction of revenues that the DSO operation blocks generate
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compared to whether they are not taken into account. Several cuts have been performed to achieve
the optimal compromise between revenues and technical aid to the DSO and the PV-FC station owner.
In Figure 4.9 the drop of profit depending on the power shaved is drawn. This reduction is the outcome
of the amount of timestep blocked by the P,;,.r and SoCy;,cx parameters. During the simulations,
the inputs parameter concerning the number of cycles in the DAM and FCR market was kept equal.
Besides, the figure displays that an optimal outcome, with less than 5% of revenues losses, would
mean shaving 20% of the PV power and up to 40% of the FC station intake.
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Figure 4.9: Revenues decrease depending on the power shaved from the PV-EV charging station

The aforementioned optimal output has been used as a reference example in Figure 4.10 to show
which volume and how often the storage system will be called upon. It is worth highlighting how the
solar intake is null during the wintry month while the FC station requests a continuous but lower power
demand. The upper value represents the SoC that is added to the battery by the DSO to generate a
deviation of the battery SoC, while the yellow value is the SoC that is requested to be kept by the BESS
to be able to operate. The next chapter will assess the PV - FC station owner’s economic benefit in
terms of reducing the peak grid connection.
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Case Study Results

In this chapter, the complete results of the performed simulations are displayed. The aim does not
consist of assessing the business case of a particular case study, however, to provide a "bigger pic-
ture” regarding the potential market that can be tackled, what are the possible drawbacks of BESS
applications at the DS level, and what are the technical and monetary advantages.

At first, the financial parameters used to assess the results are explained. Secondly, the specific
case study of a BESS operating in the electricity market is shown. It follows the second case study
where those performances are compared to when also DSO services are taken into account. A Fast
Charging station environment is considered, which data have been evaluated in section 4.4.2. Finally,
BESS lifetime considerations conclude the chapter.

5.1. Financial Analysis Factors

The capital costs of Li-ion BESS include both the battery pack and the Engineering Procurement Con-
struction (EPC), which concerns the installations part. As introduced in chapter 2, the hardware of the
battery can be subdivided between DC and AC components. The DC system is the cells, modules,
packs, DC converters, BMS, and internal battery cabling, whereas the AC system can be identified in
HVAC, inverter, transformer, and AC cables. The BESS capital expenditures (CAPEX) corresponding
to the DC system have been declining during recent years, going close to 350 €/kWh, with expecta-
tions to further drop reaching 250 €/kWh in 2025 [63]. Thus, the overall BESS cost could lie around
400 €/kWh.

A project owner must evaluate an investment decision from several points of view. Financial in-
dicators of the investment form the core part of this decision. Therefore, it is essential to understand
the project assessment strategy of investors. When investors evaluate project opportunities, they have
different expectations regarding the project value based on their alternative investment opportunities.
Thus, providing an appropriate financial evaluation of the project is essential to attract potential in-
vestors. Below the most common and significant factors and their calculations are listed for financial
decision-making.

Net Present Value

The difference between a project’s value and its cost is its net present value (NPV) [64]. The formula
is shown in (5.1) below, where C; is the cash flow at year t and r the discount rate:
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n
Ce
NPV=C0 +Zm (51)
t=1

As a general rule, project managers can best help their shareholders by investing in projects with a
positive NPV and avoiding those with a negative NPV.

Internal Rate of Return

Instead of calculating a project’'s NPV, project owners can also compare the expected rate of return
from investing in the project with the return rate that shareholders could achieve on equivalent-risk
investments in the capital market. Projects become attractive that provide a higher return rate than
what shareholders could earn for themselves [64]. If applied correctly, the rate of return rule shall
always identify projects that could increase value. The Internal Rate of Return (IRR) is defined as the
discount rate that makes NPV = 0 [64]. So it can be calculated by applying the NPV calculation rule
on the investment for the project lifetime and find the discount rate where NPV = 0.

Payback-time

Generally, a project’s payback time is defined as the number of years it takes before the cumulative
discounted cash flow equals the initial investment. The payback rule states that a project is viable if
its payback time is less than some specified cut-off period. However, in the energy sector, an invest-
ment shall be evaluated based on comparing the energy generation costs with and without the new
investment. Thus, it is not a simple payback calculation, but a net cumulative discounted cash flow
calculation as shown in (5.2) [64]:

n
_ Ct Cbaset
NPV—CO+tE_1<(1+r)t BGETSE (5.2)

In order to effectively use the payback rule, an appropriate cut-off period has to be determined. If the
exact cut-off time is chosen regardless of project life, it will prioritize many poor short projects and reject
several good long ones. Thus it can affect the quality of the project [65]. For BESS applications, the
determined cut-off period differs case by case, but overall, in the energy sector, it can be stated that if
the payback time is lower than the project lifetime, the investment shall be considered since it results
in an overall cheaper energy production [66].

In addition to the aforementioned financial parameters, four factors are taken into account in the eval-
uation of the results:

* revenues based on market applications
* number of battery cycles
+ time spent in DAM and procuring FCR

* number of DSO activations

5.2. Operating a BESS in Electricity Markets
The first case study analyzed concerns about operating a BESS in the electricity markets, performing

energy arbitrage, and primary frequency regulations. This section will validate the basic mathematical
modeling of the deterministic optimization model that coordinates multi-market trades for a single BESS
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plant. The comparison of the results between the different strategies and inputs applies the price-taker
analysis. That means that the revenues for all optimized bids are computed using the method from
chapter 3, which assumes that the price does not change as a result of a change in strategy. As
mentioned in chapter 4, the understanding of market data is fundamental to drive the comprehension
of the results due to the price-driven optimization function. In this section, DAM and FCR market prices
of 2020 for the Netherlands are used. This case study makes only use of the market modules without
using any DSO operation block. The input data of such scenario are gathered in the table below
Table 5.1 in which battery and optimization modules specifications are illustrated.

Table 5.1: Model inputs for first case simulation

Battery Specification Modules Used
Prgteqa 500 KW Wholesale market
Erateq 500 kWh Primary frequency regulation market
nrtp 90%

As already mentioned in chapter 3, the model inputs can be customized accordingly to the specific
type of battery system chosen. In the following cases, a generic Li-ion technology with an overall
system efficiency of 90% is considered, while no degradation was considered to simulate the battery
response for every new hourly timestep for one year. Moreover, a BESS rated 500kW/500kWh has
been considered, assuming that the BESS is aggregated with other BSPs clustering together up to 1
MW to procure FCR.

5.2.1. Model Results for 2020

The results are evaluated in terms of yearly revenues, time spent online in each market, and complete
battery cycles. The first set of results is shown in Table 5.2.

Table 5.2: Model Results of a BESS operating in the Netherlands in 2020. (a) marks the results when double bid constraint is
binding
| DAM  FCR | DAM® FCR®
Revenues [€] 3850 76500 | 3100 76000

Activations[h] | 410 1860 240 1850
Cycles 233 - 200 -

At first glance, the considerable amount of revenues that primary frequency application leads in
contrast with only performing energy arbitrage stands out. Thus, it confirms what has been stated in
the literature that European wholesale market prices might not be high enough to deem energy arbitrage
as the only revenue stream. However, as evaluated here, FCR having a high power to energy ratio
turns consequently attractive for battery energy storage, especially for 1-hour batteries. Despite the
high revenues, the number of activations is also noteworthy. Simultaneous participation in DAM and
FCR markets occurs 320 times a year. Overall, when the constraints (3.16) and (3.17) are not enforced,
and a double bid is allowed, the BESS is online for 1946 h/year, which corresponds to slightly more
than 20% of the year.

