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Abstract

It is common that strategic investment decisions are made at a slow time-scale, whereas
operational decisions are made at a fast time-scale. Hence, the total number of decision
stages may be huge. In this paper, we consider multistage stochastic optimization prob-
lems with two time-scales, and we propose a time block decomposition scheme to address
them numerically. More precisely, i) we write recursive Bellman-like equations at the slow
time-scale and ii), under a suitable monotonicity assumption, we propose computable up-
per and lower bounds — relying respectively on primal and dual decomposition — for
the corresponding slow time-scale Bellman functions. With these functions, we are able
to design policies. We assess the methods tractability and validate their efficiency by
solving a battery management problem where the fast time-scale operational decisions
have an impact on the storage current capacity, hence on the strategic decisions to renew
the battery at the slow time-scale.

1 Introduction, motivation and context

In energy management, it is common that strategic investment decisions (storage capacities,
production units) are made at a slow time-scale, whereas operational decisions (storage man-
agement, production) are made at a fast time-scale. The total number of decision stages
may be huge, which leads to numerically untractable optimization problems — for instance,
a two-time-scale stochastic optimal problem where fast controlled stochastic dynamics (e.g.
a change every fifteen or thirty minutes) affect a controlled long term stochastic behavior
(e.g. a change every day or every week) over several years. How can we nevertheless provide
numerical solutions (policies) to such problems?

1.1 Literature review

Stochastic Dynamic Programming (SDP) based on the Bellman equation [4] is a standard
method to solve a multistage stochastic optimization problem by time decomposition. This
method suffers the so called curses of dimensionality as introduced in [4, [7, 20]. In particular
the complexity of the most classical implementation of SDP (that discretizes the state space)
is exponential in the number of state variables.
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A major contribution to handle a large number of state variables is the well-known Stochas-
tic Dual Dynamic Programming (SDDP) algorithm [I8]. This method is adapted to problems
with linear dynamics and convex costs. Other similar methods have been developed such as
Mixed Integer Dynamic Approximation Scheme (MIDAS) [19] or Stochastic Dual Dynamic
Integer Programming (SDDiP) [26] for nonconvex problems, in particular those displaying
binary variables. The performance of these algorithms is sensitive to the number of time
steps [15), [19].

Other classical stochastic optimization methods are even more sensitive to the number of
time stages. It is well-known that solving a multistage stochastic optimization problem on a
scenario tree displays a complexity exponential in the number of time steps.

Problems displaying a large number of time stages, in particular problems with multiple
time-scales, require to design specific methods. A class of stochastic optimization problems to
deal with two time-scales has been introduced in [I4] and further formalized in [16]. It is called
Multi-Horizon Stochastic Optimization Problems and it frames problems where uncertainty is
modeled using multi-horizon scenario trees as rigorously studied in [25]. Several authors have
studied stochastic optimization problems with interdependent strategic/operational decisions
or intrastage/interstage problems [3, 1}, 2, 24} 21], but most of the time the developed methods
to tackle the difficulties are problem-dependent. In [14] the authors present different particular
cases where the two time-scales (called operational and strategic decision problems) can be
easily decomposed. In [16] a formal definition of a Multi Horizon Stochastic Program is given
and methods to compute bounds are developed: formal Multi Horizon Stochastic Program
is a stochastic optimization problem with linear cost and dynamics where uncertainties are
modeled as multi time-scale scenario trees.

1.2 Paper contributions and organization

In this paper, we propose a framework to formally define stochastic optimization problems
naturally displaying two time-scales, that is, a slow time-scale (like days) and a fast time-
scale (like half hours). The ultimate goal is to design tractable algorithms for such problems
with hundreds of thousands of time steps, without requiring a stationary/infinite horizon
assumption (contrarily to [I2]) and in a stochastic setting (which extends [13]).

The paper is organized as follows. In Sect. 2| we outline the setting of a generic two-time-
scale multistage stochastic optimization problem. In Sect. [3] we show how to write Bellman
equations at the slow time-scale (the resulting Dynamic Programming equation is referred
to as the Bellman equation by time blocks, and is detailed in [9, Sect. 5]). If we suppose
slow time-scale stagewise independence of the noise process, the corresponding Bellman func-
tions provide both the optimal cost and optimal policies. If not, we nevertheless are able to
derive feasible policies from the Bellman functions, which is our main objective. Then, un-
der a monotonicity-inducing assumption, we obtain a more tractable version of the Bellman
equation, by relaxing the problem dynamics without changing the slow time-scale Bellman
functions. In Sect. 4] we devise two algorithms. The first algorithm, akin to the so-called
price decomposition, gives a lower bound of the slow time-scale Bellman functions, whereas
the second algorithm, based on resource decomposition, gives an upper bound. This upper
bound is relevant, that is, not almost surely equal to +00, for monotone multistage stochastic
optimization problems. In Sect. [5| we indicate how to obtain policies, and we discuss opti-
mality. In Sect. [6] we present an application of the above method to a battery management
problem incorporating a very large number of time steps. We finally discuss how to take ad-



vantage of periodicity properties at the slow time-scale in Appendix [A] we give some insights
on the numerical complexity of the decomposition methods in Appendix [B] and we prove the
desired monotonicity-inducing assumptions for the battery problem in Appendix [C]

2 Two-time-scale stochastic optimization problems

We present a formal definition of a two-time-scale stochastic optimization problem, that is,
with a slow time-scale and a fast time-scale.
2.1 Notations for two time-scales

Given two natural numbers r < s, we use either the notation [r, s] or the notation r:s for the
set {r,r+1,...,s—1,s}.

To properly handle two time-scales, we adopt the following notations. For a given constant
time interval At > 0, let M € N* be such that (M + 1) is the number of time steps in the
slow time step, e.g. for At = 30 minutes, M + 1 = 48, when the slow time step correspond
to a day. A decision-maker has to make decisions on two time-scales over a given number of
slow time steps (D + 1) € N*:

1. one type of (say, operational) decision every fast time step m € [0, M] of every slow
time step d € [0, D],

2. another type of (say, strategic) decision every slow time step d € [0, D] U {D+1}.

In our model the time flows between two slow time steps d and d + 1 as follows:

a0 —s d1 —s ... —s dM —s d+1,0
At At At At

A variable z will have two time indexes zq ,, if it changes every fast time step m of every slow
time step d. An index (d, m) belongs to the set

T = [0, D] x [0, M] U {(D+1,0)} , (1)
which is a totally ordered set when equipped with the following lexicographical order <:
(d,m) < (d,m') < (d<d)or (d=d andm <m'). (2)

We also use the following notations for describing sequences of variables and sequences of
spaces. For (d,m) and (d,m’) € T, with m < m/:

e the notation zg ,.n refers to the sequence of variables (2qm, Zdm+1s - - - » Zdm/—1, Zdm’ ),

o the notation Zg ., refers to the Cartesian product HZim Zaq 1, of spaces {Zq 1} ke[mm]"

2.2 Two-time-scale multistage stochastic optimization setting

We consider a probability space (€2, F,P). Random variables are denoted using bold letters,
and we denote by o(Z) the o-algebra generated by the random variable Z.



We consider an exogenous noise process W = {Wd}de[[o, p] at the slow time-scale, as
detailed below. For any d € [0, D], the random variable W consists of a sequence of random
variables {W g }mefo,ar] at the fast time-scale:

Wo= W0, Wam, ... Wanr) . (3)

Each random variable W, : 8 — W, takes values in a Borel spaceﬂ Wam (“uncertainty”
space), so that Wy : @ — W, takes values in the product space Wq = Wy o.ps. For any
(d,m) € T, we denote by Fy,, the o-field generated by all noises up to time (d,m), that is,

?dym:U(Wo,...,Wd,l,Wd,o,...,de) . (4&)
We also introduce the filtration Fg p at the slow time-scale:

Fpo,0] = {Famtaepo,n) = (Foars - Fpur) - (4b)

In the same vein, we introduce a decision process U = {Uqg}qe[o,p] at the slow time-
scale, where each Uy consists of a sequence {Ugn }mefo,n] of decision variables at the fast
time-scale:

Ug= Ugo,---Ugm,-.., Ugnm) - (5)

Each random variable Ug , : @ = Ug,, takes values in a Borel space Uy ,,, (“control” space),
and we denote by Uy the Cartesian product Ug.ps. We finally introduce a state process X =
{Xa}aepo,p+1] at the slow time-scale, where each random variable X, : @ — X, takes values
in a Borel space X (“state” space). Note that, unlike processes W and U, the state process X
is defined only at the slow time-scale. Thus, for any d € [0, D+1], the random variable Xy
represents the system state at time (d,0).

We also consider Borel spaces Yy such that, for each d € [0, D+1], X; and Y, are paired
spaces when equipped with a bilinear form (-, -). In this paper, we assume that each state
space X is the vector space R™¢, so that Y; = R™4, the bilinear form (-, -) being the standard
scalar product.

For each d € [0, D], we introduce a nonnegative Borel-measurable instantaneous cost
function Ly : Xy x Uy x Wy — [0, +00] and a Borel-measurable dynamics fg : Xgx Ugx Wy —
Xg+1- Note that both the instantaneous cost Ly and the dynamics f; depend on all the fast
time-scale decision and noise variables constituting the slow time step d. We also introduce
a nonnegative Borel-measurable final cost function K : Xpy; — [0, —|—oo]E|

With all these ingredients, we write a two-time-scale stochastic optimization problem

D
Ve(;zj) = )1(11[{;_ E {Z Ld(Xd, Uy, Wd) + K(XD+1) , (6&)
’ d=0
s.t XO =, Xd+1 = fd(XdaUwad) ) Vd € [[07 D]] 3 (6b)
o(Udm) C Fam, V(d,m) € [0,D] x [0, M] . (6c)

The expected cost value in @ is well defined, as all functions are nonnegative measurable.
Constraint — where 0(Uyg,,) is the o-field generated by the random variable Ug,, —

'We call Borel space (X, Bx) a Borel set X equipped with its Borel o-field Bx ([8, Definition 7.7, p. 118]).
2We could also consider either bounded function, or uniformly bounded below function. However, for the
sake of simplicity, we deal in the sequel with nonnegative cost functions Ly and K.



expresses the fact that each decision Uy, is Fg ,-measurable, that is, is nonanticipative. The
function V¢ is called the optimal value function of Problem @

The notation V¢(z) for the optimal value of Problem (6] emphasizes the fact that the
dynamics equations correspond to equality constraints (as is classical). We also introduce
a relaxation of Problem @ For this purpose, we consider the following multistage stochastic
optimization problem:

D

Vita) = ol B[ La(Xa Vs Wa) + K(Xpi)| (7a)
’ d=0

st Xo=uz, fa(Xq,Uq, Wyq) >Xg441, Vde[0,D], (7b)

U(Ud,m) C EFd,m 5 V(dv m) € [[OvD]] X [[OvM]] ) (7C)

o(Xg1) C Fam, Vd e [0,D] . (7d)

We have relaxed the dynamic equality constraints into inequality constraints . Thus,
Problem is less constrained than Problem @, so that the optimal value function V' of
Problem is less than the optimal value function V* of Problem @:

Vi) <Ve(z), VreX. (8)

Remark 1 We just consider as explicit constraints the dynamic constraints and the
nonanticipativity constraints , but other constraints involving the state and the control
can be incorporated in the instantaneous cost Lq and in the final cost K by means of indicator
functiomﬂ as Ly and K can take the value +oo.

Problem @ seems very similar to a classical discrete time multistage stochastic optimiza-
tion problem. But an important difference appears in the nonanticipativity constraints
that express the fact that the decision vector Uy = (Uqy, ..., Ug ) at every slow time step d
does not display the same measurability for each component (information grows every fast
time step). This point of view is not referred to in the literature and is one of the novelty of
our approach.

3 Time block decomposition, Bellman functions and mono-
tonicity assumptions

In we introduce Bellman functions at the slow time scale, as a way to decompose a two-
time-scale stochastic optimization problem in time blocks. In we introduce assumptions
on the data of Problem @ which allow us to make the link between the sequence of Bellman
functions associated with Problem @ and the sequence of Bellman functions associated with
Problem .

