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ABSTRACT

This thesis studies some Economic Production Quantity (EPQ) models of deteriorating items that
exhibit delay in deterioration with reliability consideration. Two modifications to existing
models are presented; the first modification assumes a constant demand both before and after
deterioration begins, while the second modification assumes a linearly time dependent demand
after deterioration begins. The unit cost of production of an item is assumed to be directly related
to the process reliability and inversely related to the demand rates. Numerical examples are given

to illustrate the applications of the models.
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CHAPTER ONE

GENERAL INTRODUCTION

1.0. INTRODUCTION

Inventory consists of materials, commodities, products, etc, which are usually carried in stock in
order to be consumed or benefited from when needed. An Economic Order Quantity (EOQ)
model sometimes referred to as Economic Order Lot-size model is an inventory control model,
which determines the optimal quantity to be ordered so as to meet a deterministic demand over a
planned period of time in order to minimize cost. An Economic Production Quantity (EPQ) or
Economic Production Lot-size model is an inventory control model which determines the
optimal quantity to be produced so as to meet a deterministic demand with the objective of

minimizing cost. Thus, EPQ model is an offshoot of the well known EOQ model.

In several articles in the literature on inventory models (focusing on EOQ and EPQ), it is
assumed that items can be stored for a long period of time for future use without spoilage.
However, it is a general knowledge that almost all items on inventory deteriorate over time.
Deterioration can be referred to as depression in quality/quantity of items kept on inventory for
certain purpose. An item on inventory becomes reliable, if it satisfies the probability that it will
adequately perform its specified purpose, for a specified period of time, under specified
environmental conditions. Thus reliability is influenced by the decisions made during the design

and manufacturing of the product.



In this thesis, we study some EPQ models of deteriorating items which exhibit delay in
deterioration with reliability consideration. These are items which do not start deteriorating
immediately they are stored, until later. Such items include potatoes, yam, bread, cakes, to name
a few. Two modifications to existing models are presented; the first modification assumes a
constant demand both before and after deterioration begins, while the second assumes a linearly

time dependent demand after deterioration commences.

1.1 COMPONENTS OF INVENTORY MODELS

The profit of a production is affected by the policies on inventory; as such the choice among
inventory policies depends upon their relative profitability. Profitability is determined by the
following factors: the costs of ordering or production set-up costs (in case of production),

shortage costs, holding costs, salvage costs, revenues and discount rates.

e Cost of Ordering: This is the cost of placing an order to an outside supplier or releasing a

production order to a manufacturing shop.

e Set-up cost: This is the cost incurred in preparing a machine or process for manufacturing
an order. It includes the design cost, location of machinery, employee hiring, research

and development expenses, and labor cost for cleaning and changing tools or holders.

e Shortage Cost: Shortage cost (sometimes called the unsatisfied demand cost) is incurred

when the amount of the commodity required (demand) exceeds the available stock.



Holding Cost: Holding cost (sometimes called the storage cost) represents all the costs of
capital tied up, space, insurance, protection, and taxes attributed to storage. The holding

cost can be assessed either continuously or on a period-by-period basis.

Salvage Value: Salvage value of an item is the value of a leftover item when no further
inventory is desired. The salvage value represents the disposal value of the item to the
firm, perhaps through a discounted sale. The negative of the salvage value is called the
salvage cost. If there is a cost associated with the disposal of an item, the salvage cost

may be positive.

Revenue: Revenue may or may not be included in the model. If both the price and the
demand for the product are established by the market and so are outside the control of the
company, the revenue from sales (assuming demand is met) is independent of the firm’s
inventory policy and may be neglected. However, if revenue is not neglected in the
model, the /oss in revenue must then be included in the shortage cost whenever the firm

cannot meet the demand and the sale is lost.

Discount Rate: discount rate takes into account the time value of money. When a firm
ties up capital in inventory, the firm is prevented from using this money for alternative

purposes.

1.2 A GENERALIZED INVENTORY MODEL

The ultimate objective of an inventory model is to answer two questions.

1.

How much to order/produce?

2. When to order/produce?



The answer to the first question (how much to order/produce) is expressed in terms of what we
call the order/production quantity and the second question (when-to-order/produce) is the
inventory level at which a new order/product should be placed/produced usually expressed in

terms of re-order point.

According to Hadley and Whitin (1963), one can summarize the total cost of a general inventory

model as a function of its principal components in the following manner:

Total inventory cost = purchasing cost + setup cost (or ordering cost) + holding cost

+ shortage cost (if shortages are allowed)

1.3 TYPES OF INVENTORY MODELS

Basically, all inventory models (EOQ/EPQ) are classified into two categories:

e Deterministic model and

e Stochastic model

1.3.1 DETERMINISTIC DEMAND

This is a situation where by the demand rate is known with certainty. It can be further classified
into uniform (constant) demand and time-dependent demand. The time-dependent demand is also
classified into discrete time dependent demand and continuous time dependent demand. The
time-dependent demand may be:

o linearly increasing given by u(¢)=a+bt; a>0,b>0,

o linearly decreasing given by u(t)=a+bt; a>0,b<0,



o it may be exponentially increasing given by u(t)=ae”; a>0,b>0 ,or

o exponentially decreasing with u(f)=ae”; a>0,b<0 and so on.

1.3.2 STOCHASTIC DEMAND

This is a situation where by the demand rate follows a statistical distribution which may be a

known probability distribution or an arbitrary probability distribution.

Inventory models can also be classified based on their current mode of supervision: periodic
review and continuous review. In periodic review, the level of the inventory is to be checked at
discrete intervals, e.g., at an interval of one month, and decisions on ordering are to be made only
at these times (an interval of one month) even if the inventory level is below the reorder point
between the current and preceding review times. In continuous review, placement of an order is
done as soon as the stock level falls down to the prescribed reorder point. (Hillier and

Lieberman, 2001)

1.3.3 DETERMINISTIC CONTINUOUS-REVIEW MODEL

Manufacturers/producers, retailers as well as wholesalers face a common inventory scenario; that
items in stock are exhausted/drained over time and they are refilled/replaced by the arrival of
new manufactured items. An inventory control model describing such situation in a production
environment is the economic production quantity (EPQ) model, which is sometimes referred to

as the production lot-size model.

In the EPQ model, the demand rate is constant. The inventory is replenished when required by

producing a batch of fixed size (Q units), where all Q units are produced at the desired time. For



this case of basic economic production quantity (EPQ) model, the following costs are

considered:

K = set-up cost per production run

c= unit cost of the item

h= inventory carrying cost in a production cycle.

The main objective is either to minimize the total inventory cost per unit time or to maximize the

profit. (Paknejad ef al., 1995)

1.3.3.1 THE BASIC EPQ MODEL

The basic EPQ model is an offshoot of the well known Economic Order Quantity (EOQ) model
and the two (EPQ and EOQ) have similar assumptions. The EPQ as an inventory control model

is usually based on the following assumptions:

i.  Constant deterministic demand rate per unit time.

ii.  If inventory level drops to 0, then the production quantity (Q) to replenish inventory is

produced all at once.

iii.  Planned shortages are not permitted.

The total cost of production per unit time 7" is computed from the following components.

Production cost per cycle =K+cQ.

The average inventory level during a cycle is O/2 units, and the corresponding cost is 2Q/2 per

unit time. Since the cycle length is Q/a,



2
Holding cost per cycle = h2Q
a

Then,
hQ?

a

Total cost per cycle = K +cQ+

And so, the total cost per unit time 7 is

T:K+cQ+hQ2/(2a) _aK . hQ
Q/a

The value of O, say O*, that minimizes 7 is found by setting the first derivative of T with respect

to Q to zero (provided that the second derivative is positive).

) dT aK h
ie. —=———+—=0

o 0* 2

giving O* = ‘/2sz (1.1)

which is the well-known EPQ formula. The corresponding cycle time, say t*, is

o) /2K
t*=7= E (1.2)

(Nahmias, 2009)

1.3.4 DETERMINISTIC PERIODIC-REVIEW MODEL

The assumptions in the basic EPQ model are not always realistic. This is why several authors
modified the model over time to reflect several realistic scenarios. When the assumption of

constant demand is relaxed for instance i.e. when the amounts that need to be withdrawn from



inventory are allowed to vary from period to period, the EPQ formula no longer ensures a

minimum-cost solution, for all cycles.

