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Abstract—This paper presents an algorithm for the microgrid
planning as an alternative to the co-optimization of generation and
transmission expansion planning in electric power systems. The
integration of microgrids in distribution systems will offer a de-
centralized control of local resources for satisfying the network
reliability and the power quality required by local loads. The ob-
jective in this paper is to minimize the total system planning cost
comprising investment and operation costs of local microgrids, the
co-optimized planning of large generating units and transmission
lines, and the expected cost of unserved energy. The cost of un-
served energy reflects the cost of load shedding which is added
to the objective function for reliability considerations. The micro-
grid-based co-optimization planning problem is decomposed into a
planning problem and annual reliability subproblem. The optimal
integer planning decisions calculated in the planning problem will
be examined against the system reliability limits in the subproblem
and the planning decisions will be revised using proper feasibility
cuts if the annual reliability limits are violated. Numerical simu-
lations demonstrate the effectiveness of the proposed microgrid-
based co-optimization planning in power systems and explore the
economic and reliability merits of microgrid planning as compared
to grid-based generation and transmission upgrades.

Index Terms—Annual reliability, co-optimization of transmis-
sion and generation planning, microgrids, power system expansion
planning.

NOMENCLATURE
Indices:

Index for load blocks.

Index for periods.

Index for generating units.

Index for transmission lines.

Index for buses.

Index for microgrids.

Superscript for scenarios.

Index for years.

Index for calculated variables.

Sets:
Set of candidate generating units.

Set of candidate transmission lines.
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Set of existing generating units.

Set of existing transmission lines.

Set of components connected to bus .

Parameters:

Bus-line incidence matrix.

Capital cost.

Discount rate.

HV bus load demand.

Duration time.

Large positive constant.

Maximum number of microgrid installations.

Microgrid load demand.

Probability.

Number of years in the planning horizon.

Commissioning year.

Contingency state of generating units.

Contingency state of transmission lines.

Value of lost load.

Reactance of line.

Coefficient of present-worth value.

Salvage factor.

Variables:

Total investment and operation cost.

Cost of unserved energy.

Expected energy not served.

Load shedding.

Operation cost.

Unit generation.

Line flow.

Microgrid local generation.

Microgrid investment state.

Line investment state.

Unit investment state.

System load curtailment.

Voltage angle.

Dual variables.
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I. INTRODUCTION

M ICROGRIDS generate, distribute and regulate the flow
of electricity to local customers, representing a modern

small-scale power system with a high degree of flexibility and
efficiency in both supply and demand sectors [1]–[5]. Techni-
cally, a microgrid is a system with at least one distributed energy
resource (DER) and one demand which can be islanded from the
main power distribution system. In practice, microgrids are in-
troduced to address the emergence of a large number of DERs
in distribution systems and to ensure secure and optimal opera-
tions of potentially islanded power grids.
A microgrid is considered as a controllable aggregated load

from a utility’s point of view. The hourly operation of a mi-
crogrid is controlled by the microgrid master controller instead
of a central dispatch provided by the utility. The DERs located
within a microgrid differ from conventional power plants as
they possess a smaller capacity, are directly connected to the mi-
crogrid distribution network, and could be customized to supply
local load requirements [6].
The benefits of a microgrid include the improved reliability

by introducing self-healing at the local distribution network,
higher power quality by managing local loads, reduction in
carbon emission by the diversification of energy sources,
economic operation by reducing T&D costs, utilization of less
costly renewable energy sources, and offering energy efficiency
by responding to real-time market prices [7]–[10].
The salient feature of a microgrid is its ability to be islanded

from the main grid by upstream switches at the point of common
coupling (PCC). Islanding could be introduced for economic
as well as reliability purposes. During main grid disturbances,
microgrid is transferred from the grid-connected to the islanded
mode and a reliable and uninterrupted supply of consumer loads
is offered by local generation resources. The microgrid master
controller would offer the optimal operation by maintaining the
frequency and voltages within permissible ranges. The islanded
microgrid would be resynchronized with the main grid once the
disturbance is removed [11]–[13].
Microgrid alternatives to the traditional T&D expansion

could reduce the total planning cost and increase the system re-
liability with a local control option for lowering the possibility
of load shedding. Microgrids offer a lower construction time
and are regarded as viable options for reducing the transmis-
sion congestion when large investments on new generation and
transmission facilities are not forthcoming [14]–[18].
Previous power system planning studies investigated gen-

eration and transmission expansion planning methodologies
in a vertically integrated power system (where a centralized
generation and transmission expansion is performed), and a
market-based environment (where proposed generation and
transmission expansion planning options are coordinated)
[19]–[29]. However, existing planning approaches did not
consider the impact of microgrid installations on the power
system expansion.
This paper utilizes a co-optimization approach to the genera-

tion and transmission expansion planning which also considers
the most suitable locations for microgrid installations in a power
system. The proposed approach considers short-term operation

Fig. 1. Typical microgrid architecture (DG: distributed generation, ESS: en-
ergy storage system, PCC: point of common coupling).

