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Résumé : La diffusion des panneaux solaires photovoltaiques a prix abordables nous améne a
repenser a la maniére avec laquelle les colts des réseaux de distribution sont récupérés aupres des
consommateurs. Historiquement, les consommateurs étaient facturés pour I'utilisation du réseau
de distribution principalement sur la base de leur volume (net) d'électricité consommé. Avec tel
type de tarif de réseau, les consommateurs qui installent des panneaux photovoltaiques contribuent
beaucoup moins a la récupération du cotit d’investissement réseau. Cependant, ces consommateurs
(prosummeurs) dépendent autant du réseau qu’avant. La question examinée dans cette thése est de
savoir comment définir le tarif du réseau de distribution dans ce contexte changeant. Des différents
modéles de théorie des jeux sont développés pour faire cette analyse. Dans ces modéles, en plus
des investissements dans 1’énergie solaire photovoltaique, des investissements dans les batteries
du coté des consommateurs sont aussi considérés. Ce rapport de these consiste en un bref apergu
suivi de quatre chapitres indépendants et d'une conclusion.

Title: Distribution network tariff design and active consumers: a regulatory impact analysis
Keywords: distribution network tariffs, energy economics, solar PV, batteries, game theory

Abstract: The uptake of affordable solar PV panels challenges the way in which costs of distribution
networks are recuperated from consumers. Historically, consumers were charged for the use of the
distribution network mainly according to their (net) volume of electricity consumed over a period of
time. With such volumetric network charges, consumers installing PV panels contribute a lot less
towards the recuperation of network costs. However, these consumers (prosumers) still rely on the
network as much as they did before. The question investigated in this thesis is how to re-design the
distribution network tariff in this changing context. Different game-theoretical models are developed
to conduct this analysis. In the models, not only investments in solar PV but also investments in
batteries at the consumer-side are considered. The thesis consists of a brief overview followed by
four standalone chapters and a conclusion.




Table of Contents

ACKNOWIEAZEMENTS ...ttt e e e ettt e s s bee e e s s beeeessbeeeessbeeeesssseeeessseneessseneenanns 11

I o) B ST { U L PRSP Vi

I o B - ] L= USROS X

OVERVIEW ittt ettt e s e e e e et s e e e e e e e e et e e s e e e e e et e e b s e e eeeea et saaa s eeeeaeenesanaseeeeesanssananns 1
CHAPTER 1: DISTRIBUTION NETWORK TARIFF DESIGN: CONTEXT, MAIN PRINCIPLES AND CURRENT

CHALLENGE. ... ettt e et e e e e e e et e et b ae s e e e e e et aa b s e e e eeae et saaa s eeeeaeenssaaaaeseeesanesananns 5

A 1] = Tox APPSR 5

1. The electricity bill: the components and who’s responsible for what? .......ccccccevveiviiiiiiennceennee, 6

2. Other ways than access tariffs to recuperate distribution network costs.........ccccovveeeiiiiiccininnn.n. 8

P2 R @oT Y o =Yoru o] s el T 7 ={ =Ty R 8

2.2 Distribution locational marginal pricing (DLIMP) ........cocuieiiieeiie ettt 9

3. Principles and theory of distribution network tariff design .......cccecveveviiniereiiieccc e 13

3.1 COSt-TEIlECHIVENESS ..ottt e e e st e e e sbte e e e sbteeeesbeeeeesreeeeenanes 13

A O 1) =T oo ) V=T Y RPNt 16

R B o 11 ¢ o 1T OO PP PP PPPPPPTN 19

I o Tl ol =Y oY el =Y 1 F=T o= PRSI 22

5. What is the EU debate @bouUL? .......c.coiiiiiieiieceecee ettt et saee e 26
CHAPTER 2: FUTURE-PROOF TARIFF DESIGN: RECOVERING SUNK GRID COSTS IN A WORLD WHERE

CONSUMERS ARE PUSHING BACK ......ccttiiitieeiieeiieeenteessteeesaeestesesteessseessesesssesssesssssesssesesseesssseesssees 29

A o 1] = Tox AP PP 29

R [ 4o o [¥ T oY o ST SRUUSPR 30

2. Methodology: three tariff structures, two metrics and four states of the world..........c............. 32

3. Model: approach and mathematical formulation..........ccccevcueriiiieecie i 34

3.1 Modelling @PPrOaCK . .ceveii e e e e e st e e e searaeeeenes 34

3.2 Mathematical fOrmuUIAtioN .......c.coociiiecie e e et eesree e e ree e 35

3.3 Solution method: connecting the equilibrium constraint and the individual optimisation

T80 o1 1T o 4 1RSSR 39

4. Numerical example, result metrics and data ........ccceeieiiiiiiiiiee e 40

Y - U F N 41

4.2 Proxies for efficiency and @QUILY ......eevieiiii i 41

R D - | - [PPSR PP PPTPP PP 42

4.4 The technology COSt MAtIiX .ocuviiiieciiie et e e s rra e s e rara e e e s satbeeesnnsaeeeeas 44

5. RESUILS @Nd iSCUSSION .. .vviieiieeeiee et ciee e steeeee et et e ettt s e bt e e este e eaeeesneeeesbeeesnseesnseeenseeesnseennes 45

5.1 Immature DER sCeNario, the Past?......c.ceciiiii ittt e 47

5.2 Maturing battery and expensive PV scenario, unlikely scenario or not?..........cccccevvvveeeeeennne 47

5.3 Maturing PV SCENANIO, TOUAY? ..ccuuiiiiiiiiiie ettt e st e e e sbte e e e svre e e s sbae e e e sbreeeeeanes 48

5.4 Maturing DER scenario, the fUtUre? .........cocciiii ittt 49

5.5 Implementation matters: on limitations of capacity-based charges to recover sunk costs... 52

B. CONCIUSION ..ottt ettt ettt et e sbe e st e st e e sbe e e s abe e sabeesbaeesabeesabaeenateesabaeesabeesasaesseeensseeanes 53

CHAPTER 3: LEAST-COST DISTRIBUTION NETWORK TARIFF DESIGN IN THEORY AND PRACTICE.......... 55



Y o 1Y 1 =1 N 55

B 1) 4o T (¥ Tt i o o TR U 56
. Practical constraints when redesigning the distribution network tariff .........ccccceceirviinienncinnns 58
AV, oY 1= I £ o s 101 =Xl o I U 60
3.1 The upper-level rEGUIATON........ooi et e e te e e e e bre e e s ebae e e s eraeeeeeanes 60
3.2 The IOWEr-IEVEl CONSUMEIS ...uiiiiiiiiieieiiieeecieeeesitee e sttt e e ettt e e s sbee e e s sbtae e s sbtaeessbeeeessnseeeessanes 64
3.3 Solving the bi-level optimisation Problem ..........ccee i 65
. Numerical example: Setup and data .......ccccveiiiriiiiiiciiiee e s 66
T Y= U T TN 66
4.2 Consumer types, demand and solar Yield .........cooccuiiiieiiiii e 67
4.3 Baseline coNSUMET DllS .....coiiuiiiiiiiiie e e e e e s bre e e ssnreeeens 68
4.4 DER investment cost and technical parameters .......ccocovveeieciiiiecciiee e 69
N ] g o I ole ] A A 8 Lot { UL =T PR 70
. Incorporating an implementation constraint: revisiting the model, results and discussion ........ 71
5.1 ReVisiting the MOEN.......coi it e e e sbee e e e serraeeesanes 71
5.2 RESUILS aNd diSCUSSION .. .ueiiiuiiiiiieeiieecieectie ettt et e e stee e st e e aee e saaeesbeeesateesnseeeneessnsenenns 72
. Adding a fairness constraint: revisiting the model, results and discussion ...........ccccccceevvrrreen... 76
6.1 ReViSitiNg The MOAEN.......coo i et e et e e e et e e e e ebee e e e eenreeeeeanes 76
6.2 Results and discussion with a fairness constraint .........ccccoecveeiiiiiiee e 76
6.3 Results and discussion with a fairness and implementation constraint .........cccccccevveiiieennns 78
. Discussion results and policy iMpPliCAtioNS ......cueeeceiiiiii i 79
7.1 Overview of results, discussion assumptions and finding of the sensitivity analysis.............. 79

7.2 Policy implication: overcoming the limitations of traditional network tariff design options. 83

@] aTo [T o] o IF- [a o IR {01 {0 o <IN o T PRSP 84
CHAPTER 4: ON THE INTERACTION BETWEEN DISTRIBUTION NETWORK TARIFF DESIGN AND THE
BUSINESS CASE FOR RESIDENTIAL STORAGE .....uuuuiiiitiiii e 86

Y o1y - ot RS 86

L INErOTUCTION .ttt ettt et s e st e e s bt e sbbe e sabeesabbeesabeesbbeesateesbeeesabaennns 87

2. Evaluated distribution network tariff desigNs ........cecviiivieiiie e 88

2.1 Capacity-based NetWOrk Charges .........oeeociiii i 89
2.2 Self-consumption incentivising network charges........ccccocvvvi e, 89
TR 1Y/ 11 Yoo [ ] Lo -V SRS 90
3.1 Game-theoretical MOGE! .......cooiiiiiiee ettt e e sab e sbe e sbee e sbee e e 91
3.2 Central Planner MOAEL......c..uiiii ettt e e et e e e et e e e e e bte e e esbee e e e eanraeeeennes 92
A, NUMEIICAl EXAMPIE..eiii ittt e e et e e e s be e e e s bbe e e e s abeeeeesbaeeessbeeeessteeeesnnsenas 93
4.1 Consumer types, demand and solar yield ........cccceor i 93
4.2 Baseline coNSUMET DillS .....coouiiiiiiiiiee ettt st s rite e st sare e sbaeesaree s 94
e N G g o I ole ] Y A 8 Lot { U] =T PPN 96
4.4 DER investment cost and technical parameters .......cccoccvevieciieiicciiee e 96
D RESUIES ettt sttt ettt e s a e s abe e e ht e e s bt e s be e e s be e e bt e e s ate e s baeesabeesateesbaeesbae et 97
Lo YU ] Q=g T I oo 1) USRS 97
5.2 Grid costs as a function of the aggregated consumer peak demand.........ccccceevvvveeiiinnennn. 101

\



5.3 The impact of time-varying @Nergy PriCeS.......ccouuiiiiiiiieeeeiieeeecireeeecireeeesereeeesareeeessseeeens 106

5.4 Peak-coincident network prices: approximating the central planner outcome.................... 111

6. Conclusion and policy iIMPIICAtIONS .....c.uiviiiiiiiiirieeee e saee e saree s 114
CONCLUSIONS ...ttt st et sit et e st e e sttt e sate e sbaeesabeesabeeessteesabeeenaseesabaesnstessnseeensseesasessnseessnsessnns 117
3 0o T Tol [0 Ty o] T o =T gt ol o =1 o1 1 USRS 117
1.1 Chapter 2 - On whether capacity-based network charges solve the efficiency and fairness
problems experienced with volumetric charges with net-metering.......ccccccoecvveeevciieeenciieeeenns 117

1.2 Chapter 3 - On how to design a least-cost distribution network tariff when faced with two real-
world constraints: implementation issues with cost-reflective charges and fairness................ 118

1.3 Chapter 4 - On the interaction between the business case of residential storage and the
distribution network tariff deSIZN .....c..evi i 118

2. FULUIE WOTK ottt ettt ettt sttt e st e e bt e e s te e sabeessabeesabeesnseeesabeesnsseesntessnsaesnsseesn 119
2.1 Within the modelling frameWOIK ........ueviiiciiiiiiiiee e e s esrre e e snee 120

2.2 When adjusting the modelling framework ..o 120

2.3 Outside the modelling frameWork ........coocuiiiiiiii e e 121

23] o] [ Lo =4 =T o] o1V PSPPI 122
APPENDICES. ...ttt s e e ettt e e e s e e et et b eeseeeeeeaee b e e e e ee e e et b e e e eeeaee e et b e eeaeeaetaaanns 130
A. The complete mathematical MOdel ...........oooiiiiiiieeee et 130
A.1 Overview of the used sets, parameters and variables.........cccccevvciiieinciiei e, 130

A.2. Original optimisation ProblemMs ........coceiiiiiiiie e 132

A.3. MPEC reformulation @s @ MILP ........coocieiiiieiieecee ettt svee s e st eesaee e s 133

2 AN oY1= o Yo [Pt @1 =T o1 T AU 139
B.1.. Data sensitiVity @NalYSis .....ccccviiiieiie e et 139

B..2. Results sensitivity analySis ....ccuiiiiiiiiiiiie e 139

(O Yoo 1T e [ @ o =Y o (=] g TSR 143
C.1 The central planner MOAel .......cocuiiii i e e e e e saae e s e saaeeeeas 143

C.2. Additional sensitivity analysis: consumer profiles, solar yield profiles and time-varying energy

o] ol =1 U TR 144

(DAY o] 1= oo 3t O - o1 £ =Y o SRR 148
D.1. Data sensitivity @NalYSis ...ceiieciiiiiciiie et 148

D.2. Results SeNSItiVILy @NalySis .....c.uieiieiiieiieiie ettt e e e nraeas 148

List of publications and other academic acCtiVIties ........ccceeeeciie e 151
CUITICUIUM ViIAE .. tiiitie et ctee ettt ee sttt e s s et e e s te e s te e e sateesbeeessteesnteeensteesnseeessseesnsesaseeesnsennnns 153
Summary in French — RESUME €N franCaiS ......cccviiiiiiiiiie ettt e e et e e e b r e e e e sanaeeeeas 154

VI



List of Figures

Figure 1: Breakdown of incumbents’ standard offers for households in EU capital cities and total bill —
November—December 2016 (ACER and CEER, 20172) ....c.ccueeiieeiiiieeiieeeieeesreesteeeveeesteesneeesneeesneeeeenas 6
Figure 2: Weighted average of the electricity post-taxes total bill (POTP) and breakdown of incumbents’
standard offers for households in EU capitals and Oslo —2012—-2016 (ACER and CEER, 2017a)............ 6
Figure 3: Distribution network cost recovery in Europe by Compass Lexecon (2016) based on European
(00 0 T T EY (oYl 170 1) PSR ROO 7
Figure 4: Simple example of locational marginal pricing. Left, no congestion. Right, congestion. ...... 10
Figure 5: Day-ahead price convergence in the EU by region as % of hours, 2011-2016 (ACER and CEER,
2007D) ettt sttt b e bt e s bt e s R et e a et e bt e bt e e Rt e eh e e sae e et e e bt e b e e bt e nbeeeneeeaeeenrean 11
Figure 6: Average annual congestion rent and allocation of the rent per country for the period between
2011 and 2015 (ECN €t @l., 2007) ..eeueiiieeieeieeteete ettt sttt ettt et st sttt e b e bt e sbeesaeeeaeeeneees 12
Figure 7: Flow of the calculations to obtain the equilibrium ..o, 40
Figure 8: The results for the four scenarios of the technology matrix with 50 % active consumers
connected to the grid. Results of the efficiency (horizontal) and equity (vertical) proxy are shown. The
more the result of a tariff structure is situated near the origin along one axis, the better its performance
for the Metric 0N the OthEr. ...t e e e sbee e 46
Figure 9: Results for the efficiency proxy (left) and the equity proxy (right) with sensitivity analysis for
the proportion Of ACtIVE CONSUMEBTS.......iii it e e s e e ssra e e e s sabaeeesansaeeeens 50
Figure 10: Difference in annual electricity cost per consumer type for the three network tariff
structures compared to the application of non-distortive fixed network tariffs. Additionally, the

weighted average electricity cost (or system cost) which serves as the proxy for efficiency is shown.

Figure 11: Original 48-hour electricity demand profiles (left) and PV yield profile (right) ................... 67
Figure 12: Network tariff components and grid costs compared to the baseline scenario for the three
different grid cost structures. Perfect proxy for the network cost drivers. .........cccecvieeiiciiieieciieeeenns 73
Figure 13: Network tariff components and total grid costs compared to the baseline for the three grid
cost structures. Imperfect proxy for the network cost driver assumed (WF=0.75).......ccccceevveercrveenen. 74
Figure 14: Total system cost increase trade-off with the increase of grid charges of passive consumers
for different grid cost structures. Perfect proxy for the grid cost drivers assumed. ..........cccceeeeeunnenn. 77
Figure 15: Total system cost increase trade-off with the increase of grid charges of passive consumers
for different grid cost structures. Results with and without implementation issues with cost-reflective

NEEWOIK TaTITFS @@ SNOWN. oottt e e e e e e e e e e e e e e e e e e e e eeeas 79

Vil


file:///C:/Users/FSR/OneDrive%20-%20Istituto%20Universitario%20Europeo/PhD%20project%20-%20papers%20and%20presentation/PhD%20full/190122%20PhD%20Full%20FINAL.docx%23_Toc535944202
file:///C:/Users/FSR/OneDrive%20-%20Istituto%20Universitario%20Europeo/PhD%20project%20-%20papers%20and%20presentation/PhD%20full/190122%20PhD%20Full%20FINAL.docx%23_Toc535944202
file:///C:/Users/FSR/OneDrive%20-%20Istituto%20Universitario%20Europeo/PhD%20project%20-%20papers%20and%20presentation/PhD%20full/190122%20PhD%20Full%20FINAL.docx%23_Toc535944203
file:///C:/Users/FSR/OneDrive%20-%20Istituto%20Universitario%20Europeo/PhD%20project%20-%20papers%20and%20presentation/PhD%20full/190122%20PhD%20Full%20FINAL.docx%23_Toc535944203

Figure 16: Summary of all the results for the case with 50 % sunk and 50 % prospective grid costs
ASSUMIBA. .ottt s bttt e e et e bt e e bt e e bt e e a et et e e bt e b e bt e ehe e e a et et e et e e b e e e bt e eaeeeab e e b e e neennes 80
Figure 17: Original 48-hour electricity demand profiles (left) and PV yield profile (right) ................... 94
Figure 18: Increase in total system costs for the three network tariff structures when compared with
the benchmark. Sensitivity for three different assumptions regarding solar PV adoption and the
INVESTMENT COST OF STOTAEE. ... eiiiii e et e e e etae e e s e bae e e e abae e e e sabaeeeenreeas 99
Figure 19: Increase in total system costs for the three network tariff structures when compared with a
central planner. Sensitivity for three different assumptions regarding solar PV adoption and the
INVESTMENT COST OF STOMAZE. .. uiiiii it e e e st e e e s sbaeeessraeeeesanes 102
Figure 20: Reactions of active consumers to the different network tariff design and their impact on the
aggregated load profile and peak. Assumption: 5 kWp solar PV already installed by the active consumer
and battery investment cost 0f 100 €/KWh. ......c.ccoieiieiieiiecie ettt ereereeste e reestaesaneeas 104
Figure 21: System costs and its components for the different network tariff designs. Assumption: 5
kWp solar PV already installed by the active consumer and battery investment cost of 100 €/kWh.106
Figure 22: Three energy priCe SCREMIES. .....cccviii ittt e tee e e eare e e e be e e e eeabae e e enraeas 107
Figure 23: Absolute difference in the different system costs components when comparing a flat energy
price with the two time-of-use energy price schemes under different battery investment cost
K ol=T 0 1= o o LTS PP R OPPPN 110
Figure 24: Examples of peak-coincident network prices for the case 5 kWp is installed by the active

consumers. Sensitivity for the battery investment costs of 250 and 100 €/kWh..........cccoeeevveenenns 112



List of Tables

Table 1: Examples of implementations and different tariff structures with possible different temporal
F={ = 101U = 1 Y PSRRI 25
Table 2: Matrix representation of the four states of the world related to technology costs............... 33
Table 3: The different network tariff options - description and parameter settings for Equation 1.... 37

Table 4: Technical DER Parameters (left), original demand profile (middle) and PV yield profile (right)

............................................................................................................................................................... 44
Table 6: Main parameter settings of the technology cost MatriX.......ccccceeeeeiiiieicciiee e, 45
Table 7: Consumer bill in the baseline scenario (no investment in DER by active consumers)............ 69
Table 8: Financial and technical DER data......c..ccoueriiiiieiiienienieeie ettt s 70

Table 9: Total system costs and increase network charges per passive consumer compared to the
baseline scenario. Perfect proxy for the NetWork COSt .......iiiviiiiiiieiei e 73

Table 10: Total system costs and increase network charges per passive consumer compared to the

baseline scenario. Imperfect proxy for the network cost driver assumed ..........ccccccevvveeeieeeeicinniennen.. 74
Table 11: Consumer bill in the baseline scenario (no investment in DER by active consumers).......... 95
Table 12: Financial and technical DER data.........cccuviiiiiieiiciiieeee ettt e e evrree e e e e 96

Table 13: Battery and solar PV investment per active consumer for the different network tariff designs
under different investment cost assumptions for batteries and interaction with solar PV investments.
All grid coSts are assUMEA SUNK. .....eiieciiieiiiiieeecciie e et e e ettt e e e e etre e e e etree e e e abeeeeesssaeeesssaeeeennsaseesanssneannn 98
Table 14: Battery and solar PV investment per active consumer for the different network tariff designs
under different investment cost assumptions for batteries and interaction with solar PV investments.
All grid costs are assumed to be driven by the aggregated peak demand. .........ccccceeeevieieeciieeeennen. 101
Table 15: Battery and solar PV investment per active consumer for the different network tariff designs
under different investment cost assumptions for batteries and interaction with solar PV investments.
All grid costs are assumed to be driven by the aggregated peak demand. ........ccccceeeviveiiiciiee e, 108
Table 16: Relative difference in system costs between flat energy prices and TOU energy prices for

different distribution network tariff designs and investment cost of batteries. .......ccccccecvvveeeiinennn. 108



OVERVIEW

This thesis centres around the design of electricity distribution network tariffs for residential
consumers. Distribution network tariffs are paid by consumers to contribute to the recuperation of the
distribution network. The distribution network is needed to deliver electricity locally. In most
countries, distribution network tariffs were designed assuming consumers to be rather passive and

fully reliant on the supply from the electricity network to satisfy their electricity needs.

However, due to strong cost reductions in the investment cost of Distributed Energy Resources (DER),
consumers can now fulfil part of their electricity needs with their own generated electricity, better
control their use of electricity and even inject electricity into the network when their onsite generation
exceeds their demand. They become so-called active consumers. Consequently, the physical electricity
flows in the distribution network are changing. A change in the physical flows also has an effect on the
financial flows; in this context, the allocation of the distribution network costs among consumers. The
distribution network tariff design which was historically in place is therefore challenged. How to re-
design the distribution network tariff to deal with this new reality has elicited the interest of
practitioners, policymakers and academics in the electricity sector and is the focus of this thesis. The
thesis consists of this overview, four chapters and a conclusion. Each chapter represents a paper which

stands on its own.

The first chapter is an introductory chapter. The chapter starts by introducing the importance of
network charges in the final electricity bill and describes how distribution network tariffs are designed
today. Then, the reader is reminded that the distribution network tariff is not the only way to recover
grid costs: other ways are through connection charges, possibly distribution locational marginal pricing
(DLMP) and general taxation. After, the main principles of distribution network tariff design are
discussed, guiding the reader from the (theoretical) first-best distribution network design all the way
to why current practices were chosen. Further, issues with current practices are discussed, and
possible tools to overcome these challenges are briefly introduced. The chapter ends with a summary

of the current state of the European debate on distribution network tariff design.

This first chapter is published as a chapter in:

e T. Schittekatte & L. Meeus (2018), “Introduction to network tariffs and network codes for
consumers, prosumers and energy communities”, FSR Technical report. DOI: 10.2870/934379.

This technical report served as a course text for an FSR online course the aim of which was to empower

representatives of consumer organisations, energy communities and NGOs. The course took place from



12 to 26 April 2018. The course counted 88 participants from 22 different countries of which 45% were
senior professionals. 58% of the course participants came from NGOs, 30% from consumer
organisations and 12% from energy communities. The course was set up in collaboration with ENTSO-

E, BEUC and RESCOORP.

The second chapter of the thesis illustrates how consumer adoption of solar PV and batteries affects
the cost-efficiency of current distribution network tariff design and can have redistributional impacts.
The distribution network tariff design problem is modelled as a mixed-complementarity problem
(MCP), i.e. a non-cooperative game between consumers. In the game, the availability and costs of the
two aforementioned technologies strategically interact with distribution network tariff structures.
Four ‘states of the world’ for users’ access to technologies are distinguished, and three tariff structures
are evaluated. The assessed distribution network tariff structures are volumetric network charges with
net-metering, bi-directional volumetric network charges for both injection and withdrawal, and
capacity-based network charges. A key assumption in the second chapter is that all grid costs are sunk.
This implies that changes in the electricity consumption patterns due to DER adoption by certain
consumers have no impact on the total grid costs to be recovered. Under that assumption, the
distribution network tariff design has mostly an allocative function, i.e. spread the network costs over

the different consumers in an acceptable way while limiting the possible induced distortions.

This chapter is published as:

e T. Schittekatte, I. Momber & L. Meeus (2018), “Future-proof tariff design: recovering sunk grid
costs in a world where consumers are pushing back”, Energy Economics 70, 484-498.
https://doi.org/10.1016/j.eneco.2018.01.028.

Further, this paper also won the 2nd prize for doctoral student papers at the French Association for
Energy Economists (FAEE) in October 2017.
A policy brief based on the paper is published as:

e Schittekatte, T., & Meeus, L. (2017), “How future-proof is your distribution grid tariff design?”,
FSR Policy brief 2017/03, DOI: 10.2870/27688

This paper was also presented at:

e 5th International Conference of the Armand Peugeot Chair — Electromobility: Challenging
Issues — Paris, December 2017

In the third chapter, different grid cost scenarios or ‘states of the grid’ are considered, including the
scenario for which many grid investments need to be done. These future grid investments are assumed
to be driven by the peak consumption aggregated over all consumers. In that case, the network tariff

design does not only have an allocative function but also the cost-reflectivity of the network tariff



becomes important. In this chapter, the model introduced in the previous chapter is extended by
turning it into a bi-level optimisation problem and is further reformulated as a mathematical model
with equilibrium constraints (MPEC). The upper-level welfare maximising regulator can decide which
distribution network tariff design to implement while anticipating the reaction of the lower-level
consumers to the chosen design. The regulator can choose between the traditional distribution
network tariff options: fixed charges, volumetric charges, capacity-based charges or any combination
thereof. The modelling formulation is used to assess how to design a least-cost distribution tariff under
two constraints that regulators typically face. The first constraint is related to difficulties regarding the
implementation of cost-reflective tariffs. In practice, so-called cost-reflective tariffs are only a proxy
for the actual cost driver(s) in distribution grids. The second constraint has to do with fairness. There

is a fear that active consumers investing in DER might benefit at the expense of passive consumers.

This chapter is published as:

e T. Schittekatte & L. Meeus (2018), “Least-cost distribution network tariff design in theory and
in practice”, FSR RSCAS Working Paper 2018/19.

Currently, the manuscript is resubmitted to The Energy Journal after a “Revise and resubmit” decision

in August 2018.

A policy brief based on the paper is published as:

e Schittekatte, T., & Meeus, L. (2018), “Limits of traditional distribution network tariff design and
options to move beyond”, FSR Policy brief 2018/13, DOI: 10.2870/863622.

This paper was also presented at:

e World Congress for Energy and Resource Economists (WCERE) — Panellist of policy session —
“Smart grid for a carbon free energy future: the role of electricity pricing and distributed energy
resources” — Gothenburg, June 2018

e International Conference of the International Association of Energy Economists (IAEE) —
Groningen, June 2018

The topic of the fourth and last chapter is the interaction between distribution network tariff design
and the business case of residential electricity storage. A new solution method is proposed for the
MPEC introduced in the third chapter, based on the strong duality theorem. The model is used to
analyse whether different distribution network tariff designs align the business case of storage with
wider system benefits. Three distribution network tariff designs are evaluated: volumetric charges with
net-purchase, bi-directional volumetric charges for both injection and withdrawal capacity-based
charges. The outcomes under these distribution network tariff designs are compared to a first-best
benchmark. The benchmark is a central planner who can decide unilaterally about the consumers’
investment decisions in batteries. Besides the network tariff design, also time-varying energy prices

are an important enabler for the business case of storage. Therefore, the impact of time-varying energy



prices on the business case of storage and the interaction between different energy pricing schemes

and the evaluated network tariff designs is described.

This chapter is written without co-authors and serves as a draft for a working paper. The additional
finding regarding the interaction between different energy pricing schemes and the evaluated network
tariff design might be omitted in the final version of the working paper. The reason for this is that this
finding is expected to serve as a starting point for further research after the submission of the thesis.
Earlier versions of this chapter were presented at:

e Workshop storage taskforce SmartEN— Brussels, Belgium, 9 October, 2018

e DIW: SET-Nav Modeling Workshop - Two-stage decision making and modelling for energy

markets— Berlin, 11 October 2018
e Conference on storage business models, organized by EASE and Vlerick Business School—

Brussels, Belgium, 30 November 2018
e 3rd AIEE Energy Symposium — Milan, Italy, December 10-12, 2018



CHAPTER 1: DISTRIBUTION NETWORK TARIFF DESIGN: CONTEXT, MAIN
PRINCIPLES AND CURRENT CHALLENGE

Abstract

This chapter starts by introducing the importance of network charges in the consumer bill and
describing how distribution network tariffs are designed today. Then, the reader is reminded that
the distribution network tariff is not the only way to recover grid costs, other ways are through
connection charges, possibly distribution locational marginal pricing (DLMP) and general taxation.
After, the main principles of distribution network tariff design are discussed, guiding the reader from
the (theoretical) first-best distribution network design all the way to why current practices were
chosen for. After, issues with current practices are discussed, and possible tools to overcome these
challenges are briefly introduced. The chapter ends with a summary of the current state of the

European debate around distribution network tariff design.

Keywords: Distribution Grid Cost Recovery, Distribution Network Tariff Design, Connection Charges,

Harmonisation

This first chapter is published as a chapter in:

e T. Schittekatte & L. Meeus (2018), “Introduction to network tariffs and network codes for
consumers, prosumers and energy communities”, FSR Technical report. DOI: 10.2870/934379.

This technical report served as a course text for an FSR online course the aim of which was to empower
representatives of consumer organisations, energy communities and NGOs. The course took place from
12 to 26 April 2018. The course counted 88 participants from 22 different countries of which 45% were
senior professionals. 58% of the course participants came from NGOs, 30% from consumer
organisations and 12% from energy communities. The course was set up in collaboration with ENTSO-

E, BEUC and RESCOOP.



1. The electricity bill: the components and who’s responsible for what?

Figure 1 shows the breakdown of consumer electricity bill in capital cities across Europe. It can be seen
that the electricity bill broadly consists of three components: energy costs, taxes and levies and

network charges.
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Figure 1: Breakdown of incumbents’ standard offers for households in EU capital cities and total bill
— November—December 2016 (ACER and CEER, 2017a)

Energy costs represented on average 35% of the final bill in 2016 but have declined (at least relatively)
every year since 2012 as shown in Figure 2. Energy costs depend on the wholesale electricity market.
In this market, electricity retailers buy electricity on behalf of their contracted customers. The final
energy price a consumer sees will reflect the market conditions to a certain extent. Depending on the
arrangement with the retailer, the final price for the consumer, expressed in euros per kWh, can be

either time-varying or invariant to time.
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Figure 2: Weighted average of the electricity post-taxes total bill (POTP) and breakdown of
incumbents’ standard offers for households in EU capitals and Oslo — 2012-2016 (ACER and CEER,
2017a)

Taxes and levies represented on average 38% of the electricity bill in 2016. Value-Added Tax (VAT),
averaging 15% in the EU, is added as a percentage of the final electricity bill. Levies in the electricity

bill are increasing yearly as shown in Figure 2 and made up about 23% of the bill in 2016. Levies are



recuperated through the consumer bill to pay for example for energy policy costs such as renewable
subsidies or surcharges. Levies are paid, in most cases, in proportion to the electricity volume
consumed, i.e. in euros per kWh or by a fixed charge per consumer. The high-cost burden of energy
policy and how these costs are spread across different types of grid users has provoked intense public
debate, see e.g. Bohringer et al. (2017) discussing the German case. The allocation of these costs and
whether they should be recovered through the electricity bill at all is up to the government. This debate

is not the focus of this thesis.

Probably even more discussed today is how to design the distribution network (access) tariff, which is
currently the main method of recovering distribution network costs from consumers. In 2016, the
proportion of total network charges in electricity bills averaged around 27% in the EU. The largest
chunk of network charges in a consumer bill are the distribution network charges. Distribution network
charges varied between 16 % and 48% of the bill, while for transmission network charges these
percentages ranged between approximately 0% to 9%. For simplicity, throughout this thesis, when we
refer to network charges, we mean distribution network charges. The reason that distribution network
tariffs are discussed profoundly today is in most cases not because they are increasing strongly lately.
Figure 2 shows that the proportion of network charges in the bill has been relatively stable over the
last years. Instead, the discussion has more to do with their design. Figure 3 shows the way distribution

network tariffs are designed for households in the EU in 2016.
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Figure 3: Distribution network cost recovery in Europe by Compass Lexecon (2016) based on
European Commission (2015)

The first thing to notice in Figure 3 is that methods of grid costs recuperation and the structures of

distribution tariffs are not harmonised across Europe. Similarly, as for transmission tariffs, the shares



of volumetric/capacity component for distribution tariffs vary significantly across EU countries. A
second important fact demonstrated in Figure 3 and also described in a report by the European
Commission (EC) (2015), is that the majority of distribution grid tariffs mainly consist of volumetric
charges. The EC report specifies that 69% of the revenue from households, 54% for small industrial
consumers and 58% for large industrial consumers are recuperated through volumetric tariffs. The
Netherlands is an exception as there is no volumetric component in the distribution network tariff for

households.

As the network tariff is regulated, it is the National Regulatory Authority (NRA), not the market, that
has the final say on the distribution network tariff design. In some EU countries, the NRA is solely
responsible for the tariff design; in other EU countries NRAs and DSOs share the responsibility, e.g. the
NRA decides on higher level principles, while the DSO proposes the tariff structure and level which

need to be approved by the NRA (EC, 2015 and recital 36 of Directive 2009/72/EC).

2. Other ways than access tariffs to recuperate distribution network costs

In the debate about the recovery of distribution grid costs, the focus is mostly on the distribution
network access tariff, i.e. the one you pay as part of your monthly or semestrial electricity bill. Besides
the network access tariff, network connection charges and distribution locational marginal pricing
(DLMP) are other ways to (partly) recuperate distribution grid costs. In practice, at least today,
distribution grid costs will be recovered by a combination of the connection charges and the

distribution network access tariff.

2.1 Connection charges

Connection charges, as the name indicates, are (in most cases) a one-time charge paid for the
connection to the grid. In general, three types of connection charges can be distinguished: super-
shallow, shallow and deep connection charges. The degree to which connection charges fully reflect
the incremental cost of providing a user with a new or upgraded connection to the network depends

on the type of connection charge.

With super-shallow connection charges basically no costs are charged for the connection. Shallow
connection charges imply that grid users pay for the local infrastructure connection costs (the cable
between a house and local feeder and other necessary equipment); these costs are easily attributed
to a specific user. Deep connection charges consist of the shallow charges plus possibly incurred costs

for wider network reinforcements needed to accommodate the connection request. Deep connection



charges intend to fully reflect the incremental cost of providing a user with a new or increased

connection to the network.

Shallow connection charges solely recover the connection from the user to the grid. Shallow
connection charges generally do not ‘steer’ consumer behaviour, i.e. whether you connect your house
or shop to a point in the distribution grid where there is very little or significant congestion, it does not
affect your connection charge. On the other hand, deeper connection charges do send a signal to grid
users. Namely, you will have to pay a different connection charge whether or not you connect to a
point in the grid where there is already significant congestion. Deep connection charges will ‘guide’
grid users to connect to less congested points of the grid.! A main issue with deep connection charges
is that new entrants will pay more than users already connected to the grid. Grid investment happens
in practice in discrete (‘lumpy’) steps, a grid user connecting at the moment the grid is utilised near its
maximum would have to pay the entire upgrade. Another difficulty with this type of charge is that the

costs inflicted on the network by the user need to be estimated before actual grid usage.

Ofgem (2017a), the Great-Britain (GB) regulator, describes a practical implementation of distribution
connection charges. They state that in GB the distribution connection charging regime is referred to as
‘shallow-ish’. Besides the full cost of assets that will be used solely by the connecting customer?,
connection charges can also recover a portion of the deeper reinforcement costs to the existing
network needed to provide the user with firm access to the system. However, charges paid for the
deeper reinforcement of the wider grid seem to be limited. Namely, in Ofgem (2014), it is reported
that 95% of connections between 2011-2014 have not triggered any network reinforcement.
Additionally, where a connection project triggered reinforcement, the connecting customer paid 59%

of the associated costs. The other 41% of the costs were socialised through the network access tariff.

2.2 Distribution locational marginal pricing (DLMP)

Another way to recuperate grid costs is through DLMP, meaning that different locations (in the
extreme case: nodes) in the network can reflect different energy prices at a certain point in time. The

principle applied in DLMP is borrowed from transmission grid cost recovery and could, in theory, be

1 An innovative tool in that regard are network capacity maps indicating the available hosting capacities at different points in
the distribution network see e.g. http://www.westernpower.co.uk/connections/generation/network-capacity-map.aspx and
https://www.capareseau.fr/

2 Ofgem (2014) describes that the cost of the assets solely used by the connecting consumer will be based on the ‘minimum
scheme’. The minimum scheme is the solution designed solely to provide the capacity needed for the new connection at the
lowest overall capital cost. A DSO may design an enhanced scheme (e.g. additional assets to accommodate a larger capacity
or assets of a different specification) but the cost to the customer will not exceed that of the minimum scheme. The customer
can also request works in excess of the minimum scheme, when it thinks this would be more beneficial.



http://www.westernpower.co.uk/connections/generation/network-capacity-map.aspx
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also applied to distribution networks to recover part of the costs. In Figure 4 a simple example of

locational pricing applied at nodal level is shown.

50 MW 100 MW

Capacity: 100 MW Capacity: 100 MW ¥

Price N1 = Price N2 Price N1 < Price N2
Cong. revenue= 0 Cong. revenue= 100*(Price N2-Price N1)

Figure 4: Simple example of locational marginal pricing. Left, no congestion. Right, congestion.

The left side of Figure 4 shows a situation without congestion (meaning the line is not utilized at its full
capacity) between the two nodes N1 and N2. The price of the two nodes will be the same if we assume
no energy losses. In this case, there is no congestion rent or income for the owner of the line. The right
side of Figure 4 shows a situation where there is congestion between the two nodes. A price difference
between the nodes occurs now. Electricity will always flow from the node with the lower price to the
node with the higher price. The congestion rent, i.e. the income for the line owner, is calculated as the
capacity of the line multiplied by the price difference between the nodes. Each market time unit (e.g.
1 hour or 15 minutes), the situation can change, i.e. congestion can occur or disappear depending on
the electricity flows resulting from electricity trade. Thus, by applying distribution locational prices very

short-term price signals are sent, informing grid users about the underlying network constraints.

The concept of locational marginal pricing is applied in European electricity markets at the transmission
level. Namely, the European electricity market is organized as a set of bidding zones, which in most
cases overlap with national borders. The network within these bidding zones is seen as a copper plate
- no congestion is assumed- implying that within a bidding zone the electricity price is always uniform.
However, the different bidding zones are connected through transmission lines (‘cross-zonal
interconnectors’) for which the scarce capacity is taken into account by the market; a mechanism called
implicit cross-zonal transmission capacity allocation. This means that if the interconnectors between
two bidding zones are not congested at a certain point in time, the electricity price will be equal over
the two bidding zones (so-called market coupling). If the interconnectors are congested, the electricity
price in the two bidding zones will diverge (so-called market splitting).> Figure 5 illustrates price
convergence between different bidding zones within certain regions in the EU. For example, the Baltics
consist of three bidding zones representing respectively Lithuania, Latvia and Estonia. During 2016 the

(day-ahead) electricity price between those three countries converged about 70% of the time.

3 For more information, see e.g. Meeus and Schittekatte (2018), Section 2.2, in which the concept of bidding zones is explained
more profoundly and Chapter 5, which describes the way cross-zonal capacity is allocated and calculated.
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Figure 5: Day-ahead price convergence in the EU by region as % of hours, 2011-2016 (ACER and CEER,
2017b)

This also means that 30% of the time at least one bidding zone had a different price as one or multiple
interconnectors were congested. This implies that during those moments congestion rent was
generated. This revenue is raised from the day-ahead auction in which the electricity prices in the

different bidding zones is jointly determined as illustrated with an example in the box below.

Suppose that the day-ahead market auction for a certain hour results in a price in zone A of 50
€/MWh and a price in zone B of 60€/MWh. The satisfied demand in zone A is 100 MW, the satisfied
demand in zone B is 150 MW and the interconnector capacity allocated for trade between the two
zones was 50 MW. As there is a price differential between the two zones, it implies that the cross-
zonal interconnector capacity is fully utilized, i.e. the total electricity flowing through the

interconnector is 50 MW. Electricity flows from the low price zone (A) to the high price zone (B).

Price Demand Generation Demand cost Generation cost
150 MW
Zone A 50 €/MWh 100 MW (demand zone A + € 5,000 €7,500
interconnector)
100 MW
Zone B 60 €/MWh 150 MW (demand zone B - €9,000 € 6,000
interconnector)
€ 14,000 € 13,500
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The total amount collected by generation over the two zones is €13,500 while the total amount
spent by demand equals €14,000. The difference between the two is the congestion rent of €500
equalling the price differential between the two zones (€10/MWh) multiplied by the capacity of the

line (50 MW). This congestion rent is transferred to the TSO(s) owning the interconnector.

In Figure 6 the average annual congestion revenue and how it was spent per country over the period

of 2011-2015 is shown.
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Figure 6: Average annual congestion rent and allocation of the rent per country for the period
between 2011 and 2015 (ECN et al., 2017)

There are precise rules specifying how the obtained congestion revenues should be spent. More
specifically, Art. 16 (6) of the Regulation (EC) No 714/2009 on conditions for access to the network for
cross-border exchanges in electricity states that priority should be given to use this money to
guarantee the actual availability of the allocated capacity or to maintain or increase cross-zonal
interconnection capacity. However, if the revenues cannot be efficiently used for those purposes, they
can be used to lower the (transmission) network tariffs up to a maximum amount decided upon by the
relevant NRA. Remaining money should be saved to use for priority purposes when necessary in the

future.

Obstacles would have to be overcome to apply the locational marginal prices (LMP) to distribution
networks in order to recover part of the grid costs. There are two main issues: a public acceptance
issue and a technical issue. First, if locational pricing is applied at the distribution level, it would mean
that different areas of a distribution network would see different energy prices at certain points in

time. This could be perceived unfair because this price difference is mainly created by the investment
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decisions in infrastructure by DSOs in the past and not by consumers who happen to live in an area
which could see a rise in prices. The technical issue has to do with the fact that the number of lines
and nodes at the distribution level is much higher than at the transmission level. Applying locational
pricing at the transmission level is computationally already challenging, with the number of zones and
the temporal granularity being the main parameters affecting the time to compute all prices. If a similar
calculation would be done at the distribution level, innovations in algorithms and computational power
will be needed. Also, real-time information about all flows in the lines as well as about the injection
and withdrawal of electricity at all nodes is required. This is a very challenging task and will entail

significant investments in IT necessary to turn the distribution grid into a ‘smart grid’.

Abdelmotteleb et al. (2016) explain that the major difference between LMP used in transmission and
distribution are the losses and congestion portions. In distribution networks, losses have a more
relevant role than in transmission.* Moreover, congestion is rarer in DLMP calculations since
distribution network topology is generally radial and feeds energy from one point. Abdelmotteleb et
al. (2016) also add that even if DLMP would be implemented, complementary network charges are

needed to recover the network costs fully and to send efficient long-term signals to network users.

3. Principles and theory of distribution network tariff design

After distilling relevant literature, three general principles for distribution network tariff design were
distinguished. Namely, a tariff should be cost-reflective, allow the recovery of efficiently incurred grid

costs and be fair.

3.1 Cost-reflectiveness

An important principle of distribution network tariff design is cost-reflectiveness. Cost-reflectiveness
implies that the cost a consumer inflicts on the network should be reflected by the network tariff. In
short, one should pay the price for her own actions. In theory, by having a cost-reflective tariff the
consumer is informed to decide whether to use the network at a certain time (for which she will pay
the inflicted cost) or whether to change her consumption behaviour for which she will have attributed
a value or for which she has to invest in Distributed Energy Resources (DER).® If network charges are
not cost-reflective, it means that consumers will not see the correct trade-off between utilizing the

network or adjusting their consumption at a certain point in time. Two situations can occur:

4 Losses in distribution can vary widely and are typically in the order of 4-10 % of the total energy offtake (see e.g. MIT Energy
Initiative (2016a)). In transmission losses are around 1-2 % of the energy offtake (see e.g. Elia).

5 In this section we assume the consumer to be the decision-maker, this is not always the case. An example can be a less
affluent family renting a flat in the city with little to say on which investments to make in the building, including the heating
system, let alone solar panel on a roof. Fairness and inflexible/passive consumers are further discussed in Subsection 3.3.
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e First, the network tariff can be too low, meaning that the consumers’ actions inflict more cost
than the network charges they would have to pay. This means that we end up in a situation
with an overly expensive grid as the consumers are not incentivized enough to adapt their
actions, leading to a higher total system cost. An example would be that consumers who have
an intelligent heating system driven by a heat pump command their house to be heated at
moments when the electricity (including the grid) is priced cheaply even when the network is
near congestion. If many people do so, it would eventually mean that the network needs to be
expanded, while this would not have been the case if the network tariff was cost-reflective
thus incentivizing the consumer to program their heating at times when the utilization of the
grid was low. In the end, all consumers will have to pay back the cost of this (avoidable)

network expansion through the tariff.

e Second, the network tariff can be too high, meaning that the consumers’ actions inflict less
cost than the network charges they have to pay. Using the same example, if network charges
are too high, it could mean that consumers opt for gas heating instead of electric heating. Even
though, if the network charges would be designed as cost-reflective, electric heating could
have been a cheaper option as the electricity network could accommodate the extra load
without problems, under the condition that the heating would be correctly programmed. This
would mean that we end up in a situation with overpriced actions by the consumers and an
underutilized grid, leading again to a higher total system cost for the final energy service than

if the network tariff was designed properly.

In short, the idea is that a cost-reflective tariff will lead a cost-efficient outcome. What is meant with
a cost-efficient outcome is that the cost-reflective tariff will lead to the overall lowest final cost for

serving the electricity needs of all consumers.