Suppose planning is to be done for the next n periods regarding how much (if any) to produce to
replenish inventory at the beginning of each of the periods. The demands for the respective

periods are known (but not the same in every period) and are denoted by
r; = demand in period i, fori =1,23,..,n

The EPQ in this case is given by

0 = /221( fori=123,..,n (1.3)

and

t, = = |— fori=123,..,n (1.4)

(Hadley and Whitin, 1963; Hillier and Lieberman, 2001)

1.3.5 A STOCHASTIC CONTINUOUS-REVIEW MODEL

In a stochastic continuous-review inventory system for a particular item, there are two factors to

be considered, namely:
R =reorder point,

Q = order quantity.



For a retailer or wholesaler (or a manufacturer replenishing its raw materials inventory from a
supplier), the purchase order for Q units of the product is the order quantity. On the other hand,
for a manufacturer managing its finished products on inventory, the production run of size Q is
the order quantity.

Inventory policy based on these factors (R and Q) is as follows: an order for Q more units is to be
placed to replenish the inventory, if the inventory level of the product drops to R units. Such a
policy is sometimes called reorder point, order quantity policy or (R, Q) policy. [Consequently,
the overall model might be referred to as the (R, Q) model. Other modifications such as (Q, R)

model, (O, R) policy, and so on, are also used.] (Paknejad ef al., 1995)

1.3.5.1 CHOOSING THE ORDER QUANTITY Q
The approach used in formulating Q for stochastic continuous-review model is as follows:

Total cost=setup cost + purchase cost + holding cost +shortage cost

hR* . r(0O-R)

20

T'=K+cQO+ 1.5
Q 2a 2a (15)
where p is the shortage.
Total cost per unit time 7(Q,R) is given as
2 —R 2
T(Q,R)=%+ac+hR ,P(Q-R) (1.6)

taking the partial derivative of (1.6) with respect to QO and R and set the result to zero, we have



R= 2K P g o= 2K Pth (1.7)
h \\p+h h p

(Ra’afat, 1991)

1.3.6 STOCHASTIC PERIODIC-REVIEW MODELS

This is a situation when we assume that the demand is uncertain. However, in contrast to the
continuous-review inventory system, we now assume that the system is only being monitored
periodically. At the end of each period, when the current inventory level is determined, a
decision is made on how much to order (if any) to replenish inventory for the next period. Each

of these decisions takes into account the planning for multiple periods into the future.

1.4 ORDER POINT AND SAFETY STOCK

The economic production quantity model indicates how many units to produce. Practitioners are
also concerned with the order point. This quantity reflects the level of inventory that triggers the

start of set up for additional units.
Determination of the order point is based on three factors:
e usage (quantity of inventory used or sold each day),

e lead time (is the time it takes from the start of set up to when the goods are produced),

and

e safety stock (The quantity of inventory kept on hand by a company in the event of
fluctuating usage or unusual delays in lead time).

10



Order point=(usage per unit time x lead time)+safety stock

If usage per unit time is entirely constant and lead time is known with certainty, the order point is

equal to usage per unit time multiplied by lead time:

Order point=usage per unit time x lead time

i.e. there is no need for safety stock. Note that in the EPQ case, lead time is zero and safety stock
is also zero, so the addition of these two in the basic EPQ model is one of the ways in which the

model is modified to reflect some realistic situations. (Ra’afat, 1991)

1.5 THE FINITE PRODUCTION RATE MODELS WITH DETERIORATION

Misra (1975) developed the first production lot size model in which both a constant and variable
rate of deterioration were considered and obtained approximate expressions for the production
lot size with no backlogging. For the case of Weibull distribution deterioration, no closed
expression for the lot size and the average total cost was possible. However, for the case of
exponential distribution (i.e. constant deterioration rate), through a series of approximations,

Misra (1975) calculated the optimal production lot size to be

where

Q, 1is the production lot size for items without decay,

11



p 1s the constant production rate,

0 is the constant rate of decay,

d is the constant demand rate and
C,, C,, and C, are inventory carrying cost, ordering cost and deteriorating cost respectively.

Shah and Jaiswal (1976) derived results similar to those of Misra (1975) for a constant
deterioration rate and extended the model to include backlogging. By assuming the average
carrying inventory to be approximately one-half the maximum level of inventory and using the

same notation with Misra, they obtained the following expression for the production lot size as a
. . . p d .
function of inventory cycle time: Q = r In<1l + | — [eXp(HT)— l] ,where T 1is the

p

inventory cycle time.

1.6 THE INVENTORY MODELS WITH DELAY IN DETERIORATION

In the EOQ model with constant rate of deterioration, many authors assume that deterioration of
the items start from the instance of their arrival in stock. As a matter of fact, many items (for
example, firsthand vegetables, fruits, and some items produced in industry like bread, cakes, etc)
have a span of maintaining fresh quality or original condition. During that period, there is no
deterioration occurring, but after sometime, deterioration begins. Thus it is important to consider
inventory problems for non-instantaneous deteriorating items. Ouyang et al. (2006) developed an
EOQ model for non-instantaneous deteriorating items with permissible delay in payments and

where the demand before deterioration starts is the same as that after deterioration begins. Musa

12



and Sani (2012) developed an EOQ inventory model for delayed deteriorating items under
permissible delay in payments but where the demand before deterioration starts is different from

that after deterioration starts. Thus, this paper is a generalization of Ouyang et al. (2006).

Similarly, in the context of EPQ model, many authors assume that deterioration start
immediately after production, but this is not the usual situation. Some items (for example; bread,
cakes, etc) have a span of maintaining their original condition. Hence, it is important to consider
inventory problems of delayed deteriorating items. Sugapriya and Jeyaraman (2008a) developed
a model to determine a common production cycle time for an economic production quantity
model of non-instantaneous deteriorating items allowing price discount and permissible delay in
payments. Sugapriya and Jeyaraman (2008b) also developed an EPQ model for non-
instantaneous deteriorating items in which production and demand rate are constant, holding cost
varies with time, completely deteriorated units are discarded, partially deteriorated items are sold
with some discount and no shortage is allowed. Baraya and Sani (2011) developed an EPQ
model for delayed deteriorating items with stock-dependent demand rate and linear time

dependent holding cost.

1.7 JUSTIFICATION FOR THE RESEARCH

The economic production quantity (EPQ) model has been widely used in practice because of its
simplicity. However, there are some drawbacks in the assumptions of the original EPQ model
and many authors have tried to improve it with different assumptions. The assumption of the
unconstrained production period length is one of these shortcomings. The classical EPQ model

assumes that production period length is unconstrained. However, in real production

13



environment, this assumption is not always tenable because, it can often be observed that the
production period length is constrained due to some technical services reasons. Hence, the

inventory policy determined by the conventional model would be inappropriate.

Reliability of an item is the probability that it will adequately perform its specified purpose for a
specified period of time under specified environmental conditions. Product reliability is
influenced by the decisions made during the design and manufacturing of the product. This
implies that reliability can be viewed as a link to integrate the different stages of manufacturing -
design, engineering, production, marketing, and post sale service - in an effective manner. As
such reliability is very important in the context of new products. Recently research articles,
emphasize the growing importance of this subject to both consumer and producer (Cheng, 1991).
Objective determination of reliability costs will help manufacturers plan operations more
effectively since an accurate knowledge of reliability costs allows more accurate profit

expectations which may, in turn, lead to some marketing advantages (Cheng, 1991).

In case of demand of an item, it is natural that the higher the price of an item the lower the
demand and the lower the price of an item the higher the demand of such item, i.e. the unit cost
of an item is inversely related to the demand of the product. In general the unit cost of production
is directly proportional to the reliability of the product and inversely related to the demand of the

product.

1.8 THE PROBLEM STUDIED IN THIS THESIS

EPQ model has been widely used for more than four decades as an important tool to control
inventory. However, as already indicated, EPQ model did not represent the real world problem in

some situations. The analysis for finding an EPQ therefore has several weaknesses. This is why,

14



many authors had to make extensions or modifications in several aspects of the original EPQ
model. The quality assurance (reliability) is one good aspect that could be added to the EPQ
model since quality assurance plays an important role in the demand of an item in the market.
Quality assurance was incorporated in the models of many authors such as Cheng (1991) and

Tripathy et al. (2003).

Musa and Sani (2009) developed an EOQ model for items that exhibit delay in deterioration. The
non-instantaneous deterioration (delay in deterioration) is a situation where items do not start
deteriorating immediately they are stocked. During this period, before deterioration sets in,
depletion of inventory is dependent on demand only. As deterioration sets-in depletion is then
dependent on both demand and deterioration. The items that exhibit delay in deterioration
include farm produce such as fruits, potatoes etc. or even fashion goods such as cars, fabrics etc.
In this thesis, we intend to make an extension of Musa and Sani (2009) but in the context of EPQ
by assuming the unit cost of production of an item to be directly related to reliability (quality
assurances in producing the item) and inversely related to demand rates. This is a reasonable
assumption because the higher the reliability of an item the higher the price is in many cases, and
the lower the reliability of the item the lower the price is in many cases. Also, the higher the
price of an item the lower the demand of such item, and the lower the price of the item the higher

the demand of such item in many cases.