constraints in conjunction with the co-optimization planning
of generation and transmission. The proposed microgrid-based
co-optimization approach will simulate the iterative and the in-
teractive planning coordination among generation companies,
transmission companies, and the ISO in a competitive electricity
market.
The proposed microgrid-based co-optimization planning is a

mixed-integer programming (MIP) problem. The optimal cost
of reliability is considered as an objective and the acceptable
reliability level is modeled as a constraint. The Monte Carlo
simulation is applied to simulate random component outages
and a scenario reduction method is applied as a tradeoff between
the computation time and the solution accuracy. The random
outages of system components are considered in the calculation
of annual expected energy not supplied (EENS).
The rest of the paper is organized as follows. Section II

discusses the microgrid architecture and introduces microgrid
components. Section III proposes the microgrid-based planning
model, while Section IV presents the problem formulation.
Section V presents illustrative examples to show the proposed
model applied to a standard power system. Discussion on the
features of the proposed model and concluding remarks are
provided in Sections VI and VII, respectively.

II. MICROGRID MODEL

Fig. 1 depicts a typical microgrid configuration, where DERs
are connected to loads through low voltage (LV) and medium
voltage (MV) distribution networks. The PCC circuit breaker
enables the microgrid islanding. The integration of DERs facil-
itates bidirectional electricity flows in the distribution network.
The microgrids could be interconnected to form a cluster of

microgrids. In this fashion, the loads in each microgrid would
be supplied from several interconnected microgrids using a
common distribution network. The interconnected microgrids
would achieve greater stability and controllability as well as
enhanced redundancy to ensure the supply reliability. The inter-
connection ofmicrogrids significantly reduces the complexity in
the control and operation of hundreds of individual DERs. DERs
would seamlessly control power and provide required energy
to local loads in the interconnection. We assume that DERs and
loads are coordinated such that the microgrid generation is used
solely to satisfy the interconnected microgrid loads or stored in
the energy storage system. DERs in amicrogrid are not designed
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Fig. 2. Proposed microgrid-based co-optimization planning model.

to continuously generate power for supplying the main grid. By
allowing such power transfers, the power system could further
rely on the DER generation in lieu of large generation expansion
planning. Thus, microgrids are regarded as controllable loads in
this study and no power generation is injected to the main grid
from the interconnected microgrids. A microgrid may include
several DERs with variable generation profiles; however, in this
study, we assumeDERs are aggregated in a cluster of microgrids
for supplying local loads in which a microgrid is regarded a
controllable load with a more settled hourly profile from the
ISO’s point of view. The intermittency of DERs inside a mi-
crogrid would require additional scenario generation to model
DER operation. We assume the distribution network expansion
is internalized as part of the microgrid cluster which would not
be the ISO’s concern.

III. PROPOSED MICROGRID-BASED PLANNING MODEL

Fig. 2 depicts the proposed microgrid-based planning model.
We assume candidate microgrids installed at designated buses
would normally be operated in a grid-connected mode. In the
case of a main grid disturbance, however, the microgrid would
switch over to an islanded mode to satisfy local loads. The in-
vestments are analyzed on an annual basis. A year is decom-
posed into multiple periods and the load duration curve (LDC)
is utilized with load blocks at each period. The number and the
duration of load blocks are considered as a tradeoff between
the accuracy and the computation burden in the proposed plan-
ning model. The load forecast at every block in every period of
the planning horizon is met by system operation and expansion
planning decisions.
The planning problem in Fig. 2 co-optimizes the least-cost

options of candidate generating units, transmission lines, and
microgrids for supplying the load forecast and satisfying pre-
vailing operation and planning constraints. The objective com-
prises investment costs and salvage values for new resources,

operation costs of generating units and microgrids, and the cost
of unserved energy.
A decomposition is applied in Fig. 2 to coordinate the

operation and planning constraints as part of the co-optimiza-
tion scheme. The decomposition would separate the planning
problem into a co-optimization of generation, transmission and
microgrid, a short-term operation subproblem (which checks
the transmission network constraints in the proposed plan) and
an economic operation subproblem (which finds the optimal
system operation based on the proposed plan). If the feasibility
or the optimality check fails, proper cuts are generated in the
corresponding subproblems and added to the next iteration
of co-optimization of generation, transmission and microgrid.
This iterative process will continue until a secure and optimal
expansion planning solution is achieved.

