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Abstract: Demand response (DR) aggregator controlling and aggregating flexible resource of
residential users to participate in DR market will contribute the performance of DR project. However,
DR aggregator has to face the risk that users may break the contract signed with aggregator and
refuse to be controlled by aggregator due to the uncertainty factors of electricity consumption.
Therefore, in this paper, community operator (i.e., DR aggregator) is proposed to equip auxiliary
equipment, such as energy storage and gas boiler, to compensate for power shortage caused by
users’ breach behavior. DR aggregated resource with different auxiliary equipment will have
different characteristics, such as breach rate of DR resource. In the proposed DR framework,
for selling the aggregated resource, community operator has to compete the market share with
other operators in day-ahead DR market. In the competition, each operator will try its best to
make the optimal bidding strategy by knowing as much information of its opponents as possible.
But, some information of community operator (e.g., DR resource’s characteristic) belongs to privacy
information, which is unknown to other operators. Accordingly, this paper focuses on the application
of incomplete information game-theoretic framework to model the competition among community
operators in DR bidding market. To optimize bidding strategy for the high profit with incomplete
information, a Bayesian game approach is formulated. And, an effective iterative algorithm is also
presented to search the equilibrium for the proposed Bayesian game model. Finally, a case study is
performed to show the effectiveness of the proposed framework and Bayesian game approach.

Keywords: demand response; DR aggregator; DR resource’s breach; Bayesian game; energy storage;
gas boiler

1. Introduction

The fast-growing electricity demand driven by the development of social economy has made the
current power grid face serious challenges, such as grid security and power supply reliability [1,2].
Since electricity cannot be largely stored, power grid has to constantly balance energy supply
and demand, reducing supply when generation exceeds consumption and increasing supply when
consumption exceeds generation. Once the supply is incapable of meeting the demand, blackout will
happen which can be solved by building new power plants to promote the energy supply ability or
reducing the energy consumption of consumers to alleviate the demand pressure [3]. Considering energy
shortage periods only occur in a few time slots, it may be not very economically feasible to build a new
power plant. Therefore, for this reason, demand response (DR) project has been applied extensively in
demand side, including price-directed DR and incentive-directed DR [4,5]. Because there exists a lot of
flexible resource in demand side, especially in residential side, hence, a well-designed DR framework
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via introducing market mechanism can effectively yield peak shaving capability under emergent
circumstances [6]. However, since single residential consumer has limited DR resource, residential
consumers are usually not eligible to directly participate in DR market [7,8]. Under the background,
DR aggregator gradually appears, which is referred to as a cooperative consumer, virtual power plant
and load aggregator in different contexts [7,9]. Such aggregator, who is the intermediary institution
between DR purchaser and consumers, will participate in the DR bidding market with other aggregators
by aggregating consumers’ DR resource. With the assistance of DR aggregator, more flexible resource
in consumer side can participate in the DR project, and power grid can also economically relieve the
supply pressure from consumer side [10].

In recent years, the bidding problem of DR aggregators for participation in the market has been
widely investigated in the literature. Authors in [11,12] presented optimal bidding strategy in the
day-ahead market via load aggregator aggregating flexible DR resource. A price-based self-scheduling
mixed-integer linear programming model for an aggregator was proposed in [13], with the aim
to maximize the aggregator’s payoff for participation in the day-ahead market. While in [14],
an optimization model was proposed for planning and operating DR resource managed by a
price-maker aggregator participating in the market, through both a deterministic and stochastic
approach. Additionally, some examples on the bidding strategies of virtual power plants consisting
of distributed generation and energy storage were also found in the literature [15-18]. Concretely,
study [15] concentrated on a novel DR scheme that avoids the need to predict the price elasticity of
demand by ranking candidate load profiles of consumers in the preference order. The bidding problem
was formulated in [17,18] with reference to the day-ahead energy and spinning reserve markets.
The presented problem was a nonlinear mixed-integer linear programming problem, which was solved
by using a genetic algorithm. Different from above referred research, some literatures grasped the
dynamic interaction characteristics of market participants in the process of strategy optimization and
then introduced game theory into the DR mechanism [19-22]. Specifically, some literatures focused
on the bidding strategy optimization of DR aggregator with game theory [23-26]. For example,
research [24] employed non-cooperative game approach to analyze the bidding strategies of load
aggregators in the day-ahead market. Authors in [25] proposed a game-theoretic approach to develop
a decentralized aggregated control algorithm to seek for an optimal energy usage plan for a population
of heterogeneous loads by employing potential game theory. While in [26], a Stackelberg game model
was formulated between DR aggregator and electricity generators, in which DR aggregator played
as the leader to make demand reduction bids, and generators played as followers to compete for
maximizing their profits.

The above referred papers are all developed on basis of the complete information. However, since
much information in reality is unknown to all participants in the market or many participants refuse to
share their private information, consequently, each participant in the market does not have information
about other opponents in terms of cost functions or payoffs. Therefore, the complete information
approach is not suitable for the situation with incomplete information. Based on the background,
this paper mainly concentrates on the optimization of bidding strategy for community operators
(i.e., DR aggregator) in DR market considering the incomplete information. Here, bidding strategy
mainly refers to planning DR resource which will be sold to DR purchaser by DR aggregator in real-time
scheduling. By formulating the incomplete information game model, community operators can obtain
the optimal profit in the bidding market by speculating opponents” information. In our proposed
scenario, community operator is a commercial organization who aggregates DR resource of residential
community to participate in the market bidding by signing the contract with users to obtain the control
of appliances. Considering DR resource’s breach due to the consumption randomness of users, some
community operators will equip auxiliary equipment (e.g., energy storage or gas boiler) to compensate
the breach amount to enhance DR resource quality. Here, DR resource’s breach mainly refers to breach
behavior of users who have signed contract with aggregator but refuse to be in DR. Community
operators with different auxiliary equipment, which can be divided into different types, will have
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different quality characteristics of DR resource. In order to protect the privacy of market participants,
DR market will not broadcast the information about community operators’ types. While in DR market,
the payoff of community operator is correlated with the price of DR resource that will be influenced by
the grade of DR resource and bidding amount of market participants. Hence, each community operator
can know its own payoff but cannot acknowledge other opponents’ payoffs completely because their
concrete type is not public information. For that, it is necessary for a community operator to model its
opponents’ expected payoffs according to the probability distribution on opponents’ types. That is,
Bayesian game approach will be employed to formulate the bidding optimization model in the paper.
In brief, the contributions of this paper are as follows.

