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Small and medium size manufacturers exist commonly in developing countries. Limited warehouse space is a characteristic
in small and medium size manufacturers. In today’s business environment, many upstream companies offer a credit period
to downstream companies. In production system, a manufacturer usually adopts the system maintenance when the system is
in the out-of-control state. Therefore, this paper considers a production-inventory model for a manufacturer under system
maintenance, trade credit and limited warehouse space. The objective is to determine the optimal production run time to
minimise the total cost. We develop an algorithm based on several theorems for solving the problem described. We provide
several examples to illustrate the solution procedure and discuss how system parameters affect the manufacturer’s decision
behaviour. Computational analysis demonstrates that the results of the proposed model are consistent with economic
insights.

Keywords: piecewise nonlinear; inventory; production; maintenance; limited warechouse space; trade credit

1. Introduction

The inventory model is the most widely used model in inventory management. For example, IBM has developed a parts
inventory management system, which is based on the EOQ model, to provide prompt and reliable customer service.
Recently, Sana (2012a), (2013) and Pal and Sana (2012a) considered the inventory model under different situations.

The traditional inventory model tacitly assumes that the payment must be made to the vendor for the items
immediately after the buyer receives the products. In practice, the vendor often provides forward financing to the buyer.
This means that the vendor allows the buyer a certain fixed period (credit period) in which to settle the amount owed,
and does not charge any interest on the amount owed during this period. For example, Wal-Mart, the largest retailer in
the world, uses trade credit as a larger source of capital than bank loans; trade credit for Wal-Mart is eight times the
amount of capital invested by shareholders. Over the years, a number of studies have been published that deal with the
economic order quantity problems under conditions of permissible delay in payments, i.e., credit period in our research.

Goyal (1985) is the first paper which examined the effect of the credit period on the optimal inventory policy. So
far, a lot of papers have appeared in the literature dealing with a variety of trade credit situations. Teng (2002) amended
the model of Goyal (1985) by considering the difference between unit price and unit cost. Huang (2003) considered not
only that the supplier offers a credit period to the retailer but also that the retailer offers a credit period to his customer.
Huang and Chung (2003) and Ouyang, Chang, and Teng (2005) considered the ordering policy under cash discount and
payment delay. Chung and Huang (2006) considered an EOQ model to allow items with imperfect quality under
permissible delay in payments. Sheen and Tsao (2007) discussed channel coordination under trade credit with freight
cost having quantity discounts. Ouyang, Ho, and Su (2008) demonstrated that significant profit increase for the entire
supply chain can be achieved by linking both trade credit and freight rate policies. Tsao and Sheen (2008) determined
the dynamic pricing, promotion and replenishment policies for a deteriorating item under trade credits. Sana and
Chaudhuri (2008) developed a deterministic EOQ model with delays in payments and price—discount offers. Ouyang
et al. (2009) considered deteriorating items with partially permissible delay in payments linked to order quantity. Tsao
(2010) determined two-phase pricing and inventory decisions for deteriorating and fashion goods under trade credit
conditions. Balkhi (2011) considered an economic ordering policy with deteriorating items under different supplier trade
credits for finite horizon case. Tsao and Sheen (2012) developed a multi-item supply chain with credit period and freight
cost discounts. Therefore, the issue of trade credit is very popular to these field researchers.
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Most of the trade credit papers considered EOQ model. To date, Chung and Huang (2003), Ouyang, Chang, and
Teng (2006), Huang (2007), Liao (2008), Teng and Chang (2009), Tsao (2009), Chang, Teng, and Chern (2010)
and Tsao, Chen, and Zhang (2013) considered economic production quantity (EPQ) model under trade credit. Pal, Sana,
and Chaudhuri (2013a) investigated the optimal replenishment lot size of supplier and optimal production rate of
manufacturer under a three-level supply chain. Based on their great works, this paper considers the imperfect production
system. This means the production system may produce defective products. For imperfect production system, Porteus
(1986) was one of the first to consider the situation where the production process may shift from an ‘in-control’ state to
an ‘out-of-control’ state with a given probability each time it produces an item. In a similar type of work, Rosenblatt
and Lee (1986) found, by assuming exponential shift distribution, that the optimal manufacturing quantity for an
imperfect production system is smaller than that for a system with no defects. But, they did not consider trade credit
and they assumed there is no defective product to produce in the ‘in-control’ state.

Recently, Wee and Widyadana (2012) developed EPQ models for deteriorating items with rework and stochastic
preventive maintenance time Sana (2012b) deals with an imperfect production system with allowable shortages due to
regular preventive maintenance for products sold with free minimal repair warranty. Wee, Wang, and Yang (2013)
developed an EPQ model and solution procedure for imperfect items with shortage and screening constraint. Pan et al.
(2012) developed an integrated EPQ model by combining the concepts of statistical process control and maintenance. In
their model, a control chart is adopted to monitor the whole process with Taguchi’s loss function estimating the quality
cost of each condition. Other similar studies, Sana (2010a, 2010b), Sana and Chaudhuri (2010), Sarkar, Sana, and
Chaudhuri (2011) and Pal, Sana, and Chaudhuri (2013b), considered the imperfect production system Pal, Sana, and
Chaudhuri (2012b, 2012c¢) considered the reworkable items and Sana (2011), Roy, Sana, and Chaudhuri (2011), Pal,
Sana, and Chaudhuri (2013c) and Sana (2012c) considered imperfect quality items. In our paper, the system maintenance
activity is considered in the inventory model with trade credit and limited warehouse space to cope with more realistic
situations.

Also, trade credit policy induces a company to store more items. In this case, the company may rent a warehouse to
store the exceeding items when the quantity is larger than companies’ warehouse capacity. This is common in small and
medium size company. Especially in developing countries, they rely on small and medium size company to compete in
international market. In Taiwan, about 98% are small and medium size companies. Huang (2006) and Teng and Chang
(2009) considered EOQ model under trade credit and limited storage space. To the best of our knowledge, our paper is
the first to incorporate the limited warehouse space, trade credit and system maintenance into EPQ model simulta-
neously. The objective is to determine the optimal production run time to minimise the total cost. This paper provides
an algorithm based on several theorems for solving the problem. From computational analysis, we discuss how the
system parameters affect the manufacturer’s decision and cost. The purpose of this paper is to relax several assumptions,
such as system maintenance, trade credit and limited warehouse space, to cope with more practical situations.