IV. MICROGRID-BASED PLANNING PROBLEM FORMULATION

A. Planning Problem

The objective of the proposed microgrid-based planning
problem is to minimize the total planning cost throughout the
planning horizon as shown in (1):

(1)

Here, is the present-worth value coefficient.
The objective includes investment and operation costs associ-
ated with new generating units, transmission lines, and micro-
grids, in addition to the cost of unserved energy. The objec-
tive is evaluated in terms of discounted costs, where discount
rates are incorporated in the present-worth cost components. A
higher discount rate would affect investments as candidates with
higher investment costs become inferior. The cost of unserved
energy in the objective would represent the economics of system
reliability.
Equations (2)–(5) define cost terms used in the objective

function. The generation costs (2) include the investment cost
of new generating units and the operation cost of existing and
installed units. The operation cost includes fuel and mainte-
nance costs. The investment cost of new transmission lines
is represented by (3). The salvage value, i.e., the percentage
of depreciation of the initial investment, is included in the
investment cost to represent the monetary value of the installed
resource at the end of the planning horizon. is the worth
value coefficient of the resources at the end of the planning
horizon:

(2)

(3)
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(4)

(5)

The candidate generating units and transmission lines will be
commissioned once the planning, the detailed engineering de-
sign, and the construction work are completed. The commis-
sioning time is dependent on the type and the size of the unit
(6)–(7). Once a candidate generating unit or transmission line is
installed, its investment state will be fixed at 1 for the remaining
years in the planning horizon (8)–(9):

(6)

(7)

(8)

(9)

The investment and operation costs of a microgrid would de-
pend on the size and the type of DERs used in the microgrid.
The microgrid investment cost is assumed to be a linear func-
tion of its generation capacity. The operation cost is obtained
based on the microgrid generation dispatch. The total planning
cost of the microgrid is the sum of its investment and operation
costs minus its salvage value (4).
The bus load supply is limited to the associated microgrid

generation capacity (10)–(11). The microgrid would shift seam-
lessly from grid-connected to the islanded mode for supplying
local loads. The microgrid generation (12) would either supply
loads at associated microgrids or be stored at local storage fa-
cilities (rather than feeding the main grid loads). A microgrid
could be subject to further expansion (13) to supply the local
load forecast. Microgrids are interconnected to form a cluster so
that the required reserve in one microgrid could be supplied by
the interconnected microgrids where DERs would seamlessly
provide the required energy to local loads in the interconnec-
tion. In a case that a microgrid is not interconnected to other
microgrids, (10) would be modified to increase the installed ca-
pacity and further consider the required spinning reserve:

(10)

(11)

(12)

(13)

The cost of unserved energy defined by (5) is obtained based
on EENS and the value of lost load (VOLL). EENS is calcu-
lated in the subproblem and added in each iteration to the plan-
ning problem. The EENS in the first iteration is the base case
system reliability. VOLL, which is the load shedding price for
compensating customers, depends on several factors including

the types of customers, the amount and the duration of load in-
terruption, and the time of outage. A higher VOLL corresponds
to lower load shedding [30], [31]. VOLL is given as an input to
our model.
The proposed co-optimization expansion planning objective

is subject to prevailing operation constraints, such as the limits
on generation, fuel, ramping, emission, etc., and transmission
network constraints [32], [33]. A dc power flow is used, where
it is assumed that the voltage related concerns would be handled
by the microgrid master controller. Additional details on the
decomposition of the planning problem are found in [34]–[37].

B. Role of Annual Reliability

Once the optimal planning decisions for microgrids and the
main grid are made in the planning problem, the new system
topology is sent to the subproblems to calculate the annual
EENS. The annual reliability calculation at load block , period
, year and scenario is formulated in (14)–(28).
The objective (14) is to minimize the load curtailment for bal-

ancing purposes in the case of system component outages [38].
Equation (15) defines the load balance at each system bus incor-
porating load shedding variable. The dual variables are obtained
in (16)–(18) to represent the incremental reduction in load cur-
tailments with regards to system investments. The dual variables
are used to generate investment signals for consequent iterations
of the planning problem. The existing and candidate generating
unit capacity limits are defined by (19)–(20), respectively. Con-
straints on existing transmission lines are imposed by (21)–(22),
while those of candidate transmission lines are (23)–(24). The
microgrid generation is limited by (25), while that of a cluster of
microgrids in limited by (26). Load shedding is limited by (27).
The phase angle of the reference bus is set to zero by (28):

(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)
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(27)

(28)

In the above formulation, the constraints on candidate gen-
erating unit, transmission line, and microgrids include the as-
sociated binary variables determined in the planning problem.
The contingency state of generating units and transmission lines
are included in the set of constraints. The Monte Carlo simula-
tion is applied to model the random outages of generating units
and transmission lines [39], [40]. Moreover, a scenario reduc-
tion method is adopted as a tradeoff between the computational
burden and the modeling accuracy. An outage in a microgrid
will be compensated by adjacentmicrogrids rather than themain
grid. The annual EENS for a system of microgrids is calculated
as

(29)

If the EENS limit is violated, reliability constraints (30)–(31)
are generated and added to the planning problem for promoting
investments on new generating units, transmission lines, and
microgrids.

(30)

(31)

where , and are dual values of constraints (16)–(18), re-
spectively. In addition, the reliability constraints facilitate the
calculation of cost of unserved energy in the planning problem.
The iterative procedure will continue until an optimal plan is
calculated.