When wanting to design a cost-reflective tariff, we need to know what cost to reflect, in other words,
what drives the grid cost. Generally, it is agreed upon in the literature that the main cost driver of an
electricity network, whether it is distribution or transmission, is the maximum peak demand
aggregated over all consumers, also called the ‘coincident peak demand’. A line or feeder is
dimensioned to cope with the maximum power in kW or MW it is expected to carry at a certain point
in time, not by the volume in kWh or MWHh it is expected to transmit over a certain time period. This is
very similar to highways or telecom lines. Other cost drivers could for example include losses or the

penetration of solar PV which could induce bi-directional flows and thus requires investment in
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additional electronics (e.g. protection and voltage regulation) in the grid. For more information see

also the Future of Solar Report by the MIT Energy Initiative (2015) and chapter 9 of IEA (2016).

So what does such a cost-reflective tariff look like in theory? For example, the Utility of the Future
report by the MIT Energy Initiative (2016a) explains that a cost-reflective distribution network tariff
consists of a forward-looking peak-coincident capacity charge. The capacity-based charge should be
computed as the incremental cost of the network divided by expected load growth, the so-called long-
run marginal cost (LRMC) of the network. However, there are constraints making the introduction of
this tariff more difficult in reality; we divide them into two groups: implementation constraints (due to

a lack of information and fairness concerns) and a cost-recovery issue.

First, implementation constraints, LRMC pricing is not so easy to implement in distribution grids.
GoAmez (2013) describes the distribution networks as follows: “A friend of mine who worked in a
distribution company likened electric power generation and transmission to a bull and distribution to a
beehive. Whereas generation and transmission comprise comparatively few and very large-scale
facilities, distribution involves a much larger number and wider variety of equipment and components.”’
In other words, it is hard to get a complete picture of the distribution network. Plus, there is a lack of
information about the network flows in real-time requiring significant investments in IT infrastructure
in most countries. Without this information, it is almost impossible to truly reflect the grid costs in the

tariff as it is not clear what is really going on in the network.

Even if all information would be known, such tariff should have a very fine locational and temporal
granularity. In the extreme case, in order to apply it perfectly, it would almost be a user-by-user tariff.
However, generally, a tariff per region or DSO area is applied in Europe (European Commission, 2015a).
This is mostly done for reasons of simplicity and fairness.® Batlle et al. (2017) explain that in reality,
such fine granularity is impossible and that some degree of consumer clustering is required. The
authors continue that in the electricity sector, consumers have traditionally been grouped by voltage
level, node location, consumption category (residential versus industrial), or even according to the

occurrence of their peak load if a time-differentiation is applied. It is clear that each grouping

6 Imagine you live in a district which did not see an update of grid infrastructure in the last decade and local demand is
increasing. If a cost-reflective network tariff with finer locational granularity would be applied, it is possible that grid tariffs
suddenly become substantially higher at certain times in your neighbourhood. This would happen to incentivise grid users to
adjust their electricity withdrawal and injection patterns at times the grid is stressed in order to avoid or postpone costly grid
reinforcements. Another district could have been upgraded just a couple of years before the implementation of such a tariff
with finer locational granularity. This district could then see fairly low and constant grid tariffs as there is little need for
reinforcements. The difference in grid tariffs would be caused mainly because of choices of the DSO in the past on which
affected grid users had little influence. Very location specific tariffs could indeed increase cost-efficiency but they remove a
certain ‘socialisation’ of grid costs.
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alternative represents an (arbitrary) approximation of the LRMC and the timing of the peak, that may,

to a greater or lesser degree, affect the overall cost-efficiency of the methodology.

In Chapter 3 of this thesis, it is demonstrated that if the regulator, setting the tariff, does not anticipate
inaccuracy in the proxy of the network cost driver, self-interest pursuing active consumers can make
sub-optimal decisions in terms of DER investment, possibly leading to consumer investing more in DER
than the level of grid and energy costs that are avoided; thus a worse outcome in terms of overall

welfare. If the regulator anticipates this inaccuracy, the welfare loss can be reduced.

In Chapter 4 of this thesis, it is demonstrated that if many future grid investments are expected and
no truly cost-reflective network tariffs are implemented, consumers might possibly under-invest in
batteries compared to what would be optimal from a system point of view. Also, batteries would be
operated in a sub-optimal manner. Fewer grid costs are avoided that would be possible in a cost-
efficient manner; thus potential welfare gains are missed out. More advanced network tariffs are
needed, complemented with other mechanisms as implementation issues always remain to a certain

extent.

Besides an implementation issue, there is a cost-recovery issue. It is well known (see e.g. Borenstein
(2016); MIT Energy Initiative (2016) and Ofgem (2017a)) that purely cost-reflective charges do not
guarantee full cost recovery of the efficiently incurred grid costs. Actually, what is done by cost-
reflective network charges is to send a signal to the grid user to optimally make use of the network,
leading to a cost-efficient outcome for all. However, cost-efficiency is decoupled from another
objective, namely to recover all grid costs. In reality, there will always be residual part of the grid costs
which are sunk, i.e. grid investments done in the past to meet future electricity demand and of which
the total amount of costs is unaffected by the way the network is utilised. Therefore, a cost-reflective
tariff, which is, in theory, the first-best solution from a cost-efficiency point of view, needs to be
complemented with another charge to recuperate these sunk costs. This leads us to the second

principle of distribution network tariff design, cost-recovery.

3.2 Cost-recovery

The idea behind the cost-recovery principle is that the Distribution System Operator (DSO), the

company responsible for maintaining, developing and operating the distribution network, must be able
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to recuperate its ‘efficiently incurred grid costs’.” It should be reminded that the DSO is a natural
monopoly, meaning that it is cheaper to have one company building and operating the distribution
network than to have multiple companies, duplicating the necessary lines and competing for
consumers to connect to their network. What this implies is that the tariff for using the network is not
set by the DSO. Instead, it is the NRA who will assess how high the allowed revenue of a DSO should
be and accordingly determine the network tariff. An exception is Spain where allowed revenues are

set by the Government (European Commission, 2015a).

In general, incentive regulation should aim to guide DSOs to find an optimal balance between costs
associated with investment, operation and maintenance, and energy losses on the one hand, and the
quality of service provided on the other hand. Greater costs must be incurred to achieve higher quality
and vice versa. However, the NRA can judge that some DSO expenditures were incurred inefficiently
meaning that these costs cannot be recuperated through the tariff. For more information on incentive
regulation of distribution grids see for example the chapter of Gémez in the Regulation of the Power
Sector book by Pérez-Arriaga (2013). A recent detailed description of incentive regulation of electricity
network companies can also be found in the first two chapters of the book by Meeus and Glachant
(2018). In the first chapter, Rious and Rossetto (2018a) describe the history of incentive regulation in
the British energy sector which was a front-runner in this respect. In the second chapter, Rious and
Rossetto (2018b) discuss the implementation of monopoly regulation in Continental Europe. They
explain that the choice of the best regulatory tools depends on the characteristics of the specific tasks

of the regulated company and is constrained by the competency and resources of regulators.

The (simplified) cost-recovery process occurs as follows. First, it is the NRA that determines the allowed
revenue for x amount of years, the regulatory period.® Then the tariffs are set by the NRA, possibly
jointly with the DSO, anticipating future usage of the network and aiming to recover exactly the
allowed revenue from the consumers. Imagine, for example, that the NRA decides that in the next
years a DSO should be allowed to recover €1000 per year through access charges, the network tariffs
are volumetric (€/kWh) and the expected electricity volume consumed by its connected consumer is
20,000 kWh per year. In that case, the network tariff for the next year should be set at 0.05 €/kWh.
However, when checking the real consumption after the year has passed, it could be that the actual

consumption was higher, meaning the DSO recuperated too much money, or lower, meaning the DSO

7 The DSO can own the distribution network assets. Alternatively, these assets can also be owned by third parties (often
municipalities) but managed by the DSO. In some jurisdictions the DSO is referred to as the Distribution Network Operator
(DNO).

8 Usually the duration of the regulatory period lies between 3 and 8 years.
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did not recuperate enough money. In the former case, the DSO will have to give a rebate to its
consumers the next time tariffs are set, in the latter case, the DSO will be allowed to set tariff slightly
higher the next time in order to recuperate the missing money. This example suggests that the DSO is
indifferent about the tariff setting as they cannot keep more money than the allowed revenue which
is set independent of the tariffs. However, this is only true if the tariff recovers the investment costs
of the past. To the extent that the tariffs also influence the need for grid investment in the future, the

future allowed revenue cannot be completely decoupled from the tariff design.

So, how can the distribution network tariff be designed in the most cost-efficient way while making
sure that all grid costs are recovered? In theory, the best way to design such minimal distortive charges
is by applying Ramsey pricing. With this approach, the residual or sunk grid costs, the part of the grid
costs not recuperated by purely cost-reflective charges, are assigned to consumers according to their
elasticity to price. Inverse proportionality is followed; this means that a higher proportion of the
residual network costs are allocated to those consumers who change their consumption behaviour the
least in response to price changes. As such, the way the total grid costs are recuperated modifies as
little as possible the optimal outcome compared to when consumer decisions are subjected solely to

cost-reflective charges.

In Chapter 2 of this thesis, the relative performance of different tariff designs other than Ramsey
pricing is shown in terms of cost-efficiency and distributional effects among consumers under the
assumption that all grid costs are sunk. Four different states of the world differentiated by the
investment cost of DER technology, in this case solar PV and batteries, are tested and find that the

introduced distortions by the different tariff designs are very sensitive to the costs of DER technology.

Although cost-efficient, there is a critical issue with Ramsey pricing. Namely, it is often perceived as
unfair as it discriminates users on the basis of their elasticity to prices (see e.g. Neuteleers et al.
(2017)).° For example, network tariffs can be designed as such that two consumers who share the same
load profile but have a different willingness to pay for electricity, pay a different share of the residual
grid costs.’® As mentioned above, the lower the elasticity, the higher the contribution to the residual
grid costs. In the case of network tariffs, consumers with very low elasticity and thus bearing most of
the residual costs could be passive consumers with little possibilities other than the grid to be supplied
from electricity. Besides, to implement Ramsey pricing the price-elasticity of the different consumers

needs to be estimated, something which is not easy to do. Therefore, strictly applying Ramsey pricing

9 It must be added that unfair does not does imply unlawful.
10 With the same load profile is meant that they consume the same amount of electricity at the same time.
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is unattainable in practice, leading us to the third principle of distribution network tariff design:

fairness.

3.3 Fairness

The main reason fairness is a principle of network pricing and not of, for example, the pricing of your
sunglasses is the fact that network charges constitute a significant chunk of the cost of electricity which
is considered a basic service to which everybody should have access. The notion of fairness is broad
and needs more explanation, in this text fairness encompasses distributional issues (inflexibility,
affordability and non-discrimination), transparency (simple and predictable) and last but not least,
graduality.?* In what follows, we describe the concepts one by one. Then we go over to the practical
implication for network tariff design. Unavoidably, there will be a trade-off between fairness and cost-
efficiency when designing tariffs. Distribution network tariffs are in that sense no different than all

practical pricing systems for basic needs.

Regarding inflexibility, is using electricity at a certain time always a real choice? Not really, some
electricity usage is rather inflexible. In that context, Bunzl (2010) uses the example of a hospital
emergency room. It is not considered fair to charge higher network tariffs, even though cost-reflective,

at times when consumers do not have a real choice whether to consume or not.

Besides some electricity usage being rather inflexible, there is also an issue with affordability. As
mentioned, electricity is considered a basic need. Some household simply cannot afford to pay the
‘real price’ of their electricity usage. It would be deemed unacceptable to cut these consumers off. It
could be argued that it is not unreasonable to include a ‘usage tag’ for different needs: basic needs
such as heating versus luxury needs such as the charging of your electric car. Such pricing scheme is
however not cost-efficient as different consumers would see a different price for a commodity with
possibly the same cost. Also, such a system would be hard to implement. In some cases, it will be opted
to supply vulnerable consumers with a cheaper tariff than the ‘real price’. This will unavoidably lead to
inefficiencies as described in the previous subsection. There are other methods to obtain a similar goal
in a more efficient manner, e.g. by exposing consumers to the ‘real price’ but at the same time offer
them a fixed sum as a rebate on the total electricity bill. As such the consumer incentives are not

distorted while electricity remains affordable.

111n this context, fairness is often used as a synonym of public acceptability or equity. These terms do not imply exactly the
same; equity can be defined as a (moral/ethical) principle, fairness as a perception (of a process or a decision) and acceptance
as an evaluation (outcome) that someone judges based on his/her subjective and selective assessment. These definitions
were provided by Eva Schmid, a participant of the FSR online course on network tariff design and network codes for
consumers, prosumers and energy communities.
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Third, non-discriminatory. It is deemed fair that one is charged the same amount for using the same
good or service, regardless of the purpose for which it is used or any characterizations of the
consumers. At first sight, there seems to be a contradiction between the having non-discriminatory
tariffs and affordability. Indeed, when certain consumer classes such as the vulnerable consumers have
a cheaper network tariff for reasons of affordability, the tariff is indeed discriminatory. However, in

some context, such practice can be regarded as fair.

Further, a network tariff should be simple as people have a limited amount of time. An overly complex
tariff, even though cost-efficient, might take too much time for the consumer to understand it
properly. Such practices lead to high transaction costs (in standard economics terminology) and
frustration. When using a service or consuming a good, consumers want to know how much this action
will end up costing them. Network tariff pricing should be predictable. Otherwise, a strong

inconvenience for consumers can result.

Finally, this text talks about redesigning tariffs to deal with evolutions at the consumer and network
side. Redesigning implies that we do not start from scratch: there is a tariff in place, and consumers
can perceive changes in what they pay for the network (in the extreme case: ‘bill shocks’) unfair. In
some cases, (passive) consumers can see their electricity bill increase strongly without changing their
consumption; others could have invested in DER, e.g. a solar panel, basing their business case partly
on that network tariff regime in place. Changing the tariff could render their investment, when already
irreversible, loss-making. Neuteleers et al. (2017) describe that a price increase is acceptable if the
underlying costs for that product have increased.'? Contrarily, using excess demand (e.g. scarcity
because of weather conditions) or an increase in monopoly power (e.g. single seller in a particular

community) to raise prices is perceived strongly unfair.

In Chapter 3 of this thesis, it is demonstrated that with active consumers reacting to the way the grid
is priced, taking fairness into account when redesigning the distribution network tariff can have a cost
in terms of cost-efficiency. The proxy used for fairness in the paper is the increase in the network
charges paid by passive consumers (e.g. consumers who do not have the financial means to invest in
DER) due to actions of active consumers reacting to the way the network charges are designed; the
larger the increase, the more unfair a network tariff is perceived. It is shown that results are sensitive

to the grid cost structure, i.e. whether in a network most of the grid investments still have to be made

12 Neuteleers et al. (2017) adds that at the same time, people deem it acceptable that the price stays the same if costs
decrease. Both refer to the entitlements of the seller: changing costs should not decrease the firm's reference profits.
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or whether most grid costs are sunk. If the proportion of sunk grid costs is high and the tariff design
options are limited, it is an almost impossible task for the regulator to recover all grid costs in a cost-
efficient way while limiting the distributional impact at the same time. More creative solutions might
be needed to attain such goal; examples are differentiated fixed charges or specific low-income
programmes. Another option could be to recover the sunk grid costs through general taxation instead

of the electricity bill as also discussed in the MIT Energy Initiative (2016).

Recently, the academic literature and debate focused on fairness between active and passive domestic
consumers. However, also other important debates concerning grid cost allocation are gaining
momentum: the cost allocation between grid wusers (residential and smaller/larger
industrial/commercial businesses) connected to different voltage levels of the transmission and the
distribution network and, related, the cost allocation between consumption and production connected

to the same network or even voltage level.

First, the cost allocation between voltage levels. Historically, electricity flowed from the high voltage
levels all the way down. As a result, it was acceptable that transmission grid users did not pay for
distribution while distribution grid users paid for transmission too. Also, within the distribution grid
this cascading practice is applied with domestic grid users paying more than industrial clients
connected to higher voltage distribution networks, see for example Brandstatt et al. (2015) explaining
the German cascading principle. To the extent that the direction of the flows is changing, also this
cascading principle could be challenged from a fairness (and a cost-efficiency) point of view. In some
cases, for example in Germany in 2012-2013, certain large electricity users, often connected to higher
voltage levels, were exempted from paying any network charges at all. Very recently the European
Commission concluded that fully exempting certain large users from these charges was against EU
State aid rules as it is an unfair advantage over firms in other countries and increases the financial

burden on other electricity users (European Commission, 2018).

Second, the cost allocation between consumption and production units. In transmission, this
discussion goes back far in time. Ruester et al. (2012) describe that many countries simply tend to
socialize transmission costs among consumers and that this is in part due to historical reasons.®® Only
a few countries applied (non-significant) network charges to generation, a so-called G-component. For

more recent data on the transmission network charges, please consult ENTSO-E (2017a) or the Sections

13 Ruester et al. (2012) explain that in the past, when transmission was still part of national vertically integrated utilities,
transmission costs were in general simply socialized over all consumers since under cost-of-service regulation and centralized
planning it does not make sense to charge generators anything.
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3.3 and 3.4 of the report by Glachant et al. (2017). In distribution networks, only since recently
significant (mostly renewable) generation capacity is getting connected to the network where before
the large majority of grid users were solely consuming electricity. Also, prosumers, grid users
withdrawing electricity at times while injecting electricity at other times, and large storage facilities
become more common distribution grid users. The advent of these new players further complicates
cost allocation between consumption and production. In this regard the principle of ‘symmetrical
network charges’ as brought forward by Pérez-Arriaga et al. (2017a) is relevant. What is meant with
symmetrical tariffs is that an electricity injection in the network at a given time and place should be
compensated at the same rate that is charged for withdrawal at the same time and place. This is an

important guiding principle, and we expect this discussion to be an area of future research.

4. The current challenge

Until recently, consumers connected to the distribution network were not able to react strongly to
price signals; therefore, there was not much gain to be made by cost-reflective tariffs. The fact that
volumetric charges are only slightly cost-reflective was less of an issue. The distribution network tariff
had a rather allocative objective, recuperating all the network costs in an acceptable way, instead of
‘guiding’ consumers to efficient grid behaviour. Also, volumetric distribution network charges were
deemed fair as high-usage and thus higher network contributions correlated rather well with more
affluent consumers. Further, such tariffs are predictable, simple and most meters were only capable

of measuring the cumulated consumed volume thus making more advanced tariffs hard to implement.

However, times are changing, and technological evolutions at the consumer-side are challenging the
use of volumetric network charges. Specifically, volumetric charges with net-metering, implying that a
consumer will be charged for the net consumption from the grid over a certain period (e.g. month),

are deemed inadequate with the massive deployment of solar PV.

An illustration of the issue: if a consumer consumes 300 kWh a month in her house and has a solar
panel installed which generates 200 kWh in that month. The electricity consumption in the house and
the generation by the PV panel will not always coincide, but the consumer will have a net consumption
from the grid that month of 100 kWh for which she will pay network charges. Thus by installing a PV
panel, the consumer lowered her grid charges to 1/3 of what she originally would have paid (100
kWh/300 kWh). However, the consumer still relies on the distribution grid and her peak usage in the
evening, the main cost driver of the network if coincident with the system peak usage, will not change
much. Thus, the total grid costs do not lower in proportion to the reduced network charges paid by

the PV adopter. Actually, this reduction in network charges could make the business case for solar PV
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more attractive, thus, by the way the network charges are designed the adoption of this technology
could be over-incentivised from a purely economic point of view. Also, it would mean that if cost
recovery is respected, other consumers, not having installed solar PV would have to contribute more.
Note that support for solar PV or energy efficiency can be justified, but it is considered the better
practice to provide direct support instead of via network tariffs. (CEER, 2017a) for instance, refers to
the Dutch case for the disentanglement of network tariff design and energy efficiency goals. In 2009,
fixed network charges were introduced for small electricity and gas users replacing volumetric tariffs.
These charges were based on the connection capacity of a household. The consumer now paid less per
kWh consumed, but the energy tax (also in €/kWh) was adjusted to compensate for reduced energy
efficiency incentives. If more direct support for energy efficiency or renewables is politically sensitive,
which is, for instance, more the case in the US, network tariffs could be used for these purposes
Kolokathis et al. (2018). However, this is highly controversial among academics (see e.g. the blog post

by Davis (2018)).

Next to solar PV, there are also breakthroughs in (stationary) batteries, heat pumps, electric vehicles,
smart appliances etc. Consumers can monitor their interaction with the grid through smart meters,
and these new controllable technologies can have not only significant effects on the volumes
withdrawn from the network (in kWh) but also on the timing of withdrawn or injection, i.e. the

network capacity utilised at each moment by a consumer (in kW).

There are empirical studies and pilots which confirm that consumers do react to (distribution) tariffs
by changing their consumption or investing in PV panels. For example, Faruqui et al. (2017) carry out
a meta-analysis of the results from 63 pilots containing a total of 337 electricity pricing treatments in
nine countries located on four continents. They focus on the complete electricity bill, not solely the
distribution network tariff and show that customers do respond to price signals and that these
responses are predictable. More specifically, they show that consumers do reduce their peak load in
response to higher peak to off-peak price ratios. Another interesting work in this regard is the paper
by Gautier and Jacgmin (2018). In their study, they focus on the differences between the distribution
network tariffs in place for different municipalities within Wallonia, the Southern region of Belgium,
and its effect on solar PV adoption. Applying an econometric model, they find that one euro cent per
kWh of tariffs increase leads to, all else equal, an increase of around 5 % in the number of new PV
installations. In short, we are just at the beginning of this consumer-centric revolution, and we can
expect that consumers will be able to react more and more to the way the network is priced. Enabled

consumer response can create opportunities but also risks regarding cost-efficiency and fairness.
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e Cost-efficiency: We said that until recently there was not much gain to be made from cost-

reflective tariffs as consumers were not able to react strongly to price signals.

Opportunity: If an adequate cost-reflective tariff is set, consumers can adjust
their consumption behaviour in a way that, for example, costly reinforcement
can be avoided or postponed. A cost-reflective tariff will result in a benefit for
active consumers and an overall lower total system cost.

Risk: wrong network pricing can have more severe consequences in terms of
cost-efficiency as consumers can react stronger to the way the grid is priced.
For example, high volumetric network charges with net-metering could over-
reward people installing solar PV and therefore overly incentivise the adoption
of a technology leading to more of this technology installed than would be

optimal from a system point of view.

e Fairness: We said that volumetric network charges were perceived fair as high-usage

correlated rather well with more affluent consumers.

Opportunity: If network charges are cost-reflective and consumers react to
this tariff design, a reduction of the total cost to satisfy the electricity needs
of all consumers could be realised. These gains could be shared with passive
consumers thus actually leading to a situation where everyone is better off.

Risk: If the distribution network tariff is not cost-reflective and distortive,
consumers can react to the way the tariff is designed and exploit privately
beneficial opportunities without such actions having any system benefit. Such
a situation would lead to a fairness issue as other grid users will have to
contribute more in order to recuperate all grid costs as illustrated by the net-

metering example at the start of this section.

Consumers being able to react to the way the network is priced also has implications regarding the
third principle we addressed: cost-recovery. Until recently, with volumetric network charges in place,
it was relatively easy to estimate the future consumption and thus to calculate the magnitude of the
volumetric network charge needed to recover all the costs. With harder to forecast use of electricity
and possibly more advanced network tariffs, the estimation of the tariff which will lead to the
recuperation of the efficiently incurred grid costs is a more challenging task. Cost-recovery is also
intertwined with the two other principles. The more consumers can actually reduce or increase the
network costs due to their change in consumption, being it cost-efficient or not, the harder it becomes

to determine what grid costs were efficiently incurred and thus to estimate the allowed revenue for
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the DSO. Also, political actions aimed at reducing fairness concerns which could result from an

inadequate network tariff design could put grid cost recovery in danger.

Now, how to adapt the network tariff to these changing conditions? It can be said that there are three

dimensions of distribution network tariff design:

e the what, the structure or format (in €/kWh, €/kW, and/or €/connection);
e the when of electricity generation and consumption (temporal granularity);

e the where of electricity generation and consumption (locational granularity).

These three dimensions can be seen as the tools that can be used to construct a tariff. There are many
possible variations within the tariff structures, and the boundary between the different structures is
not strict. Below in Table 1, several examples of more simple or advanced tariffs, categorised by tariff
structure but with different implementation or temporal granularity are summarised. Please note that

also combinations (so-called multi-part tariffs) can be opted for.

Table 1: Examples of implementations and different tariff structures with possible different
temporal granularity

Volumetric Capacity Fixed
With net-metering The connection (kVA) Per connection
Gross withdrawal or bi-directional | The max capacity over a period (ex-ante | Per income of
charges determined or ex-post measured) household
Increasing (progressive) or decreasing | Multiple measured max capacity in | Per square meters of
block pricing different periods = Time-of-use pricing property
Time-of-use pricing

Another innovation in distribution network tariff design is Smart Connection Arrangements (SCA).
Anaya and Pollitt (2015) describe that an SCA implies that grid users, mainly new connections for
distributed generation such as a windmill connected to the distribution network, have interruptible
connections rather than the conventional non-interruptible or firm connections. The idea is that grid
users engaging in an SCA would have to pay fewer grid charges as they allow the DSO to curtail their
connection a pre-determined number of times. By limiting these connections at times of possible
network congestion, the DSO can avoid or postpone reinforcement. Thus a win-win situation results.
Anaya and Pollitt (2015) show that the smart connection option is by far the best option when
compared with Business as Usual (BAU) connections. Hadush and Meeus (2018) discuss another
alternative to deal with congestion in distribution grids, namely tradable access rights between TSOs

and DSOs or other borders in the distribution grid.
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5. What is the EU debate about?

On 30 November 2016, the European Commission presented a new package of measures with the goal
of providing the legislative framework needed to facilitate the clean energy transition —and thereby
taking a significant step towards the creation of the Energy Union. This package was called the EU
Clean Energy Package (CEP), also known as the Winter Package. As expected, distribution network
tariffs are covered by the CEP. In Article 16(10) of the proposal by the EC for the Regulation on the
Internal Market for Electricity (IME) it is said that (EC, 2016a):

‘Charges applied by network operators for access to networks, including charges for connection to the
networks, charges for use of networks, and, where applicable, charges for related network
reinforcements, shall be transparent, take into account the need for network security and flexibility and
reflect actual costs incurred insofar as they correspond to those of an efficient and structurally
comparable network operator and are applied in a non-discriminatory manner. In particular, they shall
be applied in a way which does not discriminate between production connected at the distribution level
and production connected at the transmission level, either positively or negatively. They shall not
discriminate against energy storage and shall not create disincentives for participation in demand

response. Without prejudice to paragraph 3, those charges shall not be distance-related. ¥

Also, the CEP brings new proposals for distribution tariffs harmonization and links them to the
transmission tariffs harmonization process. While the harmonization of transmission tariffs has been
debated in the past (see e.g. ECN et al. (2017) and Glachant et al. (2017)), the harmonisation of
distribution tariffs has not had a similar focus over the last years. The EC argues that harmonising the
principles for distribution tariffs will help the establishment of a well-functioning internal market and
limit its cross-border distortions. More precisely, the EC (2016a) states that widely divergent
distribution tariff regimes may affect the development of the internal market as they affect the
conditions under which Renewable Energy Sources (RES) or other generation resources can access the

grid and participate in the national and cross-border energy markets.

In the CEP, the EC proposal for the Regulation on the IME suggested new rules for the harmonisation
of the distribution tariffs (EC, 2016a). Concretely, in Article 55(1)(k) the harmonization of distribution

tariffs is added to the areas to be covered by Network Codes:

14 paragraph 3: “Where appropriate, the level of the tariffs applied to producers and/or consumers shall provide locational
signals at Union level, and take into account the amount of network losses and congestion caused, and investment costs for
infrastructure.”
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Article 55: ‘1. The Commission is empowered to adopt delegated acts in accordance with Article 63

concerning the establishment of network codes in the following areas:

(k) harmonised transmission and distribution tariff structures and connection charges including

locational signals and inter-transmission system operator compensation rules;’

Further, for the progressive convergence of transmission and distribution tariff methodologies, Art. 16
(9) of the EC proposal for the Regulation on the IME states that ACER shall provide a recommendation
addressed to NRAs within three months of the Regulation entering into force (EC, 2016a). Several
qguestions should be addressed in the recommendation such as the ratio of tariffs applied to producers
and to consumers, temporal and locational signals and the relationship between transmission and

distribution tariffs.

In the meantime, the Council of the European Union published a provisional position on this proposal
which forms the basis for the negotiations with the European Parliament (EU Council, 2017). It is
important to note that in this proposal the adoption of a network code for distribution network tariffs
has been removed. Plus, it is stated that within three months of entering into force of the Regulation,
‘the Agency shall provide a best practice report on transmission and distribution tariff methodologies
while leaving sufficient room to take national specificities into account.” A best practise report is

expected to send a weaker signal for harmonisation than recommendations.

Like the Council, not everyone agrees with drafting a network code for the harmonisation of
distribution network tariffs. CEER (2017b) clearly opposes, stating: ‘The impact assessment published
by the Commission (EC, 2016b) does not provide any justification that the benefits of further
harmonisation of tariffs would outweigh the costs for implementation. We consider that harmonisation
of both transmission and distribution tariffs at European level could be inefficient and not lead to the
right outcomes for European consumers. NRAs are best placed to consider the best regulatory choices
within the European framework. Implementing a “one size fits all” approach risks inefficient incentives
for network use on a Member State level, particularly with the emergence of more local energy models.’
EDSO, one of the main organisations representing the DSOs in Europe, agrees with CEER on this point
by stating: ‘Network and geographical characteristics are very diverse throughout Europe, leading to
diverging best practices in terms of network tariffs structures. Network codes do not seem to be the

right tool to efficiently enhance distribution tariff structures at European level.

27



Another stakeholder, REScoop (2017), representing energy communities in Europe, provides a more
nuanced view about the harmonisation of distribution grid tariff by saying: ‘the Electricity Directive
should provide national regulators with a duty to ensure that network tariffs for DER are calculated
according to an objective and transparent long-term cost benefit analysis (CBA) that takes into account
the wide range of benefits of DER to the energy system, society and the environment. To ensure a
holistic approach towards such an analysis, the Electricity Directive must provide a definition of DER.’
Finally, BEUC (2017) the consumer voice in Europe, recommends the following: ‘Network tariffs should
better reflect real use of the grid. They should be redesigned in order to reward flexibility and trigger
contribution of ancillary services by consumers who engage in self-generation or demand-side
flexibility. However, the redesign of network tariffs must not unduly increase the financial burden of

households with a low level of electricity consumption or households living in remote areas.’
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CHAPTER 2: FUTURE-PROOF TARIFF DESIGN: RECOVERING SUNK GRID
COSTS IN A WORLD WHERE CONSUMERS ARE PUSHING BACK

Abstract

Traditional analysis of distribution network tariff design assumes a lack of alternatives to grid
connection for the fulfilment of consumers’ electricity needs. This is radically changing with
breakthroughs in two technologies: (1) Photovoltaics (PV) enable domestic and commercial
consumers to self-produce energy; (2) Batteries allow consumers and self-producers to gain control
over their grid energy and capacity parameters. Contributing to the state of the art, the grid cost
recovery problem for the Distribution System Operator (DSO) is modelled as a non-cooperative game
between consumers. In this game, the availability and costs of the two named technologies
strategically interact with tariff structures. Four states of the world for user’s access to technologies
are distinguished and three tariff structures are evaluated. The assessed distribution network tariff
structures are: energy volumetric charges with net-metering, energy volumetric charges for both
injection and withdrawal, and capacity-based charges. Results show that in a state of the world with
new technology choices for grid users both efficiency and equity issues can arise when distribution

network charges are ill-designed.

JEL classification : C7, D61, L94, L97, Q41, Q42
Keywords: Batteries, optimisation, distribution network tariff design, non-cooperative behaviour,

photovoltaics
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1. Introduction

In Europe and the USA there is an observable trend towards volumetric network tariffs (in €/ kWh)
being gradually replaced by capacity-based network tariffs (CEER, 2017a; European Commission,
2015a; Hledik, 2015). Especially a volumetric tariff accompanied with net-metering?®, the network
tariff design historically in place, is challenged both in the media'® and in academic circles (e.g. Comello
and Reichelstein (2017); Darghouth et al. (2011); Eid et al. (2014) and Pérez-Arriaga et al. (2017a)).
Volumetric network charges with net-metering are inefficient as they over-incentivise PV adoption.
Namely, under net-metering active consumers installing PV panels see their electricity bill decrease
not only because of lesser electricity consumption, but also because of significantly lowered network
charges. This is an issue as their costs inflicted on the network do not necessarily change. Net-metering
is also perceived unfair; the total network costs need to be recuperated, and therefore passive
consumers without PV panels see their electricity bill increase by the network charges that active
consumers manage to offset. In this paper, a game-theoretical model is applied to address the

following two research questions:

(1) Do capacity-based network charges solve the efficiency problems experienced with volumetric

charges with net-metering?

(2) Do capacity-based network charges allow active consumers, investing in PV and batteries when

incentivised, to be better off at the expense of passive, sometimes vulnerable, consumers?

It is shown that the answers to both research questions depend on the technology cost scenario. The
answers are further nuanced as a result of the chosen modelling approach. Conventionally, papers
analysing network tariff design (e.g. Borenstein (2016); Brown et al. (2015); Hledik and Greenstein
(2016a) and Simshauser (2016)) discuss qualitatively or exogenously consider the interaction between
the adoption of in Distributed Energy Resources (DER) and network tariff design. In this paper, the grid
cost recovery problem for the DSO is represented as a non-cooperative game between consumers. In
this game, active consumers can strategically opt out of part of the grid use by investing in DER. Their
investment in DER is endogenous and differs depending on the grid tariff design in place. By opting out
of part of the grid use, active consumers shift grid costs to passive consumers and at the same time

compete to reallocate the grid costs to one another. The added insight obtained from this modelling

15 Net-metering is the practice by which consumers are accounted solely for their net electricity consumption from the grid
when distribution charges are determined.

16 E.g.: Pyper, Julia. 2015. “Ditching Net Metering Is in the ‘Best Interest’ of Solar, Say MIT Economists.” Greentech Media.
Accessed on 15/04/2017. www.greentechmedia.com/articles/read/MIT-Economists-Say-We-Should-Ditch-Net-Metering
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approach is that it considers uncoordinated investment decisions by active consumers. Uncoordinated
consumer decisions can result in an overall efficiency loss when price signals, in this case network

charges, are not designed properly.

The reallocation effect is not captured by Borenstein (2016); Brown et al. (2015); Hledik and Greenstein
(2016a) and Simshauser (2016). Hledik and Greenstein (2016a) and Simshauser (2016) argue that
capacity-based charges (in € per kilowatt (kW) peak) are an attractive option to replace volumetric
network tariffs. These authors contend that capacity-based grid charges would avoid inequitable bill
increase and allow for better cost reflection. However, not everyone agrees. Borenstein (2016) reasons
that challenges arise as a significant part of the network costs are residual or sunk costs.’” He states
that there is no clear guidance from economic theory on how to allocate such costs as cost causation
is unclear. He argues that almost surely a combination of higher fixed charges and an adder to time-
varying volumetric charges would be the least bad policy option. Similarly, Brown et al. (2015) do not
identify any single best option for the recovery of residual costs. They state that the recovery of

residual costs through fixed charges would result from prioritising the principle of efficient prices.

Typically, models with a similar mathematical structure as in this paper have been used to analyse
imperfect competition in (power) markets (see e.g. Gabriel et al. (2012); Gabriel and Leuthold (2010)).
In such equilibrium problems, the numerous optimisation problems are connected, e.g. via either an
equilibrium constraint (supply equals demand) or the inverse-demand function in each agent's
objective function. In the past, there was no need to apply a similar modelling approach when studying
distribution network charges as consumers had little means to react strategically to the tariffs imposed
on them. However, this assumption does not hold true anymore. This is mainly due to the sharply
decreasing costs of two technologies: photovoltaics (PV) and batteries (see e.g. Lazard (2016b, 2016a);
MIT Energy Initiative (2016a) and RMI (2015)). These two technologies allow grid users to react to the
way electricity supplied by the grid is priced. PV enables consumers to self-produce energy and lowers
the net energy need from the grid, while batteries enable self-producers to regulate both their grid
energy flows and capacity parameters. Suddenly, network tariff design has become a concern. As
described by Pollitt (2016): “The rise of distributed energy resources (DERs) offers increased
opportunities to exploit the existing system of network charges in ways that were not originally
envisaged.” If network tariff design does not anticipate the new sets of actions available to consumers,

grid cost recovery for the DSO and a fair allocation of costs are at risk.

17 This is especially true in networks experiencing low or no load growth for which costs occurred in the past to dimension
distribution grids to the expected peak capacity needed in the local system (Pérez-Arriaga and Bharatkumar, 2014).
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In this new setup, instead of an equilibrium constraint or inverse-demand functions, the optimisation
problems are linked by introducing a ‘grid cost recovery (equilibrium) constraint’. More precisely, the
stylised game-theoretical optimisation model presented in this work consists of linked individual
optimisation problems of consumers which are minimising their cost to satisfy their electricity demand.
The individual optimisation problems are linked with a ‘grid cost recovery constraint’, stating that the
total network charges paid by all consumers should equal the total network costs to be recovered by
the DSO. By doing so, the optimisation problem of one consumer is impacted by decisions of other
consumers. An equilibrium is found when the grid costs are recovered by the DSO and the consumers

have no incentive anymore to change their reaction to the network tariff.

Three illustrations have inspired this paper: Zugno et al. (2013), Momber et al. (2016) and Saguan and
Meeus (2014). Zugno et al. (2013) build up a game between an electricity retailer and consumers who
are reacting to the electricity price set by the retailer by shifting their load. Similarly, Momber et al.
(2016) model an aggregator which takes decisions on optimal bidding strategies in the electricity
market and on the retail price, while being subjected to decisions of cost-minimising electric vehicle
(EV) owners. Saguan and Meeus (2014) introduce a competitive equilibrium model to calculate the
cost of renewable energy in four states of the world, i.e. with renewable trade versus without
renewable trade, and with national transmission planning versus international cooperation on

transmission planning.

The remaining parts of the paper are structured as follows. In Section 2 the methodology of the paper
is highlighted. In Section 3, the proposed model is described in detail. In Section 4, the setup of the
numerical example, data and the technology cost scenario matrix is presented. The results are
discussed in Section 5. Lastly, a conclusion is formulated and possibilities for future work are

summarised.

2. Methodology: three tariff structures, two metrics and four states of the world

Three different tariff structures (TS) are analysed:*®
e TS1: Volumetric network charges with net-metering.
e TS2: Volumetric network charges without net-metering, bi-directional metering is applied.

Network charges are paid for both each kWh withdrawn and injected and at the same rate.

18 No time or locational variation in the rates is assumed, solely the ‘structure or format’ of the tariffs differ. See Pérez-Arriaga
et al. (2017a) for a discussion more focussed on the time and locational granularity of distribution tariffs.
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e TS3: Capacity-based charges based on the observed individual peak power withdrawal or

injection from the grid over a certain duration (e.g. hourly or quarter-hourly).*®

The outcomes of the tariff structures are benchmarked with the application of fixed network charges.
Fixed network charges serve as a reference as they do not distort the volumetric (€/kWh) and capacity
(€/kW) price signal and grid costs are assumed sunk. 2° Going entirely off-grid is not considered an
option for consumers in this paper. This is not a strong simplification as Hittinger and Siddiqui (2017)
find that the financial case for grid defection is limited or non-existent given current costs and
prevalent policies. Two metrics are introduced to quantify the results. Firstly, a proxy for (in)efficiency
is used to quantify the increase of the total system cost as compared to the reference case with fixed
network charges. Secondly, a proxy for equity is introduced by looking at the allocation of the sunk

costs for different consumer’s types under the different tariff structures.

A ‘Technology costs matrix’, with four extreme states of the world, is set up to analyse the impact of
dropping investment costs in PV and batteries (Lazard (2016b, 2016a); MIT Energy Initiative (2016a)
and RMI (2015)). This matrix is displayed in Table 2. Each state of the world represents a unique

combination of costs related to the technologies.

Table 2: Matrix representation of the four states of the world related to technology costs

Technology cost Capital cost PV (€/kW,)
matrix High Low
i ? ?
Capital cost High The past: Today?
batteries (€/kWh) Low Unlikely? The
' future?

In the past, a consumer did not have much means to react to electricity prices as DERs were too
expensive to invest in. Today, residential PV becomes more and more competitive with electricity
supplied from the central grid, while batteries are still relatively expensive. Nevertheless, a scenario
with low PV and battery investment costs can be expected to materialise soon as pointed out by many
studies (Lazard (2016b, 2016a); MIT Energy Initiative (2016a) and RMI (2015)). As an illustration, in
the Utility of the Future Study by the MIT Energy Initiative (2016a) it is quoted that PV developers and

industry analysts expect the installed cost of utility-scale PV to fall below $1000 per kW before the end

19 Currently, in most cases, low voltage users are being billed by the contracted capacity, and not through an observed
maximum capacity. However, with the envisioned mass roll-out of smart meters accurate maximum capacity charging of
network users will be enabled (Eid et al., 2014).

20 Other quantitative work on network tariff design (Brown et al., 2015; Hledik and Greenstein, 2016; Simshauser, 2016)
assume ‘revenue neutrality’ for the network operator when assessing different tariff structures with a consumer database.
Assuming revenue neutrality is from a modelling perspective not different than assuming grid costs are sunk.
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of this decade, and that one major US automaker projects that lithium-ion battery cell costs will drop

below $100 per kWh by 2022— an order of magnitude less costly than 2010 costs.

3. Model: approach and mathematical formulation

In this Section, the modelling approach is presented. This Section is split up into three Subsections. The
first subsection explains the high-level functioning of the model shortly. Also, the limitations of the
modelling approach are discussed. A second Subsection describes the mathematical formulation of the

model. A third subsection explains the solution method applied.

3.1 Modelling approach

The stylised game-theoretical optimisation model consists of several individual optimisation problems
which are linked by an equality constraint that needs to be satisfied, the so-called ‘grid cost recovery
constraint’ in this context. The optimisation problem of one consumer is impacted by decisions of other
consumers, as all optimisation problems are linked. For example, under volumetric charges with net-
metering, if a consumer installs PV, it would mean that the total net volume of electricity requested
from the grid is reduced. Consequently, the total amount of network charges paid would reduce. In
reaction, the volumetric rate of the network charge must now be increased to allow total cost recovery
for the DSO. This rate increase makes it possibly interesting to install additional capacity of PV and so
forth. An equilibrium is found when the sunk costs are recovered and the consumers have no incentive

anymore to change their reaction to the network tariff.

The formulation is split up into two parts:

e The grid cost recovery constraint: This equality represents the cost-allocation problem of a
DSO. The sunk grid costs to be recovered by the DSO need to equal the network charges
collected from the consumers. The network charges are set perfectly anticipating the reaction
of the consumers to these charges.

e The optimisation problems of individual consumers: The consumers are split up as active and
passive consumers and have the objective to minimise their electricity costs. Active
consumers have the possibility to invest in solar PV and batteries, while passive consumers do
not. The network charges are the variables linking all individual optimisation problems

through the grid cost recovery constraint.
It should be added that this modelling approach has certain limitations. Firstly, the investment

decisions by the consumers and the setting of the network tariffs are treated as a ‘single-shot problem’,

instead of multi-stage. Further, no stochasticity in the parameters is accounted for. Returns for
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consumers from investment in DER might be uncertain. Also, eventual future decline in DER
investment costs could be anticipated by consumers; there is an option value for waiting. An example
of a paper tackling these issues is the risk-constrained multi-stage stochastic programming model
proposed by Baringo and Conejo (2013). Addressing these limitations in this context could be a line for
further research. Alternatively, an agent-based modelling approach could be used, see e.g. Saguan et
al. (2006) for a discussion between equilibrium and agent-based modelling to study imperfect
competition in electricity markets and Weidlich and Veit (2008) for a critical survey of agent-based

wholesale electricity market models.

3.2 Mathematical formulation?!

In this Subsection, the two parts of the mathematical formulation and how they are connected are
described in more detail. Firstly, the grid cost recovery constraint of the DSO is described. Secondly,
the optimisation problem of the individual consumers connected to the distribution network is

described.

(a) The grid cost recovery constraint

The cost recovery constraint of the simplified DSO is displayed by Equation 1. The equation states that
the total network costs to be recovered have to equal to the total network charges collected by the
DSO to recover their costs.?? This equation should hold while minimising the coefficient of the
volumetric (vnt) or capacity-based (cnt) network tariff. By minimising the coefficients of the network
charges, the increase in network cost reallocated to passive consumers, not installing DER, are most
limited. By assuming grid costs to be sunk, the change in aggregated consumption/injection behaviour
of the active consumers connected to the distribution grid does not have an influence on the total
network costs to be recovered. In other words, costs occurred in the past, anticipating future usage.
The sunk cost assumption will be relaxed in future work. To ensure full cost recovery for the DSO, the
coefficient of the network tariff will increase in almost all cases when having consumers installing DER
when compared to a default situation where all consumers fulfil their electricity needs solely with

power from the grid. This increase is minimised by this formulation, while cost recovery is ensured.

The total network charges collected from the consumers are calculated by the right-hand side of the

equation. The network charges can be volumetric, capacity-based or fixed charges. a,3 and NM

21 Variables are represented by italic lower case Latin letters, for parameters upper case Latin or lower case Greek letters are
used.

22 For computational reasons, an error margin 6 (e.g. 1% of the network costs) is applied, allowing for a limited deficit or
excess.
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parameterise the different tested tariff structures. Please find an overview of all notations in Appendix

A.

Network costs = Zi[Ni * (cx *vnt * Y (qwe; — qig; * NM) * WDT + B * cnt * gmax; + (1 — a— ) * FNT )] (1)
{ ] \ ] \ J

With minimal vator cnt / Y I

Volumetric Capacity Fixed

The parameter N; stands for the number of consumers represented by representative consumer i.3
Representative consumers standing for homogenous groups are used to limit the computational time.
The variables set by the grid cost recovery level are vnt the coefficient of the volumetric charge in
€/kWh, and cnt the coefficient of the capacity-based charge in €/kW. Depending on the tariff
structure, a coefficient can be forced equal to 0. Further, qw, ; represents the energy withdrawn from
the grid at time step t by consumer i, qi;; the energy injected into the grid at time step t by consumer
i. WDT is a scaling factor for the annualization of all costs. gmax; is the peak use of the network by
consumeri. It is a proxy for the maximum capacity required to service consumer i's network
requirements. Finally, FNT is a parameter and represents the fixed network charge per connection,

uniform over all consumers.

