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ABSTRACT An increase in the deployment of Distributed Energy Resources (DERs) and Renewable
Energy (RE) resources is a promising paradigm in the decentralized energy era. It has motivated multi-
Microgrids (MGs) to trade energy directly with others in the Local Energy Market (LEM), as well as with
the main grid. The LEM has become a popular platform that covers several shortcomings of surplus/deficient
energy, which can also manage the increasing connection of multi-microgrids, meet internal balance, and
maximize the social welfare of the community Microgrid (MG). Moreover, in the LEM, the MGs would
like to provide some payoff to encourage each other to exchange their energy locally. However, designing
an appropriate market framework, privacy protection, and the community’s unbalanced energy supply and
demand is challenging. To cope with these challenges, in this study, an LEM for a multi-microgrid system
is designed to maximize the social welfare of the community, and a decentralized clearing algorithm based
on the Alternating Direction Method of Multipliers (ADMM) is proposed for local market clearing and
privacy protection. The Community Manager (CM) is used as an intermediate coordinator between the
interconnected MGs. This way, the computation process will be completely distributed, and the privacy
of each MG will be protected. Moreover, considering the utility function for the consumers and energy
providers, an equivalent cost model based on internal pricing is proposed to state the willingness of the
utility and motivate the participants to join LEM. Finally, an illustrative example and a case study are used to
demonstrate the efficiency and effectiveness of the proposed design of LEM and algorithm in terms of social
welfare and power balance. In our study, we found that by using dynamic pricing in conjunction with our
proposed model, the social welfare of the energy community can be increased by 14.25%. This demonstrates
the significant economic benefits and effectiveness of our approach in the Local Energy Market (LEM).

INDEX TERMS Local energy market, alternating direction method of multipliers, multi-microgrids,
community manager, energy transaction.
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I. INTRODUCTION
A. BACKGROUND AND MOTIVATION
The fundamental transition in the use of local Distributed
EnergyResources (DERs) driven byRenewable Energy (RE),
along with intelligent infrastructures, enables the prosumers
to become an active entity in the Microgrid (MG) with local
generation sources, which continuously consider the man-
agement of energy generation and consumption [1]. Unlike
traditional consumers, prosumers can behave as buyers or
sellers depending on their power generation, load profile, and
electricity pricing. Moreover, they can have a vital role in
achieving energy balance in an MG [2]. The integration of
prosumers into MGs has several advantages, such as motivat-
ing self-consumption and reducing dependency on the grid,
demand peak shaving, reducing greenhouse gas emissions,
and enhancing the penetration of RE resources [3]. There-
fore, to enable prosumers to profit from selling additional
electricity they generate to other prosumers or the grid utility,
various self-consumption regulations have been established
using different plans, including Feed-in-Tariffs (FiT) and net-
metering [4].

Recently, improvements achieved in Information and
Communication Technology (ICT) at the power grid, par-
ticularly at the distribution level, have permitted prosumers
to interact directly with the wholesale electricity market to
participate in various subsequent trading floors. This includes
Day-Ahead (DA) and Real-Time (RT) markets. To deal with
the recent challenges, including the uncertainties associated
with intermittent power generation for the prosumer, sev-
eral Local Energy Markets (LEM) designs are proposed as
alternative solutions for coordinating the prosumers’ energy.
It is related to the more active participation of the demand
side, maximizing individual prosumers’ benefits and mar-
ket bidding structures, including enabling access to trade
flexibility services to Distribution System Operators (DSOS)
and Transmission System Operators (TSOS) [5]. However,
an important challenge in developing reliable LEM processes
for prosumers is motivating consumers to participate in the
LEM to meet their power demand. Therefore, economic and
behavioral considerations should be considered when design-
ing the LEM for all the players in the local market to motivate
them to participate actively [6]. To this end, the user welfare
(or willingness to pay) function has been widely used in
LEM to achieve customers’ active participation and expose
an efficient price signal [7]. For example, the study in [8]
presented the cost function determined by the DA market
price from each consumer. Prices for both mean and standard
deviation on the basis of the DA market from the annual
wholesale market price are calculated using identical hour
intervals to indicate the grid parameter for the consumer
to get involved in energy exchange. The willingness price
for participating in energy sharing is designed in [9] using
dynamic market information considering the total power
demand, the total supply, and the purchasing/selling prices
from/to the utility grid. References [10] and [11] represented
the willingness to pay for the energy of the buyer prosumer

as a quadratic function. The predetermined parameters for
the benefit function indicate the marginal (reservation) price
of each consumer. Following this perspective, every player
can participate in the LEM based on the causal relationships
among energy price, energy supply, and benefit growth during
a given period.

Generally, the operation of the LEM can be divided
into two categories: energy trading pricing and participants’
energy scheduling. On the one hand, research has been con-
ducted by [12] to create an energy trading mechanism by
providing a pricing approach derived from trading the price of
energy from a negotiation technique to enhance the benefits
of small and large scale for prosumers. Reference [13] intro-
duced a method considering the Supply and Demand Ratio
(SDR) to estimate the price optimally by taking into account
the consumption and generation flexibility of prosumers.
A dynamic RT pricing mechanism is introduced in [14] to
enable all stakeholders, including Electric Vehicles (EVs)
and Home Energy Management Systems (EMS), to obtain an
optimal price. On the other hand, LEMpermits scheduling the
MG production and consumption with minimum information
shared and transmitted by production units, such as the study
in [14]; the LEM is proposed for energy scheduling with an
EMS to decrease the cost of operations and maximize the
utilization of DERs. In [15], DA energy scheduling using
the LEM is proposed for the optimal operational planning of
prosumers and grid-connected.

B. RELATED WORK
From the market structure perspective, there are three dif-
ferent categories of LEM structures for Transactive Energy
(TE) that, after self-use, energy consumers may manage and
benefit from excess energy [4]. The first one presents direct
electrical energy transactions between the prosumer and the
consumer without any central operator and is named the peer-
to-peer (P2P) market. The second one presents electricity
collectives or community-based markets, which rely on a
CommunityManager (CM) to manage the power-sharing and
maximize the social welfare inside the community or group of
prosumers or MGs. Meanwhile, a third category is the hybrid
model market, which can be operated as a hybrid of both
aforementioned models [16].