1. A DR framework is proposed to optimize the bidding strategy of DR resource for community
operators considering the risk of DR resource’s breach.

2. A Bayesian game based approach is formulated for the proposed scenario with incomplete
information to promote the participants’ profit, and then an iterative algorithm is designed to
obtain the bidding equilibrium among community operators.

3. A case study is carried out to verify the performance and effectiveness of the proposed Bayesian
game approach by simulating the bidding strategy optimization of 3 community operators.

The proposed DR framework is introduced in Section 2. In Section 3, system model is formulated.
Section 4 focuses on the formulation of Bayesian game among community operators. Then, case study
is presented in Section 5. Finally, this paper is concluded in Section 6.

2. Proposed DR Framework

A DR framework is proposed with N community operators and one DR purchaser, which is
shown in Figure 1. DR purchaser in real power system can be grid dispatching department or energy
selling company. Community operator, being as an intermediary institution, plays an important
role in load aggregation for the flexible DR resource of community consumers, and then sells the
resource to DR purchaser for profit. In each community, except for DR resource, some community
operators have equipped auxiliary equipment to promote the quality of DR resource, such as gas boiler
or energy storage.

In our proposed scenario, before conducting DR project, community operator will sign contract
with users in the community to obtain the control of flexible load. According to the contract
volume, community operator will compete the market share with other operators in DR bidding
market. However, since energy consumption of users has a certain randomness, some users may
break the contract and control the load by self. Once there exists DR resource’s breach, community
operator will not complete the bidding amount and will be punished by DR purchaser. Therefore,
in the bidding market, community operator must take DR resource’s breach into the consideration.
As for bidding mechanism in the market, DR purchaser will broadcast market price information
to all community operators. In our scenario, DR purchaser has divided DR resource into different
grades according to the degree of DR resource’s breach. The price will be higher for DR resource
with lower breach. Consequently, some community operators will compensate the breach amount
with gas boiler or energy storage to promote the grade of DR resource. Hence, community operators
can also be divided into different types according to their auxiliary equipment. After broadcasting
price information, community operators tell DR purchaser if they participate in the bidding market.
Furthermore, DR purchaser will gather participants” information and broadcast to all participants.
However, considering the protection of private information of participants, the broadcast information
only contains the number of participants, probability distribution on community operators’ types.
According to the received information, community operators will make the optimal strategy to
maximize the self-profit with Bayesian game theory and then summit the bidding strategy to DR
purchaser. Additionally, the above referred DR framework needs to be supported by grid’s physical
platform. Therefore, we assume that: (a) Community operators and DR purchaser can communicate
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each other with bi-directional information network. (b) Advanced metering infrastructure is equipped
in consumer side to control flexible loads and transfer data, including smart meter, bi-directional
information network, and measuring-data management system.
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Figure 1. Framework of demand response (DR) market with community operator considering DR
resource’s breach.

3. System Model

Based on the proposed scenario, there are N community operators who willing to participate in
DR market with the set A/ = [1,2- - - N]. DR purchaser has to purchase DR resource in 7 = [1,2- - T]
time slots and DR resource is divided into Z = [1,2 - - - I grades.

3.1. Gas Boiler Model

Gas boiler can provide thermal energy demand of community users by consuming fossil fuel.
In the scenario, we assume that gas boiler consumes natural gas. When consumers irregularly use
electrical heating appliance for thermal demand, gas boiler can replace heating device to satisfy the
same demand of users, thus reducing breach amount of DR resource. Assume that the breach amount
of thermal demand in community 7 is h, in time slot #, hence, following equation has to be obeyed [27]

h:l = 77b/\gasr£1 1)

where 1, is the thermal efficiency of the boiler; Agys is the calorific value of natural gas; !, is the natural
gas consumption.

3.2. Energy Storage Model

Similarly, energy storage can also be employed to compensate the breach amount of DR resource.
Storage will supply energy when users are unwilling to take part in DR. Assume that Soc/, is
energy state of storage at the beginning of time slot {. Considering energy conversion losses in the
operation, storage charging and discharging efficiencies are represented by 7, and 74;s, respectively.
Accordingly, if energy state of storage is Socl; ! at the beginning of time ¢, then storage state Soc!, can
be calculated as [28]
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Socj, = Socy ' + ener™ — 1/naisess™! @

where 0 < #ch, gis < 1, e and edis are charging and discharging energy in time slot £, respectively.

Since this paper mainly concentrates on the load peak shaving with DR resource, energy storage in

time slots 7 is mainly on discharging state. Therefore, the value of e in time slot ¢ is 0.

3.3. Bidding Price Model

In order to maintain bidding market stability, it is necessary for DR purchaser to design
a reasonable bidding price model. Assume that bidding price of grade i of DR resource is p! in
time slot ¢, and bidding amount of all community operator is x! in time slot ¢ for grade i. Considering
that market price generally has a significant linear relation with load demand level, the bidding price
can also be designed as a linear function

pi = aix} + b} 3)

where 4! < 0 and bl > 0 are coefficients of grade i of DR resource. It needs to point that,
when community operator # has the ith grade of DR resource, then it can participate in the bidding of
corresponding grade of DR resource with other same type of operators, otherwise the bidding amount
is set to 0.