In Table 3 the different network tariff structures and their parameter settings are displayed. In cases
where TS1 or TS2 are applied, the second term of the summation on the right-hand side of Equation 1
will equal zero as cnt is forced to zero. The third term of the equation, representing fixed network
charges, will also be zero as a equals 1. By setting parameter NM to 1 the power withdrawn from the
grid (qw, ;) is netted out with the power injected into the grid (qi,;), representing net-metering. If NM
is set to -1, no netting out takes place, and both power withdrawal and injection are subjected to
network charge vnt. When applying TS3 vnt will be forced to zero and again the third term of the
summation will equal zero as B is set to 1. Lastly, when fixed network charges are applied the first two
terms of the summation will equal zero as a and 3 are set equal to zero. Please note that other
implementations can be tested with this model, for example a 3-part network tariffs with a volumetric,
a capacity and a fixed component. This can be done by setting a and 8 to a value between 0 and 1,
with the sum of a and 3 being less (3-part tariff) or equal to 1 (2-part tariff, no fixed component). In

this work, we chose to report the more extreme implementations.

23 Alternatively, proportions of consumer groups relative to all consumers connected could be used. In that case, the total
network costs are scaled accordingly.
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Table 3: The different network tariff options - description and parameter settings for Equation 1

Network tariff Description o B NM
structure Volumetric Capacity Netj
metering
TS1  Volumetric charges Only the net consumption is used to calculate the network 1 0 1
with net metering charges to be paid by the consumer.
TS2  Volumetric charges The sum of the withdrawal and injection into the grid is 1 0 -1

without net metering used to calculate the network charges paid by the
consumer. Charge for withdrawal and injection is equal.

TS3  Capacity-based The withdrawal or injection peak (in kW) measured over 0 1 0
charge the length of the full-time horizon is used to calculate the
network charges paid by the consumer.
Ref.  Fixed network The fixed charge is uniform and equal to the sunk cost to 0 0 0
charges be recovered divided by the number of consumers.

(b) Optimisation problem of consumers

The consumer’s optimisation problem is a linear programme (LP). The objective function is presented
by Equation 2. Each consumer minimises its (annualised) total cost of servicing its electricity
requirements. The total costs consist of four parts; the energy costs, the network charges and other
charges that constitute the electricity bill, and the investments costs in DER technology.?* In the case
where a consumer is passive, the investment costs will always be zero. For an active consumer,
investment costs might be positive. This will be the case if additional investment costs are lower than
the decrease in the electricity bill due to the DER investment. With ‘other charges’, e.g. RES levies are
meant. It is assumed that these charges are paid as a fixed fee, and do not influence the optimisation

problem of an individual consumer.

Minimise energy costs; + network charges; + other charges + investment costs; (2)
With:

energy costs; = Zt(th,i * EBP, — qi;; * ESPt) * WDT 3
network charges; = Y..(qwy; — qiz; * NM) = vnt * WDT + gmax; * cnt + (1 —a— ) * FNT 4
investment costs; = is; * ICS * AFS + ib; * ICB * AFB (5)

Equation 3 describes the calculation of the energy cost. EBP; represents the price paid by a consumer
for withdrawing one kWh of electricity at time step t from the grid, excluding the network or other
charges. EBP; can be thought of as the wholesale electricity price plus a retail margin. ESP, stands for
the price received for injecting one kWh of electricity into the grid. Depending on the country context
ESP; may be labelled the feed-in tariff, again excluding possible network other charges. The energy

costs are annualised using a scaling factor WDT.

24 No costs for operation or maintenance of DER technology is assumed.
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In Equation 4 the network charges paid by consumer i are calculated. Depending on the applied tariff
structure, two of the three terms of the summation will be forced to zero. When TS1 or TS2 is applied,
only the first term will be greater or equal than zero, in the case of TS3, the second term can be positive

and finally when TS4 is applied the third term will be greater than or equal to zero.

The investment costs of DER installed by a consumer are described by Equation 5.
Variable is; represents the capacity of installed solar PV (kWp), and variable ib; represents the
installed battery energy capacity of the battery (kWh). In the case of a passive consumer both is; and
ib; are forced to zero. Capacities of PV and batteries are represented as continuous variables in this
formulation, while in reality there may be only discrete choices. ICS and ICB are the investment costs
per kWp solar capacity and kWh battery capacity respectively and AFS and ABS are the annuity factors

for both technologies.

Consumers are subjected to a set of constraints, shown by Equations 6-16. Equation 6 represents the
demand balance, meaning that demand should equal supply at all moments. D;; is the demand of
consumer i at time step t.2° The supply of electricity consists of the summation of electricity withdrawn
from the grid, the electricity generated from PV and the energy discharged from the battery, minus
the summation of the electricity injected into the grid and the electricity used to charge the battery. It
is not possible to buy and sell electricity or discharge and charge the battery simultaneously. As such,
qwe; will be equal to zero if qi,; is positive and vice-versa and the same holds for gbout,; and
gbin; ;.*® SY, ; stands for the time-varying PV yield in kWh per KWp PV installed, which depends on the
observed irradiation and the efficiency of the PV panel. gbout,; and gbin, ; are variables standing for

the energy output and input respectively of the battery of consumer i at time step t.

Dii = qwy; — qiy; +is; * SYi; + qgbout,; — qbin,; Vit (6)
socy; = qbiny; * EFC « DT — (qbout, ;/EFD) * DT + SOC, (7
socy; = qbing; * EFC * DT — (qbout;/EFD) * DT + soc;_q; * (1 —LR*DT) Vt#1 ®
50Ctmaxi = SOCq C))
qwei+qic; < gmax; vt (10)
soc; < ib; vVt 11
qbout,; < ib; *x BRD vVt (12)

25 In this paper, the household power demand (D, ) is an exogenous parameter and instead the way the demand is met (grid,
solar panel or battery) is an optimised decision for a active consumer. In future work, also the household power demand
could be modelled as a variable e.g. by introducing a price sensitivity of demand for electricity as in Van Den Bergh and
Bruninx (2015).

26 Binaries could be introduced to force this. In this paper, the validity of the LP solution is checked ex-post.
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qbin,; < ib; * BRC vt 13)

is; < MS; (14)
ib; < MB; (15)
qWe i, Qi i, SOCe 1, gbouty ;, qbing ;, is;, ib;, qmax; = 0 (16)

Equations 7-9 describe the battery balance. soc; stands for the state of charge of the battery of
consumer i at time step t, SOC, is the initial energy content of the battery, EFC and EFD are the
efficiencies of charging and discharging respectively, LR is the leakage rate of the battery and DT is
the length of time step as a fraction of an hour. By Equation 10 the peak withdrawal or injection
gmax; over all time steps is determined. Equations 11-13 limit the energy stored, power discharged
at a time step and power charged at a time step respectively. The parameters BRD and BRC define the
maximum rate of power discharged/charged over the energy capacity of the battery. The capacities of
solar and batteries to be installed by a consumer i are capped by Equation 14-15. Equation 16 forces
all consumer variables to be non-negative. This formulation of the optimisation problem of a consumer
can be considered as a linearised version of a DER sizing problem with possibilities to invest in solar

and batteries (See for example: Schittekatte et al. (2016)).

3.3 Solution method: connecting the equilibrium constraint and the individual optimisation

problems

All individual consumers are connected to one another through Equation1. An  equilibrium is
obtained if this equality holds and none of the consumers, for which the optimisation problems are
described by Equations 2-16, has an incentive to adapt their electricity withdrawal and injection
pattern from the grid by e.g. by installing more solar panels or using installed batteries in an alternate

fashion.

Different methods to solve the linked optimisations problems that are described by Equations 1-16
exist. For example, the problem could be reformulated as a Mathematical Program with Equilibrium
Constraints (MPEC) by transforming the equality described by Equation 1 into an upper level (UL)
optimisation problem of a bi-level structure. The lower level (LL) problem, in this case the cost
minimisation problems of consumers, can be completely recast as also described in Momber et al.
(2016). This involves replacing the LL objective function with a set of optimality conditions, combining
first-order stationarity with strong duality. Since the LL is linear and thus convey, its recast can be
directly included as constraints of the UL. A single level non-linear MPEC would result. The problem

can be linearized and reformulated as a Mixed Integer Linear Program (MILP) as for example described
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in Zugno et al. (2013). The resulting MILP can be solved using commercial off-the-shelf optimisation

software. For a complete treatment of different solution methods see Gabriel et al. (2012).

In this paper, a solution is found through the application of an equivalent iterative approach.
Depending on the tariff structure applied, the coefficient of the network tariff (vnt or cnt) is tuned
until an equilibrium is attained. First, the consumer optimisation problems are solved for an initial
value of the network tariff coeffient. Then, the optimised consumer variables, i.e. electricity consumed
(qwy ), electricity injected (qi.;) or the peak withdrawal or injection (qgmax;), are plugged into
Equation 1. If the equality described in Equation 1 holds, an equilibrium is found, if not, the network
tariff coefficient is increased. By starting from an initial low value (typically 0) of the network tariff
coefficient and incrementally adjusting this value, we find the equilibrium with the minimal network
tariff coefficient under which cost recovery for the DSO holds. The flow chart of the algorithm

underlying the proposed iterative approach is presented in Figure 7.

Start: vntii /
cntini k=k+1
v
Optimisation Optimisation
Consumer 1 Consumer M

k+1 _ k 4 pvnt/
Output: qwtl_‘l_.M and qufl..\a/ qmax}fﬂM vnt =vnt® +A
cntk¥l = eptk + Aont

v

Eq. 1: Network costs equal charges collected?
Within error margin &

Network costs = f(vnt¥, qwgfl_.M, qi}‘_luM/ ent®, gmaxk ) ?

YES NO

End: Equilibrium
obtained

Figure 7: Flow of the calculations to obtain the equilibrium

The computational time needed to obtain a solution is sensitive to the number of unique consumers
modelled and the length of the time series used to represent demand and solar yield. The algorithm
was formulated and solved in GAMS®© BUILD 24.3.3 employing the CPLEX™ 12.6.0 solver on a standard
laptop 64-bit with 8 GB of RAM and an Intel© Core™ i7-7600 CPU clocked at 2.8 GHz with 4 threads.
The computational time to do one run with the setup and parameters assumed in the numerical

examples is on average around one minute.

4. Numerical example, result metrics and data

In this Section, firstly, the setup of the numerical example of the model is described. Secondly, the

metrics to analyse the results are explained. Thirdly, the parameters which remain constant over all
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four states of the world are presented. Lastly, the parameters which change over the four states of the

world are presented in the form of a technology cost matrix.

4.1 Setup

For simplicity, only two consumer types are modelled: passive and active consumers. Both consumer
types have the same original electricity demand from the grid. The sole difference between the two
consumer types is that a passive consumer does not have the option to invest in solar PV and batteries,
unlike an active consumer, who can opt to invest in DER. Passive consumers are uninformed about the
possibility to invest in DER. They either do not have the financial means, are strongly risk averse or
simply do not have space. Active consumers are economically rational, i.e. they minimise their costs to
meet their electricity demand, and may invest in DER if optimal. Note that the relative proportion of

each consumer type is an important parameter for the sensitivity analysis of the results.

4.2 Proxies for efficiency and equity

Depending on the network tariff design in place, active consumers can offset their contribution to the
sunk grid costs by investing in DER. In this case, the avoided contribution is reallocated to the passive
consumers. However, the total costs to be recovered by the DSO remains the same, only the allocation

of the contributions changes.

More precisely, if an active consumer invests in DER technology, its electricity bill reduces due to the
avoided energy costs and/or network charges. The active consumer will invest in DER if the difference
between the reduction of the electricity bill and the DER investment cost is positive. The net reduction
in the total electricity cost will be exactly this difference. The passive consumer does not invest in DER
technology and will possibly see its electricity costs increase with the sunk costs reallocated by the
active consumer. As an illustration, assume one active and one passive consumer. When no one invests
in DER, the total electricity cost of all consumers is assumed the same as the consumers are identical.
However, when investment in DER is allowed for an active consumer, the respective change in
electricity cost can be:

e Change for active consumer = —avoided energy cost by the active consumer —avoided network

charges by the active consumer + investment cost in DER

e Change for passive consumer = + avoided network charges by the active consumer

The net aggregated decrease or increase in total electricity cost for the two consumers, referred to as
the change in system costs, will be:

e Change system costs = — avoided energy cost by the active consumer + investment cost in DER
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Price signals are distorted if the avoided energy cost by the active consumer is lower than the
investment cost in DER. This would mean that the system cost increases. In simple terms, ‘the losers’
(passive consumers) lose more than ‘the winners’ (active consumers) win. The system cost is calculated
in this model as the summation of the objective function of both consumer types weighted with their
respective proportion P;*’:

System cost = ); P, * (energy costs; + network charges; + other charges + investment costs;) a7

Fixed charges do not have a distortive effect in this model. Therefore, as a proxy for efficiency or ‘non-
distortionary’, the system cost for a tariff structure is benchmarked with the system cost when fixed

network charges are applied.

A proxy for the equity is introduced by looking at the allocation of the sunk costs to the two consumer’s
types. It is assumed that in the most equitable situation the sunk costs allocated to both consumer
types are the same, as their original electricity demand before installation of DER from the grid is
identical. When an active consumer invests in DER part of the sunk costs can be reallocated to the
passive consumer. The increase in network charges paid by the passive consumer compared to a

situation where both consumer types pay the same fixed network charge serves as a proxy for equity.

4.3 Data

In this stylised example, the consumer demand and yield of a PV panel is represented using a time
series of 24-hours with hourly time steps. (See Table 4 (middle and right)). The household demand for
electricity shows a small peak in the morning and a stronger peak in the evening. The fulfilment of the
demand is a hard constraint. The scaled annualised consumption of a consumer is 6.500 kWh with an
annual peak of 3 kW. The relationship between the annual consumption and peak is based on Blank
and Gegax (2014).28 As a reference, in Europe average annual electricity consumption per household
in 2015 ranged from 20.000 kWh (Sweden) to 1.400 kWh (Romania) (ACER and CEER, 2016). In the
same year, the average electricity consumption per household in the USA was about 10.800 kWh (EIA,
2016). This is a stylised example, and the intention of this paper is not to analyse the impact of tariff
design on consumers from a specific region. However, the adopted approach does not exclude such
an analysis in the future. In Appendix B.1, the data used for the sensitivity analysis with longer time

series and additional demand and solar yield profiles can be found.

27The proportion of a consumer group is defined by the number of consumers represented by a consumer group i (N;) divided

o . N;
by the total number of consumers connected to the distribution grid (N): P, = N

28 |n that paper, a regression analysis using a small data sample of households in Alaska is done. The authors find that an
increase in monthly energy use by 1,000 kWh would increase maximum monthly demand by 5.5 kW. For the sake of simplicity
these findings are extrapolated to a yearly basis.
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Table 4: Technical DER Parameters (left), original demand profile (middle) and PV yield profile (right)

Parameters active consumer Value

Lifetime PV 20 years

Lifetime battery 10 years 35 o7

Discount factor PV and batteries 5% 3 A g

Maximum solar capacity installed 5 kWp —% Z‘z / \ 1 § 05

Maximum battery capacity installed No limit g n "E‘

Efficiency charging & discharging 90 % 2 / / 205

Leakage rate 2% 0.5 \ ,/ %

Price received for electricity injected 90 % 3 o 1 3 5 7 9 1113 15 17 19 21 23

33 5 7 9 11.13 15 17°19 21:23 H
into the grid (% of wholesale price) Hour our

The yield per kWp PV installed scales up to 1160 kWh per year with the profile shown in Table 3 (right).
This level is similar to the average yield in the territory of France (Suri et al., 2007). As a reference,
Formica and Pecht (2017) found a yield of 1300 kWh/kWp for a PV installation in Maryland, USA and
Mason (2016) finds that in the UK the average yield equals 960 kWh/kWp. Remaining other relevant
parameters are shown in Table 3 (left). Technical DER data is in line with Schittekatte et al. (2016).
Finally, the price received for electricity injected into the central grid (also called the ‘feed-in tariff’) is
set to 90 % of the assumed price paid for energy from the grid, excluding network cost or any other
charges. The energy price paid for energy relates to the electricity wholesale price and includes a

retailer margin.

In Table 5 the composition of the consumer bill is presented. This is the consumer bill in the default
setting, i.e. a situation without investment in DER technology by any consumer. If active consumers
decide to invest in DER, the relative proportion and absolute values of the bill components will change
for both the active and the passive consumer. The consumer bill is based on information from the
market monitoring report for electricity and gas retail markets by ACER and CEER (2016). There, the
breakdown of the different components of the electricity bill for an average consumer in the EU for
the year 2015 is presented. The energy component of electricity prices in the EU in 2015 is estimated
to be 37%. In nominal terms, this means a cost of 0.074 €/kWh. Further, 26 % of the bill consisted of
network charges, and 13 % are RES and other charges. Finally, an important chunk (25%) of the bill
consists of taxes. A value-added tax (VAT), averaging 15%, must be paid and additional (ecological)

taxes, averaging 10 %, are raised on the use of power in some countries.

Taxes are integrated into the remaining three components: energy costs, network charges and other
charges. The default electricity bill of the consumer consists of 45% energy costs, 35% network charges

and 20% other charges. The energy price is set at 0.08 €/kWh consumed.? Other charges are recovered

2 |n this work, the energy cost component is modelled exogenously. In cases with high PV adoption this might be a strong
simplification as a higher penetration of PV can have a depressing effect on wholesale prices (see e.g. Darghouth et al. (2016)).
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through a fixed fee and as such do not interfere with the analysis. However, this is not always the case,
as described in Frondel et al. (2015). The question of how to collect such charges, or even whether
they belong in the electricity bill at all, is out of the scope of this work. The network charges, the focus

of this work, are recovered through the different network tariff designs.

Table 5: Consumer bill for in the default case, when no investment in DER by any consumer is made

Default consumer bill Proportion of the bill Cost per year Recovery

Energy costs 45 % 520 €/year 0.08 €/kWh

Network charges 35% 404 €/year Through the different network tariffs
Other charges 20% 231 €/year Fixed fee (does not interfere)
Total electricity cost Average of 0.18 € per kWh delivered 1155 €/year

The total annual electricity cost, including also the network and other charges, equals 1155 €/year or
0.18 €/kWh delivered. This total cost is near to the average electricity cost for EU households in 2015
that was estimated around 0.21€/kWh (Eurostat, 2016). In the USA the average electricity cost in 2015

for residential use was lower, namely around 0.125€/kWh (EIA, 2016).

Also, a typical consumer bill varies widely over time and, additionally, is country context dependent.
The energy cost component in the EU has fallen since 2012, both in nominal terms, from 0.08 to 0.074
€/kWh, and as a percentage of the final consumer bill (ACER and CEER, 2016). The proportion of the
energy component of a typical residential electricity bill ranges from 78 % in Malta to solely 14-13 %
in Norway and respectively Denmark. Not only the energy component but also the proportion of grid
costs in the final bill was found to vary significantly. According to a recent European Commission (2015)
report, the share of distribution cost paid by residential users in the EU ranges from 33% to 69% in the
final consumer bill. High network charges are not always related to high costs of physical grids, but
might be ‘artificially’ inflated. In some countries, costs have been added to the DSO’s costs that are not
directly tied to providing an incremental kWh of electricity, e.g. costs for energy efficiency programs
and subsidies for installing distributed generation (Borenstein, 2016; European Commission, 2015a;
Huijben et al., 2016). In future work, the sensitivity of the results to the country context will be

investigated.

4.4 The technology cost matrix

The values of the key parameters for the different states of the technology cost matrix are displayed
in Table 6. The numbers for the investment cost in residential PV are coherent with the low and high
estimates of prices found in RMI (2015). As the cost of a kWh generated by 1 kWp of PV installed is a

function of several parameters, the levelised cost of energy (LCOE) is calculated as an additional
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reference value.?® The LCOE for the high and low PV cost scenario is equal to 0.18 €/kWh, and 0.09
€/kWh respectively and these LCOE estimates are in line with the ranges presented in Lazard (2016a).
The same sources (Lazard, 2016a; RMI, 2015) are used to obtain the high and low investment cost
scenario for lithium-ion battery packs. It is further assumed that the minimum time needed to fully
(dis)charge the energy capacity of the battery is one hour. No investment subsidies for PV or batteries
are introduced.

Table 6: Main parameter settings of the technology cost matrix

High technology costs Low technology costs
Investment cost PV 2600 €/kWp (LCOE: 0.18 €/kWh) 1300 €/kWp (LCOE: 0.09 €/kWh)
Investment cost batteries 600 €/kWh (full (dis)charge in 1 hour) 200 €/kWh (full (dis)charge in 1 hour)

Please note that high investment costs for PV panels could also be interpreted as installing those panels
in parts of the world with less solar irradiance and vice-versa. It is harder to come up with a similar
interpretation for the battery investment costs. However, the battery is used to shift power demand

from the grid in time, a function which could also be provided by demand response.3!

5. Results and discussion

The results obtained for the different tariff structures are displayed in Figure 8. Figure 8 provides

answers to the two research questions posed at the introduction of this paper, namely:

(1) Do capacity-based network charges solve the efficiency problems experienced with volumetric

charges with net-metering?

(2) Do capacity-based network charges allow active consumers, investing in PV and batteries when

incentivised, to be better off at the expense of passive, sometimes vulnerable, consumers?

The answers to these questions depend on the quadrants in which the graph is split up, representing
the four states of the world. The proportion of active consumers, able to invest in PV and batteries
when economically rational is assumed to be 50 %. The proportion of active consumers is further
discussed when the results are described. For each state of the world, the performance of the three
tariff structures for the efficiency proxy is shown on the horizontal axis, and for the equity proxy on
the vertical axis. The closer the result of a tariff structure is to the origin along one axis, the better its

performance for the metric displayed on the other axis.

30 In the model applied, the LCOE of PV is a function of the investment cost of the PV panel, lifetime, discount factor, the PV
system performance ratio and the solar irradiation profile.

31 Demand response is not modelled. The cost of demand response would be dependent on the value a consumer attributes
to the need of power at a particular time. Such an analysis is out of the scope of this work.
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The results shown in the quadrant in Figure 8 are the ones computed for the numerical example.
However, the absolute magnitude for the efficiency and equity metric can be overestimated or
underestimated dependent on the data and the assumptions made. In Appendix B.2. the results for
longer and additional time series for demand and solar yield are shown and discussed briefly. Overall,
the intuition behind the results presented in the body of the paper is confirmed. For example, the
impact of seasonality in PV yield is highlighted in Appendix B.2. It is illustrated that the dispatch
decisions of an active consumer can differ depending on the season and that by using short time series
and an average PV yield profile the synergistic value of batteries and PV can be assumed higher. This
can lead to slight overestimations in the presented results. On the other hand, it assumed that other
charges, e.g. including charges relating to support schemes for RES and other policy costs, are
recuperated through a fixed charge, while often these charges are recuperated from consumers with
volumetric charges or included in the distribution network tariff (see e.g. Borenstein (2016) or
European Commission (2015)). By recuperating these charges with a fixed charge, the allocation of
these charges among consumers does not distort consumer decisions. This assumption can lead to

slight underestimations in the presented results.
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Figure 8: The results for the four scenarios of the technology matrix with 50 % active consumers
connected to the grid. Results of the efficiency (horizontal) and equity (vertical) proxy are shown.
The more the result of a tariff structure is situated near the origin along one axis, the better its
performance for the metric on the other.

The results for the different tariff structures can be compared to each other in a specific state of the

world. Also, the relative performance of certain tariff structures in the different state of the worlds can
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be assessed. This work does not attempt to discuss the trade-off between efficiency and equity. Only
if a tariff structure dominates another tariff structure for both the efficiency and the equity metric, it
can be said that one outperforms the other. In the next Subsections, the results are described per state
of the world. The dynamics behind the results are described in detail for the ‘Maturing DER scenario’.

This Section ends with a short discussion on the implementation of capacity-based charges.

5.1 Immature DER scenario, the past?

Two observations are made in this reference state of the world. Firstly, the results show that applying
volumetric network charges with net-metering, the network tariff design historically in place, does not
create efficiency or equity issues for the recovery of the sunk costs. The same result is found for
volumetric network charges without net-metering. This can be explained by consumers not having
means to react to prices as PV is simply too expensive to invest in. A second observation is that with
capacity-based network charges some inefficiencies, but very limited equity issues arise. This can be
explained by investment in small but expensive batteries by the active consumers to shave their peak
consumption. As the batteries are small, only a small proportion of the sunk costs are reallocated to

the passive consumers.

5.2 Maturing battery and expensive PV scenario, unlikely scenario or not?

A state of the world with high PV investment costs and low battery costs is rather unlikely. However,
this state of the world with associated technology cost could be the thought of as the future for places
where electricity generated by PV is too expensive due to low levels of solar irradiation combined with
few government subsidies. Alternatively, an unexpected battery R&D breakthrough could bring

forward this scenario. Two observations from this state of the world are described below.

Firstly, results for volumetric charges with and without net-metering do not change. Net-metering
does not incentivize investments in batteries for active consumers. 3 Under volumetric network
charges without net-metering, there is an incentive to install batteries. A consumer must pay network
charges both for withdrawal and injection of energy into the grid. This means that a consumer is
incentivised to self-consume his electricity generated on-site by PV. Consequently, when a consumer
installs PV, it can make sense to install additional batteries to limit the amount of electricity injected
into the network when PV generation is high and demand low. The energy collected in the batteries
can then be used to serve the electricity demand when the situation is reversed. As such, the exchange

of electricity with the grid, and thus the network charges paid, will be limited. However, in this state

32 When energy prices or network charges would be time-varying also batteries adoption could result with volumetric charges
without net-metering.
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of the world PV is expensive and therefore no PV is installed by the active consumer. As no PV is
installed, also no batteries will be installed, and therefore the results do not differ from those of the

previous state of the world.

Secondly, increased inefficiencies and a more severe equity issue resulted with capacity-based charges
when compared with the previously described state of the world. The proxy for efficiency, the system
cost, is a function of two forces: the capacity of batteries installed and their costs. Active consumers
install batteries with a higher capacity as these are rather inexpensive. However, since batteries are
cheap, the increase in system costs is dampened. An equity issue results as the active consumers can
shave their peak demand more significantly with the higher battery capacity installed per active

consumer.

5.3 Maturing PV scenario, today?

Three observations can be made for this state of the world. Firstly, volumetric network charges with
net-metering create severe equity issues and inefficiencies. Since active consumers install the
maximum amount of PV of which the excess generation is fed into the grid, the netted-out electricity
consumption of the active consumers from the grid is significantly lowered. Consequently, the network
charge coefficient in €/kWh must increase to ensure cost recovery. This means that the network
charges paid by the passive consumers increase strongly. Additionally, investment distortions are
created with this network tariff structure. More precisely, the LCOE of PV for this scenario is slightly
higher than the energy cost of electricity and the price received for injecting electricity into the grid. In
the case a network tariff does not interfere with the volumetric (€/kWh) or capacity (€/kW) price signal,
no investment in PV is expected from the rational cost minimising consumer. With volumetric network
charges with net-metering in place, investing in PV becomes a lot more attractive as not only energy
costs can be avoided but also network charges. These results confirm the findings of Eid et al. (2014).
They concluded that net-metering creates significant equity issues for passive consumers and acts as

an implicit subsidy for the adoption of PV.

A second observation is that the result for volumetric network charges without net-metering almost
does not change when compared to the previously discussed scenarios. PV is inexpensive, and if active
consumers install PV, they will avoid paying network charges for withdrawing electricity from the grid.
However, the electricity demand is not always at the same level as the PV production and vice-versa.
Therefore, the business case for an active consumer to install a large capacity of PV is not attractive,

and only a very limited capacity of PV is installed. Batteries can increase the amount of electricity
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produced on-site that could be used for self-consumption. However, in this state of the world, these

are expensive, and no batteries are installed.

The last observation is that the performance of capacity-based charges is impacted by a change in the
PV investment cost while keeping the battery investment cost constant. This effect can also be
observed when comparing the two states of the world with low battery costs and different PV
investment costs. Lowered PV costs incentivise investment in PV under this tariff structure and
consequently also an investment in batteries becomes more attractive. This is rather surprising as can
be seen from the demand and solar yield profile on Table 4 (middle and right) that the solar profile
and peak demand are highly uncorrelated. This dynamic shows that there is added value in considering
both investment possibilities in PV and batteries simultaneously when studying capacity-based charges
in a setting with active consumers. Equity issues are limited as the capacity of batteries installed is

small, and the correlation of the solar yield profile and the peak demand of the consumer is low.

5.4 Maturing DER scenario, the future?

Three highlights are described for this state of the world. To begin with, Figure 8 shows that the results
for volumetric charges with net-metering in this state of the world do not change when compared to
the previously described state. This is expected as the only parameter changing between those two
states is the battery investment cost, and with net-metering and no time-varying prices in place, an

active consumer has no reason to install batteries.

Secondly, the results for volumetric charges without net-metering change slightly. In this state of the
world, the active consumers invest in PV and batteries. Inexpensive batteries increase the amount of
electricity produced by PV that can be used for self-consumption. As such, the total amount of network
charges paid by the active consumer decreases. However, the amount of avoided network charges is
limited, and the installed capacities of both PV and batteries remain very small. This tariff structure
could be regarded as an extreme case of the British tariff design as described by Green and Staffell
(2017). In their paper, the authors investigate the business case of batteries and self-sufficiency for
domestic electricity consumers. The obtained results are in line with their conclusion for GB. Namely
that, even with low-cost storage available and a (volumetric) tariff design that seems to encourage the

technology, energy arbitrage does not make consumer-based storage economic.
Thirdly, the results for capacity worsen significantly, both in terms of efficiency and equity, when

comparing to the other states of the worlds. This result is elaborated on more deeply to demonstrate

why this is happening. In Figure 9 the results for efficiency and equity proxy with sensitivity for the
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proportion of active consumers connected to the grid is shown. For all three tariff structures, the
magnitude of the inefficiencies and equity issues increases with an increased share of active
consumers. This is relatively straightforward because there are simply more active consumers with
distorted investment incentives who are trying to reallocate the grid costs to a smaller share of passive
consumers. This dynamic could be labelled as an effect of big numbers and is also captured by more

static quantitative models as Hledik and Greenstein (2016) and Simshauser (2016).
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Figure 9: Results for the efficiency proxy (left) and the equity proxy (right) with sensitivity analysis
for the proportion of active consumers.

However, a second effect makes the increase in inefficiencies and equity issues very non-linear and
unpredictable. The origin of this effect is non-cooperative behaviour between consumers and the
result is that the capacity of DER technology installed per individual active consumer can increase with
an increased share of active consumers connected to the grid. In this scenario and under capacity-based
charges, the optimal battery capacity installed per active consumer increased from 2.5 kWh with nearly

no active consumers, to 5.5 kWh with 50 % active consumers connected to the grid.

Figure 10 helps to further explain the adverse effect of non-cooperative behaviour on the efficiency
and equity proxy. In Figure 10 the annual electricity cost of the two consumer types, relative to the
baseline case with non-distortive fixed network charges, is shown. Additionally, system cost, calculated
as the weighted average electricity cost and used as a proxy for efficiency, is shown.34 Please note that

the scale of the vertical axis for the middle panel of Figure 10 differs from the other two panels.

33 |n their paper, the authors develop a preliminary understanding of the relationship between capacity-based charges and
storage. A battery with a certain size is assumed and the cost of the battery for the consumer is not accounted for. The
optimal sizing of the battery and the interaction between the sizing and the proportion of active consumers connected to the
grid is not attempted, however, mentioned to be a valuable area of research.

34 Indirectly also the results for the equity proxy can be calculated from Figure 10.
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Figure 10: Difference in annual electricity cost per consumer type for the three network tariff
structures compared to the application of non-distortive fixed network tariffs. Additionally, the
weighted average electricity cost (or system cost) which serves as the proxy for efficiency is shown.

When the proportion of active consumers connected to the grid is very limited, an active consumer
can lower his electricity bill under all tariff structures. Active consumers can profit the most under
volumetric charges with net-metering by installing the maximum capacity of PV. The decrease in the
electricity bill of the active consumer, compared to the baseline case, is the result of the low DER
investment costs. As the proportion of active consumers is limited, the total grid costs reallocated to
the numerous passive consumers and the rate increase of the network charge needed to ensure cost
recovery for the DSO is minimal. Therefore, the increase in the electricity cost for the passive consumer
is limited. It can also be observed that the electricity cost of an individual active consumer increases
with an increased share of active consumers connected. It is surprising to see that under volumetric
charges without net-metering and capacity-based charges the electricity cost of the active consumer
surpasses the electricity cost for that same consumer in a situation where all consumers are passive
and do not invest in DER at all. On first sight, this outcome might seem counter-intuitive: Why would

a consumer invest in DER when everybody, including himself, is better off when nobody invests in DER?

This dynamic can be explained by the fact that cost-minimizing active consumers take uncoordinated
investment decisions by following their own self-interest. The results of the model can be interpreted
as a Nash equilibrium, defined as a solution of a non-cooperative game involving two or more players
in which each player is assumed to know the equilibrium strategies of the other players, and no player
has anything to gain by changing only his or her own strategy (Nash, 1951; Osborne and Rubinstein,
1994). In this context, a Nash equilibrium implies that no consumer has anything to gain by changing
only his own operational and investment decisions. Concretely, for a certain share of active consumers,
an individual consumer would not install more DER as in this case the additional investment does not
justify the decrease in network charges and/or energy costs. On the other hand, for the same share of
active consumers, an individual consumer would also not install less DER as that would mean his total
electricity cost goes up as he would have to pay more network charges and/or energy costs. In a setting

where all active consumers would jointly make an investment decision, a lower amount of DER would
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be installed than in the case they make an individual decision. This would be an optimal solution as the
overall efficiency would increase. With the game-theoretical model applied in this work, it is possible

to capture and quantify the adverse effect of non-cooperative behaviour between active consumers.

Uncoordinated decision making does not only have an adverse effect on the aggregated electricity cost
of all consumers but also on the electricity cost of the group of active consumers. In other words, active
consumers are cannibalising their own ‘profit’ by competing against each other. This adverse effect,
which leads to a race (to the bottom) of DER adoption, can be minimised or enabled by adequate
network tariff design. For this scenario, the results show that capacity-based charges are more prone
to enable this loop, which creates severe efficiency and equity issues. It can also be seen that this effect
kicks in for volumetric charges without net-metering, however, less intense and delayed when
compared to capacity based charges.? The same effect does not affect volumetric charges with net-
metering for this scenario simply because the active consumer already had installed the maximum

amount of PV capacity (5 kWp) when the proportion of active consumers was negligible.?®

5.5 Implementation matters: on limitations of capacity-based charges to recover sunk costs

With capacity-based charges in place, investment in batteries and PV are strongly (over)incentivised in
some scenarios. This network tariff structure is found to be prone to adverse effects of non-
cooperative behaviour, leading to an increased capacity of DER installed per individual consumer when
the share of total active consumers increases. The reacting consumers are competing and try to
reallocate the sunk cost burden to the passive consumers, but also to one another. Hledik (2014) and
Hledik and Greenstein (2016)point out that there is no single type of capacity-based network charges,
but that many variants exist. Depending on the implementation of the capacity-based charge results

could resemble or depart from the outcomes presented.

In this work, a capacity-based network charge measuring the observed peak demand during one hour
was used. A 24-hour deterministic profile including the demand peak was used in this work and results
were annualised. By doing so, it is assumed that the battery can perfectly anticipate when the peak
demand takes place. Two design parameters of the capacity-based network charge can determine the
level of (in)accuracy of the assumption of perfect foresight of the peak demand. Firstly, ‘the ratchet or

billing cycle’ of a capacity-based charge, i.e. the peak demand is determined on a daily, monthly,

35 Additional sensitivity runs were conducted and strong adverse effects of non-cooperative behavior were found for
volumetric charges without net-metering in a scenario with very high grid costs (€ 1000/consumer) and high energy cost (0.15
€/kWh). These cases are further developed in Chapter 4 of this thesis.

36 For more details on the interaction between net-metering and PV adoption see e.g. Cai et al. (2013) and Darghouth et al.
(2016). In those works, models are used to simulate PV adoption and rate adjustments over 20 and 35 years, respectively.
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seasonally or annual basis to calculate the network charges. Logically, the longer the period over which
the peak demand is observed, the more inaccurate perfect foresight of the peak demand would be.
Secondly, the duration over which the peak demand is measured, i.e. instantaneously, averaged over
fifteen minutes, averaged over one hour, or averaged over several hours, etc. The shorter the period
over which the peak measurement is averaged, the more inaccurate a perfect forecast of the peak
demand is. Shorter averaging period increases uncertainty around the forecast. Thus ‘badly designed’
capacity charges for sunk cost recovery, e.g. based on the hourly peak demand over a monthly period,
could resemble the results of this analysis. While capacity based charges based on the peak demand
during 15-minutes with a seasonal or annual ratchet would perform better than the results shown in
this analysis. However, if the investment cost of batteries is low enough or grid costs to be recovered
through the tariff are high, similar dynamics would result, independent of the design of the capacity-

based charge.

6. Conclusion

Low-voltage consumers cannot be considered as passive anymore after two technology
breakthroughs: (1) PV enables domestic and commercial consumers to self-produce energy; (2)
Batteries enable self-producers to choose both their grid energy and capacity parameters. The
availability and costs of these new technologies strategically interact with tariffs to recover grid costs,
as active consumers will react with their profit-maximising actions to any network tariff charged to

them. In this paper, a game-theoretical model has been applied to assess whether:

(1) capacity-based network charges solve the efficiency problems experienced with volumetric charges

with net-metering? And if,

(2) capacity-based network charges allow active consumers, investing in PV and batteries when

incentivised, to be better off at the expense of passive, sometimes vulnerable, consumers?

Insights were gained with the help of three different distribution network tariff structures evaluated
in four states of the world. This applied modelling approach allowed to capture the uncoordinated
reaction of consumers to different tariff design by the adoption of DER technologies. Energy volumetric
charges with net-metering, energy volumetric charges for both injection and withdrawal and capacity-
based charges were assessed with a proxy for efficiency and equity. A central assumption was that grid
costs to be recovered by the DSO were sunk, i.e. the adoption of DER technology by consumers does

not influence the total grid costs to be recovered.
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Regarding the first question, the results confirm that in a world with an increasing share of consumers
connected to low voltage distribution networks reacting to price signals, simple netted out volumetric
network charges to recover grid costs cannot be considered as the adequate network tariff design.
Net-metering is an implicit subsidy for the adoption of PV. However, depending on the state of the
world and its implementation, also capacity-based charges can severely distort the investment
decisions of consumers. These results nuance the findings of the pro-capacity-based camp, e.g. Hledik
and Greenstein (2016) and Simshauser (2016) and add a critical note to the observed trend towards

being capacity-based tariffs replacing volumetric tariffs.

The observed dynamics confirm the suggestion made by Simshauser (2016), namely that if the
capacity-based charge overstates the value of peak load, it may pull-forward battery storage and
create a new dimension to the sunk cost recovery problem. Simply abolishing net-metering and
applying so-called ‘bi-directional’ volumetric charges; an option also brought forward by Eid et al.
(2014), can outperform capacity-based charges to recover sunk costs in a scenario of low technology
costs with high proportions of active consumers. This tariff design is found to be more robust against

the adverse effects of non-cooperative behaviour, and investment decisions are less distorted.

Regarding the second question, both under volumetric charges with net-metering and capacity-based
charges active consumers make uncoordinated investment decisions and push sunk grid costs to one
another which can lead to overinvestment in DER and subsequently raise equity issues. Equity issues
are found acuter under net-metering. However, paradoxically, under capacity-based charges, a
situation can occur in which not only passive but also active consumers, end up paying more thanin a
situation where nobody invests in DER. This is due to competitive pressure among active consumers in
allocating sunk cost. This effect was captured by modelling the grid cost recovery problem as a non-

cooperative game between consumers, unprecedented in the existing body of literature.

By considering grid costs to be sunk, we focused on the limitations of capacity-based charges.
Admittedly, this assumption presents a simplification in countries where the distribution network is in
full expansion, and therefore it will be challenged in future work. By doing so, the total costs to be
recovered by the DSO will become a function of network usage. In that setting, with low sunk costs
and high future demand-driven investment, intelligently designed capacity-based charges could be of
use. Lowered future grid costs due to intelligent grid charges could dampen the effects of non-
cooperative behaviour. Another potential future research line would be to investigate the risk of grid
defection when fixed charges would be increased strongly. Also, the effect of time-varying price

signals, which would add value to the battery, would provide interesting insights.
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CHAPTER 3: LEAST-COST DISTRIBUTION NETWORK TARIFF DESIGN IN
THEORY AND PRACTICE

Abstract

In this paper, a game-theoretical model with self-interest pursuing consumers is introduced to assess
how to design a least-cost distribution tariff under two constraints that regulators typically face. The
first constraint is related to difficulties regarding the implementation of cost-reflective tariffs. In
practice, so-called cost-reflective tariffs are only a proxy for the actual cost driver(s) in distribution
grids. The second constraint has to do with fairness. There is a fear that active consumers investing
in distributed energy resources (DER) might benefit at the expense of passive consumers. We find
that both constraints have a significant impact on the least-cost network tariff design, and the results
depend on the state of the grid. If most of the grid investments still have to be made, passive and
active consumers can both benefit from cost-reflective tariffs, while this is not the case for passive

consumers if the costs are mostly sunk.
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1. Introduction

Technological breakthroughs at the consumer-side are challenging the use of volumetric distribution
network charges (€/kWh). Specifically, volumetric charges with net-metering, implying that a
consumer’s network charges are proportional with its net consumption from the grid over a certain
period (e.g. month), are deemed inadequate with the massive deployment of solar PV. Consumers
with solar PV pay significantly lower network charges but still rely on the distribution grid as much as
they did before. This means that if cost recovery is respected, consumers that have not installed solar

PV would have to contribute more.

There is no easy fix for distribution network tariff design. Regulators in many European countries are
thinking to suspend net-metering and move more towards capacity-based (€/kW), fixed network tariffs
(€/connection) or a combination of both (CEER, 2017a). However, many practitioners as well as
academics, e.g. Abdelmotteleb et al. (2017), Batlle et al. (2017) , Passey et al. (2017), Pollitt (2018),
Pérez-Arriaga et al. (2017) and Simshauser (2016), warn for possible issues constraining the
implementation of improved or more efficient distribution tariffs. In this paper, we go one step further
by demonstrating quantitatively how such constraints affect distribution network tariff design. We
focus on two often-discussed constraints which are of a different nature: implementation issues with

cost-reflective charges and fairness in the allocation of network costs among consumers.

To capture the impact of these two constraints on network tariff design in this new reality with active
consumers investing in DER, it is indispensable to consider how consumer incentives change as a
function of network tariff design. Therefore, we introduce a game-theoretical model which closes the
loop between network tariff design, incentives for self-interest pursuing active consumers, and the
aggregate effect of consumer actions on the total network costs which again need to be recovered by
the network charges. Although the rise of active consumers is rightly welcomed, the model takes into
account the fact that it can also be a double-edged sword. On the one hand, the more consumers have
the ability to react to price signals, in this case network charges, the more welfare gains can be made
from efficient consumer behaviour as an alternative to the historical practice of ‘fit-and-forget’
(Ruester et al., 2014). On the other hand, the more significant negative welfare impacts can result if
these price signals are badly designed and are ‘guiding’ consumers in the wrong direction. In that case,
the avoided network charges by active consumers will be simply transferred to more vulnerable
passive consumers who see their electricity bill increase. The more consumers have the possibility to

react to price signals, the more important it becomes to get the network tariff design right.
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The mathematical structure of the presented model is a bi-level optimisation problem which is
reformulated as a Mathematical Program with Equilibrium Constraints (MPEC). In the upper-level, a
regulator sets the distribution network tariff. Besides volumetric charges, the regulator has two other
traditional network tariff design options: capacity-based and fixed network charges, or she can opt for
a combination of the three. The regulator anticipates the reaction of the consumers represented in
the lower-level and the network tariff is determined in a way that the total system costs (incl. network
costs, energy commodity costs and DER investment costs by consumers) are minimised. The regulator
is subject to the constraint that the total network charges collected need to equal the network costs.?’
Modelled consumers can be passive or active. Passive consumers are assumed not to react to prices;
active consumers pursue their own self-interest, i.e. their objective is to minimise their cost to satisfy

their electricity demand. They have the option to invest in two technologies: solar PV and batteries.

Using a numerical example, we illustrate a trade-off between cost-efficiency, for which the proxy is the
total system costs, and fairness, for which the proxy is the increase in grid charges for passive
consumers compared to a baseline. We find that some cost-efficiency can be sacrificed to limit the
distributional impact resulting from network tariff redesign and we show how this trade-off is
impacted by the implementation issues with cost-reflective network tariffs. However, our main finding
is that if the regulatory toolbox is limited to the three considered traditional tariff design options; it
will be hard to design a distribution network tariff that is cost-reflective and future-oriented, while at
the same time also fair in the allocation of costs between active and passive domestic consumers. We
argue that other, more creative, regulatory tricks are needed to combine and satisfy different policy

objectives.

The paper is structured as follows. In Section 2, we discuss the two considered constraints a regulator
faces when designing the distribution network tariff and include relevant literature. In Section 3, we
introduce the modelling approach. In Section 4, the setup and data for the numerical example are
introduced. In Section 5 and 6, the two considered tariff design constraints are introduced, their

modelling implication is described, and the results for the numerical example are presented to gain

37 We consider an institutional setting with a fully unbundled distribution system operator (DSO) that does not own or operate
any generation assets. The consumer reacts to the aggregated electricity bill but the accounting of the cost components
(retailer energy price and network charges but also taxes and levies) is separate. Namely, consumers buy electricity, the
commodity, from a retailer who bought this energy in the wholesale market and sells it to downstream consumers for a given
exogenous price. The network charges, on the other hand, are considered endogenous. These are set by the regulator and
the revenues are collected by the DSO equaling its network costs. Finally, next to the retailer energy price and the network
charges, a consumer also pays taxes and levies; it is assumed that the total level of these costs is invariant and that the way
these are collected does not interfere with the analysis.
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insights into their impact on network tariff design. In Section 7, we discuss the results and derive policy

implications. Lastly, a conclusion is formulated, and future work is proposed.

2. Practical constraints when redesigning the distribution network tariff

Pérez-Arriaga et al. (2017)3 discuss and Abdelmotteleb et al. (2017) show with simulations and
numerical examples that in a new world with active consumers the least-cost distribution network
tariff consists of a forward-looking-peak-coincident capacity charge plus a fixed charge. If the capacity-
based charge is computed as the incremental cost of the network divided by expected load growth,
the tariff is cost-reflective; consumers will make optimal choices with regard to the trade-off between
their consumption levels and grid reinforcements. A fixed network charge complements the capacity-

based charge to collect the remaining residual network cost in a non-distorting manner.