Due to the significance of this subject, numerous research
has been conducted on how prosumers can profit from TE
in different LEM structures. First, several studies on the
Peer to Peer (P2P) market have analyzed revenues that con-
sumers could make through participating in P2P markets.
The concept of P2P energy trading between residential and
commercial multi-energy systems is discussed in [17] to
evaluate the economic benefit allocation for prosumers. The
optimal TE and the fair price for P2P trading are selected to
minimize the cost of energy and maximize the social welfare
of the market participants. The study by [18] suggested a
LEM architecture combining the advantages of P2P energy
trading and distribution locational marginal pricing. Hence,
integrating the locational pricing in the LEMallows a scalable
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method to coordinate demand, considering different con-
straints and losses for the prosumers to increase their profit.
Meanwhile, the P2P approach enables market participants to
engage in negotiations on bilateral energy transactions that
will benefit both parties. In order to decrease the expenses
related to power losses, the work reported in [1] created a
P2P energymarket platform that organizes trade between pro-
sumers employing battery energy storage and the wholesale
electricity market. The purpose of using local energy is to
encourage prosumers to improve peak shaving and decrease
the requirement for balancing at the transmission system
level. The study presented in [19] investigated the external
P2P energy trading in LEMwithin interconnected residential,
commercial, and industrial MG systems. This interaction
saves energy bills for the prosumers and achieves higher
energy utilization of multi-vector energies (electricity, heat,
and natural gas). The study in [20] suggested an approach
that would allow prosumers to select the most effective strate-
gies for TE of internal response and external P2P trading
simultaneously. The suggested solution allows prosumers to
reduce their energy bills and investment costs while becoming
less dependent on grid utilities and, therefore, aggregate into
a sustainable energy system. The work in [21] investigated
energy scheduling using a two-stage optimization approach
to increase its benefit in the P2P energy market. During the
initial phase, the participant prosumers in the P2P energy-
sharing trading determine the optimal quantity of exchanged
energy. The most appropriate associated price mechanism
was examined and suggested using a payment negotiation
model in the next stage.

Second, some research studies were conducted to assess
the use of the community energy market in the interest of
collective social welfare. Most of these investigations discov-
ered that prosumers’ participation in the community energy
market is economically feasible. For example, the study
by [22] established the energy scheduling issue under unpre-
dictability regarding clean energy production and energy
storage technologies for a community-based energy market.
For an energy community considering power network limits,
the price is established on a DA clearing mechanism basis.
Research by [23] presented a community market for MGs
based on a standard auction market. In this market, the seller
and buyer submit their bids and asks by announcing their
available surplus energy and their benefits models. The focus
is on the prosumers of MGs getting profit from their excess
resources or sharing their resources to reduce the overall cost
of acquiring their demand. The authors in [24] proposed an
RT energy sharing and management in the community-level
energy system based on two-layered sub-problems. The elec-
tricity price in a community market is calculated based on
local observation and RT appliance scheduling to reduce the
prosumers’ daily costs. A study in [25] merged different
RE sources, flexible and non-flexible loads, EVs, Hydro-
gen Vehicles (HV), and a Hydrogen Storage System (HSS)
in a community energy market based on a matching and
clearing approach. The LEM is organized at the distribution

level, where the prosumers can participate in the LEM or
trade with DSO. The authors in [26] proposed a framework
for scheduling a multi-MG system in a community energy
market considering the uncertainty of the RE resources and
loads. The proposed framework can achieve optimal energy
and ancillary service scheduling within each MG and facil-
itates fair energy trading among the MG community. In [8],
the energy collectives and fairness model for a community
electricity market, where the market players are represented
as a single community, is introduced. The proposed model
achieves the optimal economic power dispatch for the com-
munity and different collective agreements for the physical
constraints. The research in [27] thoroughly compared the
characteristics of the community and P2P market designs in
terms of social welfare, total payment, and energy trading vol-
ume. The results suggested that the community-based energy
market can ensure that prosumers are satisfied, resulting in
higher energy trading volume and social welfare.

Third, several studies have been conducted to conduct
efficient application of the hybrid P2P energy trading in
TE, such as [3], which aimed to create an electricity trad-
ing scheme by suggesting a pricing approach for the hybrid
P2P energy market. Using the suggested hybrid system, pro-
sumers are able to engage in a variety of markets, particularly
the wholesale market, rather than sequential participation to
maximize their benefits. Furthermore, the Direct Load Flow
(DLF) program is conducted to incorporate the power line
constraints in energy trading of the market players. In [28],
the authors integrated a P2P energy trading scheme that can
assist a centralized market operator in minimizing the energy
demand during peak hours. The prosumers form a suitable
coalition with consumers to participate in P2P energy trad-
ing to meet their energy demands. On the other hand, the
centralized market operator acts as an intermediary between
the peers and the superior power system. The work presented
in [29] developed a hybrid P2P energy market consisting of
conventional pool-based and P2P configurations. Individual
cost minimization is possible for each energy prosumer due to
the hybrid P2P energy-sharing market, and the social cost of
the whole market is also reduced. The work presented in [30]
introduced a hybrid energy trading mechanism based on the
formed communities, considering the energy loss and wheel-
ing charging at the local trading level. The market model can
be adapted to large-scale trading participants efficiently in a
distributed way to maximize the prosumer benefits. In [31],
an integration of prosumers in the hybrid market using the
generic supply-demand function method is proposed. This
interaction provides incentives for individual prosumers to
participate in the LEMand permits prosumers to freely decide
whether they will buy or sell based on their purchase desire.

C. RESEARCH GAPS AND MAIN CONTRIBUTION
Although studies, as mentioned earlier, have considered
framework design for energy scheduling and trading of pro-
sumers in LEM, the joint consideration of the prosumer
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willing to participate in the LEM to optimize their profit
has not been undertaken. In contrast, prosumers might have
different responses and decisions during the participation.
Moreover, the literature also lacks modeling of different types
of prosumers, such as PV systems, to participate in the LEM
energy trading, where the parameters of participants are pre-
determined. Different from these research studies, this paper
distinguishes itself in the existing body of research by jointly
considering the willingness of prosumers to participate in the
Local Energy Market (LEM) to optimize their profit. Unlike
previous studies, a symmetric model for the prosumer is
proposed that aligns with reality and encourages participation
in LEM. The willingness to participate is modeled based on
real-dynamic market information using the SDR of energy
sharing and the retail market price, providing an adequate
trading design to incentivize active participation. The main
contributions and novelty of this research paper are:

- LEM for Multi-MGs: The LEM for multi-MGs is
considered where each MG can sell and buy energy
from the main grid and directly trade with other MGs
mediated by the CM.

- Design of a Competitive Framework: A competitive
framework for the participation of multi-MGs in the
community energy trading market, which is more real-
istic in the foreseeable future, is designed.

- Mathematical and Technical Formulation:The
mathematical and technical formulation of the inter-
action of local energy providers and the demand of the
sellers and buyers with the MG CM is described.

- LEMClearing Problem Solution: The LEM clearing
problem is addressed by designing a specific iterative
process based on a distributed algorithm using the
Alternating DirectionMethod ofMultipliers (ADMM).
This algorithm reduces the complexity of the mar-
ket clearing model and efficiently utilizes a private
topology for exchanging information between market
participants

The remainder of this paper is organized as follows. Section II
introduces the market structure, and Section III presents the
modeling of the utility function using the internal price.
The mechanism and architecture of the proposed LEM is
introduced in Section IV. The numerical experiments are
presented in Section V, and the conclusions are in Section VI.