1.9 LIMITATION

The applicability of the study is limited to items with delay in deterioration, where the unit cost

of production is directly related to reliability and it is inversely related to quantity demanded.

15



1.10 RESEARCH METHODOLOGY

The approach we use in this study will start with the review of existing literature in both
Economic Order Quantity (EOQ) model and Economic Production Quantity (EPQ) model. It will
also review literature on constant demand, varying demand, constant deterioration, varying
deterioration and reliability consideration in EPQ models. Mathematical modeling will then be
used to derive the mathematical relationship for the required models under the stated
assumptions after which numerical examples will be used to show the application of the models.
Sensitivity analyses will also be conducted to see the effect of changes in some of the

parameters.

1.11 RESEARCH AIMS AND OBJECTIVES

The aim of this research is to develop economic production quantity models for items which

exhibit delayed deterioration with quality assurance consideration.

The objectives of this research are:

e To investigate the effect of quality assurance (reliability) in the EPQ inventory model of

items that exhibit delayed deterioration;

e To develop an EPQ model of items which exhibit delayed deterioration with quality

assurance consideration and constant demand;

e To develop an EPQ model of items which exhibit delayed deterioration with quality

assurance consideration and linear demand (after deterioration begins).
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1.12 OUTLINE OF THE THESIS

Chapter one deals with the general introduction of the thesis. It starts with the introduction of
inventory control theory, components of inventory, generalized inventory model and basic
classification of inventories. The chapter goes ahead to discuss the Economic Production
Quantity (EPQ) model and some other models that depend on it. The justification of reliability
consideration, problem studied, methodology, objectives of the study and limitations of the study

are also stated in the chapter.

Chapter two surveys the existing literature on Inventory Management and Control and
particularly the deteriorating inventory. It covers various inventory related problems especially
the EOQ/EPQ where EOQ/EPQ models are discussed under different mathematical assumptions.
These include inventory models for constant deteriorating items and inventory models for non-
instantaneous (delayed) deteriorating items, inventory models for deteriorating items with
process reliability, inventory models for items with constant demand, inventory models for items
with varying demand, inventory models for deteriorating items with varying demand and

inventory models with imperfect quality.

Chapter three contains development of the mathematical model (EPQ) on items that exhibit
delay in deterioration with reliability consideration and constant demand (both before and after
deterioration sets-in). It is assumed in the model that the unit cost of production is directly
related to reliability of the product and inversely related to the rates of demand. The chapter then
gives some numerical examples to show how the model is applied. The chapter also gives a

sensitivity analysis of some important parameters.
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Chapter four contains development of the EPQ model of items that exhibit delay in deterioration
with reliability consideration but where the demand rate after deterioration sets-in is linearly time
dependent. Numerical examples are also given to illustrate the application of the model. The

chapter also gives a sensitivity analysis of some important parameters.

Chapter five gives the summary of the thesis, contribution of the thesis to research on inventory
of deteriorating items and it gives a conclusion of the work. Possible areas of interest where the
research could be extended are also given and this is in addition to further recommendations

given.

1.13 DEFINITIONS OF SOME BASIC TERMS: The following are the definitions of some

of the technical terms we will frequently use in this thesis.

Backlogging: This is the process of holding customer orders to be filled later when they

cannot be settled immediately because of stockouts.

* Backorder: A customer order that cannot be filled when presented, and for which the customer

is prepared to wait for some time.

» Backorder cost: The cost of handling the backorder (special handling, follow-ups etc.) plus

whatever loss of goodwill occurs as a result of having to backorder an item.

» Demand rate: This is also called the usage rate. It is the number of units demanded by
customers of production departments per unit of time. The demand may be constant (static)

or variable (dynamic).
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Instantaneous inventory receipt: This is the inventory that is received or obtained at one point

in time and not over a period of time.

Inventory Turnover (or stock turn): This is a ratio showing how many times a company's

inventory is sold and replaced over a period.

Lead time: This is the time between ordering a replenishment of an item and actually
receiving the item into inventory. The lead-time can be either deterministic (constant or

variable) or probabilistic.

Instantaneous delivery: 1f the lead time of an item is zero, then we have a special case of
instantaneous delivery where there is no need for placing an order in advance. This occurs in
many cases in production industries when the production run is so planned that new items
produced become available just as old items finish. This is clearly seen in a bakery for
instance. In our own study, we consider the lead time to be zero; therefore we have a case of

Instantaneous delivery.

Inventory cycle: This is made up of the activities of sensing a need for ordering materials,
placing an order, lead time for getting the material delivered, receiving the material and using

it.

Inventory level: This refers to the amount of materials on hand in inventory that is ready for

use, 1.e. the current amount of a product that a business has in stock.

Inventory carrying (holding) cost: This is the cost a business incurs over a certain period of

time, to hold and store its inventory.

Order quantity: This is the quantity of material produced each time inventory is replenished.
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Planned shortages: This is a situation where stock outs are planned.

Set-up cost: This is the cost incurred in preparing a machine or processing for manufacturing
an order. It includes the design cost, moving of machinery, employee hiring, research and

development expenses, and labor cost for cleaning and changing tools or holders.

Time horizon: The period over which the inventory level will be controlled is called the time

horizon. It can be finite or infinite depending on the nature of demand.
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CHAPTER TWO

LITERATURE REVIEW

2.0 INTRODUCTION

This chapter deals mainly with the literature on inventory management, with particular interest to

the deteriorating inventory items of which this thesis is based. Some relevant works of authors on

this subject are given:

2.1 THE BASIC ECONOMIC ORDER QUANTITY

F.W Harris in 1913 first developed EOQ model with the derivation of the square root formula

2¢,D
h

q:

where ¢, ,h and Dare ordering cost, the holding cost, and demand rate respectively. Harris

developed the formula by determining a quantity ¢ which balances the annual carrying costs with

the annual ordering costs;(%jh:(gjco; while considering a constant demand and no

deterioration. (Ra’afat, 1991)

2.2 EPQ OR LOT SIZE INVENTORY MODELS WITH CONSTANT

DETERIORATION

This class of models extends the basic EOQ model by applying it in a production environment. It

is clearly noted that there is some similarity between (i) a retailing unit which orders for items
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and sells them to customers directly and (i7) a production unit which produces items in house and
sells them also directly to customers such as bakery. Misra (1975) developed the first production
lot size model in which both a constant and variable rate of deterioration were considered and
obtained approximate expressions for the production lot size with no backlogging. For the case
of Weibull distribution deterioration, no closed expression for the lot size and the average total
cost was possible. However, for the case of exponential distribution (i.e. constant deterioration
rate), through a series of approximations, Misra obtained an expression for the lot size and also
determined the average total cost. Shah and Jaiswal (1976) derived results similar to those of
Misra (1975) for a constant deterioration rate and extended the model to include backlogging. By
assuming the average carrying inventory to be approximately one-half the maximum level of
inventory, they obtained an expression for the production lot size as a function of inventory cycle
time. Aggarwal and Bahari-Hashani (1991) developed an EPQ model assuming that items are
deteriorating at a constant rate, the demand rate is known and decreases negative exponentially,
no shortages are allowed, and the production rate is known but can vary from one period to
another over a finite planning period. Pakkala and Achary (1992) considered a production-
inventory model of deteriorating items with two storage facilities and a constant demand rate,
shortages are allowed. Yang and Wee (2003), considered a multi-lot-size production-inventory

system for deteriorating items with constant production and demand rates.