On the right-hand side of Table 5.2, constraints (3.16) and (3.17) are biding, thus results in a gen-
eral drop of the outcome figures. From a lower number of DAM, activation follows a decrease in the
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revenues. Even FCR revenues drop since the SoC level probably excluded the possibility of perform-
ing FCR for the following settlement period. Constraints (3.11) and (3.12) are consistently enforced,
and the possibility to do not perform energy arbitrage during FCR commission exclude several hours
where the BESS can exploit additional revenues. However, online and idling time is comparable to the
results mentioned above. This first group of results deduced that the simultaneous operation is more
profitable and does not intensively affect activations. Therefore it will be used to display the whole next
group of results. However, as a limitation of the model, in order to limit the power output ( see (3.18) ),
the DAM and FCR bid cannot be made at max power, even though, in reality, it might happen that in a
specific time slot the asked regulating power is lower and therefore a higher DAM operation could be
assessed.

5.2.2. Future Scenario

In this section, the forecasted DAM prices elaborated in chapter 4 are used. As mentioned, three
possible elaborations have been investigated to shape upper and lower boundaries for the forecasted
dataset. On the other hand, forecasting mechanisms have not been applied to FCR prices; instead,
German prices have been used. The main reasons behind this choice are the following:

» Lower data availability to train the model

+ Higher uncertainty driven by the factors that influence such prices (i.e., gas price, grid expansion,
integration of new European platforms)

» European tendency of FCR prices to decrease due to new green assets participating in the market
such as BESS.

Furthermore, as studied in [15] and reported in Figure 2.4 of chapter 2, Germany has been high-
lighted as a country where BESSs are a mature technology exploited in procuring ancillary services.
Therefore, it has been assumed that Dutch FCR prices will follow that direction, and German data are
suitable for modeling the near future. The general outcome is displayed in Table 5.3 that shows the
total revenues for the different strategies and forecasts.

Table 5.3: Model Results of a BESS operation in a forecasted future in the Netherlands.(1) marks the results obtained with the
upper boundary of the forecasted price. (2) marks the results obtained with the lower boundary of the forecasted price

‘DAM FCR | DAM' FCR' | DAM? FCR?

Revenues [€] 4900 13400 | 3000 13500 | 2930 13450
Activations[h] | 415 500 310 505 270 550
Cycles 310 - 225 - 220 -

The critical point of this group of simulations is the drastic drop in revenues in the FCR market by
70%. Its number of activation results almost a quarter than in 2020, while DAM participation actively
increased. This trend can be explained as the direct result of much lower average prices in the FCR
German market. On the other hand, the increase of the forecasted DAM revenues results from the
higher daily volatility due to the forecasted methodology applied. It is also relevant to mention that the
revenues using as input the lower and the upper boundaries of the forecasting dataset do not differ
much considering the comparable number of activations. Instead, they are even lower than the regular
forecasted one. Consequently, it can be stated that BESS catches profitability in the volatility of the
price rather than its mean value. Besides, the highest profitability still lies on frequency applications,
the Netherlands is currently a much higher paying market than Germany.
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The division in three cases is also kept in the next paragraph, even though the difference is not
crucial in draw conclusions.

5.2.3. Financial Analysis

This section will evaluate the result in terms of the financial parameter defined at the beginning of
the chapter. As explained, three possible forecasted values have been outlined, original forecasted
prices, upper boundary, and lower boundary. They will be reported as Case 1, Case 2, and Case 3,
respectively. The input used to evaluate the results are displayed in the Table 5.4 below, where the
BESS CAPEX and OPEX are obtained from [63] and [28]. As mentioned at the beginning of the chapter,
the CAPEX includes the cost for the Power Electronics Converter (PE) and the Balance of the Plant
(BoP). The average inflation rate r in the Netherlands of the past three years holds around 2.5% - 3
%. However, in Europe, these values fluctuate quite a lot depending on the country [67]. In the table,
3.5% is reported, which is a more conservative value than what [28] assumes.

Table 5.4: Financial analysis input parameters. BESS CAPEX and OPEX and the interest rate r are obtained from [63], [28] and
[67] respectively

‘ Decision Factors

BESS | 500 kW /500 kWh
CAPEX 400 €/kWh
OPEX 8 €/kWh

r 3.5%

NPV, IRR, and Payback are widely used in capital budgeting to establish which projects are likely
to turn the most significant profit. In particular, the NPV is a method used to assess the current value of
all future cash flows generated by a project, including the initial capital investment (CAPEX). In order
to be able to perform the yearly cash flows, the inputs of Table 5.4 are considered. The outcome of
the projected cash flow of a 500kW/500kWh BESS operating in electricity markets is represented in
Figure 5.1 on an eight-year horizon. The positive flows are based on the revenues calculated with
the 2020’s dataset (in gray) and linearly scaled to the future outcome, which has been assessed as
discussed in the section before. The single cash flow is based on the yearly revenues subtracted by the
yearly O & M cost (8 €/kWh). The graphic visualization of the significant difference in the result marks,
even more, the current high profitability of pursuing FCR application in the Netherlands in regards to
Germany.
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Figure 5.1: Projected cash flow of a 500kW/500kWh BESS operating in electricity markets. The revenues are based on the
calculated 2020’s one (in gray), scaled linearly to the future outcome. In blue the trend based on the forecasted dataset (Case
1), in red the trend based on the respective upper boundary (Case 2) of the dataset and in orange with the lower boundary (Case
3)

The result of the cash flows is assessed in Table 5.5. For the BESS owner, an investment is attractive
if the NPV or the IRR is high, yet there are market segments that a successful outcome is predictable
even with high financial values. Only market applications have been considered; hence, few decision
variables affect the results. Companies predominantly use both NPV and IRR to evaluate investments.
Generally, NPV provides more information about the expected return. Financial analysts also rely
on IRR because IRR is more intuitive since it directly expresses the monetary advantages of such
projects. The downside is that IRR does not address the scale issues, while the NPV already shows
the magnitude of expected revenues. In conclusion, assuming the accuracy of the assumptions, this
project will lead to an average of 125 thousand euros in 8 years, with the payback time reached after
3.2 years. For comparison, it has been estimated that the payback will be reached in more than 10
years by adopting German prices to run the simulation. Therefore, it would be even more essential to
stack additional revenue streams to create an attractive business case.

Table 5.5: Financial analysis results of a 8 year horizon. (1) refers to the forecasted DAM dataset using the upper boundary of
DAM prices while (2) with the lower boundary

Case 1 Case2' | Case 3°
Cycles year 1 233 233 233
FCR activ. year 1 465 465 465
NPV 130 k€ 121 k€ 120 k€
IRR 19 % 17 % 17 %
Payback 3.10 year | 3.20 year | 3.20 year

5.3. Fast Charging Station Model Results

In this third part of the chapter, the BESS discussed above is placed in the PV-FC station environment
illustrated in subsection 4.4.2. This section aims to show and discuss the simulation results when
all the three optimization modules are operating with double bidding constraints deactivated. For the
graphic overview of the players involved, Table 5.6 displays the input considered in the evaluation of
this specific case study.
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Table 5.6: Model inputs for Fast Charging station simulation case study

Battery Specification Modules Used
Pratea 500 KW Wholesale market
Erqteqa 500 kWh Primary frequency regulation market
Nrtp 90% DSO operation

In section 4.4.2 of chapter 4, it has been highlighted how possible shaves of power could be per-
formed on the charging station dataset available. In particular, it has been assessed that shaving 20%
of the PV power and up to 40% of the FC station intake would lead to less than 5% of revenues losses
regarding only market participation. Such peak shaving is defined as optimal compromise and would
then be referred to as such along with the chapter. The Table 5.7 indicates the general outcome of this
group of simulations.

Comparing it with the results of Table 5.2 a general increase in the number of activations and cycles
is remarkable. This may be addressed to the unexpected block placed by the DSO by limiting the power
output or changing the BESS state of charge. Furthermore, as stated by the optimal peak power shave
definition, the decrease in revenues is minimal; however, the number of operations raised. Therefore,
online and idling time result not only price-driven but also determined by additional input constraints.
A comparable effect can also be noted in the "future” part of the table. Here, three cases are depicted
depending on the price input.