3.4. DR Resource’s Breach Model

Due to the randomness of users’ daily energy consumption, it is unrealistic to assume that users
will completely obey the control of community operator. It is unavoidable for users to break the
contract in the real-time scheduling. Assume that bidding amount of community operator 7 is x!, for
one grade of DR resource, and breach amount of users in the community 7 is &}, It is obvious that
the value of 4%, is in [0, x},]. This paper adopts truncated normal distribution to simulate stochastic
distribution of breach amount &/,.

Assume that § (u,(TZ), 0 and Jy are positive real numbers, hence, the distribution of § under
the condition of §; < 6 < 4y is called truncated normal distribution, which can be represented
as N (u,02,6,64). And the probability density function is [29]

o(°5")
f(ne,6,8) = ol e 0= @
0 & > 9,6 <dy

where ¢ (-) and @ (-) are probability density function and cumulative distribution function of standard
normal distribution, respectively. Combining the breach amount &, of community operator 7, it is
known that § = &, § = 0 and 6, = x!,. Accordingly, the expected breach amount in the community n
can be expressed as

_ Xt
9 () — g (")

t_ _
@ (M) @ ()

The above analysis is only for the case of bidding amount x!, > 0. When bidding amount is x/, = 0,
obviously, the breach amount &/, is also equal to 0. Here, breach percentage v, = Ed',/x!, is used to
define the grade of DR resource. When breach percentage satisfies 'ylmi“ <y < ('ﬁnin and "
are upper-lower limit of ith grade of DR resource), then such DR resource is defined as ith grade.

©)
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4. Bayesian Game among Community Operators

To achieve a high profit in DR market, each community operator will participate in the bidding
with other operators. Such competition among operators can be described with non-cooperative game
theory. Therefore, in this section, non-cooperative game model will be firstly formulated to optimize
the bidding strategy under the complete information. And then Bayesian game approach is proposed
to search the optimal strategy considering the existence of incomplete information.

4.1. Community Operator’s Profit Model

Community operator’s profit mainly comes from DR purchaser, gas boiler, and energy storage.
Accordingly, we can obtain the following profit model.

1. Profit from DR purchaser

From DR purchaser, community operator’s income is the earning for selling DR resource, and
cost is the punishment for DR resource’s breach. According to the bidding price, when DR
resource of community operator 7 is the ith grade, then the profit from DR purchaser can be
expressed as

T
W,]?R = Z (pfx; — qiEé,tq — Cuser (x; - E(sttl)) (6)
t=1

where g; is the punishment for ith grade of DR resource’s breach, cyser is the price paid
to consumers.
2. Profit from gas boiler

From gas boiler, community operator’s income is the earning for providing heat to users, and
cost is the energy cost for natural gas, investment and maintenance cost. Accordingly, profit from
gas boiler can be expressed as

T
WP = Y (sl — cgast’ ) — CF %)
t=1
where s!! is heat price charged from users; Cgas is natural gas price; CS$B is the investment and
maintenance of gas boiler with the following formula

1 r(1+r)¥ce
CGB kln SGB 8
365 P (1+r)¥eE —1 - 2 ®)
where ki and k&% are investment price and maintenance price, respectively; r is the discount
rate; ycp is the lifetime of gas boiler; S$P is the capacity of gas boiler.
3. Profit from energy storage

From energy storage, community operator’s income is the earning for providing electricity to
users, and cost is the electricity cost for charging storage, investment and maintenance cost.
Accordingly, profit from energy storage can be expressed as

T
wes =Y (Se@dm Celels™" / (Wchﬂdis)) —C® ©)
=1

where s, is electricity price charged from users; ceje is electricity price charged by public grid;
CES is the investment and maintenance of energy storage with the following formula
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1 i r(147)¥ms L ; ;
ES _ ES dis, t dis, t
G = %kipsmsn + t;"%‘é (enls +e”/ (Uchﬂdis)> (10)
where k%‘s and kg3 are investment price and maintenance price, respectively; ygs is the lifetime
of energy storage; SES is the capacity of energy storage.

4.2. Game Formulation with Complete Information

In the game with complete information, the grade of DR resource participating in the bidding
market is well known to all other community operators. Furthermore, each community operator tries
to maximize its own payoff in the bidding market by acknowledging other community operators’
strategies. Consequently, the complete information game among community operators can be
formulated as follows [30].

1.  Players: All community operators who willing to participating in the bidding market.
Strategies: each community changes its bidding strategy x!, to maximize its payoff.
3. Payoffs: the payoff of each community operator is defined as

Py (xn/ x7n> = W;?R + KSBWSB + KSSWES (11)
where x, = [x},x2,---xl] is the bidding strategy set of community operator n
andx_, = [x1,--+,Xy—1, X541, -, XN] is the bidding strategy set of all community operators

except operator 7; KB = 1 and KES = 1 represent community operator 7 has equipped gas
boiler and energy storage, otherwise K{® = 0 and KES = 0.

Community operator # is willing to schedule bidding amount of DR resource to maximize
its own payoff on basis of it opponents’ strategies until no community operator wants to change.
This equilibrium state is called Nash equilibrium, which can be expressed as following formula

Py (x5, x%,) > P (x,,x%,) (12)

where (xj;, x* ;) is Nash equilibrium of community operators in the bidding market. Once the Nash
equilibrium is reached, the payoff for any community operator # will be reduced by changing from
equilibrium x;;.

4.3. Bayesian Game Formulation

In the above formulated game model, each community operator has the full information of
other operators about DR resource’s grade and knows their payoff function completely. However,
it is difficult to conduct the above complete game in reality because much information of other
opponents is unknown to community operator. Consequently, the above game theory with complete
information cannot be applied in such case. For that reason, Bayesian game theory is employed to
describe the game behavior among community operators with incomplete information. Bayesian
game, which was first proposed by Harsanyi, is an effective approach to formulate the game model
with incomplete information via introducing Bayesian formula [31]. Different from the complete
information game, except for three basic elements (i.e., players, strategies, and payoffs), Bayesian game
has also considered other two elements, that is, the types of player and the probability distribution
of the types. In this section, a detailed description about Bayesian game formulation will be given
combining the proposed scenario.