2. Notations and assumptions

The following notations are used in this paper:

retail price per unit

purchase cost per unit

demand rate or delivery rate

production rate

cycle time

production run time, Tp = DTp/P

set-up cost per set-up

inventory holding cost per unit in manufacturer’s warehouse
inventory holding cost per unit in rented warehouse, H > &
defective cost, the cost incurred by producing a defective item
machine maintenance cost

percentage of defective products in the in-control state
percentage of defective products in the out-of-control state, ap > o,
time when the production process shifts

le interest earned per dollar per year

Ip interest paid per dollar per year
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M credit period
w manufacturer’s warehouse capacity
To the length of the rented warehouse time

To(P—D)—W TpP(P—D)— WP

- £ Tp(P—D) > W

To=4 (P_D)DJP 7-pp ' FTP=D)>
0, if To(P— D) < W

The mathematical model in this paper is developed on the basis of the following assumptions:

(1) The production rate P is larger than demand rate D.

(2) The production process may shift from an ‘in-control’ state to an ‘out-of-control’ state during a production run.

(3) The elapsed time until the production process shifts, 7, is a random variable and assumed to be exponentially
distributed with a mean of 1/A.

(4) System maintenance will be taken into account if the system is in the ‘out-of-control’ state. After the
maintenance, the system can be restored to the ‘in-control’ state. And machine maintenance can be completed
before the next production run.

(5) If the production quantity is larger than manufacturer’s warehouse capacity W, the manufacturer will rent the
warehouse to store these exceeding items.

(6) The unit retail price of the products sold during the credit period is deposited in an interest bearing account with
the rate /e. At the end of this period, the credit is settled and the retailer starts paying the interest paid for the
items in stock with the rate Ip.

(7) The retail price is larger than the purchase cost, ie r = c.

(8) A non-defective item can be produced immediately to replace a defective item which was produced from the
system.

3. Model formulation

If the production run time 7p is larger than %, the manufacturer need to rent the warehouse to store these exceeding
items; if 7p < %, the manufacturer can store all the items in his own warehouse. The total annual cost consists of the

following elements. Since 7' is a judgment standard, three cases may arise: (1) M > 2M > % 2) M > 775 > B M,

—D
()5 > M.

Case I When M > 2M > V>

(1) Annual set-up cost = K/Tp = KD/(PTp).
(2) There are two cases in annual inventory holding cost.

(i)  when Tp > 555.
In this case, production quantity is larger than manufacturer’s warehouse capacity W. So, the manufacturer
needs to rent the warehouse to store the exceeding items. Hence, annual inventory holding cost = annual
inventory holding of rented warehouse + annual inventory holding cost of the warehouse capacity W.

H[(P — D)Tp — W) hW2D h[(P —D)Tp — WIW  hW>
2(P = D)Tp 2(P — D)PTp (P—D)Tp 2PTp’

Annual inventory holding cost =

(M

(il))  when Tp < %.
In this case, the order quantity is not larger than manufacturer’s warehouse capacity. So, it is not necessary
for the manufacturer to rent warehouse to store items. Hence,

h(P —D)Tp

Annual inventory holding cost = 7

2
(3) There are three cases in interest earned per year.

The unit retail price of the products sold during the credit period is to earn interest with the rate /e.

(i)  when Tp = M, as shown in Figure 1(a).
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Inventory Level
A

Whede e e m e e e e = ——

= Time

Inventory Level
A
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» Time

by M 1h

(b) TDZMZTP(MZTPZ%M)

[nventory Level
A

Wk - 2 s s e s ———
l # Time
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D
(c) T, <M (T, S;M)
Figure 1. Inventory level for each case.
r-le-D* M?
Annual interest earned = ——— 3
u TP 3
i) whenTp2M2Tp (M =>Tp > %M), as shown in Figure 1(b).
e D* - M?
Annual interest earned = L, 4

2PTp

(iii) when Tp < M (Tp < 5M), as shown in Figure 1(c).
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. -le-P-T P-T,
Annual interest earned = ref[q—r-le-D- (M— D P). )

(4) There are three cases in interest paid per year.
When the credit period M is shorter than the cycle time 7p, the products still in inventory have to be financed
with the rate Ip after the payment is settled.

(i)  When Tp 2 M, as shown in Figure 1(a).

. . PTp D (P —D)D - M?
A 1 interest =cp|—|1—-%5)| ——F+~
nnual interest paid = ¢ - Ip [ > ( P> 2PTy 6)
(i) When Tp > M > Tp (M > Tp > 2 M), as shown in Figure 1(b).
, .. c-Ip-D*-(PTp/D — M)*
A | interest paid = 7
nnual interest pai 2PT, ) (7
(iii) When Tp < M(Tp < ZM), as shown in Figure 1(c).
Annual interest paid = 0. In this case, no interest charge is paid for the items.
(5) Annual defective cost is the product of defective cost per unit and the number of defective items:
The number of defective items N in each production run is
o OC[PTP if t 2 Tp, (8)
|\ wPt+aoP(Tp—1) if t<Tp.
Then, the expected number of defective items in each production run E(N) is
00 X Tp X e—/iTp _ e—ZTp -1
E(N) = / OC]PTp/leiﬂd'L' +/ [OC[P‘L' + O(()P(Tp — T)He*“dr = —Puy f + POC() (TP + f) . (9)
Tp 0 Lo L
: . sDE(N —Tr — ] —Tr — ]
And the annual defective cost is s PYEP ) =sD {—oc[eT + ap (1 + eT)} .