The "DSO operation” label is not reported on the future-side of the table since considered an input
parameter of the model, hence priority in the computational algorithm as seen in Figure 3.2. Such
operations are defined as the number of hours in a year that DSO blocks the BESS state of charge or
injects additional charge into the system. If considered on its own, such value does not seem relevant
to the problem. However, it has much more impact whether considering its effect. In fact, 150 times
per year, the SoC of the battery is not at the optimal level, but either additional operation has to be
performed to set it back, or a limited amount of operations are possible if a part of it is reserved.
Moreover, for the sake of comparison is worth mentioning that if a 20% additional power shave on
the demand intake were done, it would have generated an overall SoC deviation of 1700 times in a
year. However, the percentage of SoC blocked or deviated stays most of the time lower than 5% (
see Figure 4.10 ); hence no consisted deviation is registered. Besides, the additional service offered
increases the BESS’s online time by almost 500 hours in a year, reducing the overall idling time by
23%.

Table 5.7: Model Results of a BESS operation coupled with a PV-EV charging station with the optimal curtailed power.(1) marks
the results obtained in case 2. (2) marks the results obtained in case 3. The value reported among brackets (*) represents the
actual extra activation due to DSO. (**) marks the SoC variation that such operations report

2020 Future
DAM FCR DSO op. DAM FCR L DAM' FCR!' L DAM2 FCR?
Revenues [€] 3100 76000 tbd 3950 12850 | 3000 13000 | 2840 13000

Activations[h] | 450 1850 650 (495*) | 350 465 320 505 | 315 500
Cycles 240 - 150** 230 - 238 - 225 -




52 5. Case Study Results

5.3.1. Assessment of DSO Remuneration and Financial Analysis

A key point of this case study aims to assess the possible extra revenue coming from the service offered
to the DSO. This additional stream has to be stacked on top of the revenues based only on market
application. However, as mentioned in chapter 2, DSOs currently are not entitled to own a BESS;
therefore a third-party owner has to be involved in providing services. In general, some difficulties arise
when assessing other use cases to stack the revenues since, in many electricity systems, no precise
remuneration regulation exists. Hence, market regulations and structures will have to evolve to create
revenue streams for service providers. This is also the case of the Netherlands, where transparently
and robust tools have to be developed in order to concretely assess financial incentives for providing
services like congestion relief for the grid and time shift in peak demand [68].

A possible framework is proposed in this elaborate to demonstrate the economic benefit provided
by additional application stacking. It should be intended as a bilateral agreement between the BESS
owner and the DSO. Its mathematical visualization is displayed in (5.3). Since the BESS relieves the
congestion, minor frequency deviation would occur, and therefore fewer times also the asset will be
online performing such service. Hence, first, the peak power (kWp) shaved each month PPk je,,
the one injected in the battery, is calculated. Secondly, these values are multiplied for the respective
month’s average frequency regulation price Afw. Considering the optimal shaving explained in the
section before, an additional remuneration of 2800 € is calculated. Speculation on such base value
can be evaluated in order to increase the figure further.

12
Z Piblock . AfCR (5_3)
i=1

The input considered to estimate the financial results are displayed in the Table 5.4. Comparing
the cash flow of Figure 5.1 and the future side of Table 5.7, only minimal differences can be spotted.
For this reason, the average of the three future prospects will be considered in the following sections.
In particular, it will be referred to as Case A when only remuneration coming from electricity market
application is examined, and as Case B when DSO operation is also considered.

In Figure 5.2 the projected cash flow of Case A and Case B are compared, where in red is highlighted
the possible proposed extra revenue based on DSO service speculation. A comparable decreasing
trend is registered here as well. Nevertheless, it is interesting to note that the projected annual profit
increases compared to the base case only thanks to the additional revenues stream, and in the future
will be become almost a third of the total forecasted profit.
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Figure 5.2: Projected cash flow of a 500kW/500kWh BESS operating in electricity markets and with DSO operation included.
Case A indicates the cash flow coming only from market applications and Case B the cash flows with the DSO extra remuneration
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In Table 5.8 the results in terms of the financial parameters are outlined. The table shows that the
monetary return has improved by 5% and that the payback time reduced under 3 years. It could be
concluded that additional remunerated services are beneficial from an investor’s point of view. Although
deviations from the optimal operation occur, the financial indicators display positive results.

Table 5.8: Financial analysis results comparison with DSO operation. Case A refers to when only market operation are consid-
ered, while Case B when also the DSO remuneration is taken into account

Case A Case B
Cycles year 1 233 243
FCR activ. year 1 465 465
NPV 125 k€ 190 k€
IRR 18 % 23 %
Payback 3.15 year | 2.90 year

5.3.2. Assessment of the Benefit for the PV-FC Station Owner

Up to now, we have assessed the benefit for the DSO and the BESS owner. This section aims to
estimate the economic benefit the PV-FC station owner will experience thanks to the BESS. The sizes
of the system considered are reported in Table 4.1.

The BESS use case consists of BTM applications as peak shaving and load shifting on such a
system. In Figure 5.3a a power shaving of 20% of the PV power and 40% on the FC station demand
is applied. Thanks to that, the overall grid peak connection has been limited. In particular, a notable
reduction is registered during the central months of the year due to the high power produced by the PV.
It also results in a relatively higher shaving than during the year, where the grid congestion is mainly
dominated by the EV charging demand.

Before properly evaluate the results of Figure 5.3b it is essential to mention that the cost of con-
nection is based on the Stedin tariff of 2020 [69] in which the energy exchange costs are neglected.
Furthermore, the contracted power is estimated assuming that the ratio with the monthly peak power
does not exceed the 10% difference to avoid falling in additional penalties.

The relevant shaving on the PV production makes the cost curve flat during the year’s central
months. The trend leads to an overall 30% of monetary saving. In particular, from the simulation,
the PV-FC Station owner more than 5000 euros a year on the peak power connection and around 3500
euros per year on the contracted power. It can be concluded that installing a BESS in such a case
study is technical and economically beneficial. It is essential to mention that the benefit of a possible
feed-in tariff of selling green power to the grid and other bilateral agreements in the act with the DSO
are not considered since they are out of the scope of the analysis.
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Figure 5.3: Monthly PV-FC charging station in base case and with peak power shaved of 20% of the PV power and 40% of the
FC station

5.3.3. Capacity Fading Evaluation

As investors generally require different measures to evaluate their project opportunities, it is crucial to
involve all these calculations to get an overall picture of a proposed energy system portfolio. Hence, to
provide a complete vision of the results of BESS applications in distribution grids, the system’s lifetime
is investigated. The model simulates just a single year of operation, while in reality, the battery system
will be operating for its entire technical life. The single year of operation will be used as a reference to
evaluate the degradation of the cells. Furthermore, as outlined in [28], the power electronic wear is not
particularly affecting the performance of the system itself. Therefore its evaluation will be considered
as a prospect.

In this study, to assess the electrochemical cells lifetime, the empirical model for LFP (LiFePO4)
batteries developed through accelerated cycling of battery cells and proposed in [16] is adopted. The
equations together with some initial consideration are elaborated in section 2.6 of chapter 2. As re-
ported, the capacity fading function of the average SoC of a cycle SoC,, 4, the number of cycles nc
of a certain cycle depth cd, and the idling time t of the battery at a certain SoC level are the relevant
parameters used to define this study. The typology of the equation used is mainly suitable to evaluate
the performance of battery cells for FCR application. As highlighted by the results exposed in Table 5.7,
the yearly FCR online time is three times higher than the energy arbitrage one. Moreover, it is assumed
that the SoC profile obtained from the year of investigation is kept the same for the ten-year roll-out
time of the capacity fading estimation. As reference capacity fading, a 20% reduction is selected as in
[16] which refers to the calendar EoL.