Community operators with different auxiliary equipment will have different characteristic of
DR resource, which can be divided into different types. Assume that the types of community
operators are divided into J = [1,2---]] kinds. Accordingly, suppose that the type space of
community operator # is J, and the actual type of operator #n is j,. Furthermore, the type space
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combination for all community operatorsis ] = J; X [, X - -+ X Jiy and the actual type combination is
j=11 - ,jn -, jn]- Due to the lack of information about other operators’ types, each community
operator will estimate the types of these operators on basis of the probability distribution of the types.
Accordingly, the following formula can be employed

N
. . [T Pr (]n)
. Ly Pr (]—n/]n) _ n=1
Pr (]f'rl |]n) - Pr (]n) - Pr (]n) (13)

wherej_, = [j1,-* ,jnu-1,Jn+1- - ,jN] denotes the actual type combination of other N — 1 community
operators; |, = J;1 X - -+ X J,_1 X Ju41- -+ X Jy denotes the type space combination of other N —1
community operators; Pr (j_|j,) denotes the conditional probability for the type combination j_, of
other N — 1 community operators when operator n belongs to type jn; Pr (j—u, ju) = Pr (j) denotes the
joint probability for the type combination j = [j1,- -, ju, - - -+ , jn] of all community operators. The value
of probability Pr (j,) can be obtained according to the proportion of community operators with type j
in all operators. For example, assume that there are total M community operators in the grid, and in
these operators, m operators belong to type j. Then, if we choose any one from M operators as operator
n, the probability of operator n being type j can be considered as Pr (j,) = m/M. Here, it needs to
note that, although there are M community operators in the grid, not all operators will participate
in day-ahead market of the same day. In this paper, it is assumed that N community operators will
participate in the bidding market of the same day. According to the formula (13), the incomplete
information game can be divided into multiple complete information games by ascertaining the actual
types of community operators. The number of complete information games is determined by the
number of elements in the type space combination J_,. Therefore, based on the payoff formulaes (11)
and (13), the expected payoff of community operator n with type j,; can be calculated as

EPy (xn (ju) , X—n (j—n)) = Z Py (xn (ju) , X—n (j—n)) Pr (j—nljn) (14)
j-n€J-n
where x;, (j, ) denotes the bidding strategy of community operator n with type ju; x_, (j—n) denotes the
bidding strategy of other community operators with type combination j_,. Similarly, Bayesian Nash
equilibrium can be defined as follows

EPy (x5, (jn) X2y (G=n)) = Pu (%, (jn) Xy (j=n)) (15)

where (x}, (jn),x*,, (j—n)) is Bayesian Nash equilibrium. Once the equilibrium is reached, the payoff
for community operator n with type j, will be reduced by changing from equilibrium x;; (j,).

Based on the formula (14), our target is to search the Bayesian Nash equilibrium to maximize
the expected payoff of community operator in the bidding market. That is to solve the following
optimization problem

max EPy (xn (ju), X—n (j—n)) (16)

X (fn)

Therefore, for community operator 1, under the bidding strategy x_, (j—») of other operators,
operator n will schedule its own bidding strategy x; (j,) to search the maximal expected daily profit.
Additionally, in the process of optimization, following constraints must be obeyed in order to guarantee
the validity of the solution.

1.  DRresource’s grade constraint

Community operators employ gas boiler and energy storage to promote the grade of DR resource.
In which, gas boiler can reduce breach amount by substituting electrical heating appliance;
while energy storage can compensate breach amount via providing electricity for users. When
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community operator equips gas boiler or energy storage, its expected breach amount can be
expressed as
. Ae xl
ESt = / 0do+ [ " (56— Ae) f (u, 2,8, 5u) ds (17)
0 Ae

where Ae is the compensation amount by gas boiler and energy storage, which is equal to

Ne = KGPHj, /ng + K Se™! (18)

where 772 is the energy efficiency ratio of electrical heating appliance. Based on formulaes (17) and
(18), the breach amount will be reduced to E&, from the perspective of DR purchaser. Therefore,
the breach percentage changes to 4, = E&!,/x!,. When community operator 1 wants to participate
in the bidding of ith grade of DR resource, then breach percentage 4, must satisfy the upper

max
1

limit vy

- St t
{ ,Yn - E(Si’l/xl’l (19)

,ﬁnin < '?n < ,),lmax
2. Device output constraint

Energy output of gas boiler and energy storage have to be less than the maximal energy
output of device

< dis,t < dis,max
0< eytZ <ey (20)
0 < h;, < hjpax
where %M@ and jMaX are the maximal energy output of energy storage and gas boiler.
Additionally, the state of energy storage has to satisfy
(1 - DOD) SES < Soct, < SES (21)

where DOD is the maximal discharge depth of energy storage.
3.  Bidding amount constraint

Each community operator makes bidding strategy according to the DR resource level in its native
users. Since flexible loads only take a certain percentage of all users’ loads, the bidding amount
must satisfy

0 < xl, < xlmax (22)

4.4. Distribution Algorithm

Based on the formulated Bayesian game model, a distributed algorithm is proposed to search
the Bayesian Nash equilibrium for community operators, which is presented in Algorithm 1.
In the algorithm, N — 1 in step 4 represents N — 1 community operators except operator 7; optimization
problem in step 7 is solved by interior point method. According to the process of algorithm, we can
know that each community operator with each type has to constantly readjust its bidding strategy
until the Nash equilibrium is reached. The dynamic bidding-making process can be reflected with
following steps:

1.  Community operator n with type i, initializes its bidding strategy;
2. Community operator n will optimize the bidding strategy of its opponents;
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3. On basis of the optimal strategy of opponents, community operator n will optimize its own
bidding strategy;

4.  Repeat step 2 and 3 until all operators’ strategies is unchanged.

Note that, the above steps are all executed by community operator n, and other community
operators will also have the same decision process.

