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Abstract: The definition of the electric energy procurement plan represents a fundamental problem
that any consumer has to deal with. Bilateral contracts, electricity market and self-production are the
main supply sources that should be properly combined to satisfy the energy demand over a given
time horizon at the minimum cost. The problem is made more complex by the presence of uncertainty,
mainly related to the energy requirements and electricity market prices. Ignoring the uncertain nature
of these elements can lead to the definition of procurement plans which are infeasible or overly
expensive in a real setting. In this paper, we deal with the procurement problem under uncertainty
by adopting the paradigm of joint chance constraints to define reliable plans that are feasible with
a high probability level. Moreover, the proposed model includes in the objective function a risk
measure to control undesirable effects caused by the random variations of the electricity market
prices. The proposed model is applied to a real test case. The results show the benefit deriving from
the stochastic optimization approach and the effect of considering different levels of risk aversion.

Keywords: energy procurement; chance constraints; risk management

1. Introduction

In recent years, commercial and industrial businesses are actively looking for effective ways to
reduce energy usage and associated costs. Besides the shared concern towards the dramatic climate
changes that has been leading governments to promoting the deployment of renewable energy
technologies [1], the reduction of electricity costs represents a key factor to survive and compete
in a global marketplace.

In this paper, we analyze the problem faced by a large consumer, equipped with a limited
self-production facility, who has to define the optimal electric energy procurement plan over a given
time horizon. The same problem, here further investigated, has been addressed by the authors in [2]
(the present contribution is an extension of a conference paper that appeared in Energia Procedia,
vol. 136, pp. 283-289, 2017). Referring to future time, the procurement process is clearly affected
by uncertainty, mainly related to the electricity prices and demands which are unknown when
the commitment decisions should be undertaken. Uncertainty in electricity prices can be dealt,
in principle, by using two approaches. The first one is related to the demand response programs (see,
for example, [3,4]), which, however, can not be applied in the case of production processes with a
limited flexibility.

The second one relies on bilateral contracts, i.e., agreements signed in advance with pre-defined
unit prices. In this case, the risk associated with price variation is absent, but the procurement costs
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are typically higher. Moreover, power contracts require the consumer to commit far in advance the
amount to purchase for a given time period. The decision to purchase electricity from the market can
be taken in a shorter term, one day in advance or even less (i.e., real-time), but this flexibility carries
on the risk of increased volatility. It is evident that only a perfect mix of the procurement alternatives
(self-production, bilateral contracts, and energy market) can provide the best results. The problem is
made much more challenging by the presence of uncertainty that can not be ignored. Indeed, solutions
based on deterministic estimates can result in infeasible procurement plans due to stochastic demands
and/or to high costly and risky strategies.

This paper proposes the use of the chance constraints paradigm to address the procurement
problem under uncertainty. Dating back to Charnes and Cooper [5], chance constraints represent
and old but still modern topic in optimization, used to model many problems arising in the energy
sector (see, for example [6-10]). The main idea is to “relax” the stochastic constraints, requiring their
satisfaction with a predefined reliability value. The chance constraint paradigm belongs to the more
general framework of stochastic programming (see, the textbooks [11,12]), but, differently from the
recourse strategies, it has not been used to model stochastic procurement problems.

We note that the scientific literature on the procurement problem analyzed from a consumer’s
perspective is quite limited. Much more papers address the problem from an electricity producer’s
point of view (see, for example, [13-15] and the references therein). Conejo et al. [16] solve a deterministic
procurement problem over a medium-term time horizon. The model considers a set of bilateral
contracts, hourly changing spot prices and the possibility of self-producing energy. In a subsequent
work [17], the authors address a similar problem for a shorter time horizon and accounts for cost
volatility by an estimate of the covariance of the spot price.

While the contributions propose deterministic approaches, uncertainty affecting model parameters
is accounted in [18] by the use of an Analog Ensemble approach. This technique provides reliable and
bias-calibrated forecasts to include into the optimization problem. Much more related to our approach
is the contribution by Carrion et al. in [19] who apply the stochastic programming framework, but in the
form of multistage, to address the procurement problem over a medium-time horizon. The uncertain
evolution of the day-ahead electricity price is represented by a scenario tree and stage-wise decisions
refer to the amount to purchase from the market and self-production that, unlike the commitment from
the bilateral contracts, can be deferred in time. The model also includes a risk measure, the Conditional
Value at Risk (CVaR), which is used to evaluate the clear trade-off between expected cost and risk.
A similar trade-off is also investigated by Zare et al. [20] by the use of the information gap theory with
the aim of evaluating the robustness of the solutions against high spot prices or high procurement costs.
Beraldi et al. propose in [21] a recourse two-stage formulation for the procurement problem over a
short-term planning horizon. The problem is solved in a rolling-horizon fashion using each time the
more updated information. More recently, Beraldi et al. [22] analyze the procurement problem from the
perspective of an aggregator, seen as the entity responsible to manage the distributed energy resources
shared within a coalition, and propose a multi-period two-stage stochastic programming formulation.