The short lifetime faced in Figure 5.4 could be addressed to the effect of the extra DSO operations.
Indeed, the consistent extra number of activation reduces the idling time of the battery radically, as
reported in section 5.3. Thus, the degradation of the battery’s cells is further affected. Moreover, in the
presented model, the upper and lower state of charge limits are not hard imposed limits due to the scope
of the optimization tool to be assessed with several technologies. Hence, to ensure the stability and
suitability of the battery system, it has been said that it is not needed to keep the hard SOC constraints
in the design phase. However, as suggested in [70], the cycle depth strongly determines the capacity
fading of the cells. The following section proposes a reduction in the range of SoC operation when
Li-ion battery technology is considered.
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Figure 5.4: BESS lifetime projection. Complete degradation refers to the capacity fading due to cycling and due to aging (calen-
dar). Capacity fading due to cycling occurs in 4 years with an overall lower than 2 years battery lifetime.

5.3.4. Proposed Solution

In this section, the results of the proposed solution are displayed. Additional SoC boundaries are added,
limiting the spanning range of operation from 80% (DoC) to 20% (DoD). In Table 5.9 the results with and
without DSO remuneration are compared. Thanks to the additional revenue stream, Case B remarks
a moderate increase in the NPV, however, both payback time figures have risen above 3 years.

In terms of cell degradation, Figure 5.5 demonstrates that reducing the range of operation will con-
siderably improve the lifetime, which has shifted to more than 5 years. The fading due to cycling and
aging will occur at the BESS EoL. Thus, a trade-off between lifetime performance and financial return
is essential to draw a complete picture of the business case.

Table 5.9: Financial analysis results of the proposed solution with SoC boundaries. Case A refers to when only market operation
are considered, while Case B when also the DSO remuneration is taken into account

CaseA CaseB
Cycles year 1 160 160
Activation DAM year 1 405 405
FCR activ year 1 450 450
DSO extra activ 495 495
NPV 90k€ 160k€
IRR 14 % 21 %
Payback 3.6 year 3.1 year
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Figure 5.5: BESS lifetime projection with SoC limited to range 80%-20%. Complete degradation refers to the capacity fading
due to cycling and due to aging (calendar).Overall improving in battery lifetime to more than 5 years.

Considerations

To sum up, operating BESS in distribution grids paired with a PV system and an EV charging station
has reported economic and technical benefits for all the three players involved in the case study. The
BESS owner would profit from a positive NPV and a low payback time which could be reduced under
3 years whether higher speculation is executed on the DSO remuneration agreement described in
this thesis. Economically speaking, no assessment is outlined for the DSO. Its benefit relies on the
technical aid that the BESS could provide by waiving the grid from peaks of power. It is known from
the literature that fees have to be paid in case congestion occurs on the line, however, the lack of data
did not make possible such evaluation. Finally, the PV-FC station owner would benefit from an overall
30% of grid connection tariff reduction. On the other hand, less energy coming from the solar plant
could be sold in the spot market, and no possible feed-in tariff is examined. The technical downside
of the case study concerns BESS cell degradation. Simulations have shown that application stacking
leads to hard cycling of the battery, and therefore limiting the range of operation is essential. Bounding
the DoD and DoC at 20 and 80 % respectively has improved the BESS capacity fading from 2 years to
above 5 years, whereas due to the limited range of operation, the payback time has shifted once again
to above 3 years.

5.3.5. Project Partner Case Study

This conclusive section of the chapter outlines an example using the commercial BESS from Alphen
(TB-548-1C) of 521kWh/630kW. According to the data-sheet [71] the battery cells have an efficiency of
98,6% and the inverter efficiency is 97,0%. This leads to an overall 7,.,,, of 95%. The BESS is placed in
the Fast Charging station environment with 500 kWp of PV and 250 kWp FC stalls. A peak shaving has
been performed on the station performed equals 20% of solar production and 60% of charging intake.
Since Alphen uses Li-ion cells, additional SoC boundaries are added, limiting the range of performance
from 80% (DoC) to 20% (DoD). BESS CAPEX and OPEX are kept the same due to the confidentiality
of the information.

The Table 5.10 below proves that using commercial battery in the Netherlands in the FC station
environment has technical and economic potential for the BESS owner. Case B underlines a 30%
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of IRR, which leads to a payback time of 2.5 years. Even in this case, the downside concerns cell
degradation, which stays around 4 and 5 years. Furthermore, the cycling degradation curves prove
that reducing the operational limit the wear due to cycling. Its representation is portrait in Figure 5.6.

Table 5.10: Financial analysis results using commercial Alphen BESS with SoC boundaries. Case A refers to when only market
operation are considered, while Case B when also the DSO remuneration is taken into account

Case A Case B
Cycles year 1 245 245
Activation DAM year 1 475 475
FCR activ. year 1 450 450
DSO extra activ. 495 495
NPV 215 k€ 295 k€
IRR 25 % 30 %
Payback 2.75 year 2.5year

The Table 5.10 demonstrate that depending on the size of the BESS, the number of cycles and the
online time differs quite significantly, with an increase of 60% in the number of cycles and 15% of DAM
participation. On the contrary, DSO operation values do not differ because model’s input parameter
and executive priority.

Furthermore, such an additional case study confirms the model’'s adaptability to be executed re-
gardless of the BESS size C-rate and other input parameters selected in the evaluation of the main
case studies.
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Figure 5.6: BESS lifetime projection using commercial Alphen BESS with SoC boundaries. Complete degradation refers to the
capacity fading due to cycling and due to aging (calendar). Capacity fading due to cycling occurs after the BESS EoL. Overall
lifetime between 4-5 years.






Conclusion

This final chapter concludes the thesis by firstly giving answers to the research questions. Secondly,
a review and consideration of this thesis are outlined. Lastly, recommendations are provided on the
suggested further research in the studied domain.

6.1. Answers to Research Questions

Using the results obtained in this work, the main research question Are battery energy storage system
(BESS) a possible profitable asset in the current energy transition phase? And what is the business
case for BESS at distribution system level? will be answered below. The aim of the model developed is
to create a flexible tool to evaluate the economic feasibility of BESS operation in distribution networks
(DNs). To accomplish this goal, several research objectives are elaborated as a guideline for the thesis.
In the section 1.2.2 the four main research questions are outlined and defined with the intention to bridge
the literature gap identified in the literature review. The answer to them is displayed in the following.

What are the set of functionalities to be performed by the BESS and the revenues
streams at DS level?
From the literature, it is clear that BESS is a promising asset in future distribution grids, and in this

thesis, it has been given proof. In the category of FTM use cases, several applications have been
identified:

» Congestion relief: BESS can be used as an accumulator of energy to waive the network conges-
tion and to relieve the overloading of the conductors due to unpredictable RES generation and
stochastic peaks in load profiles

» Peak shaving: Another aid that BESS can bring in DN consists of flattening the generation and
load profiles to decrease the maximum power at the grid connection point. Reducing the power
exchanged to the grid, the owner of a power plant would benefit from the cost of the connection
to the grid

 Ancillary service: BESS could be used for frequency control purposes and to improve the conti-
nuity of service of distribution grids. Furthermore, in case of fault storage system permit islanding
operation of the distribution feeder, allowing a safe operation also during unintentional islanding.
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» Energy arbitrage: BESS could variate their SoC also by selling and purchasing energy directly
from the wholesale markets. Currently, in Europe, despite the standardized market product with
easy access, business cases can be built out of energy arbitrage due to low spot market prices.

Many authors reported in chapter 2 have concluded that only energy products underestimate the rev-
enues and the capabilities of the batteries. Nowadays, BESSs are still an expensive technology com-
pared to other RES; therefore, combining ancillary services and other grid services will drive to capi-
talize higher revenues. In this way, stacking several remunerated revenues stream BESS’s payback
time would reduce and become more attractive for other stakeholders.