If / is very small, it is reasonable to use McClaurin series to approximate e *% a1 — ATp + (AT, p)2 /2. The idea
of approximation to simplify the mathematical calculation has been used in many studies Therefore, we can
rewrite the annual defective cost:

sDE(N)
PTp

(10)

)L,TP}

=~ SD|:O(] + (OCO - O(]) 5

(6) Annual machine maintenance cost is the product of machine maintenance cost per time and times of annual
machine maintenance:

The times annual machine maintenance is D(1 — e *"")/PTp ~ D(i. — *Tp/2)/P.
Annual machine maintenance cost = mD(J. — J>Tp/2)/P. (11)

Therefore, total annual cost 7C(Tp) is

TC\(Tp), if Tp =M,
D
TCy(Tp), if M >Tp > M,
TC(Tp) = D w (12)

TCs(T, foM>Tp> :

(Te), i 5 J P-D

TCy(T, if Tp < ,

6o(Tp), if Tp P_D

where
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KD H[(P—D)Tp— W] hW2D W(P—D)Tp — WIW hW> mD (. *Tp
C (T) —+ 4 _
NP = pr, 2(P — D)Tp 2(P — D)PTp (P—D)Tp 2PTp ' P 2
MTp]  r-le-D? - M? PTp D\ (P—D)D-M>
D — - - - I |—= (12 o2
s {“’H“O “) 2} TP 4 {2 P 2PT, |’
1Cy(Tr) KD H[(P - D)Tp—W}2+ hW2D +h[(P—D)TP—W]W+hW2+@ . 2Tp
2P PT, 2(P— D)Tp 2(P — D)PTp (P—D)Tp 2PTp ' P 2
M| r-le-D*-M? c¢-Ip-D*-(PTp/D — M)
D —
s {“’ + (20— o) 2} 2PT, 2PTp ’
ICH(Tr) = KD H[(P— D)Tp — W) hW2D h[(P — D)Tp — WW hW2+@ iJPTP
ST pT, 2(P—D)Tp 2(P — D)PTp (P—D)Tp 2PTp ' P 2
}qu I"-Ie-P-Tp PTP
+sD{oc,+(:xo—oc1)T} 5 -rleD- (M— 5
KD h(P—D)Tp mD 2T ITp le-P-T
TC6(TP> PTP+% WIP (l— 2P>—|—SD|:CX]+ oo — oy T:| rre P—r~[€-D.<M_

3057

(13)

P-Tp
D

(16)

Since TC(f) = TC(1), TC2(83M) = TC3(BM), and TC3(5%5) = TCs(325), TC(Tp) is continuous and well defined on

Tp > 0. All TCI(TP), TCz(TP), TC3(TP), TC6(TP) and TC(TP) are defined on T > 0.

Case 2 When M > 7% > 2 M.

Total annual cost TC(Tp) is

TC(Tp), if Tp =M,
TCy(T, if M>Tp> ,
TC(Tp) - w ' -3 (17)
P) — .
TCs(T, f ——>Tp>—M,
s(Tp), i P_DD PZp
TCo(Tp), if Tp <M,
where
KD H[(P—D)Tp — W] hW?D h[(P—D)Tp — W)W  hW? mD 22T,
~PIy 2(P —D)Tp 2(P — D)PTp (P—D)Tp 2PTp = P 2
ITp]  r-le-D*-M? PTp D\ (P—-D)D-M?
D — ——tcp | (1 %) - — 18
T {“’H“O “) 2} TP {2 P 2PT, |’ (18)
KD H[(P—D)Tp— W] hW?*D h[(P—D)Tp — WIW  hW? mD 22T,
" PTp 2(P —D)Tp 2(P — D)PTp (P—D)Tp 2PTp = P 2
Tp) r-le-D*-M* c¢-Ip-D*-(PTp/D —M)*
D — 19
+s {0614‘(060 o) 2} 2PTh 2PT, 5 (19)
KD h(P—D)Tp mD W Tp ATp]  r-le-D*-M* c¢-Ip-D*-(PTp/D — M)
6s(Te) = pr,+ =3 +T<)“_ 2 ) TPt o —u) 7 =5 2PT,

I

(20)
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KD h(P—D)Tp mD[. 2Tp JTp) role-P-Tp P-Tp
S e D _o) e e e (M- .

P 2 tp ( 5 ) TPt o) 2 rete D
(21

Since TC\(M) = TCx(M), TC,(5%5) = TCs(5%5), and TCs(BM) = TCs(5M), TC(Tp) is continuous and well defined
on T, > 0. All TC\(Tp), TCx(Tp), TCs(Tp), TCs(Tp) and TC(Tp) are defined on T, > 0.

TCs(Tp) =

Case 3 When % > M.
Total annual cost TC(Tp) is

w
TCy (T, if Tp > :
1(Tp), i PWP7D
TCy(Tp), if ——==>Tp>M,
TC(Tp) = P-D" (22)
TCs(Tp), if M >Tp> M,
D
TC6(TP), 1pr<FM,
where
KD H[(P—D)Tp— W] hW2D h[(P —D)Tp — WIW  hW? mD 2T,
reyry) = X2 4 [( )Tp }+ +[( )Tp — W] mD (. ATp
PTp 2(P —D)Tp 2(P — D)PTp (P —D)Tp 2PTp P 2
ITp)  r-le-D*- M? PTp D\ (P—-D)D-M>
D - —  — tclp |1 -2 — 23
t {“ﬁ(“" “) 2} w1, P {2 P 2PT, |’ (23)
KD h(P—D)Tp mD [ J*Tp iTp]  r-le-D*-M?
TCy(T, - i D —) | - ——
4(Tp) = PTP+ 3 + P( 5 )t ar + (oo — o) > 2PT,
PTp D\ (P—D)D-M>
Ip l—=|—— 24
e [2 ( P) 2PT, | (24)
KD h(P—D)Tp mD [, JTp ATp]  r-le-D*-M* c¢-Ip-D*-(PTp/D—M)*
TCs(Tp) = —+ —— 2L 4 — (1 — D —o) =L -
I =pp,t =3 *p (A 3 ) TeP|ut o) 2PT, 2PT, ’
25)
KD h(P—D)Tp mD (., *Tp ATp] r-le-P-Tp P-Tp
TC4(T, - T (- D ~ —— L rle-D- (M- .
6(Tp) = PTP+ > +P( 5 )t ar + (oo — o) —— 7 5 r-le D
(26)

Since TC)(5%5) = TCa(3%5), TC4(M) = TCs(M), and TCs(5M) = TCs(2 M), TC(Tp) is continuous and well defined on
T, > 0. All TC(Tp), TC4(Tp), TCs(Tp), TCs(Tp) and TC(Tp) are defined on T, > 0.