V. NUMERICAL SIMULATIONS OF THE PLANNING PROBLEM

A modified IEEE 118-bus system is used to demonstrate the
application of the proposed model for microgrid-based co-opti-
mization of generation and transmission planning. The system
has 118 buses, 54 units, and 186 branches. The data are given in
motor.ece.iit.edu/data/MicrogridPlanning.xls. A set of 16 can-
didate generating units and 8 candidate transmission lines are
considered. Forced outage rates of generating units and trans-
mission lines are 4% and 1%, respectively. A 20-year planning
horizon is considered. Each planning year is divided into 12
monthly periods. The monthly load is divided into three load
blocks representing off-peak, intermediate and peak loads. The
quantity and the duration of load blocks may vary in each pe-
riod within each year. The planning is performed annually while
the operation is carried out for each load block. The VOLL is
$10/kWh and the discount rate is 5%.
There are no limitations on annual investments or the number

of microgrids, generating units or transmission lines that could
be installed annually. The initial system peak load is 5400 MW

TABLE I
ANNUAL PEAK LOAD FORECAST

TABLE II
ANNUAL EENS LIMIT

TABLE III
PROBABILITIES OF SCENARIOS AFTER SCENARIO REDUCTION

with an annual load growth rate of 2.9%. Table I shows annual
peak load forecasts. The initial available generation capacity is
5850 MW. The EENS limit of 150 MWh is considered for the
first planning year. The EENS limit is increased 2.9% annually
as shown in Table II. The total EENS for the entire planning
horizon is limited to 3990 MWh.
We assume microgrids can be installed at any system buses

with an investment cost of $2000/kW and operation cost of
$1/MWh for microgrids [41]. The Monte Carlo simulation is
applied to generate scenarios and simulate random outages of
system components. Each possible system state is represented
by a scenario. A uniformly distributed random number from
0 to 1 is sampled for representing the outages of generating
units and transmission lines. If the random number is less than
the associated forced outage rate, the corresponding generating
unit or transmission line is on outage, otherwise it is in service
[39], [40]. The scenario reduction is applied which reduces the
number of scenarios from 1000 to 12 and the corresponding
probabilities are demonstrated in Table III. The probability
metrics based scenario reduction method [39] is applied in this
paper. The proposed planning method is implemented on a
2.4-GHz personal computer using CPLEX 11.0 [42].
The following cases are studied:
Case 0: Base case planning of the main grid generating
units
Case 1: Co-optimization planning of the main grid gener-
ating units and transmission lines
Case 2: Co-optimization planning of the main grid gener-
ating units with microgrids
Case 3: Co-optimization planning of the main grid gener-
ating units and transmission lines with microgrids
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TABLE IV
CANDIDATE UNITS AND INSTALLATION YEARS

TABLE V
CANDIDATE LINES AND INSTALLATION YEARS

Case 0: The existing system cannot satisfy the load growth in
the planning horizon. The existing generation capacity is larger
than the load in years 1–14; however, the system is unable to
meet the load and satisfy the reliability requirements together in
years 5–20. In years 5–20, the annual EENS limit is violated and
additional load shedding is unavoidable. Accordingly, gener-
ating units 1–7 and 9–11 are installed by the proposed planning
problem to meet the forecasted load. However, the expanded
generation capacity does not satisfy system reliability require-
ments in the subproblems. Although, the original EENS is re-
duced once the new units are installed, the new EENS would
violate the EENS limit in years 5–20. In this case, additional
units would violate the EENS limit when the transmission net-
work is congested.
Case 1: The 20-year co-optimization planning of the main

grid generation and transmission expansion planning is applied
without any microgrid installations. The candidate generating
units and transmission lines installation years are shown in
Tables IV and V, respectively. The installed generation ca-
pacity at the end of the planning horizon is 7 590 MW with
a total planning cost of $4.496B. The total EENS is 862.47
MWh and the cost of unserved energy is $4M. Load shedding
occurs partially at buses 1, 4, 35, 59, 60, 95, and 117. The load
shedding in this case is an economic option that is offered by
the planning solution. In this case, the proposed load shedding
would replace the installation of candidate units 14–16.
Case 2: The co-optimization planning of microgrids and the

main grid generation is considered. Table VI summarizes the
total planning cost along with the expected cost of unserved
energy. In Case 2, 42 microgrids are installed and a partial load

TABLE VI
SUMMARY OF SYSTEM COSTS ($BILLION) (G: GENERATING

UNIT, T: TRANSMISSION LINE, M: MICROGRID)

Fig. 3. Total planning cost and cost of unserved energy as a function of micro-
grid capital cost.