However, there are many difficulties which constrain the implementation of this theoretical optimal
tariff, a first constraint relates to the implementation difficulties with cost-reflective tariffs. In practice,
so-called cost-reflective tariffs are only a proxy for the actual cost driver(s) in distribution grids because
it would be too complex to consider all of them or because we simply lack the necessary information.
Gdémez (2013) describes how a distribution network is more difficult to oversee than a transmission
network as it involves a much larger number and a wider variety of equipment and components. Cohen
et al. (2016) use actual load and load growth data to show that grid usage is very heterogeneous in
California. They also show that the costs of accommodating incremental demand/injection can be very
location specific. Passey et al. (2017) analyse a dataset of 3,876 residential consumers in the Greater
Sydney Area in Australia and observe that demand profiles and the timing of the network peaks vary
widely across networks and at different voltage levels, depending on the mix of consumers connected.
Designing a truly cost-reflective capacity-based charge is a challenging task. The coincident-peak of a
distribution system, identified as the main network cost driver, is hard to target. Targeting the wrong
network peak implies an efficiency loss, e.g. DER adoption can be under- or over-incentivised without

resulting in much change in the total grid costs.

Pérez-Arriaga et al. (2017) and Pollitt and Anaya (2016) agree that from an efficiency point of view, a
network tariff with very fine temporal and locational granularity would be more optimal. Examples are
critical peak-pricing (mainly temporal) or even user-by-user charges as an extreme case (temporal and
locational). However, such dynamic charges with fine locational granularity are hard to attain in the

current context. This is mainly true due to a lack of information about the network flows in real-time,

38 See e.g. also Box 4.6 (p. 115-116) in the Utility of the Future report by the MIT Energy Initiative (2016a).
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requiring significant investments in IT infrastructure. Moreover, even if the distribution network
became extremely ‘smart’, the implementation constraint could persist as in most countries regulation
requires that a uniform distribution tariff should be in place on a regional level or per area operated
by a Distribution System Operator (DSO) (European Commission, 2015a). This regulatory requirement
is mainly based on arguments of simplicity and predictability for the consumer. Therefore, in this work,
we limit ourselves to the application of the three traditional tariff design options: volumetric charges
(€/kWh), capacity-based (€/kW) and fixed network charges (€/connection). Besides simplicity and
predictability, fairness is an important regulatory requirement (e.g. Batlle et al. (2017) and Neuteleers

et al. (2017)), thereby leading us to the second considered constraint in this paper.

There is a fear that network tariff reforms, which aim to increase cost-efficiency, will result in an unfair
allocation of the network costs, i.e. passive, often smaller or poorer, consumers would see their
electricity bills increase. Pollitt (2018) notes that under some conditions, e.g. where there is an over-
dimensioned network combined with low load growth, a limited possibility to fully disconnect from
the grid and when all externalities are incorporated into the other components of the electricity bill,
then it can be optimal from an efficiency point of view to recover a large share of the network costs
through fixed network charges. However, in many countries, there is strong opposition to high fixed
network charges. This concern is not unique to the electricity sector but is acute in all markets with
large fixed costs, such as energy, water, transportation, and telecommunications. For example,
Borenstein and Davis (2012) use relevant microdata to characterize the effect of a transition to
marginal cost pricing from volumetric charges which were on average about 30 % higher in the U.S.
residential natural gas market. Marginal cost pricing does not guarantee cost recovery and
consequently fixed monthly fees would need to be raised to recuperate the residual infrastructure

costs.

It is often argued that if fixed network charges replaced the historic volumetric network charges,
network costs would be shifted from often richer high-usage consumers to often poorer lower-usage
consumers. Kolokathis et al. (2018) analyse German electricity demand data and show that, by
introducing a high uniform fixed network charge, low-usage consumers can pay up to two and a half
times as much per unit of electricity compared to high-usage users. Such discrepancies in price per
kWh could raise acceptability issues. As a consequence, increases in uniform fixed network charges are

often rejected or capped.®® Although increased fixed network charges could be welcomed by DSOs as

39 For example, a media article published in November 2014 mentions that there were 23 ongoing ‘state fights’ between
utilities and regulators over increased fixed charges in the US: https://www.utilitydive.com/news/the-fight-over-solar-
moves-from-net-metering-to-rate-design/327742/, accessed on 19/02/18.
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they would allow for a better alignment of the network tariff with the network cost structure, DSOs
can also be averse towards the risk of raising fairness concerns. Political actions aimed at reducing

discontent could eventually put grid cost recovery in danger.

However, if higher fixed network charges are not acceptable even when cost-efficient, other network
tariff components (e.g. volumetric or capacity-based) will be needed to recover the residual grid costs.
By resorting to these, the network tariff will be distorted, implying that active consumers could exploit
opportunities that might be beneficial in terms of reduced private network charges but not necessarily
optimal from a system point of view. Moreover, the benefits active consumers obtain could be at the
expense of passive consumers. Brown and Sappington (2017a) estimate the welfare and distributional
impact of a vertical utility not being allowed to recover its costs by raising fixed charges in addition to
volumetric charges with net-metering. Indeed, they find that in a context with active consumers
investing in solar PV, negative distributional and aggregate welfare effects can be more pronounced
when the regulator is not allowed to raise fixed charges. In short, a trade-off exists between a fairness
issue with increased fixed charges, i.e. raising the network charges for smaller households, and
sustaining a distortion in the network tariff which could finally also lead to a fairness issue due to active
consumers reacting to the distortive network tariff. With the help of the game-theoretical model,

introduced in the next section, we demonstrate this trade-off quantitatively.

3. Model formulation

In this section, the game-theoretical model is described. In theory, a centralised planner, optimising
social welfare by deciding unilaterally on the optimal trade-off between the utilisation of the network
and the adoption of DER by consumers, would lead to the lowest total system costs. However, in
reality, there is no central planner that has information about the network cost function and at the
same time decides on behalf of the consumers what technology to install in order to minimise the total
system costs. On the contrary, decision-making is decentralised and coordinated by price signals.*® In
the following of this section, the description of the implemented model is split into three parts. First,
the upper-level problem is described. Then, the lower-level problem is introduced. Last, the applied

solution technique is explained.

3.1 The upper-level regulator

The upper-level of the model represents the network tariff design problem of the regulator. It is

assumed that the regulator can set the network tariff and that it aims at minimising total system costs

40 For a comparison between a centralized planner model and the game-theoretical model introduced in this paper, please
consult Appendix B.
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(here equivalent to maximising social welfare).* This is a simplification, as in some European countries
the National Regulatory Authority (NRA) is responsible for network tariff design, while in other
European countries the NRAs and DSOs share the responsibility. However, the final approval remains
with the NRA (European Commission, 2015). The objective function of the regulator is shown by Eq. 1.
The total system costs consist of four components: total energy costs, total DER investment costs, total
grid costs, and other costs. Other costs represent taxes and levies recovered from consumers; it is
assumed that the total level of these costs is invariant. The three variable components of the objective
function are displayed by Eq. 2-4. All costs are annualised and normalised per (average) consumer. All
introduced variables are positive continuous variables. Variables are represented in italics, parameters

in standard style. An overview of the nomenclature used can be found in Appendix 0.

Minimise TotalEnergyCosts + TotalDERcosts + TotalGridCosts + TotalOtherCosts 1)

The total net energy costs to meet the electricity demand of all consumers are calculated by Eq. 2.
Assuming one retailer for all consumers, TotalEnergyCosts equals the revenue of the retailer minus
the money received by consumers for the electricity injected in the grid (so-called feed-in

remuneration).

TotalEnergyCosts = Yo, YN PC; « (qwt_i * EBP, — qiy; * ESPt) * WDT (2)

The index i stands for a representative consumer of type i, PC; is a parameter indicating the proportion
of a consumer type relative to the total consumers. EBP, stands for the price to buy a kWh of electricity
from the retailer and ESP; is the price received when feeding in a kWh of electricity (excluding grid or
other costs). Further, qw,; and qi,; represents respectively the quantities of electricity withdrawn and
injected from the network by a consumer i for a certain time step t. Please note that qw,; can only be
positive if qi,; is zero and vice-versa. For a passive consumer qw;; will always equal its demand and
qiy;will always be equal to zero. This does not hold for an active consumer. For example, if an active
consumer installs solar PV, it could be that at a given time step the PV production exceeds the
consumer’s demand. For that time step, qw;; will be zero and gqi; will be positive and equal to the
excess PV production over demand. If that active consumer also installs a battery next to solar PV, it
would have the choice to inject the excess electricity directly into the network (gi,;) or store it in the
battery to lower the need to withdraw from the grid (qw,;) at a later moment. Finally, WDT is a factor
to annualise the values and is a function of the length of the utilised time series (T). Please note that if

the price for buying a kWh of electricity from the retailer (EBP,) equals the price received by an active

41 We assume that electricity demand elasticity is zero. Instead, we allowed consumers to fulfil their electricity demand by
other means than the grid (solar PV and/or batteries). This implies that demand response is not included. This assumption is
further discussed in Section 7.1.
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consumer when injecting a kWh of electricity (ESP,) (excluding grid or other costs), Eq. 2 can be
simplified. In that case, the total energy costs equal the aggregate net demand scaled over all

consumers multiplied by the retailer’s energy price.

The total investment cost in solar PV and batteries by consumers is described by Equation 3. is; stands
for the capacity of solar PV (in kWp) installed by consumer i and ib; is the capacity of batteries (in kWh)
installed by consumer i. AICS and AICB are the annualised investment costs for respectively solar PV

and batteries. No maintenance costs for the DER technologies are assumed.

TotalDERcosts = Y\, PC; = (is; * AICS + ib; * AICB) 3

Finally, the function describing total grid costs is displayed by Eq. 4. Sunk grid costs are the costs of
grid investments made in the past to be able to cope with electricity demand in the future. Sunk grid
costs are represented by a parameter as these costs are unaffected by the utilisation of the network.
Schittekatte et al. (2018) also discuss network tariff design with active consumers and grid costs are
assumed to be all sunk throughout that work. This means the objective of a network tariff is mainly
allocative, i.e. socialising the grid costs in a non-distortive and fair manner. In this work, also a term for
prospective grid costs (IncrGridCosts * CoincidentPeak) is added in Eq. 4.*> These grid costs are variable
(in the long-run) and a function of the maximum coincident network utilisation of all consumers
(CoincidentPeak). The higher the coincident peak, the higher the network costs to be recovered. The
parameter IncrGridCosts describes the cost per kW of increase/decrease in the coincident peak. This
parameter resembles the incremental network cost as in MIT Energy Initiative (2016a). In case
reactions of the consumers in terms of consumption from the grid (or injection) affect the network
cost and in its turn the network charges, the network tariff should guide consumers to cost-efficient

behaviour apart from purely allocating network costs.

TotalGridCosts = SunkGridCosts + IncrGridCosts * CoincidentPeak 4

Abdelmotteleb et al. (2017), Pérez-Arriaga et al. (2017) and Simshauser (2016) describe that the
coincident peak demand (or injection if higher) is generally considered as the main cost driver of a
distribution network. Brown and Sappington (2018) apply a similar formula by stating that the network
costs are a function of the maximum potential demand for electricity supplied by centralised
generation. In Brown and Sappington (2017a) a different approach is used, and it is assumed that the

network costs are a function of the capacity of centralised generation and solar PV installed, with a

42 We label these grid costs ‘prospective’ as they are ideally reflected to grid users by ‘forward-looking grid charges’, meaning
the element of network charges that looks to provide signals to users about how their consumption pattern can increase or
reduce future network costs (Ofgem, 2017b). However, in the longer-run equilibrium we are modelling, these costs become
part of the grid costs to be recovered by the DSO. Therefore, they are included in Eq. 4.
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higher weight for solar PV.** Next to the coincident peak demand, other network cost drivers can be
identified, such as thermal losses and investment cost to replace electronic components (e.g.
protection) to deal with bi-directional flows due to high concentrations in PV adoption (see e.g. MIT
Energy Initiative (2015) and Cohen et al. (2016)). These other network cost drivers are not included in

the current analysis.

How the coincident peak demand (or injection) is obtained is shown by Eq. 5-7. CPeakDemand stands
for the coincident peak demand, i.e. the maximum value of the sum of the consumer demands (qw;;)
minus injections (qi.; ) at a certain time step t. Similarly, the coincident peak injection of the network
CPeakInjection is obtained. The CoincidentPeak is determined as the maximum of the two. In the
most likely scenario, and also in the numerical example used in this paper CPeakDemand >

CPeakinjection and thus CoincidentPeak = CPeakDemand.

CoincidentPeak = Max{CPeakDemand, CPeakInjection} (5
CPeakDemand = Max {3X, PCi(qwy; — qir;) Vt} (6)
CPeakInjection = Max {¥N.; PC;i(qi,; — qwy,;) Vt} (7

The relative magnitude of the three variable system cost components (retailer energy costs, DER
investment costs and grid costs) are a function of how the electricity demand of the consumers is met,
i.e. the mix of the energy sourced from the retailer and delivered by the grid and the energy delivered
directly from installed DER at the consumer side. A regulator cannot directly decide on the optimal
trade-off. Instead, he can only indirectly influence the consumer decisions by setting a network tariff
which anticipates their reactions. Eq. 8 expresses the need for total grid costs to be equal to the total
grid charges collected. With this formulation, the unbundled DSO recovers its grid costs with a
combination of a volumetric charge vnt (€/kWh), a capacity-based charge cnt (€/kW) and a uniform
fixed charge fnt (€/connection). vnt, cnt and fnt are the decision variables of the upper-level, while
qwy;, qir; and gmax; are decision variables of the lower-level. gmax; is the maximum observed capacity

(for withdrawal or injection) of consumer i over the considered time series.

TotalGridcosts = vnt * Yo ¥, PC; * (qwy; — NM * qiy; ) * WDT + cnt * N, PC; * gmax; + fnt  (8)

4 Brown and Sappington (2017a, 2017b, 2018) also apply a welfare analysis to gain insights into the issue of optimal tariffs
in a setting where consumers with a certain elasticity are adopting distributed generation (DG). An important difference with
our work is the institutional setting. Brown and Sappington focus on the design of the entire retail tariff and model one
vertically integrated utility responsible for generation, transmission and distribution. We consider a setting with a fully
unbundled distribution network company that does not own or operate any generation assets. A second important difference
is that Brown and Sappington (2017a, 2017b, 2018) do not use inter-temporal data series. As a consequence, batteries at
consumer level cannot be modelled.
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NM is a parameter and determines the type of volumetric charge.* If NM is set as equal to 1,
volumetric charges with net-metering result. With NM set equal to 0, solely charging for the total
volume of electricity withdrawn are in place, these type of volumetric charges are so-called net-
purchase volumetric charges. Please note that for the latter a bi-directional meter, measuring
separately electricity withdrawn from and injected into the grid is a necessary requirement. Further,
the capacity-based charge cnt accounts for maximum observed capacity (for withdrawal or injection)

of a consumer i (gmax;). The fixed network charge fnt is assumed to be uniform for all consumers.

3.2 The lower-level consumers

The objective of the individual consumers’ optimisation problems is to minimise the cost of meeting
their electricity demand. Active consumers are enabled to invest in solar PV or batteries to lower their
dependency from the grid when they have the financial incentive to do so. The objective function of a
consumer i is represented by Eq. 9. The total electricity cost per consumer also consists of four
components, similar to the upper-level, but now for an individual consumer: grid charges, the
investment cost in DER, the energy cost and other charges, again representing taxes and levies. It is
assumed that the amount of taxes and levies per consumer is not a function of its grid usage but
recovered through a fixed charge per consumer. The other three components of the consumers’

electricity costs are variable.

Minimise GridCharges; + DERCosts; + EnergyCosts; + OtherCharges 9

Eg. 10-13 describe the different components of the total electricity costs in more detail. The grid
charges are the sum of volumetric, capacity-based and fixed grid charges. The coefficients of the
different grid charges are set by the upper-level regulator. The DER investment costs are the sum of
the annualised investment cost of solar PV and batteries installed as shown in Eq. 12. Eq. 13 calculates

the retailer energy costs for a consumer minus the feed-in remuneration.

GridCharges; = Y1_1(qwy; — qiy; * NM) = vnt * WDT + gmax; * cnt + fnt Vi (10)
with gmax; = Max {th,i — Qi Vt} Vi (11)
DERCosts; = is; * AICS + ib; * AICB Vi (12)
EnergyCosts; = Zthl(th‘i * EBP, — qiy; * ESPt) *WDT Vi (13)

4 |n Brown and Sappington (2017a) the optimality of net-metering is investigated. The setup in their paper is different but
one could say that they model the term NM as a continuous variable. Namely, they investigate the optimal value of the
compensation in kWh for DG compared to the full retail rate under different industry conditions. In this work, NM can only
take two values, 1 and 0. This assumption is also briefly referred to in Section 7.1.
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A consumer is subject to a number of constraints; these constraints are described by Eq. 14-21. Eq. 14
shows the demand balance for consumer i. The demand D;; is determined exogenously and can be
satisfied by the electricity withdrawn from the grid (qwy;), a discharging battery (gbout,;) or electricity
produced by installed solar PV (is; * SY;;). Electricity can also be injected into the grid (qiy;) or used to
charge the battery (gbin,;). Meeting the electricity demand is a hard constraint. Eq. 15-17 describe
the battery balance, where soc;; is the state of the battery at time step t, EFC the charge efficiency,
EFD the discharge efficiency and LR the leakage rate of the battery. DT is the time step as a fraction of
60 minutes used to convert all numbers to kWhs. Eq. 18-20 constrain the battery in terms of energy
stored and instantaneous (dis)charging. BRD/BRC stands for the ratio of the maximum instantaneous
battery discharge/charge over its maximal energy stored. Eq. 21 indicates that all consumer variables

must be non-negative.*

Dyi = qwy; + is; * SYy; + gbouty; — qig; — gbing; Vit (14)
socy; = qbing; * EFC # DT — (qbout,;/EFD) * DT + SOC, Vi (15)
socy; = qbing; * EFC * DT — (qbout,;/EFD) * DT + soc,_y; * (1 — LR*DT) Vit=#1 (16)
socr; = SOC, Vi (17)
soc; S iby Vit (18)
gbout,; < ib; * BRD Vit (19)
gbing; < ib; * BRC Vit (20)
qWei, Qi SOCe i, gbouty;, qbing, is;, ib; = 0 Vit 21

3.3 Solving the bi-level optimisation problem

In order to solve the bi-level problem, it is first reformulated as a Mathematical Problem with
Equilibrium Constraints (MPEC); for a full overview of the properties of MPECs see e.g. Gabriel et al.
(2012). The reformulation into a single level problem is done by including the Karush-Kuhn-Tucker
(KKT) conditions of the linear and thus convex lower-level as constraints to the upper-level problem. A
non-linear MPEC results. The non-linearities in Eqg. 8 are discretised using the technique described in
Momber (2015, p. 102), and the complementarity constraints are transformed into disjunctive
constraints using the technique described in Fortuny-Amat and McCarl (1981). A Mixed Integer Linear
Program (MILP) results that can be solved by off-the-shelf optimisation software. The reformulation of

the bi-level problem can be found in Appendix O.

4 No binary variables are introduced to ensure that no electricity is withdrawn/injected and that the battery is not
charged/discharged at the same time step. Instead, it is checked ex-post whether these conditions are violated.
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4. Numerical example: setup and data

In this section, the setup and data of a numerical example are described. The first section briefly
introduces the setting. After, four subsections consider four groups of input data. This data is used to

calibrate the model.

4.1 Setup

Two consumer types are modelled for simplicity: passive and active consumers, as is also done in
Brown and Sappington (2017a, 2017b, 2018) and Schittekatte et al. (2018). The passive consumer does
not have the option to invest in solar PV and batteries, unlike an active consumer, who can opt to
invest in DER. Passive consumers are uninformed about the possibility to invest in DER. They either do
not have the financial means, are strongly risk averse or simply do not have space. Active consumers
minimise their costs to meet their electricity demand and may invest in DER to do so. At one extreme,
all consumers can be passive, as in the recent past. At the other extreme, all consumers can be active,
i.e. install DER when it can reduce their overall electricity cost. Reality presumably lies in the middle.
Some consumers will remain passive for a number of reasons. Other consumers could be installing DER
even when they do not financially profit from it, but because of other reasons which are harder to
monetise, e.g. independence from the grid, sustainability motives etc. In the numerical example, it is

assumed that 50% of all consumers are active and 50% are passive.*®

The different results from the model which are presented in Sections 5, 6 and 7 are compared relative
to a baseline scenario. In the baseline scenario, it is assumed that no consumer invests in DERs, i.e.
solar PV and battery investment are disabled for active consumers in this scenario. This implies that in
the baseline scenario the upper-level regulator is actually indifferent in terms of which distribution
network tariff to choose. No tariff choice would distort decisions nor would lead to overall efficiency
gains as no consumer can invest in DER and demand elasticity is zero. The historically accepted practice
are volumetric charges with net-metering. Therefore these charges are defined as the baseline
network tariff. In the recent past, with highly inelastic consumers, it was less an issue to recover grid
costs with volumetric charges with net-metering. Limited inefficiencies were introduced as consumers

had few options to serve their electricity needs other than from the grid. Also, high-usage and thus

46 50 % active consumer might seem quite a lot today. Today many consumers are passive because they are indifferent or
vulnerable. A lower proportion of active consumers result in a lower impact of distortive network tariff design on total system
costs. However, distortions result in costs shifts from active to passive consumers. In their turn, these cost shifts could again
convert more (indifferent) passive consumers into active ones, increasing the impact of the distortion. Also, with dropping
costs in DER, rising electricity bills, digitalisation and more climate awareness, a proportion of indifferent passive consumers
might turn active.
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higher network contributions correlated rather well with richer households, making such practice

acceptable.

Under the baseline scenario, the two different types of consumers pay their baseline consumer bill as
presented in Subsection 4.3. In the baseline scenario, the total system costs simply equal the consumer
bills aggregate over all consumers. In the runs of the model when active consumers are enabled to
invest in DER, the relative proportion and absolute values of the bill components can change for both
the active and the passive consumers. The change in the consumer bills will be a function of the choice
of the network tariff set by the upper-level regulator and the reactions from the lower-level active
consumers. In that case, the total system costs consist possibly not only out of the aggregated

consumer bills, but also the investment in solar PV and batteries by the active consumers is added.

4.2 Consumer types, demand and solar yield

The consumer demand and solar PV yield profiles are represented using a time series of 48-hours with
hourly time steps and are shown in Figure 11 (left). The yield per kWp of solar PV installed is shown in

Figure 11 (right).
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Figure 11: Original 48-hour electricity demand profiles (left) and PV yield profile (right)

Household demand for electricity shows for both modelled days a small peak in the morning and a
stronger peak in the evening, the typical ‘humped-camel shape’ (Faruqui and Graf, 2018). For both
consumer types the shape of the demand profile is identical; however, it is scaled differently. As a
result, passive consumers have a slightly lower electricity demand than active consumers. The passive
consumer has an annual consumption of 5,200 kWh with a peak demand of 3.2 kW and the active
consumer a 7,800 kWh annual consumption with a peak demand of 4.8 kW. In Europe, average annual
electricity consumption per household ranged from 20,000 kWh (Sweden) to 1,400 kWh (Romania) in
2015. In the same year, the average electricity consumption per household in the USA was about
10,800 kWh (EIA, 2016). The idea behind this difference in the levels of consumption is that active
consumers are expected to be more affluent than passive consumers and that affluent consumers have

higher electricity needs. This statement is a simplification of reality, but evidence for it is found in the
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literature. Borenstein (2017) analyses Californian data and finds that the income distribution of solar
PV installations is heavily skewed towards the wealthy, but adds that the gap is narrowing with time.
It is also found that PV adopters have slightly higher energy consumption levels and peak demand.
Borenstein (2016) also confirms that wealthier households consume more electricity, but adds that
although this claim is accurate, it is often overstated. Hledik et al. (2016) analyse data from Great
Britain and confirm that lower-income consumers are also smaller consumers of electricity, although

the correlation appears to be somewhat limited.

The yield per kWp of solar PV installed, as shown in Figure 11 (right), scales up to 1,160 kWh per year.
As a reference, this level is similar than the average yield in the territory of France (Suri et al., 2007).
Seasonality is introduced in the PV yield profile by having a daily average PV yield of 40% of either side
of the annual mean. The peak demand coincides with the day with the low PV yield. Letting the peak
demand day coincide with the day with lower solar irradiation and vice-versa produces two effects.
First, a high capacity of PV installed does not necessarily mean that the peak demand can be reduced.
Faruqui and Graf (2018) investigate load profiles in Kansas and find that after the installation of PV
systems, logically the net energy consumption reduces; nevertheless, the peak demand is virtually left
unchanged. Second, if a high capacity of PV is installed, the injection peak of active consumers can

become significant.

Additional sensitivity analysis regarding the length of the time series, the profiles of consumer demand

and the profiles of solar PV yield is conducted in Appendix C.

4.3 Baseline consumer bills

In Table 7 the baseline consumer electricity bill, paid by the consumers when no consumer installs any
DER technology, is shown. However, if active consumers decide to invest in DER, the relative
proportion and absolute values of the bill components can change for both the active and the passive
consumers. The annual electricity cost for the active and passive consumer equals respectively 1,340
€/year (0.172 €/kWh delivered) and 971 €/year (0.187 €/kWh delivered). This total cost is near the
average electricity cost for EU households in 2015, which was estimated at around 0.21€/kWh
(Eurostat, 2016). In the USA, the average electricity cost in 2015 was around 0.125€/kWh (EIA, 2016).
The consumer bill is based on information from the Market Monitoring report by ACER and CEER
(2016). There, the breakdown of the different components of the electricity bill for an average
consumer in the EU for the year 2015 is presented. The energy component in the EU in 2015 is
estimated at 37%. In absolute terms, this is a cost of 0.077 €/kWh. Further, 26% of the bill consisted of

network charges, and 13% are RES and other charges. Finally, an important chunk of the bill (25%)
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consists of taxes. A value-added tax (VAT), averaging 15%, must be paid and additional (ecological)
taxes, averaging 10%, are raised in some countries. In this work, the VAT is integrated into the three
components of the bill. Please note that a typical consumer bill varies from one country to another

(e.g. ACER and CEER (2016) for the EU).

Table 7: Consumer bill in the baseline scenario (no investment in DER by active consumers)

Cost per year

Bill component Recovery Active Passive
Energy costs 0.08 €/kWh 624 €/year (46 %) 416 €/year (43 %)

Default: 0.062 €/kWh
Network charges In the analysis: least-cost network tariffs 485 €/year (36 %) 324 €/year (33 %)
Other charges Fixed fee (no interference with the analysis) 231 €/year (17-24 %)
Total electricity 1340 €/year 971 €/year
cost (0.172 €£/kWh) (0.187 €/kWh)

The retailer energy price is set at 0.08 €/kWh.*” Other charges are recovered through a fixed fee and
as such do not interfere with the analysis. However, this is not always the case. How to collect such
charges, or whether they belong in the electricity bill at all, is beyond the scope of this work, see e.g.

the paper of Bohringer et al. (2017) in which the German case is discussed.

The network charges are in the baseline case recovered through (net-metered) volumetric charges
equal to 0.062 €/kWh. How to adapt network tariff design when dealing with active consumers is the

main contribution of this paper and is discussed in Sections 5, 6 and 7.

4.4 DER investment cost and technical parameters

Two DER technologies are assumed at the disposition of active consumers: solar PV and batteries. A
scenario with low PV but also battery investment costs can be expected to materialise soon as pointed
out by many studies (Lazard, 2016b, 2016a; MIT Energy Initiative (2016a); RMI, 2015).*8 Regarding solar
PV, in the Utility of the Future Study by the MIT Energy Initiative (2016a) it is quoted that PV developers
and industry analysts expect the installed cost of utility-scale PV to fall below $1000 per kW before the
end of this decade, and that one major US car manufacturer projects that lithium-ion battery cell costs
will drop below $100 per kWh by 2022—an order of magnitude less costly than 2010 costs. The
levelised cost of energy (LCOE) of solar PV is 0.09 €/kWh*°, slightly higher than the retailer energy price.
An important assumption is that no investment subsidy for PV is introduced in this work and no

reduced social losses from environmental externalities due to the installation of solar PV are accounted

47 The retailer energy price is considered flat and modelled exogenously; this assumption is also discussed in Section 7.1.
Time-of-use retailer energy prices are introduced in the sensitivity analysis in Appendix C.

8 For example, Maloney (2018) notes that 20% of Sunrun's customers have chosen to install solar plus storage systems in
California in early 2018.

4 In the model applied, the LCOE of solar PV is a function of the investment cost of the PV panel, lifetime, discount factor,
the PV system performance ratio and importantly the solar PV yield profile, which is location dependendent.
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for.>0 Batteries are assumed to cost 200 €/kWh with a C-rate of 1, i.e. the battery can fully (dis)charge
in one hour. The other DER parameters are shown in Table 8. Technical DER data is in line with

Schittekatte et al. (2016).

Table 8: Financial and technical DER data

Parameters PV related Value Parameters battery related Value
Investment cost 1300 €/kWp Investment cost (C-factor=1) 200 €/kWh
Lifetime PV 20 years Lifetime battery 10 years
Discount factor PV 5% Discount factor battery 5%
Maximum solar capacity installed 5 kWp Maximum battery capacity installed No limit
Price received for electricity injected (% of 90% Efficiency charging & discharging 90 %
retailer energy price) Leakage rate 2%

4.5 Grid cost structure

Determining the grid cost structure is no easy task. Pollitt (2018) states that if we attribute energy
losses to retailers, perhaps 80% or more of distribution network costs are fixed in the medium-run for
a given set of connections and probably cannot be reduced significantly within a five to ten-year period.
Simshauser (2016) assumes, based on Crawford (2014) and Hanser (2013), that the distribution
network has a cost structure which comprises approximately 20% fixed operating costs, 60% sunk
capital costs, and 20% variable operating costs. Jenkins and Pérez-Arriaga (2017) provide a more

detailed discussion of the different network costs components.

When presenting the results using the numerical example, three different grid cost structures are
considered. First, grid costs are assumed to be 100% sunk, a short-term vision, i.e. the grid is over-
dimensioned, and the electricity usage of consumers has no effect on the total grid costs. In some
countries also policy costs are recovered through the network charges, which from a cost allocation
point of view is no different than recovering sunk network costs. Second, half of the grid costs are
considered sunk and the other half prospective, i.e. driven by the coincident consumer peak demand.
Lastly, the grid costs are assumed to be driven completely by the coincident consumer peak demand.
In the very long run grid costs are also variable. The network capacity will adjust to the coincident peak
demand need from the consumers. If the coincident peak demand augments, the increase in grid costs
could be seen as the cost of reinforcements or additional capacity. If the coincident peak demand is
reduced, the decrease in grid costs could be seen as the avoided cost for replacing existing capacity or
maintenance. In all cases, short-run marginal costs, e.g. energy losses, are not considered as they
typically only contribute to a small proportion of the total cost of a network operator. Different

network cost functions could be introduced in future work.

50 Also this assumption is further discussed in Section 7.1.
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The values for the parameters of the grid cost function (Eq. 4), SunkGridCosts and IncrGridCosts, are
derived from the ‘baseline network costs’ of the modelled consumers (shown in Table 7) and are a
function of the proportion of active and passive consumers. With 50 % active and 50 % passive
consumers, the (scaled) coincident consumer peak demand equals 4 kW in the baseline scenario, and
the average grid costs equal 404 €/consumer.® In the first case, grid costs are assumed 100% sunk, the
parameters SunkGridCosts and IncrGridCosts in Equation 2 are set as equal to € 404 and 0 €/kwW
respectively. In the second case, 50% of the costs are assumed sunk and 50% perspective,
SunkGridCosts equals € 202 and IncrGridCosts is set to 50.5 €/kW.>? In the third case, SunkGridCosts is
zero and IncrGridCosts are set to 101 €/kW. As a reference, Brown et al. (2015) assume the (annualised)
cost to be 75 S for a kW of incremental household demand. Please note that another implementation
constraint would be a correct estimation of the incremental network cost, or the network cost function

in general, next to having an imperfect proxy of the network cost driver.

5. Incorporating an implementation constraint: revisiting the model, results and discussion

In this section, the model described in Section 3 is used to provide insights into the impact of the
implementation constraint, i.e. not having a perfect proxy of the network cost driver. The section
consists of two parts. First, the modelling implication is pointed out. Second, the obtained results, using

the numerical example as introduced in the previous section, are shown and discussed.

5.1 Revisiting the model

A simple, yet effective change has been made to Eq. 4 to incorporate an imperfect proxy for the
network cost driver in the model. This change has as a result that a reduction of the individual peak
demand of a consumer of 1 kW results in a reduction of its contribution to the system peak demand
by less than 1 kW. Eq. 22 shows the updated version of Eq. 4. DPeak is a parameter and stands for the
baseline coincident peak demand, i.e. the coincident peak demand in the case no consumer installs
DER, and CoincidentPeak is a variable and stands for the optimised coincident peak demand, i.e. the
coincident peak demand after active consumers installed DER when profitable. The parameter WF

represents a weighting factor.

TotalGridCosts = SunkGridCosts + IncrGridCosts * (DPeak — WF * (DPeak — CoincidentPeak)) (22)

The weighting factor can be interpreted as how imperfect the proxy of the network cost driver is. If

WF has a low value, the more imperfect the proxy. This would mean that even though some active

51 4kW = 0.5%4.8 kW + 0.5*3.2 kW and 404 € = 0.5*485 € + 0.5*324 €
5250.5 €/kW = 0.5*404 €/4kW
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consumers adapt their individual peak demand, total grid costs are not affected much. This effect
would be witnessed if consumers were being incentivised to lower their demand at a certain time
which does not coincide with the time of the system peak. In the extreme, the actions of the consumers
have no effect on the total grid costs (WF equals zero). Such a situation resembles the scenario with
100% sunk costs from a cost allocation point of view, although the nature of the grid costs, hard-to-
target prospective grid costs versus sunk grid costs, is different. Alternatively, if the proxy for the
network cost driver is very accurate, the actions of active consumers will have a stronger effect on the
total grid costs. In the extreme, we end up with a fully cost-reflective tariff as implied by Eg. 2 in Section

3 (WF equals 1).

By introducing Eq. 22 also the assumption of identically shaped demand profiles is relaxed. Namely,
with Eq. 22 the impact of the optimised coincident peak demand on total grid costs is reduced. A similar
effect could be witnessed with heterogeneous demand profiles optimising their individual peak
demand under an (individual) capacity-based charge. Passey et al. (2017) find low correlation
coefficients in the range of 0.48 to 0.62 between consumer payments under a monthly capacity-based
charge and the responsibility for the network peak. The correlation increases to 0.82 if only in months

containing the system peaks are included instead of all months.

Finally, please note that the implication of Eq. 22 could also be interpreted from a reliability point of
view. Namely, it is difficult to assume that DER at a consumer’s premise can be a perfect substitute for
the grid. There could be moments when technology fails, leaving the electricity need of consumers
unmet. A reliability margin might be built into the grid to accommodate such extreme or unlikely
conditions. Pollitt (2018) argues that the impact of DERs on network costs can be overestimated (and
over-rewarded) for any network cost reductions. He bases this opinion on the fact that conventional
networks may have 99.99% (one hour per year of lost load) or more availability, whereas individual
asset availability may struggle to reach 98%. From a modelling point of view this means that even
though the optimised peak demand might drive the network investment, the DSO will still make sure
that there is spare network capacity available, thus dampening the impact of consumer actions on grid

investment.

5.2 Results and discussion

First, a run is done in which we assume that we have a perfect proxy for the network cost drivers (WF
equals 1). The results for the least-cost network tariff design are shown in Figure 12 and Table 9. In
Table 9, two metrics are calculated for the different grid cost structures. First, the change in total

system costs compared to the baseline scenario in which investments in batteries and solar PV are
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disabled. This metric is a proxy for cost-efficiency. Second, the change in network charges paid by the
passive consumers is shown, with as reference the amount of volumetric network charges paid by the
passive consumer in the baseline scenario (as shown in Table 7). This metric is a proxy for fairness. The
higher the increase in network charges for the passive consumer compared to the past, the more unfair
a network tariff is perceived.

Table 9: Total system costs and increase network
charges per passive consumer compared to the

100%
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Figure 12: Network tariff components and 100 % Sunk grid costs 0%

grid costs compared to the baseline scenario  network charges
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50 % Sunk & 50 % Prospective 12.6 %

In Figure 12, the least-cost network tariff consists of a capacity-based charge equal to the incremental
grid cost parameter (IncrGridCosts in Eq. 4) and a fixed charge equal to the sunk grid costs per
consumer (SunkGridCosts in Eq. 4).5 This corresponds to the theoretical optimal network tariff

structure as described by MIT Energy Initiative (2016a).

When grid costs are 100% sunk, the least-cost network tariff design consists solely of a non-distortive
uniform fixed charge (Figure 12), and there is no impact on the total system cost (Table 9: Total system
costs and increase network charges per passive consumer compared to the baseline scenario. Perfect
proxy for the network cost Table 9). Active consumers are indeed not incentivised to install DER:
batteries would not reduce the total grid costs, and the LCOE of PV is slightly higher than the retailer

energy price. However, due to the high uniform fixed network charge smaller passive consumers see

53 There can exist an interval around the value of the coefficients of the least-cost network tariff for which the total system
costs are the same. In modelling terms this means that there is more than one equilibrium with the same value for the upper-
level objective but with not exactly the same network tariff designs and thus values for the lower-level objectives. In this case,
one of these equilibria is the theoretical least-cost network tariff, the other equilibria have a network tariff structure which
is very similar but the coefficients of the different charges (€/kWh, €/kW and/or €/connection) are slightly higher or lower.
The reasoning behind this is that if a capacity-based/volumetric charge is set slightly higher or lower, it might not impact
consumer decisions and thus the total system costs. The richer the data (e.g. number of consumer types or the length of the
time series), the more sensitive the lower-level response function is to changes and thus the more sensitive the total system
costs are to a minor change in the network tariff. When we introduce the fairness constraint and this constraint is binding
(see Section 6), the interval around the value of the coefficients of the least-cost network tariff becomes small and generally
there will be only one equilibrium.
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their network charges significantly increase; some of the network costs, previously allocated to larger

consumers through volumetric charges, are shifted to them.

With 100% prospective grid costs, it is efficient to ‘steer’ consumer behaviour with higher cost-
reflective capacity-based charges, and each self-interest pursuing active consumer installs a battery of
3.7 kWh. Again, no solar PV is installed as the LCOE of PV is slightly higher than the retailer energy price
and solar PV can only weakly help to reduce the network charges. From an active consumer’s point of
view, installing more or less DER would result in a higher (individual) total electricity cost. A total
system cost reduction of almost 7% results, as shown in Table 9. In this case, the active consumers
reduce their grid charges proportionally with the reduction in total system costs and the passive

consumers do not see any change in the grid charges paid.

— Table 10: Total system costs and increase network charges
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Figure 13 shows the least-cost tariff structure when introducing an imperfect proxy for the network
cost driver, i.e. the parameter WF in Eq. 22 is lowered from 1 to 0.75. This means that a reduction of
the individual peak demand of a consumer of 1 kW results in a reduction of its contribution to the
system peak demand (which drives the prospective grid costs) with 0.75 kW instead of 1 kW. Two
observations can be made when comparing the network tariff structure with (Table 10) and without

(Table 9) an implementation constraint.

First, the results do not change for the case with 100% sunk network costs. There is indeed no value in
information about the grid cost driver as the grid costs are assumed to be independent of grid use.
Second, when a proportion of the grid costs are prospective, the non-distortive fixed charges are

increased at the expense of the ‘steering’ capacity-based charge. This leads to an overall slightly lower
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grid cost reduction when compared to the case without implementation constraint and less DER

installed by the consumer.

The reason for this change in the network tariff when introducing the implementation constraint can
be deducted from the results in Table 10. Two result columns are introduced. First, the regulator is
free to optimise the network tariff which would lead to the lowest total system cost (first column) -
the network tariff shown in Figure 13 results from this run. This can be viewed as the case where the
regulator is aware of the implementation difficulties with cost-reflective network charges. After, a run
is computed in which the capacity-based charge is set as equal to the incremental grid cost (second
column). This would be the situation when the regulator ignores the inaccuracy in the network cost
driver proxy. It is evident that by taking into account the imperfect proxy and departing from the

theoretical least-cost network tariff, a lower total system cost can be obtained.

The intuition behind these results is the following: if the capacity-based charge is set as equal to the
incremental grid costs, batteries are over-incentivised. An individual consumer installs batteries as
they are profitable from his individual perspective. However, the grid costs decrease less than the cost
of the DER investment. Overall, in that case, total system costs are higher than when active consumers
install fewer batteries (2.8 kWh), demonstrating a deadweight loss for society due to distortive tariff
design. Further, the grid costs, which did not decrease significantly due to the imperfect proxy of the

network cost driver, need to be recovered.

As a consequence, non-cooperative active consumers compete with each other to escape from high
grid costs by installing more and more batteries. Active consumers install a battery of 3.7 kWh capacity,
instead of one with 2.8 kWh capacity which results in the case the regulator accounts for the inaccuracy
in the proxy of the network cost driver in its network tariff design. Higher grid charges for the passive
consumers result, not only due to the introduction of uniform fixed network charges but also due to
distortive network tariff design, leading to active consumers benefiting from higher reductions in their
grid charges than the reduction in total grid costs they are responsible for. This is clearly illustrated by
comparing the increase of the network charges of the passive consumer for the 100% prospective grid
cost structure. In that case, the grid charges for the passive consumer increase quite significantly (3.9
percentage points) due to the distorted network tariff design. Notably increased grid charges for

smaller passive consumers can lead to fairness issues, as discussed in more depth in the next section.
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6. Adding a fairness constraint: revisiting the model, results and discussion

The previous section has shown that pursuing a least-cost network tariff design can lead to significant
distributional effects. In this section, a fairness constraint, in the form of a cap on the increase of grid
charges for the smaller passive consumers, is added to the model described in Section 3 and amended
in Section 5. The section consists of three parts. First, the modelling implication is pointed out. Second,
the results obtained with a fairness constraint, using the same numerical example as introduced in
Section 4 and 5, are shown and discussed. Third, results are discussed when jointly applying the

fairness and implementation constraint.

6.1 Revisiting the model

In order to assess the least-cost tariff design with a cap on the increase of network charges paid by
passive consumers, Eq. 23 is added to the upper-level problem. The index ‘i2’ stands for the passive
consumer type and BGC,;,, are the network charges paid by the passive consumer in the baseline
scenario. With the parameter Cap,;,, it can be decided how high the increase in network charges paid
by the passive consumer is allowed to be when compared to the network charges paid in the baseline
scenario (Table 1). If the cap is set very high, the fairness constraint will not be binding and thus will
not influence the least-cost network tariff design. If the cap is set very low, the model can become
unfeasible, i.e. there is no network tariff that can lead to cost-recovery for the DSO while taking into
account the reactions of the active consumers to the network tariff and at the same time respecting

the fairness constraint.

vnt * Z;F:l(qwt,,iz, — NM * qit,,iz,) * WDT + cnt * gmax,ip, + fnt < BGC,ip, * (1 + Cap,iz,) (23)

6.2 Results and discussion with a fairness constraint

In this section, the results for the numerical example are discussed. Figure 14 illustrates that the state
of the grid determines to what extent the incentives given to active customers via distribution network
tariffs result in system benefits and/or whether these benefits are shared with passive consumers. The
results are completely different for the three illustrated grid states. Additionally, the resulting least-
cost network tariff designs at a 10% fairness cap (Cap,,,, = 0.10) are shown for the case in which the
grid costs are assumed 100 % sunk and the case in which the grid costs are assumed 50% sunk and 50%
prospective costs. In the case grid costs are assumed 100 % prospective, the fairness cap is not binding;

thus the results are not impacted.

76



1% Inefficient Unfair
N—:
0% -2

-15% -10% -5% 0% 5% 10% 15%  25%
_10 A—f—p .
i S Increased grid charges
2% passive consumers [%]

100%

3%
75%
4%
Network charges:
-5% 50% m Fixed -
m Volumetric (net-purchase)
M 3= e
-7 0%

-8%

and tariff

(100 %: baseline grid costs)

Total grid costs

System cost
reduction [%]

—e—100 % sunk grid costs —&—50 % sunk & 50 % prospective grid costs ——100 % prospective grid costs

Figure 14: Total system cost increase trade-off with the increase of grid charges of passive
consumers for different grid cost structures. Perfect proxy for the grid cost drivers assumed.

The first state of the grid is 100% sunk costs. In this state of the grid, the least-cost network tariff is a
fixed charge, which significantly increases the costs for small passive consumers (25% increase in grid
charges). However, we can ‘sacrifice’ some cost-efficiency to lower fairness concerns. Looking at Figure
14, this means moving to the left on the “100 % sunk grid cost line”’. Two opposing forces are working
in this case. On the one hand, by lowering the fixed network charges, the fairness issue decreases. But
by resorting to other network tariff components which are needed to ensure full grid cost recovery
(volumetric charges and/or capacity-based charges as can be seen on the same figure), the network
tariff will be distortionary.>* This implies that active consumers can exploit opportunities that might be
beneficial for themselves but which are not necessarily optimal from a system point of view.>® The
private benefits active consumers obtain in this way come at the expense of passive consumers, thus
aggravating the fairness issue once again. These two forces can be played out until the moment the
model becomes unfeasible, i.e. there is no way anymore to recover all grid costs while limiting the
fairness concern. For this example, this occurs at the point when the increase of grid charges for passive
consumers is capped at a level lower than 8%. Note that the significant improvement in fairness comes

at a relatively small increased total system cost.

54 Volumetric charges with net-purchase, i.e. only charging for the electricity withdrawn from the network, are opted for by
the regulator. Volumetric charges with net-metering lead to a higher system cost and create a fairness issue as they strongly
over-incentivise PV adoption.

55 This happens at the point when the increase of grid charges for passive is capped at a level lower than 14 %. Beyond that
point, when further reducing the grid charges for passive consumers, the increase of volumetric and capacity-based charges
in the network tariff, which are needed to respect cost-recovery, are large enough to impact the investment decisions of the
active consumers. Consequently, the increase in total system costs rises above 0 %.

77



The second state of the grid is 100% prospective costs. In this case, a cost-reflective tariff can achieve
a lot of cost savings thanks to the incentives given to active consumers. These system benefits also
lead to a price reduction for passive consumers. It is possible to push the model towards a network
tariff structure that sacrifices some of the system benefits for an outcome that is even better for
passive consumers, but it is unlikely that this would occur in practice as there is no perceived unfairness

in this case.

The third state of the grid is 50-50 sunk and prospective grid costs. In our numerical example, the
negative effects we see in the first state of the grid for passive consumers dominate the positive effects
we see in the second state of the grid. Even though the system is better off, the passive consumers pay
more. This means that the active consumers are winning twice: they are getting all the system benefits
and they are pushing some of the costs towards passive consumers. It is possible to engineer a network
tariff that somewhat softens the unfairness for passive consumers, but they are always worse off in

this case.