3.1 Time block decomposition and Bellman functions at the slow time-
scale

Stochastic Dynamic Programming, based on Bellman optimality principle, is a classical way
to decompose multistage stochastic optimization problems into multiple but smaller static

3The indicator function d4 of a set A is defined as 6a(a) =0 if a € A and §4(a) = +oo if a ¢ A.



optimization problems. In this paragraph, we apply the Bellman recursion by time blocks to
decompose the multistage two-time-scale stochastic optimization Problem into multiple
smaller problems that are stochastic optimization problems over a single slow time step.

We first introduce a sequence {Vde}de[[O,DJrll] of slow time-scale Bellman functions asso-
ciated with Problem @ These functions are defined by backward induction as follows. At
time D+1, we set V5, = K, and then, for d € [0, D] and for all x € Xy, we set

Vj(w) = inf E Ld(m, Uy, Wd) + V;+1(Xd+1) , (93)
Xa+1,U4d

s.t Xd+1 = fd(a:, Ud,Wd) s (9b)

O'(Ud7m) C O'(de;m) , VYm € [[0, M]] , (9C)

the expectation in being taken with respect to the marginal probability of the random
vector W,;. We also introduce a sequence of slow time-scale Bellman functions {Vdi}de[[o,DH]]
associated with Problem (7). At time D+1, we set V]iJJrl = K, and then, for d € [0, D] and
for all z € X4, we set

Vi) = it B | Lo, Us, Wa) + Vi (Kai)] (102)
st fa(z,Uq, Wgq) > Xg41, (10b)

oc(Ugm) Co(Waomm), Vm e [0,M], (10c)

0(Xg+1) Co(Wao:m) - (10d)

Problem is less constrained than Problem @ because the (dynamics) equality con-
straints are more binding than the inequality constraints , and also because
implies the new constraint . Since Vp | = VB 41 = K, we obtain by backward induction
that the Bellman functions associated with Problem are lower bounds to the Bellman
functions @D associated with Problem @:

Vi<Ve, vde[o,D+1] . (11)

3.2 Bellman functions under monotonicity-inducing assumption

We introduce assumptions on the data of Problem @ which allow us to make the link
between the sequence of Bellman functions {Vde}de[[m p+1] associated with Problem @ and
the sequence of Bellman functions {Vc}}de[[o, p+1] associated with Problem .

We first formulate an assumption that we call monotonicity-inducing assumption as it is
the key ingredient to obtain both the monotonicity of the {V;}de[[(], p+1] Bellman functions
and, for d € [0, D+1], the inequality V} > V¢ — the opposite of inequality (L1)). It is worth
noting that this assumption, which seems an ad hoc trick for proving that inequality is
in fact an equality, is satisfied in the case study (developed in Sect. @ which motivates this
paper. The fact that this assumption is satisfied for the case study is shown in Appendix [C}

Assumption 1 (Monotonicity-inducing) We assume that the data of Problem @D satis-
fies the following properties.

1. The final cost function K is nonincreasing on its effective domain:

Y(z,2') € (domK)?, z <z = K(z)> K(a2'). (12a)



2. For all d € [0, D], the effective domain of the Bellman function Vy is induced by the
effective domain of the instantaneous cost function Ly, namely

domVy = {z € X|3U satisfying s.t. E[Lqg(xz,Uq, Wy)] < 400} . (12b)

3. For alld € [0, D], for any two states ' > x both in domVy (where the Bellman function
Vi is given by @) and for any (control) random variable Uy satisfying and such
that B [Lq(z, Ug, Wq)] < 400, there exists a (control) random variable Uq satisfying
such that (almost surely)

fa(a!, U4, Wy) € domVy,, and fa(2', Uq, Wq) > falz, Ug, W) (12¢)
La(z', Uy, Wy) < Lg(z, Ug, Wy) . (12d)

Proposition 2 We suppose that monotonicity-inducing Assumption[1] holds true. Then, for
all d € [0,D+1], the (original) Bellman function V§ given by backward induction (9 is
nonincreasing on its effective domain, that is,

vd € [0,D+1] , V(z,2") € domVy x domVy , = <2’ = Vj(z) > Vi(z').

Proof. The proof is done by backward induction. At time D+1, the Bellman function V5, = K
is nonincreasing on its effective domain by Condition [1] of Assumption For d € [0, D], assume
that V7, , is nonincreasing on its effective domain. Let (z,2') € domVy x domVy such that » < 2’
For any € > 0, let Uy be an e-solution of Problem @D starting at state z. We have that

Vi(@)+ e > E [La(e, Us, Wa) + Vi (Ja@, Ui Wa)) | (13)

which implies Ly(z, Ug, Wq) < +00 and fy(z, Ug, Wy) € domVy, ;, P-a.s.. From Condition [3| of As-
sumption |1} there exists a random variable INJ'd satisfying the measurability constraint (9c) and satis-
fying P-a.s. Equajcvions and . Using the induction assumption and Equation ([12c]) we obtain
that Vg, (fd(ac’, Uy, Wd)) <Via (fd(ac7 Uy, Wd)) almost surely which, combined with Equation ,
implies that the random variable V¢, (fa(2/, Uy, W,)) is integrable. Using Equation combined
with Equation we also obtain that the random variable Lg(z’, I~Jd, ‘W, ) is integrable and smaller
than Lg(xz, Ug, Wy). We therefore have

Vi) +e>E [Ld(vaUd,Wd) + Vi (falz, Ud,Wd))} (by (13))
>E {Ld(m’, Uy, Wa) + Vi (fala, Uy, Wd))} (as shown above)
> Vi) . (as Uy satisfies (9d))

This ends the proof. (Il

We are now able to formulate the main proposition of this section.

Proposition 3 We suppose that monotonicity-inducing Assumption[1] holds true. Then, for
any d € [0,D+1], the (original) Bellman function Vy in (9) coincides with the (relazed)
Bellman function VC} n .'

Vi=Ve$, vde[0,D+1].



Proof. By Equation (1)), we have that V} < Vi for all d € [0,D+1]. To obtain the reverse
inequality, we proceed by backward induction. At time D + 1, the two functions V5, and Vb1
are both equal to the function K. Let d be fixed in [0, D] and assume that V; , = V7 . For
any x € dodei and for any € > 0, let (X441, Ug) be an e-optimal solution of Problem . We have
that fq(xz,Uq, Wq) > X441 by Equation and

Vi(x)+e> E [La(z, Ug, Wa) + Vi (Xar1)]
= E [Lg(z,Uq, W) + Vi, (Xat1)] (14)

by the induction assumption. From , we deduce that E [Ld(x,Ud,Wd)] < 400 and that X441 €
domVy, |, P-a.s.. Using Condition [2] of Assumption [I| we obtain that x € domVj and using Condi-

tion |3| of Assumption |I| with 2’ = x we obtain that there exists a random variable I~Jd satisfying the

measurability constraint and satisfying both Equations (12c) and (12d)). Using Equation ((12c)
we obtain that, P-a.s.,

fa(2,Ua, Wa) > fa(e,Uq, Wq) > X441 and fa(z, Ug, Wy) € domVy,; . (15)

Now, we obtain successively

Vi(x)+e> E [La(z, Ug, W) + Vi (Xag)] (by (14))

> E [La(z, U, Wa) + Vi, (fa(w, Us, Wa))] (by (12d), and Proposition [2)

> Vi(z) . (as U, satisfies (©d)

We thus obtain the reverse inequality Vdi > V7, hence the result. (Il

The issue is that performing the backward induction requires to solve a multistage
stochastic optimization problem at the fast time-scale for each d € [0, D] and for each x € X;.
In the next section, we present two methods to compute bounds of the Bellman functions Vdi
at the slow time-scale, that allow to simplify the backward induction.

4 Price/resource decomposition of the dynamics in the Bell-
man functions

We aim at finding tractable algorithms to numerically solve the backward induction and
obtain the corresponding sequence of Bellman functions {Vj}de[[o, p+1]- Indeed, these Bellman
functions are not easily obtained. The main issue is that each optimization problem is
a multistage stochastic optimization problem at the fast time-scale, that has to be solved for
every d € [0, D] and every = € X, and each numerical solving might be in itself hard.

To tackle this issue, we propose in §4.1] and §4.2] to compute respectively lower and upper
bounds of the Bellman functions at the slow time-scale. These Bellman functions bounds
can then be used to design admissible two-time-scale optimization policies (see Sect. . The
two algorithms are based on so-called price and resource decomposition techniques (see [5,
Chap. 6] and [I1]) applied to Problem (L0).

Both algorithms involve the computation of auxiliary functions that gather the fast time-
scale computations, and that are numerically appealing because they allow to exploit some
potential periodicity of two-time-scale problems, as well as parallel computation. This point
is developed in Appendix [A]



4.1 Lower bounds of the Bellman functions

We present lower bounds for the Bellman functions {VU}} de[0,D+1] given by Equation ((10)).
These bounds derive from an algorithm which appears to be connected to the one developed
n [I3], called “adaptive weights algorithm”. We extend the results of [I3] in a stochastic
setting and in a more general framework, as we are not tied to a battery management problem
and as we use a more direct way to reach similar conclusions.

To obtain lower bounds of the sequence {Vj}de[[o, p+1] of Bellman functions, we dualize the
dynamic equations with Lagrange multipliers, and we use weak duality. The multipliers
(called prices here) could be chosen in the class of nonpositive Fy pj-adapted processes but
it is enough, to get lower bounds, to stick to deterministic price processes. Following these
lines, we obtain a lower bound as follows.

For each d € [0, D], we define the function LY : Xg x Ygq1 — RU {+oc} byﬁ

LY (24, pat1) = inf B | La(2g, Ug, Wa) + {pa+1, fd(xd»UdaWd»] : (16a)
d
st. o(Ugm) Co(Waom), Ym e [0, M], (16b)

where Ly and f; are respectively the instantaneous cost function and the dynamics of Prob-

lem @

Proposition 4 Consider the sequence {de of Bellman functions which is defined

}de[[o,DH]]
by Vi1 = K and for all d € [0, D], and for all v € X4 b

VE@) = suwp (L5 (@ past) = (VE) (as)) - (17)

Pa+1<0

where (KE_H)* : Yg41 — RU{£oo} is the Fenchel conjugate odePH (see [22]). Then, the
Bellman functions {Kg}[[o D+1] given by Equation are lower bounds of the corresponding
Bellman functions {Vdi}deﬂo D] given by Equation , that is,

VP <vi, vdelo,D+1]. (18)

Proof. We start the proof by a preliminary interchange result. We consider a subset X of the space
of random variables taking values in a Borel space X and a measurable function ¢ : X — RU {£o0}.
We assume that X contains all the constant random variables. We prove that

Jnf E[p(X)] = inf o(x). (19)

e The < inequality infxex E[p(X)] < infyex () is clear as X contains all the constant random
variables.

e The reverse inequality holds true if inf,ex p(x) = —oo since infxex E[p(X)] < infyex ¢(z).
Assume now that infiex p(r) = ¢ > —oco. Then ¢(X) > ¢ P-as. for all X € & and

“recall that Yai1 = Xgp1 = R™d+1

®As we manipulate functions with values in R = [—o0, +-00], we need to take care with the addition of
extended reals. When not explicitly specified, we adopt by default that + is the Moreau lower addition + [17],
which extends the usual addition to extended reals by (+00)+ (—00) = (—00)+(400) = —oo. So Equation

has to be understood as V5 (z) = SUp,,, ., <o (Ldp(m,pdﬂ) + (= (ZSH)*(de))).



hence infxexy E[(p(X)] > . Consider an arbitrary ¢ > 0 and X, such that E[@(XE)] <
infxex E[p(X)] + e We successively obtain infyex ¢(z) = Elinfrex ¢(z)] < E[p(X.)] <

infxex E[p(X)] + €. Thus, the reverse inequality infxex E[p(X)] > infzex (x) follows, hence
the equality in .
We turn now to the proof of (18], that we do by backward induction. First, we have that vy 11 =

K =V},,. Second, consider d € [0, D] and assume that V7, < Vi, . Explicitly using the Moreau
lower addition + (see Footnote [5)), we successively hav

Vi) = swp (L5 pain) + (~(Vin) (arn))) (by (D)

Pd+1>

= sup (Lg(x,pdﬂ) + inf (—<pd+1, xd+1> +KS+1(xd+1))) (definition of (deﬂ)*)
Pa+1<0 Td+1

< sup (Ldp(x,de) + inf (—<pd+1, xd+1> +Kid+1(xd+1))) (induction assumption)
Pd+1<0 Td+1

= sup (Ldp(x,de) + inf E[—(pat1, Xat1) + Zij-&-l(Xd-l-l)]) (interchange result)
Pd+1<0 Xat1

< sup infE[Ld(wad,Wd) + {pat1, fa(=, Uded)ﬂ
pa+1<0 Ud

+ inf E[—(pat1, Xas1) + Vi1 (Xas1)]

Xat1

by substituting (L6]), and by using subadditivity of the infimum operation with respect to the Moreau
lower addition +

= swp_inf E[La(wa,Ua, Wa) + (pasrs fa(@,Ua, Wa) = Xagr) + Vi (Xaga)|

patr1<0 Ua:Xat1

< __inf sup E[Ld(xd, Uq, Wq) + (pat1, fa(@, Ug, Wq) — Xap1) +K31+1(Xd+1)]
Ua.Xat1 pyi1<0

< inf E[Ld(a:,Ud,Wd) + Vé+1(Xd+1)] st fa(x,Uyg, Wy) > X441 (by weak duality)

Xa+1,Ud
= V().
This ends the proof. O

Remark 5 In the presentation above, we could have defined the sequence {de}de[[o 1] @S

de(gg) = sup (Lg(x,pdﬂ) - (KdPH)*(pdﬂ)) )
Pa+1€Y 41

that is, by maximizing over the whole space Yq11 instead of the set of nonpositive prices.
Then, in Proposition [}, we would have obtained the inequalities

vE<ve, vdeo,D+1],

the Bellman functions V replacing the VC}. We did not do that in order to be coherent with the
computation of the upper bounds in the next section, in which using the Bellman functions V;
is mandatory.