The present contribution represents an extension of the conference paper presented at the
International Conference on Energy and Environmental research (ICERRR), Porto 2017, and appeared
in [2]. With respect to the referred scientific literature, the paper proposes the adoption of the paradigm
of chance constraints to deal with the uncertainty clearly affecting the load profile to define a reliable
procurement plan. Moreover, the proposed approach accounts for the volatility in the market prices
by a mean-risk approach, optimizing the weighted sum of the expected cost and a risk measure
represented by the CVaR. In this way, by varying the weighting factor, different procurement plans,
reflecting a different aversion towards risk, may be derived to provide the decision maker with different
strategies to evaluate also on the basis of his experience. With respect to the conference paper [2],
the proposed approach is refined and additional computational experiments have been carried out to
further investigate the validity of the approach also on the basis of an out-of-sample analysis.
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The rest of the paper is organized as follows. Section 2 introduces the problem and presents
the stochastic programming model. Section 3 presents the reformulation of the problem under the
assumption of discrete random variables. Section 4 reports on the computational experiments carried
out to investigate the validity of the proposed approach on a real test case. Section 5 discusses the
main findings on the basis of the collected results and recommended managerial insights. Finally,
concluding remarks and future research directions are summarized in Section 6.

2. Problem Statement and Formulation

We consider the problem faced by a large consumer who has to define the optimal procurement
plan to satisfy the electric energy needs over a given time horizon. We denote by T the set of periods
of the planning horizon, indexed by ¢, and we assume that the consumer has a self-production facility
of limited capacity (e.g., a cogeneration unit and/or a renewable energy system) that can be used to
partially cover the energy demand. The main supply options that the prosumer (i.e., the consumer
acting also as producer) has to evaluate are represented by the bilateral contracts and electricity market.
We denote by AV the set of potential bilateral contracts. For each contract i € N, the consumer has to
decide in advance the amount to commit for each time period t. We denote by z; a binary decision
variable related to the selection of the contract i and by x;;r the amount to purchase from contract i at
the time period ¢. We let this latter variable depend on the time-of-use f to represent the most general
situation experienced in many electricity market where a price variation is registered in the different
hours of the day. For example, in Italy, three time-of-use blocks are considered: peak, intermediate and
off-peak. We denote by F the corresponding set, indexed by f. The price of bilateral contracts By is
pre-defined in advance when the agreement is signed. For generality, we also consider a fixed cost,
denoted by FB;, to account for all administrative expenses.

Electricity market represents the other supply alternative to take into account when defining the
procurement plan. We denote by y; the amount of energy to purchase in the Day-Ahead Electricity
Market (DAEM) for each time period t and block f. We also add, for generality, the decision variables
w;s denoting the amount of energy to eventually sell, if leftover, to the market. The market purchasing
and selling prices are not known in advance since many factors contribute to their variation. We assume
that these prices are random variables defined on a given probability space (), F,IP) and we use
the dependence on w to denote their random nature. Thus, we denote by P;s(w) and R;f(w) the
purchasing and selling prices, respectively. Besides prices, also the energy needs are unknown when
the procurement decisions should be taken. We denote by d;¢(w) the random electricity requirement
for the period ¢ and time-of-use block f.

For generality, we also consider a set of decision variables related to the self production.
In particular, we denote by g;; the amount to produce at period t and time block f. Moreover,
we indicate by Qi the upper bound on the production capacity and by PC;s the unitary production
cost. Appendix A reports the full list of symbols.

The random nature of some of the parameters involved in the decision process calls for
the definition of an optimization model explicitly accounting for the stochastic constraints and
objective function.

2.1. Constraints

The proposed model includes stochastic and deterministic constraints. The first ones are related to
the satisfaction of the random demand over the entire planning horizon. We deal with these constraints
by adopting a reliability approach to define a procurement plan robust enough to hedge against
unfavorable events that may occur in the future. We observe that the commitment decisions should be
taken in advance without knowing the exact demand profile. A conservative approach would suggest
to take as reference the worst-case situation that may occur, accepting to incur a cost unnecessary high.
Conversely, using an average demand profile might result in an infeasible procurement plan if the
realized demands are higher than estimated average ones. In such a case, the recourse to the balancing
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market is required to fulfill the demands, but with much higher costs. Chance constraints provide the
way to mathematically translate the position of a decision maker who is willing to accept a shortage
in the demand satisfaction as long as this event occurs only with a limited probability value. Thus,
the procurement plan is defined to satisfy the following constraints:

P(Y xis+aqip+yip—wyp > dyp(w) VieT VfeF)>a 1)
ieN

Here, the parameter a € (0, 1) reflects the decision maker attitude towards the risk of shortage.
Clearly, the higher the value the safer, but more expensive, the suggested procurement plan. We observe
that Equation (1) represents the joint form of the classical chance constraints formulation: they jointly
require the satisfaction of the demand for all the periods and time-of-use blocks rather than imposing
many single chance constraints for each period and time block combination. The satisfaction of single
chance constraints with a given confidence level does not necessarily guarantee the joint satisfaction of

the constraints with the same reliability value.
The definition of a feasible procurement plan is also limited accordingly the next deterministic

constraints:

qif < Qi VteT VferF 2)
wis < gy VteT VfeF ®)
Y z <K 4
ieN

Lifzi <xyp <Uypz; VieN VteT VfeF (5)
Xitf > 0 VieN VteT VfelF (6)
Qif Yif, wip >0 VteT VfelF ?)
z; € {0,1} Vie N (8)

