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Abstract

This paper develops an economic production quantity (EPQ) model considering predic-
tive maintenance and trade credit with an imperfect production process. Predictive main-
tenance, with the help of sensors and data analysis, can execute maintenance before the
system becomes out of control and can improve system reliability. We also consider a trade
credit policy that allows manufacturers to delay their payments. Based on the relationships
among production runtime, inventory cycle time, and credit period, we divide the model into
three cases. The objective is to determine the optimal production runtime and predictive
maintenance effort to maximize the total expected profit. We develop a piecewise nonlinear
optimization algorithm to solve the problems described. Based on numerical experiments,
we discuss the influences of system parameters on decisions and profit. The results of this
study can serve as references for business managers and administrators.

Keywords: Inventory, imperfect production system, predictive maintenance, corrective
maintenance, trade credit.

1. Introduction

With the help of Industry 4.0, predictive maintenance can improve production sys-
tems through sensor adoption, advanced monitoring, and forecasting techniques that
can reduce the difference between imperfect and perfect production systems. Predictive
maintenance is a new strategy to perform maintenance before control is lost (or system
breakdown). A predictive maintenance can be subdivided into three stages: (1) the
characterize and measurement of maintenance needs, (2) ordering of the needed items,
and (3) formulation of a predictive maintenance procedure (see Terence [19]). Predictive
maintenance is used extensively for monitoring the conditions of various machines (see
Wen et al. [23]). This policy could successfully be applied to a production system when
it breaks down or is in an out-of-control state (produces more imperfect items).

However, there is little research considering the economic-production-quantity (EPQ)
model with predictive and corrective maintenance policies. Most EPQ research consid-
ered preventive, corrective, and maintenance policies. Ben-Daya and Makhdoum [2] in-
vestigated the effect of various preventive maintenance policies on the joint optimization
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of the economic production quantity (EPQ) and the economic design of the control chart.
Ben-Daya [1] developed a model that links EPQ, quality, and maintenance requirements
for a process having a general deterioration distribution and where the maintenance level
is optimized. Jamal et al. [8] proposed an EPQ model in which defective products from
each production cycle are accumulated until N equal cycles. Pal et al. [13] dealt with
an EPQ model in an imperfect production system. Taleizadeh et al. [16] presented an
EPQ inventory model with an interruption in process, scrap, and rework. Sarkar et al.
[14] considered an EPQ model with a random defective rate and rework process for a
single-stage manufacturing system with planned backorders. Wen et al. [23] integrated
predictive maintenance in an EPQ model in which an autoregressive integrated-moving-
average model was adopted to predict a system’s health. Huang et al. [7] presented
an EPQ model with an imperfect production process and corrective maintenance. They
focused on examining an imperfect production system with shortages. Sett et al. [15]
considered the optimal buffer inventory and inspection policy for an imperfect produc-
tion system with preventive maintenance. In a different way, we consider the predictive
maintenance effort as one of our decision variables. The objective is to determine the
optimal predictive maintenance effort and production runtime to maximize the total
expected profit.

Another policy that should be considered in an EPQ model is trade credit. Trade
credit enables customers to delay their payments. Goyal [5] first proposed an economic
order quantity model that enables suppliers to allow customers to delay their payments.
Chung and Huang [4] extended Goyal’s [5] model to a case for which the units are replen-
ished at a finite rate. Huang [6] modeled a retailer’s inventory system to investigate the
optimal retailer’s replenishment decisions under two levels of trade credit policy within
the EPQ framework. Teng and Chang [18] extended Huang’s [6] EPQ model to comple-
ment the shortcomings of the model. Recently, Tsao et al. [20] demonstrated an EPQ
model by considering the reworking of imperfect items and trade credit. Kreng and
Tan [9] proposed an EPQ model to determine the optimal replenishment decision with
an imperfect-quality product under a supply chain trade credit policy. Chen et al. [3]
presented economic production quantity models developed for deteriorating items under
conditions of upstream full-trade credit and downstream partial-trade credit. Tsao et al.
[21] proposed an imperfect production quantity to determine the maintenance frequency
under trade credit conditions. Tayal et al. [17] developed an integrated production
inventory model for perishable products with a trade credit period and investment in
preservation technology. Tsao et al. [22] developed an EPQ model based on radio fre-
quency identification adoption, trade credit policy, and reworking of imperfect products.
However, all these trade credit studies considered corrective maintenance or preventive
maintenance. We consider both predictive maintenance and corrective maintenance to
adapt to the era of Industry 4.0.