4. Solution procedure
The objective of this section is to develop a solution procedure to determine the optimal production run time while still

minimising the total cost. We discuss solution lemmas and present an algorithm that can be utilised to solve the
problem.

Case I When M > ZM > %,
The second-order derivative of TC,(Tp) with respect to 7Tp is
d*TCy(Tp) D(P — D){2K — M?[cIp(P — D) + Dler]} + (H — h)PW2

dT? (P — D)PT3

If 2K > M?[clp(P — D) + Dler] —%, then TC\(Tp) is a convex function of Tp. Therefore, there exists a

@7n

dTC] (m

production run time 7p; which minimises 7C;(Tp) as follows. Solving = 0, we obtain
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\/(P — D)D{2K — M?[cIp(P — D) + Dler]} + (H — h)PW?
Pl = (28)

(P —D)[(H + clp)P(P — D) + DPs(0tp — ;) /. — Dmi’*] -

Equation (28) gives the optimal value of Tp; for the case when 7p = M. We substitute Equation (28) into Tp = M to
obtain that 7p; > M if and only if

M? H — h)PW?
2K > — [(H + clp)P(P — D) + DPs(ao — ;)% — Dmi*] + M*[cIp(P — D) + DlIer] — (H = hPW (29)
D (P—D)D
Let G =Y [(H + cIp)P(P — D) + DPs(oco — a7)). — DmJ*] + M?[cIp(P — D) + Dler] — <f;,;_hg;g2. From
— {M?[clp(P — D) + Dler] — Ié(;’ PDV;/ = [(H + cIp)P(P — D) + DPs(0g — o7)2 — DmJ*] and 7 is very small,
we know that G; > M?[cIp(P — D) + Dler| — (];( ;’)ILW Then, we have the following lemma base on above analysis:
Lemma 1:

(a) If 2K = Gy, there exists an optimal production run time 7p; (in Equation (28)).

(b) If Gy > 2K > M?[cIp(P — D) + Dler] — % there is no feasible solution in this case.

(¢) If 2K < M?[clp(P — D) + Dler] — % the minimal value of TC(Tp) occurs at Tp = M.

Proof:

(@) If 2 K 2 Gy, TC((Tp) is a convex function of Tp and Tp; in Equation (28) satisfies 7p = M. Therefore, Tp; in
Equation (28) is the minimum point in 7C;(7Tp).

(b) If G; > 2K > M?*[cIp(P — D) + Dler] — Ué(;,’)PDW there is no solution in the range of 7p = t. So, there is no
feasible solution in this case.

(c) If 2K < M?[cIp(P — D) + Dler] — UE;'E)WZ, TC(Tp) is a concave function of Tp and %T(PTP) > 0. This means
TC(Tp) is a increasing function of Tp where Tp € [M, o). Therefore, the minimal value of TC,(7p) occurs at
Tp:M -

O

Similarly, the second-order derivative of TC,(7p) with respect to Tp is

d*TCH(T, D(P — D)[2K + DM?*(clp — rl H — h)PW?

This means TC,(Tp) is a convex function of 7p. Then, there exists a production run time 7p, which minimises
TC,(Tp) as follows. Solving dTCZ(TP = 0, we obtain

D(P — D)[2K + DM?(clp — rle)] + (H — h)PW?
P2 = \/( (€29

P — D){(H + clp)P2 — D[HP — Ps(oto — 7). +mi*]}

Equation (31) gives the optimal value of Tp, for the case when M > Tp > %M . We substitute Equation (31) into
M>Tp > %M to obtain that M > Tp, > %M if and only if

M? H — h)PW?
o [(H + cIp)P(P — D) + DPs(0o — o)A — Dmﬂyz] + M?[cIp(P — D) + Dler] — ( )

(P—D)D
DM? (H — h)PW? 2
> 2K > =5~ {(H + rle)P* — DIHP — Ps(a0 — o)+ m2’] } — “P-DD

Let G, =
above analy51s

“{(H + rle)P* — D[HP — Ps(00 — oy) 2+ mi?] } — % Then we have the following lemma base on

Lemma 2:

(a) If 2K > G, there is no feasible solution in this case.
(b) If G, 2 2K 2 G,, there exists an optimal production run time 7p, (in Equation (31)).
(c) If 2K < G, there is no feasible solution in this case.
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The second-order derivative of TC5(7p) with respect to Tp is

d*TCs3(Tp) 2DK(P — D)+ (H — h)PW?*
ar; (P — D)PT}

> 0. (33)

This means TC3(Tp) is a convex function of Tp. There exists a production run time 7p3 which minimises 7C5(Tp) as

follows. Solving dT?—TE)T”) = 0, we obtain

2DK(P — D) + (H — h)PW?
Tp3 = .
’ \/(P — D){(H + rle)P? — D[HP — Ps(0p — ;)% + m’] }

(34

Equation (34) gives the optimal value of Tp3 for the case when M > Tp > ;%5 We substitute Equation (34) into
BM > Tp > 5% to obtain that 2M > Tp3 > %5 if and only if

DM? H — h)PW?
?{(H‘i’}"[e)l)z 7D[HP 7PS(O(O — OC])/"L"’m/ALz}} — ﬁ
> 2K > " {(h+ rle)P* — D[hP — Ps(ot0 — o7) 2+ m2*] }. (35)
D(P — D)*
Let G3 = D(PW:ZD)Z {(h + rle)P* — D[hP — Ps(0o — 07)A +m7*] }. Then we have the following lemma base on above
analysis:
Lemma 3:

(a) If 2K > G, there is no feasible solution in this case.
(b) If G, 2 2K = Gj, there exists an optimal production run time 7p3 (in Equation (34)).
(c) If 2K < Gj, there is no feasible solution in this case.