Currently, DSOs cannot hold a storage system that can influence the electricity market. Therefore
a third-party owner has to be involved in order to provide the services mentioned above. Moreover, no
clear framework has been developed yet to assess revenue streams for DSO service providers. This is
also the case of the Netherlands, where transparent and robust tools have to be developed to assess
financial incentives concretely.

How can be modeled the BESS market participation and DSO operations in an
optimization problem?

Several studies have been conducted in the literature about the possible type of optimization problem.
A MILP formulation has been investigated by authors that have applied BESS operating energy arbi-
trage and ancillary service market. Consequently, it has been adopted or the development of the model
of this thesis. The model has been built to be as generic as possible by leaving several parameters
as input of the simulation. In this way, different methodologies can be applied to define different specif
cases in terms of countries, market requirements, and stakeholders. The BESS regulating equations
communicate effectively with the other three modules, which define the DAM participation, FCR reg-
ulation, and the DSO operation blocks. The first two are shaped based on the ENSO requirements
for limited energy sources, while the last module is composed of block parameters ( power and SoC)
which are case study dependent. In this work, a PV-FC station has been used to assess the BESS
behavior when unpredictable power flows in the distribution feeder.

How much is a RES owner saving from the grid connection thanks to the stor-
age system? Moreover, what are the DSO benefits and the BESS owner’s total
remuneration?

In DNs, BESS can be deployed for several purposes, such as enhancing the grid capacity in hosting
renewable generators. The benefit that the BESS bears is twofold. The BESS could shave the power
peaks on the RES owner side and reduce his contracted power with the grid operator. On the other
hand, the DSO will benefit from relieving congestion from the grid, leading to economic penalties. The
DSO could benefit from the lower power injected by the RES owner, but also it can call online the BESS
when grid congestion is occurring. However, in the absence of data on congestion management at DS
level, this aspect is not considered but will be left as future research.

As mentioned in this work, a PV-FC station has been used to assess the BESS business case.
Several shavings of power have been performed in order to reduce the peak power flow. Nevertheless,
it has considered the possible losses in remuneration of the BESS due to misalignment from the optimal
operating point. The results are displayed in terms of the financial parameters NPV, IRR, and payback
time. Due to the absence of a clear framework defining the remuneration for congestion relief service
to the DSO, a possible scheme in terms of a bilateral agreement is proposed. Overall, the simulation
concludes that stacking this service upon other revenue streams from market application increases the
BESS capitalization, the NPV from 125k€ shifts up to 190k€, and the payback time reduces below three
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years. The extra remuneration coming from the agreement with the DSO will become a predominant
factor in future markets where FCR application will not be as favorable as it is nowadays.

How can the lifetime of the battery system be evaluated?

Using a post-processing BESS lifetime model, this thesis does not include the lifetime in the objec-
tive functions. The simulation time is restricted by the 1-year dataset, which will be used as general
reference input. The equations used have been developed to assess LFP BESS lifetime. From the
results, the degradation of 20% of capacity occurs after two years. While, when more restrictive SoC
boundaries are applied, limiting the range of operation to 20% DoD and 80% DoC shifts towards five
years. Thus, it can be concluded that because of peak-shaving, the BESS online time increases by 25
% which drives to a significant cells’ degradation.

6.2. Considerations
In this section, general reflections on the performance of the model are gathered.

The thesis has shown that combining various use-cases and services in the Netherlands leads to
more profitable business cases for battery storage. Furthermore, it has proved that energy arbitrage
opportunities entirely depend on the price spreads in the electricity prices and that proving a single
service makes it very hard to overcome the high capital costs. FCR in the Netherlands can provide
an additional source of remuneration. This market is assessed in this research and has expressed
much potential to be beneficial for BESS. In particular, it has been shown that increasing participation
in the FCR market directly led to higher profit margins. However, it strongly affects the degradation of
the BESS [28]. Besides FCR, BESS has expressed potential in participating in other capacity markets
due to their nature. They would always have the possibility of reserving capacity to be used. This
has been demonstrated when the BESS was asked to provide additional power to meet the demand
of the FC station, where the blocked power capacity of the BESS must always be available, even if
it is not necessary due to the current method of providing the reserved capacity for the FCR market.
In future capacity markets, the auction-based remuneration will be assessed for providing sufficient
energy generation capacity for periods of peak demand [68]. Dutch neighboring countries such as the
UK are already trading significant amounts of electricity. Although successful commercially competitive
projects have emerged on capacity auctions, recently, it has been found out that by the end of 2022, the
volume of installed batteries in the UK is set to outstrip the demand from frequency services, making a
critical tipping point for PFR.

The result coming from the financial analysis shows that only after one year the facility becomes
non-profitable despite the 'Perfect Forecast’ scenario. Future research could look for extra revenue
streams by providing other remunerated ancillary services (i.e., aFRR). Revenues from other ancillary
services or other use cases could be very economically attractive if they can provide a secure revenue
and lower the payback time to just one year.

When evaluating the possible extra revenues from the DSO many difficulties in the assessment
have arisen since no precise remuneration regulation exists in many electricity systems ( such as the
Netherlands). Therefore, improved market mechanisms that offer long-term bilateral contracts could
be designed to reduce the risks of an investment in BESS. This, however, still needs to be researched
since much uncertainty still exists in determining the right level of financial incentive which is appropriate
for BESS capable of offering such aid.

Regarding BESS capacity fading, literature has demonstrated that longer calendar lifetimes result
in a lower number of cycles allowed per year, leading to lower annual profit margins. Therefore, short
calendar lifetimes and high cycle lifetimes return the highest profit margins. On its turn, higher profit
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margins result in shorter payback periods. Nonetheless, it must be noted that shorter calendar life di-
rectly results in the battery pack needing to be more regularly replaced, which will significantly increase
the CAPEX. Hence in future research, the trade-off between high annual profit margins with batteries
with a short technical life versus a battery system with lower profit margins but longer lifetimes should
be researched.

Concluding, the power production with RES is highly variable and unpredictable, leading to the
need for optimization-based planning and operation. Energy systems optimization helps to reduce
uncertainty or improve results in renewable energy systems. Although the deterministic optimization
selected does not allow to have highly reliable results since using perfect foresight, the outcome results
are overestimated. On the other hand, it reduces the computational time and the programming time
compared to other stochastic models.

6.3. Future Prospects
In this final section of the thesis, the guidelines for future research are shown.

Additional markets to explore

This research defined that the DAM and FCR markets were the most accessible markets for BESS
based on technical requirements, time scale, and data transparency. However, in an optimized trading
strategy, the most significant opportunities for BESS application lay in the fast response market, such
as primary and secondary frequency regulations, named FCR and aFRR, respectively. With more data
availability and time to build an additional module, the aFRR market could have been shaped since it
represents an added value for the BESSs business case.

Furthermore, in section 2.4 is mentioned that electricity prices in the intraday are highly volatile and
unpredictable, in addition, the continuous trading structure allows BESS to change their position up to
5 min before the GTC. The intraday market can represent an extra revenue stream and may be used
to perform SoC management to adjust the position to be commissioned in frequency markets, where
higher revenues are caught. This market has not been modeled due to the lack of transparency and
time to obtain a reliable dataset. A complete business case could be shaped by stacking the already
modeled FCR and DAM, those two short-term trading markets.

A compelling future strategy could be to bid regularly on aFRR down-regulation, as it yields con-
siderable revenue and does not require high cycling. On the long-term market’s side, the strike price
approach could be maintained to select which bids to place and knowing in advance the necessary
energy to be provided in those blocks. Finally, use the short-term markets to balance the SoC to meet
the requirements for participating in the frequency market. For example, a couple of hours before par-
ticipating in a previously awarded FCR delivery, the battery could purchase energy from the Intraday
market to reach the required SoC. This function would result in a "smart SoC management” strategy.
When the BESS is fully charged, it could use the same approach and discharge in the Intraday or DAM
to always maintain a value close to the requirement from the long-term awarded market auction and
not incur in penalty.