6.3 Results and discussion with a fairness and implementation constraint

Figure 15 is even more sobering for passive consumers than the results in the previous section. If we
cannot get the cost driver right, we risk passive consumers are worse off in all cases. The results for
100% sunk costs do not change, of course. If all costs are sunk, there is no cost driver, so the inaccuracy
of the cost driver does not apply to that case. In the other two cases, the implementation issues with
cost-reflective network charges make the system, and also the passive consumers, relatively worse off.
In the case of 100% prospective costs, the impact is most significant for passive consumers: they end
up mostly losing instead of sharing the benefits with active consumers. In other words, the two issues

that we discussed separately in this paper strongly interact with each other.

78



1% Inefficient Unfair

. “‘\.\f\‘\_\_.;__.

-15% -10% -5% 0% 5% 10% T T15% 25%
1% A—a 2

a —h—i—aA
= 2%
c
2
© -3%
S e
o 4% ® =& =0 0= ©= 6 -0
o
8
E 5%
L
@ -6%
u>_; %

7%

gy | Increased grid charges passive consumers [%]

50 % sunk grid costs 100 % prospective grid costs

‘ 100 % sunk grid costs —*— perfert |mp|9mentat|on. —— perfect lm'plempntarlon.
‘ - 2~ imperfect implementation -+~ imperfectimplementation

Figure 15: Total system cost increase trade-off with the increase of grid charges of passive
consumers for different grid cost structures. Results with and without implementation issues with
cost-reflective network tariffs are shown.

7. Discussion results and policy implications
This section consists out of two parts. Firstly, an overview of the results is shown, important

assumptions are discussed, and the main findings of the sensitivity analysis are described. The

sensitivity analysis can be found in Appendix C. Secondly, the main policy implications are derived.

7.1 Overview of results, discussion assumptions and finding of the sensitivity analysis

Figure 16 shows an overview of the results for the case in which 50 % sunk and 50 % prospective grid
costs are assumed. From that figure, it can be seen how the results are gradually impacted by the two
considered constraints in terms of the least-cost network tariff design, the total system costs (and its

components) and the network charges increase for passive consumers.
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Figure 16: Summary of all the results for the case with 50 % sunk and 50 % prospective grid costs
assumed.

We do four observations in Figure 16. First, it can be seen that there is a clear case to redesign the
historical in place baseline network tariff, volumetric charges with net-metering, as also argued in the
introduction of the paper. Active consumers are strongly incentivised to invest in solar PV (5 kWp per
active consumer) as by doing so they can avoid paying for energy and grid charges. The overall
expenditure on energy costs does indeed reduce strongly (-41.6%), but grid costs remain more or less
stable (-1.4 %). Overall a 3.4 % increase in system costs compared to the baseline results; the total
costs of PV investment by active consumers is higher than the sum of system benefits in terms of
energy and grid. Also, active consumers lower significantly their grid charges but the grid costs do not
lower proportionally. Therefore these costs are shifted to the passive consumers (+78 % in grid charges

compared to the baseline) and a significant fairness issue results.

The second observation is that when not assuming any implementation constraint or disregarding
distributional impacts, Figure 16 shows that the least-cost network tariff replacing volumetric charges
with net-metering consists of a fixed charge to recuperate the sunk grid costs and a capacity-based
charge to align grid benefits with consumer benefits. It can be seen that when having a perfect proxy

for the network cost driver, a system cost reduction can be achieved (-1.4 % compared to the baseline)
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while the network charges for the passive consumers increase (+12.6 %).*° Third, in case of not having
a perfect proxy, the cost-efficiency decreases and the fairness issue aggravates. Finally, when capping
the increase in network charges for the passive consumers a three-part network tariff results. By
introducing a volumetric network charge with net-purchase at the expense of the unpopular high

network fixed charge some cost-efficiency can be sacrificed for fairness.

In what follows we discuss three important assumptions made in this work and highlight the two main
findings of the sensitivity analysis which can be found in Appendix C. A first important assumption
made in the numerical example is the fact no positive externalities from solar PV adoption are
assumed. If decentralised solar PV adoption would (partly) replace polluting central generation plants,
a carbon markup in the energy price and subsidies are not politically feasible; it might be socially
beneficial to stimulate PV adoption by allowing for a larger proportion of volumetric network charges
(possibly with net-metering). This is also argued for in the work by Brown and Sappington (2017a).>’
However, the fairness issue with overly volumetric network charges combined with active consumers
installing solar PV would remain pertinent. A relevant empirical work in this regard is the paper by
Borenstein and Bushnell (2018). The authors investigate how some electricity prices in the US might to
be too low—such as unpriced pollution externalities— while others cause prices to be too high—such as

recovery of fixed costs through volumetric charges.

Second, we assumed perfectly price-inelastic demand. Instead, we allowed active consumers to fulfil
their electricity demand by other means than the grid (solar PV and batteries). Demand response (DR)
could give consumers the ability to shift their demand in time, just as batteries can. For example, Koliou
et al. (2015) analyse a tariff-based DR programme and find that it can result in reduced overall costs
both for the DSO and consumers. It is hard to put a price tag on DR actions, but one can imagine that
some demand shifting can be done fairly cheap through automatisation. This would mean that by
including DR, the attractiveness to invest in batteries might reduce. Also, the negative impact on
system cost of a network tariff that overly relies on imperfectly implemented capacity-base charges
could be lower. However, this could also mean that the fairness issue would be more significant as it
easier for active consumers with automated appliances to ‘shift’ network charges to passive consumers

who do not own such appliances.

56 Active consumers install a battery (2.7 kWh per active consumer) to lower their grid charges and by doing so they also
lower the overall grid costs (-14.6 %). A small increase in energy costs (+1.7 %) results due to energy losses of the battery.
The increase in grid charges for the passive consumers compared to the baseline results from the introduction of the uniform
fixed network charge in a setting with lower-usage passive consumers.

57 In that regard, making the parameter NM, which is set to account for net-metering or net-purchase volumetric charges,
endogenous and allowing it to be a continuous number might bring new insights.
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Lastly, a limitation of the modelling approach is that the retailer energy price a consumer pays is not
considered endogenous.*® One could argue that if consumers install solar PV, this will propagate to the
wholesale market and finally energy prices could go down (see e.g. Darghouth et al. (2016)). This is
true on the short-run, but in the long run the effect is more ambiguous. For example, Green and
Vasilakos (2011) use a long-run market equilibrium model and find that in the long-run equilibrium the
average price level does not change much with a significant increase in wind power. However, the
volatility of the price would increase. To get an idea of the effect of more volatile energy prices, we
added runs with time-of-use (TOU) energy retailer prices in Appendix C. It is found that with TOU
energy prices instead of flat energy prices, system cost can decrease more compared to the baseline
than in the presented numerical example. With TOU energy prices, batteries cannot only be used by
active consumers to lower the peak demand but also to arbitrage energy prices. With TOU energy
prices in place, in most scenarios, the proportion of capacity-based network charges in the least-cost
network tariff decreases slightly. This occurs because battery investment is additionally incentivised
by TOU energy prices. It is also shown that TOU energy prices affect not only battery adoption but can

also affect solar PV adoption.

Besides the interaction between network tariff design and TOU energy prices, a second main finding
of the sensitivity analysis in Appendix C is that the results are sensitive to how financially attractive
solar PV investment is. If we assume that the retailer energy price is higher than the cost to generate
electricity from solar PV on rooftops, logically, the total system costs go down with solar PV adoption
by the active consumers.>® However, we find that at the same time the fairness concern becomes more
severe. Making the least-cost tariff fairer by increasing volumetric network charges to partially replace
unpopular fixed network charges, does not work anymore in the case solar PV is cheaper. This is true
because the investment distortion in solar PV investment become more sensitive to these increased
volumetric charges. On the contrary, if solar PV is relatively expensive, fairness is less of a concern as
the share of (net-purchase) volumetric network charges in the final network tariff can be quite high

before these charges induce distortions.

58 Also, the impact of DER adoption on transmission costs are abstracted from the analysis, see e.g. Denholm et al. (2014) for
a complete overview of the system benefits of DER adoption.

%9 |n the sensitivity analysis we do this by inserting higher solar PV yield profiles than in the numerical example and keeping
the investment cost of solar PV and the retailer energy price constant. Similar results would be obtained by lowering the
investment cost of solar PV or increasing the retailer energy price.
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7.2 Policy implication: overcoming the limitations of traditional network tariff design

options

Our work confirms the challenges faced by regulators today, e.g. in Europe (CEER, 2017a) and the US
(Trabish, 2018). Before, distribution network tariffs were mainly a technical discussion between the
DSO and the regulator. Today and in the future, there are a whole lot more stakeholders. These
stakeholders need impact analysis where the response of consumers to network tariff design and

distributional impacts are shown to justify choices.

We found that if the regulator only has the three options available that we consider in this paper, it
will be difficult to implement a fair network tariff design. However, in practice, our results regarding
fairness might be overestimated as such issues can be improved through other solutions than standard
network tariff design. Negative distributional effects could be remedied through specific low-income
programmes as described by Wood et al. (2016). Another solution would be not to implement a
uniform fixed network charge as in our analysis, but differentiate the fixed network charges per
consumer or consumer groups without distorting the use of electricity, e.g. by income, property value,
property size, kW connection capacity (Abdelmotteleb et al., 2017; MIT Energy Initiative, 2016; Pollitt,
2018). It might also be possible to improve fairness by introducing some form of taxation for active
consumers. However, taxation is also difficult to implement and could conflict with other public policy
goals. In the case of high sunk grid costs, under-recovery of the grid costs could be an option as full
cost recovery leads to inefficiencies. Not recovered sunk network costs could be recuperated through
other means than the electricity bill, an option also discussed in the report by the MIT Energy Initiative
(2016). An alternative could be to let taxpayers pay for these costs, as is done for roads in some

countries.

On the other hand, our results could underestimate the difficulties with least-cost and fair distribution
network tariff in practice. We did assume policy costs not to interfere with the analysis, but the share
of these costs in the electricity bill is increasing year by year in most countries, and the way these costs
are recuperated from consumers, mostly volumetrically, can seriously distort network tariff design and

aggravate efficiency and fairness issues.

An additional takeaway is that we show that it can be reasonable to spread distribution network costs
over the different traditional network charge options (volumetric, capacity-based and fixed) if these
are the only options available. As such, the identified issues with each of them are dampened, i.e.

distortions in solar PV adoption with too high volumetric network charges, distortions in battery
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adoption with too high capacity-based network charges and fairness issues with too high fixed network
charges. Three smaller distortions are desirable over one more significant distortion. Overall, more

impact analysis is needed.

8. Conclusion and future work

In this paper, we have applied a game-theoretical model to analyse the impact of an implementation
and fairness constraint on least-cost distribution network tariff design. The game-theoretical model
takes into account decentralised decisions of self-interest pursuing active consumers enabled to invest

in solar PV and batteries.

First, we find that both constraints have a significant impact on the least-cost network tariff design. In
theory, the least-cost distribution network tariff design has a fixed component that is proportional to
the sunk costs, and a capacity component to reflect the costs of grid investments that still have to be
made and that can be partly avoided if it is cheaper for active customers to invest in DER. In practice,
departing from volumetric charges towards higher fixed charges is often perceived as unfair as their
introduction would mean that low-usage passive consumers, who are often also less wealthy
consumers, would pay similar charges as high-usage active consumers, who are often richer. Also, in
practice, the individual capacity or individual peak is often a relatively weak approximation of the
actual cost driver(s) of the network. As a result, a three-part tariff combining fixed, capacity, and
volumetric charges may be more suitable, even though in theory, volumetric is not to be considered

for a least-cost distribution network tariff design.

Second, we find that there is a strong interaction between the two constraints we analysed. If
regulators do not anticipate that their implementation of cost-reflective tariffs will be imperfect, the
system costs will increase, and the fairness issues will also aggravate. It is therefore important to have
realistic estimations of what we know and do not know about the cost drivers of distribution networks.
Limited information is available, suggesting that we need to be careful in setting strong incentives. This

is especially true with high shares of active consumers.

Third, the results depend on the state of the grid. If most of the grid investments still have to be made,
passive and active consumers can both be made to benefit from cost-reflective tariffs, while this is not
the case for passive consumers if the costs are mostly sunk. The standard network tariff design options,
i.e. volumetric, capacity, and fixed charges, do not suffice to transfer part of the welfare gains of the
active consumers to compensate the passive consumers. Other solutions than standard tariff design

would have to be introduced to reach a fairer outcome; examples are specific low-income
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programmes, differentiated instead of uniform fixed charges, the recuperation of sunk network costs
through other means than the electricity bill or the taxation of active customers, which has its own

issues.

Regarding future work, it would be interesting to include electric vehicles and heat pumps in the
analysis. Accounting for these (mainly) electricity consuming technologies could present new insights.
More granular network tariffs could become increasingly important to limit the efficiency loss. Overall,
the interaction between network tariff design, retail energy pricing, public policies (e.g. energy
efficiency and DER subsidies) and taxation deserves further analysis. Lastly, due to the structure of the
model, it is assumed that the regulator has perfect insight into the consumer’s reaction on the network
tariff design. This is a simplification. In reality, future demand is not known ex-ante and has to be
estimated. This anticipation issue could be accounted for by including stochasticity in the consumer
reaction. An example is the paper by Weijde and Hobbs (2012) in which a stochastic two-stage
optimisation model that captures the multistage nature of the planning of a transmission network
under uncertainty is presented. Actually, this planning uncertainty is another implementation issue
with improved network tariffs. Adding multiple stages and stochasticity would require an expansion of

the presented model.
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CHAPTER 4: ON THE INTERACTION BETWEEN DISTRIBUTION NETWORK
TARIFF DESIGN AND THE BUSINESS CASE FOR RESIDENTIAL STORAGE

Abstract

Battery adoption by residential consumers, mostly coupled with a new or existing solar PV system,
is expected to rise in the near future. In that regards, distribution network tariff design plays an
important role. The network tariff design should align the business case of storage with the impact
it has on the local grid. We evaluate capacity-based network charges and two types of network
charges which stimulate self-consumption: net-purchase and bi-directional volumetric network
charges. We show that when grid costs are sunk, all network tariff design options will over-
incentivise battery adoption at the expense of overall welfare. In contrast, when many future grid
costs are to be made, the considered network tariff design options will mostly under-incentivise
battery adoption, and potential welfare gains are missed out. Besides the network tariff design, also
time-varying energy prices do improve the business case of storage. However, some unwanted

interactions between the network tariff design and time-varying energy prices are possible.

Keywords: Batteries, distributed energy adoption, distribution network tariff design, game-theory,

non-cooperative behaviour

This chapter is written without co-authors and serves as a draft for a working paper. The additional
finding regarding the interaction between different energy pricing schemes and the evaluated network
tariff design might be omitted in the final version of the working paper. The reason for this is that this
finding is expected to serve as a starting point for further research after the submission of the thesis.
Earlier versions of this chapter were presented at:

e Workshop storage taskforce SmartEN— Brussels, Belgium, 9 October, 2018

e DIW: SET-Nav Modeling Workshop - Two-stage decision making and modelling for energy

markets — Berlin, 11 October 2018
e Conference on storage business models, organized by EASE and Vlerick Business School —

Brussels, Belgium, 30 November 2018
e 3rd AIEE Energy Symposium —Milan, Italy, December 10-12, 2018

86



1. Introduction

Electrical energy storage, mainly in the form of lithium-ion batteries, is becoming a factor in the
residential solar market. Schill et al. (2017) state that in Germany in 2015, nearly every second small-
scale PV system was installed together with a battery. By the end of 2016, summing up to about 48,000
‘prosumage’ systems were installed. Maloney (2018) notes that 20% of Sunrun's customers have
chosen to install solar plus storage systems in California in early 2018, in parts of Southern California
that total is as high as 50% of sales. Greentech Media estimates that battery installations will reach a
rate of more than 1300 MW per year by 2022 in the US (GTM Research and Energy Storage Association,
2017). The business case of batteries is mainly a function of two forces. On the one hand, the strongly
decreasing investment costs (see e.g. RMI (2015)). On the other hand, the reduction in the electricity
bill that can be achieved by battery adoption. In this paper, we focus on the latter. In that regard, rate
design, more specifically distribution network tariff design plays an important role. Distribution
network charges represent on average around 30 % (incl. VAT) of the final electricity bill in Europe,
with a maximum of around 50 % in Norway and a minimum of around 15 % in Italy (ACER and CEER,

2018).

Historically, volumetric distribution network charges (€/kWh) were in place in most jurisdictions
around the world. This practice is being challenged in recent years. More specifically, volumetric
charges with net-metering, implying that a consumer’s network charges are proportional to its net
consumption from the grid over a period of time (e.g. month), are deemed inadequate with the
massive deployment of solar PV. Consumers with solar PV pay significantly lower network charges but
still rely on the distribution grid as much as they did before. In other words, such network charges
serve as an implicit subsidy for solar PV which ends up being paid by consumers without solar PV.%°
Therefore, regulators in many countries are thinking to suspend net-metering and move more towards
network tariffs which are capacity-based (€/kW) or stimulate self-consumption of the on-site
generated electricity (CEER, 2017a; European Commission, 2015b; Hledik, 2014). Such types of
distribution network charges are deemed to align better what consumers pay for the network with the
costs they cause. Batteries are identified as a key enabling technology to allow the reduction of

capacity needs of a consumer or to allow for more self-consumption.

The impact of distribution network tariff design on the business case for residential electricity storage

is the topic of this paper. More precisely, it is analysed whether the network tariff design aligns the

60 See e.g. the blog post by Lucas Davis (March 2018): https://energyathaas.wordpress.com/2018/03/26/why-am-i-paying-
65-year-for-your-solar-panels/
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business case for residential electricity storage with wider system benefits. We show that depending
on the assumed grid cost structure, i.e. whether most grid investments are sunk or many grid
investments still have to be made, batteries can be over-or under-incentivised by the design of the
distribution network tariff; the network tariff can act as an implicit subsidy or a tax for storage

adoption.

Besides the network tariff design, an additional important driver for the business case of residential
storage is time-varying energy prices. With time-varying energy prices, a battery can also be used for
energy price arbitrage aside from solely reducing grid fees. Ceteris paribus, with time-varying energy
prices instead of flat energy prices, the business case for storage will improve. However, a consumer,
when deciding about the adoption and operation of storage, will look at the possible reduction in her
final electricity bill instead of at each separate cost component (network charges, energy costs and
taxes and levies) in isolation. Therefore, there is an interaction between network tariff design and
energy price arbitrage. We look briefly at how this interaction can result in energy arbitrage strategies
that deviate from the optimal energy arbitrage strategy which would lead to the highest wider system

benefits.

The following of the paper is structured as follows. In Section 2, the evaluated distribution network
tariff designs are introduced. In Section 3, the methodology is described. Two models are used. A
game-theoretical model with which the alignment of incentives of individual consumers and the wider
system is evaluated and a central planner model that serves as a benchmark. The full model
formulation is not treated in the body of the text but can be found in Appendix A. In Section 4, the
setup and data for the numerical example are described. In the core of the paper, Section 5, results
are shown and discussed. The result section is split up into four parts. First, we show the results for
the case that all grid costs are assumed sunk. Second, we show the results for the case that the grid
costs are driven by the aggregated consumer peak demand. Third, we look at how time-varying energy
prices impact the results. Fourth, we show that there exists a theoretically optimal network tariff
design, so-called critical peak pricing, which approximates the outcome of the central planner under

given assumptions. Lastly, in Section 5 a conclusion is presented, and policy implications are derived.

2. Evaluated distribution network tariff designs

In this section, the three evaluated network tariff designs are introduced. First, we describe capacity-
based network charges. After, two types of network charges which stimulate self-consumption are

introduced: net-purchase and bi-directional volumetric network charges.
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2.1 Capacity-based network charges

With capacity-based network charges, also called (maximum) demand charges in the US, a consumer
pays for the grid according to his (individual) monthly or yearly peak capacity usage averaged per e.g.
an hour. Simshauser (2016) finds that capacity-based charges resolve issues with volumetric network
charges such as rate instability and wealth transfers between solar PV and non-solar PV adopters. The
idea behind capacity-based charges is that as the main driver of the network is (peak) network capacity,
it makes sense to charge consumers according to their maximum network capacity needs. The problem
is however that individual consumer maximum capacity-usage does not always coincide with the main
network cost driver, the aggregated peak capacity need over a group of consumers connected to the

same network.

In that regard, Simshauser (2016) notes that if the capacity-based charge overstates the value of peak
load, it may pull-forward battery storage to an extent that it is not cost-efficient anymore. Similarly,
Brown and Sappington (2018) find that capacity-based charges tend to be relatively effective at
enhancing welfare when the demand for electricity is relatively sensitive to price and when the peak
demands of all consumers occur during the same period. However, welfare gains are a lot more modest
when the peak demands of many residential customers do not coincide with the system-wide peak
demand for electricity. Finally, Passey et al. (2017) present a method to assess the cost-reflectivity of
capacity-based charges visually and test different implementations. They use Australian data and find
that standard capacity-based charges to have low cost-reflectivity in terms of aligning customer bills
with their contribution to the overall network peak demand. The authors continue by arguing that the
potentially significant adverse impacts on the economic efficiency of such tariffs is an issue that does
not appear to have received sufficient policy attention. However, more advanced implementations
significantly improve the cost-reflectivity. An example are capacity-based charges that are only levied

during the months in which the aggregated peak demand occurs.

2.2 Self-consumption incentivising network charges

Besides capacity-based network charges, we also evaluate two distribution network tariff design that
stimulates self-consumption.®? With net-purchase volumetric charges, a consumer pays a €/kWh fee
for all electricity withdrawn from the network. Contrarily to the historical practice of volumetric

charges with net-metering, the meter does not turn backwards when excess electricity is injected in

61 Self-consumption is defined as the direct use of PV electricity on the same site where it is produced, with a smaller amount
of electricity fed into the grid.

89



the network. With bi-directional volumetric network charges, a €/kWh network fee is paid for each

kWh of electricity withdrawn and injected into the network.5?

By creating a difference between the value of on-site generated electricity that is self-consumed or
injected back into the network, these network tariff design incentivise self-consumption. On one
extreme, volumetric network charges with net-metering did not stimulate self-consumption at all, i.e.
the grid acts as a free battery, and the price a consumer receives to inject 1 kWh into the grid is always
equal (or even greater) than the price a consumer pays to consume 1 kWh from the grid. On the other
extreme, volumetric network charges with bi-directional metering, i.e. a consumer has to pay a
volumetric network charge to withdraw and a volumetric network charge to inject electricity in the
grid, will give the incentive to minimise the exchange of electricity with the grid and thus to maximise
self-consumption. The incentive to self-consume under volumetric charges with net-purchase lies in

the middle.

Different self-consumption policies have been implemented in different countries. Luthander et al.
(2015) describes that for example Italy had a self-consumption premium and that also China has
recently introduced a similar self-consumption subsidy. The authors add that also in Germany there
was a bonus for self-consumed electricity between 2000 and 2012. However, since 2012 the price a
consumer received to inject one kWh of electricity into the grid fell below the final price to consume
one kWh of electricity (energy cost, network charges plus taxes and levies). As such, self-consumption
has become profitable even without the extra incentive and the bonus has therefore disappeared.
Similarly, Green and Staffell (2017) explain that an electricity tariff is in place in the UK which triples
the value of stored energy due to the arbitrage value of avoiding exports and storing electricity until it

is consumed.

3. Methodology

Two models are used to do the analysis: a game-theoretical model and a central planner model. First,
we describe the game-theoretical model. After, the central planner model is briefly described. The
game-theoretical model is used to capture the interaction between the distribution network tariff
design, decentralised decision making of self-interest pursuing active consumers investing in solar PV
and batteries, and their aggregated effect on the network costs. The model was first introduced in

Schittekatte and Meeus (2018). In Schittekatte and Meeus (2018) the model was used to analyse the

62 We assume in this analysis that the fee to withdrawn has the same magnitude as the fee to inject.
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trade-off between cost-reflective and fair distribution network tariff design. The central planner model

serves as a first-best benchmark. The full formulation of both models can be found in Appendix A.

3.1 Game-theoretical model

The game-theoretical model has a bi-level structure. A regulator is represented in the upper-level. The
regulator decides upon the distribution network tariff in place anticipating the reactions of the
consumers represented in the lower-level. The objective of the regulator is to minimise the total
system cost under the condition that the total network costs equal the network charges collected from
the consumers. The total system costs consist of four components: total grid costs, total retailer energy
costs, total DER investment costs and other costs.?® The relative share of the different components of
the total system costs are a function of the incentives of the consumers, i.e. the mix of the energy
sourced from the retailer and delivered by the grid and the energy delivered directly from installed

DER at the consumer-side.

The total grid costs can consist of two parts: sunk grid costs and prospective grid costs. Sunk grid costs
are the costs of grid investments made in the past to be able to cope with electricity demand in the
future and these costs are unaffected by the utilisation of the network. Prospective grid costs are
variable (in the long-run) and a function of the maximum coincident network utilisation of all
consumers. The higher the coincident peak, the higher the network costs to be recovered.
Abdelmotteleb et al. (2017), Pérez-Arriaga et al. (2017) and Simshauser (2016) describe that the
coincident peak demand (or exceptionally the injection if higher) is generally considered as the main
cost driver of a distribution network. Next to the coincident peak demand, other network cost drivers
can be identified, such as thermal losses and the investment cost to replace electronic components
(e.g. protection) to deal with bi-directional flows due to high concentrations in PV adoption (see e.g.
MIT Energy Initiative (2015) and Cohen et al. (2016)). These other network cost drivers are not included

in the current analysis.

Consumers react to the electricity bill as a whole, but the accounting of the cost components is
separate as we consider an unbundled setting. Besides the endogenously considered network charges,
the consumers buy electricity, the commodity, from a retailer who bought this energy in the wholesale
market and sells it to downstream consumers for an exogenous price. Finally, next to the retailer
energy price and the network charges, a consumer pays taxes and levies; the level of these costs is

considered invariant, and the way these are collected does not interfere with the analysis. Modelled

63 Other costs represent taxes and levies recovered from consumers; it is assumed that the total level of these costs is
invariant.
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consumers can be passive or active. Passive consumers are assumed not to react to prices; active
consumers pursue their own self-interest, i.e. their objective is to minimise the cost to satisfy their
electricity demand. They have the option to invest in two technologies, solar PV and batteries, to lower

their dependence on grid supplied electricity.

The incentives of the active consumers will not always align with system benefits and can have negative
distributional consequences. An intuitive example is what happens with volumetric charges with net-
metering in place. In that case, an active consumer will be incentivised to install solar PV; the
investment cost of solar PV is compared to the avoided retailer energy costs and network charges.
From a system perspective, the total retailer energy costs will go down as consumers buy less energy
from the retailer, the total DER investment costs will go up due to investment in solar PV and the total
grid costs will more or less stay the same as stand-alone solar PV does not affect the grid costs much.
High PV generation and the aggregated consumer peak demand often do not coincide. As a result, the
reduction in grid charges for consumers is higher than the avoided grid cost. Overall, the total system
costs might even go up due to the solar PV adoption compared to a situation in which no consumer
installs solar PV.%* In addition, the network charges (in €/kWh) need to increase to allow full grid cost
recovery. As a result of this increase, mostly passive consumers, which did not install solar PV, will see
their electricity bill increase. Similarly, in this paper, we focus on battery adoption and do this analysis
for capacity-based charges, net-purchase volumetric charges, bi-directional volumetric charges in

Sections 5.1 to 5.3 and for (time-varying) peak-coincident network charges in Section 5.4.

Mathematically speaking the model is formulated as a Mathematical Program with Equilibrium
Constraints (MPEC). An equilibrium is obtained if all grid costs are recovered and none of the
consumers has an incentive to adapt their electricity withdrawal and injection pattern from the grid by
e.g. by installing more solar panels or using installed batteries in an alternate fashion. Different
methods exist to solve the model. In this case, the model is reformulated as a Mixed Integer Linear
Programme (MILP) which can be solved using commercial off-the-shelf optimisation software. For a

complete treatment of different solution methods see Gabriel et al. (2012).

3.2 Central planner model

Besides the game-theoretical model, a centralised planner model is used as a benchmark. The
difference with the game-theoretical model is that there is no distribution network tariff formulated

in the central planner model; the consumers do not need to be coordinated. Instead of consumers

64 Disregarding the environmental benefits of the adoption of solar PV.
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acting in their own interest, the central planner decides unilaterally about their actions. ®® The central
planner model is formulated as a linear programme (LP). By comparing the results for the evaluated
network tariff designs with the game-theoretical model and this benchmark, we can show how much
storage is under- or over incentivised due to imperfect distribution network tariff design. Also, the

impact on system cost due to the imperfect network tariff design can be estimated.

4. Numerical example

In this section, the numerical example is described. The section is split up into four subsections which
each consider a different group of input data. This data is used to calibrate the model. It should be
noted that the demand and solar PV profiles presented in subsection 4.1, the baseline consumer bill
presented in subsection 4.2 and the grid costs as described in subsection 4.3 are the same as used in

Schittekatte and Meeus (2018). Results for additional consumer profiles can be found in Appendix D.

4.1 Consumer types, demand and solar yield

Two consumer types are modelled for simplicity: passive and active consumers, as is also done in
Brown and Sappington (2017a, 2017b, 2018) and Schittekatte et al. (2018). The passive consumer does
not have the option to invest in solar PV and batteries, unlike an active consumer, who can opt to
invest in DER. Passive consumers do not have the financial means, are strongly risk averse or are
uninformed about the possibility to invest in DER. Active consumers minimise their costs to meet their
electricity demand and may invest in DER to do so. At one extreme, all consumers can be passive, as
in the recent past. At the other extreme, all consumers can be active, i.e. install DER when it can reduce
their overall electricity cost. Reality presumably lies in the middle. Some consumers will remain passive
for a number of reasons. Other consumers could be installing DER even when they do not financially
profit from it, but because of other reasons which are harder to monetise, e.g. independence from the
grid, sustainability motives etc. In the numerical example, it is assumed that 50% of all consumers are
active and 50% are passive.®® The consumer demand and solar PV yield profiles are represented using
a time series of 48-hours with hourly time steps and are shown in Figure 17 (left). The yield per kWp

of solar PV installed is shown in Figure 17 (right).

85 please note that no economies of scale in terms of battery investment are considered, e.g. a battery of 250 kWh energy
capacity is cheaper than 25 batteries of 10 kWh. If that would be the case, an additional advantage of the central planner
approach would be to invest in a couple of large batteries instead of a multitude of smaller batteries per household as also
discussed in Schill et al. (2017).

66 50 % active consumer might seem quite a lot today. Today many consumers are passive because they are indifferent or
vulnerable. A lower proportion of active consumers result in a lower impact of distortive network tariff design on total system
costs. However, distortions result in costs shifts from active to passive consumers. In their turn, these cost shifts could again
convert more (indifferent) passive consumers into active ones, increasing the impact of the distortion. Also, with dropping
costs in DER, rising electricity bills, digitalisation and more climate awareness, a proportion of indifferent passive consumers
might turn active.
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Figure 17: Original 48-hour electricity demand profiles (left) and PV yield profile (right)

The household demand for electricity shows for both modelled days a small peak in the morning and
a stronger peak in the evening, the typical ‘humped-camel shape’ (Faruqui and Graf, 2018). For both
consumer types the shape of the demand profile is identical; however, it is scaled differently. As a
result, passive consumers have a slightly lower electricity demand than active consumers. The passive
consumer has an annual consumption of 5,200 kWh with a peak demand of 3.2 kW and the active
consumer a 7,800 kWh annual consumption with a peak demand of 4.8 kW. In Europe, average annual
electricity consumption per household ranged from 20,000 kWh (Sweden) to 1,400 kWh (Romania) in
2015. In the same year, the average electricity consumption per household in the USA was about
10,800 kWh (EIA, 2016). The idea behind this difference in the levels of consumption is that active
consumers are expected to be more affluent than passive consumers and that affluent consumers have
higher electricity needs. This statement is a simplification of reality, but evidence for it is found in the

literature (e.g. Borenstein (2017) and Hledik et al. (2016)).

The yield per kWp of solar PV installed, as shown in Figure 17 (right), scales up to 1,160 kWh per year.
As a reference, this level is similar to the average vyield in the territory of France (Suri et al., 2007).
Seasonality is introduced in the PV yield profile by having a daily average PV yield of 40% of either side
of the annual mean. The peak demand coincides with the day with the low PV yield. Letting the peak
demand day coincide with the day with lower solar irradiation and vice-versa produces two effects.
First, a high capacity of PV installed does not necessarily mean that the peak demand can be reduced.
Faruqui and Graf (2018) investigate load profiles in Kansas and find that after the installation of PV
systems, logically the net energy consumption reduces; nevertheless, the peak demand is virtually left
unchanged. Second, if a high capacity of PV is installed, the injection peak of active consumers can

become significant.

4.2 Baseline consumer bills

In Table 11 the baseline consumer electricity bill, paid by the consumers when no consumer installs
any DER technology, is shown. However, if active consumers decide to invest in DER, the relative

proportion and absolute values of the bill components can change for both the active and the passive
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consumers. The annual electricity cost for the active and passive consumer equals respectively 1,340
€/year (0.172 €/kWh delivered) and 971 €/year (0.187 €/kWh delivered). This total cost is near the
average electricity cost for EU households in 2015, which was estimated at around 0.21€/kWh
(Eurostat, 2016). In the USA, the average electricity cost in 2015 was around 0.125€/kWh (EIA, 2016).
The consumer bill is based on information from the Market Monitoring report by ACER and CEER
(2016). There, the breakdown of the different components of the electricity bill for an average
consumer in the EU for the year 2015 is presented. The energy component in the EU in 2015 is
estimated at 37%. In absolute terms, this is a cost of 0.077 €/kWh. Further, 26% of the bill consisted of
network charges, and 13% are RES and other charges. Finally, an important chunk of the bill (25%)
consists of taxes. A value-added tax (VAT), averaging 15%, must be paid and additional (ecological)
taxes, averaging 10%, are raised in some countries. In this work, the VAT is integrated into the three
components of the bill. Please note that a typical consumer bill varies from one country to another

(e.g. ACER and CEER (2016) for the EU).

Table 11: Consumer bill in the baseline scenario (no investment in DER by active consumers)

Cost per year

Bill component Recovery Active Passive
Energy costs 0.08 €/kWh 624 €/year (46 %) 416 €/year (43 %)

Default: 0.062 €/kWh
Network charges In the analysis: least-cost network tariffs 485 €/year (36 %) 324 €/year (33 %)
Other charges Fixed fee (no interference with the analysis) 231 €/year (17-24 %)
Total electricity 1340 €/year 971 €/year
cost (0.172 €/kWh) (0.187 €/kWh)

In the result sections 5.1 and 5.2, the retailer energy price is set at a constant rate of 0.08 €/kWh in
order to isolate the impact of distribution network tariff design. In Section 5.3, two time-of-use (TOU)
energy pricing schemes are introduced. To be able to compare results among the three energy price
profiles, the TOU energy price schemes are scaled to make sure that in the baseline scenario (no DER)
the weighted average energy price per consumer type is equal over the different energy price profiles.
This means that the average TOU energy price will be slightly lower than 0.08 €/kWh. This is because
consumers have a higher demand during the times that the energy prices are relatively higher for these
profiles. Other charges are recovered through a fixed fee and as such do not interfere with the analysis.
However, this is not always the case. How to collect such charges, or whether they belong in the
electricity bill at all, is beyond the scope of this work, see e.g. the paper of Bohringer et al. (2017) in
which the German case is discussed. The network charges are in the baseline case recovered through
(net-metered) volumetric charges equal to 0.062 €/kWh. In the results presented in Section 5, different

network tariff designs are evaluated.
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4.3 Grid cost structure

The values for the parameters of the grid cost function (Eq. A.9) are derived from the ‘baseline network
costs’ of the modelled consumers (shown in Table 11) and are a function of the proportion of active
and passive consumers. With 50 % active and 50 % passive consumers, the (scaled) coincident
consumer peak demand equals 4 kW in the baseline scenario, and the average grid costs equal 404

€/consumer.®’

In Section 5.1 grid costs are assumed 100% sunk. In Section 5.2-5.4, all grid costs are assumed to be
driven by consumers. In that case, the incremental grid cost is set to 101 €/kW. As a reference, Brown

et al. (2015) assume the (annualised) cost to be 755/kW.

4.4 DER investment cost and technical parameters

Two DER technologies are assumed at the disposition of active consumers: solar PV and batteries. A
scenario with low PV but also battery investment costs can be expected to materialise soon as pointed

out by many studies (Lazard, 2016b, 2016a; MIT Energy Initiative (2016a); RMI, 2015).

The investment cost of solar PV is set equal to 1250 €/kWp. Under flat energy prices, this means that
the levelised cost of energy (LCOE) of solar PV is 0.086 €/kWh.%® Excluding grid charges, an active
consumer is assumed to receive 98 % of the retailer energy price when injecting solar energy.®® An
important assumption is that no investment subsidy for PV is introduced in this work and no reduced
social losses from environmental externalities due to the installation of solar PV are accounted for.

Table 12 shows the other DER parameters. Technical DER data is in line with Schittekatte et al. (2016).

Table 12: Financial and technical DER data

Parameters PV related Value Parameters battery related Value
Lifetime PV 20 years Lifetime battery 10 years
Discount factor PV 5% Discount factor battery 5%
Maximum solar capacity installed 5 kWp Maximum battery capacity installed No limit
Price received for electricity injected (% of 98 % Efficiency charging & discharging 90 %
retailer energy price) Leakage rate 2%

Sensitivity is done regarding the batteries investment costs. Investment costs between 350 €/kwWh and

100 €/kWh with steps of 50 €/kWh are tested for. All batteries are assumed to have a C-rate of 1, i.e.

57 4kW = 0.5*4.8 kW + 0.5*3.2 kW and 404 € = 0.5*485 € + 0.5*324 €

%8 |n the model applied, the LCOE of solar PV is a function of the investment cost of the PV panel, lifetime, discount factor,
the PV system performance ratio and importantly the solar PV yield profile, which is location dependendent.

59 This percentage is deliberatly not set equal to 100 % but just below. The reason is that if it would be 100 %, excluding the
impact of the network tariff design, an active consumer would be indifferent in self-consuming or injecting the solar PV
energy. This could lead to modelling issues. Setting the selling price equal to 98 % instead of 100 % of buying price has no
significant effect on the results.
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the battery can fully (dis)charge in one hour. Schmidt et al. (2017) find that regardless of electricity
storage technology, capital costs are on a trajectory towards USS 340+ 60kWh for installed stationary
systems and US$175+25kWh for battery packs by 2027-2040. Hledik et al. (2018) review many studies
and are more bullish. They state that the investment cost of residential storage could be declined to

250 $/kWh by 2025.

As mentioned before, what matters for the business case of residential electricity storage is how the
battery investment costs measure up against the reduction in the electricity bill that can be made by
investing in batteries. The point of this work is not to obtain an estimate about at what exact
investment costs residential storage becomes financially viable. Instead, the aim is to analyse the
interactions between the business case for storage and the distribution network tariff design. As an
alternative to ranging over different values for battery investment costs, the results could be tested

for different magnitudes of the grid costs recuperated through the electricity bill.

5. Results

In this section, we show and discuss the results obtained with the numerical example. We show the
results for the three considered network tariff structures: capacity-based charges, net-purchase
volumetric network charges and bi-directional volumetric network charges. More specifically, per
network tariff design we show the capacity of storage adopted by the active consumers compared to
the benchmark. Also, we compare the total system costs, a proxy for overall cost-efficiency of the

network tariff design.

The section is split up into four parts. First, we show the results for the case that all grid costs are
assumed sunk. Second, we show the results for the case that the grid costs are driven by the
aggregated consumer peak demand. Third, we look at how time-varying energy prices impact the
results. Fourth, we show that there exists a theoretically optimal network tariff design, so-called critical

peak pricing, which approximates the outcome of the central planner under the given assumptions.

5.1 Sunk grid costs

First, grid costs are assumed to be 100% sunk, a short-term vision, i.e. the grid is over-dimensioned,
and the electricity usage of consumers has no effect on the total grid costs. In some countries, also
policy costs are recovered through the network charges, which from a cost allocation point of view is
no different than recovering sunk network costs. In Table 13, the capacity of the battery installed per
active consumer is shown for the different distribution network tariff designs. Sensitivity analysis

regarding the investment costs of the batteries is done. The benchmark network tariff design is the
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central planner. Also fixed network charges (€/consumer) give the same results as the central planner.
This is true as it is assumed that all grid costs are sunk, no consumers go off-grid completely and that

all externalities (e.g. CO2 emissions) are priced correctly in the other components of the electricity bill.

The results are split up in three parts to single out the interaction between investment in solar PV and
batteries by active consumers. First, it is assumed that there is no possibility for the active consumer
to invest in solar PV. Second, the active consumer is free to install solar PV up to 5 kWp if this
investment lowers its costs to fulfil its electricity needs. Third, it is assumed that the active consumer

always installs a 5 kWp solar PV installation at its premises.”®

Table 13: Battery and solar PV investment per active consumer for the different network tariff
designs under different investment cost assumptions for batteries and interaction with solar PV
investments. All grid costs are assumed sunk.

Benchmark — Capacity-based Volumetric Volumetric Bi-
Distribution network tariff design central [€/kW] Net-purchase directional
planner/ fixed [€/kWh] [€/kWh]
charges [€]
. Battery installed per active consumer [kWh]
Investment cost batteries / PV in brackets [kWp]
350 €/kWh 0(0) 3.7 (0) 0 (0) 0(0)
No PV installed, 300 €/kWh 0(0) 3.7 (0) 0(0) 0(0)
only batteries can 250 €/kWh 0(0) 3.7 (0) 0(0) 0(0)
be invested in by
the active 200 €/kwh 0(0) 3.7 (0) 0(0) 0(0)
consumers 150 €/kWh 0(0) 4.7 (0) 0(0) 0(0)
100 €/kWh 0(0) 6.8 (0) 0(0) 0(0)
350 €/kWh 0(0) 3.4(3.2) 0(5) 0(0.7)
Batteries and PV 300 £/kwh 0(0) 3.6 (1.4) 0(5) 0(0.7)
can be installed in 250 €/kWh 0(0) 3.6 (0.5) 0(5) 0(0.7)
by the active 200 €/kWh 0(0) 3.7(0.4) 0(5) 0(0.7)
consumers 150 €/kWh 0(0) 6.9 (3.7) 0(5) 0.6 (0.7)
100 €/kWh 0(0) 9.6 (4.8) 4.9 (5) 2.2(1.4)
350 €/kWh 0(5) 3.2 (5) 0(5) 0(5)
Active consumer 300 €/kWh 0(5) 3.2 (5) 0(5) 0(5)
has a 5 kWp solar 250 €/kWh 0(5) 3.2(5) 0(5) 4.9 (5)
PV, batteries can 200 €/kWh 0(5) 6.4 (5) 0(5) 4.9 (5)
be invested in 150 €/kWh 0(5) 6.5 (5) 0(5) 13.3 (5)
100 €/kWh 0(5) 9.7 (5) 4.9 (5) 13.3 (5)

7% |n modelling terms, this means that first for the active consumers the maximum capacity of solar PV installed is set equal
to 0 kWp. Then, the maximum capacity of solar PV is set to 5kWp and the minimum capacity of solar PV is set to 0 kWp. Lastly,
both the maximum and the minimum capacity of solar PV are set to 5kWp. For the passive consumers, the minimum and
maximum capacity of solar PV (and batteries) are always set to zero.
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Figure 18 shows the impact on the total system costs of the different distribution network tariff
designs. Again the results are split up for the three cases of solar PV investment and the results are

shown relative to the benchmark.

No Solar PV Solar PV = 1250 €/kWp (LCOE => Energy price) 5 kWp installed per active consumer

h  150€/kwh  100€/kwh 350e/kwh  300€/kw
st [€/kWh] Batter

€/kwh  100€/kwh 3506/kwh  300£/kwh
Batten

Network charges: Capacity-based Volumetric net-purchase — Volumetric bi-directional

Figure 18: Increase in total system costs for the three network tariff structures when compared with
the benchmark. Sensitivity for three different assumptions regarding solar PV adoption and the
investment cost of storage.

Three observations can be made from Table 13 and Figure 18. First, capacity-based network charges
over-incentivise battery adoption for all runs. Under capacity-based charges, active consumers can
lower their individual peak demand by investing in a battery. By lowering their peak demand, they
reduce their individual grid charges to be paid. But as we assume that grid costs are sunk, the total grid
costs do not reduce. Therefore, when looking at the overall system cost in Figure 18, an increase results
due to the investment in batteries by active consumers and accompanied energy losses in the battery.
The reductions in grid charges by the active consumers are simply transferred to the passive consumers
who see their electricity bill increase, and the investment cost in batteries by active consumers adds
to the total system costs. The blue line in the left graph in Figure 18, which represents the cost of the
distortion under the given assumptions, has a U-shape. This can be explained by the fact that the cost
of the distortion is a function of the capacity of batteries adopted, the losses in the batteries and the
investment costs of batteries. Logically, the cheaper batteries are, the higher the capacity of the
batteries installed and the higher the losses are but, the lower the cost per kWh of battery installed.
The results for when active consumers can invest in both batteries and solar PV in Table 13 show that
there are some synergies between solar PV and battery investment under capacity-based network
charges; higher capacities of solar PV are installed than under the benchmark network tariff, and the
capacity of the batteries generally increases when compared to the case when no solar PV investment

is enabled.

The second observation is that no investment in batteries is made under the network tariff designs
which incentivise self-consumption when no solar PV investment is enabled or when batteries are
relatively expensive. It makes sense that under these network tariff designs, no batteries are invested
in when no solar PV is enabled. In that case, the only other potential revenue from a battery investment

would be arbitraging the energy price, but the energy price is assumed constant. This assumption is
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relaxed in Section 5.3. The left graph in Figure 18 shows that these two tariff structures have the same
performance as the benchmark, i.e. they do not cause any distortions. The middle graph in Figure 18
shows that under net-purchase volumetric charges there is a constant minor distortion, excluding the
case when the battery investment costs are 100 €/kWh. This can be explained by the fact that the
active consumers each invest in 5 kWp while under the benchmark in no solar PV is invested; net-
purchase volumetric charges over-incentivise solar PV adoption in this case.”* The cost of the distortion
is rather small as the LCOE of solar PV is just slightly higher than the energy price. A similar but less
significant result is found for volumetric charges with bi-directional metering as less solar PV

investment is done by the active consumers.