II. MARKET STRUCTURE
The energy-sharing model and control mechanism are first
presented in this section, followed by formulating the prob-
lem corresponding to the classification of the participants in
the LEM and determining the internal price addressed by the
SDR.

A. ENERGY SHARING MODEL
MGs provide a new economic and control mechanism, where
multiple MGs can trade electricity with the grid utility

FIGURE 1. Shows the LEM energy trading paradigm among two- MGs
with the internal network, prosumers, and meters.

using centralized energy retailers and trade energy among
themselves using a LEM. To facilitate the community-based
trade of multiple MGs, we proposed a local electricity market
design composed of two energy entities: a main grid and
multiple MGs. Figure 1 depicts the schematic of the proposed
framework of LEM with two individual transactive MGs.
Each MG is composed of different prosumers (loads and
DER) and MG operators. All the MGs are connected to one
another through the bidirectional power-sharing system, and
the whole community of the MGs is connected to the grid
utility via a Point of Common Coupling (PCC). The grid
meter is placed at the PCC with the external utility grid to
measure the energy exchanged between the grid utility and
the MGs community. Each prosumer in an MG is equipped
with a local bidirectional meter that measures the energy that
the specific prosumer. This meter measures the prosumer’s
generation, consumption, and energy transactions with other
prosumers and sends information to the MG operator. Each
MG’s energy resource capacities, preferences, surplus, and
energy demand are private information. MG operator is
adopted in this framework to deal with the practical issues
of collecting information, managing massive prosumers, and
solving the centralized problem in the LEM. The MG oper-
ator manages their data and sends the information to the
CM. The CM classifies the MG and coordinates the clearing
process. This coordination task implies sending information
to the MG operator and receiving information back from
them. The community-based market, which is operated by
the CM, has access to the retail energy market to trade energy
with the grid utility.

Take the DA energy market as a research problem in
this study. The main steps and the action sequence of the
LEM mechanism are illustrated in Figure 2. The transaction
occurs in two markets. The main market is called the retail
market, which is operated by the retail market operator. The
submarket is called the LEM for the MG community, which
is coordinated by the CM. The DA problem was solved
the day before the actual power exchanges in the LEM and
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FIGURE 2. The sequence of actions for the proposed LEM.

retail market occurred. All MGs should follow the market
mechanism to suggest the optimal power and price to the
community, where the final goal is to maximize their social
welfare.

As the first step in the proposed framework, each MG
operator collects the preferences information related to their
prosumers. In parallel, the retail market operator also pro-
vides technical information on the retail market prices to the
MG operator. Once the MG operator receives this informa-
tion, the SDR, the willing-pay function for the consumers,
and the utility cost functions are determined, as detailed in
Section III. Note that the utility function is calculated based
on real-dynamic values to encourage all the prosumers to
join the LEM. From the view of the MG operator, self-
consumption of energy is still the first choice for their
consumers. Next, each MG operator sends the SDR to the
CM to classify the MG in the community as either buyer or
seller. The interaction between the sellers and the buyers in
the community is conducted by the CM. The CM coordinates
the clearing process by including other factors, such as the
retail energy price and the penalty of energy transmission.
The market is cleared after an iterative process by sending
information to the MG operators and receiving information
back. Each MG operator adapts its offering/bidding param-
eters to avoid any loss. After clearing the market, the CM
broadcasts the clearing results and sends an energy request
to the retailer market operator either to buy or sell energy to
the grid utility. Then, the retailer market operator accumu-
lates energy requests from the CM to sell or purchase the
energy from the MG community. Meanwhile, the CM sends
information to the MG operator. This way, the MG operator
determines the optimal operation by a cooperative energy
and share scheduling model, in which energy from the grid
utility and community can be cooperatively utilized among
consumers. This process provides a fair distribution of the
sharing benefits.

B. PROBLEM FORMULATION
The study considers an energy community that consists of a
set of residential MGs. Each MG has on-site variable-scaled
PV systems and regular loads to serve. To formulate the prob-
lem, let N = {1, 2, 3, . . . ,N } denote the set of the MGs in
the community, and N ≜ |N | represents the total number of
MGs in the community. Each MG n in the community can be
defined as follows: MGn =

{
MG1,MG2,MG3, . . . ,MGN

}
,

where n∈N . Let us consider the local energy genera-
tor P and the energy consumption C in each MG n are
indexed by G = {1, 2, 3, . . . ,G} and D = {1, 2, 3, . . . ,D} ,
respectively. The sets of the local energy resources and the
energy consumption in each MG n are defined as Png ={
Pn1,P

n
2,P

n
3, . . . ,P

n
G

}
and Cn

d =
{
Cn
1 ,C

n
2 ,C

n
3 , . . . ,C

n
D

}
,

where G ≜ |G| and D ≜ |D| represent the total number
of local energy generators and consumers, respectively. The
MGs in the community are classified according to their type
of energy sharing. Note that the classification is based on
predicted energy generation and consumption. Specifically,
when anMG predicts the total power generation is larger than
its total power demand, it is classified as a seller. Otherwise,
the MG is considered to be a buyer. In this study, the SDR
approach is applied. The SDR for a MG n∈N is defined as
follows:

SDRn =

∑G
g=1 P

n
g∑D

d=1 C
n
g

,where n = {1, 2, 3, . . . ,N } (1)

We identify S = {1, 2, 3, . . . , S} as the set of sellers
when SDRn≥1, and B = {1, 2, 3, . . . ,B} as the set of buyers
when SDRn < 1. Here, S ≜ |S| and B ≜ |B| rep-
resent the total number of sellers and buyers, respectively.
Therefore, S∪B = N and S∩B = ∅. and represent the
index of the sellers and the buyers in the set S and B,
respectively. The seller MGs can participate in this LEM,
depending on the amount of their energy surplus. Note that
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the self-consumption of energy is the first choice for the MG.
Thus, when SDRn = 1, theMG n is not required to participate
in the LEM.

Generally, the export price from the utility grid is lower
than the import price to encourage local energy sharing. The
prosumers can participate in theMG using an internal price to
maximize their own profit and reduce the impact on the utility
grid. In this work, we defined Prn as the internal price model
for eachMG n. The principle of formulating the internal price
Prn is based on the SDRn of MG and RT price from the grid
utility [13]. It should be noted that the price at which energy
is purchased internally should not exceed the price of energy
imported from the grid utility, and the price at which it is sold
should not be less than the price at which it is sold to the grid
utility. The internal buying and selling prices for each MG n
are given in Eq. (2) and (3), respectively.