Algorithm 1: Executed by each community operator n € N’

Input: Price policy, community operators’ types, probability distribution
Output: Bayesian Nash equilibrium for community operators
Initialization: Bidding strategy x, (j,) for all community operators.
Repeat
m=1;
form < N—1do
j=1
while j < ]| do
Update community operator n’s strategy by solving problem (16) ;
j=j+L
end
m=m+1;
end
Until all community operators have obtained the optimal strategy ;
Return community operator n’s bidding type strategy x, (jn ).

© 0 NN Ul kR W N =

<
W N = o

5. Case Study

In this section, case study will be presented to show the performance and effectiveness of the
proposed DR framework and formulated Bayesian game model. The proposed algorithm is executed
by MATLAB R2012b on the personal computer with Intel(R) Core(TM) i7-7700 CPU@3.60 GHz and
RAM 8.00 GB.

5.1. Simulation Parameters

Assume that grid dispatching department will purchase DR resource from community operators
during 18:00-21:00, and each scheduling cycle is 15 min. Accordingly, there are 12 cycles with
T = [1,2---12]. Additionally, DR resource’s grades are divided into 3 kinds: grade 1 for 4" = 0
and "™ = 3%; grade 2 for 'yg‘in = 3% and 3" = 8%; grade 3 for 713“1“ = 8% and 3" = 13% [32].
The price parameters broadcasted by grid dispatching department to the market is shown in Table 1.

Table 1. Price parameters for different grades of DR resource.

DR Resource  18:00-19:00 (£ = 1-4)  19:00-20:00 (£ = 5-8) ~ 20:00-21:00 (¢ = 9-12)

a=—0.01 a= —0.03 a=—0.01

b=144 b=18 b=144

Grade g=18 g=22 g=18
Cele = 0.3 Cele = 0.5 Cele = 0.3
a=—002 a=—004 a=-002

b=12 b=15 b=12

Grade 2 g=18 g=22 g=18
Cele = 0.3 Cole = 0.5 Cele = 0.3
a=—003 a=—005 a=—003

b =086 b=108 b=086

Grade 3 g=18 g=22 g=18
Cele = 0.3 Cele = 0.5 Cele = 0.3
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We assume that, in 7 = [1,2---12], there are 3 community operators participating in the
bidding mechanism for DR market share. Considering the protection of players’ private information,
DR purchaser only broadcasts the overall situation of players, such as community operators’ types and
probability distribution. Here, suppose that the proposed DR project is implemented in initial stage,
and there exists 3 possible types in 3 community operators: type 1 is that community operator equips
gas boiler; type 2 is that community operator equips energy storage; type 3 is that community operator
only has DR resource. And, the probability of community operator being each type is equal to 1/3 [33].
Actually, for each community operator, it knows its own type but doe not know its opponents’ types.
Assume that the actual type of community operator 1 is type 1, community operator 2 is type 2, and
community operator 3 is type 3. As for the randomness of users’ daily energy consumption, assume
that u = 0, c = 0.15x!,. Additionally, the maximal discharging energy in one time slot is 0.4 MWh,
and the maximal percentage of heat energy demand in total energy demand varies from 20%-60%
during 18:00-21:00. DR resource of 3 community operators in each time slot is shown in Figure 2.
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Figure 2. DR resources of 3 community operators.

5.2. Equilibrium Solution

According to the Algorithm 1, each community operator will optimize its own bidding strategy by
estimating its opponents’ types with the probability distribution. Consequently, the bidding strategy
of 3 community operators is presented in Figure 3. It shows that community operator 2 has obtained
the highest market share during 18:00-21:00, while community operator 3 has the least market share
in the DR bidding. From the aspect of DR resource’s grade, without the assistance of gas boiler and
energy storage, community operator 3 can only participate in the bidding for the 3rd grade of DR
resource. And in most of time, community operator 1 and 2 can participate in the bidding for the 2nd
grade of DR resource. Since the limitation of percentage of heat demand and discharging power of
energy storage, community operator 1 and 2 can participate in the bidding for the 1st grade of DR
resource in only a few time slot (i.e., t = 7-8 for operator 1 and t = 1 for operator 2). In addition, in time
slot t = 5-8, the bidding amount of community operator 3 only achieves 50%—-60% of its maximal DR
resource, while community operator 2 has achieved above 90% of its maximal DR resource. The main
reason is that, since community operator 1 and 2 have equipped gas boiler or energy storage, they
can compete more DR amount by promoting the grade of DR resource to reduce the punishment of
breach amount. However, community operator 3 only has the original DR resource with high breach
percentage, if operator 3 compete more DR amount, then it has to face the high punishment, especially
in time slot 5-8.
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Table 2 shows the optimal profit of 3 community operators. Obviously, community operator 2
has the highest total profit, while operator 3 has the lowest total profit. It shows that community
operators with auxiliary equipment will have a higher profit than the profit of operators without
auxiliary equipment. Furthermore, due to the high investment and maintenance cost of energy storage,
community operator 2 has the negative profit from energy storage. But, in fact, community operator 2
can have a positive profit from energy storage by increasing the electricity price. As long as the
electricity price is lower than the price set by public grid, users will be willing to purchase energy
from energy storage. Moreover, comparing the initial profit of 3 community operators (i.e., operator 1
is 28.39 x 10° RMB, operator 2 is 30.72 x 10° RMB, and operator 3 is 7.55 x 103 RMB), one can see
that after optimization with the proposed approach, each community operator will have a better
performance on the daily profit. Therefore, for community operators in the DR market, they are willing
to participate in the optimization of bidding strategy.
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Figure 3. Bidding amount of 3 community operators.