Internalize the capacity fading equations

In this work, battery cell degradation is performed after the optimization algorithm has computed the
results for the yearly simulation. Currently, cycling limitation is imposed by additional ramping cost;
however, internalizing in the objecting function those equations would improve the reliability of model
performance. On the other hand, this will increase the computational time and the formulation of the
optimization problem due to their nonlinear configuration. This internalization could include a decision
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threshold that considers the minimal revenues that have to be generated in one cycle. These revenues
should be able to cover the marginal costs of the system. These costs should include OPEX but also
the costs of capacity degradation.

Selection of specific technology and sizes

Given the flexibility of the model, many more cases can be investigated. For instance, already changing
the SoC margins, different outcomes have been displayed. It would be interesting to study the proper
BESS size for a given system at DS level. A Monte Carlo simulation could be used in successive
researches to simulate the effects of varying energy and capacity of the BESS and select the most
favorable outcome.

Improve forecasting methods

In the thesis, a price-driven hybrid forecasting method has been proposed. Its accuracy was out of the
scope of the work, however, additional studies and methodologies could be applied to obtain a reliable
forecasting dataset. In order to do so, deep neural network architectures could be studied. The next
hour’s electricity price prediction may be investigated using past electricity price values and features
related to energy generation and weather conditions. In the future, the effectiveness of simulating the
case for BESS will significantly increase due to decreasing capital costs of battery systems and the
increasing price volatility. The main challenge to significantly increase the revenues will be accurately
forecasting electricity prices.

Assessment of DSO remuneration

A proposed assessment is proposed in this thesis in section 5.3.1 of chapter 5. However, it falls out to
future work to understand and properly evaluate a possible remunerated framework for DSO services.

In conclusion, with this research, a contribution is delivered towards realizing a business case of BESS
operations in distribution networks. Insights are provided on the economic return that battery tech-
nology can provide when performing energy arbitrage, primary frequency regulation, and additional
DSO operation. However, figures could variate country by country; therefore, before selecting which
application to tackle, a detailed analysis of the dataset is strongly advised.






Bibliography

[1]1 M. Liebreich, “Bloomberg New Energy Finance Summit New York,” Tech. Rep., 2017.

[2] A. Khodadadiand L. Soder, “Impacts of frequency containment reserve on the optimal coordinated
hydropower scheduling in three-settlement markets,” in 2020 IEEE Electric Power and Energy
Conference, EPEC 2020. Institute of Electrical and Electronics Engineers Inc., 11 2020.

[3] J. Rockstrom, O. Gaffney, J. Rogelj, M. Meinshausen, N. Nakicenovic, and H. J. Schellnhuber, “A
roadmap for rapid decarbonization,” Science, vol. 355, no. 6331, 3 2017.

[4] M. Mller, “Stationary Lithium-lon Battery Energy Storage Systems A Multi-Purpose Technology,”
p. 169, 2018. [Online]. Available: https://mediatum.ub.tum.de/doc/1388076/1388076.pdf

[5] M. Farrokhifar, S. Grillo, and E. Tironi, “Loss minimization in medium voltage distribution grids by
optimal management of energy storage devices,” in 2013 IEEE Grenoble Conference PowerTech,
POWERTECH 2013, 2013.

[6] C. Opathella, A. Elkasrawy, A. A. Mohamed, and B. Venkatesh, “Optimal Scheduling of Merchant-
Owned Energy Storage Systems With Multiple Ancillary Services,” IEEE Open Access Journal of
Power and Energy, vol. 7, no. November 2019, pp. 31-40, 2020.

[71 A. W. Dowling, R. Kumar, and V. M. Zavala, “A multi-scale optimization framework for
electricity market participation,” Applied Energy, vol. 190, pp. 147-164, 2017. [Online]. Available:
http://dx.doi.org/10.1016/j.apenergy.2016.12.081

[8] S. Zhan, P. Hou, P. Enevoldsen, G. Yang, J. Zhu, J. Eichman, and M. Z. Jacobson, “Co-optimized
trading of hybrid wind power plant with retired EV batteries in energy and reserve markets under
uncertainties,” International Journal of Electrical Power and Energy Systems, vol. 117, 5 2020.

[9] International Renewable Energy Agency (IRENA), Electricity storage and renewables: Costs and
markets to 2030, 2017, no. October.

[10] C. K. Das, O. Bass, G. Kothapalli, T. S. Mahmoud, and D. Habibi, “Overview of energy storage
systems in distribution networks: Placement, sizing, operation, and power quality,” Renewable
and Sustainable Energy Reviews, vol. 91, no. March 2018, pp. 1205-1230, 2018. [Online].
Available: https://doi.org/10.1016/j.rser.2018.03.068

[11] EASE, “Sodium-ion battery,” European Assosiation for Storage of Energy, pp. 8-12, 2016. [On-
line]. Available: http://ease-storage.eu/wp-content/uploads/2016/07/EASE_TD_Electrochemical_
Nalon.pdf

[12] M. Stecca, L. Ramirez Elizondo, T. Batista Soeiro, P. Bauer, and P. Palensky, “A Comprehensive
Review of the Integration of Battery Energy Storage Systems into Distribution Networks,” IEEE
Open Journal of the Industrial Electronics Society, vol. 1, pp. 1-1, 2020.

65


https://mediatum.ub.tum.de/doc/1388076/1388076.pdf
http://dx.doi.org/10.1016/j.apenergy.2016.12.081
https://doi.org/10.1016/j.rser.2018.03.068
http://ease-storage.eu/wp-content/uploads/2016/07/EASE_TD_Electrochemical_NaIon.pdf
http://ease-storage.eu/wp-content/uploads/2016/07/EASE_TD_Electrochemical_NaIon.pdf

66 Bibliography

[13] M. H. Mostafa, S. H. Abdel Aleem, S. G. Ali, Z. M. Ali, and A. Y. Abdelaziz, “Techno-economic
assessment of energy storage systems using annualized life cycle cost of storage (LCCOS) and
levelized cost of energy (LCOE) metrics,” Journal of Energy Storage, vol. 29, no. February, p.
101345, 2020. [Online]. Available: https://doi.org/10.1016/j.est.2020.101345

[14] A. Thompson, “Utility-Scale Energy Storage Will Enable a Renewable Grid,” 2019.

[15] M. Killer, M. Farrokhseresht, and N. G. Paterakis, “Implementation of large-scale Li-ion battery
energy storage systems within the EMEA region,” Applied Energy, vol. 260, no. June 2019, p.
114166, 2020. [Online]. Available: https://doi.org/10.1016/j.apenergy.2019.114166

[16] D.-l. Stroe, “Lifetime Models for Lithium lon Batteries used in Virtual Power Plants,” Tech. Rep.,
2014. [Online]. Available: http://www.et.aau.dk

[17] B. M. T. Lawder, B. Suthar, P. W. C. Northrop, S. De, C. M. Hoff, O. Leitermann, M. leee, M. L. Crow,
F. leee, S. Santhanagopalan, and V. R. Subramanian, “System ( BESS ) and Battery Management
System ( BMS ) for Grid-Scale Applications,” vol. 102, no. 6, 2014.