5Here below, we use + to stress that there might be an addition of two conflicting £00. When we leave the
notation +, it is because either we sum real numbers or we sum a real number with 0o or we sum elements
of [0, +o0].
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4.2 Upper bounds of the Bellman functions

We present upper bounds for the Bellman functions {VC}} 4€[0.D+1] given by Equation .
They are obtained using a kind of resource decomposition scheme associated with the dynamic
equations, that is, by requiring that the state at time d+1 be set at a prescribed deterministic
value, so that new constraints have to be added. This is made possible by the fact that we
relax the almost sure target equality constraint into the inequality constraint .

We define the function LY : Xy x Xg41 — [0, +0c] by

LY (wa,ra41) = %lf E [Ld(l’daUd’Wd)} , (20a)
d

st fa(xa, Ug, Wgq) > rasq, (20b)

U(Ud,m) C U(Wd,O:m) ) Vm € [[07 M]] ) (20C)

where Ly and f; are respectively the instantaneous cost function and the dynamics of Prob-
lem (@ Note that the function LE{ can take the value 400 since Constraint may lead
to an empty admissibility set. Having replaced the equality constraint by the inequality
constraint ((7b]) in Problem @ makes it possible to have the inequality constraint in the
definition of the function Lg. This last inequality ensures that a random variable is almost
surely greater or equal to a deterministic quantity, a much more easier situation that ensuring
the equality between a random variable and a deterministic quantity.

Proposition 6 Consider the sequence {VdR of Bellman functions defined induc-

}de[[O,D+1]]
tively by V%H = K and for all d € [0, D] and for all v € X4 by

R . =R

Vi@ = inf (L@ ran) + Vi (ra)) - (21)
ra+1€Xd+1

Then, the Bellman functions {VZ{}[[O D+1] given by FEquation are upper bounds of the

Bellman functions {Vdi}deﬂo D+1] given by Equation , that is,

Vi<VY, Vde[o,D+1] . (22)

Proof. The proof is done by backward induction. We first have that V 41 =K =V}, Now,
consider d € [0, D] and assume that V} 1 < VdRH. We successively have

Vi(z) = XdiﬁfUd E[Li(z, Ug, Wa) + Vi1 (Xas1)]

st fa(z,Uq, Wq) > X441, and (10d)—(10d), (by (10))
< inf ianE[Ld(x, Uy, Wd)} + Vdi+1(7“d+1)

T rag+1€Xa41 Ug

st fa(x, Uy, Wy) > 7441 and (10c)) (by considering only constant r.v. X41)
= inf  (Lg(za,rat1) + Vigr (ras)) (by 20)

ra+16€Xg41
< inf  (L¥(xa,ras1) + VdRH(rdH)) (induction assumption)

rar1€Xq41

—R

=Vi(z). (by 1))
This ends the proof. (|
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5 Mixing time block and price/resource decomposition of the
dynamics in the Bellman functions

In §5.1} we show how we can design (not necessarily optimal) policies by means of Bellman

functions as obtained in Sect. [3] and Sect. [dl In we discuss optimality.

5.1 Computation of policies

We assume that we have at disposal Bellman functions {‘N/d}de[[O,D +1] obtained either by
resource decomposition (Vg = VdR), or by price decomposition (Vy = VE). The computation
of the r/d’s, that is, the computation of the VdR’S or de’s, constitutes the offline part of the
optimization procedure, as described in Algorithms [I] and

Then, for a given slow time step d € [0, D] and a given current state z4 € Xy, we can
use ‘N/dH as an approximation of the Bellman function V', in order to state a new fast-time-
scale problem starting at d for computing the decisions to apply at d. This constitutes the
online part of the procedure (in this paper, we do not discuss conditions ensuring that the
control below is indeed a random variable, see []]):

U:l € argUmin E [Ld(xd, Uy, Wd) + ‘7d+1 (fd(l'da Uy, Wd)>i| , (233)
d
st. 0(Ugm) Co(Waomm), Ym e [0, M]. (23b)

This fast-time-scale optimization problem can be solved by any method that provides an
online policy as presented in [6]. The presence of a final cost V; ensures that the effects of
decisions made at the fast time-scale are taken into account at the slow time-scale.

Nevertheless, it would be time-consuming to produce online policies using the numerical
solving of Problem for every slow time step of the horizon in simulation. We present in
the next two paragraphs how to obtain two-time-scale policies with prices or resources in a
smaller amount of time.

Obtaining a policy using prices. In the case where we decompose the problem using
deterministic prices, we possibly solve Problem for every couple of initial state and
deterministic price (24, pg+1) € Xgx Yg441 and for every d € [0, D]. This process produces, for
each d € [0, D] and for each (x4, pg+1) € Xg%x Y441, an optimal policy Wg [€d, pa+1] : Wqg — Uy
and an optimal value Lg(md, Dd+1)-

At the beginning of a slow time step d in a state x4 € Xy, we compute a price pgy1 solving
the following optimization problem

pass € argmax (L5 (2, p) — (VE41)" () (24)
p<0

Thanks to this deterministic price pgy1, we apply the corresponding policy 7r5 [€d, Pa+1] toO
simulate decisions and states drawing a scenario wy out of the random process W,;. The next
state x411 at the beginning of the slow time step d+ 1 is 2441 = fyg (:L'd, 7T5 (4, Pa+1](wq), wd).

Obtaining a policy using resources. In the case where we decompose the problem using
deterministic resources, we possibly solve Problem for every couple of initial state and
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deterministic resource (z4,z4+1) € Xg X X441 and for every d € [0, D]. This leads, for each
d € [0, D] and for each (z4,z411) € Xg X X441, to an optimal policy Fg[l‘d, Tgr1] : Wg — Uy
and to an optimal value L% (24, 2411).

At the beginning of a slow time step d in a state x4 € Xy, we compute a resource
(state) z441 solving the following optimization problem

ZTgy1 € arg min (Lg(:ﬁd, x) + V§+1($)> ) (25)
$€Xd+1

and we apply the corresponding policy 7r§ [€4, xq41] to simulate decisions and states drawing
a scenario wy out of Wy. The next state x411 at the beginning of the slow time step d+ 1 is
then z441 = fd(xd,ﬁ}}[a;d, xd+1](wd),wd).

5.2 Discussion on optimality

Without any specific assumption (independence, monotonicity), we have obtained by Propo-

sitions [4] and |§| that the price Bellman functions VY and the resource Bellman functions V?
are respectively lower and upper bounds for the Bellman functions associated with (relaxed)

Problem :
VP <vi<VY | wdeo,D+1]. (26)
Then, if monotonicity-inducing Assumption [I| holds true, we have by Proposition [3] that these

price Bellman functions and resource Bellman functions are also lower and upper bounds for
the Bellman functions associated with (original) Problem (6):

VP <ve<VL | vde[o,D+1]. (27)

The link between the optimal value functions V¢ (resp. V1) and the Bellman functions V¢
(resp. Vi) is obtained thanks to a specific independence assumption for the noise process W.

Assumption 2 (White noise assumption) The sequence of random vectors {Wa},epo py %5
white, that is, {(Wd,o, Wi, ,Wd,M) }de[[o D s a sequence of D+1 independent ran-
dom vectors.

Then the Bellman’s principle of optimality applies at the slow time-scale for the optimization
problem @, leading to a Stochastic Dynamic Programming equation at the slow time-scale.

Remark 7 We do not assume that each random vector Wq = (W, ..., Wq ) is itself
composed of independent random variables.

Proposition 8 Under the white noise Assumption @, the optimal value function V¢ (resp.
V1) solution of (original) Problem (B)) (resp. solution of (relazed) Problem (7)) coincides with
the Bellman function V§ at time t = 0 (resp. Vi) given by Bellman equations @ (resp. )
More explicitly, we have that

Ve(r) =Vi(z) and Vi(z)=Vi(z), Vo €Xp.

Proof. The fact that the function V° is equal to the function V§ is a consequence of [9, Proposi-
tion 4.1] where the machinery for establishing a Dynamic Programming equation in a two-time-scale
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multistage stochastic optimization setting is developed. To establish the equality between the func-
tions V! and Vi, we proceed as follows. First, it is easily established that Problem (7] is equivalent
to Problem stated below which involves a new decision process A = {Ag1}4e[0,p], €ach control
variable A4 taking values in Xg41:

D
Vi(x) = X,III}fA E [;} Ld(Xd, Uy, Wd) + K(XD_H) , (28&)
st Xp==z, Xd+1 = fd(Xd,U(th) — Ad+1 , Vd € [[07D]] s (28b)
Ag >0, Vde[0,D], (28¢)
U(Ud,m) C ‘rfd,m ; V(d, m) € [[OaDII X [[OaM]] ) (28d)
O'(Ad_H) - fTrd)M , Vd e [[O,D]] . (286)

Second, Problem involves standard equality constraints in the dynamics, so that the machinery
developed in [9, Proposition 4.1] applies to it. We therefore obtain a Dynamic Programming equation
associated with Problem involving the new decision process A. This last Dynamic Programming
equation reduces to the Bellman equation when replacing the extra nonnegative decision variables
by inequality constraints. O

As an immediate consequence of Propositions |8/ and [3] we obtain the following proposition
which is the main result of this section.

Proposition 9 Suppose that both monotonicity-inducing Assumption 1] and white noise As-
sumptz’on hold true. Then, the optimal value function V¢ of Problem @ can be computed
by solving Problem at the slow time-scale by the Bellman backward induction , that
18,

Vi(z) = Vi(z) = V§(z) = Ve(z), Vr€Xp.