Table 2. Profit of 3 community operators (x 103 RMB).

Community Operator Operator1 Operator2 Operator 3

Profit from DR purchaser 31.54 36.41 9.97
Profit from gas boiler 1.23 0 0
Profit from energy storage 0 —0.63 0
Total profit 32.77 35.78 9.97

5.3. Impact of Energy Storage Capacity

From the result of Section 5.2, although community operator 1 and 2 have equipped gas boiler
and energy storage, they can only participate in the 1st grade of DR resource in a few time slots.
The main reason is due to the limitation of percentage of heat demand and discharging power of
energy storage. Considering the percentage of heat demand in the whole demand is generally stable
within a certain range, hence, it is difficult for community operator with gas boiler to further improve
the grade of DR resource. However, community operator with energy storage can further improve
the grade of resource by configuring larger discharging capacity. Hence, in this section, discharging
power of energy storage will be discussed to analyze the influence on the bidding strategy and profit
of community operators.
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Total profit of 3 community operators and bidding amount of 3 grades of DR resource for different
storage capacity are presented in Figures 4 and 5, respectively. In the simulation, discharging energy
of storage in 15 min is set to 0 MWh, 0.2 MWh, 0.4 MWh, 0.6 MWh, and the corresponding storage
capacity is set to 0 MWh, 2.5 MWh, 5 MWh, 5 MWh, respectively. From Figure 4, one can see that with
the increasing of storage capacity, the profit of community operator 2 is increased gradually, while
the profits of community operator 1 and 3 are affected in different degree. It is obvious that with
the increasing of storage capacity, the grade of DR resource has been gradually improved from 3rd
grade to 1st grade. Hence, community operator 2’s profit has a sustained growth. However, since the
market price of 3 grades of DR resource will be affected with the change of storage capacity, the other
2 operators’ profits will also be affected. For example, when discharging energy is changed from
0.2 MWh to 0.4 MWh, DR resource in most of time has been improved from 3rd grade to 2nd grade.
Consequently, the market price for 3rd grade will be increased while for 2nd grade will be declined.
Therefore, operator 1’s profit will be declined and operator 3’s profit will be increased. The bidding
amount of different grades of DR resource in Figure 5 has verified the result of community operators’
profit in Figure 4. By analyzing the impact of energy storage capacity on the bidding strategy and profit,
it shows that the configuration of storage capacity is an important research point for the proposed DR
program, which will be our next research direction in the future.
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Figure 4. Total profit of 3 community operators for different storage capacity.
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Figure 5. Bidding amount of 3 grades of DR resource for different storage capacity.

5.4. Benefit of Auxiliary Equipment

In the above analysis, community operators have different types due to the gas boiler and energy
storage. The auxiliary equipment takes an important role in the DR project. In this section, the optimal
result of 3 different scenarios will be presented to compare with the above result: (a) scenario 1:
community operators only have original DR resource, that is, all community operators belong to type 3;
(b) scenario 2: community operators all have equipped gas boiler, that is, all community operators
belong to type 1; (c) community operators all have equipped energy storage, that is, all community
operators belong to type 2. In other word, the game in 3 scenarios have degenerated into complete
information game. Note that, the maximal discharging energy in one time slot is 0.6 MWh for energy
storage. Accordingly, the optimal results are presented as follows.

Figure 6 shows the bidding amount of 3 grades of DR resource for different scenarios.
From the figure, we can see that auxiliary equipment has a great influence on the bidding strategy.
Specially, when community operators do not equip any auxiliary equipment, community operators
can only compete for the 3rd grade of DR resource due to the high breach amount of users.
While community operators all equip energy storage, the 1st grade of DR resource takes the main
market share. Furthermore, Figure 7 shows the bidding amount of 3 community operators in each time
slot for scenario 1. Comparing with the result of Figure 3, one can see that the bidding amount has all
reduced in each time slot. The main reason is that, since 3 operators all take part in the bidding of the
same grade of DR resource, the bidding price has reduced dramatically, but the punishment is still high.
Consequently, community operators have to reduce the bidding amount to guarantee the maximization
of profit in scenario 1. Based on the bidding amount, profit of 3 community operators for different
scenarios can be calculated, which is presented in Table 3. In scenario 1, each player has the same
profit due to the same bidding strategy and the profit is also the least in all scenarios. Comparing the
results of scenario 1 and proposed scenario, it can be found that the profit of each community operator
has been reduced dramatically, especially for operator 1 and 2. Although community operator 3
doesn’t equip any auxiliary equipment in the two cases, its profit also has been influenced, which has
been reduced about 60%. Comparing the results of scenario 2 and proposed scenario, it can be found
that although community operator 1 both equipped gas boiler, the profit has been reduced to some
degree. The main reason is that bidding price for the 2nd grade of DR resource is influenced with
the increasing of DR resource amount of the 2nd grade. Similarly, the profit of community operator 2
has also been reduced comparing the results of scenario 2 and proposed scenario. According to
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the above analysis, auxiliary equipment plays an important role in the aggregation of DR resource
and also contributes the increase of community operators’ profit. Therefore, with the promotion of
proposed DR program, community operators will gradually transform to type 1 or 2 by equipping gas
boiler or energy storage. However, when all market participants have equipped auxiliary equipment,
their profit will be decreased in a certain degree.

Table 3. Profit of 3 community operators for different scenarios (x 10° RMB).

Community Operator Operator1 Operator2 Operator 3

Scenario 1 3.55 3.55 3.55
Scenario 2 29.68 31.27 28.93
Scenario 3 31.67 33.10 30.78
Proposed scenario 38.34 43.69 8.28
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Figure 6. Bidding amount of 3 grades of DR resource for different scenarios.
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Figure 7. Bidding amount of 3 community operators in each time slot for scenario 1.