Constraints in Equation (2) limit the amount of energy 4 that the consumer might self-produce.
This amount limits, in turn, the amount of energy that the consumer might sell to the market
(Equation (3)). Constraints in Equations (4) and (5) are related to the bilateral constraints. In particular,
we impose a limit K on the maximum number of contracts that can be selected. For each selected
contract i, Equation (5) imposes a lower (L;;f) and upper bound (Uj;¢) on the amount of energy that
can be purchased. Finally, constraints in Equations (7) and (8) state the nature of the decision variables.

2.2. Objective Function

The optimal plan should be defined to minimize the overall procurement cost TC(w).
The straightforward way to deal with the random cost is to consider the expected value. In this
case, the objective function assumes the following form:

min E[TC(w)] = ;f;Pthqtf—b— )
te S
Y (FBizi+ Y Y Biysxus) + (10)
ieN teT feF
E[) Y (Pp(w)yer — Reg(w)wyy)] (11)
teT feF

Here, the first term represents the cost for self-producing energy, the second one quantifies the
amount paid to purchase electricity from the bilateral contracts, and the last term accounts for the
market expenses. The revenue deriving from the sale, if any, is accounted with the opposite sign.

Expected value indicates a neutral risk position. However, minimizing the average cost in the
long run may not always be the right choice from a practical perspective since several and high
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variations in the market prices may have a strong negative effect on the consumer’s financial state.
Under uncertain market conditions, minimizing a risk measure could be an important issue to evaluate
and properly integrate in the model. There are many risk measures widely used in practice, such as
variance, shortfall probability, downside risk, Value at risk (VaR). We refer the interested readers to the
survey paper [23] and the references therein. In this paper, we choose as risk measure the CVaR.

For a given € (0,1), the CVaRg is defined as the expected loss greater than the -quantile of the
loss distribution (VaR). Since its introduction by Rockafeller and Uryasev [24], the CVaR has become
very popular because of its ability to consider the probability density in the tail of the distribution,
its mathematical properties of being a coherent risk measure [25], and the ease of incorporation in
stochastic optimization model. In our problem, we consider the cost distribution and we focus on
the right tail, considering costs having a higher value of the 5-quantile of the cost distribution. Thus,
the CVAR for a given confidence level f is defined according to the following equation:

CVaRg = E[T(w)|T(w) > VaR]
Figure 1 represents the CVaR in terms of costs.

Probability density function of cost
)

cost

1-p

Figure 1. CVaR defined in terms of costs.

Our model integrates expect cost and risk by a bi-objective given approach according to
the expression:

min AE[TC(w)] + (1 — A)CVaRg (12)

The weighting factor A € (0,1) can be used to specify which objective should be more emphasized.
The smaller is A, the more risk averse is the solution, since a higher weight is assigned to the CVaR.
If A = 0, only the CVaR is considered. On the contrary, when A is set to 1, a risk-neutral position is
modeled. By varying A, different plans reflecting a different aversion towards risk may be derived to
provide the decision maker with different strategies to evaluate based on his experience and knowledge
of the application domain.

3. Dealing with Joint Chance Constraints and Risk

The proposed model belongs to the class of mixed-integer problems under joint chance constraints
and integrates in the objective function the CVaR risk measure. In what follows, we show how to deal
with this problem when discrete random variables are considered. We point out that the assumption
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on the nature of the random variables is quite general. Many random variables are discrete by
nature or are approximated as discrete ones (by taking, for example, a Monte Carlo sample from a
general distribution) to overcome the difficulties related to the solution of multidimensional integrals.
The discrete nature of the random variables and of some of the decisions variables (those related to the
selection of the contracts) makes the problem very challenging. The study of the scientific literature
shows that there is an increasing attention towards this class of problems, with much emphasis on
the definition of solution approaches, both exact and approximate. We refer the interested readers
to [26-28] and the references therein.

From now on, we shall assume that the discrete random variable can take a set S of possible
realizations. For all the random variables, we use the superscript s to refer to the generic realization s
and we denote by 7t° the corresponding probability of occurrence. In this case, the probabilistic
constraints in Equation (1) can be reformulated (see, for example, [29]) according to the expressions:

intf—i—qtf—i-ytf—wtfzétf VteT VfeF (13)
ieN
(Stfzdifrys VteTVfeF Vses$ (14)
Y 'y >a (15)
seS
v €{0,1} Vs S (16)

where 7° are scenario dependent binary support variables and d;; denotes the demand for the time
period t and block f under scenario s. Obviously, the number of scenarios affects the computational
tractability of the deterministic equivalent problem, calling for the definition of solution methods that
exploit the specific problem structure. We have empirically found that, for the considered test case,
the solution times required by off-the-shelf software are still affordable for a moderate size of the
scenario set. The design of tailored solution methods is the subject of ongoing research.