Prnsell =


π
grid
sell ·π

grid
buy(

π
grid
sell − π

grid
buy

)
·SDRn + π

grid
sell

, 0≤SDRn≤1

π
grid
sell , SDRn > 1

(2)

Prnbuy =

{
Prnsell ·SDR

n
+ π

grid
buy

(
1 − SDRn

)
, 0≤SDRn≤1

π
grid
sell , SDRn > 1

(3)

where Prnsell,Pr
n
buy represent the internal buying and selling

prices, respectively. πgridsell , and π
grid
buy represent the selling and

buying price from the grid utility. As illustrated in Eqs. (2)
and (3), the internal price is inversely proportional to the vari-
able SDR. In other words, the internal selling price becomes
high with the lower SDR and vice versa. When SDRn > 1,
the power surplus of the MG n is sold to the consumers and
the community at the price πgridsell . In this case, setting Prnbuy
as low as possible can encourage the MGs and community
to increase consumption using the internal generation (e.g.,
through a demand response program) and reduce the impact
on the grid utility. When 0≤SDRn≤1, the price of energy
bought by the community from the MG n is between πgridsell
and πgridbuy , and it continues to decrease with the increase of
SDR.

The reason for introducing the internal price in this study
is that we have taken advantage of the SDR pricing mech-
anism in the TE framework by modeling the utility function
formulations for the combination of power supply and energy
consumption to increase social welfare. In the next sections,
we present the main contribution of this study, which is
divided into three main subsections: the methodology, pro-
sumers model, and markets.

III. MODELLING OF THE UTILITY FUNCTION USING THE
INTERNAL PRICE
The utility function is a mathematical representation of the
individual’s benefit from providing or consuming an energy
service. The concept of the utility function is widely applied
in the field of ‘‘Microeconomics’’ to describe the satisfaction

FIGURE 3. Satisfaction area for the sellers and energy buyers.

of the prosumers based on the decision-making process. In the
energy market, the prosumers are satisfied when they pur-
chase and sell their energy in LEM between πgridsell , and π

grid
buy ,

as displayed in Figure 3. However, quantifying these benefits
and representing the level of satisfaction of a prosumer as
a function when it consumes or provides a certain amount
of energy might be difficult due to the time and quantity of
consumption and uncertainties of the local energy resources.
In this context, we propose a dynamic utility function by
generalizing the SDR pricing mechanism to consider the sit-
uation where prosumers can flexibly change their behavior in
RT to increase their profit. The utility to a prosumer consists
of two parts: the utility of energy consumption and supply,
which a quadratic function can capture.

A. MODELLING OF ENERGY CONSUMPTION
As discussed above, we have employed the utility function
for consumption modules to evaluate the willingness to pay
for energy demand. All consumer certainly can gain some
benefits in the utilization of more power for their desired
activities until they approach the limited demand. The power
demand for consumers can usually be classified into two
categories: non-flexible and flexible demand. Suppose that
the total demand for consumers, Cn

d , is the sum of the flexible
and non-flexible demand. Thus, for any Cn

d , the following
relationship must be satisfied:

Cn
d_min≤C

n
d≤C

n
d_max (4)

where Cn
d_min and C

n
d_max represent the minimum and maxi-

mum power demand, respectively for each consumer d inMG
n.

There are different types of utility functions frequently
applied for modeling the energy consumption. A quadratic
function is one of the popular forms of the utility function
used in line with the vast majority of the literature [6], [8]
to describe electricity consumption patterns of the consumer
satisfaction. The motivation behind choosing the quadratic
utility function is that it is closely related to the utility func-
tion described in [32], which leads to a proportionally fair
demand response program. Quadratic utility function for the
consumer Cn

d Can be expressed as follows:

ψ(Cn
d ) =

1
2
αnd

(
Cn
d
)2

+ βndC
n
d + γ nd (5)
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where ψ(Cn
d ) is the utility function of the consumer d in the

MG n. α, β, γ > 0 are predetermined parameters. These
parameters describe how the rate of change of consumer’s
utility changes as consumption changes.

In Eq. (5), The utility function U is used by the litera-
ture [10], exploit the derivative function ofψ(Cn

d ) to calculate
the marginal cost function. By assuming the constant param-
eter γ is zero, the marginal cost function is given as:

∂ψ(Cn
d )

∂Cn
d

= αnd
(
Cn
d
)
+ βnd = π∗ (6)

π∗ denotes the marginal cost of the utility function ψ(Cn
d ).

In order to combine the advantage of the aforementioned
function and the internal price for the consumer, we consider
that the internal price for Prnbuy represents the marginal price
π∗. This amount describes the change in the total cost that
arises when the energy consumption is incremented by a unit.
Therefore, the marginal cost is mathematically expressed as:

αnd
(
Cn
d
)
+ βnd = Prnbuy (7)

Eq. (7) quantifies the variation of the trajectory with
respect to the constant parameters α and β. This quan-
tification is used to update the model parameters in order
to minimize the residual error that measures the mismatch
between the derivative function and the marginal cost.
An approximation to a known curve can be discovered by
sampling the curve and interpolating linearly between the
minimum and maximum power demand. The linear regres-
sion model is applied to define the optimal parameters for
minimizing the residual error. The objective function is given
by the following formula:

Minimize
αnd≥0,βnd≥0

1/2

Cnd_max∑
Cnd=Cnd_min

((
αnd

(
Cn
d
)
+ βnd

)
− Prnbuy

)2
(8)

The optimization problem in Eq. (8) is solved for limi-
tation of the power demand of Cn

d , starting from Cn
d_min to

the maximum demand Cn
d_max . The decision variables in the

MG operator are αnd and βnd , which captures the dynamic
weight of energy consumption utility and the dynamic energy
consumption preference of consumers. More specifically, the
lower value of the parameters αnd , β

n
d , the more consumers

benefit from the DR program. By doing so, the consumers
express their willingness to pay a price premium if they can
be ensured.