2.3 INVENTORY MODEL FOR NON-INSTANTANEOUS DETERIORATING ITEMS

In all the models above, the authors assumed that deterioration of the items start from the

instance of their arrival in stock. As a matter of fact, many items (for example, firsthand
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vegetables, fruits, and some items produced in industry like bread, cakes, etc) have a span of
maintaining fresh quality or original condition. During that period, there is no deterioration
occurring. Ouyang et al. (2006) developed an EOQ model for non-instantaneous deteriorating
items with permissible delay in payments and where the demand before deterioration starts is the
same as that after deterioration begins. Sugapriya and Jeyaraman (2008a) developed a model to
determine a common production cycle time for an economic production quantity model of non-
instantaneous deteriorating items allowing price discount and permissible delay in payments.
Sugapriya and Jeyaraman (2008b) also developed an EPQ model for non-instantaneous
deteriorating item in which production and demand rate are constant, holding cost varies with
time, completely deteriorated units are discarded, partially deteriorated items are allowed to carry
discount and no shortage is allowed. Musa and Sani (2009) developed an EOQ inventory model
for some tropical items that exhibit delay in deterioration. Geetha and Uthayakumar (2010)
developed an EOQ model for non-instantaneous deteriorating inventory items with partial
backlogging. Monika and Shon (2010) developed an EOQ model for two levels of storage for
non-instantaneous deteriorating items with stock dependent demand, time varying partial
backlogging and under permissible delay in payments. Baraya and Sani (2011) developed an
EPQ model for delayed deteriorating items with stock-dependent demand rate and linear time
dependent holding cost. Musa and Sani (2012) also developed an EOQ inventory model for
delayed deteriorating items under permissible delay in payments but where the demand before
deterioration starts is different from that after deterioration starts. Thus, this paper is a

generalization of Ouyang et al. (2006).
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2.4 INVENTORY MODEL WITH PROCESS RELIABILITY(QUALITY ASSURANCE)

Many authors modified inventory policies by considering the issue of process reliability and
quality improvement in EOQ/EPQ models. Tapiero et al. (1987) developed an EOQ model for
reliability, pricing and quality control. Cheng (1991) developed a model that integrates quality
considerations with EPQ. The author assumed that unit production cost increases with increases
in process reliability and quality assurance expenses. Paknejad et al. (1995) presented a quality-
adjusted lot-sizing model with stochastic demand and constant lead-time. Specifically, they
investigated the case of continuous review (s,0) models in which an order of size Q is placed
each time the inventory position (based on non defective items) reaches the order point s. Results
indicated that as the probability of defective items increases, for a given constant lead-time, the
optimal lot size and the optimal reorder point both increase significantly. Further, for a given
defective probability, the lot size and the reorder point increase substantially as the lead-time
increases. This indicates that improving quality when lead-time is constant should result in
smaller lot sizes. Tripathy and Pattnaik (2009) developed an EPQ model to obtain an optimal
ordering policy wherein demand exceeds supply, all items are subjected to inspection and
defective items are discarded. The unit cost of production is inversely related to both process
reliability and demand rate. Under reasonable conditions, maximum positive cost savings are
generated when the process reliability increases. Mahapatra et al. (2012) developed an EPQ
model with demand dependent unit production cost in fuzzy environment. Flexibility and
reliability consideration were introduced in the production process. The model was developed

under fuzzy goal and fuzzy restrictions on budgetary cost.
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2.5 DETERIORATING INVENTORY MODELS WITH VARYING DEMAND RATE

The assumption of constant demand rate is not always applicable to many inventory items such
as style goods, tasty foods etc. Many products experience a period of rising demand during their
growth phase which may decline due to the introduction of a competitor or change in consumer
preference. This phenomenon prompted many researchers to develop deteriorating inventory
models with time varying demand patterns. Continuous-time and discrete-time demand rates
have been considered in the literature where most of the continuous-time inventory models
considered either linearly increasing/decreasing demand or exponentially increasing/decreasing

demand patterns, and so on.

Aggarwal and Bahari-Hashani (1991), developed an EPQ model with constant deteriorating rate,
the demand rate is known and decreases negative exponentially, no shortages are allowed, and
the production rate vary from one period to another over a finite planning period. Pakkala and
Achary (1992), developed an EPQ model for deteriorating items with two storage facilities and a
constant demand rate, Shortages are allowed. Balkhi (2001) developed an EPQ model for
deteriorating items where demand and production rate are known and continuous functions of
time (e.g. linear function). A finite planning horizon was considered and shortages were allowed
and fully backordered. A mathematical model was developed and the conditions under which the
total cost of inventory system achieves its unique global minimum were obtained. Teng and
Chang (2005) developed an EPQ model for deteriorating items when the demand rate is
dependent on both the stock level and the selling price per unit, and in which the deteriorating
rate was constant. The author also provided the necessary conditions to decide the optimal
solution which maximized profit of the EPQ model. From the model, decision makers could get

aid in developing the optimal price and in production run time decisions. Manna and Chaudhuri
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(2006) developed a production-inventory model for deteriorating items with ramp-type demand
pattern. The demand pattern was a two-phase ramp-type function modeled by a linear function of
time in the first phase and a constant in the second phase. Zaid and Ali (2009) developed an EPQ
model for deteriorating items in which each of the production, the demand and the deterioration
rates, as well as all cost parameters are assumed to be general functions of time. Besides,
shortages are allowed but are partially backordered; inflation and time value of money are all
taken into account. Abdul and Murtala (2011) developed an EPQ model for deteriorating items
with increasing-steady-decreasing demand pattern under the effect of inflation and time value of
money. Shortages are allowed with partial backlogging of demand and a two-parameter Weibull-
distribution function is used for the rate of deterioration. Sarkar and Chakrabarti (2013)
developed an EPQ model for the lot-size inventory system with finite production rate, taking into
consideration the effect of decay and the condition of permissible delay in payments.
Deterioration is assumed to follow Weibull distribution and demand rate is assumed to be

exponential.

2.6 INVENTORY MODELS WITH IMPERFECT QUALITY

The EPQ model employs mathematical modeling to balance production setup cost and holding
cost, to assist producers in determining economic production lot size that minimizes the overall
production- inventory costs (Hadley and Whitin, 1963; Hillier and Lieberman, 2001). Classic
EPQ model implicitly assumes that all items produced are of perfect quality. But in real-life
production systems, due to many controllable and/or uncontrollable factors, generation of

defective items is inevitable. Thus, many studies have been carried out to enhance EPQ model by
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addressing the imperfect production related issues (Nahmias, 2009). Shih (1980) examined two
inventory models to the case where the proportion of defective units in the accepted lot is a
random variable with known probability distribution. Optimal solutions to the modified system
were developed and comparisons with the traditional models were also presented via numerical
examples. Rosenblatt and Lee (1986) studied an EPQ model that deals with imperfect quality.
They assumed that at some random point in time, the process might shift from an in-control to an
out-of-control state, and a fixed percentage of defective items are produced. Approximate
solutions for obtaining an optimal lot size were developed in Rosenblatt and Lee (1986). Zhang
and Gerchak (1990) considered joint lot sizing and inspection policy in an EOQ model with
random yield. Kim et al. (2001) studied the optimal production run length and inspection
schedules in a deteriorating production process. They assumed that a production process is
subject to a random deterioration from the in-control state to the out of control state and thus
produces some proportion of defective items. By minimizing the overall production inventory
costs, an optimal production run length and an optimal number of inspections were derived and
unique properties of the proposed model were discussed. Kuang-Ku et al; (2010) developed an
integrating cost reduction delivery policy into an imperfect production system with repairable
items. El-Kassar et al., (2012) developed an EPQ model with imperfect quality raw material
needed for production. Two scenarios were considered. In the first, the imperfect quality items of
the raw material are sold at a discounted price at the end of the screening period. In the second
scenario, the imperfect quality items are kept in stock until the end of the inventory cycle and

returned to the supplier when the next order is received.
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2.7 OTHER EPQ INVENTORY MODELS

Wee and Law (1999) developed a production inventory model for a deteriorating item with
price-dependent demand. They also considered shortages and time value of money. The
deterioration rate was assumed a random variable that follows the Weibull distribution. An
optimization procedure was presented and applied to search for optimal production policies that

maximize the total net present value of profit.

Giri et al. (2005) developed an EPQ model where demand rate increases with time, the
production rate is finite and adjustable in each cycle over an infinite planning horizon, and
shortages are permitted and partially backordered. They suggested a procedure to approximately

find the minimum total cost of the system over a finite time horizon.

Panda et al. (2009) developed a single item Economic Production Quantity (EPQ) model with
ramp-type demand function. The model determines the optimal production stopping time to

maximize total unit profit of the system.

Pradhan and Tripathy (2012) developed an EPQ model for an Item with three parameter Weibull
deterioration rate and price discount. Here production and demand rate are considered to be
constant and the holding cost per unit is assumed to be constant with respect to time. Completely
deteriorated units are discarded and partially deteriorated items are allowed to carry a discount.

Shortages are not allowed.
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CHAPTER THREE

AN EPQ MODEL FOR ITEMS THAT EXHIBIT DELAY IN DETERIORATION WITH

RELIABILITY CONSIDERATION AND CONSTANT DEMAND

3.0 INTRODUCTION:

This chapter uses the technique of mathematical modeling to derive the EPQ model for
deteriorating inventory that exhibits delay in deterioration where the unit cost of production of an
item is assumed to be directly related to reliability consideration and inversely related to the rates
of demand. The cycle length is obtained and numerical solutions are given for some problems to

show how the model is applied. Some sensitivity analysis is also carried out on some parameters.