Third, when active consumers have solar PV installed, and batteries are relatively cheap, batteries with
a significant capacity are invested in under the network tariff designs that strongly incentivises self-
consumption. In that case, it makes sense for an active consumer to invest in a (relatively cheap)
battery to avoid paying network charges by increasing self-consumption. We split this observation up
into two. First, when the active consumer can choose to invest in solar PV, it can be seen in Table 13
that under net-purchase volumetric charges the over-investment in solar PV can suddenly also trigger
a significant over-investment in batteries. This happens when the battery investment costs drop to a
low level. Again, this battery investment does not lower the grid costs and slightly increase the retailer
energy costs due to losses. Therefore, the orange line the middle graph in Figure 18 shows a strong
increase at that point. Second, when assumed that 5 kWp solar PV is already installed per active
consumer, batteries are most over-incentivised under bi-directional volumetric charges. As a result,
the self-consumption rate increases from 32.4 % without batteries to 59.0 % with batteries of 250
€/kWh to finally 80.8 % when the cost of batteries reaches 150 €/kWh.”? This means that if the cost of
batteries drops to that low level (alternatively, if the grid charges are very high), it is optimal for an
active consumer to install a battery in order to strongly reduce the injection of any electricity generated
by its solar PV panels into the network. Figure 18 (right) shows that this distortion has a high cost at
relative cheap battery prices. The cost of the distortions becomes even higher than under capacity-

based charges.

71 1/ This over-incentive is much less strong than under volumetric network charges with net-metering and a function of the
coincidence of the solar PV generation and the demand of the consumer. 2/ This distortion vanishes in the right graph in
Figure 18 as in that case also 5 kWp is assumed to be installed by the active consumers under the benchmark network tariff,
thus there is no difference in solar PV investment anymore between the benchmark and net-purchase volumetric charges.

72 The self-consumption rate (SCR) is calculated as in Eq. 8 in Quoilin et al. (2016): the total solar electricity generated plus

the total battery electricity output minus the total electricity injected in the grid and the total battery electricity input over
T(isi*SYyi—qiri+qb i—qbing; o
the total solar electricity generated. SCR; = LesesYy Zzz;';ﬂ;Ym;t“ BND |n the same paper, it is stated that self-
t (USi*SY g

consumption rates without batteries vary between 30% and 37%, thus agreeing with the value in this example.
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5.2 Grid costs as a function of the aggregated consumer peak demand

In this subsection, the other extreme in terms of grid cost scenario is examined. Instead of assuming
the grid costs to be sunk, they are assumed to be fully driven by the aggregated consumer peak
demand. The aggregated consumer peak demand, also called coincident peak demand, is commonly
considered to be the main cost driver of the network (Abdelmotteleb et al., 2017; Baldick, 2018; Pérez-
Arriaga et al., 2017). The assumption that no grid costs are sunk could be interpreted as a context in
which the network is being built up or a fully amortised network is operating near its limits and needs

to be expanded to accommodate strong load-growth.

In Table 14, the capacity of the batteries installed per active consumer is shown for the different
distribution network tariff designs. Again, sensitivity analysis regarding the investment costs of the
batteries is conducted. The benchmark network tariff design is again the central planner. In this case,
fixed network charges do not replicate the outcome of the central planner anymore. Namely, with
fixed network charges, active consumers are not incentivised to adjust their electricity withdrawal or
injection patterns and thus to limit the incurred network cost. A fully informed central planner who
can decide unilaterally on behalf of the consumers on how many batteries to install and how to operate
them in order to obtain the lowest system costs is the first best outcome. In reality, however, there is

no central planner. Instead, consumer decisions are driven by price signals, in this case network tariffs.

Again the results are split up in three parts to single out the interaction between investment in solar
PV and batteries by active consumers. Similarly, first, it is assumed that there is no possibility for the
active consumer to invest in solar PV. Second, the active consumer is free to install solar PV up to 5
kWp if this investment lowers its costs to fulfil its electricity needs. Third, it is assumed that the active

consumer has a 5 kWp installation at its premises.

Table 14: Battery and solar PV investment per active consumer for the different network tariff
designs under different investment cost assumptions for batteries and interaction with solar PV
investments. All grid costs are assumed to be driven by the aggregated consumer peak demand.

S . . Benchmark — Capacity- Volumetric Volumetric Bi-
Distribution network tariff design central based [€/kW] Net-purchase directional
planner [€/kWh] [€/kWh]

Battery installed per active consumer [kWh]

| t t cost batteri .
nvestment cost batteries / PV in brackets [kWp]

350 €/kWh 4.4(0) 2.7 (0) 0(0) 0(0)

No PV installed, 300 €/kWh 4.4 (0) 2.7 (0) 0(0) 0(0)

only batteries can 250 £/kWh 5.5 (0) 3.3(0) 0(0) 0(0)
be invested in by

the active 200 €/kWh 6.2(0) 3.7 (0) 0(0) 0(0)

consumers 150 €/kWh 6.2 (0) 3.7 (0) 0 (0) 0(0)

100 €/kWh 6.2 (0) 3.7 (0) 0(0) 0(0)
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350 €/kWh 4.4 (0) 2.7 (0) 0(5) 0(0.7)
Batterics and PV 300 €/kWh 4.4 (0) 2.7(0) 0(5) 0(0.7)
can be installed in 250 €/kWh 5.5(0) 3.3(0) 0(5) 0(0.7)
by the active 200 €/kWh 6.2 (0) 3.7 (0) 0(5) 0(0.7)
consumers 150 €/kWh 6.2(0) 3.7(0) 0(5) 0.6(0.7)
100 €/kWh 6.2 (0) 3.7(0) 4.7 (5) 2.2(0.7)
350 €/kWh 4.6 (5) 2.8 (5) 0(5) 0(5)
Active consumer 300 €/kWh 4.8 (5) 2.8 (5) 0(5) 0(5)
has a 5 kWp solar 250 €/kWh 5.1(5) 3.0(5) 0(5) 0(5)
PV, batteries can 200 €/kWh 5.7 (5) 3.1(5) 0(5) 4.9 (5)
be invested in 150 €/kWh 5.7 (5) 3.2 (5) 0(5) 4.9 (5)
100 €/kWh 7.3 (5) 4.2 (5) 4.7 (5) 13.3 (5)

Figure 19 shows the impact on the total system costs for the different distribution network tariff
designs. Again, the results are split up for the three cases of solar PV investment, and the results are

shown relative to the benchmark.

No Solar PV Solar PV = 1250 €/kWp (LCOE => Energy price) 5 kWp installed per active consumer
B 25.0%

0%
350€/kwh  300€/kwh 250€/kwh 200€/kwh 150€/kWh 100€/kWh

Battery investment cost [€/kWh] Battery investment cost [€/kWh] Battery investment cost [€/kWh]

Increase in total

g~ oo0%

350€/kwh  300€/kWh 250€/kwh 200€/kwh 150€/kWh 100€/kwh 350€/kwh  300€/kwh 250€/kWh 200€/kwh 150€/kWh 100€/kwWI

Network charges: Capacity-based Volumetric net-purchase —Volumetric bi-directional

Figure 19: Increase in total system costs for the three network tariff structures when compared with
a central planner. Sensitivity for three different assumptions regarding solar PV adoption and the
investment cost of storage.

Four observations are derived from Table 14 and Figure 19. First, under capacity-based charges,
batteries are always under-incentivised when all grid costs are driven by the aggregated peak demand.
More striking, when comparing these results with the results in Table 13, it can be seen that batteries
with a lower capacity are installed than in the case grid costs are assumed sunk even though they are
more useful from a system perspective. This can be explained as follows. Under the grid cost
assumption, each investment in batteries by active consumers increases the value of additional
investment in batteries until a certain point of saturation. This happens as, by each investment in
batteries, the network tariff needs to increase in order to recuperate all network costs which remain
the same. Thus, the business case of batteries (and solar PV) improves with increasing DER adoption.
Saturation occurs when it becomes very costly to lower individual network charges, e.g. further reduce
the individual peak demand when it is already significantly lowered due to a certain investment in

batteries. This “race-to-the-bottom’” effect or non-cooperative behaviour is captured by the modelling
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formulation.”® On the other hand, if grid costs are assumed to be driven by the aggregated peak
demand and the network tariff in place adequately targets the network cost driver, an investment in
batteries by active consumers can decrease the value of additional investment in DER. This effect is
however ambiguous. Namely, each additional investment in batteries can lower the total grid costs.
But at the same time, the grid charges paid by the active consumers will decrease as well. If the
decrease in grid charges paid by the active consumer due to the adoption of batteries is lower in
magnitude than the decrease in the total grid costs caused by their investment in batteries, all grid
costs can be recuperated with a lower network tariff. In that case, an investment in batteries will
decrease (“cannibalise’’) the incentive to install additional battery capacity.”* On the other hand, if the
decrease in grid charges paid by the active consumer due to the adoption of batteries is higher than
the magnitude of the decrease their investment caused on the total grid costs, the network tariff needs
to increase to recuperate all grid costs. In this case, the same but weakened “race-to-the-bottom”

effect as under the sunk grid assumption occurs.

The second observation is that not only batteries are under-invested in; active consumers also do not
operate batteries in a way that their operation would lead to the lowest grid costs possible given the
installed battery capacity. This is illustrated in the example shown in Figure 20; the results are shown
for the run in which we assume that 5 kWp solar PV is installed by the consumer and batteries cost
100 €/kWh. It is clear that under capacity-based charges, the active consumers flatten their profile in
order to lower the grid charges to be paid (2" row - left graph). However, it is the aggregated demand
profile of both active and passive consumers that drives the grid costs. The aggregated profile is also
shown in Figure 20 (2™ row —right graph). It could be said that active consumers operating their battery
under capacity-based charges are uninformed about the aggregated demand.” As such, the reduction
of the aggregated peak demand is limited. Under the central planner approach, the active consumers
significantly lower their demand at the time that the passive consumers have their peak. As a result,

the aggregated peak, the one that really matters, is minimised.

In this numerical example, only two consumer groups are modelled: active and passive consumer. Each
consumer group is represented by one profile, and the profiles are coincident. In reality, many

individual profiles exist, and these will not all be coincident. The assumption of coincident profiles can

7 s significance is mostly a function of the proportion of active consumers and the attractiveness of DER investments
relative to the network tariff structure and the magnitude of its coefficients.

74 similarly, as each investment in solar PV lowers the price of energy around noon and thus decreases the incentive to install
more solar PV as described in Hirth (2013).

7> Capacity-based network charges would have the same outcome as the central planner in the case that all consumers are
active and they all have exactly the same electricity demand profile. This is also verified with the model.
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be interpreted as capacity-based charges which are very carefully implemented, e.g. the capacity is
only considered during certain months or even only during moments of the days within these months
that the local system peak is expected to take place. More discussion on the implementation of
capacity-based charges can be found in Passey et al. (2017) and Hledik (2014). In Appendix D, results
are shown for three non-coincident consumer profiles. The results show that all observations remain
the same for that setup, except for the fact that the performance of capacity-based network charges
in terms of the reduction of system costs is overestimated with coincident consumer profiles. This
overestimation mainly occurs when batteries are expensive and thus smaller battery capacities are
installed. If higher battery capacities are installed, the individual peaks will be flattened over multiple
time-steps thus possibly also during the time steps other consumers have their peak demand. As a

result, also the aggregated consumer peak will decrease to a certain extent.

Individual consumer profiles - central planner

Scaled aggregated consumer demand profile - central planner
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Figure 20: Reactions of active consumers to the different network tariff design and their impact on
the aggregated load profile and peak. Assumption: 5 kWp solar PV already installed by the active
consumer and battery investment cost of 100 €/kWh.

The third observation is that the two network tariff designs that incentivise self-consumption do not
lead to investment in batteries if there is no solar PV installed by the active consumer or when there

is solar PV installed, but batteries are relatively expensive. In other words, these network tariff designs
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block the business case of storage when not coupled with electricity generation behind the meter.
Figure 19 shows that because of the fact that no batteries are installed, the system costs are

significantly higher than in the central planner case.

Similar as in the case grid costs are assumed sunk, the fourth observation is that the two network tariff
designs that incentivise self-consumption are shown to lead to significant investment in batteries if
there is solar PV installed by the active consumer and batteries are relatively cheap. However, the
investment in batteries does not result in a lower system cost as can be seen from Figure 19. Instead,
the opposite occurs. The system cost increases relative to the benchmark. Figure 20 illustrates what
happens. Indeed, the active consumers use the battery to increase self-consumption; under volumetric
network charges with net-purchase 57.8 % of the electricity generated by solar PV is self-consumed
for this example. This percentage increases further for bi-directional volumetric charges as also can be
deducted from Figure 20, the self-consumption rate attained is 80.8 %.”® However, the batteries are
not operated in a way that their functioning leads to a lower aggregated peak demand. Instead, the
batteries are used to store as much as self-produced electricity as possible until it is fully charged.
After, the battery is used to fulfil the demand of the active consumers instead of grid supplied
electricity. The discharging goes on until a point in time that the batteries are fully discharged. Looking
at Figure 20, for this example, the batteries are fully discharged just before the time steps when
aggregated peak demand is near its maximum. As a result, the aggregated peak demand decreases

only very slightly.

Figure 21 summarises observations 1, 2 and 4 and further clarifies what happens regarding the total
system cost for the example shown in Figure 20. The first vertical bar represents the baseline scenario,
the case that no active consumer invests in DER. The proportions of the grid costs, energy retailer costs
and taxes and levies are those as shown in Table 11. The next vertical bar represents the most optimal
trade-off between the grid costs, retailer energy costs, solar PV and batteries for the given parameter
settings. This optimal trade-off is the result of the central planner. This mix lowers the sum of the
interacting components of the electricity bill to a total system cost which is 14 percentage points lower
than the baseline.” In the example, capacity-based charges, also lead to a mix which lowers the total
system costs relative to the baseline, however, not as much as the central planner. Mainly due to an

under-incentive to invest in batteries and sub-optimal operational signals, the grid costs are not

76 The self-consumption rates under the central planner and capacity-based charges are respectively 40.6 % and 43.4% for
this example.
77 Taxes and levies are assumed to be invariable and recovered through a fixed charge which does not distort the decisions
of consumers.
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decreased as much as would be optimal, as discussed in observations 1 and 2. Volumetric network
tariffs with net-purchase lead to a total system cost with around the same value as the baseline, even
though the composition of the different components is very different. Some batteries are installed,
less than optimal, and they are not operated in a way that the grid costs are decreased. Interestingly,
for this example, volumetric charges with bi-directional charges lead to a system which is more
expensive than the baseline case without any DER investment. An overinvestment in batteries by the
active consumers occurs. The active consumers are incentivised to increase self-consumption to a level

which is not cost-efficient from a system point of view under the given assumptions.
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Figure 21: System costs and its components for the different network tariff designs. Assumption: 5
kWp solar PV already installed by the active consumer and battery investment cost of 100 €/kWh.

5.3 The impact of time-varying energy prices

In the previous two sections, the focus was laid on the design of the distribution network tariff design.
It was shown that the network tariff design has an impact on the business case for storage and whether
the business case is aligned with overall system benefits. To single out the impact of distribution
network tariff design, we assumed that the energy price was constant in time. However, besides
network tariff design, another important driver for battery adoption are time-varying energy prices;
households can arbitrage energy prices with batteries. Different papers, e.g. Ren et al. (2016) and
Erdinc et al. (2015), show with case studies that a battery system creates greater savings for a

household if energy prices are time-varying instead of flat.

In this section, we introduce two TOU energy pricing schemes besides the flat retailer energy prices.
In the previous sections, a constant retailer energy price of 0.08 €/kWh is assumed. Figure 22 shows
the two newly introduced options. The TOU1 profile is ‘solar PV friendly’ as during hours that solar PV
is producing, an energy price is charged which is slightly higher than the flat energy charge. The TOU2

profile charges relatively high prices during the evening when consumer demand is expected to peak
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and charges a relatively low price during the hours that solar PV is producing a lot. The TOU2 profile is
less ‘solar PV friendly’ but might induce battery investment due to significant relative changes in the
energy price between the different periods. These daily energy price patterns are used as
representative for the year. To be able to compare results among the three energy price profiles, the
TOU1 and TOU2 profile are scaled to make sure that in the baseline scenario (no DER) the weighted
average energy price per consumer type is equal over the different energy price profiles. Also, for the
runs for which the PV investment is forced, the difference in avoided energy costs due to solar PV
adoption with the different TOU energy price schemes are corrected for to be able to compare the

results with flat retailer energy prices.
Please note that energy prices remain considered exogenous, i.e. more solar PV or battery adoption
has no impact on the retailer energy prices. These results should therefore be interpreted carefully.

They can be interpreted in the context of a specific area with high DER penetration which is part of a

very large power system over which as a whole the DER penetration is a lot more modest. This
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In Table 15, the results for the battery capacity installed per active consumer are shown for the

assumption can be relaxed in future work.
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Figure 22: Three energy price schemes.

different battery investment costs, distribution network tariff designs and energy price schemes. We
assume that all grid costs are driven by the aggregated peak demand. We do three observations. First,
when comparing the results in Table 15 with the results in Table 14, it can be seen that indeed the
battery capacity installed by the active consumers remains the same or in most cases increases under
the TOU energy prices when compared to flat energy prices. This statement holds for the benchmark
and the three evaluated distribution network tariff designs. Second, when comparing the two TOU
energy price schemes, the TOU2 energy price scheme results in the highest increase in battery capacity
installed for this numerical example. Third, interestingly, still no batteries are installed under the

network tariffs that incentivise self-consumption if not combined with the adoption of solar PV. Even
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though with time-varying energy prices there is the additional opportunity to arbitrage the energy

prices.

Table 15: Battery and solar PV investment per active consumer for the different network tariff
designs and energy pricing schemes under different investment cost assumptions for batteries and
interaction with solar PV investments. All grid costs are assumed to be driven by the aggregated
peak demand.

Distribution networl; ta_riff Benchmark — central Capacity-based Volumetric Net- Volumetric Bi-
esign planner [€/kW] purchase [€/kWh] directional [€/kWh]
Energyprice | Toul | Tou2 | Tout | Tou2 | Tour [ Tou2 | Toul | Tou2
Investment cost batteries Battery installed per active consumer [kWh] / PV in brackets [kWp]
No PV 350 €/kWh | 4.6(0) 6.1(0) | 2.8(0) | 3.7(0) 0(0) 0(0) 0(0) 0(0)0
installed, | 300€/kwh | 5.5(0) | 62(0) | 3.3(0) | 3.7(0) | 0(0) 0(0) 0(0) 0(0)
only bat;e”es 250 €/kWh | 6.2(0) | 7.4(0) | 37(0) | 45(0) | 0(0) 0(0) 0(0) 0(0)
imf::tejm 200€/kWh | 6.2(0) | 11.0(0) | 3.7(0) | 66(0) | 0(0) 0(0) 0(0) 0(0)
by the active | 150€/kWh | 6.8(0) | 12.4(0) | 46(0) | 7.4(0) 0(0) 0(0) 0(0) 0(0)
consumers | 100€/kWh | 6.8(0) | 13.5(0) | 6.1(0) | 8.1(0) 0(0) 0(0) 0(0) 0(0)
350€/kwh | 4.7(0.8) | 6.1(0) | 2.8(0.8) | 3.7(0) 0(5) 0(1.2) 0(0.7) 0(0.5)
Batteriesand | 300€&/kwh | 5.5(0.7) | 6.2(0) | 3.3(0.7) | 3.7(0) 0(5) 0(1.2) 0(0.7) 0(0.5)
.P\’tcﬁ“db.e 250€/kwh | 6.1(0.4) | 7.4(0) | 3.6(0.4) | 4.5(0) 0(s) |03(12)| 0(0.7) | 0.1(0.5)
Installed In
by the active | 200€/kWh | 6.2 (0) | 11.0(0) | 3.7(0) | 6.6(0) o(s) | 3.8(4.1) | 0.0(0.7) | 0.6(0.7)
consumers | 150€/kwh | 7.6(0) | 12.4(0) | 46(0) | 7.4(0) | 03(5) | 49(5) | 1.7(1.2) | 7.4(3.1)
100 €/kWh | 10.1(0.5) | 13.5(0) | 6.1(0.5) | 8.1(0) | 4.9(5) | 9.4(4.3) | 11.8(4.5) | 9.8(3.9)
Active 350 €/kWh | 4.8(5) 57(5) | 2.8(5) | 3.1(5) 0(5) 0(5) 0(5) 4.9 (5)
consumer 300 €/kWh 5.2(5) 5.7 (5) 3.0(5) 3.1(5) 0(5) 0(5) 0(5) 4.9 (5)
has |a 5::\‘;"9 250 €/kWh | 5.7(5) | 7.3(5) | 3.1(5) | 3.7(5) 0(5) 47(5) | 49(5) | 6.1(5)
solar PV,
batteries can | 200€/kWh | 5.7(5) | 10.3(5) | 32(5) | 6.0(5) 0(5) 4.9 (5) 4.9 (5) 8.9 (5)
beinvested | 150€/kwWh | 7.3(5) | 11.9(5) | 3.9(5) | 65(5) | 03(5) | 4.9(5) 49(5) | 13.3(5)
in 100 €/kWh | 10.3(5) | 15.0(5) | 6.0(5) | 10.2(5) | 4.9(5) | 89(5) | 13.3(5) | 13.3(5)

By including TOU energy prices, not only the grid costs can be decreased due to battery adoption but
also the retailer energy costs can be lowered due to gains from arbitrage. For this numerical example,
Table 16 shows whether this increased battery capacity installed also leads to a lower total system
cost. The relative difference in system costs between flat energy prices and the two TOU energy price

schemes are shown for different distribution network tariff designs and investment cost of batteries.

Table 16: Relative difference in system costs between flat energy prices and TOU energy prices for
different distribution network tariff designs and investment cost of batteries.

Distribution networl;;z;rlf: Benchmark — Capacity-based Volumetric Net- Volumetric Bi-
& central planner [€/kW] purchase [€/kWh] directional [€/kWh]
Energyprice | TOU1 | Tou2 | Tour | Tou2 | Toul | Tou2 | ToOul | TOUL2
Investment cost batteries Difference in total system costs compared to a flat energy price [%]
No PV 350€/kWh | -15% | -54% | -09% | -32% | 0.0% 0.0% 0.0% 0.0%
installed, 300 €/kWh -1.8% -6.0% -1.0% -3.5% 0.0% 0.0% 0.0% 0.0%
only 250€/kWh | -22% | -65% | -13% | -3.8% 0.0% 0.0% 0.0% 0.0%
batteries can
be invested | 200€/kWh | -2.4% -7.5% -1.3% -4.3% 0.0% 0.0% 0.0% 0.0%
in by the 150 €/kWh | -2.5% | -9.4% | -1.4% | -53% 0.0% 0.0% 0.0% 0.0%
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active 100€/kWh | -2.7% | -11.9% | -1.9% | -6.7% 0.0% 0.0% 0.0% 0.0%
consumers
350 €/kWh -1.6% -5.4% -0.9% -3.2% -0.5% -0.2% -0.1% 0.3%
Batteries and | 300 €/kWh -1.8% -6.0% -1.0% -3.5% -0.5% -0.2% -0.1% 0.3%
_PVtcﬁ”db_e 250 €/kWh | -2.2% -6.5% -1.3% -3.8% -0.5% 0.3% -0.1% 0.4%
Installed In
by the active | 200 €/kWh -2.4% -7.5% -1.3% -4.3% -0.5% 5.3% -0.1% 0.8%
consumers | 150 €/kWh -2.5% -9.4% -1.4% -5.3% -0.2% 0.6% 1.0% -0.7%
100 €/kWh -3.3% -11.9% | -1.9% -6.7% -2.0% -3.4% 5.1% 0.6%
Active 350 €/kWh -1.5% -5.0% -0.9% -3.0% 0.0% 0.0% 0.0% 5.0%
consumer 300 €/kWh -1.6% -5.4% -0.9% -3.0% 0.0% 0.0% 0.0% 3.6%
has ;’5 5F')<\‘;Vp 250 €/kWh -1.8% -5.7% -0.9% -3.2% 0.0% -0.4% 3.1% 2.2%
solar PV,
batteries can | 200 €/kWh -1.9% -6.9% -1.0% -3.8% 0.0% 2.1% -0.5% -9.7%
be invested | 150 €/kWh 2.1% -8.7% -1.0% -4.8% 0.3% -3.5% -0.5% 3.2%
in 100 €/kWh -3.1% -11.1% | -1.5% -6.2% -15% | -12.8% -0.1% -5.4%

Three observations are made from Table 16. The first observation is that for the benchmark, the central
planner, the system costs always decrease when introducing TOU energy prices. With TOU energy
prices instead of flat energy prices, there is an additional revenue stream for the battery which can
also induce a decrease of the total system costs. In the central planner case, there are no distortive
effects between network tariffs and energy prices. The higher investment in batteries is justified from
a system point of view and leads to lower total system costs. Figure 23 shows this in detail for four
runs of the model. It can be seen that in all four cases, under the central planner there are higher DER
costs when TOU prices are put in place due to more investment in batteries but that these higher DER
costs are compensated by a stronger decrease in energy costs and grid costs. Thus overall, the system

costs go down.

The second observation is that the system costs are always most decreased under the benchmark, with
two exceptions. These two exceptions are underlined in Table 16. Excluding these two exceptions, the
fact that the system costs decrease most under the benchmark implies that the evaluated network
tariff designs distort energy price arbitrage. The two exceptions for which the system costs decrease
more than the benchmark happens for the network tariffs which incentivise self-consumption. In these
two cases, the TOU energy prices scheme alleviates part of the distortions introduced by the network
tariff design. There is thus a positive synergy between TOU energy price scheme and the network tariff
design when compared to the case that energy prices are flat.”® The lower-right graph in Figure 23
shows the case where under net-purchase volumetric network charges, the system costs decrease
more than under the central planner. It can be seen that DER costs increase but that a strong decrease

in energy costs (due to arbitrage) results which also lowers the grid costs. This happens because the

78 The synergy is a function of the coincidence between the TOU energy price profile, the consumer demand profiles, the
solar PV profiles and the battery investment cost.
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periods in which the energy price is high, coincides with the periods of a high aggregated demand. As

a result, less energy is bought at the time steps around the system peak demand.
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Figure 23: Absolute difference in the different system costs components when comparing a flat
energy price with the two time-of-use energy price schemes under different battery investment cost
scenarios.

The third observation is that the system costs can also increase with time-varying energy prices instead
of flat energy prices. Unfortunately, the positive synergy between time-varying energy prices and
network tariffs as discussed in the previous observations seems to be not intentional but a pure
coincidence. It is rather counterintuitive that with the introduction of TOU prices total system costs
increase. One would thus expect that time-varying energy prices will always lead to an overall system
cost reduction. Namely, with exogenous time-varying energy prices, an additional revenue source is
added for batteries which can generate a decrease in energy costs for active consumers without having
a direct adverse effect on passive consumers. Instead, it is shown that time-varying energy prices can
also aggravate the distortion created by the network tariff design. The upper-right graph in Figure 23
shows a case where this happens both for net-purchase and bi-directional volumetric network charges.
It can be seen that time-varying energy prices lead to a decrease in energy costs but that this decrease
is significantly smaller than the increase in DER costs and grid costs. The grid costs increase because of
the creation of new aggregated demand or injection peaks at times the energy price is very low or high

respectively.

It should be added that a disclaimer applies to the results discussed in this last observation. The

creation of new peaks, driven by changes in the demand profiles of active consumers, only will have a
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strong effect on the overall grid costs if the proportion of active consumers is high and their demand
profiles are rather homogeneous. Overall, with self-consumption incentivising network tariffs in place,
the impact on total system cost of time-varying energy prices when replacing flat energy prices is
ambiguous. Chaotic interactions between the network tariff design and energy prices can bring
forward results which are hard to anticipate. Also, because of the fact that the energy prices are not
endogenous in the model, it cannot be assessed whether the arbitrage actions of the active consumers
would affect the energy price in a way that the energy costs are further decreased (or exceptionally
increase). Therefore, it cannot be excluded that overall a system costs decrease would result relative
to the case that energy prices are flat. An extension of the modelling approach is needed. Whatsoever,
what is clear from these results, is that imperfect network tariff design obstructs optimal energy
arbitrage strategies. A consumer, when deciding about the adoption and operation of storage will look
at the possible reduction in her final electricity bill, instead of at each separate cost component
(network charges, energy costs and taxes and levies) in isolation. As a result, the interaction between
network charges and energy prices has an impact on the business case of storage but also on the
potential welfare gains from introducing time-varying instead of flat energy prices to residential

consumers.

5.4 Peak-coincident network prices: approximating the central planner outcome

In the previous subsection, it is shown that none of the evaluated distribution network tariffs can
replicate the outcome of the central planner. However, the evaluated network tariff designs are rather
simple. In the literature, it is discussed that so-called critical peak-pricing or coincident peak-pricing
can reproduce ideal incentive properties for consumers (see e.g. Abdelmotteleb et al. (2017), Baldick
(2018) and Pérez-Arriaga et al. (2017)). In this work, we test what happens if we allow the upper-level
regulator to set such time-varying network charges. These network charges can be quite easily
integrated into the model. The grid cost recovery described by Eq. A.9 in Appendix A becomes Eq. 1
below where cpp, stands for the (time-varying) network charge in €/kWh. fnt represents the uniform

fixed network charge which might complement the time-varying network charge.
TotalGridcosts = Yi_; Yo, PC; * cpp; * (qWs,; — qir;) * WDT + fnt (1)

cpp; is a free variable. In the case of high solar PV penetration combined with low levels self-
consumption, it might even be optimal to have negative network prices. The equation representing

grid charges in the objective function of the lower level consumers (Eqg. A.11 in Appendix A), becomes:
GridCharges; = Yi—1(qwe; — qi;) * cpp; * WDT + fnt (2)

In this case, the regulator has to decide how to set the time-varying network charges in order to

minimise the total system costs. Regarding the solution method, it is in this case extremely important
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that the bilinear products in the upper-level cost recovery constraint (Eq. 1) are efficiently linearised
using the strong duality theorem instead of being discretised are for example done in Momber (2015,
p. 102) and Schittekatte and Meeus (2018). The strong duality theorem says that if a problem is convex,
the objective functions of the primal and dual problems have the same value at the optimum (Castillo
et al., 2001). Another application of the strong duality theorem to linearize a bilinear term in an MPEC

problem can be found for example in Ruiz and Conejo (2009).

The reason why the linearization using strong duality is helpful in this case is due to the fact that the
time-varying network charges are by definition a function of the time-step while this is not the case
for the previously modelled capacity based-charges, volumetric net-purchase and volumetric bi-
directional charges. Therefore, when using the discretisation technique, the number of binaries
needed to discretise the bilinear products with time-varying network charges are multiplied by the
number of time-steps when compared to the number of binaries needed with non-time varying
network charges. The introduction of such a high number of binaries slows down the model

significantly and can even lead to not finding any solution while there is one.

Figure 24 shows the resulting peak-coincident network charges for the numerical example with the
three energy prices schemes. The results are shown for the case we assume that the active consumers

have 5 kWp solar PV installed and the battery investment costs are 250 and 100 €/kWh.
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Figure 24: Examples of peak-coincident network prices for the case 5 kWp is installed by the active
consumers. Sensitivity for the battery investment costs of 250 and 100 €/kWh.
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As expected, it can be seen from Figure 24 that this more advanced network tariff exhibits peak prices
at the time steps that the aggregated demand peaks and that network prices are equal to zero when
the aggregated demand is rather low.” Additionally, it is shown that the network charges are a
function of the investment cost of the batteries and the energy price scheme in place. Overall, the
lower the battery investment cost, the wider but, the less steep the network peak prices. The width
has to do with the fact that if batteries are cheaper and thus higher capacities are adopted, the number
of time steps increases in which the aggregated demand reaches its maximum. During all these time
steps a network price signal is needed. The decreasing steepness of the peak has to do with the fact
that with cheaper batteries a less strong incentive is needed to reaches the optimal outcome.® If the
peak price would be steeper, too many batteries could be invested in and vice-versa. Further, it can be
seen that the network charges adjust with the energy prices scheme in place in order to send an

adequate aggregated price signal to the consumers.

For this numerical example, the outcome obtained by these peak-coincident network charges in terms
of battery investment and the total system cost is exactly the same or less than 1 % higher than under
the central planner.8! Overall, these results suggest that a more advanced network tariffs as
formulated in this paper can approximate the outcome of a first-best outcome closely. A formal proof

of how close the approximation is as a function of the parameters is out of the scope of this paper.

Even though these results for peak-coincident network charges are very promising, it should be
understated that they hinge upon the assumption that the upper-level regulator has full information
about which consumers are active and how these active consumers will respond to a certain network
price signal. In reality, there persists an information asymmetry between the regulator and the actions
of consumers. It goes without saying that this asymmetry complicates implementation of this optimal

network tariff design.

79 The peak-coincident network charges shown in Figure 24 are obtained using a two-step process. First, the MPEC is solved.
After solving the MPEC, the lowest possible system costs (the objective of the upper-level) is known. However, the network
charges computed are not unique. Namely, the upper-level regulator can arbitrarily increase the time-varying network charge
at time-steps that the elasticity of the consumers is very low without changing the obtained value of the objective function.
However, these arbitrary choices for the upper-level do have a distributional impact for the lower level consumers. Therefore,
a second solution step was added. The MPEC remains exactly the same except for one constraint and the objective function.
One constraint is added which states that the total system cost is forced to be equal to the minimal total system cost obtained
in step one. The objective function of the upper-level changed to a minimisation the sum of the coefficients of the network
charges. As such, a unique solution is obtained for the network charges without room for arbitrary choices of the upper-level
regulator.

80 The total costs spend on batteries by the active consumer under-time varying prices, which equals the product of the
battery capacity installed with the investment cost, decreases with decreasing battery costs.

81 There are two exceptions, for the scenario when battery costs are 150€/kWh and 100 €/kWh and no investment in solar
PV is assumed under TOU2 energy prices, the difference in total system costs is 2.2 and 4.0% respectively. Also, the installed
battery capacities differ slightly.
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6. Conclusion and policy implications

We use a game-theoretical model to analyse whether different distribution network tariff designs align
the business case of residential electricity storage, in the form of batteries, with overall wider system
benefits. Three different network tariff designs are evaluated: capacity-based charges, net-purchase
volumetric network charges and bi-directional volumetric network charges. Capacity-based network
tariffs incentivise consumers to lower their individual peak demand. The two other network tariff
designs result in a difference between the value of on-site generated electricity that is self-consumed
and electricity that is directly injected back into the network. As such, these network tariff design
incentivise self-consumption. We compare the outcome of the game-theoretical model for the
different network tariff designs with a first-best central planner solution. Besides network tariff design,
another important driver for battery adoption is time-varying retailer energy prices. Therefore, also
the impact of time-varying energy prices on battery adoption and the interaction with distribution

network tariff design is investigated.

We found that the business case of batteries and overall system benefits are not always aligned. In
one extreme, the case that most grid costs are sunk and little future grid investment is expected, the
evaluated network tariffs mostly over-incentivize battery adoption. In this case, network costs are
simply transferred from active to passive consumers, and each investment in batteries by active
consumers increases the (private) value of additional investment in batteries. From a grid perspective,
there is little need for batteries and the main exercise is to find an as little as possible distortive
network tariff design which remains acceptable in terms of distributional impacts. Examples can be
found in e.g. Pérez-Arriaga et al. (2017), Pollitt (2018) and Wolak (2018): differentiated fixed network
charges or not recovering all sunk grid costs through the electricity bill. Schittekatte and Meeus (2018)
show that spreading the grid costs over capacity-based charges, volumetric charges and fixed charges

can also mitigate the induced distortions.

After, the other extreme is investigated; the situation when still many grid investments have to be
made, and the future grid costs are driven by the growing aggregated peak demand of consumers. It
is shown that in that situation the tested network tariff designs will not only give an inadequate
investment signal to the consumers, also will the consumers operate their installed batteries sub-
optimally from a grid point of view. If consumer electricity demand profiles are rather homogeneous,
batteries are under-invested by capacity-based charges. If consumer electricity demand profiles are
heterogeneous, consumers will lower their individual demand which will have little effect on the

system peak demand; a similar dynamic as in the sunk grid cost scenario occurs. With a network tariff
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design that encourages self-consumption, the business case of storage is unrightfully negatively
impacted when the batteries are not coupled with onsite generation such as solar PV. Oppositely,
when active consumers combine solar PV with cheap batteries or grid costs are high, an over-
investment in batteries can result under the network tariff designs that encourage self-consumption.
The batteries are fully charged with self-generated solar PV to increase self-consumption, but it can
happen that by the time the system peak demand occurs, the batteries are already fully discharged
again. In that case, a high capacity of batteries is installed, but they do not contribute to overall grid
costs savings. It should be noted that energy losses in the distribution network or the cost of bi-
directional flows are omitted in the presented analysis.22 When self-consumption increases, there is
less electricity exchange between the active consumers and the grid and bi-directional flows are

reduced. More elaborated grid costs functions could be experimented with in future work.

Time-of-use energy prices instead of flat energy prices are shown to improve the business case for
residential storage for all evaluated network tariff designs. With time-of-use energy prices, the active
consumers can use their batteries to arbitrage energy prices on top of lowering their network charges.
The introduction of time-of-use energy prices seems in most cases also beneficial from a system point
of view. However, far from all potential efficiency gains are exploited due to unwanted interaction
between the network tariff design and retailer energy prices; imperfect network tariff designs obstruct
the optimal energy arbitrage strategies. This mechanism shows that distribution network tariff design
and retailer energy price schemes should not be evaluated in isolation. Both interact as a consumer
reacts to their aggregate. Even more difficulties can be expected when accounting for taxes and levies

in the electricity bill which are left out in this analysis.

Overall, in a high future grid cost scenario, a more advanced network tariff design is needed to correctly
align the business case of residential storage and wider system benefits. Without a more advanced
network tariff design, it is not possible to fully unlock flexibility from the consumers-side and efficiently
coordinate grid charges and energy prices signals. It is shown that peak-coincident network prices,
which exhibit strong peak prices at times when there are system demand peaks, give optimal or near-
optimal results. Baldick (2018) explains that such types of tariffs are already used for transmission grid
prices in for example ERCOT and Great-Britain. However, such distribution network tariff is hard to
implement as they should have a very fine locational and temporal granularity. Peak prices could differ

from one feeder to another and would have to be announced ex-ante or accounted for ex-post. If they

82 As a reference, Costa-Campi et al. (2018) describe that energy losses in Spain in 2012 represented 8.9% of the total energy
injected into the grid.
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are announced ex-ante, it could happen that the expected peak differs from the realized peak. If they
are accounted for ex-post, consumers’ bills could become unpredictable. Also, to estimate the
magnitude of the coefficients of the peak charges is a hard job. Possibly time-of-use (TOU) network

charges could be a good compromise between efficiency and implementation difficulty.

Finally, other mechanisms could complement network tariff design to unlock consumer flexibility in
terms of batteries adoption and operation. Examples are flexibility markets for system services (also
referred to as markets for ancillary services) in which the DSO and/or TSO are the buyers of these
services as described in Hadush and Meeus (2018). Both local congestion management or system
balancing services can be procured. In these markets, aggregators can bundle DER resources. However,
similar as with the introduction of time-of-use energy prices, it can also be expected that there will be
aninteraction between the network tariff design and the markets for the delivery of such services. This

interaction deserves further attention when designing flexibility markets.

It should be added that an important driver for the business case of residential electricity storage is
left out the analysis, namely resilience. In areas where the electricity supply from the central grid is
not very reliable, this can be an important driver. This driver is however hard to quantify. Also, by
including an endogenous energy market in the model, more insight can be gained about how the
interaction of time-varying energy prices and network tariffs impacts welfare. Govaerts et al. (2019)
apply a similar model to analyse the spill-over effects of different distribution network tariffs across

multiple countries.

Finally, the game-theoretical applied in this work is highly stylised. For example, battery degradation
is not taken into account. Battery degradation has shown to be an important cost for batteries which
can also impact the operational strategy (Sidhu et al., 2018; Thompson, 2018; Uddin et al., 2017). Also,
a constant C-rate (max. output over max. energy capacity) of the battery has been assumed. Different
C-rates could lead to different business cases and uses for the battery as also shown in Schittekatte et
al. (2016) and Schill et al. (2017). Besides battery storage, demand-side management (DSM) and smart
charging of an electric vehicle is another way to do peak shaving, increase self-consumption or
arbitrage energy prices. For example, Erdinc et al. (2015) show how the optimal sizing of batteries is
impacted when considering the demand response possibilities and Hoarau and Perez (2018) discuss
the impact of smart EV charging on battery adoption. These points offer possibilities to extend the

presented analysis
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CONCLUSIONS

This final section consists of two main parts. First, the conclusions of the thesis are summarised per
chapter, excluding the first introductory chapter. Second, future work is discussed. Future work is split
up into three parts: research options within the modelling framework, possible research options when

adjusting the modelling framework and relevant research options outside the modelling framework.

1. Conclusions per chapter

Not all low-voltage consumers can be considered as passive anymore in times of affordable Distributed
Energy Resources (DER). The availability and the costs of these new technologies strategically interact
with network tariffs to recover grid costs, as active consumers will react with their profit-maximising
actions to any network tariff charged to them. In this thesis mainly the adoption of two behind-the-
meter technologies are considered: solar PV and batteries. Different game-theoretical models have
been developed per chapter. In the context of increasing active consumers, each chapter assess a

different dimension of the distribution network tariff design problem.

1.1 Chapter 2 - On whether capacity-based network charges solve the efficiency and fairness

problems experienced with volumetric charges with net-metering

The results in Chapter 2 confirm that in a world with an increasing share of consumers connected to
low voltage distribution networks reacting to price signals, simple netted-out volumetric network
charges to recover grid costs cannot be considered as the adequate network tariff design. However,
depending on DER technology costs, also capacity-based charges can severely distort the investment

decisions of consumers. This is especially true if grid costs are mainly sunk.

Further, it was shown that both under volumetric charges with net-metering and capacity-based
charges active consumers make uncoordinated investment decisions to push sunk grid costs to one
another which can lead to overinvestment in DER and subsequently raise fairness issues. Fairness
issues are found acuter under net-metering. However, paradoxically, under capacity-based charges, a
situation can occur in which not only passive consumers but also active consumers end up paying more
than in a situation where nobody invests in DER. This is due to competitive pressure among active
consumers in allocating sunk grid costs. This effect was captured by modelling the grid cost recovery
problem as a non-cooperative game between consumers, which is unprecedented in the existing body

of literature.
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1.2 Chapter 3 - On how to design a least-cost distribution network tariff when faced with

two real-world constraints: implementation issues with cost-reflective charges and fairness

In Chapter 3, it is shown that both considered constraints have a significant impact on the least-cost
network tariff design. In theory, the least-cost distribution network tariff design has two components.
First, a fixed component that is proportional to the sunk costs. And second, a capacity component to
reflect the costs of grid investments that still have to be made and that can be partly avoided if it is
cheaper for active customers to invest in DER. In practice, departing from volumetric charges towards
higher fixed charges is often perceived as unfair as their introduction would mean that low-usage
passive consumers, who are often also less wealthy consumers, would pay similar charges as high-
usage active consumers, who are often richer. Also, in practice, the individual capacity or individual
peak is often a relatively weak approximation of the actual cost driver(s) of the network. As a result, a
three-part tariff combining fixed, volumetric and capacity-based charges may be more suitable, even

though in theory, volumetric is not to be considered for a least-cost distribution network tariff design.

Further, a strong interaction between the two analysed constraints in found. If regulators do not
anticipate that their implementation of cost-reflective tariffs will be imperfect, the system costs will
increase, and the fairness issues will aggravate. It is therefore important to have realistic estimations
of what we know and do not know about the cost drivers of distribution networks. Limited information
is available, suggesting that we need to be careful in setting strong incentives. This is especially true

with high shares of active consumers.

Lastly, it is shown that if most of the grid investments still have to be made, passive and active
consumers can both benefit from cost-reflective tariffs, while this is not the case for passive consumers
if the costs are mostly sunk. The standard network tariff design options, i.e. fixed, volumetric and
capacity-based charges, do not suffice to transfer part of the welfare gains of the active consumers to
compensate the passive consumers. Other solutions than standard tariff design would have to be
introduced to reach a fairer outcome; examples are specific low-income programmes, differentiated
instead of uniform fixed charges, the recuperation of sunk network costs through other means than

the electricity bill or the taxation of active customers, which has its own issues.

1.3 Chapter 4 - On the interaction between the business case of residential storage and the

distribution network tariff design

In Chapter 4, it is found that the business case of storage and overall welfare are not always aligned.

Three distribution network tariff designs are evaluated: net-purchase volumetric charges, bi-

118



directional volumetric charges and capacity-based charges. In one extreme, in the case that most grid
costs are sunk and little future grid investment is expected, the evaluated network tariffs mostly over-
incentivize battery storage. In the other extreme, when future grid costs are driven by the growing
needs of consumers, not only do the evaluated network tariff designs give an inadequate investment
signal to the consumers, but also do the consumers operate their installed batteries sub-optimally from

a system point of view.

Further, it is shown that with time-varying energy retailer prices instead of flat energy prices the
business case for residential storage improves for all evaluated network tariff designs. With time-of-
use energy prices, the active consumers can use their batteries to arbitrage energy prices besides
lowering their network charges. The introduction of time-of-use energy prices is in most cases also
beneficial from a system point of view. However, far from all potential efficiency gains are exploited
due to unwanted interaction between the network tariff design and retailer energy prices. Consumers
react to an aggregate of both price signals and as a result, imperfect network tariff design obstructs
the optimal energy arbitrage strategy. This mechanism shows that distribution network tariff design
and retailer energy price schemes should not be evaluated in isolation. Even more difficulties can be

expected when considering taxes and levies in the electricity bill which are left out of this analysis.

Overall, in a high future grid cost scenario, a more advanced network tariff design is needed to correctly
align the business case of residential storage with system benefits and coordinate energy prices and
grid charges. It is shown that peak-coincident network prices, which exhibit strong peak prices at times
when there are system peaks, give optimal or near-optimal results. However, such distribution
network pricing is hard to implement, much information about the grid and actions of consumers is
required, and the applied charges should have a fine locational and temporal granularity. Other
mechanisms could complement network tariff design to unlock consumer flexibility in terms of battery
adoption and operation. Examples are flexibility markets for system services in which the DSO and/or
TSO are the buyers of these services and aggregators bundle the DER resources. However, also
interactions between the network tariff design and the markets for the delivery of such services can

be expected. These interactions deserve further attention when designing flexibility markets.

2. Future work

Potential avenues for future work can be split up into three parts: research options within the
modelling framework, research options when adjusting the modelling framework and research options

outside the modelling framework.
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2.1 Within the modelling framework

e The inclusion of other behind-the-meter technologies which could be used by consumers to
react to the network tariff design could be considered. Examples are electric vehicles and heat
pumps. Accounting for these (mainly) electricity consuming technologies could present new
insights. For example, Hoarau and Perez (2018) base their model on the work of chapter 2 and
include electrical vehicles.

e Demand response could be included. Demand response could compete with batteries to do
peak shifting and/or increase self-consumption.

e The recuperation of policy costs and taxation deserves further attention. The way policy costs
and taxes are recuperated in the electricity bill could severely distort the network tariff design.

e Similarly, the interaction (or substitutability) of subsidies and network tariff design is worth
deeper investigation.

e More elaborated network costs functions could be evaluated, e.g. energy losses and

accounting for the cost of bi-directional flows.