B. MODELLING OF POWER SUPPLY
In the literature [6], in order to evaluate the pricing models
for the supply utility, the quadratic function ϕ (·) is often used
to (approximately) model the operation cost that comes from
supply unit. The cost function of the supply utility represents
the cost associated with providing the offered energy to the
community of the grid utility, which arises from operation
costs (e.g., fuel, startup and shutdown cost, levelized cost)
and maintenance costs. The quadratic function of the power

FIGURE 4. Prosumer utility as a function of energy consumption and
energy supply for various internal price.

supply can be expressed as:

ϕ
(
Png

)
=

1
2
αng

(
Png

)2
+ βngP

n
g + γ ng (9)

Png_min≤P
n
g≤P

n
g_max (10)

where αng , β
n
g , γ

n
g represent the constant parameters of the

supply utility g in eachMG n. Png_min and P
n
g_max represent the

minimum and maximum power supply, respectively, for each
local energy provider g in MG n.Generally, the supply utility
functions of the energy provider only include their operation
cost. That is unlikely to be very rational considering the fact
that the energy provider certainly can get some benefits in the
TE and be encouraged to participate in the LEM. Therefore,
the dynamic internal price is proposed to formulate an initia-
tive model for the local energy provider. Assuming that the
marginal cost of the supply utility is given as follow:

∂ϕ
(
Png

)
∂Png

= αng

(
Png

)
+ βng = Prnsell (11)

The mathematical expression to identify the constant
parameters of the supply utility can be described as:

Minimize
αng≥0,βng≥0

1/2

Png_max∑
Png=P

n
g_min

((
αng

(
Png

)
+ βng

)
− Prnsell

)2
(12)

The optimization problem in Eq. (12, namely, minimizing
the curve error to find the decision variables αng and β

n
g where

the derivative function of ϕ
(
Png

)
is equal to the marginal cost

Prsell . Figure 4. depicts an example of the consumer’s d and
local energy source g in the MG n as a function of ψ(Cn

d ),

and ϕ
(
Png

)
for a given upper and lower bound with different

values of internal price Prnbuy and Pr
n
sell , respectively.
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FIGURE 5. A block diagram of the interaction between the MGs, the LEM,
and the retailer.

IV. MECHANISM AND ARCHITECTURE OF THE
PROPOSED LEM
In this section, the LEM among multiple MGs is established.
The architecture of the energy-sharing system in this paper
is illustrated in Figure 5, consisting of three components:
the MG operator, LEM, and the retailer. The proposed LEM
divides the MGs into sellers and buyers during the schedul-
ing period. As discussed in Section II, such classification is
performed based on each MG’s net production and demand
obtained from the total generation and local energy demand
of its total assets. Note that the classification is based on pre-
dicted electricity generation and consumption. A distributed
iteration algorithm is proposed to analyze and realize market
clearing further to determine the DA LEM prices and energy
trading amounts of MGs.

A. WELFARE FUNCTION FOR SELLER
According to the definition of social welfare definition, in a
LEM where the seller in the market offers their surplus
energy for trading with buyers under the supervision of a
CM, the social welfare of the seller can be modeled by
summation of the benefits of the seller which describes their
satisfaction level from selling their energy. Therefore, seller
can be modeled in two parts: (1) the economic benefits of

selling excess electricity to LEM and grid, and (2) the seller’s
satisfaction due to energy consumption. The social welfare of
the seller is modeled in Eq. (13).

WS (Pcom,sell ,Pgrid,sell , πLEM )

= Pcom,sell ·πLEM + Pgrid,sell ·π
grid
sell

+

 G∑
g=1

ψ(Cd ) −

G∑
g=1

ϕ
(
Pg

) (13)

Here, WS represents the social welfare of the seller ,
composed of three terms. The first term is the revenue from
selling energy to the community. The second term represents
the revenue from selling energy to the grid. The third term
described the cost of the prosumer’s utility for the seller
. πLEM describes the clearing price for the LEM. Pcom,isell
represents the sold power to the community. Pgrid,isell represents

the sold power to the grid. A set of technical constraints
should be considered for the seller, which are expressed in
the following:

G∑
g=1

Pg −

D∑
d=1

Cd > 0 (14)

G∑
g=1

Pg −

D∑
d=1

Cd = Pcom,sell + Pgrid,sell (15)

Constraint (14) guarantees that the local energy generation
of each seller is higher than the total consumption. Con-
straint (15) demonstrates the energy balance for local sellers
including the energy sharing with the community Pcom,isell and

utility grid Pgrid,sell .

B. WELFARE FUNCTION FOR BUYER
As mentioned above, buyer agents are those who need to
buy some power at a certain time slot. Buyer satisfaction
level describes the buyer’s welfare, which is determined by
the difference between the benefits of the local user utility
and payment of the power from the local energy provider,
community, and grid utility. The following relation describes
the total welfare of the buyer :

WB (Pcom,buy ,Pgrid,buy , πLEM )

=

G∑
g=1

ψ(Cd ) −

G∑
g=1

ϕ
(
Pg

)
− Pcom,buy ·πLEM − Pgrid,buy ·π

grid
buy (16)

Here, WB describes the social welfare of the seller in

the community, while Pcom,buy is the amount of power buyer

purchased from the community. Pgrid,buy is the amount of
power the buyer purchased from the utility grid. It should be
noted that buyer welfare can be a negative value in instances
when the utility it gets is lower than the purchasing prices.
The power balance is constrained by each buyer constraints
given by:

D∑
d=1

Cd −

G∑
g=1

Pg > 0 (17)

D∑
d=1

Cd −

G∑
g=1

Pg = Pcom,buy + Pgrid,buy (18)

where the inequality constraint (17) guarantees the total
demand of each buyer is higher than the local power gen-
eration, while the constraint (18) ensures the power balance
for the buyer , where the left-hand side of the constraint
represents the imported power from the buyer , and the
right-hand side defines the summation of the injected power

from the community Pcom,sell and the grid utility Pgrid,sell .
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C. COMMUNITY OBJECTIVE FUNCTION
Following the elaborations on the sections above, a generic
framework for the LEM is conceptualized to achieve the
social welfare of the community. The CM manages the com-
munity to maximize the total social welfare of all sellers
and buyers, where minimal financial costs typically represent
the highest social welfare. When S∪B = N , mathematically,
the objective function of the community to maximize social
welfare is as follows:

Maximize

Pcom,sell ,Pgrid,sell ,πcomsell ,P
com,
buy ,Pgrid,buy ,πcombuy

S∑
=1

WS (19)

(
Pcom,sell ,Pgrid,sell

)
+

B∑
=1

WB
(
Pcom,buy ,Pgrid,buy , πcombuy

)
− Cgrid

penalty·P
com

S.t. πcombuy ≤π
grid
buy (20)

πcomsell ≥π
grid
sell (21)

S∑
=1

Pcom,buy =

B∑
=1

Pcom,sell (22)

πcomsell = πcombuy (23)

The objective function (18) is composed of two terms. The
first term is the summation of the optimization problems (13)
and (16) for the sellers and buyers, respectively. The second
term represents the network charge from the grid utility to the
community, where Cgrid

penalty describes the network usage fee
for both the sellers and buyers.Pcom is the total energy sharing
in the community. πcombuy , π

com
sell describe the buying and selling

prices for the buyer and seller in the LEM, respectively.
Constraints (20) and (21) set limits to the energy prices of
the buyer and seller, respectively. Constraints (22) and (23)
impose the balance of the power-sharing and the clearing
price within the community, respectively.