Moreover, if both monotonicity-inducing Assumption [I| and white noise Assumption
hold true, we have by Proposition |8 that the price Bellman function ZOP and the resource
Bellman function V; at time d = 0 are respectively lower and upper bounds for the optimal
value function of Problem @:

VP <ye <V (29)

Equation provides an interval in which the optimal value of the original problem (@
lies. But this interval is valid only under the time-block independence Assumption [2] This last
assumption is generally not satisfied in practical cases, and we cannot therefore guarantee the
quality of the Bellman functions obtained by the price and resource decomposition algorithms.
This being so, the price Bellman functions de and the resource Bellman functions VdR always
allow to compute admissible policies for Problem (@, as explained in

6 Case study

In this section, we apply the previous theoretical results to a long term aging and battery
renewal management problem. In §6.1, we formulate the problem. In §6.2] we simplify the
intraday problems. In we describe the data used for the numerical experiments. Finally,
in we sketch how to apply resource and price decomposition algorithms, and we compare
the results given by each of these methods.
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6.1 Problem formulation

We consider the following energy storage management problem over 20 years. We manage
the charge and discharge of an battery every time step m of 30 minutes. A decision of
battery replacement is taken every day, so that the number of days considered in the problem
is 20 x 365 = 7300. Since the number of time steps during a day is 24 x 2 = 48, the total
number of time steps of the problem is 48 x 7300 = 350,400. The state of charge of the
battery has to remain between prescribed bounds at each time step. We also consider the
evolution over time of the amount of remaining exchangeable energy in the battery (related
to the number of cycles remaining), that is, the health of the battery. Once this variable
reaches zero, the battery is considered unusable. In addition to the battery, the studied
system includes a local renewable energy production unit and a local energy consumption:
the net demand (consumption minus production) at each time step is an exogenous random
variable affecting the system. Finally we pay for the local system energy consumption, that is,
net demand minus energy exchanged with the battery. When this quantity is negative (excess
energy production), the energy surplus is assumed to be wasted. The aim of the problem is
to minimize the energy bill over the whole time horizon by providing an optimal strategy for
the storage charge and the battery renewal.

As we are dealing with the energy storage management problem of a battery over a very
long term (20 years) involving two time scales, we adopt the notations defined in §2.1l The
total number of slow time steps (days) in the time horizon is denoted by D+1 (D = 20x 365 =
7300), and each slow time interval [d,d + 1] contains M + 1 fast time steps (half hour), hence
M+1=24x2=48.

At the fast time-scale, the system control is the energy Uy ,,, transferred in and out of the
battery. We denote the charge of the battery by U;m = max{0, Uy, }, and the discharge of
the battery by U, = max{0, —Ug,}. For all timﬂ (d,m) € [0, D] x [0, M+1], the state
of the battery consists of

e the amount of energy Sy ,,, in the battery (state of charge), whose dynamics is given by
the simple storage dynamics equation

Sami1 = Sam +p°Uy,, — Uy, , ¥Ym € [0, M], (30a)

d,m
where p¢ and p? are the charge and discharge coefficients of the battery,

e the amount of remaining exchangeable energy Hg,, (health of the battery), with

— + —
Hd,m+1 = Hd,m - Ud,m -U

d,m >’

VYm € [0, M] (30b)
so that the battery health decreases with any energy exchange,

e the capacity Cg,, of the battery (assumed to be constant at the fast time-scale)

Cd,m+1 = Cde , Vm € [[0, M]] . (300)

"There is here a slight difference with the notations presented in we have added a new time step
(d, M+1) at the end of day d in order to apply the last fast control of day d and the slow control of day d+1 at
distinct time steps, hence the introduction of a fictitious time step — denoted by (d, M+1) — between (d, M)
and (d+1,0) (see Equation and comments above).
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These equations at the fast time-scale are gathered as
(Sd,m+17 Hd,m+17 Cd,erl) = @(Sd,mde,mv Cd,ma Ud,m) 5 V(d,m) S [[07 Dﬂ X [[07 M]] . (30d)

At the slow time-scale, that is, for each slow time step d, there exists another control By
modeling the possible renewal of the battery at the end of the slow time step. To take it into
account, we add a fictitious time step (d, M +1) between (d, M) and (d+1,0). The dynamics
of the battery for this specific time step are

Syiio = 0 if By >0, (313)
1.0 Sam+1  otherwise ,

meaning that, when renewed, a new battery is empty,

N(B,)B ifB; >0
Hd+1,0:{ (Ba)Ba  if By ' (31b)

Hg v otherwise ,

meaning that, when renewed, the health of a battery is the product of the new battery
capacity By by an integer-valued function 91 : Ry — N estimated at By,

Cd Lo = Bd if Bd >0 s (31(})
+h Cgnm+1  otherwise ,

corresponding to the renewal of the battery. These equations are gathered as:

(Sa+1,0, Hat1,0, Cat1,0) = ¥ (Sam+1, Hanit1, Canit1,Ba) . Vd € [0, D] . (31d)

We assume that the initial state of the battery is known: (So,0,Ho,0,Co,0) = (S0, ho, ¢o)-
All the control variables are subject to bound constraints

Uym €U, U], Bs€(0,B], (32a)
(with U < 0 and U > 0), as well as the state variables:

Sd,m € [Oagcd,m] ) Hd,m € [Oam(cd,m) Cd,m] ) Cd,m € [077] . (32b)

The amount of remaining exchangeable energy Hy ,, has to be nonnegative for the battery
to operate, and the upper bound on the state of charge Sg,, is a fraction £ € [0,1] of the
capacity Cg .

At each fast time step (d,m), a local renewable energy production unit produces energy
and a local demand consumes energy: we denote by Dy, the net demand (consumption
minus production) and we suppose that it is an exogenous random variable. The excess
energy consumption (Dg,, + Uz{m - UC?m)Jr is paid at a given price ﬂfl’m, assumed to be
deterministic and known, whereas excess energy production is assumed to be wasted. The
price Pg of a new battery is supposed to be random, so that the operating cost Ly during the
slow time step d is

M
> 75 m (D + UL, ~ Uy )+ PiBy. (33)

m=0
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The value of battery at the end of the optimization horizon is represented by a cost function K
depending on the state of the battery. Then, the objective function to be minimized is the
expected sum over the time span of the discounted daily costs (discount factor 7), plus the
final cost K. We assume that the effective domain of the final cost K is R? and that K is
a nonincreasing function. In the numerical application the final cost K is taken identically
equal to 0.

Finally, the optimization problem under consideration is

D M
inf E [Z 7d<z W;,m (de + U;,m — U;,m>+ i PgBd>
d=0

{Ua,0:m:Ba}aeqo,n] m=0

+K(SD+1,0>HD+1,OaCD+1,O)] , (34a)

subject, for all (d,m) € [0, D] x [0, M], to state dynamics

(S0,0, Ho,0, Co,0) = (50, ho, co) » (34b)
(Sdm+1 Hamt1, Camt1) = @(Sam> Hams Cam, Uam) (34c)
(Sat1,0, Hay1,0, Cat1,0) = ¥(Sa,mr+1, Hanrs1, Canigr, Ba) (34d)

to bounds constraints

Sam € [Oagcd,m] » Ham € [Oam(cd,m) Cd,m] » Cam € [Oai] ) (34e)
Ud,m € [Qa 7} ) Bd € [O,E] ) (34f)

and to nonanticipativity constraints

o(Ugm) € 0(Doo,-- -, Dam: Py .. PY4) , (34g)
o(Bg) C 0(Doyo,---,Da, Ph,...,PY) . (34h)

We denote by Uy the vector of decision variables to be taken during the slow time step d

Ud = ({Ud7m}m6[[0,M]]7 Bd) . (35&)
We also denote by W the vector of noise variables occurring during the slow time step d
Wi = ({Dam}mepo,m1, Ph) - (35b)

and by X, the vector of state variables at the beginning of the slow time step d
X4 = (Sa0,Ha0,Cap) - (35¢)
Problem is amenable to the form @ given in as explained below.

e In the expression of Xg11 = (Sg+1,0, Hat1,0, Car1,0) given by (34d)), replacing the vari-
able S, recursively from m = M + 1 to m = 1 by using (34c|), one obtains a slow-
time-scale dynamics of the form :

(Sa+1,0. Hat1,0, Cat1,0) = fa(Sa0, Hao, Ca0, Ugo:nr, Ba) , Vd € [0,D] . (36)
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e The cost function of slow time step d in is obviously a function depending on Uy
and Wy. The bound constraints on the control (resp. the bound constraints
on the state (34€])) only depend on Uy (resp. on (Xg4, Uy, Wy): indeed, in the same
way we obtained Equation , replacing in the right-hand side of the state
variable 84, recursively from m’ = m to m’ = 0 by using , we obtain that the state
(Sa.m+1, Ham+1, Cam+1) is a function of (S0, Hgo, Cao, Ugom) for all m e [0, M].
These constraints are incorporated in the cost of slow time step d (see Remark , which
makes it an extended real-valued function of the form Ly4(Xy4, Uy, Wy) as in . The
final cost K is, by definition, a function of Xp,.

e Since By (resp. PY) represents a control (resp. a noise) at the fictitious time step be-
tween (d, M 4+ 1) and (d + 1,0), the nonanticipativity constraints (34g) — (34hl) are of

the form .

Thus, Problem fits the framework developed in for two-time-scale optimization
problems. Moreover, Assumption |1 is fulfilled for Problem (see Appendix , so that
Proposition |3| applies: relaxing the dynamics as inequality constraints allows to com-
pute price and resource Bellman functions that are lower and upper bounds for the Bellman
functions associated with Problem .

6.2 Simplifying the intraday problems

We turn now to the computation of the functions Lg in and Lf} in , that we
call intraday functions in this case study. As explained in (resp. , the intraday
functions LY (resp. L}) depend on the couple (z4,pat1) (vesp. (¥,7a+1)), namely the 6-
uple (sd,hd,cd,pjﬂ,pZH,ng) (resp. (84, hd,Cds Sd+1, Md+1,Ca+1)) in the case study under
consideration. We use here some characteristics of the problem to make approximations to
alleviate the computation of these intraday functions.

6.2.1 Intraday problem associated with resource decomposition

As explained in the aim of the resource decomposition algorithm is to compute, for all
slow time steps d € [0, D+1], upper bounds VdR of the Bellman functions associated with
Problem , which can be put in the form of Problem @ These upper bounds are obtained
by solving a collection of intraday problems such as for each slow time step d € [0, D],
and then by solving the Bellman recursion . The intraday problems have a priori to
be solved for every 6-tuple (sg, hg,Cd, Sa+1, Rd+1,Cd+1), that is, the state (sg, hg,cq) at the
beginning of the slow time step and the resource target (sgi1,hq+1,Cq4+1) at the end of the
slow time step. This extremely computationally demanding task is greatly simplified thanks
to the following considerations.

Resource intraday function reduction. Since the capacity component Cg ,, of the state
can only change at the end of a slow time step (see and ), it is possible to take
the capacity dynamics Cg,,, the capacity control By and the associated bound constraint,
and the cost term PZBd, out of the intraday problem and to take them into account in the
Bellman recursion. To achieve that, resource decomposition is performed by dealing with
Equation for m = M, instead of Equation . We introduce the two resources sq441
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and hgyq for the state of charge and the health of the batteryﬂ. Then, the intraday prob-
lem becomes

M
LR (54, ha, ¢, Sa41, has1) = Jinf E Z 7§ mmax(0, Dy + UL, — Uz )| (37a)
d,0: M m=0

s.t. (Sa0,Hao) = (sd, ha) , (37b)
with, for all m € [0, M],

Sam+1=Sam +p°Uy,, — p'Ug,, , (37¢)
Hymi1=Him - Uy, —Ug, ., (37d)
Sam+1 > sav1, Haner > hayt (37e)
Ugm € U, U], (371)
Sam € [0,€cq] , Hapm € [0,MN(cq) cq) (37g)
c(Ugm) C 0(Dgo,---,Dam) (37h)

and is parameterized by the 5-tuple (sq, hq, ¢4, S4+1, ha+1). The sequence {Vg}de[[o, p+1] of
Bellman functions is computed by the following recursion:

—R .
Vi(sa,hascq) =  inf E[’V(LdR(Sda hd, Cd, Sat1, hat1) + PiBg)

Sd+15hda+1,Bd

—R
+Vd—i—l(SdJrl,OdeJrl,OvCd+1,0)} , (38a)

st (Sa+1,00 Hat1,0, Car1,0) = ¥ (Sdt1, hat1, ca, Ba) (38b)
Sa+1 € [0,€cq] , a1 € [0,M(cq) cq] (38¢)
B, €[0,B], (38d)
o(Bg) C o(PY) . (38e)

In order to further simplify the computation of the intraday functions, we remark that,
in the Bellman recursion , we can replace the function LdR by the function LdR with

Lij (54, has €ay Sas1, has1) = L (sd, ha, €ds Sag1, has1)
+ 0[0.9(cq) ca (Pd) + Ofhyyr <y (hds has1) + Oj0m(cy) cq (Pd+1) 5
where d4 denotes the indicator function of the set A (see Footnote 3| on page . Indeed,
the last term 6jg.m(c,) cy)(Pat1) is obtained by moving the right-hand side of Constraint (38¢)
to the minimized cost L}} and the two other terms can be added as it is easily seen that
LdR(sd,hd,cd,sd+1,hd+1) = +oo when hgyq > hg or when hy & [0,0(cq)cq]. Then, it is
straightforward to prove that

L% (sa, ha, ca, 8a41, hat1) = Liy (84 ha—has1, Cds Sat1,0) - (39)
Indeed, as the health dynamics is linear nonincreasing, any admissible control for Problem
for the ordered pair (hg, hay1), with hgiy < hg and (hg, hat1) € [0,9(cq) ca)”

sible for the ordered pair (hq — hgt1,0) and conversely. Moreover, the resulting cost is the
same since the cost does not depend on the health variable. We thus obtain Equation .

is also admis-

8We do not associate a resource variable cgy1 with the capacity of the battery since this component of the
state is taken into account in the Bellman recursion.