2.2 When adjusting the modelling framework

e DER operation and costs could be represented in a more advanced manner. More accurate
representation implies in most cases the need for binary variables or the introduction of non-
linearities, e.g. battery degradation (Cardoso et al., 2018). Binaries or non-linearities in the
lower-level problems complicate the modelling significantly. Gabriel and Leuthold (2010) show
when and how discretely-constraint MPECs can be solved. Also, the consumers’ decision to go
off-grid could be modelled with the use of binary variables.

e Due to the structure of the model, it is assumed that the regulator has perfect insight into the
consumers’ reaction on the network tariff design. In reality, future demand is not known ex-
ante and has to be estimated. This anticipation issue could be accounted for by including
stochasticity in the consumer reaction. An example is the paper by Weijde and Hobbs (2012)
in which a stochastic two-stage optimisation model capturing the multistage nature of the
planning of a transmission network under uncertainty is presented. Adding multiple stages and
stochasticity would require an expansion of the presented model.

e The energy prices could be endogenised including wholesale energy market. Govaerts et al.
(2019) build further on the model presented in Chapter 2 and capture the wholesale market
effects of distribution grid tariffs. By doing so, they can have an idea of the spill-over effects
from (national) distribution network tariff designs through interlinked wholesale markets.
They also show that in the long-run, the average energy price is not that strongly decreased as
would be expected with strong solar PV adoption. But, the volatility of the price increases. This
finding confirms earlier work, e.g. Green and Vasilakos (2011).

e In this thesis, non-cooperative behaviour among consumers is modelled. Alternatively,

cooperative behaviour among consumers, i.e. consumers forming an energy community, can

120



be modelled. Abada et al. (2018, 2017) look at the ability of such communities to adequately
share the gains and look at the effects these communities have on grid tariffs.

e The model could be complemented with the option for consumers to provide flexibility
services to grid operators through market mechanisms (with or without aggregation). It could
be looked at how these markets perform as a function of market design and market structure.
Also, the interaction between the network tariff design and the provision of services could be

investigated.

2.3 Outside the modelling framework

e Locationally more granular network tariffs could become increasingly important to limit the
efficiency loss of uniform network tariffs over large areas. Such an analysis would require more
detailed modelling of the distribution network which complicates the possibilities to
mathematically couple the loop between consumer-reactions to the network tariff design and
their impact on the network and thus to come to an equilibrium. Such type of analysis can be
found in MIT Energy Initiative (2016).

e Llarger databases with many different consumer profiles, longer-time series and more precise
network costs can be used to do specific case study analysis. Again, more data complicates the
possibility to find an equilibrium and other types of analysis needs to be done. Examples are
the work of Kifeoglu and Pollitt (2019) doing a case study for GB and Passey et al. (2017)
looking deeper into Australian data.

e Different assumptions regarding the behaviour of consumers can be made, other than fully
rational and active or completely passive. In that regard, agent-based modelling can be of use.
Interesting papers in this regard are the work of Saguan et al. (2006) in which the main
differences between equilibrium and agent-based modelling to study imperfect competition
in electricity markets are discussed and the work of Weidlich and Veit (2008) in which a critical

survey of agent-based wholesale electricity market models is conducted.

121



Bibliography

Abada, I., Ehrenmann, A., Lambin, X., 2018. Unintended consequences : The snowball effect of energy
communities. Cambridge Work. Pap. Econ. CWPE 1828.

Abada, I., Ehrenmann, A., Lambin, X., 2017. On the viability of energy communities. Cambridge Work.
Pap. Econ. CWPE 1740.

Abdelmotteleb, 1., Gémez, T., Chaves Avila, J.P., Reneses, J., 2017. Designing efficient distribution
network charges in the context of active customers. Appl. Energy 1-12.
doi:10.1016/j.apenergy.2017.08.103

Abdelmotteleb, I, Roman, T.G.S., Reneses, J., 2016. Distribution network cost allocation using a
locational and temporal cost reflective methodology. 19th Power Syst. Comput. Conf. PSCC 2016.
doi:10.1109/PSCC.2016.7540878

ACER, CEER, 2018. Electricity and Gas Retail Markets Volume. Annu. Rep. Results Monit. Intern. Electr.
Gas Mark. 2017.

ACER, CEER, 2017a. Annual Report on the Results of Monitoring the Internal Electricity and Gas
Markets in 2016. Electricity and Gas Retail Markets Volume.

ACER, CEER, 2017b. Annual Report on the Results of Monitoring the Internal Electricity and Gas
Markets in 2016. Electricity Wholesale Market Volume. October.

ACER, CEER, 2016. Annual Report on the Results of Monitoring the Internal Electricity and Gas Markets
in 2015. Electricity and Gas Retail Markets Volume.

Anaya, K.L., Pollitt, M.G., 2015. Options for allocating and releasing distribution system capacity:
Deciding between interruptible connections and firm DG connections. Appl. Energy 144, 96—-105.
doi:https://doi.org/10.1016/j.apenergy.2015.01.043

Baldick, R., 2018. Incentive properties of coincident peak pricing. J. Regul. Econ. 54, 165-194.
doi:10.1007/s11149-018-9367-9

Baringo, L., Conejo, A.J., 2013. Risk-constrained multi-stage wind power investment. IEEE Trans. Power
Syst. 28, 401-411. doi:10.1109/TPWRS.2012.2205411

Batlle, C., Pablo, J., Avila, C., Mastropietro, P., Jenkins, J., Rodilla, P., 2017. Regulated Charges and
Electricity Bills for a Distributed Future : Efficient Price Signals for Increasingly Elastic End-Users.
MITEI Work. Pap. Version May 2017.

BEUC, 2017. Energy markets of the future: How the EU’s energy transition should work for consumers.
Policy Pap.

Blank, L., Gegax, D., 2014. Residential winners and losers behind the energy versus customer charge
debate. Electr. J. 27, 31-39. doi:10.1016/j.tej.2014.04.001

Bohringer, C., Landis, F., Tovar Reanos, M.A., 2017. Economic Impacts of Renewable Energy Increase
in Germany. Energy J. 38, 263-272. doi:10.1007/978-3-319-45659-1

Borenstein, S., 2017. Private Net Benefits of Residential Solar PV : The Role of Electricity Tariffs , Tax
Incentives and Rebates. J. Assoc. Environ. Resour. Econ. 4, S85-S122.

Borenstein, S., 2016. The economics of fixed cost recovery by utilities. Electr. J. 29, 5-12.

122



doi:10.1016/j.tej.2016.07.013

Borenstein, S., Bushnell, J., 2018. Do Two Electricity Pricing Wrongs Make a Right? Cost Recovery,
Externalities, and Efficiency. Energy Inst. Haas WP 294. Version Sept. 2018.

Borenstein, S., Davis, L.W., 2012. The Equity and Efficiency of Two-Part Tariffs in U . S . Natural Gas
Markets. J. Law Econ. 55.

Brandstatt, C., Brunekreeft, G., Furusawa, K., Hattori, T., 2015. Distribution Planning and Pricing in View
of Increasing Shares of Intermittent, Renewable Energy in Germany and Japan. Bremen Energy
Work. Pap.

Brown, D.P., Sappington, D.E.M., 2018. On the role of maximum demand charges in the presence of
distributed generation resources. Energy Econ. 69, 237-249. doi:10.1016/j.eneco0.2017.11.023

Brown, D.P., Sappington, D.E.M., 2017a. Designing compensation for distributed solar generation: Is
net metering ever optimal? Energy J. 38, 1-32. d0i:10.5547/01956574.38.3.dbro

Brown, D.P., Sappington, D.E.M., 2017b. Optimal policies to promote efficient distributed generation
of electricity. J. Regul. Econ. 52, 159-188. d0i:10.1007/s11149-017-9335-9

Brown, T., Faruqui, A., Grausz, L., 2015. Efficient tariff structures for distribution network services.
Econ. Anal. Policy 48, 139-149. doi:10.1016/j.eap.2015.11.010

Bunzl, M., 2010. Is flat fair? Electr. J. 23, 8-12. doi:10.1016/j.tej.2010.05.017

Cai, D.W.H., Adlakha, S., Low, S.H., De Martini, P., Mani Chandy, K., 2013. Impact of residential PV
adoption on Retail Electricity Rates. Energy Policy 62, 830-843. doi:10.1016/j.enpol.2013.07.009

Cardoso, G., Brouhard, T., Deforest, N., Wang, D., Heleno, M., 2018. Battery aging in multi-energy
microgrid design using mixed integer linear programming. Appl. Energy 231, 1059-1069.
doi:10.1016/j.apenergy.2018.09.185

Castillo, E., Conejo, A.J., Pedregal, P., Garcia, R., Alguacil, N., 2001. Building and Solving Mathematical
Programming Models in Engineering and Science. New York.

CEER, 2017a. Electricity Distribution Network Tariffs CEER Guidelines of Good Practice. Ref C16-DS-27-
03.

CEER, 2017b. Distribution and Transmission Network Tariffs and Incentives. CEER White Pap. Ser.
(paper # 1) Eur. Comm. Clean Energy Propos.

Cohen, M.A., Kauzmann, P.A,, Callaway, D.S., 2016. Effects of distributed PV generation on California’s
distribution system, part 2: Economic analysis. Sol. Energy 128, 139-152.

Comello, S., Reichelstein, S., 2017. Cost competitiveness of residential solar PV: The impact of net
metering restrictions. Renew. Sustain. Energy Rev. 75, 46-57. d0i:10.1016/j.rser.2016.10.050

Compass Lexecon, 2016. Distribution network tariff design : Economic principles and benchmark of
European practices. Present. Conf. OFATE by Fabien Roques.

Costa-Campi, M.T., Davi-Arderius, D., Trujillo-Baute, E., 2018. The economic impact of electricity losses.
Energy Econ. 75, 309-322. doi:10.1016/j.eneco.2018.08.006

Crawford, G., 2014. Written Down Value? Energy Networks Publ. Canberra.

123



Darghouth, N.R., Barbose, G., Wiser, R., 2011. The impact of rate design and net metering on the bill
savings from distributed PV for residential customers in California. Energy Policy 39, 5243-5253.
doi:10.1016/j.enpol.2011.05.040

Darghouth, N.R., Wiser, R., Barbose, G., Mills, A., 2016. Net Metering and Market Feedback Loops -
Exploring the Impact of Retail Rate Design on Distributed PV Deployment. Appl. Energy 162, 713—
722.

Davis, L., 2018. Why Am | Paying $65/year for Your Solar Panels? [WWW Document]. Energy Inst. Haas
Blog. URL https://energyathaas.wordpress.com/2018/03/26/why-am-i-paying-65-year-for-your-
solar-panels/

Denholm, P., Margolis, R., Palmintier, B., Barrows, C., Ibanez, E., Bird, L., Denholm, P., Margolis, R.,
Palmintier, B., Barrows, C., Ibanez, E., Bird, L., 2014. Methods for Analyzing the Benefits and Costs
of Distributed Photovoltaic Generation to the U . S . Electric Utility System Methods for Analyzing
the Benefits and Costs of Distributed Photovoltaic Generation to the U . S . Electric Utility System.
NREL Tech. Rep.

EC, 2016a. Proposal for a Regulation of the European Parliament and of the Council on the internal
market for electricity (recast). doi:COM(2016) 861 final

EC, 2016b. Impact assessment of the revised rules for the electricity market, ACER and risk
preparedness.

EC, 2015. Study on tariff design for distribution systems.

ECN, DCision, Trinomics, 2017. Study supporting the Impact Assessment concerning Transmission
Tariffs and Congestion Income Policies.

EIA, 2016. Average Price of Electricity to Ultimate Customers: 2006-2016.

Eid, C., Reneses Guillén, J., Frias Marin, P., Hakvoort, R., 2014. The economic effect of electricity net-
metering with solar PV: Consequences for network cost recovery, cross subsidies and policy
objectives. Energy Policy 75, 244-254. doi:10.1016/j.enpol.2014.09.011

ENTSO-E, 2017. Overview of Transmission Tariffs in Europe: Synthesis 2017.

Erdinc, O., Paterakis, N.G., Pappi, I.N., Bakirtzis, A.G., Cataldo, J.P.S., 2015. A new perspective for sizing
of distributed generation and energy storage for smart households under demand response.
Appl. Energy 143, 26-37. doi:10.1016/j.apenergy.2015.01.025

EU Council, 2017. Proposal for a regulation of the European Parliament and Council on the internal
market for electricity (recast). 15879/17.

European Commission, 2018. State aid: Germany needs to recover illegal aid from certain large
electricity users exempted from network charges in Germany in 2012-2013 [WWW Document].
Press Release 28th May 2018. URL http://europa.eu/rapid/press-release_IP-18-3966_en.htm

European Commission, 2015a. Study on tariff design for distribution systems.

European Commission, 2015b. Best practices on Renewable Energy Self-consumption. Comm. Staff
Work. Doc.

Eurostat, 2016. News release - Energy prices in the EU in 2015 [WWW Document].

Faruqui, A., Graf, W., 2018. Do Load Shapes of PV Customers Differ? [WWW Document]. Fortn. Mag.

124



URL https://www.fortnightly.com/fortnightly/2018/02/do-load-shapes-pv-customers-differ

Faruqui, A., Sergici, S., Warner, C., 2017. Arcturus 2.0: A meta-analysis of time-varying rates for
electricity. Electr. J. 30, 64-72. doi:10.1016/j.tej.2017.11.003

Formica, T., Pecht, M., 2017. Return on investment analysis and simulation of a 9.12kW (kW) solar
photovoltaic system. Sol. Energy 144, 629-634. doi:10.1016/j.solener.2017.01.069

Fortuny-amat, J., Mccarl, B., 1981. A Representation and Economic Interpretation of a Two-Level
Programming Problem. J. Oper. Res. Soc. 32, 783—-792.

Frondel, M., Sommer, S., Vance, C., 2015. The burden of Germany’s energy transition: an empirical
analysis of distributional effects. Econ. Anal. Policy 45, 89-99.

Gabriel, S.A., Conejo, A.J., Fuller, J.D., Hobbs, B.., Ruiz C., 2012. Complementarity modeling in energy
markets. Springer Science & Business Media.

Gabiriel, S.A., Leuthold, F.U., 2010. Solving discretely-constrained MPEC problems with applications in
electric power markets. Energy Econ. 32, 3—-14. doi:10.1016/j.eneco.2009.03.008

GAMS, 2018. GAMS — Documentation.

Gautier, A., Jacgmin, J., 2018. PV adoption in Wallonia: The role of distribution tariffs under net-
metering. Work. Pap.

Glachant, J.-M., Rossetto, N., Vasconcelos, J., 2017. Moving the electricity transmission system towards
a decarbonised and integrated Europe: missing pillars and roadblocks.

Gbémez, T., 2013. Electricity Distribution, in: Pérez-Arriaga, |.J. (Ed.), Regulation of the Power Sector.
Springer, pp. 199-250. doi:10.1007/978-1-4471-5034-3

Govaerts, N., Bruninx, K., Cadre, H. Le, Meeus, L., Delarue, E., 2019. Spillover Effects of Distribution
Grid Tariffs in the Internal Electricity Market : An Argument for Harmonization ? RSCAS Work.
Pap. 2019/02.

Green, R., Staffell, |., 2017. “Prosumage” and the British Electricity Market. Econ. Energy Environ. Policy
6, 33-50. doi:10.5547/2160-5890.6.1.rgre

Green, R., Vasilakos, N., 2011. The Long-Term Impact of Wind Power on Electricity Prices and
Generating Capacity. Univ. Birmingham- Dep. Econ. Discuss. Pap. 11-09.

GTM Research and Energy Storage Association, 2017. U.S. Energy Storage Monitor: Q4 2017 Full
Report.

Hadush, S.Y., Meeus, L., 2018. DSO-TSO cooperation issues and solutions for distribution grid
congestion management. Energy Policy 120, 610-621.

Hanser, P.Q., 2013. Commonwealth Edison Company: Rebuttal Testimony of Philip Q. Hanser. Docket
Number 13-0387 Commed. 10.0. State lllinois, lllinois Commer. Comm.

Hirth, L., 2013. The market value of variable renewables. The effect of solar wind power variability on
their relative price. Energy Econ. 38, 218-236. doi:10.1016/j.eneco.2013.02.004

Hittinger, E., Siddiqui, J., 2017. The challenging economics of US residential grid defection. Util. Policy
1-9. doi:10.1016/j.jup.2016.11.003

125



Hledik, R., 2015. The Top 10 Questions About Demand Charges, EUCI Residential Demand Charges
Symposium.

Hledik, R., 2014. Rediscovering Residential Demand Charges. Electr. J. 27, 82-96.
doi:10.1016/j.tej.2014.07.003

Hledik, R., Faruqui, A., Weiss, J., Brown, T., Irwin, N., 2016. The Tariff Transition: Considerations for
Domestic Distribution Tariff Redesign in Great-Britain. Vol. | - Final Rep. Citizens Advice.

Hledik, R., Greenstein, G., 2016. The distributional impacts of residential demand charges. Electr. J. 29,
33-41. doi:10.1016/j.tej.2016.07.002

Hledik, R., Zahniser-word, J., Cohen, J., 2018. Storage-oriented rate design : Stacked benefits or the
next death spiral ? Electr. J. 31, 23-27. doi:10.1016/j.tej.2018.09.012

Hoarau, Q., Perez, Y., 2018. Network tariff design with prosumers and electromobility: who wins, who
loses? Work. Pap. Clim. Econ. Chair Dauphine Univ. N°10.

Huijben, J.C.C.M., Podoynitsyna, K.S., Van Rijn, M.L.B., Verbong, G.P.J., 2016. A review of governmental
support instruments channeling PV market growth in the Flanders region of Belgium (2006-2013).
Renew. Sustain. Energy Rev. 62, 1282-1290. doi:10.1016/j.rser.2016.04.058

IEA, 2016. Re-powering Markets: Market design and regulation during the transition to low-carbon
power systems.

Jenkins, J.D., Pérez-Arriaga, 1.J., 2017. Improved Regulatory Approaches for the Remuneration of
Electricity Distribution Utilities with High Penetrations of Distributed Energy Resources. Energy J.
38, 63—92.

Koliou, E., Bartusch, C., Picciariello, A., Eklund, T., Lennart, S., Hakvoort, R.A., 2015. Quantifying
distribution-system operators’ economic incentives to promote residential demand response.
Util. Policy 35, 28-40. doi:10.1016/j.jup.2015.07.001

Kolokathis, C., Hogan, M., Jahn, A., 2018. Cleaner, Smarter, Cheaper: Network tariff design for a smart
future. Work. Pap. from Regul. Assist. Proj.

Kifeoglu, S., Pollitt, M.G., 2019. The impact of PVs and EVs on domestic electricity network charges :
A case study from Great Britain. Energy Policy 127, 412-424. doi:10.1016/j.enpol.2018.12.012

Lazard, 2016a. Levelized Cost of Storage - Volume 2. doi:10.1080/14693062.2006.9685626
Lazard, 2016b. Lazard’s Levelized Cost of Energy Analysis (" LCOE ") version 10.0.

Luthander, R., Widén, J., Nilsson, D., Palm, J., 2015. Photovoltaic self-consumption in buildings : A
review. Appl. Energy 142, 80-94. doi:10.1016/j.apenergy.2014.12.028

Maloney, P., 2018. Residential storage faces sunny prospects this year [WWW Document]. Util. Dive -
Deep dive. URL https://www.utilitydive.com/news/residential-storage-faces-sunny-prospects-
this-year/520966/ (accessed 11.10.18).

Mason, N.B., 2016. Solar PV yield and electricity generation in the UK 10, 456—459. doi:10.1049/iet-
rpg.2015.0550

Meeus, L., Glachant, J.-M., 2018. Electricity Network Regulation in the EU: The Challenges Ahead for
Transmission and Distribution. Edward Elgar Publishing.

126



Meeus, L., Schittekatte, T., 2018. The EU electricity network codes. Florence Sch. Regul. Energy - Tech.
Rep. doi:10.2870/70331

MIT Energy Initiative, 2016. Utility of the future. An MIT Energy Initiative response to an industry in
transition.

MIT Energy Initiative, 2015. The Future of Solar Energy. doi:10.1002/yd.20002

Momber, ., 2015. Benefits of Coordinating Plug-In Electric Vehicles in Electric Power Systems. Dr.
thesis.

Momber, I., Wogrin, S., Gomez San Roman, T., 2016. Retail pricing: A bilevel program for PEV
aggregator decisions using indirect load control. IEEE Trans. Power Syst. 31, 464-473.
doi:10.1109/TPWRS.2014.2379637

Nash, J., 1951. Non-Cooperative Games. Ann. Math. 54, 286—295.

Neubauer, J., Simpson, M., 2015. Deployment of Behind-The-Meter Energy Storage for Demand Charge
Reduction. NREL/TP-5400-63162 30. doi:NREL/TP-5400-63162

Neuteleers, S., Mulder, M., Hindriks, F., 2017. Assessing fairness of dynamic grid tariffs. Energy Policy
108, 111-120. doi:10.1016/j.enpol.2017.05.028

Ofgem, 2017a. Targeted Charging Review: update on approach to reviewing residual charging
arrangements.

Ofgem, 2017b. Reform of electricity access charges and forward-looking charges: a working paper.
Ofgem, 2014. A guide to electricity distribution connections policy.

Olivella-Rosell, P., Bullich-massagué, E., Aragiiés-pefialba, M., Sumper, A., Ottesen, Stig @degaard
Vidal-Clos, Josep-Andreu Villafafila-Robles, R., 2018. Optimization problem for meeting
distribution system operator requests in local fl exibility markets with distributed energy
resources. Appl. Energy 210, 881-895. doi:10.1016/j.apenergy.2017.08.136

Osborne, M.J., Rubinstein, A., 1994. A Course in Game Theory. Cambridge, MA MIT.

Passey, R., Haghdadi, N., Bruce, A., MacGill, I., 2017. Designing more cost reflective electricity network
tariffs with demand charges. Energy Policy 109, 642—-649. doi:10.1016/j.enpol.2017.07.045

Pérez-Arriaga, 1.J., 2013. Regulation of the power sector. Spinger.

Pérez-Arriaga, |.J., Bharatkumar, A., 2014. A Framework for Redesigning Distribution Network Use of
System Charges Under High Penetration of Distributed Energy Resources: New Principles for New
Problems. MIT-CEEPR Work. Pap., 2014-06 1-33.

Pérez-Arriaga, 1.J., Jenkins, J.D., Batlle, C., 2017. A regulatory framework for an evolving electricity
sector: Highlights of the MIT utility of the future study. Econ. Energy Environ. Policy 6, 71-92.
doi:10.5547/2160-5890.6.1.iper

Pollitt, M.G., 2018. Electricity Network Charging in the Presence of Distributed Energy Resources:
Principles, Problems and Solutions. Econ. Energy Environ. Policy 7, 89—-104. doi:10.5547/2160-
5890.7.1.mpol

Pollitt, M.G., 2016. Electricity Network Charging for Flexibility. Cambridge Work. Pap. Econ. 1656.

127



Pollitt, M.G., Anaya, K.L., 2016. Can Current Electricity Markets Cope with High Shares of Renewables?
A Comparison of Approaches in Germany, the UK and the State of New York. Energy J. 37, 69-88.

Quoilin, S., Kavvadias, K., Mercier, A., Pappone, Il., Zucker, A., 2016. Quantifying self-consumption
linked to solar home battery systems : Statistical analysis and economic assessment q. Appl.
Energy 182, 58-67. doi:10.1016/j.apenergy.2016.08.077

Ren, Z., Grozev, G., Higgins, A., 2016. Modelling impact of PV battery systems on energy consumption
and bill savings of Australian houses under alternative tariff structures. Renew. Energy 89, 317—-
330. d0i:10.1016/j.renene.2015.12.021

REScoop, 2017. The Market Design Initiative: creating a space for local energy communities.

Rious, V., Rossetto, N., 2018a. The British reference model, in: Meeus, L., Glachant, J.-M. (Eds.),
Electricity Network Regulation in the EU: The Challenges Ahead for Transmission and Distribution.
Edward Elgar Publishing, pp. 3-25.

Rious, V., Rossetto, N., 2018b. Continental incentive regulation, in: Meeus, L., Glachant, J.-M. (Eds.),
Electricity Network Regulation in the EU: The Challenges Ahead for Transmission and Distribution.
Edward Elgar Publishing, pp. 28-51.

RMI, 2015. The Economics of Load Defection. Rocky Mt. Inst. 71. doi:10.1002/0471755621.ch15

Ruester, S., Schwenen, S., Batlle, C., Pérez-Arriaga, |., 2014. From distribution networks to smart
distribution systems: Rethinking the regulation of European electricity DSOs. Util. Policy 31, 229—-
237. d0i:10.1016/j.jup.2014.03.007

Ruester, S., Von Hirschhausen, C., He, X., Egerer, J., Glachant, J.-M., Marcantonini, C., 2012. EU
Involvement in Electricity and Natural Gas Transmission Grid Tarification. Final Rep. THINK - Top.
6. d0i:10.2870/35676

Ruiz, C., Conejo, A.J., 2009. Pool strategy of a producer with endogenous formation of locational
marginal prices. IEEE Trans. Power Syst. 24, 1855—-1866. doi:10.1109/TPWRS.2009.2030378

Saguan, M., Keseric, N., Dessante, P., Glachant, J., 2006. Market Power in Power Markets: Game Theory
vs. Agent-Based Approach. 2006 I|EEE/PES Transm. Distrib. Conf. Expo. Lat. Am. 1-6.
doi:10.1109/TDCLA.2006.311439

Saguan, M., Meeus, L., 2014. Impact of the regulatory framework for transmission investments on the
cost of renewable energy in the EU. Energy Econ. 43, 185-194. d0i:10.1016/j.eneco0.2014.02.016

Schill, W.-P., Zerrahn, A., Kunz, F., 2017. Prosumage of solar electricity : pros, cons, and the system
perspective. Econ. Energy Environ. Policy 6, 7-32.

Schittekatte, T., Meeus, L., 2018. Distribution network tariff design in theory and practice. RSCAS Work.
Pap. 2018/19.

Schittekatte, T., Momber, I., Meeus, L., 2018. Future-proof tariff design: recovering sunk grid costs in
a world where consumers are pushing back. Energy Econ. 70, 484-498.
doi:10.1016/j.eneco.2018.01.028

Schittekatte, T., Stadler, M., Cardoso, G., Mashayekh, S., Sankar, N., 2016. The impact of short-term
stochastic variability in solar irradiance on optimal microgrid design. IEEE Trans. Smart Grid 99.
doi:10.1109/T75G.2016.2596709

Schmidt, O., Hawkes, A., Gambhir, A., Staffell, I., 2017. The future cost of electrical energy storage

128



based on experience rates. Nat. energy 2, 1-8. doi:10.1038/nenergy.2017.110

Siddiqui, S., Gabriel, S.A., 2013. An SOS1-Based Approach for Solving MPECs with a Natural Gas Market
Application. Networks Spat. Econ. 13, 205-227. d0i:10.1007/s11067-012-9178-y

Sidhu, A.S., Pollitt, M.G., Anaya, K.L., 2018. A social cost benefit analysis of grid-scale electrical energy
storage projects : A case study A social cost bene fi t analysis of grid-scale electrical energy storage
projects : A case study. Appl. Energy 212, 881-894. doi:10.1016/j.apenergy.2017.12.085

Simshauser, P., 2016. Distribution network prices and solar PV: Resolving rate instability and wealth
transfers through demand tariffs. Energy Econ. 54, 108—122. doi:10.1016/j.enec0.2015.11.011

Suari, M., Huld, T.A., Dunlop, E.D., Ossenbrink, H.A., 2007. Potential of solar electricity generation in the
European Union member states and candidate countries. Sol. Energy 81, 1295-1305.
doi:10.1016/j.solener.2006.12.007

Thompson, A.W., 2018. Economic implications of lithium ion battery degradation for Vehicle-to- Grid
(V2X) services. J. Power Sources 396, 691—709. doi:10.1016/j.jpowsour.2018.06.053

Trabish, H., 2018. Herding cats: California PUC President Picker on the new DER Action Plan [WWW
Document]. URL https://www.utilitydive.com/news/herding-cats-california-puc-president-
picker-on-the-new-der-action-plan/436492/ (accessed 11.15.18).

Uddin, K., Gough, R., Radcli, J., Marco, J., Jennings, P., 2017. Techno-economic analysis of the viability
of residential photovoltaic systems using lithium-ion batteries for energy storage in the United
Kingdom. Appl. Energy 206, 12-21. doi:10.1016/j.apenergy.2017.08.170

Van Den Bergh, K., Bruninx, K., 2015. Towards an improved distribution tariff for electricity. KU Leuven
Master thesis.

Weidlich, A., Veit, D., 2008. A critical survey of agent-based wholesale electricity market models.
Energy Econ. 30, 1728-1759. doi:10.1016/j.eneco0.2008.01.003

Weijde, A.H. Van Der, Hobbs, B.F., 2012. The economics of planning electricity transmission to
accommodate renewables : Using two-stage optimisation to evaluate fl exibility and the cost of
disregarding uncertainty. Energy Econ. 34, 2089-2101. doi:10.1016/j.eneco.2012.02.015

Wolak, F.A., 2018. The Evidence from California on the Economic Impact of Inefficient Distribution
Network Pricing. Work. Pap.

Wood, L., Hemphill, R., Howat, J., Cavanagh, R., Borenstein, S., Deason, J., Schwartz, L., 2016. Recovery
of Utility Fixed Costs: Utility, Consumer, Environmental and Economist Perspectives.
doi:10.2172/1342757

Zugno, M., Morales, J.M., Pinson, P., Madsen, H., 2013. A bilevel model for electricity retailers’
participation in a demand response market environment. Energy Econ. 36, 182-197.
doi:10.1016/j.eneco0.2012.12.010

129



APPENDICES

A. The complete mathematical model

A.1 Overview of the used sets, parameters and variables

Sets

i:1,..,N: Consumers types

t: 1,..,T: Time steps with a certain granularity

Parameters

Upper-level

SunkGridCosts: Sunk annualised grid costs, scaled per average consumer [€]

IncrGridCosts: Incremental annualised grid cost per kW increase/decrease of the coincident peak
demand/injection, scaled per average consumer [€/kW]

DPeak: (Default) coincident peak demand before investment in DER by active consumers, scaled per
average consumer [kW]

WF: Weighting factor, indicating the inaccuracy in the network cost driver [-]

NM: Factor indicating whether net-metering (1) or no net-metering (0) or bi-directional volumetric
charges (-1) are in place [-]

PC; : Proportion of consumer type i

TotalOtherCosts: all other costs paid through the electricity bill, e.g. policy costs, annualised and scaled
per consumer [€]

BGC; : Baseline volumetric grid charges paid before investment in DER for consumer type i [€]

Cap;: Cap on the increase of grid charges paid for consumer type i [%]

Lower level

WDT: Scaling factor to annualise, dependent on length of the used time series and time step [-]

DT: time step, as a fraction of 60 minutes [-]

D, ;: Original demand at time step t of agent i [kW]

MS; : Maximum solar capacity that can be installed by agent i [kW]

MB; : Maximum battery capacity that can be installed by agent i [kWh]

SY,;: Yield of the PV panel at time step t of agent i [kKWh/kW peak]

EBP,: Energy price to be paid by agent for buying from the grid [€/kWh]

ESP,: Energy price received by agent for buying from the grid (feed-in tariff) [€/kWh]

AICS: Annualised investment cost solar PV [€/kW peak]

AICB: Annualised investment cost battery [€/kWh]

BDR: Ratio of max power output of the battery over the installed energy capacity [-]
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BCR: Ratio of max power input of the battery over the installed energy capacity [-]

EFD: Efficiency of discharging the battery [%]

EFC: Efficiency of charging the battery [%]

LR: Leakage rate of the battery [%]

SOC,: Original (and final) state of charge of the battery [kWh]

OtherCosts: other costs paid through the electricity bill, e.g. policy costs [€]

PrDSM;: Max. percentage of the demand at any time step that can be shifted by DSM [%)]
CDSM;: Cost of DSM per kWh shifted [€/kWh]

Variables

UL decision variable

vnt : Volumetric network tariff [€/kWh]

cnt: Capacity network charge [€/kW peak]

fnt: Fixed network charge [€/connection]

cpp,: Time-varying network charge [€/kWh] (free variable)

CoincidentPeak: The coincident (aggregated) peak demand after optimisation (highest absolute of
value of the positive/negative coincident peak), scaled per average consumer [kW]

CPeakDemand: Positive coincident peak demand after optimisation, scaled per average consumer
[kw]

CPeakInjection: Negative coincident peak demand after optimisation, scaled per average consumer
[kw]

TotalGridCost: Total annualised grid cost, scaled per average consumer [€]

TotalDERcosts: Total annualised investment cost in DER, scaled per average consumer [€]
TotalEnergyCosts: Total annualised energy cost, scaled per average consumer [€]
TotalDSMCosts: Total annualised demand side management operational cost, scaled per average
consumer [€]

LL decision variable

GridCharges;: Annualised grid charges for agent i [€]

DERCosts;: Annualised investment cost in DER for agent i [€]

EnergyCosts;: Annualised energy cost for agent i [€]

DSMCosts;: Annualised demand side management operational cost for agent i [€]
qw,;: Energy bought at time step t by agent i [kW]

qi.;: Energy sold at time step t by agent i [kW]

gmax;: Peak demand of agent i over the length of the considered time series [kW]
soc, ;: State of charge of the battery of agent i at step t [kWh]

gbout, ;: Discharge of the battery of agent i at step t [kW]
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gbin,;: Power input into the battery of agent i at step t [kW]

is;: Installed capacity of solar by agent i [kW]

ib;: Installed capacity of the battery by agent i [kWh]

uDSM, ;: Energy increased at time step t by agent i due to DSM (shifted from another time step) [kW]

dDSM, ;: Energy decreased at time step t by agent i due to DSM (shifted to another time step) [kW]

A.2. Original optimisation problems

The upper-level problem for a total system cost minimising regulator

Objective function, the minimisation of total system costs:
Minimise TotalGridCosts + TotalDERcosts + TotalEnergyCosts + TotalDSMCosts + TotalOtherCosts (A1)

With its components being:

TotalGridCosts = SunkGridCosts + IncrGridCosts * (DPeak — WF = (DPeak — OPeak)) (A2)
TotalDERcosts = YN, PC; * (is; * AICS + ib; * AICB) (A3)
TotalEnergyCosts = Yi_; Y1 PC; * (qwy; * EBP, — qiy; * ESP,) x WDT (A4)
TotalDSMCosts = Y1, ¥, PC; * (dDSM,;) * CDSM; * WDT (A.5)

Finding the aggregated peak demand in absolute value:

CoincidentPeak = Max{CPeakDemand, CPeakInjection} (A.6)
CPeakDemand = Max {3, PC;(qwy; — qir;) Vt} (A7)
CPeakInjection = Max {¥; PCi(qir; — qwy;) Vt} (A.8)

Cost recovery Eq. of the upper-level (A.9) with a cap on the increase of grid charges of the passive
consumer (i2) (A.10):

TotalGridcosts = vnt * Y-, >N, PC; * (qwt_i — NM = qit_i) * WDT + cnt + YN, PC; * qmax; + Yieq 2N, PC; * cpp, *
(qwe,; — qic) x WDT + fnt (A.9)
vnt * Z{=1(th,’iz’ — NM = qit'/iz/) * WDT + cnt * qmax,;,r + CPPy; * >, Z?I:l PC; x (qw; — qig;) * WDT + fnt <
BGC,jz, * (1 + Cap,iz/) (A.10)

The lower level problem for an electricity cost minimising consumer

Objective function per consumer type i, the minimisation of individual electricity cost:
Minimise GridCharges; + DERCosts; + EnergyCosts; + DSMCosts; + OtherCharges (A11)

With:

GridCharges; = Yi_1(qwe; — qiz; * NM) = vnt « WDT + gmax; x cnt + Yi—1(qwe; — qiy;) * cppy * WDT + fnt

Vi (A12)
DERCosts; = is; * AICS + ib; = AICB Vi (A13)
EnergyCosts; = Y1—,(qw,; * EBP, — qi,; * ESP;) x WDT Vi (A14)
DSMCosts; = ¥.i_,(dDSM, ;) » CDSM; * WDT Vi (A.15)
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Constraints (including duals):

qwe; — qig; +is; * SYy; + qgbout,; — qbing; + dDSM,; — uDSM,; — Dy; = 0 Vit
socy; — qbin, ; * EFC* DT + (qbout, ;/EFD) * DT — SOCy = 0 Vi
soc,; — qbin,; * EFC DT + (gbout,; /EFD) * DT — soc,_y; * (1 — LR* DT) = 0 Vit+1
socr; —SOCy =0 Vi
Y19 (uDSM,; — dDSM,;) = 0 Vi
—qmax; + qwg;+qir; <0 Vit,i
soc;—ib; < 0 Vit,i
qbout,; —ib; * BDR <0 Vt,i
qbin.; —ib; * BCR < 0 Vit,i
dDSMy; — PrDSM; * Dy; < 0 vt i
—qw,; <0 Viti
—qir; <0 Vit i
—~s0¢y; <0 Vi
—qbout,; <0 Vit,i
—qbin,; <0 Vit
—dDSM;; <0 Vit,i
—uDSM;; <0 Vit,i
is;—MS; <0 Vi
ib; — MB; <0 Vi
—is; <0 Vi
—ib; £0 Vi
—gqmax; <0 Vi
/1?.[,/1?,9li,i'l?,pli,plf,plf’,plﬁi,li,z,l{,i,l’éz,li,i =0 Vit i
A A0, 8,28,> 0 Vi

Eq. (A.37) is noted down for completeness, the constraint is implied by Eq. A.21, A.26 and A.27.

A.3. MPEC reformulation as a MILP

A.3.1 Method 1 to transform the bilinear products in Eq. A.9: discretisation

Newly introduced sets, parameters and variables

Sets

(u?,i)
(Hf,i)
(M? * 1,i)
(1)
uf
)
a2
(A8
)
(A8
@l
)
(&)
(L)
@l
)
(o)
am
an
9
)
@h

(A.16)
(A17)
(A.18)
(A.19)
(A.20)
(A21)
(A22)
(A.23)
(A24)
(A.25)
(A.26)
(A27)
(A.28)
(A.29)
(A.30)
(A31)
(A32)
(A33)
(A34)
(A35)
(A36)
(A37)
(A.38)
(A.39)

k: 1...K: Index of auxiliary binaries (by) to discretise the bilinear product (including vnt) in Eq. (A.9)

I: 1...L: Index of auxiliary binaries (b;) to discretise the bilinear product (including cnt) in Eq. (A.9)

m: 1...M: Index of auxiliary binaries (b;, ;) to discretise the bilinear product (including cpp,) in Eq. (A.9)

Parameters

6: Allowed band wherein the grid costs charges can differ from the grid charges collected as a

percentage of the total grid costs [%]
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Ay: Step of vnt when discretised [-]

AQ: Step of cnt when discretised [-]

AB: Step of cpp, when discretised [-]

MP2: Large scalar used to discretise the bilinear product (including vnt) in Eq. (A.9) [-]

MPDb. Large scalar used to discretise the bilinear product (including cnt) in Eqg. (A.9) [-]

MPC: Large scalar used to discretise the bilinear product (including cpp;) in Eq. (A.9) [-]
Variables

by : Binary variables used to discretise the bilinear product (including vnt) in Eq. (A.9)

blb: Binary variables used to discretise the bilinear product (including cnt) in Eqg. (A.9)

by, ¢ Binary variables used to discretise the bilinear product (including cpp;) in Eq. (A.9)

zg: (Pos.) continuous variables used to represent the bilinear product (including vnt) in Eq. (A.9)
Zlb: (Pos.) continuous variables used to represent the bilinear product (including cnt) in Eq. (A.9)
Zpm ¢+ (POs.) continuous variables used to represent the bilinear product (including cpp;) in Eq. (A.9)

Model transformations

Transformation of the grid cost recovery equality of the upper-level

For easier convergence of the model, the grid cost recovery Equality (A.9) is replaced by two
constraints (A.40-41) making sure that the network charges collected from the consumers are within
a band (1+6) of the grid costs to be recovered. In the performed runs & is set to 0.1%.
TotalGridCost x (1 — 8) — vnt * Xi_; XL, PC; * (qwy; — NM * qir;) * WDT + cnt * TN, PC; x gqmax; + CPPy; *

t=1 X1 PC; * (qwe; — qie) * WDT + fnt <0 (A40)
—TotalGridCost x (1 + 8) + vnt * X1 TN, PC; x (qwy; — NM x qi;) * WDT + cnt * Y, PC; * gmax; + CPP,; *

=1 X021 PCi * (qwr; — qig;) * WDT + fnt < 0 (A.41)

Discretising the bilinear products (of two positive continuous variables) to turn the NLP in a MIP

Formulation based on Momber (2015), page 102, Eq. 4.60-4.63. We define:

q"" = ¥i_; XIL; PCi * (qwe; — NM * gip ;) * WDT (A42)
and vnt = Ay * %, 271 « b (A.43)
gmaxt°t = ¥V, PC; * gmax; (A.44)
and cnt = A9 * Y, 2171« bP (A45)
q;7? = XT_1 PC; * (qwy; — qir;) x WDT vt (A.46)
and cpp, = A8 * X, 2™ x bf, vt (A47)

It follows that:

gt xvnt = q x Ay x %, 281 x pd = Ay« ¥ 2571« 22 (A.48)
qmax®®t x cnt = gqmaxtt * Ad * ¥ 2T« P = A9+ ¥, 207 2P (A.49)
g’ cppe = q;F7 * DO x X 2™ L x bfy = AOx X, 2™ w2, vt (A.50)
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with:

Z8 >0 vk (A51)
z8 < MPa g vk (A52)
gt —z% >0 Vk (A53)
qtot —z% < MPax (1—b% ) vk (A54)
2 =0 vl (A55)
z? < MPP«pp vl (AS56)
gmaxt®t —zP >0 vl (A57)
qmaxt®t — zP < MPP«(1-bP ) vi (A58)
2, =0 vmt (A59)
Zie S MPCxbh, vmt (A60)
4P 25, 20 vmt (A61)
qPP — 25, <MPex(1—bS, ) vm,t (A.62)

MPa MPb and MPC are well calibrated and 4y, 40 and 46 are chosen to balance precision and
computational time. Eq. (A.40-A.41) and further transformed to (A.63- A.64) which is the final form of

Eq. (A.8) included in the model formulation

TotalGridCost x (1 —8) — Ay * X 2K 1wzl + Adx X2 w2l + T (A0 % T 2™t x 25, ) + fat <0 (A.63)
—TotalGridCost x (1 +8) — Ay * X 2K 1w z@ + Ad X281 w2l + ¥T(A0 % X, 2™ L 25, ) + fnt < 0 (A.64)

A.3.2 Method 2 to transform the bilinear products in Eq. A.9: strong duality theorem

The strong duality theorem says that if a problem is convex, the objective functions of the primal and
dual problems have the same value at the optimum (Castillo et al., 2001). We apply this theorem to
the lower-level problem. The objective function of the primal problem is stated in Eq. A.11. The dual

objective is derived from (A.11-39) and formulated as follows:
Maximise X7_;(ud; * Dp;) + ub; * SOCo — XT_; PrDSM; * Dy; * AZ; — MS; * A" — MB; * A} (A.65)
Thus it follows that:

Yi_1(ugi * Dy) + uf; * SOCo — Xi—;(PrDSM; * Dy * 25,) — MS; * A" — MB; * A} = X1 (qwy,; — qig; * NM) * vnt
WDT + gmax; * cnt + Xi—1(qwy; — qir;) * cppe * WDT + fnt + is; * AICS + ib; x AICB + Y1_,(qw,;  EBP, — qiy; *
ESP,) * WDT + Y7,(dDSM,;) * CDSM; * WDT (A.66)

We can reformulate A.66 as:

Yio1(qWei — Gie; * NM) * vnt * WDT + gmax; * cnt + X¢=1(qWe,; — qir;) * cppe * WDT + fnt = X1, (uf; * Dy +
12+ S0Cy — XT_ (PrDSM; = Dy + A¢;) — MS; * A" — MB; * A — (is; * AICS + ib; * AICB + X1_,(qw,,; * EBP, —
qie; * ESP) * WDT + Y1_,(dDSM,;) * CDSM; * WDT) (A.67)

If we now multiply both sides by YN, PC;:
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N1 PC; # (ST (qWei — qics * NM)  vnt  WDT + qmaix;  cnt + Sl (qwe — qir) * cppe  WDT + fnt) =

SNy PC; # (SFq(uf * Deg) + )y * SOCo — ST_y(PrDSM,; « Dy + 28) — MS; » A7 — MB; » A7 —

(iis; * AICS + ib; * AICB + X1_;(qw,; * EBP, — qi,; * ESP,) * WDT + X7_,(dDSM,;) = CDSM; *WDT))

(A.68)

We can see that the left-hand side of Eq. A.68 equals the right hand-side of Eq. A.9. Thus, we replace

the bilinear terms in the right hand side of Eq. A.9 with the linear expression on the right-hand side of

Eq. A.68.%
A.3.3 Karush-Kuhn-Tucker (KKT) conditions of the lower level

We derive the KKT conditions of the lower level problem (Eq. A.11-39):

WDT * (EBP; + vnt + cppy) + ug; + A%, — A’;i =0 Vit,i
—WDT * (ESP, + NM * vnt + cpp,) — uf; + A¢; — A7, = 0 vt i
cnt — ¥ Af; =0 Vi
phi— iy x A —LT*DT) + 42, — A% =0 vt {T}i
Wig+uf + 23— A3, =0 vt=T,i
u“+;—fr‘)*DT+A§_i—A;i =0 Vit
—u¢; — ub; *EFC+ DT+ A%, — 2L, =0 Vt,i
CDSM; * WDT + u; — pifeqay; + 6 — At =0 Vit i
—ugi + #geday,i - Afﬁ,i =0 Vt,i
AICS + X pudy *SYy; + A =29 =0 vi
AICB— Y, ul; — Y¢A5; *BDR — ¥, A%, « BCR+ A} — A7 =0 Vi
qwy; — qlg; + is; x SY¢; + gbout,; — qbing; + dDSM; —uDSM,; —D;; = 0 ygifree Vit,i
s0cy; — qbing ; * EFC + dt + L2214 DT — S0Co = 0 Wb free Vi
S0ce; — qbing; * EFC + dt + Tt 4 DT — s0c,_y ; * (1 = LR+ DT) = 0 Wi free  Vi#1,i
socy; —SOCy =0 uf free Vi

TEday(uDSM“ — dDSM“) =0 uf free Vi
0 < gmax;—qw,; —qiy; 128 = Vit,i
0 < ib; —socy; L2, =0 vt,i
0 < ib; * BDR — gbout,; LA = Vit,i
0 < ib; * BCR — gbin,; L2, =0 Vt,i
0 < PrDSM; * Dy; — dDSM,; L2 > vt,i
0 < qwy; LA, >0 vt
0 < qig; L2, =20 Vt,i
0 < socy; 1 A?l > Vit,i
0 < gbout;; 1 A‘“ > Viti
0 < gbin,; 1 A{L > Vit,i

83

(A.69)
(A.70)
(A.71)
(A.72)
(A73)

(A74)

(A.75)
(A.76)
(A77)
(A.78)
(A.79)
(A.80)

(A81)

(A.82)
(A.83)
(A.84)
(A.85)
(A.86)
(A.87)
(A.88)
(A.89)
(A.90)
(A.91)
(A.92)
(A.93)

(A94)

N, PC; * fnt = fnt as each consumer pays the same fixed charge. Also, fnt is a constant for the lower level

objectlve and therefore is subtracted from the right-hand side of Eq. 68 when substituting it with the right hand

side of Eq. 9.
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0 < dDSM,; LA, =0 Vt,i (A.95)
0 < uDSM,; LA, =0 Vt,i (A.96)
0 < MS; —is; LAm >0 vi (A.97)
0 < MB; — ib; LAt >0 vi (A.98)
0 <is; L2 =0 vi (A.99)
0 < ib; LA >0 Vi (A.100)

Eg. (A.85-A.100) are complementarity constraints. We linearise these constraints by replacing them
with disjunctive constraints using the method described in Fortuny-Amat and McCarl (1981).
Alternatively, a transformation using SOS1 variables as explained in Siddiqui and Gabriel (2013) or can

be implemented as indicator constraints (GAMS, 2018). In the final formulation, we can also substitute

f g J
Atl’ltl' tl'A

p
L Af, ALy, A2 and A7 out.