3.1 NOTATION AND ASSUMPTIONS

NOTATION

1,  The demand rate (units per unit time) during the period before deterioration sets in
U,  The demand rate (units per unit time)after deterioration sets in

Q The production quantity (units in a production run)

X The production cycle length (time unit)

C The unit cost of the item (in Naira)

A The set-up cost per production run (Naira per production run)

i The inventory carrying charge (excluding interest charges)

f  The rate of deterioration

X;  The time deterioration sets in
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X, The difference between the production cycle length and the time deterioration sets in
Yo  The initial inventory

Y;  The inventory level at the time deterioration begins

H The holding cost or inventory carrying cost in a production cycle

r Process Reliability of the items (0 <r <1)

ASSUMPTIONS
(i) Instantaneous production
(ii) Unconstrained suppliers capital

(iii) Backorders not allowed

(iv)  All items are inspected and defective ones are discarded

(v) Demand of product exceeds its supply

(vi)  The unit cost of production of the item C is directly related to the process reliability r
(quality assurance) and inversely related to the demand rates py & p, . This relationship is

specifically assumed to be:

-b
X, X
C“”"(M?“‘z?}

b
- X, X
= et (mipen)

b
C:a(l—r)fk (,ul%+u2%j (3.0

where a, b, k are non-negative real numbers to be chosen based on some known data so as to
provide the best fit of the estimated cost function.

(vii) X, <X
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3.2 THE MATHEMATICAL MODEL

Inventory level
A

Y(t)

Yo Yat)

A
M

A

=Time
X1 X2=X—X1 X

Fig. 3.1: Inventory movement in a delayed deterioration situation with X, < X
(Musa and Sani, 2012)

LetY(t) and Y,;(t) be the inventory level before and after deterioration sets in respectively.
Y (t) depends only on demand and the differential equation that describes the situation before

deterioration sets in is given by

%:—M where 0<7< X, (31)

Solving (3.1), we get

Y(t) =—ut+E (where E is a constant ) (3.2)
applying the boundary condition [Y (¢) =Y, at7=0]in (3.2), we get

Y, = E (3.3)
substituting (3.3) in (3.2), we obtain

Y(t) = —u, t+Y, (34)
applying the boundary condition [Y(t) = Y, att = X;] in (3.4), we get

Yo = - X7 + 1)
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Yo =Yy + Xy (35)
substituting (3.5) in (3.4), we obtain
Y() =Y, + (X — Oy (3.6)
After deterioration sets in, depletion of inventory will depend on both demand and deterioration

and the differential equation which describes the situation is given by

%+ﬁ)’d (t)=-p, where X; <t <X 37

Equation (3.7) is a linear differential equation and so using the integrating factor,

Y, =e’
we get its solution as
Y, (t) =Fe " —% (where F is a constant) (3.8)

applying the boundary condition [Y, (1) =Y, at 7= X,] in (3.8), we get

Y, = FeP% - £z
B

= F:(Yd +&jeﬂx‘
B

substituting F in (3.8), we get

Y, (t):(Yd +&jeﬂx‘eﬂ’ s

p p
= Y, (1)= [Yd +ﬁje’“”‘" -~

p p
= 1 (1) = e ) r (39)

Applying the boundary condition [ Y;(t) = 0att = X ] in (3.9), we get

0 :&(euq—xw _1)+Yde(xl—xw
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> Yer = _&(e(xl—xw _1)

B
Y, = —%(1—e“‘1“ﬂ) (3.10)

Substituting (3.10) in (3.6), we obtain

Y(1)= —%(1—e“‘l)‘>ﬂ)+()(1 —Hu, (3.11)

Substituting (3.10) in (3.9), we get

Y, (l‘) =&(e(xlfz)ﬁ _1)_&(l_e—(/\rw\r)ﬂ)e(xﬁ)ﬁ

B B
= Y, (t):ﬁe(xl”)ﬂ _&_&6(1\’1%)/3 +&e(—xl+x+xﬁ)/3
B BB i
_ My Hy (x-np
> Y,(t)=—"F+—"e
(0)==5+5
Y, (1) =42 (e 1) (3.12)

B

The number of deteriorated items d(X,) is the difference between the total demand in

X, i.e. X,u, and the total inventory at the time deterioration sets ini.e. Y, ,

d(X2)=Yd —Xou,

N d(X2)=—%(1—e‘X‘X)ﬁ)—qu2

d(X2)=—%(l—e“““ﬂ +X,p) (3.13)

The cost associated with storage of the whole inventory until it is sold or used, i.e. inventory

carrying cost H, and is given by:

H=iC j Y(¢)dt +iC j Y, (¢)dr (3.14)

X

Substituting (3.0), (3.11) and (3.12) in (3.14), we obtain
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-b X,
H=ia(1—r)7k (y1£+y2£j j[—&(l—e(x‘X)ﬂ)+(X1—t)/,tljdt

x 7x) il B
X x, 't
+ia(1—r)7k (MYIWL J7A YZJ J.%(e(’“)ﬂ —l)dt =
X

- X
ia(l1-r k(/,t L, =2
( ) ‘X ’ 0 X,

X
b T 2 X (x-1)B X
- X X (X, -
=ia(l—r) k(:ulyl—i_:uzyzj _%(t_te o X)ﬂ)+(Xll‘—%jﬂl:| +%|:_€ ﬁ —t:|
L X,

0

b 2 (X-X)p
:ia(l—r)k(;tl§+/,12%} {—%(Xl—xle“XW){XIZ—XTIJWr%(—%—Xf 5 +le}

so that after further simplification, we obtain

. —k —b
H=[[l+—l je(’("”ﬁjt—xlﬂ“g——1 —ﬁjla(l_r) (M;()l;bﬂz)(z) e (3.15)

£ {2t o -l

1

The total variable cost is the sum of set-up cost, cost of deteriorated items and inventory carrying

cost, 1.e.

Total variable cost (Z) = A+ Cd (X2 ) +H (3.16)

Z=A+a(1- )4{ (Mi(} +;12X2j [%(l—e”‘“ﬂ +X2,B)j

X
) —k -b
+ [14_ 1 je(X‘X)ﬂ+X1‘u1’B— 1 _£ la(l_r) (lulXITquZXZ) IuZXl (3.17)
1 2u, BX, X, BX

The total variable cost per unit time is given as

Total variable cost per production run
The production cycle length

Z(X) =
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2(x)= A aU=r) (X Xa) T [i}a(l—r)"(ulxlwz)(z)” sy (00
X BX X BX" X

Ca(l=r) " (uX X)) (X—le
X

Al e ﬂﬁﬁﬁ(iJ_L(iJ_(iJ{ ia(l-r)" (X, + X)X,
px )\ x ) 2w \x) px\x) \X)x, px”

since X, =X-X,,

= z(x):g_au—r)"(ulxlwz(X—Xl))”uz( ! j
X ﬁ X—b+1
(1) (X (X X)) g (5 a(l—r)"(wflﬂe(x—)@)”%[)(‘)ﬁj
' B X 1 o
+{1+ 1 j[e*x‘X)ﬁ})%ﬁ(i}_;[ij_(i}{lia(l—r)"(MX1+/~:2§X—XI))%XI (318)
px )\ x ) 2w \x) px\x) \x)x| 2%

To obtain the value of X which minimizes the total variable cost per unit time, we take the
derivative of Z(X) with respect to X and then set the result to zero. The value of X satisfying that

o . L dNZ P
equation gives the minimum provided d)((z) > 0. The derivative is given as:

) _alb o) o) L, o (1) o001 )
ax X? ; P B Pz

.a(l—r)"(MXlw(X—)om[ﬁr“#(b—l)ﬂ}ewX)ﬂ ab (1=r) (X, + 15X =) " [M]

} ,3 XQ(*}’”) ,3 XMI
a(1-r) " (X, + (X =X)) " 1y (X 4(b=1) (X —X,) X Iabyzz(l—r)k(lel+/,12(X—Xl))H(X—le
1 X2 ' 1 X
N (ﬁx_lje%w_mﬁ( 1 j* RS ( 0 J ia(1=r) " (X, + (X =X)" X,
px )\ x° 2w \X*) px \x? e
v ) ) (B b bt e
o\ x ) 2w \x) px\x) (x| X (X, + (X =X)) )
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- A _a<b—1><1—r>"lewz(X—Xl))”uz[ 1 j+ab%2(1—r)k(MX1+%(X—)ﬁ>)bl( )
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BX, 1 2p, X, X, ﬁXﬁb+l(ule+,u2(X—Xl))b