[18] B. Battke, T. S. Schmidt, D. Grosspietsch, and V. H. Hoffmann, “A review and probabilistic
model of lifecycle costs of stationary batteries in multiple applications,” Renewable and
Sustainable Energy Reviews, vol. 25, pp. 240-250, 2013. [Online]. Available: http:
//dx.doi.org/10.1016/j.rser.2013.04.023

[19] Sandia national laboratories, “DOE global energy storage database,” p. 1464 projects, 2016.
[Online]. Available: https://www.sandia.gov/ess-ssl/global-energy-storage-database-home/

[20] TenneT, “End report FCR pilot FCR delivery with aggregated assets,” Tech. Rep., 2018. [Online].
Available: https://www.tennet.eu/electricity-market/ancillary-services/fcr-documents/

[21] B. Zhang, P. Dehghanian, and M. Kezunovic, “Optimal Allocation of PV Generation and Battery
Storage for Enhanced Resilience,” IEEE Transactions on Smart Grid, vol. 10, no. 1, pp. 535-545,
12019.

[22] M. Mulder and B. Willems, “The Dutch retail electricity market,” Energy Policy, vol. 127, no.
November 2018, pp. 228—-239, 2019. [Online]. Available: https://doi.org/10.1016/j.enpol.2018.12.
010

[23] L. J. De Vries, Securing the public interest in electricity generation markets, the myths of the
invisible hand and the copper plate, 2004.

[24] B. Zakeri and S. Syri, “Economy of electricity storage in the Nordic electricity market: The case
for Finland,” International Conference on the European Energy Market, EEM, 2014.

[25] ——, “Value of energy storage in the Nordic Power market - Benefits from price arbitrage and
ancillary services,” International Conference on the European Energy Market, EEM, vol. 2016-
July, pp. 1-5, 2016.

[26] J. P. Chaves-Avila, R. A. van der Veen, and R. A. Hakvoort, “The interplay between imbalance
pricing mechanisms and network congestions - Analysis of the German electricity market,” Utilities
Policy, vol. 28, pp. 52-61, 2014. [Online]. Available: http://dx.doi.org/10.1016/j.jup.2013.11.005

[27] ENTSO-E, “P1: Load-Frequency Control and Performance,” Continental Europe Operation
Handbook, no. Cc, pp. 1-1, 2009. [Online]. Available: https://www.entsoe.eu/fileadmin/user_
upload/_library/publications/entsoe/Operation_Handbook/Policy _1_final.pdf


https://doi.org/10.1016/j.est.2020.101345
https://doi.org/10.1016/j.apenergy.2019.114166
http://www.et.aau.dk
http://dx.doi.org/10.1016/j.rser.2013.04.023
http://dx.doi.org/10.1016/j.rser.2013.04.023
https://www.sandia.gov/ess-ssl/global-energy-storage-database-home/
https://www.tennet.eu/electricity-market/ancillary-services/fcr-documents/
https://doi.org/10.1016/j.enpol.2018.12.010
https://doi.org/10.1016/j.enpol.2018.12.010
http://dx.doi.org/10.1016/j.jup.2013.11.005
https://www.entsoe.eu/fileadmin/user_upload/_library/publications/entsoe/Operation_Handbook/Policy_1_final.pdf
https://www.entsoe.eu/fileadmin/user_upload/_library/publications/entsoe/Operation_Handbook/Policy_1_final.pdf

Bibliography 67

[28] M. Stecca, T. B. Soeiro, L. R. Elizondo, P. Bauer, and P. Palensky, “Date of publication xxxx
00, 0000, date of current version xxxx 00, 0000. Lifetime Estimation of Grid-Connected Battery
Storage and Power Electronics Inverter Providing Primary Frequency Regulation,” Tech. Rep.

[29] TenneT TSO BV, “General description system balancing,” 2020. [Online]. Available: https:
/Iwww .tennet.eu/company/our-responsibility/download-reports/

[30] Tennet, “FCR Manual for BSPs Requirements and procedures for supply of FCR,” Tech. Rep.,
2019.

[31] EliaGroup, “Transparency on grid data,” 2018. [Online]. Available: https://www.elia.be/en/
grid-data

[32] Lazard, “Lazard’s levelized cost of storage analysis-v5,” Nihon Naika Gakkai Zasshi, vol. 108,
no. 1, pp. Contents1-Contents1, 2019.

[33] Y. J. A. Zhang, C. Zhao, W. Tang, and S. H. Low, “Profit-maximizing planning and control of battery
energy storage systems for primary frequency control,” IEEE Transactions on Smart Grid, vol. 9,
no. 2, pp. 712-723, 2018.

[34] J. Jomaux, A. Latiers, and E. De Jaeger, “Cost-based dimensioning of Battery Energy Storage
and energy management system for Frequency Containment Reserves provision,” in IEEE Power
and Energy Society General Meeting, vol. 2015-September. IEEE Computer Society, 9 2015.

[35] P.Wang, D. H. Liang, J. Yi, P. F. Lyons, P. J. Davison, and P. C. Taylor, “Integrating electrical energy
storage into coordinated voltage control schemes for distribution networks,” IEEE Transactions on
Smart Grid, vol. 5, no. 2, pp. 1018-1032, 3 2014.

[36] TenneT TSO BV, “Overview of the awarding principles of the FCR cooperation,” pp. 0—4. [Online].
Available: https://www.tennet.eu/electricity-market/ancillary-services/general-documents/

[37] S. A. Mir Mohammadi Kooshknow and C. B. Davis, “Business models design space for electricity
storage systems: Case study of the Netherlands,” Journal of Energy Storage, vol. 20, pp. 590—
604, 12 2018.

[38] D.Krishnamurthy, C. Uckun, Z. Zhou, P. R. Thimmapuram, and A. Botterud, “Energy Storage Arbi-
trage Under Day-Ahead and Real-Time Price Uncertainty,” IEEE Transactions on Power Systems,
vol. 33, no. 1, pp. 84-93, 2017.

[39] R. H. Byrne, T. A. Nguyen, D. A. Copp, B. R. Chalamala, and I. Gyuk, “Energy Management and
Optimization Methods for Grid Energy Storage Systems,” IEEE Access, vol. 6, pp. 13231-13 260,
2017.

[40] C.A. Frangopoulos, “Optimization Methods for Energy Systems,” Exergy, Energy System Analysis
and Optimization, vol. Il BT - E, pp. 233-258, 2017.

[41] T. A. Nguyen, R. H. Byrne, R. J. Concepcion, and I. Gyuk, “Maximizing revenue from electrical
energy storage in MISO energy & frequency regulation markets,” IEEE Power and Energy Society
General Meeting, vol. 2018-Janua, pp. 1-5, 2018.

[42] B. Cheng and W. B. Powell, “Co-Optimizing Battery Storage for the Frequency Regulation and
Energy Arbitrage Using Multi-Scale Dynamic Programming,” IEEE Transactions on Smart Grid,
vol. 9, no. 3, pp. 1997-2005, 2018.


https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.elia.be/en/grid-data
https://www.elia.be/en/grid-data
https://www.tennet.eu/electricity-market/ancillary-services/general-documents/

68 Bibliography

[43] J. Wang, P. Liu, J. Hicks-Garner, E. Sherman, S. Soukiazian, M. Verbrugge, H. Tataria, J. Musser,
and P. Finamore, “Cycle-life model for graphite-LiFePO4 cells,” Journal of Power Sources, vol.
196, no. 8, pp. 3942-3948, 4 2011.

[44] J. Li, F. Gao, G. Yan, T. Zhang, and J. Li, “Modeling and SOC estimation of lithium iron phosphate
battery considering capacity loss,” Protection and Control of Modern Power Systems, vol. 3, no. 1,
12 2018.