At last, the second-order derivative of TCgx(Tp) with respect to Tp is

d*TCe(Tp) 2DK

= > 0. 36

a7 PL (36)

This means TCq(Tp) is a convex function of Tp. There exists a production run time 7pg which minimises 7C5(Tp) as
follows. Solving dTi"’—TE)T”) = 0, we obtain

2DK
Tps = —.
\/(H + rle)P? — D[HP — Ps(otp — o)A+ mi’|

37N

Equation (37) gives the optimal value of Tp¢ for the case when Tp < 525 We substitute Equation (37) into Tp < 525

to obtain that Tp¢ < % if and only if

2K < Lz {(h+ rl.)P* — D[hP — Ps(0p — o) i + mi*] }. (38)
D(P - D)

Then, we have the following lemma base on above analysis:

Lemma 4:

(a) If 2K > Gj, there is no feasible solution in this case.
(b) If 2K < Gj, there exists an optimal production run time 7p¢ (in Equation (37)).

From Equations (32) and (35), we know that G; 2 G, 2 G;. Let G, = M?[clp(P — D) + Dler] — (1&;:)_1;1/2’ we have
Theorem 1 based on above analysis:

Theorem 1:

(1) If 2K > G,, then TC(T}) = TCy(Tp,).
) If G, > G,, then
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(@) If G; 2 2K > G, = Gy, then TC(T}) = TCy(Tp2).
(b) If G, = 2K > G, then TC(T;;) = Min{TCl(M), TC3(TP73)}.
(c) If 2K < G, then TC(T;) = Mii’l{TC] (M), TC6(TP’6)}.
3) If G, = G,, then
(@) If G, 2 2K > G, = G», then TC(T3) = TC»(Tp.).
(b) If G, = G, = 2K = G5, then TC(T;) = Min{TCl (M)7 TC3(TP,3)}.
(c) If 2K < G, then TC(T;) = Min{TCl (M), TCﬁ(TPﬁ)}.
4 If G, > G, > Gj, then
(a) If G; 2 2K 2 G,, then TC(T;;) TCz(sz)
(b) If G, = 2K = G,, then TC(T;*,) TC3(Tp3).
(c) If G, = 2K = Gs, then TC(T3) = Min{TC\(M), TC5(Tp3)}.
(d) If 2K < Gs, then TC(T}) = Min{TC, (M), TCo(Tp.s)}.
(5) If G, = Gs, then
(a) If G; = 2K = G,, then TC(T;;) = TCZ(TPA;).
(b) If G, =2 2K = G, = G;, then TC(T;) = TC3(TP73).
(c) If 2K £ G, = G3, then TC(T;;) = Min{TC1 (M), TCﬁ(TPﬁ)}.
(6) 1f G, < Gs, then
(a) If G; 2 2K > G, then TC( ;; = TCQ(TPJ).
(b) If G, 2 2K = G, then TC( ;) = TC3(TP3).
(c) If G3 2 2K = G, then TC(T*) TCs(Tpg).
(d) If 2K < G,,, then TC(T3) = Min{TC, (M), TCs(Tp)}.

Case 2 When s > M
When M > 775 > B M, total annual cost TC(Tp) is
TC/(Tp), if Tp > M,
TCy(Tp), it M>Tp> ,
TC(Tp) - w ’ B
P) = -
TCs(Tp), if ——>Tp > =M,
s(Tp), i P—% PZp
TCy(Tp), i Tp < SM.

Similar to the procedure in Case 1, we substitute Equation (28) into 7» 2 M to obtain that Tp; > M if and only if
M? (H — h)PW?

2K > — [(H + ¢lp)P(P — D) + DPs(0o — o)/ — Dmi*| + M*[cIp(P — D) + Dler] — ~——————.  (39)
D (P—D)D
Then, we have Lemma 1 discussed in Case 1.
We substitute Equation (31) into M > Tp > 57 to obtain that M > T, Py = > 525 if and only if
M? (H — h)PW?
— |(H +clp)P(P — D) + DP. — ;) — DmA?| + M*[clp(P — D) + DI, —_—
p (1 +clp)P(P = D) + DPs(s0 = o)2. = Dmi=| + MZ[elp(P = D) + Dler] ==
W2
>2K > b D) {(h + cIp)P* — D[hP — Ps(op — ;)2 + mi*] } + DM?(rle — clp). (40)
Let Gy = -2~ {(h + clp)P? — D[hP — Ps(oto — 7).+ mi*] } + DM?(rle — clp), then we have the following lemma

base on above analy51s.

Lemma 5:

(a) If 2K > G, there is no feasible solution in this case.
(b) If G; 2 2K 2 G4, there exists an optimal production run time 7p, (in Equation (31)).
(c) If G4 > 2K, there is no feasible solution in this case.

The second-order derivative of 7Cs(7p) with respect to 7p is
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d*TCs(Tp)  D[2K + DM?(clp — Ier)]
T3 PT}

> 0. 41)

There exists a production run time 7p s which minimises 7Cs(Tp) as follows. Solving M

D2K — DM?(ler — cIp)]
Tps = . (42)
(h+ clp)P? — D[hP — Ps(ocg — o)A+ mA’]

= 0, we obtain

Equation (42) gives the optimal value of Tps for the case when 375 > Tp > M . We substitute Equation (42) into
Vo> Tp > 5 M to obtain that 775 > Tps > S M if and only if

W2
D(P Dy {(h+ clp)P> — D[hP — Ps(ao — o) + mJ. } } + DM?(rle — clp)
DM )
22K > —5- {(h +rle)P* — D[hP — Ps(otp — ay) 2 +mi] }. (43)
Let Gs = 22 {(h + rle)P* — D[hP — Ps(oto — o7) 4.+ mi’]}, we have the following lemma base on above analysis:
Lemma 6:

(a) If 2K > G4, there is no feasible solution in this case.
(b) If G4 = 2K 2 Gs, there exists an optimal production run time 7p 5 (in Equation (42)).
(c) If G5 > 2K, there is no feasible solution in this case.