Because trade credit is a widespread and popular payment method in modern busi-
ness and predictive maintenance activity is important in an intelligent production system,
thus, in order to respond to the real business behavior, we consider predictive mainte-
nance and trade credit in modeling production systems in the Industry 4.0 era. This
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paper contributes to the literature and to practice are as follows. First, this is the first
study to incorporate the predictive maintenance decision into the imperfect production
system under process deterioration and trade credit. In our model, we assumed that
the production system may shift from an in-control to an out-of-control state, causing a
higher defective rate. Predictive maintenance is conducted to improve system reliability,
and corrective maintenance is executed when the production system is at the out-of-
control state. Second, we also propose an algorithm to solve the three-branch piecewise
nonlinear problem and obtain the optimal production runtime and predictive mainte-
nance efforts. Finally, a numerical analysis is conducted for determining the effects of
changing parameters, and management implications are provided.

The remainder of this work is organized as follows. In Section 2, we describe the
assumptions, the notation, and the mathematical model. An approach to the solution
is proposed in Section 3. In Section 4, we present the numerical analysis. Finally, in
Section 5, some conclusions are drawn, and future research is discussed.

2. Model Formulation

In this model, we mainly formulate the EPQ model to determine the optimal pre-
dictive effort and the production run time while maximizing the expected profit. The
supplier provides the manufacturer a permissible delay in payments (trade credit) and
the manufacturers could sell the goods and accumulate revenue and earn interest within
the trade credit period. Both of interests charged and earned are calculated based on
time in our EPQ model to maximize the manufacturer’s profit. In the EPQ model, a
constant production rate starts at ¢ = 0, and continues up to ¢t = T}, where the inventory
level reaches the maximum level. Production then stops at ¢ = T},; at the beginning of
the production process, the system is in an in-control state, and it is possible for the
system to shift to an out-of-control state as time goes by while the system continues to
produce products (Figure 1). Suppose the manufacturer puts effort for predictive main-
tenance into the production system and makes decisions on its predictive maintenance
effort p and production runtime 7,.

() ] The system produces imperfect items

() The system shifts from in-control to out-of-control

o % T

Replenisllnlent cycle 1 Replenishment cycle 2 Replenishment cycle N

Figure 1: Replenishment cycle of imperfect EPQ model with perfect repair and rework.
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This study uses the following notation.

Decision variables:

€ Predictive maintenance efforts.

T, Length of production runtime.

Parameters:

P Production rate per unit time.

dy Demand rate of perfect items per unit time.

ds Demand rate of imperfect items per unit time.

d Total remand rate per unit time, d = dy + ds.

M Trade credit period (unit time).

T Inventory cycle time (unit time), 7' = Py .
di +da

1. Rate of interest earned 0 < I, < 1.

Ip Rate of interest charged 0 < Ip < 1.

T The production time until the system shift began to be out of control (unit

time).
S1 Selling price of perfect quality per item (S; > Cp,).
S9 Selling price of defective quality per item (Sy > C),).
Cg Setup cost per unit time.
h Inventory cost per unit per unit time.
Cinsp Inspection cost per unit.
Cm Manufacturing cost per unit.
Cconm Corrective maintenance cost per time.
Cpgy Predictive maintenance cost per time.
Qin Defective rate when the system is in control.
aout  Defective rate when the system is out of control.

Y, n The coefficient of failure rate function with respect to preventive maintenance
effort (v > 0 and n > 0).