D. DECENTRALIZED CLEARING MECHANISM
In the proposed formulation in (18), the first term problem is
a quadratic program formulation composed of a cooperative
solution of the participants in the LEM. The sellers and buyers
in the LEM have separable objectives (13) (16). The coupling
constraint is the balance of the power-sharing and the price
constraint in (24) and (25), which contains variables from
both the clearing price and the total power-sharing. This
problem can be implemented in a centralized manner using a
supervisory entity such as the CM. However, the CM requires
the information of all players to solve this problem, including
the utility function, clearing price, power demand, and supply.
Since the market players are independent, the centralized
approach is not suitable to solve the proposed optimization
problem in order to protect the privacy and security of each
market player subject and improve the calculation speed of

massive data. Moreover, the centralized approach is subject
to performance limitations, such as the scalability and limited
flexibility to clear the LEM. Therefore, the market players
need to share limited information to achieve a decentral-
ized energy trading consensus. As a result, we employ the
distributed algorithm based on ADMM to clear the LEM
and determine the optimal energy sharing among the market
players. ADMM offers benefits if a problem is separable
in local optimization subproblems. ADMM is applied in
decentralized optimization to solve problems in a distributed
manner.

In this section, the concept of ADMM is briefly discussed
and then designed to solve the problem (18), which has many
advantages over a centralized approach in terms of privacy
and the computation burden, to name a few. Moreover, the
proposed distributed approach can be proved to converge to
the optimal solution for the market clearing problem.

1) GLOBAL VARIABLES CONSENSUS ADMM FORMULATION
The consensus ADMM is widely used in diversifying areas
in MG applications such as cybersecurity and energy trading.
Its convergence was proved when different blocks of vari-
ables were updated. It is also a strongly desirable method
for solving problems in which the objective and constraints
are distributed across multiple agents. Each agent only has to
handle its own objective function and constraint term, plus a
quadratic term, which is updated each iteration. To formu-
late the ADMM, let i and j agents in a networked system
which are indexed by {1, 2, 3, . . . ,N } and {1, 2, 3, . . . ,M} ,
respectively. Each of these agents has a local private convex
objective function and local optimal solution of f (xi) and
g(zi), where xi∈RN and zi∈RM are the optimization variables.
f : Rn

→ R and g : Rm
→ R are convex functions. The

objective of distributed optimization is to minimize a global
objective function, which is a sum of the objective functions
of all agents in f (xi) and g(zj):

Minimize
N∑
i=1

fi(xi) +

M∑
j=1

gj(zj)

Au− Bv = 0 (24)

In the above expression, A∈Rl×N And B∈Rl×M are con-
stant matrix and vector. u = (x1, x2, . . . , xN ) and v =

(z1, z2, . . . , zM ) are the set of the variables for each xi and zj,
respectively. Since the constraint is that all the local variables
should agree, i.e., be equal, this is called a global consensus
problem ref to [34]. The augmented Lagrangian function,
based on the global variable consensus of the constraints, can
be written as:

Lρ(x, z, λ ) =

N∑
i=1

fi(xi) +

M∑
j=1

gj(zj) + λ
T
·(Au− Bv)︸ ︷︷ ︸

①

+
ρ

2
∥Au− Bv∥22︸ ︷︷ ︸

②

(25)
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where ① and ② are the loss and regularization function,
respectively. λ is the multiplier associated with the equality
constraint, and ρ > 0 is the penalty parameter.
The variables x, z and λ are updated separately and sequen-

tially by following the iterative scheme:

xk+1
1 = argmin

xi∈RN
Lρ((x1, x2, . . . , xN ), vk , λ )

xk+1
2 = argmin

xi∈RN
Lρ((xk+1

1 , x2, . . . , xN ), vk , λ )

.

.

.

xk+1
n = argmin

xi∈RN
Lρ((xk+1

1 , xk+1
2 , . . . , xN ), vk , λ )

zk+1
1 = argmin

xi∈RN
Lρ(uk+1, (z1, z2, . . . , zM ), λ )

zk+1
2 = argmin

xi∈RN
Lρ(uk+1, (zk+1

1 , z2, . . . , zM ), λ

.

.

.

zk+1
M = argmin

xi∈RN
Lρ(uk+1, (zk+1

1 , zk+1
2 , . . . , zM ), λ )

λ
k+1

= λ
k

+ ρ(Auk+1
− Bvk+1) (26)

The convergence properties of the ADMM to meet the
constraint can be referred to in [34] and [35]. The stopping
criteria for the iteration could be defined as follows:

rk+1
=

∥∥∥Auk+1
− Bvk+1

∥∥∥
sk+1

= ρ

∥∥∥ATB(vk − vk+1)
∥∥∥

When these criteria become less than the specified factor,
it could be considered that the ADMM algorithm has con-
verged to the optimal solution.

2) ADMM FOR SOLVING THE PROPOSED OPTIMIZATION
PROBLEM
Since the objective function (18) maximizes the community’s
total social welfare, we first term the problem for market
clearing. Subsequently, we determine the payments among
the grid utility based on the solution of the term in the
objective function (18). We consider each seller and buyer
as an individual agent in the community, which are indexed
in sets of {1, 2, 3, . . . , S} And {1, 2, 3, . . . ,B} , respectively.
In order to decompose the optimization problem in (18)
based on the ADMM rules (24), the augmented Lagrangian
is written as below:

Lρ(Pcom,sell , πcomsell ,P
com,
buy , πcombuy , λ )

=−

 S∑
=1

WS
(
Pcom,sell , πcomsell

)
+

B∑
=1

WB
(
Pcom,buy , πcombuy

)
+ λ

T (Au− Bv) +
ρ

2
∥Au− Bv∥22 (27)

where

A =

[
1 0
0 1

]
B =

[
1 0
0 1

]

u =


S∑
=1

Pcom,buy

πcombuy


v =

 B∑
=1
Pcom,sell

πcomsell


According to (22) and (23), u and v, are the variable

vector for the seller and buyer, respectively. A and B describe
the constant constraints for the vector u and v, respectively.
In ADMM iterations, we alternately optimize the augmented
Lagrangian function of each seller to obtain the optimal
variable of Pcom,isell and πcomsell , and each buyer to obtain the

optimal variable Pcom,|buy and πcombuy . In this respect, the local
variables in (14) and (15) for the seller while (17) and (18)
for the buyer are solved locally.

The ADMM approach has communication links between
each agent, which means that the potential privacy risk still
exists. Regarding the proposed LEMmechanism, the ADMM
process for the sellers and buyers is conducted separately,
which would improve computational efficiency and privacy
preservation. In this study, we introduced the functionsM and
N at the CM level to transform the loss and regularization
function to a single function in each update between the
sellers and buyers, respectively, as indicated in (28) and (29).