Multiplying through by X (=+2)_ we get
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i+ a(b—l)(l—r)fk (X, +/,12(X—X1))7b L _abuz2 (l—r)fk (X, Jr/,tz()(—)(l))fbf1
Xb

B X
alr) " (X X =X)) " gy ((XBHBN)) s abps’ (1) " (X, 4 X)) (7
B 1 BX 1
all=r)" (X +(X-X)) "t [(bX - (b—l))] abuy’ (1-r) " (X, +p(X—=X)) ™ (X—le
1 1 1 X!

s 1 [,BX—lje(XIX)ﬁ_XI,UI,B+ 1 ia(l_’”)ik(,ule+IL‘2(X_X1))7}7,U2X1
BX, 1 2u, BX, B

(l+ 1 j[e(xlx)ﬁJ_,_Xlﬂlﬁ_ 1 X l'ab(l—r)*"{—/ytz(ul)(l+/¢2(X_Xl))71_|_X71}%X1
ﬁXl 1 ﬁ)(71 (‘ule +M2(X_Xl))b

2,  pX, X,
(3.19)

Now, if other parameters are given, equation (3.19) can be used to determine the Xwhich
minimizes the total variable cost. The EPQ of the corresponding X will be computed from:
EPQ = demand before deterioration starts + demand after deterioration starts
+ number of deteriorated items
=X, +uX,+d(X,)

Substituting (3.13), we have

EPQ =1, X, + 11, (X—Xl)—%(l—e“‘l“ﬂ +X,B)
= 1, X, + 11, (X—Xl)—%(l—e(x‘“ﬂ +(x-x,)p)
=X X-X)-22(1—e 08— (X - X
Hy 1+:uz( 1) ,3( € ) uz( 1)

EPQ=u X, —%(1 —e*()“*)‘)ﬂ) (3.20)
(Dari and Sani, 2013)
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3.3

In this section, we apply the model developed in the last section using some examples to

RESULTS OBTAINED FROM THE MODEL

determine the best cycle length. In all the examples,

showing that the cost function is convex with regard to all the examples.

3.3.1 NUMERICAL EXAMPLES

d’Z(X)

X2

was found to be greater than zero

In each example the values were substituted in equation (3./9), and the appropriate period X,

which minimized the cost function was determined, where a = 10,b = 1 and k = 6. Table 3.1

gives a summary of the results obtained.

Table 3.1: Complete results of Ten Numerical examples on the application of the model

S/N A Uy s r i X, B X 3 EPQ
(naira) (units) (units) (days) (days) (naira) | (units)

1 2500 2000 1200 0.90 |0.13 7 0.40 14 101462.1 | 61
2 2700 2500 1000 091 |0.15 14 0.50 17 120365.7 | 104
3 2650 3000 1600 0.88 |0.14 21 0.30 31 51542.96 | 217
4 2400 3500 2000 0.87 |0.12 28 0.45 38 36977.83 | 324
5 3000 3200 800 0.89 | 0.11 35 0.35 41 58586.68 | 320
6 2300 2400 1100 0.86 |0.10 42 0.51 53 25627.45 | 310
7 1900 3300 1400 0.85 |0.16 49 0.55 59 22629.26 | 482
8 2600 2000 1300 0.84 |0.17 56 0.60 67 23621.13 | 346
9 3500 2300 500 0.92 | 0.01 63 0.20 66 52952.8 401

10 1500 1800 700 0.83 |0.18 70 0.32 &5 14478.15 | 374
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3.3.2 SENSITIVITY ANALYSIS

We have carried out a sensitivity analysis on the effect of changes in the system parameters

(a,b,and k) on the total variable cost per unit time Z(X), using the following example which is

example 1 in table 3.1:

Table 3.2: Example 1 in table 3.1

a

b

k

A

U

Uz

Z

EPQ

10

1

6

2500

2000

1200

0.90

0.13 7 0.40

14

101462.1

61

Table 3.3: Sensitivity Analysis (of data from table 3.2)

System parameter % change in the system % change in Z
parameter

=2 -0.71521
1 -0.3576

“ ! 0.357604
2 0.715208
2 5.685805
1 2.738079

b ! -2.54334
2 -4.9058
2 -8.63336
! -4.61439

& ! 5.298033
2 11.38099

From the table above, it can be observed that:

e Z(x) is sensitive to changes in the parameter.

e Z(x) is more sensitive to changes in k and is less sensitive to a.
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CHAPTER FOUR

AN EPQ MODEL FOR DELAYED DETERIORATING ITEMS WITH RELIABILITY

CONSIDERATION AND LINEAR DEMAND

4.0 INTRODUCTION

In chapter three we developed a model for deteriorating inventory that exhibits delay in
deterioration where the unit cost of production of an item is assumed to be directly related to the
process reliability and inversely related to the rates of demand. The deterioration time and
demand was assumed to be a constant both before and after deterioration sets-in. In this chapter
we extend the model in chapter three under the additional assumption that the demand after

deterioration sets-in is linearly dependent on time.

4.1 NOTATION AND ASSUMPTIONS

NOTATION

Same as stated under 3.1 above.

ASSUMPTIONS
The assumptions are also the same as in 3.1 but with the additional assumption that:

1. the demand after deterioration begins is linearly dependent on time given as;
u, =c, +ct; where ¢, and ¢, are constants
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b X
k X, X, 1
2. Cor (/1174-/17 ,Where u—;juz(t)dt

b
= Cm(l—r)k(u1§+,u%J

b
—k X X
C=a(l-r) (ﬂly“fﬂyzj (4.0)

Where a, b, and k are non-negative real numbers to be chosen based on some known data so as to
provide the best fit of the estimated cost function.

4.2 THE MATHEMATICAL MODEL

The diagram that depicts this model is the same as in fig. 3.1 except that the demand after
deterioration begins is assumed to be linear while the demand before deterioration is constant.
Thus the curve in the second phase will be sharper or flatter depending upon whether the demand
is linearly increasing or decreasing respectively. Next, let Y(t) and Y,;(t) be the inventory level
before and after deterioration sets in respectively. Y(t) depends only on demand and the

differential equation that describes the situation before deterioration sets in is given by the same

equation as in (3.1) and the solution after applying the boundary condition Y(O):Y0
andY (X,)=7Y, , we get same equation as in (3.6).

After deterioration sets in, depletion of inventory will depend on both demand and deterioration
and the differential equation which describes the situation is given by the same equation as in
(3.7), ie.

dY, (1)

. +BY,(1)=-u,(t) where X; <t <X

However, i, is linearly dependent on time and so could be assumed to be u, =c, + ¢t where ¢, and

¢, are constants.
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‘”;(t) L BY, (1) = —(c, + ¢,1) (4.1)

Equation (4.1) is a linear differential equation and so using the integrating factor,
Y, =e

we get its solution as

_ —C C
Y, (t ) Fe” + ﬁ Zﬁ ﬁlt (where F is a constant) 4.2)

applying the boundary condition [Y, (t) =Y, at¢t= X,]in (4.2), we get

Y, = Fe P + G _Czﬁ _ Cle
d
B’ B
= F:(Yd_CI_CZﬁﬁZCIﬁXIJeﬂXI
substituting F in (4.2), we get
Yd (f): Yd Czﬂ clﬂX Jeﬁ)ﬁe Bt + c2ﬁ Cl ¢t
B’ /3 B
=Y (z): Y, — —&f - ClﬂXJ poxi-n L GL76P —c,p _G,
d d
B’ g B

— —cBX. —
N Yd([):Ydeﬁ(Xl’)_(cl 02%201,3 1]eﬁ<xlr>+01 ﬂizﬂ_%t 43)

Also from fig3.1, we have the boundary condition Y;(t) = Oatt = X. By substituting this in

(4.3), we obtain

O:Xieﬁ(XvX) ( —6p- ClﬂX] px-x) G iZﬁ_ch
B’ p B

N Kleﬂ(Xr)O:(C1_C2ﬁzc1ﬁ)(1]eﬁ(xl_x) Cl_fzﬂ—FClX
p BB
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Y, :(Cl _Czﬁﬁ ;CiﬁXl j_(cl _czﬁﬁ ;clﬁX j o P 44)

Substituting (4.4) in Y () =Y, + (X, —¢) w, [equivalent to (3.6)], we get

Y(t) :(Cl _02:%201:3)(1 ]_(Cl _CZﬁﬂZ_ClﬂX]eﬁ()(lX) +(X, — ) (4.5)

from (4.4) and (4.3), we obtain

—o,f-pX -o,B—cfX -, - BX,
Yd(t)=[[cl o —ap lj—[cl b —ab Jeﬂ““)‘)jeﬁ“‘lﬂ_[cl b —ap jﬁ(xl n,a-6B _a,

lin i B’ B’ B
=Y, (t)z(c1 _CZ%;CIBXI je’”‘” —(61_6273—2_61”}@/’(’(1’”(1“) _(cl _CZﬁﬁ;clﬁXl jeﬂ(xm LG —ﬁizﬁ —%t
:>Y;(t)=( 02,[; Cl,BXj BX,—1) ( l—cz,[;z—clﬂXjeﬂ(,X) ( cz,[; cl,BXj poien |, G 'BCZIB Zt

Y, (r)=— —6f— clﬁXj ey G =GB o 46
) ( P T (40)

The number of deteriorated items d(X,) is the difference between the total demand in X, i.e.