We now turn to reformulate the CVaRg. Under the assumption of discrete distribution function,
this risk measure can be rewritten as:

CVaRg = VaRg + Y 7°[C° — VaRg]y (17)

1
(1_ﬁ)s€$

where the VaRg represents the -quantile of the cost distribution and [.]+- denotes the maximum value
between 0 and (C® — VaRg). This last term can be rewritten using the support variables #° defined in
the following expressions:

i’]s > C° — VEZRIB
0.

s

v

The term C° represents the cost under scenario s and it is defined by considering the scenario
realization of the purchasing and selling prices accordingly to the following equation:

=) ) PCyay+ Z (FBizi+ ) ) BipXip) + Z Z Peysr — Ripuwiy).

teT feF teT feF

whereas VaRg represents a free decision variable.

4. Computational Results

This section is devoted to the presentation and discussion of the computational experiments
carried out to evaluate the proposed decision approach. We have considered a real case study
consisting in the definition of the procurement plan for the University of Calabria (UNICAL), Italy.
With 12 Departments and about 34,000 students, 900 teachers, 760 technical and administrative
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staff, UNICAL is classified as medium size university with an average annual demand of 20 GWh.
The campus has a limited self-production capacity deriving from a conventional production system
with a nominal power of 2 MW and a set of small photovoltaic (PV) power plants, whose production
reduces the energy demand.

We have considered a time horizon of one year divided in elementary monthly periods. Following
the structure of the Italian market, we have considered three time-of-use blocks: peak (F1), intermediate
(F2) and off-peak (F3). We have considered a set of 10 bilateral contracts and we have fixed to 8 the
value of the parameter K. Table 1 reports the average unit price for each time-of-use block and the fixed
costs. The overall set of data, also including the lower and upper bounds on the bilateral contracts are
reported in Appendix B.

Table 1. Available bilateral contracts.

Bilateral Contracts 1 2 3 4 5 6 7 8 9 10

F1 423 423 423 416 414 420 409 408 409 408
Average unit price (€/MWh) F2 433 433 433 437 424 413 413 409 409 414
F3 358 357 356 356 351 346 345 345 344 347

Fixed cost (€) 650 675 575 375 725 650 625 500 550 850

The preliminary step to the model solution is the generation of the required input data. Market
price values have been derived by using a Monte Carlo simulation technique, based on a mean
reverting process [30]. The choice of this approach has been motivated by the need of taking into
account both seasonal effects and tendency of spot market prices to fluctuate around a drift over time.
Figure 2 shows the different scenarios for the market price for the time-of-use block F1.

Market Price
[€/MWh]

Figure 2. Scenarios for the market electricity price.

The red line represents the real profile, that as evident, falls within the scenario set. As for the
load scenarios (shown in Figure 3), starting from the available historical data, we have determined the
average values, properly reduced by the production from renewable systems, and then we have applied
random variations within a predefined range. Energy demands have been considered independent
from the market prices and the overall scenario set has been obtained by merging the single scenario
sets through the Cartesian product. Then, a scenario reduction technique has been adopted ([31,32])
to deal with computationally tractable problems. The results reported hereafter refer to a set of
500 scenarios.
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Overall Energy Demand
[MWi]

Figure 3. Scenarios for the overall energy demand.

The proposed approach has been implemented in MATLAB (MathWorks, Inc., Natick, MA, USA)
as for the scenario generation and GAMS 24.7.4 (GAMS Development Corporation, Fairfax, VA, USA)
as algebraic modeling system, with CPLEX 12.6 (Ibm Corporation, Armonk, NY, USA) as solver.
All the experiments have been carried out on a PC Intel Core I5 (2.3 GHz) with 4 GB of RAM DDR3.
The solution times are quite short and have not been reported.

Several experiments have been carried out to fully investigate the performance of the proposed
approach and to provide managerial insights on the optimal procurement strategies derived as function
of the reliability level («) and the risk aversion attitude (A). In the following subsections, we present
and discuss the results of a broad sensitivity analysis study. We point out that the presented results
have been carried out by considering a value of § equal to 0.95. Quite similar results have been also
obtained for other values of B and are not reported here, since no considerable variation in the solutions
has been registered.

4.1. The Impact of the Reliability Level

We have tested the model for different levels of the reliability value «. Figure 4 reports the results
for a given choice of the weight A set equal to 0.5 and a reliability value equal to 0.95.

As evident, the optimal plan suggests different combinations of the supply sources for the different
time periods of the planning horizon. For example, for some months, the amount procured from
bilateral contracts is higher than the quantity purchased from the market. By varying the « value,
the decision maker can mathematically express a more concerned position towards the demand
satisfaction. The extreme case of « equal to 1 translates an overconservative position, requiring the
constraint satisfaction for every possible demand profile. Clearly, safer plans are more expensive, as
shown in Table 2, which reports the average costs and the CVaR values as function of «.