shedding is applied to buses 4, 59, 60, and 82. Table IV shows
that the microgrid installations would eliminate the requirement
for the installation of generating units 3, 4 and 9–16. The total
EENS is 1047.37 MWh which entails to a higher load shedding
as compared to that in Case 1. In Case 1, we considered the
installation of candidate transmission line 1 which would reduce
the congestion on the existing line 4–5, and accordingly reduce
the load shedding at bus 4. However in Case 2, a higher total
EENS occurs when no microgrid is installed at bus 4. As will
be discussed in Case 3, the system will consider the installation
of a transmission line in order to reduce EENS.
The total investment cost is increased and the total operation

cost is decreased in Case 2 as compared to Case 1. The proposed
microgrid installations will mitigate the congestion on transmis-
sion lines 2–12, 23–25 and 84–85. The generation supply by less
expensive units will be increased in a less congested grid and the
operation cost will be reduced. The installed microgrid capacity
at the end of the planning horizon would supply 30% of the as-
sociated peak load, which shows that the majority of loads will
be satisfied by the main grid generation. In this case, the total
planning cost is lowered by 1.36% to $4.435B as compared to
that in Case 1, which suggests that the Case 2 provides a more
economical solution with a higher EENS.
Fig. 3 illustrates the total planning cost and the cost of un-

served energy as a function of the microgrid capital cost. The
microgrid capital cost depends on the type and the location of
DER. A less expensive microgrid will result in a higher number
of microgrid installations which will reduce the level of load
shedding and the cost of unserved energy. In addition, fewer
generating units will be installed at the main grid level. A mi-
crogrid with a capital cost of $1000/kW will result in the instal-
lation of 5 generating units and 52microgrids, while a microgrid
with a capital cost of $3000/kW will result in the installation of
9 generating units and 12 microgrids. Fig. 3 illustrates that the
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Fig. 4. Total planning cost and cost of unserved energy as a function of VOLL.

investment cost is a decisive factor in microgrid installations,
though microgrids will offer low operation costs for supplying
local loads. As microgrid investment costs increase, it will be
more economical to build a candidate generating unit at the main
grid level and/or consider additional load shedding as microgrid
installations become inferior.
In this paper, VOLL is fixed at $10/kWh at all buses. How-

ever, VOLL depends on the types of customers, the amount and
the duration of load interruptions, and the time in which the
interruption occurs [43]. VOLL, which would impact the un-
served energy, would accordingly influence microgrid invest-
ments. Fig. 4 illustrates the total planning cost and the cost
of unserved energy as a function of VOLL. Fig. 4 shows that
smaller VOLL will result in higher unserved energy. On the
other hand, higher VOLL will reduce the system EENS and the
cost of unserved energy which corresponds to a higher invest-
ment in system planning. Therefore, VOLL will control the ex-
pected level of load shedding at each load bus. When VOLL
is $10/kWh, load will be partially curtailed at buses 4, 36, 59,
60, 82, 93, and 94. As VOLL increases to $20/kWh, more mi-
crogrids are installed and the load shedding is dropped at buses
36, 93, 94. When VOLL is $30/kWh, an additional microgrid is
installed at bus 62. So, higher VOLL will results in additional
microgrid investments.
Case 3: A co-optimization expansion planning is considered

for the microgrids and the main grid generating units and trans-
mission lines. Table IV shows that only 4 units are installed.
Transmission line 1 is installed at year 5 to reduce the conges-
tion on existing line 4–5, enhance generation of unit 1 (at bus
5) and reduce load shedding in bus 4. The low capital cost of
this candidate transmission line makes it a more viable invest-
ment option as compared to a microgrid installation at bus 4. It
is presumed that the microgrids will be installed in a year. As the
commissioning time of generating units and transmission lines
are large, several microgrids are installed in years 1–4 to reduce
the system EENS and meet the system reliability requirements.
In this case, a total of 31 microgrids are installed in the planning
horizon and transmission line flows are altered as compared to
previous cases.
The transmission congestion on lines 4–5, 15–17, 23–25,

84–85, and 17–113 is mitigated. The total planning cost is
less by 1.49% as compared to that in Case 1 and 0.13% as
compared to that in Case 2. The presented result indicates that

higher reliability and economic milestones are attainable in a
co-optimization planning of the main grid and microgrids.
The microgrids represent the aggregation of several buses

and, as such, can be installed at any main grid regions. In the
given system, bus 117 represents a remote bus which is intercon-
nected with the rest of the system through a single transmission
line. The annual peak load at this bus in year 1 is 4MWwhich in-
creases to 6.88MW in year 20. The lack of enough generation at
this bus, following the line outage, will result in the curtailment
of the entire load. The outage of this single line may result in an
expected unserved energy of 643.48MWh (when peak loadwith
probability of 0.042 occurs in a scenario). The load shedding at
this bus may be reduced by the installation of either a second
transmission line to connect this bus to the rest of the system
or a microgrid at this remote bus location. The first option may
feature high installation costs and large commissioning time of
the transmission line. Therefore, a microgrid is considered as a
quick and efficient solution to this curtailment problem.
Next, we would limit the number of microgrid installations to

NQ, where in order to provide an insight
on a reasonable number of microgrid installations, how micro-
grid installations would affect operation and reliability results,
and the most suitable buses for microgrid installations in the
expansion planning problem. Table VII summarizes the results.
The necessary investments on generating units and transmission
lines will drop when a higher number of microgrids are installed
at proper locations. The locations and the number of microgrids
will depend on the maximum number of microgrids that can po-
tentially be installed. The microgrid installations could reduce
the annual EENS. However, the total EENS will not change
monotonically with the number of installed microgrids. Com-
paring the load shedding level in Cases 1 and 2 with the number
of installed microgrids in Table VII, it is clear that the majority
of microgrids are installed at buses where load shedding occurs
(i.e., buses 1, 35, 60, 95). There are a few other buses with load
shedding (i.e., buses 4, 59, 82) where microgrids are not ulti-
mately installed. The additional dispatch of generating unit at
the main grid level would mitigate the load shedding at these
buses. Therefore, microgrids are primarily installed at buses
where the load shedding is eminent and local generating units
are insufficient to supply the designated load.