A The number of crashes.
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The mathematical model is developed under the following assumptions:

a. 7 is a random variable that is also the time from the beginning to the time when the
system is out of control. 7 is assumed to be exponentially distributed with a mean
of A71. A similar assumption can be seen in Lee and Rosenblatt [10].

b. The relationship between the number of crashes and predictive maintenance efforts
is negative and satisfies A = y+mne~¢ (where v > 0 and n > 0). The higher predictive
maintenance effort decreases the number of crashes (see Mobley [11]).

c. The supplier provides the manufacturer a permissible delay in payments. During
credit period the account is not settled, generated sales revenue is deposited in an
interest-bearing account with interest rate I.. At the end of the permissible delay,
the manufacturer pays off all units ordered and starts paying for the interest charges
on the raw material in stocks with interest rate Ip. A similar assumption can be seen
in Ouyang and Chang [12]; Kreng and Tan [9]; Tayal et al. [17], etc. The interest
earned and charges of manufactures are also calculated based on the perfect- and
imperfect-items sale revenues in each period.

d. Selling price of defective quality items is lower than selling price of perfect quality
items (52 < 51).

The production operation starts at time 0, and system status is in control.
Production length is fixed for each round.

System will keep on producing items in out-of-control status with defective rate agyt.

5 s o

Corrective maintenance cannot be executed during system operation.

In our model, the components of the mathematical model are calculated as follows:

e The annual revenue
(1) Annual perfect-item sale revenue
Let Y be the number of perfect items in each production cycle
(1 — ain)PTp, if 7> 1Tp,
Y = (2.1)
(1 — ain)PT + (1 — aout)P(Tp — T), if < Tp.
Then, the expected number Y for every production cycle is
e Tp
E(Y) :/ (1—ai) PTpAe N dr +/ [(1—ain) PT + (1—aou ) P(Tp—7)Ae dr
Tp 0
e Mr _q
A

The annual sale revenue from perfect items is

Slb;(y) =SfT(j) (d1+da)

e~ NP _

:—P(l _ain) —|—P(1 —aout)<TP+ fl) (22)
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e P 1 L |
:Sl(dl + d2) — (1—ain)W + (1 — aout) <1+T):| . (23)
B : AT (\Tp)?
McClaurin series are used to approximate e P ~ 1 — AIp + — Thus, we can

rewrite the annual perfect-item revenue as
SIEY)  SiE(Y)
T — PTp
1 _ _
=§Sl(d1 + d2)<2 — (v +ne ) Tpaout + ain(—2 + (’Y + ne 6)Tp)). (2.4)

(di+dg) = Sl(dl + d2)(2 — NT'pagyt + ain(—2 + ATp))

N =

Annual imperfect-item sale revenue
Let NV be the number of imperfect items in each production cycle
ainPTp, if r>1Tp,
ainPT + aoutP(Tp — T), if < Tp.
Then, the expected number N for every production cycle is
o) Tp
E(N) :/ ainPTpre T dr + / [ain PT + aoutP(Tp—T)])\e_)\TdT
Tp 0
e—)\Tp _ e—)\Tp -1
= — Paj,———— + Pagyt (Tp + 7) (2.6)
A A
The annual sale revenue from imperfect items is
SeE(Y) SE(Y)
= di1+d
T pry (dtdz)
—NTp _ —A\Tp _
e 1 e 1
=So(dy +da)| — aini)\TP + Aot (H_i)\TP )] ) (2.7)
Using McClaurin series, we can rewrite the annual imperfect-item revenue as
SoE(Y) 1
2 T( ) %i(dl + d2)S2[aoutATP + ain(2 — ATp)]
1 _ _
:§(d1 + d2)Sa|aout (7 + ne”)Tp + ain(2 — (v + ne E)Tp)] . (2.8)