Looking at the results, we may observe the increase in the expected cost as « passes from 0.85 to 1.
We note that, as expected, the CVaR values are always greater than the expected cost ones, since they
measure the expected cost in the (1 — )% of the worst case realizations (i.e., higher costs).

There is clearly a trade-off between cost increase and reliability that the decision maker may
be willing to evaluate. Under this respect, the proposed model provides a tool to support the
decision-maker to choose the best combination.
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Figure 4. Optimal procurement plan.

Table 2. Cost increase as function «.

o Expected Cost (k€) CVaRg (k€)

0.85 457.48 465.89
0.90 462.83 471.42
0.95 470.84 479.61
0.99 481.03 490.20

1 485.45 494.58

4.2. The Effect of the Risk Modeling

Other experiments have been carried out to analyze the effect produced by the choice of the
weight A in the definition of procurement plan for a fixed reliability value. Figure 5 shows the cost
distribution for fixed level of « and  equal both to 0.95 and two different values of A representative
of a total risk aversion (A = 0) and risk-neutral (A = 1) position.

As evident from the results, when a total risk-averse position is considered, the cost
distribution tightens because the decision-maker focuses on reducing the possibility of incurring
high procurement costs. In this case, we may note an increase of the expected cost and a reduction of
the possibility of bearing lower costs.

On the contrary, when a risk-neutral position is considered, the cost distribution is more dispersed.
The decision maker is interested in minimizing the expected cost, accepting the possibility to experience
higher costs in a given percentage of possibilities.

Figure 6 shows the relation between expected costs and the CVaR for different A values.

The results confirm that in order to reduce the CVaR, higher expected costs are incurred. Figure 7
indicates the change in the procurement costs, evaluated on the basis of the average market costs,
for varying level of risk aversion.

The results (obtained for « = 0.95) reveal that the percentage of costs related to the bilateral
contracts tends to decrease when we reduce (by A) the level of the risk aversion. As expected, the results
suggest that a higher level of risk awareness leads to the definition of plans that privilege the bilateral
contracts as procurement alternative, whereas, in the case of risk-neutral position, the recourse to the
market is increased.
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Figure 5. Cost distribution.
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Figure 6. Trade-off between expected cost and CVaR.
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Risk averse position Risk neutral position Intermediate risk averse position

27.27% 20.34%
35.28%
0% ( S /
68.77% 353%

3.11%
4.3. Out-of-Sample Analysis
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Figure 7. Procurement costs.

Additional experiments have been carried out to evaluate the application of the proposed
approach as decision support system in a real setting. To this aim, we have evaluated the proposed
plans by considering the real evolution of the market prices and demand requirements. First,
we observe that the deterministic model, solved by considering the expected values of the unknown
parameters, does not provide a feasible plan when considering the observed values of the energy profile.
On the contrary, the proposed approach provides feasible solutions for the different values of « tested.
For some periods and time-of-use blocks, the real demand is lower than the a-quantile used in the
deterministic reformulation and, thus, the decision maker may decide to sell to the market the amount
in excess realizing some profit. Table 3 reports the results for « equal to 0.90 and different values of A.
Similar results have been also obtained for the other configurations of the parameters.

Table 3. Out-of-sample analysis (x = 0.9).

A Bil. Contract Cost (k€) Market Cost (k€) Production Cost (k€) Total Cost (k€)

0 322.16 -2.27 18.70 338.55
0.5 314.88 5.87 16.64 337.39
1 287.79 35.76 14.58 338.13

Looking at the results presented in terms of costs, we may observe that in the case of a risk-averse
position, the amount spent for purchasing energy from bilateral contracts and self producing energy
is higher. In this case, however, reselling the amount in excess determines a reduction of the costs
related to the market (in some cases also a profit represented with the sign minus in the table). Overall,
the proposed solutions provide balanced plans in terms of real costs spent to cover the real demand.
This conclusion is confirmed by the results collected when solving the problem on the observed
realization of the uncertain parameters. In this case, the optimal procurement cost is 334,276.51€.
Comparing this value with the cost of the proposed procurement alternatives , we may observe that
the maximum saving is around 1.2%. This low value confirms the validity of the proposed approach
as proper support to define robust procurement strategies applicable in a real setting.

Moreover, some more experiments have been carried out in order to compare the solutions,
in the out-of-sample fashion, provided by the proposed approach w.r.t. those obtained by adopting
the approach in [22]. Here, the problem is solved by means of a multi-period two-stage stochastic
programming problem, with recourse variables representing the energy amounts to buy/sell on the
market in order to guarantee the energy balance. The model has a similar mean-risk objective function
structure, again with the CVaR as risk measure. Table 4 shows the overall cost for different values of
the risk aversion parameter A of the two-stage model (2S) and the chance constraint approach (CC).
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Table 4. Cost comparison ([k€]) between decision approaches in out-of-sample tests (x = 0.9).

A 2SModel CC Approach

0 365.64 338.55
0.5 364.69 337.39
1 364.99 338.13

As expected, the greater flexibility guaranteed by the chance constraint formulation allows
obtaining less expensive procurement plans, even in a real-life operative context.