19



Resource intraday function approximation. As suggested in [14], we decide to neglect
the state of charge target at the slow time-scale. As a matter of fact, the operation of the
battery is daily periodic and such that it is more or less empty at the beginning (and thus
at the end) of a slow time step (day). It is thus reasonable to assume that the battery is
empty at the beginning and at the end of every slow time step, which is a pessimistic but
rather realistic assumption. Combined with Equation , we obtain a new function Ef}
approximating the original function Lf}, that is

LY (ha—hat1,ca) = L0, ha—hayi1, a, 0,0) = LE (54, has ca, a1, has1) - (40)

The approximated intraday function Ef} now only depends on two variables, which signifi-

cantly reduces the time needed to compute it. Then, the sequence {VdR}de[[O’ p+1] of Bellman

~R
functions in (38) is approximated by the sequence {V; }4eo,p+1] given by the following re-
cursion

o : TR b SN HC
Valha,ea) =, int. E {V(Ld (ha—has1,ca) + PiBg) + Vi (4 (hd_,_l,cd,Bd))} . (41a)
s.t. hgy1 € [O,W(Cd) Cd] , (41b)
Bd € [077] ) (41C)
o(Bg) C o(Ph) , (41d)

where the new dynamics ¥C is deduced from 1 in by keeping only the last two dynam-
ics and , which do not depend on the state of charge.

As explained in Appendix [A] we consider in this study I periodicity classes (I = 4, that
is, one class for each season of the year), so that the computation of the resource intraday
problem is done only for I different days denoted dy, ..., d;. The complexity of the associated
resource decomposition algorithm is sketched in Appendix [B]

6.2.2 Intraday problem associated with price decomposition

As detailed in the aim of the price decomposition algorithm is to compute, for all slow
time steps d € [0, D+1], lower bounds Kg of the Bellman functions associated with Prob-
lem . These lower bounds are obtained by solving a collection of intraday problems such
as for each slow time step d € [0, D], and then by solving the Bellman recursion . The
intraday problems have a priori to be solved for every 6-tuple (s4, hq, ¢4, D 1 pZ’ 11D +1)7 that
is, the state (sg, hq, ¢q) at the beginning of the slow time step and the prices (p2+1,p2+1,p§+1)
associated with the dualization of the equality dynamics equations.

Price intraday function reduction. As in the resource intraday function reduction, it
is possible to take the capacity dynamics, its associated control and bound constraints as
well as the cost term PZBd out of the intraday problem and to take them into account
in the Bellman recursion, so that the intraday problem does not depend on the price pg,
associated with the capacity dynamics. To achieve that, price decomposition is not performed
on Equation , but on Equation for m = M, which leads to an intraday function
whose arguments are (84, hd, ¢4, Py 1 pZ,j +1)- But another possible reduction occurs here: from
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the health dynamics (30b)) summed over the fast time steps of day d, we derive the inequality

M
hg —Hapr — Y (Uf,, +Ug,) >0, (42)

m=0

Following the framework of §4.1] we dualize this induced constraint by incorporating, on the
one hand, the terms U +U ., in the definition of the price intraday function for m € [0, M]
and, on the other hand the term hq —Hg ar41 in the computation of the Bellman functions.
Doing so, the intraday function LP does not depend anymore on the health hg, and is defined
as

M
Ldp(sd,cd,pjﬂ,pgﬂ) = inf E [Z ( . max(0, de—i—U —U;’m)

Ug0.m =0

- pgﬂ (U:zr,m + U;m)) + p3+1sd,M+1} ; (43a)

subject to, for all m € [0, M],

Sa0 = 5a, Sdmi1 =Sam + UL, —p'Ug,., (43b)
Ud,m € [Q, U] ) Sd,m € [O,ng] ) (43C)
c(Ugm) C 0(Dgo,---,Dam) - (43d)
The associated sequence of Bellman functions {Kg}de[[o, D+1] is computed by the following
recursion:
Vi (sd,ha,cg) = sup <LdP(3daCd7pfl+17pZ+1) + inf inf E[VP Bq
(152", 1) <0 Sd,M+1:hd,M+1 Ba

—pSasam+1 + (01 (ha — havie1) + Vi1 (Sar1,0, Hat1,0, Cd+1,0))D , (44a)

subject to  (Sat1,0, Hat1,0, Cas1,0) = ¥ (Sa,p41, ha,p+1, ca; Ba) (44b)
B, € [O,E] y Sd,M+1 € [O,ECd] , hd’MJrl S [O,W(Cd) Cd] s (440)
o(By) C o(Ph) . (44d)

Price intraday function approximation. As in the resource decomposition algorithm,
it is possible to consider that the state of charge of the battery has no influence at the slow
time-scale. Doing so, we obtain a new function Eg approximating the original function LY,
that is, R

LS(Cd,pZ+1) = L5(07 Cd, O7PZ+1) ~ Ldp(sdv Cd7pfl+17p¢fil+1) : (45)
The approximated price intraday function Edp only depends on the 2-tuple (cq, pg +1), which
significantly reduces the time needed to compute it. Then, the sequence {de}de[[o, D1 of
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~P
Bellman functions in (44)) is approximated by the sequence {V; }4c[o,p+1] given by the fol-
lowing recursion:

~P R
Vg (ha,cq) = sup (L5(0d7p2+1)+ inf inf E[*yPZBd
Pl <0 ham+1 Ba

+P§+1 (hd - hd,M+1) + EdP—H (¢H’C(hd,M+lv Cd; Bd))D , (462)

subject to  hgar41 € [0,9M(cq) ca] (46b)
By € [0,B], (46¢)
o(By) C o(Ph) . (46d)

As explained in Appendix |A] we consider in this study I periodicity classes (I = 4), that is,
one class for each season of the year), so that the computation of the price intraday problem
is done only for I different days denoted di,...,d;. The complexity of the associated price
decomposition algorithm is sketched in Appendix

6.3 Experimental setup

The data used in the application come from case studies provided by a Schneider Electric
industrial site, equipped with solar panels and a battery, and submitted to three sources of
randomness — namely, solar panels production, electrical demand and prices of batteries per
kWh. We present hereby the different parameters of the instance under consideration.

e Horizon: 20 years.

e Fast time step: 30 minutes.

e Slow time step: 1 day.

e Number of time steps: 350,400 (= (24 x 2) x (20 x 365)).

Battery renewal capacity: between 0 and 1,500 kWh with a increment of 100 kWh.

e Periodicity class: 4 classes, one per trimester of the year.

Data to model the cost of batteries and electricity. For the prices of batteries, we
obtained a yearly forecast over 20 years from Statistaﬂ We added a Gaussian noise to
generate synthetic random batteries prices scenarios. We display in Figure|1| the scenarios we
generated. Three scenarios are highlighted in Figure|l} they correspond to the three scenarios
we comment in the numerical results in

For the price of electricity, we chose a “time of use” tariff defined by three rates:

e an off-peak rate at 0.0255% between 22:00 and 7:00,
e a shoulder rate at 0.0644$ between 7:00 and 17:00,

e a peak rate at 0.2485% between 17:00 and 22:00.
“https://www.statista.com /statistics /883118 /global-lithium-ion-battery-pack-costs/
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Figure 1: Scenarios of battery prices over a twenty-year timespan

Data to model demand and production. In order to have a realistic dataset in the model
described in we use the data collected on 70 anonymized industrial sites monitored by
Schneider Electric. This data set is openly availableﬂ We extracted the data of the site
numbered 70. For this site, we display in Figure [2| the half hourly distribution of the net
demand (demand minus solar production) during one day.

Half hourly netload (kwh) distribution

o E——
-

I .

5 o E—

-500

-1000

Figure 2: Daily half hourly distribution of net demand (kWh)

Remark 10 (About the probabilistic independence of the data). Both batterie prices
and net demands correspond to realistic data that are given as scenarios, and there is a

Ohttps://zenodo.org/record /5510400
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priori no independence property for these data. Of course, it is possible to compute marginal
probability distributions from these scenarios: at a given time step (d,m), collect all the
values D, (the value PZ if m = M+1) available from the scenarios and build a discrete
probability distribution from these values. This procedure gives probability distributions at the
half-hourly scale. This way of proceeding will be implemented to compute the resource and
price intraday functions by Dynamic Programming (see .

6.4 Numerical experiments

The aim of the numerical experiments is to compute and evaluate policies induced by re-
source (resp. price) decomposition, that is, first solving an approximation of Problem by
computing the resource intraday functions Lg in and the associated resource Bellman

~R -~ ~P

functions V ; in (resp. price intraday functions Lg in and price Bellman functions V

in ([46)) after all simplifications presented in §6.2.1] (resp. §6.2.2), and second evaluating the
R

= ~P
policies induced by the Bellman functions V' ; and V.

6.4.1 Computation of the resource and price intraday functions

To compute the approximated resource intraday functions EdR as given in Equation (40)
and the approximated price intraday functions Eg as given in Equation , we compute
the marginal probability distributions of the noises at the fast time-scale as explained in Re-
mark [I0[and we apply the Dynamic Programming algorithm. Indeed, computing the intraday
functions using Stochastic Programming would be very costly due to the large number of fast
time steps inside a slow time step: for example computing a price intraday function (45 would
require forming a scenario tree over 48 time steps for every possible (discretized) value of the
pair (cq, pg +1) and solving the associated optimization problem, i.e. a task too expensive in
computation time.

We recall that the intraday functions are not computed for all possible days in the time
horizon, but only for a day representing each periodicity class. Here we split the year of the
industrial site data into the four traditional trimesters, each trimester corresponding to one
periodicity class. For each trimester, we model the net demand at a given half hour of the
day by a discrete random variable with a support of size 10. The probability distribution
of each discrete random variable is obtained by clustering, using k-means algorithm, the net
demand realizations in the dataset associated with the half hour under consideration.

In the case of resource (resp. price) decomposition, we compute the intraday func-
tions Ef} (resp. Edp) for every possible capacity ¢4 and every possible exchangeable en-
ergy hg — hgy1 (resp. every possible price pg +1)- In this study, the possible values of
the capacity cq are {0,100...,1500} kWh, whereas the possible values of the price pg 1
are {0,0.025,0.05,...,0.2}.

We display in Figurethe resource and price intraday functions for each season (trimester)
of a year. Resource intraday functions depend on daily exchangeable energy and capacity,
whereas price intraday functions depend on the price associated with aging and capacity.
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Figure 3: Resource (left) and price (right) intraday functions for each trimester

6.4.2 Computation of the resource and price Bellman functions

Once obtained all possible intraday functions EdR and Edp, the Bellman functions VdR and Edp
are respectively computed by the Bellman recursions and , for d € [0, D]. We display
in Figure [4] the resource and price Bellman functions obtained for the first day of the time
horizon. We observe that the resource and price Bellman functions present approximately

($) 2nen

2.02pM —

2.1M

Figure 4: Resource and price Bellman functions at day 1

the same shape and are just separated by a relatively small gap. The same observation holds
true for all days of the time span. The largest relative gap between these bounds is 7.90%.