Interest earned

This model is based on three major considerations: economic quantity, trade credit,

and predictive maintenance. Because of the credit period length, there are three

cases, (1) when 0 < M < Tp (Figure 2); (2) when Tp < M < T (Figure 3); and (3)

when T < M (Figure 4), all depending on credit period length M. The inventory
Tp

——————. There are three different types interest earned in the three
(dl + dg)

cycle time T' =

cases.
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Case . 0 < M <Tp

M M (d1 + dg) M2(d1 + dg)ie(dlsl + dQSQ)

Tl = i dytdt i dotdt = .
! (S“ /0 1t + 55 /0 2 ) PTp 2PTp |
(2.9

[:] Total accumulation of interest charged

4 E Total accumulation of interest earned
Cumulative Revenue
Tnax $)
t
M Tp T

Figure 2: Total accumulation of interest charged and earned when 0 < M < Tp.
CaseIl.: Tp <M <T

M M 2 :
Tl = (Slie/ ditdt + Szie/ d2tdt) (d})—;jﬂ = M=(d1 + d22)]l§§fl;51 * dQSQ).
0 0

(2.10)

[:] Total accumulation of interest charged

E Total accumulation of interest earned

Cumulative Revenue

Timax ($)

Tp M T

Figure 3: Total accumulation of interest charged and earned when Tp < M < T.



22 Y.-C. TSAO, P.-L. LEE, Q. H. ZHANG, T.-L. VU, K. C. FANG

Case III.: T < M

T T
dy+d
Tl =(Sic / ditdt + S, / dott) (0 +dz)
0 0 PTP
. dy +d
+ le[Slle(M - T) + SQdQT(M - T)](lf)ij_IPQ)
_ieT(dl + dg)(sldl + Sgdg)(2M — T)
B 2PTp
_ (=PTp +2M(dy + d2))ic(d151 + d2S2)
2(d1 + d2) '
I:l Total accumulation of interest charged
1 D Total accumulation of interest earned
Cumulative Revenue
Tinax ®)
d t
Tp T M =

Figure 4: Total accumulation of interest charged and earned when 7" < M.

e The annual cost consists of the following components:
(1) Annual setup cost

(dy +d2)Cs

TS =
PTp

(2) Annual inventory cost

TI — h XTP[P;(dl—I-dQ)]'

(3) Annual inspection cost

(dl + d2)cinsp

TI =
PTp

X PTP = (d1 + d2)Cinsp-

(4) Annual manufacturing cost

dy + dg)Cm

TM = ( PTp x PTp = (d1 + dg)om

(2.11)

(2.12)

(2.13)

(2.14)

(2.15)
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(5) Annual predictive maintenance cost

(dl + d2)
PTp

(6) Annual corrective maintenance cost

CCM(dl + dg)(l — e_ATP) ~ CCM(dl + dg)A( )\Tp>

TPM = x e X Tp x Cpaum. (2.16)

roM = PTr P ==
- COy(dy +d2)(y +ne™®) (y +ne ®)Tp
- 2 [1 - . } (2.17)

(7) There are three different types of interest charged in the three cases (Figures 1~3).

Case . 0 < M <Tp

v T di +d
TIcl :Cm1p</ t(P - (dl + d2))dt/ (dl + dQ)(T - t)dt) M
M Tp PTp
Crmip(d1 + d2) ((d1 +do)(M? +T? — 2TpT) + P(—M? + TP2))
- 2PTp
Conlp(dy + da) [ (dy + dp) (M2 P20 ) o p(— 02 4 Tp2)|
= 2.1
2PTp (2.18)
CaseIl: Tp < M <T
(di+do) /T o Cmip(di + dp)*(M = T)?
TIo —7PTP lep . (dl + dg)(T t)dt = SPTh
_ 2;
_ (M(dl + dg) PTP) lpCm ‘ (219)

2PTp

Case III. T < M

There is no interest charged in this case.

After summarizing the above costs and revenues, the model can be formulated as
three extensions, as below.