VI. DISCUSSIONS

Microgrids increase the system reliability (by reducing load
shedding and enhancing the local controls) and improve the
system economics (by reducing system congestion, enhancing
the operation of less expensive units, and reducing the need for
additional generation and transmission investments). Specific
features of the proposed microgrid-based co-optimization plan-
ning of generation and transmission are listed as follows:
— Co-optimization expansion planning: The microgrid-
based planning incorporates a co-optimization planning
of generation and transmission. The microgrid investment
decisions are made as planning alternatives to those of
generation and transmission.

— Stochastic planning approach: A stochastic approach is ap-
plied to the proposed co-optimization planning approach
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TABLE VII
SUMMARY OF MICROGRID INSTALLATIONS

to calculate the system reliability criterion. The stochastic
planning employs theMonte Carlo simulation for the mod-
eling of random outages of system components. The sto-
chastic planning approach considers the microgrid as an
alternative for enhancing the system reliability when con-
sidering the main grid contingencies.

— Enhancements in system operation: The generation and
transmission upgrades are subject to large commissioning
time and depend on the availability of geographical loca-
tions in the main grid; however, microgrids could be in-
stalled quickly in any selected system buses, providing a
quick and efficient solution to the system reliability re-
quirements.

— Optimal location of microgrids: All system buses are
considered as potential options for microgrid installations.
Most suitable buses for the installation of microgrids are
located at constrained geographical locations which are
often subject to hourly load curtailments.

— Economics of microgrids: Despite higher capital invest-
ment requirements, microgrids offer economic benefits to
power systems. Microgrids could lower the cost of sup-
plying the local loads by reducing the network conges-
tion and enhancing the utilization of less expensive units
in power systems.

— Economics of load shedding: A high VOLL in the pro-
posed planning approach would justify the microgrid in-
stallation, while for lower VOLLs the economics of load
shedding could be comparable with those of a microgrid
installation.

— Computational efficiency: Microgrid-based co-optimiza-
tion planning would include additional binary and con-
tinuous variables associated with microgrid investments
and operations. In order to reduce the computational bur-
dens, the reliability requirements are examined in annual
reliability subproblems as post-processor, which would re-
duce the size of the microgrid-based planning problem and
makes it possible to apply the approach to large-scale plan-
ning problems.

VII. CONCLUSION

A microgrid-based co-optimization planning model consid-
ering the power system reliability and economic criteria was
proposed. An efficient formulation of the microgrid installation
was proposed, incorporating investment and operation costs of
microgrids. The proposed problem considered the annual re-
liability as a planning criterion. The solution of the planning
problem was obtained by minimizing the investment and op-
eration costs of generating units, transmission lines and micro-
grids, as well as the cost of unserved energy. The problem uti-
lized the proposed plan to calculate the system annual reliability
index and compare it with the targeted EENS value. In the case
of violations, reliability constraints were formed and added to
the next iteration of the planning problem. The proposed model
was analyzed further through numerical simulations, where it
was shown that microgrid investments in the power system can
provide significant reliability and economic benefits and are vi-
able options for system upgrades when large investments on
new generation and transmission facilities are not forthcoming.

REFERENCES

[1] M. Shahidehpour, “Role of smart microgrid in a perfect power system,”
in Proc. IEEE Power and Energy Society General Meeting, 2010.

[2] A. Flueck and Z. Li, “Destination perfection,” IEEE Power Energy
Mag., vol. 6, no. 6, pp. 36–47, Nov./Dec. 2008.

[3] M. Shahidehpour and J. Clair, “A functional microgrid for enhancing
reliability, sustainability, and energy efficiency,” Electr. J., Oct. 2012.

[4] S. Bahramirad, W. Reder, and A. Khodaei, “Reliability-constrained
optimal sizing of energy storage system in a microgrid,” IEEE Trans.
Smart Grid, accepted for publication.

[5] N. Hatziargyriou, H. Asano, M. R. Iravani, and C. Marnay, “Micro-
grids: An overview of ongoing research, development and demonstra-
tion projects,” IEEE Power Energy Mag., vol. 5, no. 4, pp. 78–94,
July/Aug. 2007.

[6] A. G. Tsikalakis and N. D. Hatziargyriou, “Centralized control for op-
timizing microgrids operation,” IEEE Trans. Energy Convers., vol. 23,
no. 1, pp. 241–248, Mar. 2008.