The relative gap at the initial state (sg, ko, co) = (0,0, 0), that is, the battery no longer works
and has to be replaced, is around 4.84%.
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We gather in Table [I] the computing times of the two decomposition algorithms, namely
the total CPU times and the total wall timed | when parallelization is on. The computation

Price Resource
Intraday functions CPU time 1053 s 2836 s
Value functions CPU time 6221 s 1515 s
Total CPU time 7274 s 4351 s
Intraday functions wall time 267 s 714 s
Value functions wall time 2227 s 1310 s
Total wall time 2494 s 2024 s

Table 1: Computing times of the decomposition methods

is run on an Intel i7-8850H CPU @ 2.60GHz 6 cores with 16 GB RAM. Table [1| displays the
times needed to compute the intraday functions and the Bellman functions. We observe that,
whereas the price decomposition algorithm requires a significantly longer CPU time than the
resource decomposition algorithm, the two decomposition algorithms require a comparable
wall time when parallelization is on. The main reason is that the parallelization of the
computation of price Bellman functions decreases more significantly the computing time than
the parallelization for resource Bellman functions. The explanation is that the computation
done in parallel is longer in the price case, hence the CPU time saved is not compensated
by too frequent memory sharings. The price intraday functions are also faster to compute
because the price space is more coarsely discretized than the exchangeable energy space.

~R ~P
Finally, in Table [2| we give the values V, (z9) and V,(zo) of the resource and price
Bellman functions at day d = 0 for the initial state o = (so, ho, co) = (0,0,0). According to

‘ Price Resource
Lower (price) and upper (resource) bounds ‘ 2.14 M$ 2.24 M$

Table 2: Bounds obtained by resource and price decomposition

Sect. [4], these values are respectively an upper bound and a lower bound of the optimal value
of Problem . Note however that the numerically computed values given in Table |2 may fail
to be upper and lower bounds of the optimal cost of Problem since the resource and price
intraday functions are obtained (i) using approximations as explained in §6.2.1] and §6.2.2}
and (ii) using the marginal probability distributions of the noises at the fast time-scale (see
Remark , thus these intraday functions are optimal only if the noises are independent
random variables at the fast time-scale.

6.4.3 Simulation of the resource and price policies

We present now several simulation results. Table (3| displays the times needed to perform a 20
years simulation over one scenario of battery prices and net demands, from which we deduce
the average time needed to compute a decision at each time step.

1¥Wall time measures how much time has passed for executing the code, as if you were looking at the clock
on your wall.

26



‘ Price Resource

Average time to simulate a scenario 6.19 s 5.22 s
Average time to compute a decision 17.7 us 14.9 us

Table 3: Computing times of simulation

Simulation using scenarios. We draw 1,000 “true” scenarios of battery prices and net
demands over 20 years, that is, scenarios extracted from the realistic data of the problem.
There is thus no more independence assumption available for these scenarios. Then, as
explained in we simulate the charge and renewal decisions that are made when using the
intraday functions and the Bellman functions obtained by resource and price decomposition,
in order to compare the performances of both methods. All simulations start from the initial
state (so, ho,co) = (0,0,0). The average costs of these scenarios are given in Table |4, The

‘ Price Resource
Average cost over 1,000 true scenarios ‘ 2.83 M$ 2.86 M$

Table 4: Average simulation costs using original scenarios

comparison of the average costs shows that both decomposition methods provide comparable
performances. However, the price decomposition outperforms the resource decomposition by
achieving on average 1.05% of additional economic savings. This slightly superior performance
of the price decomposition is observed on every simulation scenario.

We also note that the average costs are 20% to 25% higher than the corresponding values
of the Bellman functions at the initial day for the initial state given in Table This is a
somewhat surprising result since the values in Table |2 are lower (price) and upper (resource)
bounds of the optimal value of the problem, provided that the white noise Assumption [2|is
fulfilled. But, as explained at the end of the intraday functions have been computed
by dynamic programming, and thus the values obtained are optimal only if the noises are
independent at the fast time-scale. The computation of the price and resource Bellman
functions makes use of these intraday functions and moreover are optimal only if the battery
prices are day by day independent. However, the simulations are made with scenarios where
the net demands and the prices are likely to be strongly correlated, hence the discrepancies.

Analysis of some scenarios. We select three scenarios (the colored scenarios in Figure [1))
among the 1,000 scenarios of battery prices and net demands over 20 years that we used in
the previous paragraph, and we analyse the behavior of the policies induced by resource and
price decompositions. We recall that all simulations start from the initial state (sg, ho,co) =
(0,0,0), that is, the battery no longer works and has to be replaced. Figure [5| displays the
health (or exchangeable energy in kWh) of the batteries at the end of each day for the three
scenarios, and Table [5| gives the associated simulation costs. In the first simulation, price
and resource decompositions lead to significantly different renewal decisions and different
costs. A small battery, (100 kWh, that is, 400 kWh of exchangeable energyiEI) is purchased
at day d = 0 for both price and resource decomposition. But at day d = 2328, another
small battery is purchased in resource decomposition, whereas a large battery (1,500 kWh,
that is, 6 MWh of exchangeable energy) is purchased in price decomposition. Then, over

12The integer function 91 in Equation (31Ib)) is such that 91(100) = 91(1500) = 4.
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Figure 5: Three simulations of the evolution of the battery health over 20 years

the remaining time horizon, there is one battery renewal in price decomposition and two
renewals in resource decomposition, hence a lower cost for price decomposition. In the second
simulation, resource and price decompositions produce very similar health trajectories and
costs. This is even clearer for the third simulation for which the health trajectories and the
costs are almost identical. The third simulation shows a case where battery prices are high,
hence only small batteries, that is, 100 kWh, are purchased. Price decomposition outperforms

‘ Scenario 1 Scenario 2 Scenario 3
Total cost (resource) | 2.757 M$ 2.825 M$ 3.200 M$
Total cost (price) 2.722 M$ 2.820 M$ 3.199 M$

Table 5: Simulation results along three scenarios

resource decomposition on the three scenarios, but only by 1.27 % on Scenario 1 while the
renewal decisions are significantly different. Owur interpretation is that, in Scenario 1, it
is almost as rewarding to buy either a big battery or a small battery taking into account
the investment. Moreover, it seems that resource decomposition slightly underestimates the
benefits of using a large battery compared to a small one. Indeed, we present in Figure [6] the
resource and price Bellman functions of the day d = 2328 (first battery renewal in Scenario 1),
when the health of the battery is fixed to the value H associated with a large battery renewal

~R __ ~P _
(1,500 kWh), that is, Vy395(H, ) in and Vgaog(H, -) in (46). We observe that the resource
Bellman function is significantly higher than the price Bellman function.
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Figure 6: Bellman function of first renewal day of Scenario 1 for health fixed at 100 %

7 Conclusion

We have introduced the formal definition of a two-time-scale stochastic optimization prob-
lem. The motivation for two-time-scale modeling originated from a battery management
problem over a long term horizon (20 years) with decisions being made every 30 minutes
(charge/discharge). We have presented two algorithmic methods to compute daily Bellman
functions to solve these generic problems — with an important number of time steps and de-
cisions on different time-scales — when they display monotonicity properties. Both methods
rely on a Bellman equation applied at the slow time-scale, producing Bellman functions at
this scale.

Our first method, called resource decomposition algorithm, is a primal decomposition of
the daily Bellman equation that requires to compute the value of a multistage stochastic
optimization problem parameterized by a stochastic resource. Some monotonicity properties
here make it possible to relax the coupling constraint and to replace the stochastic resource
by a deterministic one, yielding an upper bound for the slow time-scale Bellman functions.
Instead of this simplification, we could have turned the almost sure coupling constraint into
a constraint in expectation. It would be interesting to compare this with our approach.

We address a similar and related difficulty in our price decomposition algorithm. It
requires the computation of the value of a stochastic optimization problem parameterized
by a stochastic price. Once again we replace it by a deterministic price, which is equivalent
to dualize an expectation target constraint. This makes the previous enhancement proposal
even more relevant. Our algorithm produces a lower bound for the slow time-scale Bellman
functions that reveals to produce better results in simulation than the ones obtained by
using the resource Bellman functions (we already have observed this numerical favorable
phenomenon in [10]).
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Finally, we have shown with a realistic numerical application that these methods make it
possible to compute design and control policies for problems with a very large number of time
steps. But they could also be used for single-time-scale problems that exhibit monotonicity,
periodicity and a large number of time steps.

A Periodicity classes

To compute the upper bound Bellman functions {VdR} [0,D-+1] given by Equation (respec-

}de[[O,DJrl]] given by Equation (17))), we need
to compute the value of the fast-scale optimization problems LdR(a:d,rd+1) defined by
(respectively LY (z4,pat1) defined by (16)), for all d € [0, D] and for all couples (x4, ra+1) €
Xg x Xgy1 (respectively for all couples (x4, pa+1) € Xg X Yg41 with pgr1 < 0). The com-
putational cost can be significant as we need to solve a stochastic optimization problem for
every couple (z4,7411) € Xg x X441, for every couple (24, p4+1) € Xg x Yg41 and for every d
in [0, D]. We present a simplification exploiting a possible periodicity at the fast time-scale.

tively the lower bound Bellman functions {de

Proposition 11 Let I C [0, D] be a nonempty subset. Assume that there exists two sets Xy
and Uy such that, for any d € I, we have Xy = Xy and Uy = Uy. Moreover, assume that there
exists two mappings Ly and f1 such that, for any d € I, Ly = Ly and fg = f1. Finally assume
that the random wvectors {W}qer are independent and identically distributed. Then, there
exists two functions L]lf” and Lf such that the functions LS‘ defined by and LdP defined
by satisfy

LY=L} and LY=Ly, vdel. (47)

Proof. The proof is an immediate consequence of the assumptions made on the functions Ly
and fy and on Wy for d € 1. O

The nonempty set I in Proposition is called a periodicity class. We denote by I the
number of periodicity classes of Problem @ and by (I3, ...,I ) the periodicity classes (possibly
reduced to singletons), that is, the sets of slow time indices that satisfy .

Remark 12 A periodicity property often appears in long term energy management problems
with renewable energies, due to yearly seasonality of natural processes such as solar production.
In this case, I < D41 and it is enough to solve only I problems at the fast time-scale. When
there is no periodicity, I = D + 1 and the periodicity classes are singletons. In this case, all
the fast time-scale problems have to be computed.

The ways to obtain the upper bound and lower bound Bellman functions are presented in

Algorithm [TI]and Algorithm 2l They allow to efficiently compute fast-time-scale problems and
upper and lower bounds for the Bellman functions using resource and price decompositions.
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Algorithm 1 Two-time-scale Dynamic Programming with deterministic resources and peri-
odicity classes

Data: Periodicity classes (Iy,...,1 )

Result: Upper bound Bellman functions {VdR} de[0,D+1]

Initialization: V%H =K
fori=1,...,1 do
Choose a d; € I;
for (z,7) € Xy, x X4,41 do
‘ Compute LE(&:, r) = L%(x, r) and set L% (z,r) = LE(&:, r) foralld € I;
end
end
ford=D,D—-1,...,0do
for x; € X; do
Solve VdR(xd) =inf,,,, L (x4, ras1) + VdRH(rdH)
end

end

Algorithm 2 Two-time-scale Dynamic Programming with deterministic prices and period-
icity classes

Data: Periodicity classes (I1,...,1 )

Result: Lover bound Bellman functions {KS}de[[O D+1]

Initialization: V) | = K
fori=1,...,1 do
Choose a d; € I;
for (z,p) € Xy, x Yg,41, p <0 do
‘ Compute LE (x,p) = Li_ (z,p) and set LY (z,p) = L]E_ (x,p) for all d € I;
end
nd
ford=D,D—-1,...,0do
for x4 € X; do
Solve VF () = sup,,,., <o LE (@, pas1) — (V1) (par)
end

0]

end

Remark 13 The interest of Algom'thm (resp. @) is that we can solve the I fast-time-scale
problems (resp. ) in parallel and then distribute the numerical solving of these prob-
lems across slow time steps. Moreover, we can theoretically apply any stochastic optimization
method to solve the fast-time-scale problems. Without stagewise independence assumption at
the fast time-scale, we may use Stochastic Programming techniques (for example scenario trees
and Progressive Hedging [23]) to solve the fast-time-scale problems. With a stagewise inde-
pendence assumption at the fast time-scale, we may apply Stochastic Dynamic Programming
or Stochastic Dual Dynamic Programming.
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B Complexity of the decomposition algorithms

We compute the complexity of the resource and price decomposition Algorithms [I] and 2] in
Appendix [A] in terms of number of operations required to implement them, and we compare
them to a brute force use of Dynamic Programming.