Equation (37) gives the optimal value of Tps for the case when Tp <S5M. We substitute Equation (37) into
Tp < ZM to obtain that Tps < 5M if and only if

DM?
2K < =5 {(h + rle)P* — D[hP = Ps(ato — ar) 2.+ m/’] } (@4

Then, we have the following lemma base on above analysis:

Lemma 7:

(a) If 2K > Gs, there is no feasible solution in this case.
(b) If 2K < Gs, there exists an optimal production run time Tp¢ (in Equation (37)).

From Equations (40) and (43), we know that G; > G4 > Gs. Let G, = M?*[cIp(P — D) + Dler] — %&fl%ﬂ , we have
Theorem 2 based on above analysis:

Theorem 2:

(1) If 2K = Gy, then TC(T}) = TC1(Tp,).
(2) If G, > Gy, then
(a) If G > 2K > Gy, then TC(T;) = TC2(TP,2).
(b) If G4 = 2K > Gs, then TC(T}) = Min{TC,(M), TCs(Tps)}.
(c) If 2K < Gs, then TC(T;) = Min{TC1 (M), TCﬁ(TPﬁ)}.
3) If G, = Gy, then
(@) If G 22K = G, = Gy, then TC(T}) = TCy(Tp2).
(b) If G, = G4 2 2K > Gs, then TC(T}) = Min{TC\(M), TCs(Tp5s)}.
(c) If 2K < Gs, then TC(T3) = Min{TC,(M), TCs(Tps)}
4) If G4 > G, > Gs, then
(a) If Gy 2 2K 2 Gy, then TC(T}) = TC»(Tpp).
(b) If G4 2 2K = G, then TC(Tp) = TCs(Tps).
(¢) If G, =2 2K = Gs, then TC(T}) = Min{TC,(M), TCs(Tps)}.
(d) If 2K < Gs, then TC(T3) = Min{TC1(M ), TCs(Tps)}
(5) If G, = Gs, then
(@) If G; 2 2K 2 Gy, then TC(T}) = TCy(Tpp).
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(b) If G4 2 2K = G, = Gs, then TC(T}) = TCs(Tps).

(C) If2K < er = G5, then TC(T;) = Mzn{TC1 (M), TC6(TP76)}.
(6) If G, < Gs, then

() If G, > 2K > G, then TC(T5) = TC>(Tp,).
(b) If Gy > 2K > Gs, then TC(T5) = TCs(Tps).
(c) If Gs > 2K > G, then TC(T5) = TCq(Tps).
(d) If 2K < G,, then TC(T;;) = Mzn{TCl( ), TCG(Tpﬁ)}.

Case 3 When 575 > M

When 55 > M, total annual cost TC(Tp) is

(7p) —,
TCy(Tp), if ———=2>2Tp>M,
TC(Ty) = D~
TCS(TP), 1fM>Tp>;M,
(7e)

Similar to the procedures in Case 1 and Case 2, we substitute Equation (28) into 7p > P 5 to obtain that Tp; > lD if

and only if
w? 2 2
K > D(P Dy {(h+ cIp)P(P — D) + DPs(0.o — o)A — DmA*} + M*[cIp(P — D) + Dler]. (45)
Let Gg = ﬁ {(h+ c[p) (P — D) + DPs(20 — %)% — Dmi*} + M?[cIp(P — D) + Der]. From Gg — {M?[cIp(P — D)
+ Dler] — H i) PWZ} = [(H + clp)P(P — D) + DPs(0p — o)A — Dm/lz} and A is very small, we know that

G > M? [pr(P - D)+ D]er] - ([Z)( QPDM)/ . Then, we have the following lemma base on above analysis:

Lemma 8:
(a) If 2K = Gg, there exists an optimal production run time 7p; (in Equation (28)).

(b) If G¢ > 2K > M?*[cIp(P — D) + Dler] — (%E}If)fgﬂ, there is no feasible solution in this case.

(c) If 2K < M?[elp(P — D) + Dler] — Ué( ;,'>PDW the minimal value of TC,(Tp) occurs at Tp = 575.

The second-order derivative of TCy(Tp) with respect to Tp is

d*TC4(Tp)  D{2K — M?[cIp(P — D)+D1er]}

46
dT} PT3 (46)

If 2K > M*[cIp(P — D) + Dler], TC4(Tp) is a convex function of Tp. Then, there exists a production run time 7, P4 Which

dTC4(Tp)

minimises 7C4(Tp) as follows. Solving = 0, we obtain

B D{2K — M?[cIp(P — D) + DlIer]} @7
A (h+ cIp)P(P — D) + DPs(op — oq)/l — DmJ*
We substitute Equation (47) into M > Tp > 5% to obtain that M > T}, > %5 if and only if
WZ

—————{(h+ clp)P(P — D) + DPs(0o — ;). — Dmi*} + M?[cIp(P — D) + Dler]|

D(P — D)
2

> 2K > % {(h + cIp)P(P — D) + DPs(0tp — oy)A — Dm2*} + M*[cIp(P — D) + Dler]. (48)
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Let G; =M {(h+ clp)P(P — D) + DPs(cio — oy) 7. — Dmi*} + M?[cIp(P — D) + Dler]. From G, — M*[clp(P — D) +
Dler] = %{ h+ clp)P(P — D) 4+ DPs(og — ay)A — Dm/lz} and / is very small, we know that G; > M?[cIp(P — D) +

Dler]. Then,

Lemma 9:

(a) If 2K > G, there is no feasible solution in this case.