M (X k+1) = A′
·X + B′

= λ
T
·(Au− Bvk ) +

ρ

2

∥∥∥Au− Bvk
∥∥∥2
2

(28)

N (X k+1) = A′′
·X + B′′

= λ
T
·(Auk+1

− Bv)

+
ρ

2

∥∥∥Auk+1
− Bvk

∥∥∥2
2

(29)

where X represents the variable of the next update of each
agent. A′, A′′, B′′ And B′ Are a constant value. k is the
iteration number of the ADMM.

Seller - update:
At the iteration (k + 1), the update for the variable(
Pcom,sell , πcomsell

)k+1
Of each seller is formulated as below:

Minimize
Pcom,sell ,πcomsell

(
−WS

(
Pcom,sell , πcomsell

)
+ A′

·

(
Pcom,sell
πcomsell

)
+ B′

)
Subject to: (14) and (15). (30)

Buyer - update:
At the iteration (k + 1), the update for the variable(
Pcom,⟩buy , πcombuy

)k+1
Of each buyer is formulated as below:

Minimize
Pcom,sell ,πcomsell

(
−WS

(
Pcom,sell , πcomsell

)
+ A′

·

(
Pcom,sell
πcomsell

)
+ B′

)
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FIGURE 6. Information flow between the CM and the market participant.

FIGURE 7. The single-line diagram for the illustrative example.

Subject to: (17) and (18) (31)

The implementation procedure of the proposed framework
from the CM perspective is shown in Figure. 6.

The first iteration is dedicated to the seller, the second to
the buyer, and the third updates the Lagrangian multiplier in
accordance with equation (26).

V. NUMERICAL EXPERIMENTS
This section summarizes the findings of this paper and
presents the numerical results related to the mathematical
models and the decentralized algorithm previously described.
For ease of illustration, we report results on a simple illustra-
tive example to demonstrate the proposed design of the LEM.
Then, we apply the proposed design over a real case study in a
residential area in Latvia, considering different pricing pack-
ages provided by the retailer. The simulationswere performed

FIGURE 8. The supply and demand ratio (SDR) for MG① and MG②.

within a Python 3.7 environment, using CVXPY to model the
objective functions using the CPLEX. A Personal Computer
(PC) was used for the experiments with a CPU Intel Core i5
1135G7 2.30 GHZ and 32GB of RAM.

A. ILLUSTRATIVE EXAMPLE
The numerical result of the illustrative example is conducted
in a fully connected 2 MG system with a main grid. Each
MG is composed of 1 consumer and 1 energy provider, which
possess a PV system. The CM takes the place of managing
the MG community. The single-line diagram is illustrated
in Figure 7. Since the proposed method evaluates the will-
ingness of the utilities to participate in LEM, we choose
a single timeslot of the energy generation and demand for
demonstration. The level of the power generation and the
power demand are assumed to be [0, 5] kW and [2, 4] kW for
MG① and [0, 2] kW and [2, 6] kW for MG②, respectively.
We set the electricity retail prices for πgridbuy and πgridsell are
19.01 ¢/kW and 8.7¢/kW, respectively. We assumed the grid
tariff in energy terms is 0.01 ¢/kW. It is also important to note
that the capacity subscription tariff costs, e.g., (fixed cost,
static and dynamic capacity cost, . . . ) are excluded.

Following the steps mentioned in section II-A., each MG
calculates locally the SDR value, internal price, and the utility
function for the consumer and the energy provider using Eqs.
(8) and (12), respectively. The SDR of each MG is illustrated
in Figure 8. As illustrated, the MG① behaves as a seller and
the MG② as a buyer. Since the internal price is calculated
based on the SDR ratio, different SDRs will provide different
internal prices. Figure 9. represents the value of the internal
prices for each MG.

It can be observed that the MG① is willing to participate
in the LEM by selling and purchasing at the price of 8.7¢/kw.
On the other hand, MG② indicates the willingness to partic-
ipate at the price of 13.6¢/kw and 17.3¢/kw for selling and
buying, respectively. Table 1. Describes the parameter values
of the convex function of the utilities based on the internal
price for a competitive LEM. These parameters dynamically
reflect the profit of each MG in the LEM.

Figures 11, and 12 represent the curves of utility function
for the seller ‘‘MG①’’ and the buyer ‘‘MG②’’. The CM coor-
dinates the market clearing using an iterative process after
classifying the players based on SDR values. The iterative
process to solve the clearing problem is portrayed in Fig. 12.
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FIGURE 9. The internal prices for each MG.

TABLE 1. Parameter of the utility function for each MG.

FIGURE 10. The utility curves of the power utility for the MG①.

FIGURE 11. The utility curves of the power utility for the MG②.

As illustrated, the initial tentative price for the energy traded
in the LEM is broadcasted from the seller ‘‘MG①’’ and
the buyer ‘‘MG②’’. Meanwhile, the LEM prices stay in the
range of the selling and purchasing the energy from the retail
market. After 33 iterations, the market is fully cleared at price
of 13.86¢/kw.

Fig. 13. represents the total surplus power supply and
demand for the seller and buyer in the LEM. Fig. 14. And
15, illustrates the optimal energy sharing of the community
which is realized through the proposed LEM design. Fig. 14.
represents the convergence of the power in the community,
which verifies that the total traded energy between the seller
and the buyer is the same. It is noticeable that the sellers are
urged to be motivated and incentivized to sell their surplus

FIGURE 12. Clearing price process for the LEM.

FIGURE 13. The total surplus power supply and demand of the seller and
buyer in LEM.

energy in the community rather than grid utility, because the
selling price in the LEM is higher than the grid utility. The
total amount of energy purchased from and sold to the utility
grid for the buyer and seller is shown in Fig. 15. As observed,
the total amount of energy purchased from the grid by the
buyer is significantly reduced with the application of LEM
trading, where the buyer attempted to purchase the power
from the community to increase their social welfare. The
proposed mechanism allows prosumers to benefit maximally
from their participation in the LEM.

An CM operates the community of the MG to maximize
their social welfare, by optimizing the energy transaction and
the interactions among the sellers and buyers and with the
grid utility. Fig. 16. illustrate the convergence of the seller
and buyer to maximize their individual welfare. Since maxi-
mizing the social welfare is implicitly related to minimizing
the operation cost for each player, the convergence is ensuring
that no entity is penalized with respect to acting individually.
Moreover, it has been demonstrated that the clearing price not
only maximizes the social welfare for the players, but also the
payoff for energy provider.

In the context of the efficiency of the proposed algorithm
for market clearing, we perform our algorithm to solve the
objective function on different parameters of ρ = 40, 10, 2,
and 0.5. From Fig. 17, we can see those different choices of
ρ can make a difference at the beginning of the algorithm,
and after several iterations it can converge to the optimal
value. Therefore, our algorithm has good performance in
convergence rate and is not too sensitive to the value of ρ,
except for the first several iterations.
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FIGURE 14. Traded energy by seller and buyer in LEM.