Appl. Sci. 2019, 9,576 16 of 17

6. Conclusions

In this paper, a Bayesian game approach is proposed to optimize the bidding strategy of
community operators considering the incomplete information. Community operators in DR market
lacks the information about other opponents’ types, which needs to be evaluated according to the type
combinations and joint probability distribution. Basically, Bayesian game model for each community
operator is formulated to maximize the expected daily profit. In order to search the Nash equilibrium
of the game, a distribution algorithm is proposed. Simulation results indicate that the proposed DR
framework and Bayesian game approach can promote the profit of community operators and also
enhance the performance of DR project. Moreover, analysis of energy storage capacity on the optimal
result shows that DR market will be influenced by energy storage capacity. And Community operators’
bidding strategy and profit will have a great change when operators change the configuration of
auxiliary equipment.

The results in this paper can be extended in several directions. For example, the proposed
approach is only applicable for the scenario where the types of participants are discrete and finite,
the following works will focus on the application of Bayesian game approach in the scenario with
continuous types. In addition, time delay characteristic in the paper is not considered for gas boiler.
But in practice, when gas boiler replaces heating device to satisfy users” demand to reduce breach
amount, such process will have a long time delay that has influence on DR scheduling. Therefore, it is
an important research point to take the time delay characteristic of gas boiler into consideration in the
scheduling of DR resource.

Author Contributions: B.G. contributed to developing the ideas of this research. X.L. and Y.L. performed the
research. All authors were involved in preparing this manuscript.

Funding: This research received no external funding.

Conflicts of Interest: The authors declare no conflict of interest.

References

1.  Zeng, B.; Wu, G.; Wang, J. Impact of behavior-driven demand response on supply adequacy in smart
distribution systems. Appl. Energy 2017, 202, 125-137. [CrossRef]

2. Bao, Z; Zhou, Q.; Yang, Z. A multi time-scale and multi energy-type coordinated microgrid scheduling
solution-Part I: Model and methodology. IEEE Trans. Power Syst. 2015, 30, 2257-2266. [CrossRef]

3.  Rodrlguez, L.R.; Ramos, ].S.; Domlnguez, S.A. Contributions of heat pumps to demand response: A case
study of a plus-energy dwelling. Appl. Energy 2018, 214, 191-204.

4. Alamaniotis, M.; Gatsis, N.; Tsoukalas, L.H. Virtual Budget: Integration of electricity load and price
anticipation for load morphing in price-directed energy utilization. Electr. Power Syst. Res. 2018, 158, 284-296.
[CrossRef]

5. Jacquot, P; Beaude, O.; Gaubert, S. Analysis and implementation of an hourly billing mechanism for demand
response management. IEEE Trans. Smart Grid 2018. [CrossRef]

6.  Dehghanpour, K.; Nehrir, M.H.; Sheppard, ]. W. Agent-based modeling of retail electrical energy markets
with demand response. IEEE Trans. Smart Grid 2018, 9, 3465-3475. [CrossRef]

7. Menniti, D.; Costanzo, F.; Scordino, N. Purchase-bidding strategies of an energy coalition with
demand-response capabilities. IEEE Trans. Power Syst. 2009, 24, 1241-1255. [CrossRef]

8. Chen, S,; Chen, Q.; Xu, Y. Strategic bidding and compensation mechanism for a load aggregator with direct
thermostat control capabilities. IEEE Trans. Smart Grid 2018, 9, 2327-2336. [CrossRef]

9. Kardakos, E.G.; Simoglou, C.K.; Bakirtzis, A.G. Optimal offering strategy of a virtual power plant:
A stochastic bi-level approach. IEEE Trans. Smart Grid 2016, 7, 794-806. [CrossRef]

10. Henriquez, R.; Wenzel, G.; Olivares, D.E. Participation of demand response aggregators in electricity markets:
Optimal portfolio management. IEEE Trans. Smart Grid 2018, 9, 4861-4871. [CrossRef]

11. Marialaura, D.; Giorgio, G.; Pierluigi, S. Optimal bidding strategy for a DER aggregator in the day-ahead
market in the presence of demand flexibility. IEEE Trans. Ind. Electron. 2019, 66, 1509-1519.


http://dx.doi.org/10.1016/j.apenergy.2017.05.098
http://dx.doi.org/10.1109/TPWRS.2014.2367127
http://dx.doi.org/10.1016/j.epsr.2018.01.006
http://dx.doi.org/10.1109/TSG.2018.2855041
http://dx.doi.org/10.1109/TSG.2016.2631453
http://dx.doi.org/10.1109/TPWRS.2009.2023750
http://dx.doi.org/10.1109/TSG.2016.2611611
http://dx.doi.org/10.1109/TSG.2015.2419714
http://dx.doi.org/10.1109/TSG.2017.2673783

Appl. Sci. 2019, 9,576 17 of 17

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

Jia, Y; Mi, Z.; Yu, Y. A bilevel model for optimal bidding and offering of flexible load aggregator in day-ahead
energy and reserve markets. I[EEE Access 2018, 6, 67799-67808. [CrossRef]

Parvania, M.; Fotuhi-Firuzabad, M.; Shahidehpour, M. Optimal demand response aggregation in wholesale
electricity markets. IEEE Trans. Smart Grid 2013, 4, 1957-1965. [CrossRef]

Calvillo, C.E; Sanchez-Miralles, A.; Villar, J. Optimal planning and operation of aggregated distributed
energy resources with market participation. Appl. Energy 2016, 182, 340-357. [CrossRef]

Mnatsakanyan, A.; Kennedy, S.W. A novel demand response model with an application for a virtual power
plant. IEEE Trans. Smart Grid 2015, 6, 230-237. [CrossRef]