(b) If G6 = 2K = G, there exists an optimal production run time 7p4 (in Equation (47)).
(¢) If G; = 2K > M*[cIp(P — D) + Dler], there is no feasible solution in this case.

(d) If 2K < M?[cIp(P — D) + Dler], the minimal value of TC4(Tp) occurs at Tp = M.

Equation (42) gives the optimal value of Tps for the case when M > Tp > %M . We substitute Equation (42) into
M > Tp > ZM to obtain that M > Tps >S5 M if and only if

M2
- {(h + cI,)P(P — D) + DPs(0.p — 0y)A. — Dm2*} + M*[cl,(P — D) + D]

DM?
>2K > {(h+ rl.)P* — D[hP — Ps(0p — ;)% + m*]} (49)

Then, we have the following lemma base on above analysis:

Lemma 10:

(a) If 2K > G5, there is no feasible solution in this case.
(b) If G; 2 2K 2 Gs, there exists an optimal production run time 7p s (in Equation (42)).
(c) If G5 > 2K, there is no feasible solution in this case.

Equation (37) gives the optimal value of Tpe for the case when Tp <S5M. We substitute Equation (37) into
Tp < ZM to obtain that Tps < 5M if and only if

DM?
2K < =5 {(h+ rle)P* = D[P — Ps(20 — o)+ m2’] }. (50)

Then, we have Lemma 7 discussed in Case 2.

From Equation (48) and (49), we know that Gs > G; > Gs. Let G, = M2[clp(P — D) + Dler] — 52050 " and

Gy = M?[cIp(P — D) + Dler]. From Gg— G, = (12?;,)7}2?)/2 we know that Gz > G,. Then we have Theorem 3 based on
above analysis:

Theorem 3:

(1) If 2K = Gg, then TC(T}) = TC,(Tp,).
(2) If G; > Gg > G, > Gs, then

(a) If G¢ 2 2K = G, then TC(T;) TC4(TP,4).
(b) If G; 2 2K > Gy, then TC(T}) = TCs(Tps).
(¢) If Gy 2 2K 2 G,,, then TC(T;) = TCs(Tps).
(d) If G, = 2K > Gs, then TC(T}) = Mm{TC1 (5%5), TCs(Tps) }-

(e) If 2K < Gs, then TC(T}) = Min{TC\(5%5), TC4(M), TCs(Tpg) }.
(3) If G; > Gy > G, = Gs, then

(a) If Gs > 2K > Gy, then TC(T}) = TC4(Tp 4).

(b) If G; 2 2K = Gy, then TC(T}) = TCs(Tps).

(c) If Gy 2 2K > Gs = G,, then TC(T}) = Min{TC4(M), TCs(Tp5s)}.

(d) If 2K < G5 = G,,, then TC(T}) = Min{TC\(5%5), TC4(M), TCs(Tp ) }.
@) If G; > Gs = G > G,, then

(a) If Gs = 2K > Gy, then TC(T}) = TC4(Tp 4).

(b) If G; 2 2K = Gs = Gy, then TC(T}) = TCs(Tp3s).

(¢) If Gs = Gy 2 2K > G,,, then TC(T}) Min{TC4 ), TCs(Tps)}-

(d) If 2K < G, then TC(T}) = Min{TCy(525), TC4(M), TCs(Tp)}.
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(5) If G, > Gs > Gy > G,,, then

(6)

Therefore, the optimal production run time can be determined by the following algorithm.

Algorithm:

Step 1 When M > %M = %, go to Step 2; when M > % > %M, go to Step 3; otherwise go to Step 4.
Step 2 Use Theorem 1 to determine the optimal 7 and TC(T}).

Step 3 Use Theorem 2 to determine the optimal 7 and TC(T}).

Step 4 Use Theorem 3 to determine the optimal 7j and TC(T}).

(@) If Gg 2 2K 2 G, then TC(T}) = TCy(Tp 4).
(b) If G; 2 2K > Gs, then TC(T}) = TCs(Tpys).
(¢) If Gs 2 2K 2 Gy, then TC(T}) = TCo(Tp).

(d) If G5 2 2K 2 G, then TC(T}) = Min{TC4(M), TCs(Tps)}
(e) If 2K < G, then TC(T}) = Min{TC\(5%5), TC4(M), TCs(Tps)}.
If G7 > G/; > G5 > Ga, then

(a) If Gg > 2K > G, then TC(T3) = TC4(Tp.).
(b) If G; 2 2K > Gy, then TC(T}) = TCs(Tps).
(¢) If Gy 2 2K 2 Gs, then TC(T}) = Min{TC4(M), TC5(Tpy)}.

(d) If Gs = 2K = G, then TC(T}) = Min{TC4(M), TCs(Tp )}
(e) If 2K < G,,, then TC(T}) = Min{TCy(525), TC4(M), TCs(Tp)}.

3065

One purpose of this paper is to extend Tsao (2009) to the case that the warehouse space is limited. Here, we
demonstrate that the model in Tsao (2009) is a special case in our model. When W — oo and H = h, Case 1 and Case
2 in our model do not exist. And Case 3 becomes