[45] A. Maheshwari, N. G. Paterakis, M. Santarelli, and M. Gibescu, “Optimizing the operation of
energy storage using a non-linear lithium-ion battery degradation model,” Applied Energy, vol.
261, no. October 2019, p. 114360, 2020. [Online]. Available: https://doi.org/10.1016/j.apenergy.
2019.114360

[46] Regelleistung, “Regelleistung Data Center.” [Online]. Available: https://www.regelleistung.net/

[47] ENTSO-E, “Transparency Platform,” 2021. [Online]. Available: https://transparency.entsoe.eu/
dashboard/show

[48] National Grid, “State of Charge Management Guidance for FRR Providers,” Tech. Rep., 2018. [On-
line]. Available: https://www.nationalgrid.com/uk/electricity/balancing-services/future-balancing-

[49] Noord Pool, “Market Data,” 2021. [Online]. Available: https://www.nordpoolgroup.com/
Market-data1/Dayahead/

[50] TenneT, “Annual Market Update 2018.” [Online]. Available: https://www.tennet.eu/company/
our-responsibility/download-reports/

[51] ——, “Electricity market insights,” Tech. Rep. [Online]. Available: https://www.tennet.eu/company/
our-responsibility/download-reports/

[52] ——, “Annual Market Update 2019.” [Online]. Available: https://www.tennet.eu/company/
our-responsibility/download-reports/

[53] J. Contreras, R. Espinola, F. J. Nogales, and A. J. Conejo, “ARIMA models to predict next-day
electricity prices,” IEEE Transactions on Power Systems, vol. 18, no. 3, pp. 1014-1020, 8 2003.

[54] S. J. Taylor and B. Letham, “Forecasting at Scale.” [Online]. Available: https://doi.org/10.7287/
peerj.preprints.3190v2

[55] D. Singhal and K. S. Swarup, “Electricity price forecasting using artificial neural networks,” Inter-
national Journal of Electrical Power and Energy Systems, vol. 33, no. 3, pp. 550-555, 3 2011.

[56] Jos Sijm, Pieter Gockel, Marit van Hout, Ozge Ozdemir, Joost van Stralen, Koen Smekens, Adri-
aan van der Welle, Werner van Westering, and Michiel Musterd, “The supply of flexibility for the
power system in the Netherlands, 2015-2050,” Tech. Rep., 2017.

[57] F. Ziel and R. Weron, “Day-ahead electricity price forecasting with high-dimensional structures:
Univariate vs. multivariate modeling frameworks,” Energy Economics, vol. 70, pp. 396-420, 2
2018.

[58] F. Wang, K. Li, L. Zhou, H. Ren, J. Contreras, M. Shafie-khah, and J. P. Catalédo, “Daily pattern
prediction based classification modeling approach for day-ahead electricity price forecasting,” In-
ternational Journal of Electrical Power and Energy Systems, vol. 105, pp. 529-540, 2 2019.


https://doi.org/10.1016/j.apenergy.2019.114360
https://doi.org/10.1016/j.apenergy.2019.114360
https://www.regelleistung.net/
https://transparency.entsoe.eu/dashboard/show
https://transparency.entsoe.eu/dashboard/show
https://www.nationalgrid.com/uk/electricity/balancing-services/future-balancing-
https://www.nordpoolgroup.com/Market-data1/Dayahead/
https://www.nordpoolgroup.com/Market-data1/Dayahead/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://www.tennet.eu/company/our-responsibility/download-reports/
https://doi.org/10.7287/peerj.preprints.3190v2
https://doi.org/10.7287/peerj.preprints.3190v2

Bibliography 69

[59] S. K. Aggarwal, L. M. Saini, and A. Kumar, “Electricity price forecasting in deregulated markets:
A review and evaluation,” International Journal of Electrical Power and Energy Systems, vol. 31,
no. 1, pp. 13-22, 1 2009.

[60] V. Kumar, N. Singh, D. K. Singh, and S. R. Mohanty, Short-Term Electricity Price Forecasting
Using Hybrid SARIMA and GJR-GARCH Model, G. M. Perez, K. K. Mishra, S. Tiwari, and M. C.
Trivedi, Eds. Singapore: Springer Singapore, 2018.

[61] T. JakaSa, |. Andro€ec, and P. Sprci¢, “Electricity price forecasting ARIMA model approach,” in
2011 8th International Conference on the European Energy Market, EEM 11, 2011, pp. 222—-225.

[62] C. J. Ullrich, “Realized volatility and price spikes in electricity markets: The importance of obser-
vation frequency,” Energy Economics, vol. 34, no. 6, pp. 1809-1818, 11 2012.

[63] I. Tsiropoulos, D. Tarvydas, and N. Lebedeva, Li-ion batteries for mobility and stationary storage
applications, 2018, no. December.

[64] R. Brealey, S. Myers, and F. Allen, Principle of Corporate Finance, 1 2005.
[65] H. Lotfi and A. Khodaei, Levelized cost of energy calculations for microgrids, 7 2016.

[66] I. Pawel, “The cost of storage - How to calculate the levelized cost of stored energy (LCOE) and
applications to renewable energy generation,” Energy Procedia, vol. 46, pp. 68—77, 2014.

[67] A. H. Hermelink, D. De Jager, K. Jensen, and S. Norway, “The crucial role of discount rates
in European Commission energy system modelling,” Tech. Rep., 2015. [Online]. Available:
www.eceee.org.

[68] IRENA, Electricity Storage Valuation Framework, 2020, no. March. [Online]. Available:
https://irena.org/publications/2020/Mar/Electricity- Storage-Valuation-Framework-2020

[69] Stedin, “ELEKTRICITEIT TARIEVEN 2021,” Tech. Rep. [Online]. Available: https://www.stedin.
net/zakelijk/betalingen-en-facturen/tarieven

[70] D. I. Stroe, V. Knap, M. Swierczynski, A. |. Stroe, and R. Teodorescu, “Operation of a grid-
connected lithium-ion battery energy storage system for primary frequency regulation: A battery
lifetime perspective,” IEEE Transactions on Industry Applications, vol. 53, no. 1, pp. 430-438,
2017.

[71] Alfen, “Solution-Technical Specificationsion Batteries in equipment) Datasheet TheBattery-
HighDense TM,” Tech. Rep., 2019.


www.eceee.org.
https://irena.org/publications/2020/Mar/Electricity-Storage-Valuation-Framework-2020
https://www.stedin.net/zakelijk/betalingen-en-facturen/tarieven
https://www.stedin.net/zakelijk/betalingen-en-facturen/tarieven

	List of Figures
	List of Tables
	List of Abbreviations
	Introduction
	Context and Motivation
	Research Objectives
	Methodology
	Research Questions

	Thesis Outline

	Literature Review
	The Energy Storage Technologies
	 Battery Energy Storage Technology
	Typical BESS Set-up

	Potential BESS Applications in Europe
	BESS Front-of-the-Meter Stakeholders: TSO and DSO
	Electricity Markets Outline
	Wholesale Markets
	Balancing Mechanism - Ancillary Services
	Consideration on BESSs Operating in Electricity Markets
	Current Policy Challenges in the Netherlands

	Optimization for BESS Design
	BESS Common Electricity Market Challenges 
	Linear Programming Models

	Evaluation of BESS Lifetime

	Design Model Formulation
	The Methodology and the Model Components
	The Mathematical Optimization for Energy Arbitrage & Frequency Regulation
	Model Performance

	Case Study Data Analysis
	Price Generation Framework
	Data Collection and Assumptions
	Dutch Day-Ahead Market Price Analysis

	Construction of Day-Ahead Electricity Market Price Forecast
	The Literature Review
	The Proposed Hybrid Method

	FCR Price Analysis
	The Fast Charging Station Model
	Case Study Description
	Peak Shaving Evaluation


	Case Study Results
	Financial Analysis Factors
	Operating a BESS in Electricity Markets
	Model Results for 2020
	Future Scenario
	Financial Analysis

	Fast Charging Station Model Results
	Assessment of DSO Remuneration and Financial Analysis
	Assessment of the Benefit for the PV-FC Station Owner
	Capacity Fading Evaluation
	Proposed Solution
	Project Partner Case Study


	Conclusion
	Answers to Research Questions
	Considerations
	Future Prospects

	Bibliography