Case I: 0 < M < Tp
ETP(Tp, <)

= 551 (d1-+2) (2~ N p s+ (~2-+XTP))+ 3 (ds-+2)Soltone XTp+ a5n (2 AT

| MA(di+dy)ie(d1$1+2S2)  (di+da)Cs  ConA(d+da) (- ATP>

2Tp PTp P 2
di+d hTp[P—(dy+d
_(172)€TPCPdM_(d1+d2)Cm_ P[ ( 1 2)] _(d1+d2)0insp
PTp 2
. P(—2dy —2dy+P
Cip(di+da) [(dl +ds) <M2 + %) +P(—M2+Tp2)]

- ST . (2.20)
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Case II: Tp <M <T
ETPy(Tp,¢)

1 1
=§Sl(d1 +d2)(2—)\Tpa0ut +ain(—2+)\Tp))+§(d1 —i—dg)Sg[aout)\Tp—i-ain(Q—)\Tp)]
n Mz(dl +d2)ie(d15‘1 —|—d252) B (d1 +d2)05 B

(dl +d2)cinsp - (dl +d2)0m

2Tp PTp
_ (ditdo) _ hIp[P—(di+dy)] ComA(di+dy) . ATp
PT, L PCraM 2 P (1 2 )
_ 23
_(M(d1+d2) PTp) lpCm' (2.21)
2PTp
Case III: T < M
ETP5(Tp,¢)
1 1
:§Sl(d1—|—d2)(2—)\Tpaout+ain(—2+)\Tp))+§(d1—I—dg)Sg[aout)\Tp+ain(2—/\Tp)]
(PTp+2M(di+dp))ie(d1S1+d2Ss)  (di+d2)Cs di+d
- —(d1+d2)Cinsp——+~—¢T.
* 2(dy +do) PTp  (DHd2)Ciny === el Cpan
hI'p|P—(di+d ComA(di+d AT
— (dy+dp)C— Pl 2( 1+d2)]  Com EDH- 2) (1_ 2P). (2.22)

3. Solution Approach

The objective of the function is to determine the optimal production runtime (77)
and predictive maintenance (¢*) to maximize the annual profit.
ETPl(Tp,E), 0 < M < T,
ETP(Tp,e) = ETPy(Tp,e), Tp <M <T, (3.1)
ETPg(Tp,E), M > T.

To address the problem, three cases are considered.

Case . 0 < M <Tp
In Case I, the second-order derivative of ET P;(Tp,€) with respect to Tp is

d2ETP1(TP,€) (dl+d2)|:—205+ip0m(P(2—|—M2)_sz_dﬁ32)+ieM2(dlsl+d2S2)

dTp? PTp3

(3.2)

If 2Cs > i,Con(—dM?+ P(2+ M?) —dM? — 7520 ) +i.M?(d1S1 + o S2), ETPy(Tp,¢) is

a concave function of Tp. Therefore, the production runtime Tp is derived by solving
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dETPl (TP, E)

T = 0, so we have

Tp, :\/(d1+d2)\/—2CS+iPCm(P(2+M2)—dM2— Vi M?(dyS14ds2S2)

di+do

/[(dl +d2)("}/ + 776_5)2001\/[ + (2(d1 + d2)2 — 3P(d1 + dg) + P2)ipCm

+ P(h(dy +ds — P) + (34 ne*)(dh +d)(S1 — 52)(in — o)) (33

To ensure M < Tp in Case I, we substitute Equation (3.3) into M < Tp to obtain
the below equations.

M2[(d1 +d2)("}/ + 776_6)2CCM + (2(d1 + d2)2 — 3P(d1 + dg) + P2)ipCm]

20s <= (dl +d2)
n M2[P(h(d1 + dy — P) + (’Y + ne‘e)(dl + dg)(Sl — SQ)(ain — aout))]
(dl—l-dg)
. P? .
+1i,Ch <P(2 +M?) — dM? — m) i, M%(d1S) + doSs). (3.4)

If 2C5 < §)Con(P(2+ M?) = dM? 4+ —z5s) + 1 M?(dh St + daSs), which means
d*ETPy(Tp,e¢)
dT,?
search algorithm to obtain optimal solutions of the production runtime and predictive

maintenance. Let

M2[(d1 +d2)(y + 776_5)2001\4 + (2(dy + d2)2 —3P(dy +dg2) + P2)ip0m]