[7] B. Kroposki, R. Lasseter, T. Ise, S. Morozumi, S. Papathanassiou, and
N. Hatziargyriou, “Making microgrids work,” IEEE Power Energy
Mag., vol. 6, no. 3, pp. 40–53, May 2008.

[8] I. Bae and J. Kim, “Reliability evaluation of customers in a microgrid,”
IEEE Trans. Power Syst., vol. 23, no. 3, pp. 1416–1422, Aug. 2008.

[9] M. Khodayar, M. Barati, and M. Shahidehpour, “Integration of high
reliability distribution system in microgrid operation,” IEEE Trans.
Smart Grid, to be published.

[10] S. Kennedy and M. Marden, “Reliability of islanded microgrids with
stochastic generation and prioritized load,” in Proc. IEEE Powertech,
Bucharest, Jun. 2009.

[11] F. Katiraei and M. R. Iravani, “Power management strategies for a mi-
crogrid with multiple distributed generation units,” IEEE Trans. Power
Syst., vol. 21, no. 4, pp. 1821–1831, Nov. 2006.

[12] C. Hou, X. Hu, and D. Hui, “Hierarchical control techniques applied
in micro-grid,” in Proc. IEEE Conf. Power Syst. Tech. (POWERCON),
Hangzhou, China, Oct. 2010.

[13] A. G. Tsikalakis and N. D. Hatziargyriou, “Centralized control for op-
timizing microgrids,” IEEE Trans. Energy Convers., vol. 23, no. 1, pp.
241–248, 2008.

[14] M. Shahidehpour, “Global broadcast - transmission planning in re-
structured systems,” IEEE Power Eng. Mag., vol. 5, no. 5, pp. 18–20,
Sep./Oct. 2007.

[15] S. de la Torre, A. J. Conejo, and J. Contreras, “Transmission expansion
planning in electricity markets,” IEEE Trans. Power. Syst., vol. 23, no.
1, pp. 238–248, Feb. 2008.

[16] M. Shahidehpour, H. Yamin, and Z. Y. Li, Market Operations in Elec-
tric Power Systems. New York: Wiley, 2002.

[17] O. B. Tor, A. N. Guven, and M. Shahidehpour, “Congestion-driven
transmission planning considering the impact of generator expansion,”
IEEE Trans. Power Syst., vol. 23, no. 2, pp. 781–789, May 2008.



This article has been accepted for inclusion in a future issue of this journal. Content is final as presented, with the exception of pagination.

KHODAEI AND SHAHIDEHPOUR: MICROGRID-BASED CO-OPTIMIZATION OF GENERATION AND TRANSMISSION PLANNING IN POWER SYSTEMS 9

[18] Federal Energy Management Program, Using Distributed Energy Re-
sources, A How-To Guide for Federal Facility Managers, U.S. Depart-
ment of Energy, DOE/GO-102002-1520, May 2002.

[19] S. Binato,M. V. Pereira, and S. Granville, “A newBenders decomposi-
tion approach to solve power transmission network design problems,”
IEEE Trans. Power Syst., vol. 16, no. 2, pp. 235–240, May 2001.

[20] G. B. Shrestha and P. A. J. Fonseka, “Congestion-driven transmission
expansion in competitive power markets,” IEEE Trans. Power Syst.,
vol. 19, no. 3, pp. 1658–1665, Aug. 2004.

[21] M. Buygi, G. Balzer, H. Shanechi, and M. Shahidehpour, “Market-
based transmission expansion planning,” IEEE Trans. Power Syst., vol.
19, no. 4, pp. 2060–2067, Nov. 2004.

[22] J. Choi, A. A. El-Keib, and T. Tran, “A fuzzy branch and bound-based
transmission system expansion planning for the highest satisfaction
level of the decision maker,” IEEE Trans. Power Syst., vol. 20, no. 1,
pp. 476–484, Feb. 2005.

[23] M. Lu, Z. Y. Dong, and T. K. Saha, “A framework for transmission
planning in a competitive electricity market,” in Proc. Asia and Pacific
Transmission and Distribution Conf. Exhib., Aug. 2005, pp. 1–6.

[24] P. Sánchez-Martín, A. Ramos, and J. F. Alonso, “Probabilistic midterm
transmission planning in a liberalized market,” IEEE Trans. Power
Syst., vol. 20, no. 4, pp. 2135–2142, Nov. 2005.

[25] A. H. van der Weijde and B. F. Hobbs, “Transmission planning under
uncertainty: A two-stage stochastic modeling approach,” in Proc. 7th
Int. Conf. European Energy Market (EEM), 2010.

[26] J. McCalley, E. Ibanez, G. Yang, K. Gkritza, D. Aliprantis, W. Lizhi, A.
Somani, and R. R. Brown, “National long-term investment planning for
energy and transportation systems,” in Proc. IEEE Power and Energy
Society General Meeting, 2010.

[27] A. S. D. Braga and J. T. Saraiva, “A multiyear dynamic approach for
transmission expansion planning and long-term marginal costs compu-
tation,” IEEE Trans. Power Syst., vol. 20, no. 3, pp. 1631–1639, Aug.
2005.