Pourghaderi, N.; Fotuhi-Firuzabad, M.; Moeini-Aghtaie, M. Commercial demand response programs in
bidding of a technical virtual power plant. Ind. Inf. 2018, 14, 5100-5111. [CrossRef]

Mashhour, E.; Moghaddas-Tafreshi, S.M. Bidding strategy of virtual power plant for participating in energy
and spinning reserve markets-Part I: Problem formulation. IEEE Trans. Power Syst. 2011, 26, 949-956.
[CrossRef]

Mashhour, E.; Moghaddas-Tafreshi, S.M. Bidding strategy of virtual power plant for participating in energy
and spinning reserve markets-Part II: Numerical analysis. IEEE Trans. Power Syst. 2011, 26, 957-964.
[CrossRef]

Mohsenian-Rad, A.H.; Wong, VW.S,; Jatskevich, J. Autonomous demand-side management based on
game-theoretic energy consumption scheduling for the future smart grid. IEEE Trans. Smart Grid 2010, 1,
320-331. [CrossRef]

Gao, B,; Liu, X.; Zhang, W. Autonomous household energy management based on a double cooperative
game approach in the smart grid. Energies 2015, 8, 7326-7343. [CrossRef]

Baharlouei, Z.; Hashemi, M.; Narimani, H. Achieving optimality and fairness in autonomous demand
response: Benchmarks and billing mechanisms. IEEE Trans. Smart Grid 2013, 4, 968-975. [CrossRef]
Maharjan, S.; Zhu, Q.; Zhang, Y. Dependable demand response management in the smart grid: A Stackelberg
game approach. IEEE Trans. Smart Grid 2013, 4, 120-132. [CrossRef]

Contreras-Ocana, J.E.; Ortega-Vazquez, M.A.; Zhang, B. Participation of an energy storage aggregator in
electricity markets. IEEE Trans. Smart Grid 2017. [CrossRef]

Liu, X.; Gao, B.; Luo, J. Non-cooperative game based hierarchical dispatch model of residential loads.
Autom. Electr. Power Syst. 2017, 41, 54—60.

Guo, D.; Zheng, R.; Lin, Z. A game-theoretic approach to decentralized control of heterogeneous load
population. Electr. Power Syst. Res. 2016, 140, 552-559. [CrossRef]

Nekouei, E.; Alpcan, T.; Chattopadhyay, D. Game-theoretic frameworks for demand response in electricity
markets. IEEE Trans. Smart Grid 2015, 6, 748-758. [CrossRef]

Gao, B; Liu, X.; Chen, C. Economic optimization for distributed energy network with cooperative game.
J. Renew. Sustain. Energy 2018, 10, 055101. [CrossRef]

Atzeni, I.; Ordonez, L.; Scutari, G. Demand-side management via distributed energy generation and storage
optimization. IEEE Trans. Smart Grid 2013, 4, 866-876. [CrossRef]

Pender, J. The truncated normal distribution: Applications to queues with impatient customers.
Oper. Res. Lett. 2015, 43, 40-45. [CrossRef]

Samadi, P.; Mohsenian-Rad, H.; Schober, R. Advanced demand side management for the future smart grid
using mechanism design. IEEE Trans. Smart Grid 2012, 3, 1170-1180. [CrossRef]

Harsanyi, ].C. Games with incomplete information played by Bayesian players, I-III: Part I. The basic model.
Manag Sci. 1967, 14, 159-182. [CrossRef]

Zhang, K.; Song, Y.; Yan, Z. Energy storage capacity optimization for load aggregrators considerring
probability of demand response resources’ breach. Autom. Electr. Power Syst. 2015, 39, 127-133.

Li, T.; Shahidehpour, M. Strategic bidding of transmission-constrained GENCOs with incomplete information.
IEEE Trans. Power Syst. 2005, 20, 437-447. [CrossRef]

® (© 2019 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access
@ article distributed under the terms and conditions of the Creative Commons Attribution

(CC BY) license (http:/ /creativecommons.org/licenses/by/4.0/).


http://dx.doi.org/10.1109/ACCESS.2018.2879058
http://dx.doi.org/10.1109/TSG.2013.2257894
http://dx.doi.org/10.1016/j.apenergy.2016.08.117
http://dx.doi.org/10.1109/TSG.2014.2339213
http://dx.doi.org/10.1109/TII.2018.2828039
http://dx.doi.org/10.1109/TPWRS.2010.2070884
http://dx.doi.org/10.1109/TPWRS.2010.2070883
http://dx.doi.org/10.1109/TSG.2010.2089069
http://dx.doi.org/10.3390/en8077326
http://dx.doi.org/10.1109/TSG.2012.2228241
http://dx.doi.org/10.1109/TSG.2012.2223766
http://dx.doi.org/10.1109/TSG.2017.2736787
http://dx.doi.org/10.1016/j.epsr.2016.05.019
http://dx.doi.org/10.1109/TSG.2014.2367494
http://dx.doi.org/10.1063/1.5034080
http://dx.doi.org/10.1109/TSG.2012.2206060
http://dx.doi.org/10.1016/j.orl.2014.10.008
http://dx.doi.org/10.1109/TSG.2012.2203341
http://dx.doi.org/10.1287/mnsc.14.3.159
http://dx.doi.org/10.1109/TPWRS.2004.840378
http://creativecommons.org/
http://creativecommons.org/licenses/by/4.0/.

	Introduction
	Proposed DR Framework
	System Model 
	Gas Boiler Model
	Energy Storage Model
	Bidding Price Model
	DR Resource's Breach Model

	Bayesian Game among Community Operators
	Community Operator's Profit Model
	Game Formulation with Complete Information
	Bayesian Game Formulation
	Distribution Algorithm

	Case Study
	Simulation Parameters
	Equilibrium Solution
	Impact of Energy Storage Capacity
	Benefit of Auxiliary Equipment

	Conclusions
	References