Newly introduced sets, parameters and variables

Parameters
M2, MP, M€, M4, Me, Mf, M8 MP M, MJ, MK, M!, M™ M©° ,MP: Large scalars used to transform
complementarity constraints (A.85-A.100) into disjunctive constraints [-]

Variables

a b .c _d f .9 .h i J k1 .m_n_o. P nqi ;
rt’l-,rt’l-,rt‘i,rt‘i,rt‘l,rtl,rtl,rt'i,rtll,rtl,rt'i,rt'i,rl- , 17,1, 7; + Binary variables used to transform

complementarity constraints (A.85-A.100) into disjunctive constraints [-]

qmax;—qwg; — qip; < M? x (1 - rt‘,’i) Vti (A101) and Af; < M2 1y vVt i(A 102)
ib — socy; <MPx(1—1f) Vti (A.103) and A}; < MP«7f vt i(A 104)
ib; * BDR — gbout,; <M*(1—r1f) Vi (A.105) and A5; < MC* 1§ v t,i (A 106)
ib; *x BCR—gbin,; <M%x(1—-1%) Vi (A.107) and A¢; < M4 xrf V t,i(A.108)
PrDSM; = D;; — dDSM,; < M®* (1 —1f) Vt,i (A.109) and Af; < M®*1§ v t,i(A.110)
qwe; < MFx(1-17) vti (A111) and

WDT * (EBP, + vnt + cpp) + uf + A4 < MExrf; Vit i(A112)

qic; < MBx*(1-1] vt,i (A113) and

—WDT * (ESP, + vnt * NM + cpp,) — u; + 23, S MEx1f  Vt,i(A114)

socy; <MPx(1—1l) Vti (A115) and A}, < MPxrl v t,i(A116)
qbout,; <M« (1—78) Vti (A117) and uf; + é‘;]‘) DT+ 25, < Mixr, Vt,i(A118)
gbing; <M (11, Vi (A119) and —pf; —pl *EFC+DT+2¢, < M+, Vt,i(A120)
dDSM,; <MK« (1—-1k) vti (Al121)

and CDSM; * WDT + uf; — tfeqay; + A5; < MK+ 15 vt i (A122)

uDSM,; <M (1—14) Vi (A123) and —uf; + pfegay; < MPxrh Vit i(A124)
MS; — is; SM™ (1 —1™) Vi (A125) and A" < M™xr" Vi (A.126)
MB; — ib; <M"* (1 —1") Vi (A127) and A? < MM s Vi (A128)
isi <SM°x(1—-10) Vi (A129) and AICS + X, puf; * SYe; + /1{ < MO 7y Vi (A.130)
ibj <MPx(1—-17) Vi (A131) and
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AICB— %22, — ¥, 25, *BDR — ¥, A%« BCR+ Af <MP 1P Vi (A132)

A.3.4. Final model formulation

The final model formulation is composed of Eq. (A.1-8) and (A.10). Eq. (A.9) can be transformed using

discretization or the strong duality theorem. The lower level problem is incorporated in the MILP by
Eqg. (A.16-A.39), Eq. (71-73) and (A.101-A.132).
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B. Appendix Chapter 2

This Appendix has three aims. Firstly, to test the sensitivity of the results discussed in the body of the
paper to the length of the time series for demand and PV yield. Second, to show the sensitivity of the
results to different demand and PV yield profiles. And third, to highlight the impact of seasonality on
the results. The Appendix is build up out of two sections. B.1. describes the data used for the sensitivity
analysis. All other input data remains the same as in the body of the paper unless explicitly mentioned.

Results are presented in B.2.

B.1.. Data sensitivity analysis

Next to the one-day reference demand and PV yield time series applied in the body of the paper, three
additional time series for demand and five for the solar yield are build up. These two-week time series
(336h) are obtained by randomising and scaling the original one-day reference profiles. In Figure B.1,

the time series are visualised (left) and key metrics are displayed (right).

’ Demand Yearly Peak
|
E‘ 37 profiles consumption  demand
: [kWh] [kw]
S 1
i 0 Low 3750 2.5
t1 t25 t49 73 t97 t121 t145 169 193 t217 t241 265
Time [h] Reference 6500 3
Low demand —— Reference demand —— High demand ngh 11000 5

PV  vyield Yearly solar yield

profiles [kWh/kWp]
Low 960
3 TR Reference 1160 (I/h seasonality)
T [h] . .
Low PV yield ~— Ref P:/”\‘/TPMIIOW seasonality ——— High PV yield low seasonality ngh 1360 (I/h Seasonallty)

Ref PV yield high seasonality —— High PV yield high seasonality

Figure B.1: Left- Time series for demand (up) and PV yield (down). Right — key metric of the data

B..2. Results sensitivity analysis

In Table B.2 the results with the runs of the one-day reference profiles which are used in the body of
the paper are compared to the runs with the same profiles, but randomised and with a length of two-
weeks. The results are shown for the four states of the world, all other parameters remained the same.
The trends of the results are the same, the obtained values can change slightly in some states of the
worlds for certain tariff structures. In general, higher variability in the time series leads to slightly less
complementarity of PV and batteries, see e.g. the installed capacity of PV and batteries under TS2 and
TS3 in the maturing DER scenario for the 24h and 336h time series. Also, from e.g. TS3 under the

maturing battery and expensive PV scenario and TS3 under the maturing DER scenario, it can be seen
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that the metric for equity issues tends to decline slightly with longer time series. This can be explained
by the fact that with longer time series slightly more investment in DER is needed to reduce the grid
charges of active consumers with the same amount than when shorter time series are used. In other
words, it can be said that due to higher variability in demand and PV yield, the value of PV and/or
batteries declines slightly for active consumers.

Table B.2: Results for the runs with the reference demand and solar profiles (24h and 336h) in the
four states of the world.

Immature DER Maturing battery and  Maturing PV and expensive battery Maturing DER

expensive PV

TS1/ TS3 TS1/ TS3
TS1 TS2 TS3 TS1 TS2 TS3
TS2 TS2
24h/ 24h 336h 24h/ 24h 336h 24h/ 24h 336h 24h 336h 24h/ 24h 336h 24h 336h
336h 336h 336h 336h
Efficiency issue
0 1.7 0.3 0 5.9 6.5 4.0 0.6 0.4 2.2 0.4 4.0 0.8 0.7 9.4 7.8
[%]
Equity issue [%]* 0 7.9 1.5 0 32.7 29.1 80 5.9 4.0 9.5 1.7 80 6.7 5.8 48.5 34.7
PV active
0 0 0 0 0 0 5 0.6 0.5 0.6 0 5 0.9 0.7 2.6 0.8
consumer [kWp]
Battery active
0 0.6 0.1 0 4.1 4.9 0 0 0 0.6 0.1 0 0.5 0.3 5.6 5.5
consumer [kWh]

In Table B.3, the results for five additional runs under the different tariff structures are given. Four
combinations are made with the new time series for demand and solar yield shown in Appendix B.1.
Additionally, the run in which the high demand profile is combined with the high PV yield profile is ran
twice. First, with an upper boundary of 5 kWp for the PV capacity installed by the active consumers.
Second, with this upper boundary set to 10 kWp. 50 % of active consumers are assumed and the
mature DER scenario (low investment cost for PV and batteries) is used. All other parameters remained
the same. The relative performances of the tariff structures are in line with the results of the reference

demand and PV yield series shown in the body of the paper.
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Table B.3: Results for the additional runs under the different tariffs structures. Technology cost of
maturing DER scenario.

Low demand/ Low solar Low demand/ High solar High demand/ Low solar High demand/ High solar yield low seasonality
yield yield low seasonality yield (different max. PV)
TS1 TS2 TS3
TS1 TS2 TS3 TS1 TS2 TS3 TS1 TS2 TS3 5 10 5/10 5 10
kWp kWp kWp kWp kWp
Efficiency issue [%] 12.5 0.6 5.1 1.5 0.9 5.9 4.0 0.7 2.9 0.4 1.0 1.5 33 7.8
Equity issue [%]* 100 3.8 34.0 100 7.7 42.7 27.6 3.7 16.9 44.6 100 9.6 223 40.4
PV active consumer
5 0.3 0 5 0.5 2.6 5 1.0 0 5 10 1.7 5 6.9
[kWp]
Battery active
0 0 2.2 0 0.4 2.3 0 0.1 3.8 0 0 1.9 4.1 9.5
consumer [kWh]

* An equity issue of 100 % (with 50% of active consumers) implies the grid charges for passive consumers are doubled because the active
consumers are not paying any grid charges anymore. This can occur under volumetric charges with net-metering if active consumers export
more electricity than they consume. It is chosen not to allow active consumers to have negative grid charges. However, the energy cost could
become negative and results in a negative electricity bill when selling a high volume of electricity.

Lastly, in Table B.4 results are shown which highlight the impact of seasonality on the results. Again,
the technology cost of the maturing DER scenario is assumed. Seasonality is an important factor as the
behaviour of a PV-plus storage system in the middle of winter can be very different from that same
system in high summer. Two additional cases are investigated. Case 1, with increased seasonality in
the reference 2-week solar yield profile and the reference demand profile. And case 2, with increased
seasonality in the 2-week high solar yield profile and the high demand profile. No seasonality in the 2-
week randomised demand profiles is included as this is very dependent on hard-to-predict specific
consumer habits and heating/cooling technologies in place. The results in Table B.4 indicate that
seasonality does not impact TS1. As described before, with volumetric charges with net-metering PV
adoption is over-incentivised and there is no business case for batteries, independently of seasonality.
Under TS2 seasonality lowers the incentive to self-consume. In winter months the synergy between

PV and batteries is weak, wherefore the investments in these technologies are slightly lower than in

the run with lower seasonality.

Table B.4: Results for the additional runs under the different tariffs structures to test for the
impact of increased seasonality. Technology cost of maturing DER scenario.

Case 1: Reference demand/solar yield Case 2: High demand/high solar yield
TS1 TS2 TS3 TS1 TS2 TS3
Seasonality Low/High Low | High | Low | High Low/High Low High Low | High
Efficiency issue [%] 4.0 0.7 0.4 7.8 6.7 0.4 15 0.2 33 7.5
Equity issue [%] 80 5.8 4.4 34.7 30.2 44.6 9.6 4.7 223 40.6
PV active consumer
5 0.7 0.6 0.8 0.5 5 1.7 1.25 5 5
[kWp]
Battery active
0 0.3 0.2 5.5 5 0 1.9 0.3 4.1 9.3
consumer [kWh]
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The most interesting results are observed for TS3, in case 1 the inefficiencies and equity issues
decrease slightly with more seasonality in the solar yield profile. The opposite happens in the case 2.
Snapshots of the dispatch of the active consumer under TS3 of both cases for 2 days (one summer and
one winter day) under TS3 are depicted in Figure B.2 below. It can be seen in both cases that active
consumers are incentivised to do peak shaving. In case 1, as the solar irradiation on winter days is very
low, again the synergies between PV and batteries are slightly weakened. The reverse happens in case
2. In the case 2, a consumer following his self-interest is willing to invest in more batteries capacity to
limit its injection peak which could exceed its withdrawal peak to enjoy the very high PV generation in
summer. Figure B.2 shows that especially for case 2, in which the active consumer installs a high PV

capacity, the seasonality impacts the dispatch.

Case 1: Reference demand/solar yield profile Case 2: High demand/solar yield profile
3 Summer day Winter day Summer day Winter day
2.5 5
2 4 BN Battery discharge
15 3 : PV production
E 1
1 2 A : . Grid withdrawal
\
E O'Z E 1 l I“' \-" Wi BN Battery charge
S 0 n 0 - m oo i ey PR s Grid injection
-05 €49 Sgoo £33 SRR I3
. = IR o - = = Original demand
-1 2
-15 2
Ly s

Figure B.2: Snapshots of the dispatch of the active consumer under capacity-based charges for the
reference demand/solar yield profile and the high demand/high solar yield profile (max. PV
installed: 5 kW), both with increased seasonality.
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C. Appendix Chapter 3

C.1 The central planner model

The central planner model is formulated as a linear programme (LP). The central planner formulation
has the same objective and constraints as the upper-level regulator in the MPEC (A.1-A.7) plus contains

the constraints of the lower-level problem (A.14-A.31).

The main difference with the MPEC model is that there is no network tariff formulated in the central
planner case, as the consumers do not need to be coordinated. As such, also no cost-recovery
constraint (A.8) is included. Because of the same reason, also the lower-level objective function is
removed. Instead of consumers reacting in their own interest, the central planner decides unilaterally
about their actions. The central planner acts in the interest of all aggregated consumers. As there is no
network tariff in place, also the notion of fairness, or redistributive effects, cannot be captured with a
centralised modelling approach, plus the central planner is indifferent to which consumer installs what
technology. As an example of the different results between the decentralised MPEC model and the
central planner, the outcomes for the numerical example used throughout the paper is compared
between both approaches in

Table B.1.

Table B.1: Comparison of the results for total system costs between the model applied in the body
of the paper (Decentralised MPEC) and a central planner approach for the numerical case study

presented in the body of the paper.

50 % active consumers
Decentralised MPEC
Total system costs relative to baseline case Central planner
(Table 3-4 plus Fig. 6)
(=no DER & volumetric network charges)
100 % Sunk grid costs 0.0% 0.0%
Perfect proxy, no fairness -
50 % Sunk & 50 % Prospective -1.4% -23%
consideration
100 % Prospective grid costs -6.8% -11.3%
100 % Sunk grid costs 0.0% 0.0%
Imperfect proxy (WP=75%),
50 % Sunk & 50 % Prospective -0.3% -0.5%
no fairness consideration
100 % Prospective grid costs -4.0 % -6.6%
Imperfect proxy (WP=75%), 100 % Sunk grid costs 0.6 %
fairness consideration | 50 % Sunk & 50 % Prospective 0.1% No notion of fairness
(Cap=10%) 100 % Prospective grid costs -4.0 %
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It can be seen that in all cases except for the scenario with 100 % sunk grid costs, the central planner
performs better than the decentralised model in terms of lowering the total system costs. This can be
explained by the fact that the central planner is always (equally or) less constrained than the upper-

level regulator in terms of optimising its objective function.

For example, regarding the result for 100 % prospective grid costs in the case we assume a perfect
proxy for the network cost driver and do no fairness issues. In the central planner case, each active
consumer ideally installs a battery of 6.2 kWh. By utilising this battery in an optimal way, the original
system peak can be reduced with 58.3 %. This point seems to be the (theoretically) optimal trade-off
between battery investment by consumers and a reduction of the needed maximum capacity of the
grid. However, in the decentralised model outcome, each active consumer will install a battery of 3.7
kWh, leading to a system peak reduction of 35.0 %. In this case, the optimal trade-off point between
DER adoption and grid capacity is not reached, leading to a higher total system costs. The benchmark
system costs could be reached if each active consumer would increase its investment in batteries to
6.2 kWh. However, this does not happen as the regulator cannot design a network tariff by which a
self-interest pursuing active consumer would reduce his individual electricity cost while increasing its
investment in batteries. An active consumer will install DER until a point it is still profitable for
him/herself. Possibly by applying critical (system) peak pricing, which is not implemented in this paper,

the system costs could be brought closer to the system cost obtained in the central planner approach.

C.2. Additional sensitivity analysis: consumer profiles, solar yield profiles and time-varying

energy prices

In order to extend the numerical results presented in the body of the paper, additional results are
presented in this appendix. Sensitivity analysis is done regarding the consumer demand profiles, the
solar PV yield profile and the energy prices. Results are run for three consumer demand profiles; in
Figure C.1 the average demand profiles are shown. These average demand profiles are scaled so that
the passive consumer consumers 2/3 of the annual electricity of the active consumer, the same

proportion as in the consumer demand series presented in Section 4.2.
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Figure C.2: Three 2-week solar PV yield profiles (including
seasonality)

The different solar yield profiles are shown in Figure C.2. As in the solar PV yield profile presented in
the body of the paper, also seasonality is included. The reference consumer demand profile and the
reference solar yield profile have the same average annual demand, peak and respectively solar yield
as the numerical example in the body of the paper. However, in contrast to the time series presented
in the body of the paper, the time series in this appendix are longer, namely 336h instead of 48h which
represent a year. This is done because the timing of consumption and solar PV output is critically
important for the economics of solar plus storage (see for example Neubauer and Simpson (2015)).

Next to consumer demand profiles and solar PV yield, additional sensitivity analysis is done for the
(exogenous) retailer energy prices. In the body of the paper, a constant retailer energy price of 0.08
€/kWh is assumed. In this appendix we introduce two alternative time-of-use (TOU) profiles. In Figure
C.3 the different options are shown. The TOU1 profile is ‘solar PV friendly’ as during hours that solar
PV is producing an energy price is charged which is slightly higher than the flat energy charge. The
TOU2 profile charges relatively high prices during the evening, when consumer demand is expected to
peak and charges a relatively low price during the hours that solar PV is producing a lot. The TOU2
profile is less ‘solar PV friendly’ but might induce battery investment due to significant relative changes
in the energy price during the day. These daily energy price patterns are deemed representative for
the year. To be able to compare results among the three energy price profiles, the TOU1 and TOU2
profile are scaled to make sure that in the baseline scenario (no DER) the weighted average energy
price per consumer type is equal over the different energy price profiles. This means that the average

energy price of the TOU1 and TOU2 profile will be slightly lower than 0.08 €/kWh. This is because
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consumers have a higher demand during the times that the energy prices are relatively higher for these

profiles.
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Figure C.3: Three profiles for energy prices
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The results are shown in Table C.2-4. The grid cost scenario with 50 % sunk costs and 50 % prospective

costs is assumed. Further, an imperfect proxy of the network cost driver is assumed (WF=0.75). The

least-cost solution is computed. If multiple equilibrium network tariffs exist, the network tariff

resulting in the lowest increase of network charges for the passive consumer is selected. The main

findings of the sensitivity analysis are the sensitivity of results to how attractive solar PV investment is

and that fact that TOU energy retail prices can interact with network tariff design. These findings are

briefly discussed in Section 7.1 in the body of the paper.

Table C.2: Results for the reference demand time series (336h). Sensitivity: solar yield and energy

price profiles

Results compared to baseline

(=no DER & baseline network tariff)

Reference demand/

low solar irradiation

(expensive solar PV)

Reference demand/
reference solar irradiation

(medium price solar PV)

Reference demand/

high solar irradiation

(cheap solar PV)

Energy price (same baseline weighted Flat Flat
Flat TOU 1 TOU 2 TOU 1 TOU 2 Flat TOU 1 TOU 2
average energy price per consumer) (48h) (336h)
A total system costs -04% -07% -19% | -03% -04% -07% -19% | -05% -1.2% -19%
A total grid costs -62% -62% -84% | -75% -62% -62% -84% | -63% -66% -84%
A total energy costs 02% -05% -43% | 07% 0.2% -05% -43% -9% -49% 4%
PV active consumer [kWp] 0 0 0 0 0 0 0 0.9 4.7 0
Battery active consumer [kWh] 1.5 15 2.6 1.8 15 1.5 2.6 1.5 14 2.6
A network charges passive consumer | 3.8% 4.4 % 26% 122% 119% 13.2% 6.6 % 15.2% 15.2% 13.1%
Fixed network charges 0.0% 7.4% 0.0% 528% 330% 463% 23.7% | 57.0% 528% 56.6%
Vol. network charges (net-purchase) 46.0% 422% 528% | 143% 11.4% 7.5% 36.3% 0.0% 0.0% 10.0 %
Capacity-based network charges 540% 504% 472% | 329% 55.6% 462% 40.0% | 43.0% 472% 33.4%
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Table C.3: Results for the low demand time series (336h). Sensitivity: solar yield and energy price

profiles

Results compared to baseline

(=no DER & baseline network tariff)

Low demand/

low solar irradiation

(expensive solar PV)

Low demand/
reference solar irradiation

(medium price solar PV)

Low demand/
high solar irradiation

(cheap solar PV)

Energy price (same baseline weighted

Flat TOU 1 TOU 2 Flat TOU 1 TOU 2 Flat TOU 1 TOU 2
average energy price per consumer)
A total system costs -0.2% -0.5% -0.6 % -0.2% -0.5% -0.6 % -03% -0.9% -0.9%
A total grid costs -5.0% -5.0% -5.0% -5.0% -5.0% -5.0% -6.1% -73% -7.2%
A total energy costs 0.3% -0.5% -0.6% 0.3% -0.5% -0.6% -101%  -251% -13.8%
PV active consumer [kWp] 0 0 0 0 0 0 0.6 1.4 0.74
Battery active consumer [kWh] 0.8 0.8 0.8 0.8 0.8 0.8 0.9 1.1 1.1
A network charges passive consumer 44 % 5.0% 4.4 % 12.0% 13.3% 12.8% 15.5% 15.6 % 153 %
Fixed network charges 03% 25.1% 23.3% 32.8% 60.1 % 58.9% 65.9 % 68.3 % 50.8 %
Vol. network charges (net-purchase) 357% 439% 468% 43 % 11.7 % 14.2 % 0.5% 0.5% 0.6 %
Capacity-based network charges 64.0 % 31.0% 29.9% 62.9% 282 % 26.9% 33.6% 312 % 48.6 %

Table C.4: Results for the high demand time series (336h). Sensitivity: solar yield and energy price

profiles

Results compared to baseline

(=no DER & baseline network tariff)

High demand/

low solar irradiation

(expensive solar PV)

High demand/
reference solar irradiation

(medium price solar PV)

High demand/
high solar irradiation

(cheap solar PV)

Energy price (same baseline weighted

Flat TOU1 TOU2 Flat TOU 1 TOU 2 Flat TOU1 TOUu2
average energy price per consumer)
A total system costs -0.2% -0.2% -0.3% -02% -02% -03% | -04% -08% -0.7%
A total grid costs -16%  -16%  -29% -16%  -16%  -29% | -26% -3.0% -3.8%
A total energy costs 0.1% 0.0% -0.3% 0.1% 0.0% -14% | -103% -303% -17.7%
PV active consumer [kWp] 0 0 0 0 0 0.2 1.7 5 29
Battery active consumer [kWh] 0.5 0.5 1.2 0.5 0.5 1.2 0.7 0.8 14
A network charges passive consumer | 5.2 % 7.6 % 6.4 % 131% 154% 149% | 148% 154% 15.6%
Fixed network charges 194% 289% 256% | 514% 627% 61.0% | 595% 64.7% 64.8%
Vol. network charges (net-purchase) 333% 308% 339% 2.3% 0.5% 27 % 0.0% 0.0% 0.2%
Capacity-based network charges 47.2% 40.2% 40.4% 46.2% 368% 363% | 405% 353% 351%
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D. Appendix Chapter 4

D.1. Data sensitivity analysis

To test the robustness of the results, an additional setup was evaluated. In the numerical example in
the body of the text, only two consumer profiles are used. Each consumer type, active and passive, is
represented by one profile, and the profiles are coincident. In reality, many individual profiles exist,
and these will not be all coincident. In this appendix, three different consumer profiles were used.

These profiles are shown in Figure D.1. together with the proportion of consumers per profiles and

type.
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Figure D.1: Profiles and proportions consumers per profile and active/passive

D.2. Results sensitivity analysis

The results for the battery investment costs are shown in Table D.1. All grid costs are assumed to be
driven by the aggregated peak demand. Please note that now the average capacity of the batteries
installed by the different active consumer groups is shown. Logically, the capacities installed differ to

a certain extent from the results in Table 14 but the observations remain the same.

Table D.1: Battery and solar PV investment per active consumer for the different network tariff
designs under different investment cost assumptions for batteries and interaction with solar PV
investments. All grid costs are assumed to be driven by the aggregated peak demand.

T . . Benchmark — Capacity- Volumetric Volumetric Bi-
Distribution network tariff design central based [€/kW] Net-purchase directional
planner [€/kWh] [€/kWh]
. Average battery installed per active consumer [kWh]
Investment cost batteries / PV in brackets [kWp]
350 £/kWh 1.9 (0) 1.2 (0) 0.0 (0) 0.0 (0)
No PV installed, 300 €/kWh 1.9 (0) 1.2 (0) 0.0 (0) 0.0 (0)
only batteries can 250 €/kWh 1.9 (0) 1.2 (0) 0.0 (0) 0.0 (0)
be invested in by
the active 200 €/kWh 6.2 (0) 3.9(0) 0.0 (0) 0.0 (0)
consumers 150 €/kWh 10.1 (0) 5.7 (0) 0.0 (0) 0.0 (0)
100 €/kWh 12.1 (0) 6.9 (0) 0.0 (0) 0.0 (0)
Batteries and PV 350 €/kWh 1.9 (0) 1.2 (0) 0(4.9) 0.0 (0.6)
can be installed in 300 €/kWh 1.9 (0) 1.2 (0) 0(4.9) 0.0 (0.6)
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by the active 250 €/kWh 1.9 (0) 1.2 (0) 0(4.9) 0.0 (0.6)
consumers 200 €/kWh 6.2 (0) 3.9(0) 0 (4.9) 0.0 (0.6)
150 €/kWh 10.1(0) 5.7 (0) 0(4.9) 0.5 (0.6)
100 €/kWh 12.1(0) 7.3(0.7) 3.6 (5) 1.7 (1.1)
350 €/kWh 1.8 (5) 1.0 (5) 0.0 (5) 0.0 (5)
Active consumer 300 €/kWh 2.1(5) 1.4 (5) 0.0 (5) 0.0 (5)
has a 5 kWp solar 250 €/kWh 2.1(5) 1.4 (5) 0.0 (5) 0.0 (5)
PV, batteries can 200 €/kWh 6.2 (5) 1.8 (5) 0.0 (5) 5.2 (5)
be invested in 150 €/kWh 11.0 (5) 6.2 (5) 0.0 (5) 5.2 (5)
100 €/kWh 12.4 (5) 7.4 (5) 3.6 (5) 11.7 (5)

When comparing the results in Figure 19 and Figure D.2, it can be seen that for expensive batteries,
the performance in terms of the reduction of system costs is overestimated with coincident consumer
profiles. If batteries are cheaper and thus more batteries are installed, the individual peaks will be
flattened over multiple time-steps thus possibly also during the time steps other consumers have their

peak demand and as a result the aggregated peak will decrease.

No Solar PV Solar PV = 1250 €/kWp (LCOE => Energy price) » 5 kWp installed per active consumer

Increase
Increase

g

0% %
350€/kWh 300€/kWh 250€/kWh 200€/kWh 150€/kWh 100€/kWh 350€/kWh  300€/kWh 250€/kWh 200€/kWh 150€/kWh 100€/kWh 350€/kWh  300€/kWh 250€/kWh 200€/kWh 150€/kWh 100€/kWh

Battery investment cost [€/kWh] Battery investment cost [€/kWh] Battery investment cost [€/kWh]

Capacity-based Volumetric net-purchase —Volumetric bi-directional

Figure D.2: Increase in total system costs for the three network tariff structures when compared
with a central planner. Sensitivity for three different assumptions regarding solar PV adoption and
the investment cost of storage.

Table D.2 shows the result for the battery adoption under different TOU energy prices. Again, the
capacities installed differ to a certain extent from the results in Table 15 but the observations remain

the same.

Table D.2: Battery and solar PV investment per active consumer for the different network tariff
designs under different investment cost assumptions for batteries and interaction with solar PV
investments. All grid costs are assumed to be driven by the aggregated peak demand.

Distribution network tariff

design Benchmark — central Capacity-based Volumetric Net- . Vollumetric Bi-
planner [€/kW] purchase [€/kWh] directional [€/kWh]
Energyprice | Toul | Tou2 | Tout | Tou2 | Tour [ TOou2 | TOUL | ToUL2
Investment cost batteries Battery installed per active consumer [kWh] / PV in brackets [kWp]

No PV 350 €/kWh | 1.9(0) 86(0) | 1.2(0) | 3.7(0) 0(0) 0(0) 0(0) 0(0)
installed, 300€/kWh | 1.9(0) | 12.1(0) | 1.2(0) | 6.1(0) 0(0) 0(0) 0(0) 0(0)
only batteries |">chewh | 3.5(0) | 12.7(0) | 2.1(0) | 7.0(0) 0(0) 0(0) 0(0) 0(0)
imfs:t:jm 200€/kWh | 10.0(0) | 13.2(0) | 5.3(0) | 7.5(0) 0(0) 0(0) 0(0) 0(0)
by the active | 150 €/kWh | 12.1(0) | 150(0) | 6.6(0) | 8.1(0) 0(0) 0(0) 0(0) 0(0)
consumers | 100€/kwh | 12.7(0) | 163(0) | 7.2(0) | 8.3(0) 0(0) 0(0) 0(0) 0(0)

Batteries and | 350€/kWh | 1.9(0.4) 8.6 (0) 1.2 (0.4) 3.7 (0) 0(5) 0(0.7) 0(0.7) 0(0.4)

PVcanbe | 300€/kwh | 1.9(0) | 12.1(0) | 1.3(1.4) | 6.1(0) 0(5) 0(0.7) | 0(0.7) | 0(0.4)
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installedin | 250€/kwh | 3.5(0) | 12.7(0) | 1.9(2.3) | 7.0(0) 0(5) 000.7) | 0(07) | 0(04)
by theactive | >0p¢/kwh | 10.0(0) | 13.2(0) | 5.2(0.8) | 7.5(0) 0(5) | 0.1(09) | 0(0.7) | 0.1(0.5)
consumers  I™isoe/kwh | 12.1(0) | 15.0(0) | 6.6(0.7) | 81(0) | 0(5) | 1.9(15) | 1.0(0.9) | 2.8(1.4)
100 €/kWh (1()2;) 163(0) | 7.3(0.6) | 83(0) | 45(5) | 82(3.1) | 6.8(2.8) | 82(3.2)

Active 350 €/kWh 2.1(5) 8.5(5) 1.3(5) 2.6 (5) 0(5) 0(5) 0(5) 5.2 (5)
consumer | 300€/kwh | 2.1(5) | 124(5) | 1.4(5) | 53(5) 0(5) 0(5) 0(5) 5.2 (5)
hasa5kWp ["hohenwh | 4.1(5) | 124(5) | 1.5(5) | 6.3(5) 0(5) 37(5) | 48(5) | 5.2(5)
bast‘:frirezvc’an 200€/kwh | 96(5 | 13.0(5) | 43(5) | 81(5) | 0(5) | 52(5 | 52(5) | 7.5(5)
be invested | 150 €/kWh | 12.4(5) | 14.9(5) | 6.0(5) | 9.2(5) 0(5) 52(5) | 52(5 | 76(5
in 100 €/kWh | 12.4(5) | 182(5) | 67(5 | 103(5) | 45(5) | 7.6(5 | 76(5 | 11.7(5)

Table D.3 shows the relative difference in system costs between flat energy prices and TOU energy

prices for different distribution network tariff designs and investment cost of batteries. Again, the

exact percentages differ to a certain extent from the results in Table 16 but the observations remain

the same.

Table D.3: Relative difference in system costs between flat energy prices and TOU energy prices for
different distribution network tariff designs and investment cost of batteries.

Distribution network tariff

design

Benchmark —
central planner

Capacity-based
[€/kw]

Volumetric Net-
purchase [€/kWh]

Volumetric Bi-
directional [€/kWh]

Energyprice | TOUl | Tou2z | Tour | Tou2 | Tour | Tou2 | TOUl | TOUL2
Investment cost batteries Difference in total system costs compared to a flat energy price [%]
No PV 350 €/kWh | -0.4% -1.9% -0.3% -1.1% 0.0% 0.0% 0.0% 0.0%
‘”Sta'l'eo" 300€/kWh | -0.4% | -44% | -03% | -22% | 0.0% 0.0% 0.0% 0.0%
only
. 250 €/kWh | -0.5% -7.5% -0.3% -3.7% 0.0% 0.0% 0.0% 0.0%
batteries can /
beinvested | 200€/kwh | -20% | -10.7% | -1.0% -5.3% 0.0% 0.0% 0.0% 0.0%
'”atc’zi\fze 150 €/kWh | -3.1% | -12.6% | -1.4% | -6.3% 0.0% 0.0% 0.0% 0.0%
100€/kWh | -3.6% | -145% | -1.6% -6.9% 0.0% 0.0% 0.0% 0.0%
consumers
350 €/kWh | -0.4% -1.9% -0.3% -1.1% -1.0% -0.5% -0.1% 0.0%
Batteriesand | 300 €/kwWh | -0.4% -4.4% -0.3% -2.2% -1.0% -0.5% -0.1% 0.0%
PV can be 250 €/kWh | -0.5% -7.5% -0.4% -3.7% -1.0% -0.5% -0.1% 0.0%
installed i
nstalediIn e /kWh | 2.0% | -10.7% | -1.1% | -53% | -1.0% | -02% | -01% 0.5%
by the active /
consumers | 150€/kwh | -3.1% | -12.6% | -1.5% -6.3% -1.0% 1.2% 0.4% 1.8%
/
100 €/kWh | -3.6% | -145% | -1.6% -6.9% 2.7% 0.1% 2.9% 0.2%
. 350 €/kWh | -0.9% -0.8% -0.8% 0.0% -0.4% 1.2% -0.1% 3.1%
Active /
consumer 300 €/kWh -0.9% -3.1% -0.8% -0.9% -0.4% 1.2% -0.1% 1.7%
hasaSkWp | >5oe/ewh | -1.0% 61% | -08% | -22% | -0.4% 1.4% 1.7% 0.3%
solar PV,
battories can | 200€/kWh | -2.4% -9.0% -1.2% -3.8% -0.4% 2.1% -0.7% -5.2%
beinvested | 150 €/kWh | -3.3% | -10.8% | -1.6% -5.1% -0.4% -3.5% -0.7% -5.9%
in 100 €/kWh | -34% | -12.9% | -1.4% -6.0% -2.1% -8.4% -3.5% -2.0%
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Peer-reviewed publications

T. Schittekatte, I. Momber & L. Meeus (2018), “Future-proof tariff design: recovering sunk grid costs
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(This paper also won the 2™ prize for doctoral student papers at the French Association for Energy
Economists (FAEE) in October 2017)

T. Schittekatte, M. Stadler, G. Cardoso, S. Mashayekh & N. Sankar (2016), “The impact of short-term
stochastic variability in solar irradiance on optimal micogrid design”, IEEE Transactions on Smart Grid
9(3), 1647 — 1656

Under review

T. Schittekatte & L. Meeus (2018), “Least-cost distribution network tariff design in theory and in
practice”’, FSR RSCAS Working Paper 2018/19. Revise and resubmit: The Energy Journal

P.C. Bhagwat, T. Schittekatte, N. Keyaerts & L. Meeus (2017), “” Assessment of Cost-Benefit Analysis
for offshore electricity infrastructure development’”, FSR RSCAS Working Paper 2017/53. Under
revision: Strategic Energy Reviews

Book chapters

L. Meeus & T. Schittekatte (2018), “New grey areas at the frontiers of European power grids”,
Electricity Network Regulation in the EU: The Challenges Ahead for Transmission and Distribution,
Edward Elgar Publishing, 130-149.

Policy briefs

T. Schittekatte & L. Meeus (2018), “Limitations of traditional distribution network tariff design and
options to move beyond”, FSR Policy Brief 2018/13

T. Schittekatte & L. Meeus (2017), “How future-proof is your distribution network tariff?”’, FSR Policy
Brief 2017/03

N. Keyaerts, T. Schittekatte & L. Meeus (2016), “Standing still is moving backward for the ABC of the
CBA”, FSR Policy Brief 2016/18

Technical reports

T. Schittekatte, V. Reif and L. Meeus (2019), “ The EU Electricity Network Codes (2019ed.)”, FSR
technical report

T. Schittekatte & L. Meeus (2018), “ Introduction to network tariffs and network codes for consumers,
prosumers, and energy communities”, FSR technical report

L. Meeus & T. Schittekatte (2018), “ The EU Electricity Network Codes”, FSR technical report

P.C. Bhagwat, T. Schittekatte, L. Lind, N. Keyaerts & L. Meeus (2017), “ Intermediate deliverable:
economic framework for offshore grid planning”, FSR technical report for H2020 project PROMOTioN

Academic conferences

Associazione ltaliana di Economisti dell’Energia (AIEE) Symposium — Milan, December 2018 —
Panellist of a special session "From Consumers to nonsumers: How new behind-the-meter service
options are disrupting utility business models"

DIW: SET-Nav Modeling Workshop - Two-stage decision making and modelling for energy markets —
Berlin, October 2018 — Presented: “Distribution network tariff analysis using an MPEC approach”
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World Congress for Energy and Resource Economists (WCERE) — Gothenburg, June 2018 — Panellist of
policy session—“ Smart grid for a carbon free energy future: the role of electricity pricing and
distributed energy resources’

International Conference of the International Association of Energy Economists (IAEE) — Groningen,
June 2018 — Presented the paper: “’Least-cost distribution network tariffs in theory and practice”

5th International Conference of the Armand Peugeot Chair — Electromobility: Challenging Issues —
Paris, December 2017 — Presented the paper: “Future-proof tariff design: recovering sunk grid costs
in a world where consumers are pushing back”

Other talks/presentations

India Smart Utility Week (ISUW) — EU&India Workshop on Power Markets Design (New Delhi, 14
March 2019): Presentation- ““The EU Day-Ahead Electricity Market”

Vlerick Business School and EASE workshop - Business Models and Regulation for Energy Storage
(Brussel, 30 November 2018): Presentation the paper: “On the interaction between distribution
network tariff design and the business case for storage”

Policy Advisory Council (PAC) — Florence School of Regulation (Florence, 4 November 2018):
Presentation about the distribution network tariffs and taxes and levies in the electricity bill

CEER (Brussels, 19 October 2018): Workshop on Emerging issues in Network Tariffs — topic: the
future direction of network tariff structures

SmartEN (Brussels, 9 October 2018): Active storage TF — topic: tariffs and its implication on storage

RGI-Statnett (Oslo, 9 May 2018): Mini-workshop on grid tariffs, sustainable energy prices and the role
of citizens — topic: distribution network tariff design

GEODE (Brussels, 15 March 2018): WG Regulation meeting — topic: distribution network tariff design

Teaching

Instructor (autumn 2017 and 2018): EU Electricity Network Codes (8-week online training by FSR,
responsible for 7 weeks together with course director)

Instructor FSR Law summer course - Unpacking the Legal content of the Clean Energy Package (June
2018), sessions: EU electricity market codes and a case study on electricity bidding zones

Instructor (April-May 2018): The EU Clean Energy package (3-week online training by FSR, responsible
for 1 week together with course director)

Instructor (April 2018): Introduction to network tariffs and network codes for consumers, prosumers
and energy communities (2-week online training by FSR, responsible for 2 weeks together with
course director)

Instructor FSR-CEER training on introduction to the fundamentals of energy regulation (March 2018),
session: The sequence of electricity markets

Reviewer
The Energy Journal, Energy Policy, IEEE Transactions on Smart Grid, Energy Research & Social Science

and Sustainable Energy, Grids and Networks

Organizer

25™ Young Energy Economists and Engineers (YEEES) seminar — Florence School of Regulation, Firenze,
8-9 November 2018
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Curriculum Vitae

Work experience

May. ’16 —current: Florence School of Regulation (RSCAS/EUI) — Research associate
Research related to electricity market design and monopoly regulation
Teaching of professionals, online and residential. Topics: EU electricity network codes,
electricity tariff design

Jan. ’16 —current: Vlerick Business School, Brussel, Belgium — Research affiliate
Affiliated with the Vlerick Energy Center

Sep. ‘15— Apr. ‘16: Microeconomix, Paris, France — Junior economist
Part of the energy consulting practice (auto-entrepreneur)
Energy economics, market design, regulation and power system modelling.

Feb. — Jul. “15: Lawrence Berkeley National Laboratory, Berkeley, CA, USA — Visiting researcher
Part of the Grid integration group with a focus on microgrids
Modelling and optimization of distributed energy resources and renewable energy systems
(GAMS/Python)

Education

2014- 2015: MSc: Electric Power Industry- Universidad Pontificia Comillas, ES, greatest distinction
(3pc.)
Second year of Joint Erasmus Mundus MSc: Economics and Management of Network Industries
Thesis: “The impact of stochastic variability in insolation on optimal microgrid design” (at LBNL)

2013-2014: MSc: Industrial Networks and Digital Economy - Université Paris-Sud, FR, trés bien (1pc.)
First year of Joint Erasmus Mundus MSc: Economics and Management of Network Industries

2011-2013: MSc: Industrial Engineering and Operations Research- Ghent University, BE, great
distinction (5pc.)
Thesis: “Application of machine learning in portfolio optimization” (Electronics and Information
Science Dep.). Foreign study experience: CUJAE, Havana, Cuba (Sep. ‘11 — Feb. ’12)

2008-2011: BSc: Electromechanical Engineering- Ghent University, BE, distinction (25pc.)
Thesis: “Design and controlling of an electromechanical break system” (Electrical Energy Lab)

Awards

2" price PhD paper competition organized by the French Association of Energy Economists
(November 2017)

Extraordinary Graduate Student Award - Universidad Pontificia Comillas, ICAI (July 2015): Top
3% students

Erasmus Mundus Scholarship by EACEA (full scholarship 2 years): Master in Economics and
Management of Network Industries

Public speaking price and 2" Jaureate ING Thesis Award (Dec. 2013): Competition for finance
dissertations
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Summary in French - Résume en francais

La diffusion des panneaux solaires photovoltaiques a des prix abordables dans le secteur résidentiel,
nous amene a repenser a la maniére avec laquelle les colts des réseaux de distribution sont récupérés
aupres des consommateurs. Historiquement, les consommateurs étaient facturés pour l'utilisation du
réseau de distribution principalement sur la base de leur volume (net) d'électricité consommé. Avec
un tel type de tarif de réseau, les consommateurs qui installent des panneaux photovoltaiques
contribuent beaucoup moins a la récupération du colt d’investissement réseau. Cependant, ces
consommateurs (prosummeurs) dépendent autant du réseau qu’avant. Outre les systemes solaires
photovoltaiques, une baisse importante des colits du stockage de |'électricité est anticipée dans le

futur, avec pour effet potentiel, une augmentation des installations des batteries.

La problématique abordée dans cette thése est de savoir comment définir le tarif du réseau de
distribution dans ce contexte changeant. La transformation a long terme d'un réseau de |'électricité
passif en un réseau intelligent ne peut étre atteinte que par le biais d'une régulation qui minimise les
incertitudes et qui donne lieu a un environnement propice aux investissements. Les changements en
cours dans le secteur de la distribution d'électricité exigent des pratiques de répartition des co(ts

économiquement justifiées pour récupérer la totalité des co(ts de ces actifs.

Des différents modeéles de théorie des jeux sont développés pour faire cette analyse. Dans ces modeéles,
en plus des investissements dans I'énergie solaire photovoltaique, des investissements dans les
batteries du c6té des consommateurs sont considérés. Plus précisément, des modéles formulés sous
forme d'un probleme d'optimisation avec des contraintes d'équilibre (MCP pour Mixed
Complementarity Problem and MPEC pour Mathematical Programming with Equilibrium Constraints)
sont développés. Ce modele économique est basé sur les outils méthodologiques les plus avancés d'un
point de vue académique. Pour étudier les effets de redistribution en terme de bien-étre social, les
interactions entre les décideurs sont représentées sous forme d'un équilibre hiérarchique utilisant des

formulations basées sur la théorie de complémentarité.

Ce rapport de thése consiste en un bref apercu suivi de quatre chapitres indépendants et d'une
conclusion. Dans le premier chapitre, le contexte de la recherche est présenté, les principes généraux
des tarifs de réseau de distribution sont discutés et le défi actuel est décrit. Le deuxiéme chapitre
montre que I'adoption de systemes solaires photovoltaiques et des batteries a une répercussion sur

I’efficacité du tarif actuel d’accés au réseau de distribution. De plus, ceci se traduit par des effets de
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redistribution. Les magnitudes des inefficacités et des effets de redistribution sont représentées en

fonction des colts d’investissement des systémes solaires photovoltaiques et des batteries.

Le troisieme chapitre aborde la conception du tarif de réseau de distribution le moins colteux, en
tenant compte de deux contraintes auxquelles les régulateurs sont souvent confrontés dans la
pratique. Les contraintes considérées sont la réflectivité des colts dans les tarifs de réseau et I'équité
dans la répartition de ces co(ts. La conclusion principale est que dans le cas ou la majorité des co(ts
de réseau est irrécupérable, il est difficile de trouver un compromis raisonnable entre la réflectivité
des co(ts dans les tarifs et I'équité dans la répartition de ces co(ts parmi les consommateurs. D’autres
outils a part les “méthodes de tarification classiques’ seront donc nécessaires. Un exemple est un tarif

de réseau fixe différencié par consommateur.

Le quatrieme chapitre porte sur I'interaction entre les tarifs du réseau de distribution et les systemes
de stockage résidentiel de I'électricité. La mesure dans laquelle la conception de ces tarifs aligne la
rentabilisation du stockage avec d’autres avantages plus larges est évaluée. On montre que dans le cas
ou une grande partie des colts d’investissement dans le réseau devra étre faite dans le future, des
structures tarifaires avancées seront nécessaires pour aligner les intéréts des consommateurs avec des

avantages plus larges. Enfin, une conclusion est présentée.
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