X
I (c2 + clt) dt and the total inventory at the time deterioration sets ini.e. Yy ,
Xl
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X

:( o, p - CﬁXj ( c,pB - C,BXje_ﬁ(Xl_X)_(ZC +C_112j
B’ B’ 2,

:( 2ﬁ CﬁXJ ( 2,8 C,BXje—ﬁ(Xl_X)_|:t(c +C_1tjj|X
B’ B’ 2

X

d(Xz) :(Cl —Czﬂﬂ;Clﬂle_(Cl —Czﬂﬂz—CIﬁXje_ﬁ(Xl—X) —(X—Xl)(cz +%(X_Xl)j (4.7)

The cost associated with storage of the whole inventory until it is sold or used, i.e. inventory

carrying cost H, is given by:

H=iC j Y(t)dt +iC j Y, (¢

1

(4.8)

substituting (4.0), (4.5) and (4.6) in (4.8), we obtain

H :ia(l—r)_k (M%'F,U%j_ f((q _CZﬁﬁZQﬁXI j_(Cl —Czﬁﬁz—clﬁX]e_ﬁ(Xl—X) +(X1 —I)M]df

0

) (e

:ia(l—l’)k( j {1((01 —of- ClﬁXj (Cl—czﬁﬁz—clﬁXjeﬂ(XlX>+(Xl_t)ﬂljdt

0
+.[ 02,3 ABX ) pen C2ﬁ Gy lar
p
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ol X XY [(ameB-aBx), (a-eB-aBX) sun (v, L) ]
B [ A e e |
+{[Cl_czﬁ_clﬁXJeﬁ(lX)_i_[cl_czﬁjt_iﬁ})(
p g 2 ],

=ia(1—r)_k (Mﬁﬂt&j {(cl —of-abX jXI _(Cl_czﬁﬁ—z_clﬁXJXIe—ﬁm—X) +(Xlz _XTIZ]M

X "X B
+KC1 _Czﬁ;01ﬁXJ+(C1 _SZIBJX_LXZ _(Cl _Cz'BB_C“BXjeﬂ(X'X) _(Cl _izﬁle +iX12}}
B B 2p B B 2p

so that after further simplification, we obtain

H :((Cl wﬁj()( —(Xl +l]e4X1—X>ﬂ +lj—%(Xl 2, Xz) +%( (Xle—oq—xw _%(1_ e—(Xl—X)ﬂ))

B B B

+1[3X12‘uljia(1—l”)k ('ul‘X;l +‘uX2)7b (4-9)
2 BX

The total variable cost is the sum of set-up cost, cost of deteriorated items and inventory carrying

cost, 1.e.

Total variable cost (Z)

=A+Cd(X,)+H (4.10)

Z:A+a(1—r)7k (/11X1 +/1X2)7h ((01 —of—apX j_(q _CZﬁ_clﬁXjeﬁ(Xl)o —(X—Xl)(cz +% (X—Xl ))j

Xh ﬁZ ﬁZ
+ (—Cl _?ﬁ j(X—(XI +l)e(X'X)ﬂ +lj—ﬁ(Xf +X2)+£(Xle(X'X)ﬂ —l(l—e*XfX”’ )J
B B B) 2 1 B
,ﬁX;Mjm(l—r) g;{f*ﬂXz) (4.11)
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The total variable cost per unit time is therefore given as

Z(X) = Total variable cost per production run

The production cycle length

=i+a(l—7‘)’k (ﬂ1X1+;UX2)’b [[CI_CZIB_CIﬂXl] [ c—c,f— CI,BX] ﬁ(X]X)_(X_Xl)(cz"'%()(_)(l)j]

X X*b+l ﬂ 2 ﬂ

+ [[ﬂ][){ - [Xl + ij e KNP i] ~ (X2 X2+ ﬂ[xle““”ﬁ - i(l — e Kimp ))
B B B) 2 1 B

+ BX’u, ia(l_’")ik (X, + “Xz)ib
2 ﬁbeJrl

However, u:— j uz(t)dt—— j (@ +clt)cit——{tc2 +CI—;T JX_X‘](@ +%(X—Xl)j as indicated in equation (4.0)

2Xl X,

= Z(X)=

.. al1-r)" {MX +X, {[X XzXl] (cz +%(X —Xl)ij ({q —ff—6BX; j_(ca —f—6BX jeﬁ(XlX) _( X_Xl)(c2 +2(X—XI)B

X X I3 I3
n (Cl _SZIBJ(X (X+ lj (-0 lj_ﬁ(XIZ +X2)+ﬂ(Xle(XlX>ﬂ 1(1 s X)ﬂ)j
B B B) 2 1 B

o MJ a(l-r) £u1X1+X2{[XA_/2XI](c2+2(X—XI)jHh

ﬁX—hH
o) st o)
{(CI_SZﬁJ(X_(Xﬁl}(XlX)ﬂ+lj_q (X XZ) X(Xle(xlxm 1(1 s X)ﬂ)j
B B B) 2 1 B

(4.12)

pxiu]i a(1-r) " (21X, +[X - X,)(2¢, +¢, (X - X,)))
2 ﬁ 2—hX—h+1

To obtain the value of X which minimizes the total variable cost per unit time, we take the

derivative of Z(X) with respect to X and then set the result to zero. The value of X satisfying

d’Z(X)

XZ

equation (4.12) gives the minimum provided > 0. The derivative is given as:
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2t ffs _ﬂﬁXj_< x-x)

dx X’ B B
*{[c'_;ﬁ][{ ﬁ]ﬂe” o ] CIX+c1[ X" — (1" X)ﬁ j+CIX(ﬁXe*X 0B, 5% X)ﬁ):lﬁ} a(1-7] (ZHXI “‘{);_ jlgzcﬁcl()(_)(l)))
{(( ~ef-apX j ( o qﬁXj e (x_x {q —ef Mﬂ+ /13]_3( X12+X2)+qu(XIe4W_ ! (l_ewﬂ)J
} i\ a(1-r) {—bX””[Zc +26(X-X)) }(2MX+[X X](26,+6(X-X,) )) (b I)Xb(zMX+[X X](2e,+6, (X~ X))) }
. B 20X

Simplifying and setting it to zero gives:

ﬁ eI — (e, +cl(X—Xl))j+{%

v ¢ _(x_ 1) _ _ C v e XBX, _v_
_chle(Xl np_G -t X)ﬂ_chrcz’B(XlJr_j (X=-X)p ch+c1Xe(X‘ -0p_4 | 1€(X1 0 G B L g (N—0)p

B B B 1
Lax *X_X)ﬁ}ﬁ} a(1-r)" (2;:1)(1+[)2(_b-)fb]+(12c2+q(x—Xl)))_b +{[[q—czlzzclﬁ)(lj_[cl—czlzgz—clﬂX]e_ﬁ(;q_m_( X—Xl)[c2+2( P XI)D

[T L I R PR
B B B) 2 1 B

}a(l—r)k X (20X, +[X - X,)(26,+¢, (X -x,))) {—217)([(:2 o (X X,) (26, +[X - X,)(2¢, 46, (X - X)) +(b—1)}

b Xz(f}m)

- —%4—{[ 3 e +(c, +e X )e " 0p L&

=0

+ﬁX12:U1:|i
2 B

- %_{((02 +o X )e Y —(02 +e (X - X1)))+ {Cz (ﬁ (Xl +%j e (= F —IJ

+%((ﬁ){1+1) _x-0p ﬂﬁ} a(l-r) (2/,¢1X1+[)2(b—;(lb]+(12c2+cl()(—)(l)))"_{Hcl_czﬁﬁ;clﬁ)(lj