We denote by N? (resp. N and Nj) the dimension of the space of state (resp. control and
noise) variables that change only at the slow time-scale. We denote by NSf (resp. Nff) the
dimension of the space of state variables that change at the fast time-scale with an influence
at the slow time-scale (resp. without influence at the slow time-scale), and by Nf (resp. Nf)
the dimension of the space of control (resp. noise) noise variables that change at the fast
time-scale. In numerical applications, we stick to the battery problem under consideration in
the paper:

e N5 =1 (capacity Cg), N5 =1 (health H,,,), NI = 1 (state of charge Sy,),

€T
o Nj =1 (renewal By), N, = 1 (charge/discharge Uq,pn)
e Nj =1 (price PZ% N;, =1 (net demand Dam)-

We compute the intraday functions fg and fg by Dynamic Programming. To make things
simple, we assume that each one-dimensional variable is discretized in 10 values, and that
each elementary minimization is conducted by exhaustive search in the control space. We
finally assume that the number D + 1 of slow time steps and the number M + 1 of fast time
steps in a slow time step are rather large, whereas the number I of periodicity classes is rather
small.

We first compute the complexity of solving Problem by Dynamic Programming.
Taking into account that the dimension of the state at each time step is NI + NSf + N3
and that the last fictitious time step at the fast time-scale only involves the control B; and
the noise PY, whereas the M + 1 previous steps involve the control (U U:lr,m) and the

d,m>
noise Dy ,,, the number of elementary operations required to solve the problem is:

(D + 1)(10N§+N;f+N;+N3+N; (M + 1)(10N§+N;f+N;+N5+N{U)> (48)
~ D(10° + M10°)
~ DM10°.

B.1 Resource decomposition algorithm

We now compute the complexity of the resource decomposition Algorithm (I, which depends
on the complexity of the intraday problem numerical solving, and on the way the Bellman
recursion is solved.

e We first have to solve the intraday problem, that is, we compute the optimal value
of the intraday problem for each possible value of the initial state (sq, hg,cq) and each
possible value of the final resource target (sg41, har1,cqr1). We apply the simplifications

introduced in §6.2.1]

— A first simplification arises when separating the slow and fast time-scales, that is,
the slow components of the problem (state, control and noise) are no more taken

into account in the computation of the optimal value of the intraday problem,
which leads to Problem .
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— A second simplification is based on the assumption that the fast component of
the state does not influence the slow dynamics and thus can be set to zero at the
beginning and at the end of each slow time step.

— The last simplification is that the resource intraday functions only depends on the
health difference during a slow time step.

The resulting intraday problem de(Ahd, cq) = LdR(O, Ahg,cgq,0,0) in Equation is
solved by Dynamic Programming involving all fast components of the problem, and has
to be computed for all possible values of the capacity ¢4 (the health difference Ahy is
part of the initial state of the problem and thus the associated complexity is taken into
account by Dynamic Programming). The complexity of computing the value ZdR for a

10N +NE N+,

given value of ¢4 is (M + 1) , and the whole complexity of computing

all values of all intraday functions is

f

I(M + 1)10Ne 10Ve +NEH NNy~ TA10° (49)
where we recall that I is the number of classes of periodicity of the problem.
e Having at disposal all possible functions Eg‘ in , we compute the Bellman value
~R
functions V; given by Equation . The complexity associated with that recursion is

(D + 1)10NHNANIENGANG ~ D10P (50)

We are now able to compare the complexity f with the complexity of brute
force Dynamic Programming. The resource decomposition algorithm is relevant if the follow-

ing ratio is small
_ IM10° + D10°

R
= 1
A DM10° <b
or equivalently
I 1
M=+ —«1. 51
ptar < (51)

Let us consider the relevance condition (51)) in three different situations, with a number I of
periodicity classes equal to 4.

1. Horizon: 20 years, fast time step: 1/2 hour, slow time step: 1 day.
Then, we have (D; M) = (7,300;48) and the ratio in is KR ~ 1/50.

2. Horizon: 20 years, fast time step: 1/2 hour, slow time step: 1 week.
Then, we have (D; M) = (1,040;336) and the ratio in is RR ~ 1/150.

3. Horizon: 20 years, fast time step: 1/2 hour, slow time step: 1 month.
Then, we have (D; M) = (240;1,440) and the ratio in is MR ~ 1/60.

This illustrates that the ratio %% is minimal when the two quantities D and IM are of the
same order of magnitudeH in which case the condition I < D ensures large computer time
savings.

13The solution (D*, M*) of the optimization problem minp s % + ﬁ subject to DM = « is such that D* =
IM™.
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In conclusion, the fact that the resource decomposition algorithm is such that the intraday
functions can be computed offline and that the number of these functions is much less than
the number of slow time steps makes the method very appealing from the computer time
point of view.

Remark 14 [t is interesting to compare this complexity result with the one obtained by only
separating the slow and fast time-scales, that is, when implementing the resource decompo-
sition algorithm by computing all possible values of the intraday problem and then by
computing the Bellman functions using . The computation by Dynamic Programming of
Lg{(sd, hds €dy Sat1, hat1) for a given 3-tuple (cq, Sq+1, hat1) requires (M+1)10N§+N$+N£+va,
so that the whole complexity of computing the values of all intraday functions is

I(M+1)10N3+N§+N;f10N§+N§+N};+N& ~ IM107 .

The complezity of the Bellman recursion 18
(D+1)10N§+N;f+N;+Nf+N;f+N5+N; ~ D107,

so that relevance Condition for the method to be interesting becomes

102(£+i) <1
DM ’

a less favorable condition than the one obtained where simplifications are taken into account.

B.2 Price decomposition algorithm

We consider now the computation of the intraday problem arising from the price decompo-
sition Algorithm [2] and the associated Bellman recursion. Taking into account all simplifi-
cations introduced in the resulting intraday function ES(Cd’ngrl) = LY (0, cq, O,pZH)
given by is solved by Dynamic Programming involving all fast components of the prob-
lem, and has to be computed for all possible values of the capacity ¢4 and of the multi-
plier pZ +1- The complexity of computing the value Edp (cd, pZ 1) for a given couple (cq, pg 1)
is (M + 1)10NﬂEf *N«i*Nlﬁ?, and the whole complexity of computing all values of all intraday
functions is

I(M + 110NN 10N+ Nt N~ 1105 (52)

~P
Then we compute the Bellman function V ; (hg, ¢q) given by Equation . The complexity

associated with the Bellman recursion is
(D + 1)10N= +NaANSENTENGANG o D106 (53)
Comparing the whole complexity of the price decomposition algorithm with the complex-

ity of Dynamic Programming, we conclude that the resource decomposition algorithm is
relevant if the following ratio is small

_ IM10° + D10°

P
= 1
A DM10° <5
or, equivalently, if
I 10
mP=_—+ <1, 54
ot < (54)

Compared with the relevance condition obtained for the resource decomposition algo-
rithm, we conclude that the price decomposition algorithm is more demanding than the
resource decomposition algorithm.
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C Monotonicity-inducing assumption holds true in the bat-

tery management problem

Following the notations introduced in Sect. @ we specialize in the Bellman equation @])
to the case of the battery management. In §C.2| we prove that the monotonicity-inducing

assumption [1] is fulfilled for the battery management problem.

C.1 Reformulation of Bellman Equation for the battery management prob-

lem

We consider the subset of R? defined by
X ={(s,h,c) GR?)‘S €[0,¢&d, he [0,Nc)c], ce[0,B]}.

For all d € [0, D], we consider the composed state dynamics defined by

fd((S, h7 C)) ud,O:M) bd) == w(gpcoi,M((Sa h7 C)7 ud,O:M)ubd) )

where 7, = ¢ and for m € [0, M—1]
wg,m—i-l : ((37 h7 C)a ud,O:erl) = (903,m ((87 h7 C)? Ud,o:m) ) ud,m+1) )

with ¢ and v being defined by (30d)) and (31d) in namely

s+ p"uzm — pdu;m
©: ((3, h,c),udm) — h — uzm = Uy ,
c

and
510y (ba)

P ((s,h,¢),ba) = | hLoy(ba) + IUba)balio 4 o0[(ba)
Cl{o} (ba) + bd1]0,+oo[(bd)

Finally, for all d € [0, D], the instantaneous cost functions Ly in iﬂ

M
La : (Ta,0, ud,0:0, bds Wi 0.0, w3) Z Can (D5, m—1(Td,05 Ud,0m—1) > Ud,gm> Wi )

m=0
+wgba + 0,5 (ba) ,
with

Cam = (Tdams Udn, Wim) = Y Tam (W 4w — g ) + 0x (Tam) + S 71 (d,m)

where w(li’m is the net demand at time (d, m) and where w?l is the battery price.

My convention, g, —1 is such that ©g 1 (24,0, Ud,0:m—1) = Zd,0-
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For each d € [0, D], we introduce the Bellman operator By defined by

ByV(z) = min (L 2 ALOM » fhds W .17, W2 62
I ( ) ()\d,O:Mﬂd)EAdX@d/ d( d,0:M > Hd> W, 0: M d) ( )

+V (fal@, Aaonr, 00) JP(d(whpprwd)) . (63)

where, in the minimization, we incorporate the nonanticipative contraints, that is, for each
m € [0, M], Ag,m is a measurable function of w} . (encoded in Ag4) and 6, is a measurable
function of (w} .., w3) (encoded in ).

C.2 A proof that monotonicity-inducing Assumption [1] is satisfied
The main result of this appendix is Proposition

Proposition 15 Consider the optimization problem described in Sect. @ The data of
the associated Bellman functions @ satisfy monotonicity-inducing Assumption .

Proof. As a consequence of the reformulation in the Bellman functions (V) de[0,D+1
are solution of the Bellman equation @ for the case study of Sect. |§| are also solution of the Bellman
backward induction defined by Vp11 = K and for all d € [0, D] by Vg = B4Vga1, where the operator B,

is defined by .

As a first result, we prove by backward induction that, for all d € [0, D] we have that domVy = X,
where the set X is defined in Equation (55). Let d € [0, D] and assume that X C domV;11. From
the special form of the cost function ¢4 ,, in Equation , the effective domain of Vj is included in
the set X. Let x € X be given, and consider the null control, that is, ug,, = 0, for all m € [0, M]
and by = 0. The associated cost Ly in Equation is finite and fq(z,uq,0.0,bq) = © € X. We thus
have that Vi1 (fa(z, wa,0:01,ba) = Vay1(z) < 400 by induction assumption. We have obtained that
z € domVj. By assumption, we have X C domVpi; = R3 (see Section @, hence domVy = X for all
d € [0,D]. This proves that Condition 2 of Assumption (1| is fulfilled. Condition 1 of Assumption
is satisfied since we have assumed that the final cost function K is identically equal to 0. Finally,
Condition 3 of Assumption [1] is satisfied thanks to the two lemmas [18] and [19] given below. O

I which

To prove the two postponed lemmas [18 and we start by a technical result involving
the instantaneous dynamics ¢ in defined at the fast time scale.

Lemma 16 Consider two states x and x' both in the subset X as defined in Equation
and such that ' > x and consider a control u € [U, U] (with U < 0) such that p(z,u) € X,
where ¢ is given by Equation . Then, there exists a control u' € [U,U] satisfying the two
following conditions.

1. The control u' is in [U,U], and v’ is either equal to w, or u' satisfy 0 < v’ < u and is
given as a feedback on the state variable x’E

2. The control v’ is such that go(x’,u’) € X and go(x’,u’) > go(x,u).
Proof. Asz’ = (s',h/, ) > & = (s, h, ¢) we immediately have that p((s', ', '), u) > p((s, h,c), u).