FIGURE 15. Traded energy with the main grid.

FIGURE 16. Curves of the welfare level for the seller and buyer.

The market clearing problem is solved by the proposed
algorithm based on the ADMM algorithm in an iterative pro-
cess. In this work, the primal and dual convergence is defined
as 0.001, and the penalty ρ is set as 10. Figure 18. displays
the aggregated primal and dual residual at each iteration.
It depicts that the proposed algorithm can only converge to
the specified thresholds after a few iterations only.

The centralized solution is obtained by directly solving
the market clearing model with the Pyomo IPOPT solver.
The iteration process of the objective value is displayed in
Figure 19, demonstrating that the ADMM-based algorithm
can reproduce the optimal outcomes obtained from cen-
tralized optimization. The computation times to solve the
objective function are 0.1691 (s) and 3.218 (s) for the
centralized and the proposed ADMM method, respectively.
Meanwhile, the maximum solution time for the seller and
buyers’ sub-problems is 0.0633 (s). As it can be observed,
the proposed ADMMapproach needs more computation time
than the centralized approach, and it can maintain privacy
information protection, i.e., the CM does not need to have

FIGURE 17. Evaluation of the objective function for different ρ.

FIGURE 18. The supply and demand ratio (SDR) for the community.

FIGURE 19. The supply and demand ratio (SDR) for the community.

access for the preferences of each MG participating in the
LEM.

B. CASE OF STUDY
A case study of an actual segment of an electricity distribu-
tion system of a residential area in the city of Riga, Latvia,
is used for the testing of the developed framework [36]. There
are four MG connected with the grid utility, and each MG
is composed of different DERs (loads and PV1 systems),
as displayed in Figure 20. All those DERs have PV capacity
between [0, 11] kW and energy consumption between [11],
[12], [13], [14], [15], [16], [17], [18], [19], [20], [21], [22],
[23], [24], [25], and [26] kW. Figure 21 Represents the SDR
of each MG. In order to elaborate the proposed LEM, fixed-
rate pricing and dynamic pricing are considered. Table 2
represents the characteristics of the pricing packages from the
retailer. We assume the spot market price is 10 ¢/kW and the
fixed price for selling is 6.75 ¢/kW. We set our algorithm at
the criteria stop at 10−5.
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FIGURE 20. The topology of the case of study.

TABLE 2. The characteristics of the pricing packages.

FIGURE 21. The supply and demand ratio (SDR) for the community.

FIGURE 22. The internal pricing for the MGs using the dynamic pricing.

According to the proposed scheme, the utility functions
for each MGs are directly influenced by the pricing package.
The impact of the internal pricing using the dynamic and
the fixed rate pricing at the LEM is depicted in Figures 22
and 23, respectively. According to Figures 22 and 23, the
internal price of the MGs using dynamic pricing is higher

FIGURE 23. The internal pricing for the MGs using the fixed rate pricing.

FIGURE 24. Clearing process under the dynamic pricing.

FIGURE 25. Clearing process under the fixed rate pricing.

than fixed-rate pricing. Thus, the utility coefficients for the
consumers and energy providers in each MG using dynamic
pricing are higher than fixed-rate pricing.
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FIGURE 26. Total power exchange of community using the dynamic
pricing and Fixed-rate pricing.

FIGURE 27. Comparison of the social welfare using dynamic pricing and
Fixed-rate pricing.

Fig 24 and Fig 25, show the market clearing process using
the proposed LEM design under the dynamic and fixed-rate
pricing. Where it can be verified that in the πcomsell , and π

com
buy

Between seller and buyer they will reach convergence. Also,
the clearing price satisfies pricing’s constraints, it means that
aMG④ cannot offer a price higher than retailer’s selling price
and the MG①, MG②, andMG③ cannot ask for an energy at a
price lower than retailer’s purchasing price. As can be noted
the clearing price is 9.86 ¢/kw for the dynamic pricing and
7.98 ¢/kw for the fixed rate pricing.
The total power exchange for the community using the

dynamic and fixed rate pricing is demonstrated in Figure 26.
As expected, the exchange energy amount to the main grid
for both packages is similar, equal to zero. The reason is that
the amount of energy exchanged in the LEM is insufficient to
meet the community’s self-demand. The CM never sells elec-
tricity to the main grid since the electricity purchasing price
of the main grid is always no higher than that of the LEM.
The community also needs to purchase energy of 345.21 kW
from the main grid to satisfy their power demand, which is
365 kW.

Figure. 27. illustrates the economic benefit of the commu-
nity from the view of social welfare. As can be observed,
the changes in social welfare and the total trading payment
mainly depend on the pricing, and they increase and decrease
with the increase in pricing in the LEM. Obviously, the com-
munity enjoys the highest social welfare when using dynamic
pricing. The reason is that the sellers benefit more when the
LEM price is high, and the buyers can enjoy more at a lower
price.

VI. CONCLUSION
In recent years, extensive research has been conducted
to explore MGs to establish a fully competitive market
between prosumers. Nevertheless, ensuring the secure and
efficient operation ofMGs necessitates the implementation of
advancedmarket designs and private topology for exchanging
information. In this research, an LEM framework involving
energy trading for multi-MGs connected with the main grid
is proposed. This framework provides chances for intercon-
nected MGs to utilize the surplus energy in the community to
increase their social welfare. The MGs, as in the community,
were classified into sellers and buyers based on their SDR.
Consequently, the willingness to participate in a LEM is
modeled based on real-dynamic market information using the
internal pricing method and the retail market price, which
provide an adequate trading design to incentivize players
to participate actively in the trading process. The objective
function for the sellers and the buyers is reformulated as a
distributed convex optimization problem. The CM plays a
role as an intermediate coordinator between the sellers and
buyers for market clearing. The LEM clearing problem relied
on a specific iterative process ADMM algorithm to protect
the privacy and security of each market player. Implemented
case studies verified that the proposed framework could help
multi-MGs trade power locally to meet their own power
requirements with minimum cost. Moreover, the convergence
of the proposed ADMM approach was proved, and the com-
parisonwith the centralized approachwas also examined. The
proposed approach obtains the optimal result in a reasonable
number of iterations. It provides the same value of social
welfare as demonstrated in the centralized approach, while
it needs lower information exchange. Our study found that
by using dynamic pricing in conjunction with our proposed
model, the social welfare of the energy community can be
increased by 14.25%. This demonstrates the significant eco-
nomic benefits and effectiveness of our approach in the Local
Energy Market (LEM).

However, a limitation of our work is that the algorithm
takes many iterations to converge to the clearing price, which
increases the computation cost and may cause some com-
munication delay. In future work, we plan to focus more
on improving the algorithm based on the second derivative
model to make it converge faster and provide more privacy.
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