_(Cl -o,B-¢pBX) PRl —[X—X ](C +3(X—X )]]+ [Cl _CZﬁJ[X—[X +ije—(xrxw +1]_C'1(X12 +X2)+ﬂ(Xle—(erw _i(l_e—()«—xw )]
ﬁz 1 2 2 1 ﬁz 1 ﬁ ﬁ 2 1 ﬁ

L BX i }l} a(l-r)" {—be [es+ e, (X = X)) ] (20X, +[X - X,](2¢, + ¢, (X - X)) + (b~ 1)} )
B

2 270X 0 (2, X+ [X - X,](2¢, 4, (X - X))

27}) X*}H—Z
Multiplying through by —, we get

a(=r) (2, +[X - X,] 26, e, (X X))
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2" A(1-r) r : {( (¢, +6.X)e 7 —(CQ+CI(X—X1)))+|:C2[,B(X N lj ~(X-X)p lj
X’ (26X, +H{ X=X (26, +¢,(X—X,))) B
+%(((:BX1 +1) A 1 { (Cl —c,3— CI,BXJ (¢— CZﬁﬁz apBX) o8 [X X]( E(X_XI)D

" (6’1 —fzﬁj[X_(Xl +lje(xlxw +lj_ﬁ(Xlz+X2)+ﬂ[Xle(le —l(l—e”“m)}
B B B) 2 1 B

Y Xﬂda(lr)k{sz[cz 6 (X=X ] 244X (20, 6 (Y-) ) (51
B

1
2 1

=0 (4.13)

If other parameters are given, equation (4.13) can be used to determine the best X which
minimizes the total variable cost.The EPQ of the corresponding X will be computed from:
EPQ = demand before deterioration starts + demand after deterioration starts

+ number of deteriorated items

X
=X, + '[(cz +ot )t +d(X,)

:N1X1+Yld
EPQ = /,¢1X1+( cz/j} apX, j ( 02/;; apx j -0 (4.14)

using equation (4.4).

4.3 RESULTS OBTAINED FROM THE MODEL
In the previous section, we developed a mathematical model for items that exhibit delay in
deterioration with reliability consideration and linear time dependent demand. Numerical

examples are given in table 4.1 below to determine the best cycle length. In all the examples,
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d’Z(X)
dx?

examples.

4.3.1 NUMERICAL EXAMPLES

was found to be greater than zero showing that the cost function is convex in all the

In each example the values were substituted in equation (4.13) and the period X, which

minimized the equation was determined. The table below gives the results of ten different

numerical examples having different parameters as indicated:
a=40, b=25, k=95, ¢, =500andc, = 50.

Table 4.1: Complete results of Ten Numerical examples on the application of the model

Examples A Uy r i X, B X 3 EPQ
(naira) | (units) (days) (days) | (units) | (units)

1 3500 2100 0.93 0.002 7 0.42 10 262361 44
2 3300 2150 0.92 0.003 14 0.41 18 144245 88
3 3000 2300 0.91 0.0009 21 0.43 32 87464 148
4 2700 2050 0.89 0.0012 28 0.44 53 50347 192
5 2500 1500 0.88 0.0013 35 0.46 62 34032 182
6 2400 1120 0.87 0.0014 42 0.47 71 27210 170
7 2300 2000 0.9 0.001 49 0.45 59 20263 282
8 1700 1000 0.86 0.0015 56 0.48 &5 15826 195
9 1500 900 0.85 0.0016 63 0.49 98 12033 206
10 1400 700 0.84 0.0018 70 0.5 107 10600 188
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4.3.2 SENSITIVITY ANALYSIS

Table 4.2 gives results of the effect of changes in the system parameters in example 6 above; i.e

A=2400, p, =1120,r =0.87,i =0.0014,L, = 0.115068,4 = 0.47,L = 0.194521,Z = 27210, EPQ =170,
a=40,b=2.5,k=9.5,c, =500 and ¢, =50, what we get is as follows:

Table 4.2: Sensitivity Analysis

Parameters % change in % change in Z % change in EPQ
parameter
-2 -0.39206 0
a -1 -0.19603 0
1 0.196028 0
2 0.392057 0
-2 7.890924 0
b -1 3.612583 0
1 -3.05042 0
2 -5.62617 0
-2 -6.29927 0
k -1 -3.45391 0
1 4.192634 0
2 9.281984 0
-2 -0.01043 -0.47626
€2 -1 -0.00498 -0.23813
1 0.004516 0.238129
2 0.008576 0.476257
-2 -0.14765 -0.00738
G -1 -0.07382 -0.00369
1 0.073818 0.003692
2 0.147632 0.007384

For any EPQ Model, it is usually possible to accurately estimate the set-up cost (A) and
inventory holding cost (H) using historical accounting and production data. However, the
parameters a, b, k, c, and ¢; used to define the unit cost of production; production quantity and
the total cost of production in our EPQ Model have to be largely estimated subjectively. As a
result we found: (i) Z is sensitive to changes ina,b,k,c, and ¢;. (ii) EPQ is sensitive to

changes in ¢, and c; only.
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The values of a, b, k, c, and ¢; for which the above example remain optimal are 499 < ¢, < 501,
49.9 < ¢; <501, 94999 < k <95002,2.49993 < b < 2.50007,39.98 < a < 40.02 respectively.
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 SUMMARY

This thesis presents two mathematical models on the inventory of deteriorating items which do
not start deteriorating immediately they are stocked. The unit cost of production of an item is
assumed to be directly related to the process reliability and inversely related to the rates of
demand. Items that have this property include farm produce, bread, cake, fashion goods and so

on.

The first model developed (in chapter three) is an Economic Production Quantity (EPQ) model
for items that exhibit delay in deterioration with reliability consideration assuming a constant
demand rate both before and after deterioration sets-in. The unit cost of production is directly
related to the process reliability and inversely related to the demand rates. The second model
developed (in chapter four) is an Economic Production Quantity (EPQ) model for items that
exhibit delay in deterioration with the same reliability consideration but now on the assumption
that the demand after deterioration sets-in is linearly time dependent and the demand is constant
before deterioration sets in. Several examples are given to illustrate the applicability of the

models. Sensitivity analyses were also carried out to see the effect on parameter changes.

5.2 CONCLUSION
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In this thesis, we present two mathematical models on the inventory of deteriorating items which
do not start deteriorating immediately they are stocked. One of our models is an
extension/generalization of Musa and Sani (2009) by assuming that the unit cost of production of
an item is directly related to the process reliability and inversely related to the rates of demand.

The model determines the EPQ and the best cycle length.

The results of sensitivity analysis carried out on the effect of changes in the system parameters

on the first model show that:

= Z(X) is sensitive to changes in system parameters a, b and k, where a, b and k are non-

negative real numbers as already indicated in (3.0),

= Z(X) is more sensitive to changes in k and is less sensitive to changes in a.

In the case of the second model, the results of sensitivity analysis carried out on some system

parameters also show that:

= Z(X) is sensitive to a,b,k,c;and c;, where ¢, and ¢, are constants as also already

indicated under assumption (4.1),

= Z(X) is more sensitive to changes in k and is less sensitive to changes in ¢, and c;.

= EPQ is sensitive to ¢, and c; only

In general, it can be observed from both models that the total variable cost per unit time Z(X) is
more sensitive to the changes in k. This is probably because the higher the value of k is, the
higher the reliability consideration (quality assurance) which implies that the total inventory cost

per unit time (i.e. Z(X)) will increase. On the other hand, the lower the value of k is, the lower
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the reliability consideration (quality assurance) which implies that the total inventory cost per

unit time (i.e. Z(X)) will decrease.

5.3 RECOMMENDATIONS

From the conclusion in the last section, it is clear that for both models, Z(X) is sensitive to
changes in £, as such; the value of &£ should be controlled in order to minimize the total variable
cost per unit time Z(X) appropriately. EPQ is only sensitive to changes in ¢, and c¢;, hence the
values of ¢, and c¢; should be controlled in order to minimize the EPQ value in the second
model, if that is required.

The importance of any model developed, is for it to be implemented by practitioners. It is very
much recommended for any practitioner whose product exhibit some level of delayed

deterioration to actually implement the models developed in this thesis.

Also, there are various disciplines that go hand in hand with inventory. It is recommended that
models developed in this thesis be used by these other disciplines in their approach. These

related disciplines include forecasting, ordering, linear programming, statistics and so on.

5.4 RESEARCH EXTENSIONS

Areas of possible research extension include finding an exact solution for the two mathematical
models. The applicability of the model in manufacturing company/industry will also be an

important extension of this model.
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Further research can also be done by considering the total variable cost per unit time Z(X) to be
dependent on both cycle length X and reliability 7, i.e. Z(7,X) where the cycle length X and the

reliability consideration » are not constant.
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