5. Discussion

The results from the real case study show the effectiveness of the proposed approach as a tool for
supporting the decision maker in defining the best procurement plan under demand and market price
uncertainty. The introduction of the chance constraints and the CVaR allows to jointly investigate and
control the effects produced by the two sources of uncertainty and risk. Based on the results, collected
on a real test case, some considerations can be drawn.

First, we observe that by varying the reliability level a, it is possible to generate different
procurement plans that reflect a different concern towards the demand satisfaction, ranging from more
prudent to riskier positions. The necessity of accounting for demand uncertainty is confirmed by the
results carried out on the out-of-sample analysis. Indeed, the procurement plan determined when
solving a deterministic model, with the expected value of the random demand profile, results infeasible
when implemented on the real data. In this case, expensive corrective actions, involving the purchase
of energy on the balancing market, must be undertaken to guarantee the demand satisfaction.

Obviously, safety has a price, as highlighted by the increase in the objective function value.
Once fixed a proper reliability level, the decision maker may evaluate how the weight attributed to the
risk can impact on the suggested plan. The volatility of the market prices generates fluctuations of the
overall procurement costs. Risk averse decision makers are willing to minimize the risk measure to
provide procurement strategies which are less sensitive to the price variation. In this case, the expected
cost can be higher, but the possibility of incurring high procurement costs is reduced. On the contrary,
risk-neutral position aims at minimizing the expected cost only, leaving aside what happens in the tail
of the cost distribution.

The most remarkable insight drawn from the analysis of the overall results is that, to determine
solutions that can be applied in a real setting, uncertainty should definitely be incorporated into the
optimization process. The additional comparison with a recourse based stochastic programming
approach confirms the effectiveness of the chance constrained formulation and seems to provide,
at least on the considered case study, slightly better results. Under this respect, the proposed
approach can be seen as a valuable tool to support the decision maker in identifying the best
procurement strategy.

6. Conclusions and Future Research Directions

In this paper, the energy procurement problem under uncertainty is modeled by integrating the
paradigm of joint chance constraints and the CVaR risk measure. Bilateral contracts, energy market and
self-production are the main supply sources that should be properly combined to satisfy the energy
profile and minimizing the overall costs. The proposed approach helps the decision maker to identify
the procurement strategy and evaluate its robustness against variation in the demand and market
prices. The results shows the validity of the proposed approach when implemented on a real case
study. We point out that the definition of the amount to purchase from bilateral contracts is preliminary
to the problem that a consumer, eventually integrated within a coalition, should solve to optimally
manage the available resource on a short-term planning horizon. The integration of the procurement
and management problems within a decision support tool is the subject of the ongoing research [33].
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Appendix A. Nomenclature

In Table A1, we report the main symbols used in the paper.

Table A1. Main symbols.

Nomenclature
Sets
T set of elementary time periods (months)
F set of time-of-use blocks in which hours are divided
N set of potential bilateral contracts
S set of scenarios used for representing evolution of uncertain parameters
Deterministic Parameters
Biy unit energy price of bilateral contract i for time-of-use block f of time period t (€/MWh)
FB; fixed cost for selection of bilateal contrat i (€)
x confidence level for chance constraints
B confidence level for Conditional Value at Risk
K maximum number of active bilateral contracts
Qir upper bound on the energy amount that can be produced in time-of-use block f

of time period t (MWh)

LBjis, UBjty  lower and upper bound on the quantity that can be bought from bilateral contract i
in time-of-use block f of time period t (MWh)

PCys production cost for time-of-use block f of time period t (€/MWh)

7'[5 probability of occurrance of scenario s

Stochastic Parameters

di ¢ overall energy demand for time-of-use block f of time period ¢ under scenario s ((MWh])

Pff unit purchasing price on day-ahead market for time-of-use block f of time period ¢
under scenario s (€/MWh)

Rf £ unit selling price on day-ahead market for time-of-use block f of time period ¢

under scenario s (€/MWh)

Decision Variables

Z; selection of contract i

Xitf amount of energy to purchase by bilateral contract i in time-of-use block f
of time period t (MWh)

Yif amount of energy to buy from the day-ahead market in time-of-use block f
of time period t (MWh)

Wy s amount of energy to sell on the day-ahead market in time-of-use block f
of time period t (MWh)

qif amount of energy to produce in time-of-use block f of time period f (MWh)

Auxiliary Variables

n® auxiliary variable for CVaR linearization

Otf auxiliary variable for chance constraints linearization

ha scenario dependent binary support variables

Dependent Variables

(o overall cost under scenario s

VaRg Value at Risk for a certain confidence level § (€)

CVﬂRﬂ

Conditional Value at Risk for a certain confidence level § (€)
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Appendix B. Bilateral contracts

14 of 17

Tables A2—-A4 report the complete characteristics of the bilateral contracts considered for the
computational experiments.

Table A2. Bilateral contracts unit price (€/MWh) and fixed cost (€).