> 0, then ETP;(Tp,¢) is not a concave function of Tp. We must use a

G, =—
! (d1+d2)
B M2[P(h(d1 +dy — P)+ (v +ne ) (dy + d2)(S1 — S2)(ain — aout))]
(d1+dg)
2
: N 2 < oar2
+1i,C (P(Q M) =M - d2)) i, M2(d1S) + doSy). (3.5)
Go =i,C (P(2+M2)—dM2—i)+iM2(dS + d259) (3.6)
a —ipLlm (d1—|—d2) e 191 202)- .

Based on the above analyses, we discuss the solution for Case 1 in Lemma 1.

Lemma 1.
(1) If Gy < 2Cg, there is no feasible solution in this case.

(2) If G1 > 2Cs and 2Cs > Gy, there exists an optimal production runtime T, .

(3) If G1 > 2Cs and 2Cs < Gy, use the search algorithm to search the maximum value
Of ETRl (TP, E).
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o CaseII: Tp <M <T
In Case II, the second-order derivative of ET Py(Tp,e) with respect to Tp is

d2ETR2(Tp, 6) (d1 —I—dg)[—ZCS + M2(ie(d151 + dQSQ) — (d1 + dg)ipcm)]

dTp? PTp?

(3.7)

If 2Cs > M?(ic(d1S1 + d2Ss) — (di + d2)ipCr,), ETPy(Tp,¢€) is a concave function
dETPy(Tp,¢)

of Tp. Then, we can derive the production time Tp by solving IT = 0 yields
P
Tpy =/(d1+d2)y/ 205+ M2[ic(dy Sy +daS2) — (dy + d)iyC]
/ [(dl +do)(y + e )2 Conr + P(h(dy + dy — P) + Pi,Ch,
B 1/2
+ (d1+d2)(’y+ne 8)(ain — out)(S1 — S2)) . (3.8)
To ensure Tp < M < T in Case II, substitute Equation (3.8) into Tp < M < T
PT
(T = ——L__) to obtain the following equations

(dq + da)
= M2(dy+d3){ (dy + o) (172 Co + P(h(dy +da—P) + PiyCip
+ (dy+do) (y+ne %) (ain — aout)(S1 — 52))}/P2
+ M?[(dy+d2)iyChy + ie(d1S1 + daSa)] > 2Cs
> — M{(dl o) (y+ne )2 Cens + P([—P + (dy+d2)] + PiyCry
o+ (d1-+da) (v (@in — aou)(S1 = $2)) } [ (d +d2)
+ M?[io(d1 Sy + d2Sa) — (di+dz)ipCh). (3.9)

If 2Cs > M?(io(dy Sy + d2S2) — (dy + d2)i,Cp,), ETRy(Tp,€) is not a concave func-

DM

tion of Tp. Because of the boundary of Tp (Tp € [—, M } ), the maximum value of

ETRy(Tp,¢e) will occur at Tp = or Tp = M. Assume that:

M?(dy+da) (7 + ne¢)?Ceom

Gy =—
(d1+d2)
~ MPP{h[~P + (di + dp)] + PiyCry + (d1+do)(y + 1e™°) (ain — aout)(S1 — S2)}
(d1+d2)
— M?[ic(d1 51 + daSa) — (dy + da)iyCi] (3.10)
G — M?(dy+ds)[(d1+d2) (v + ne¢)?Com]
3 = P2

B M?(dy+da){P(h(dy+da — P)+ Pi,Cyy+(d1+dz) (y+1€ ) (Gin — dout ) (S1—52)) }
P2
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— M?[io(d1S1 + d2S2) — (dy + d2)i,Cyy] (3.11)
Gg =M2[ie(d151 + dQSQ) — (dl + d2)ipC'm]. (3.12)

Based on above analyses, we discuss the solution for Case 2 in Lemma 2.