[28] L. P. Garces, A. J. Conejo, R. Garcia-Bertrand, and R. Romero, “A
bilevel approach to transmission expansion planning within a market
environment,” IEEE Trans. Power Syst., vol. 24, no. 3, pp. 1513–1522,
Aug. 2009.

[29] A. Khodaei, M. Shahidehpour, L. Wu, and Z. Li, “Coordination of
short-term operation constraints in multi-area expansion planning,”
IEEE Trans. Power Syst., to be published.

[30] C. K. Woo and R. L. Pupp, “Cost of service disruptions to electricity
consumers,” Int. J. Energy, vol. 17, no. 2, pp. 109–126, 1992.

[31] Y. L. Mok and T. S. Chung, “Prediction of domestic, industrial and
commercial interruption costs by relational approach,” in Proc. 4th Int.
Conf. Advances in Power SystemControl, Operation andManagement,
Nov. 1997, vol. 1, pp. 209–215.

[32] J. H. Roh, M. Shahidehpour, and Y. Fu, “Security-constrained resource
planning in electricity markets,” IEEE Trans. Power Syst., vol. 22, no.
2, pp. 812–820, May 2007.

[33] B. Alizadeh and S. Jadid, “Reliability constrained coordination of gen-
eration and transmission expansion planning in power systems using
mixed integer programming,” IET Gen. Transm., Distrib., vol. 5, no.
9, pp. 948–960, Sep. 2011.

[34] A. Khodaei, M. Shahidehpour, and S. Kamalinia, “Transmission
switching in expansion planning,” IEEE Trans. Power Syst., vol. 25,
no. 3, pp. 1722–1733, Aug. 2010.

[35] O. B. Tor, A. N. Guven, and M. Shahidehpour, “Promoting the invest-
ment on IPPs for optimal grid planning,” IEEE Trans. Power Syst., vol.
25, no. 3, pp. 1743–1750, Aug. 2010.

[36] J. H. Roh, M. Shahidehpour, and Y. Fu, “Market-based coordination
of transmission and generation capacity planning,” IEEE Trans. Power
Syst., vol. 22, no. 4, pp. 1406–1419, Nov. 2007.

[37] A. J. Conejo, E. Castillo, R. Mínguez, and R. García-Bertrand, De-
composition Techniques in Mathematical Programming. New York:
Springer, 2006.

[38] W. Li, Risk Assessment of Power Systems: Models, Methods, and Ap-
plications. New York: IEEE Press/Wiley, 2005.

[39] L. Wu, M. Shahidehpour, and T. Li, “Stochastic security-constrained
unit commitment,” IEEE Trans. Power Syst., vol. 22, no. 2, pp.
800–811, May 2007.

[40] J. Dupăcová, N. Gröwe-Kuska, and W. Römisch, “Scenario reduction
in stochastic programming: An approach using probability metrics,”
Math. Program., vol. A 95, pp. 493–511, 2003.

[41] U.S. Dept. of Energy, Using Distributed Energy Resources, A
How-to Guide for Federal Facility Managers. [Online]. Available:
http://www1.eere.energy.gov/femp/pdfs/31570.pdf.

[42] ILOG CPLEX, ILOG CPLEX Homepage, 2009. [Online]. Available:
http://www.ilog.com.

[43] M. J. Sullivan and D. M. Keane, Outage Cost Estimation Guidebook,
EPRI Research Project 2878-04 Final Report, Dec. 1995.

Amin Khodaei (M’11) received the B.S. degree from the University of Tehran,
Tehran, Iran, in 2005, theM.S. degree from the Sharif University of Technology,
Tehran, Iran, in 2007, and the Ph.D. degree from the Illinois Institute of Tech-
nology (IIT), Chicago, in 2010, all in electrical engineering.
He was a visiting faculty (2010–2012) in the Robert W. Galvin Center for

Electricity Innovation at IIT. He joined the University of Houston, Houston,
TX, in 2012 as an Assistant Professor. His research interests include operation
planning and economics of electric power systems.

Mohammad Shahidehpour (F’01) is the Bodine Chair Professor and Director
of the Robert W. Galvin Center for Electricity Innovation at Illinois Institute of
Technology, Chicago.
He is the recipient of the Honorary Doctorate from the Polytechnic Univer-

sity of Bucharest in Romania. He is a Research Professor at King Abdulaziz
University in Jeddah, Saudi Arabia, North China Electric Power University in
Beijing, China, and Sharif University in Tehran, Iran.
Dr. Shahidehpour is an IEEE Distinguished Lecturer, Chair of the 2012 IEEE

Innovative Smart Grid Technologies Conference, Chair of the 2012 Great Lakes
Symposium on Smart Grid and the New Energy Economy, and the Editor-in-
Chief of the IEEE TRANSACTIONS ON SMART GRID. He is the recipient of the
2012 IEEE PES Outstanding Power Engineering Educator Award.