Bilateral Contracts

10

January

F1
F2
F3

42.27
43.27
35.77

44.38
34.62
42.21

35.51
36.35
33.77

41.90
42.89
35.46

41.42
42.41
35.06

39.35
46.22
41.02

39.35
48.53
43.07

41.32
55.81
34.45

43.39
44.65
39.62

49.89
35.72
40.81

February

F1
F2
F3

42.27
43.27
35.77

40.16
47.60
39.35

4417
45.22
43.28

48.59
49.74
41.12

41.42
42.41
35.06

45.57
46.65
38.56

50.12
44.31
36.63

47.62
48.75
40.30

4524
53.62
44.33

49.76
58.98
47.43

March

F1
F2
E3

42.27
43.27
35.77

41.42
43.27
32.20

41.42
42.41
32.20

37.28
38.17
31.55

41.42
42.41
35.06

41.42
38.17
31.55

37.28
37.40
30.92

36.54
33.66
30.92

35.80
33.66
27.83

32.22
33.66
24.49

April

F1
F2
F3

42.27
43.27
35.77

41.85
45.44
35.77

43.94
4498
37.56

43.94
4498
37.19

41.42
42.41
35.06

43.49
42.41
35.06

43.49
41.98
34.71

43.06
41.98
36.44

42.63
44.08
36.44

42.63
46.29
34.98

May

F1
F2
F3

42.27
43.27
35.77

43.54
44.57
37.56

44.84
45.91
38.69

47.08
48.20
39.85

41.42
42.41
35.06

42.67
44.53
36.81

44.80
45.86
3791

46.14
48.16
39.05

47.53
49.60
41.00

49.90
51.09
43.46

June

F1
F2
F3

42.27
43.27
35.77

43.11
42.41
35.77

4225
43.25
35.06

4225
43.25
35.76

41.42
4241
35.06

40.59
42.41
35.06

40.59
43.25
35.76

41.41
43.25
35.04

42.23
42.39
35.04

42.23
41.54
35.74

July

F1
F2
F3

42.27
43.27
35.77

42.27
36.78
28.62

35.93
36.78
24.33

28.74
29.42
24.33

41.42
42.41
35.06

35.21
33.93
28.05

28.17
33.93
28.05

28.17
27.14
23.84

28.17
23.07
19.07

22.53
19.61
17.55

August

F1
F2
F3

42.27
43.27
35.77

44.38
51.93
37.56

53.26
54.52
45.07

55.92
57.25
47.33

41.42
42.41
35.06

49.71
44.53
36.81

52.19
46.75
38.65

54.80
49.09
46.38

57.54
58.91
48.70

60.42
70.69
51.62

September

F1
F2
E3

42.27
43.27
35.77

45.65
47.60
26.83

50.22
51.41
29.51

37.66
48.84
31.87

41.42
42.41
35.06

45.57
31.80
26.29

34.17
34.35
28.40

36.91
25.76
31.24

39.86
28.34
23.43

29.90
31.17
20.85

October

F1
F2
F3

42.27
43.27
35.77

38.89
38.51
44.72

34.61
35.43
39.80

38.07
42.52
36.61

41.42
42.41
35.06

36.87
4453
38.91

41.29
40.96
35.80

37.99
43.01
31.86

34.95
38.28
35.69

39.14
34.07
39.25

November

F1
F2
F3

42.27
43.27
35.77

41.42
41.11
35.06

39.35
40.29
33.30

38.57
39.48
32.64

41.42
42.41
35.06

39.35
41.56
34.36

38.57
40.73
33.67

37.79
39.91
31.99

37.04
37.92
31.35

36.30
36.02
30.41

December

F1
F2
F3

42.27
43.27
35.77

40.16
45.87
3291

42.56
43.57
34.89

39.16
40.09
33.14

41.42
42.41
35.06

4391
39.01
32.25

40.40
37.06
30.64

38.38
34.10
32.48

36.46
36.14
29.88

34.63
38.31
29.28

Fixed cost (€)

650

675

575

375

725

650

625

500

550

850
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Table A3. Bilateral contracts lower bounds (MWh).