Now, we consider two cases. First, if p((s’,h’,¢),u) € X, then the two conditions of the Lemma are
immediately satisfied with v/ = u. Second, we assume that o((s’,h/,c'),u) € X, that is s’ + pSu® —

15implying that v’ can only differ from u when u is positive.
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plu™ &[0, or B —ut —u™ & [0,9() ] or ¢ ¢ [0, B]. We notice that ¢ ¢ [0, B] is not possible
since we have assumed that (s',h’,¢’) € X;. Moreover the assertion A’ —u™ —u~™ & [0,9(c’) ¢'] is also
not possible as we have

0<h—ut—u" (by assumption ¢(z,u) € X)
<h —ut—u" (as h < 1)
<N . (as b/ € [0,M(c) ¢] and u™ +u™ > 0)

Thus we have that s’ + put — pdu™ ¢ [0,£¢/]. As the lower bound is satisfied since we have that
s' 4 pcut —plu™ > s+ p°ut — pdu~ > 0, we must have the following inequality s’ + p°ut —plu= > £ ¢
which combined with the fact that s’ € [0,£ ¢/] implies that the control « must be positive (u~ = 0).
We therefore end with s’ + p°u > £ ¢’. We define a new control v’ defined by

,750/78/

p°

<u.

This control ' is nonnegative and less than u and therefore satisfies ' € [U, U] (as U < 0). This gives
Condition [ of the Lemma.

Now we have that ¢((s',h), v, w) € X as we have s’ + pu'T — pdu/~ = & € [0,£¢] and
0<W—ut —u” <A —u/t —u'~ <N() ¢ and we easily obtain that

ed s+ put — pu~
@((317}1/76,)7“,) =N —ut =" > h—ut —u~ ZW((S7haC)7u) ) (64)
d c
which gives Condition [2] of the Lemma, and ends the proof. O

We now give a lemma involving the full dynamics f; defined at the slow time scale.

Definition 17 Consider the set X defined by Equation . We say that a given ordered
pair of controls (uqo.a,bq) is X-preserving for the state x if, for all m € [0, M], we have
SDSZ,m(%Ud,O:m) € X and fd(ff,ud,O;M,bd) € X.

Lemma 18 Consider two initial states m’d70 > x40 both in X and assume that the controls

(ud,0::m,ba) are X -preserving for xqo and such that for all m € [0, M], ugm € [U, U]. Then,
there exists controls “ii,o: v Satisfying the two following conditions.

1. For all m € [0,M], the control u),,. is in [U,U| and u,, is either equal to uqm, or
is given as a feedback on the state variable xy ., = g, (T} g U o.m_1) and satisfy

0< ufjm < ud,mﬂ

2. The controls (u!; 4.5, ba) are X -preserving for xl, , and such that
/ /
fd(xd,ovud,O:M7 bd) > fd(l’d,oaud,o:M, bd) .
Proof. We consider two states x40 and m;,o both in X and such that I&)O > 24,0 and we assume
that the controls (ug,0.ar,b4) are X-preserving for xq..
We start by proving an auxiliary result. We prove by induction that for all m € [0, M] there exists

controls u}; ., such that

¢§,m($:1,07u:1,0:m) Z @37m(xd,0,ud,0:m) and @Z,m(x:i,mu:i,o:m) €X. (65)

16 mplying that u/d,m can only differ from ug4,m when ug,m is positive.
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First, for m = 0, we have that ¢j ; = ¢ and the existence of “/d,o satisfying Equation follows from
Lemma

Second, we assume that Equation is satisfied for m and we prove that it is satisfied for
m~+1 as follows. Consider x4 m4+1 = gofl7m(xd70,ud,0:m) and xfj,m_ﬂ = cpgjm(mitwufi’():m). By induction
assumption we have that both x4 41 and a?ftm_H are in X and they are such that x:ij > Tdm41-
Now using Equation , we have that

@Z,mﬂ(iﬂd,o,ud,o:mﬂ) = @(@Z,m (xd,Oaud,O:m)vud,erl) = tp(xd,mﬂ,ud,mﬂ),
and similarly o5, ., (1’;1,0, (ufi70:m,Ud,m+1>) = <p(xfj)m+1, Ud,m+1). Using again Lemma (16, we obtain
a new control “:1,m+1 such that gp(mﬁim_kl,uél’mﬂ) > o(Td,m+1, Ud,m+1) and @(x&7m+1,ud7m+1) e X.
Now, the sequence uj ., . = (u;l,o:m7uld,m+1) gives the induction assumption for m+1. This ends
the proof of the auxiliary result.
We now turn to the proof of the Lemma. We consider the controls uj ., given by the auxiliary

result and then use the control by. Using the auxiliary result, we obtain that, gog’m( x;,o, u:i,O:m) eX
for all m € [0, M]. Thus it remains to prove that

fd(a::i,m u:i,O:Mr bd) 2 fd(xd,()a Ud,0:M bd) and fd(x:i,m uii,O:Mv bd) eX. (66)

For that purpose, we consider two cases. First, if by = 0, we have that fa(-,-,ba) = ¢3 5, (+,+) and thus
Equation also follows from the auxiliary result. Second, if by > 0 we obtain immediately that
have that fq(z', uq,0.01,ba) = fe(2, wa,0.01,ba) = (0,91(bg)ba, bg) € X which also gives Equation .
The last assertions of the lemma follow easily as the controls u:w: s are build through successive use
of Lemmawhich provide an explicit value for each uéhm controls satisfying the requested properties
listed in the lemma. O

In the following lemma |19] we show that the controls “/d,(): u given by Lemma [18|induce a
monotonicity property on the cost L.

Lemma 19 Let d € [0, D] and consider the cost function Lgq given by Equation . Con-
sider two states x( ; > o4 both in X and controls (ug,o.nr,bq) which are X -preserving for

x40 and such that, for all m € [0, M], uqm, € [U,U] and by € [0, B].
Then, the controls (u&70:M, by) given by Lemma are such that

1 2 1 2 / / 1 2
V(wd,o:Mawd) ) Ld(f’«"d,Ov“d,O:M:bd:wd,o:M7wd) > Ld(xd,oaud,O:Mabdawd,O:Mawd) . (67)
Proof. We successively have

Lq (a?d,o, Ud,0:M, bd, w}j,o;My wi)
M
= Z VT (W, + Uy 1y = U ) + 0 (05 1 (L0, Ud00m—1)) + O, (Ua.m) + wibg + 910, (ba)

3
o

o

d 1 + — 2
Y Td,m (wd,m + Ugm — ud7m) + wdbd
0

3
I

(as ug,0.p is X-preserving for x40 and uq,m € [U, U] and by € [0, B])

M
< Z ’yde,m (wé,m + (uii,m)+ - (uil,m)i) + wgbd
m=0
(as when u&,m # Ugq,m we have 0 < u;,m < ug,m by Lemma

= Lqg (SUZI,OMLZI,O:M’ bdaw}i,o:Mawg) . - o
(as uy .5y is X-preserving for x; ; and uy ,,, € [U,U] and bq € [0, B])

This ends the proof. O

38



References

1]

2]

[12]

[13]

[14]

[15]

[16]

H. Abgottspon. Hydro Power planning: Multi-horizon modeling and its applications.
PhD thesis, ETH Ziirich, 08 2015.

H. Abgottspon and G. Andersson. Medium-term optimization of pumped hydro storage
with stochastic intrastage subproblems. In 201/ Power Systems Computation Confer-
ence, pages 1-7, 2014.

H. Abgottspon and G. Andersson. Multi-horizon modeling in hydro power planning.
Energy Procedia, 87:2-10, 2016.

R. Bellman. Dynamic Programming. Princeton University Press, New Jersey, 1957.
D. P. Bertsekas. Nonlinear programming. Athena Scientific Belmont, 1999.

D. P. Bertsekas. Dynamic programming and suboptimal control: A survey from ADP to
MPC. European Journal of Control, 11(4-5):310-334, 2005.

D. P. Bertsekas. Dynamic programming and optimal control. Vol. I. Athena Scientific,
Belmont, MA, fourth edition, 2017.

D. P. Bertsekas and S. E. Shreve. Stochastic Optimal Control: The Discrete-Time Case.
Athena Scientific, Belmont, Massachusetts, 1996.

P. Carpentier, J.-P. Chancelier, M. De Lara, T. Martin, and T. Rigaut. Time Block De-
composition of Multistage Stochastic Optimization Problems. Journal of Convexr Anal-
ysis, 30(2), 2023.

P. Carpentier, J.-P. Chancelier, M. De Lara, and F. Pacaud. Mixed spatial and temporal
decompositions for large-scale multistage stochastic optimization problems. Journal of
Optimization Theory and Applications, 186(3):985-1005, 2020.

P. Carpentier and G. Cohen. Décomposition-coordination en optimisation déterministe
et stochastique. Springer-Verlag, Berlin, 2017.

P. Haessig, H. B. Ahmed, and B. Multon. Energy storage control with aging limitation.
In PowerTech, 2015 IEEE FEindhoven, pages 1-6. IEEE, 2015.

B. Heymann and P. Martinon. Optimal battery aging : an adaptive weights dynamic
programming algorithm. Journal of Optimization Theory and Applications, 179(3):1043—
1053, 2018.

M. Kaut, K. T. Midthun, A. S. Werner, A. Tomasgard, L. Hellemo, and M. Fod-
stad. Multi-horizon stochastic programming. Computational Management Science, 11(1—
2):179-193, 2014. Special Issue: Computational Techniques in Management Science.

V. Leclere, P. Carpentier, J.-P. Chancelier, A. Lenoir, and F. Pacaud. Exact converging
bounds for stochastic dual dynamic programming via Fenchel duality. SIAM Journal on
Optimization, 30(2):1223-1250, 2020.

F. Maggioni, E. Allevi, and A. Tomasgard. Bounds in multi-horizon stochastic programs.
Annals of Operations Research, pages 1-21, 2019.

39



[17]

[18]

[19]

[20]

[21]

[22]

[23]

[24]

[25]

[26]

J. J. Moreau. Inf-convolution, sous-additivité, convexité des fonctions numériques. J.
Math. Pures Appl. (9), 49:109-154, 1970.

M. V. Pereira and L. M. Pinto. Multi-stage stochastic optimization applied to energy
planning. Math. Program., 52(1-3):359-375, May 1991.

A. Philpott, F. Wahid, and F. Bonnans. MIDAS: A Mixed Integer Dynamic Approxi-
mation Scheme. Research report, Inria Saclay Ile de France, June 2016.

W. B. Powell. Approzimate Dynamic Programming: Solving the curses of dimensionality,
volume 703. John Wiley & Sons, 2007.

G. Pritchard, A. B. Philpott, and P. J. Neame. Hydroelectric reservoir optimization in
a pool market. Mathematical programming, 103(3):445-461, 2005.

R. T. Rockafellar. Convex analysis. Princeton university press, 2015.

R. T. Rockafellar and R. J.-B. Wets. Scenarios and policy aggregation in optimization
under uncertainty. Mathematics of operations research, 16(1):119-147, 1991.

C. Skar, G. Doorman, G. A. Pérez-Valdés, and A. Tomasgard. A multi-horizon stochastic
programming model for the European power system. Subimtted to an international peer
reviewed journal, In review, 2016.

A. S. Werner, A. Pichler, K. T. Midthun, L. Hellemo, and A. Tomasgard. Risk Measures
in Multi-Horizon Scenario Trees, pages 177-201. Springer US, Boston, MA, 2013.

J. Zou, S. Ahmed, and X. A. Sun. Stochastic dual dynamic integer programming. Math-
ematical Programmaing, Mar 2018.

40



	Introduction, motivation and context
	Literature review
	Paper contributions and organization

	Two-time-scale stochastic optimization problems
	Notations for two time-scales
	Two-time-scale multistage stochastic optimization setting

	Time block decomposition, Bellman functions and monotonicity assumptions
	Time block decomposition and Bellman functions at the slow time-scale
	Bellman functions under monotonicity-inducing assumption

	Price/resource decomposition of the dynamics in the Bellman functions
	Lower bounds of the Bellman functions
	Upper bounds of the Bellman functions

	Mixing time block and price/resource decomposition of the dynamics in the Bellman functions
	Computation of policies
	Discussion on optimality

	Case study
	Problem formulation
	Simplifying the intraday problems
	Experimental setup
	Numerical experiments

	Conclusion
	Periodicity classes
	Complexity of the decomposition algorithms
	Resource decomposition algorithm
	Price decomposition algorithm

	Monotonicity-inducing assumption holds true in the battery management problem
	Reformulation of Bellman Equation for the battery management problem
	A proof that monotonicity-inducing Assumption 1 is satisfied