D w
. —M > .
Table 1. Effects of K when M > PM D
Values in
Changing parameter G, G, G, G; T C(Ty)
K =300 208.75 566.05 146.2 62.2 0.3139 748.15
K =200 208.75 566.05 146.2 62.2 0.2516 569.98
K=50 208.75 566.05 146.2 62.2 0.1250 170.00
K =30 208.75 566.05 146.2 62.2 0.0980 80.45
w D
. > —M.
Table 2. Effects of K when M D > PM
Values in
Changing parameter G, G, G, Gs T} TC(T})
K =300 193.75 551.05 240.05 139.95 0.3199 734.98
K =200 193.75 551.05 240.05 139.95 0.2564 559.75
K =280 193.75 551.05 240.05 139.95 0.1613 273.71
K =130 193.75 551.05 240.05 139.95 0.0980 80.45
Table 3. Effects of K when W > M
. =D .
Values in
Changing parameter G, Gs G, Gs T} TC(Ty)
K =400 133.75 768.95 526.05 139.95 0.4096 863.175
K =300 133.75 768.95 526.05 139.95 0.3336 728.854
K =180 133.75 768.95 526.05 139.95 0.1613 273.708
K =30 133.75 768.95 526.05 139.95 0.0980 80.45
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Figure 2. Graphic illustration of 7C vs. Tp when M > FM > D
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TC(Tp) = TCy(Tp), if M > , (51
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Figure 3. Graphic illustration of 7C vs. Tp when M > D > —M.
where
KD h(P—D)Tp mD 2Tp
Cy(Tp) = —+————+— 1 ——— D —
7(Tp) PTp+ 3 +5 5 )T ar + (o — o)
PTp D (P —D)D~M2
I |22 (2 2
tep [ 2 ( P> 2PT, |

ITp|  r-le-D? - M?
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Figure 4. Graphic illustration of 7C vs. Tp when P
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(53)
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TCs(Tp) =—+———+— A ——— D — —
Cg( p) PTy ) P 5 +sD oy + (Oto O(]) 2
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KD | h(P—D)Tp mD 2Tp Mp| r-le-P-Tp P-Tp
TCQ(TP)—P—]_VP—Ff—F?(l— 2 +SD OCI+(O£0—OC1)T —#—I"IED M— D .
(54)

Equations (52)—(54) are consistent with Equations (4)—(6) in Tsao (2009), respectively. Hence, Tsao (2009) is a special
case of this paper when the warehouse space limitation is not considered.

5. Computational analysis

We use the following example to illustrate the proposed model: r = 25, ¢ = 1.5, D = 500, p = 1000, h = 1, H = 1.5,
s =5, m=500, 2 =0.1, af = 005, ap = 0.5, le = 0.1, Ip = 0.15, M = 0.3. Table 1 is for W = 50 (Case 1:
When M > 2M > F%5), Table 2 is for W = 100 (Case 2: When M > ;%5 > BM), and Table 3 is for W = 200
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Figure 5. Effects of credit period.
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Figure 6. Effects of inventory holding cost in manufacturer’s warehouse.
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Figure 7. Effects of inventory holding cost in rented warehouse.

(a) 0.316

., 0315
E

= 0314
2

§ 0313

£ 0312
e

031

0.31

4 5 6
Defective cost

790

(b) 780

o 770

5 700

g 750

§ 740

S 730

B 720

~ 710

700

690

4 5 6
Defective cost

Figure 8. Effects of defective cost.

(Case 3: When % > M). Applying the Algorithm, the results are shown in Tables 1-3. Graphic representations of TC
for each case are shown in Figures 2—4. We summarise the result shown in Tables 1-3 as follows:

(1) When the manufacturer need to rent the warehouse to store the exceeding items, the optimal production run time
T; will increase and the total cost TC(T}) will decrease as the manufacturer’s warehouse capacity 7 increases.
This means the manufacturer want to store more items in his own warehouse to decrease the cost if he has
larger warehouse capacity.

(2) The optimal production run time 7 and the total cost 7C(T}) will increase as the set-up cost K increases. This
means the manufacturer want to increase the production run time to decrease the set-up times Then, the total
cost can be decreased.

It is also important to investigate the effects of credit period M, inventory holding cost in manufacturer’s warechouse
h, inventory holding cost in rented warechouse H, defective cost s and machine maintenance cost m on decisions and
costs. Following most values of the parameter setting in Case 1, Figures 5-9 present the following numerical results:
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Figure 9. Effects of machine maintenance cost.

(1) When the credit period M increases or the machine maintenance cost m decreases, both the optimal production
run time 75 and the total cost 7C(7}) will decrease. When the credit period increases, the manufacturer will
decrease the cycle time to get more benefit from trade credit.

(2) When the inventory holding cost in manufacturer’s warehouse /4, inventory holding cost in rented warchouse H,
or defective cost s increases, the optimal production run time 75 will decrease and the total cost 7C(T}) will
increase. When the inventory holding cost increases, the manufacturer should decrease the production run time
to lower inventory costs.

6. Conclusions

This paper considers the optimal production policy for an imperfect manufacturing system with machine maintenance
activities, trade credit and limited warehouse space. Machine maintenance activities, trade credit and limited warehouse
space are commonly in small and medium size manufacturers. This paper relaxes several assumptions of EPQ model to
cope with more general and practical situations. The objective is to determine the optimal production run time to
minimise the total cost. This paper provides an algorithm based on several theorems for solving the problem. From
computational analysis, we discuss how the system parameters affect the manufacturer’s decision and cost. The purpose
of this paper is to relax several assumptions to cope with more practical situations.

The contributions of this paper to the literature are as follows. First, this paper is the first to incorporate the limited
warehouse space, trade credit and system maintenance into EPQ model simultaneously. The complex problem is
modelled as a piecewise nonlinear model which is not easy to handle We show that the model in previous research is a
special case in our model. Second, this paper develops several theorems based on lemmas for optimisation. And provide
an algorithm based on these theorems for solving the problem. Third, we perform numerical analysis to study the effects
of changing parameter values on the optimal solutions and to point out some management implications. The results of
this study are a useful reference for managerial decision-making and administration.

This paper deals with the production decision from the perspective of cost, and can be used as an add-in optimiser
in an Enterprise Resource Planning (ERP) system. For example, Advanced Planning and Optimiser (APO) is the
optimiser in SAP. In APO, several optimisation techniques such as Linear Programme, Integer Programme, Nonlinear
Programme, Genetic Algorithms, Tabu Search, etc. are used to solve realistic problems. Our model utilises the nonlinear
programme to solve the production-inventory problem. Thereby, one can embed the model and solution procedure
developed in this paper in an ERP system to determine the production-inventory decision. For the further research, this
paper can be extended to consider other situations, such as for stochastic demand, deteriorating items or shortage
allowance, etc.
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