15 of 17

Bilateral Contracts 1 2 3 4 5 6 7 8 9 10
F1 987 1538 874 855 11.01 1481 949 11.39 836 19.37
January F2 529 825 468 458 590 794 509 611 448 10.38
F3 980 1527 867 848 1093 1470 942 11.31 829 19.22
F1 1110 1729 9.82 9.60 1238 16.65 10.67 1281 9.39 21.77
February F2 487 759 431 422 543 731 468 562 412 955
F3 785 1223 695 680 876 1178 755 9.06 6.64 1540
F1 974 1517 862 843 10.86 1461 937 1124 824 19.11
March F2 504 784 445 436 562 755 484 581 426 9.88
F3 753 1174 667 652 840 1130 724 869 638 1478
F1 449 699 397 38 501 673 432 518 380 8.80
April F2 380 592 336 329 424 570 366 439 322 746
F3 768 1196 679 664 856 1152 738 886 650 15.06
F1 668 1040 591 578 745 1002 642 771 565 13.10
May F2 434 677 384 376 48 652 418 501 368 852
F3 930 1449 823 8.05 1037 1395 894 1073 7.87 1824
F1 793 1235 701 686 884 1189 762 915 671 1555
June F2 521 812 461 451 581 7.82 5.01 6.02 441 1023
F3 9.01 1403 797 780 10.05 1351 8.66 1040 7.62 17.67
F1 965 1504 854 835 10.77 1448 928 11.14 8.17 1893
July F2 576 897 509 498 642 864 554 664 487 11.29
F3 931 1450 824 806 10.38 1396 895 10.74 7.88 18.26
F1 263 409 232 227 293 394 253 303 222 515
August F2 364 567 322 315 406 546 350 420 3.08 7.14
F3 819 1276 725 709 914 1229 788 945 693 16.07
F1 689 1073 610 596 769 1034 6.63 795 583 1352
September F2 466 726 412 403 520 699 448 538 394 9.14
F3 814 1267 720 704 907 1220 782 939 688 1596
F1 750 1168 664 649 837 1125 721 865 635 1471
October F2 496 772 438 429 553 743 476 572 419 9.72
F3 862 1343 763 746 962 1294 829 995 730 1692
F1 9.14 1423 808 791 10.19 1371 879 1054 773 1792
November F2 497 774 439 430 554 745 478 573 420 9.74
F3 840 13.09 743 727 937 1261 808 970 7.11 1648
F1 805 1253 712 696 897 1207 774 928 681 1578
December F2 461 718 408 399 514 692 443 532 390 9.04
F3 1014 1580 897 878 11.31 1521 9.75 11.70 858 19.89
Table A4. Bilateral contracts upper bounds (MWh).
Bilateral Contracts 1 2 3 4 5 6 7 8 9 10
F1 9875 10254 8735 5697 11014 98.75 9495 7596 83,55 129.13
January F2 5294 5497 46.83 30.54 59.05 52.94 50.90 40.72 4479 69.23
F3 98.00 10177 86.69 56.54 109.31 98.00 9423 7539 8293 128.16
F1 11099 11525 98.18 64.03 123.79 11099 106.72 8537 9391 145.14
February F2 4871 50.58 43.09 2810 54.33 48.71 46.84 3747 4122 63.70
F3 7852 81.54 6946 4530 87.58 78.52 7550 6040 6644 102.69
F1 9741 10115 86.17 56.20 108.65 97.41 93.66 7493 8242 12738
March F2  50.36 5230 4455 29.05 56.17 50.36 4842 3874 4261 65.86
F3 7535 7824  66.65 4347 84.04 75.35 7245 5796 63.76  98.53
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Table A4. Cont.

Bilateral Contracts 1 2 3 4 5 6 7 8 9 10

F1 4489 4661 3971 2590 50.07 44.89 4316 3453 3798 58.70
April F2 38.02 3949 33.64 2194 4241 38.02 3656 29.25 3217 49.72
F3 7678 79.73 6792 4430 85.64 76.78 73.83 59.06 64.97 100.41

F1 6679 6936 59.08 3853 7450 66.79 6422 5138 5652 87.34
May F2 4344 4511 3843 25.06 4845 4344 4177 3342 3676 56.81
F3 9300 9657 8227 53.65 10373 93.00 8942 7154 78.69 121.61

F1 7927 8232 7012 4573 88.42 7927 7622 6098 67.08 103.66
June F2 5213 5414 46.12 30.08 58.15 5213 50.13 40.10 44.11 68.17
F3 9009 9356 79.70 5198 10049 90.09 86.63 69.30 7623 117.81

F1 9653 10024 8539 55.69 107.67 96.53 9282 7425 81.68 126.23
July F2 5758 59.79 5094 3322 6422 5758 5536 4429 4872 75.30
F3 9310 96.68 8235 5371 103.84 93.10 89.52 7161 7877 121.74

F1 2627 2728 2324 1515 2930 2627 2526 2021 2223 34.35
August F2 3641 37.81 3221 21.01 4061 3641 3501 28.01 30.81 47.61
F3 8192 85.07 7247 4726 9137 8192 7877 63.02 6932 107.13

F1 6890 7155 6095 39.75 7685 6890 6625 53.00 5830 90.10
September F2  46.61 4840 4123 2689 5199  46.61 44.82 3585 3944 60.95
F3 8136 8449 7197 4694 9074 8136 7823 6258 68.84 106.39

F1  75.01 7789 6635 4327  83.66 7501 7212 5770 6347 98.08
October F2 4955 5146 4383 2859 5527 4955 47.65 38.12 4193 64.80
F3 8624 8956 7629 49.75 96.19 8624 8292 6634 7297 112.77

F1 9138 9489 80.83 5272 10192 9138 8786 7029 7732 119.49
November F2 4966 5157 4393 28.65 5539 49.66 4775 3820 42.02 64.94
F3 84.04 8727 7434 4848 9374 84.04 80.81 64.65 71.11 109.90

F1  80.45 83.55 71.17 4641 89.73 8045 77.36 61.89 68.07 105.21
December F2  46.11 47.88 40.79 26.60 51.43 46.11 4433 3547 39.01 60.29
F3 10142 10532 89.72 5851 113.13 10142 9752 78.02 85.82 132.63
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