Lemma 2.

(1) If 2Cs < G4 or 2Cs > Gj, there is no feasible solution in these cases.

(2) If G2 < 2Cs < G3 and 2Cs > G, there exists an optimal production runtime T},.
(3) If G2 < 2Cs < G3 and 2Cs < Gg, the mazimum value of ETPy(Tp,e) occurs at

Tp:DM orTp =M.

o Case III: T < M

In Case III (when T' < M), the second derivative of ET P3(Tp,c) with association
of Tp is

d2ETR3(Tp, £) _ 2(d1+d2)Cs

dTp? PTp3

<0 VTp (3.13)

ETPs;(Tp,¢) is the concave function with respect to Tp. The production runtime
dETR3(Tp,¢)

Tp that maximizes ET P3(Tp,¢) is derived by solving IT =0:
P
2
TS, _ V2(di+d2)VCs (3.14)
P2Gy
Mé(dl-i-dz)
where
~ M?(dy+d)[—(di+d2)? (v + ne”*)*Con]
Gy = P2
n Mz(dl —I—dg)[—h(dl —|—d2)2 + hP(d1 —I—dg) + Pie(51d1 + Sgdg)]
P
2 2 —&\(_7. _
n M (d1+d2)(d1+d2) (’Y—i—;}j )( am—l—aout)(Sl 52). (3.15)

To ensure T < M in Case III, substitute Equation (3.14) into 7' < M (T =

PT
P ) to obtain the below equations

(dy + da)
_Mz(dl +d2)[—(d1 +d2)2(’}’ + ?76_5)2CCM]
2Cs = P2
n M2(d1+d2)[—h(d1+d2)2 + hP(dy+d3) + Pie(Sldl + Sgdg)]
P
i M?(dy+d2)(di+do)*(y + 71736_5)(—%1 + Gout) (S1 — 52)' (3.16)

Based on the above analyses, we discuss the solution for Case 3 in Lemma 3.
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Lemma 3.
(1) If 2Cs < Gy, there exists an optimal production runtime T'p,.
(2) If 2Cs > Gy, there is no feasible solution in this case.

To obtain the optimal value of the predictive maintenance efforts €*, we substitute
T}, (¢) into the corresponding ET P;(Tp,¢), and it simplifies the functions to be a single
decision variable model with ¢, i.e.,

ETPi(e), when 0 < M < Tp,
ETP;(e) =< ETPs(¢), when Tp < M < T, (3.17)
ETPs(e), when T < M.
The optimal predictive maintenance effort for each case can be obtained by solving
dET P;(e;)
d€i

predictive maintenance g; condition of concavity, which means:

= 0, where ¢ = 1,2,3. It is necessary to verify the second derivative of
d’ETP;(s;)

de.2
i =1,2,3. Based on Lemmas 1, 2, and 3, the following algorithm can dletermine optimal

< 0, where

values for T and &*.

Algorithm
Step 1: For Case 1, if 2Cs > G, go to Step 1.1. If 2Cs < G, go to Step 1.3.

Step 1.1: If there exists an e]; that satisfies 2Cs < Gy(e];) and the following
d*ETP (e} dETPy (e}

dE;(Eu) < 0 and ;(511)
optimal value for Case I. Then, determine T (e7*) = T, (¢};) by (3.3),
set ETP(Tp;,€7*) by (2.20), and go to Step 4. Otherwise, go to Step
1.2.

conditions, = 0, €] = €7 is the

Step 1.2: If there exists the e7;, satisfy 2Cs < Gi(e};) and Tp,(e7;) € [M,T].
Allow ETP;(Tpy,e7") = Max{ETP(Tp, (¢7;))}, (T51,77) is the optimal
value for Case I, so go to Step 4; otherwise, ET Py (Tp1,e1) = 0.

Step 1.3: If there exists an €], that satisfies 2Cg < G1(e],) and Tpi2(ely) = M, an
€15 satisfies 2Cg < G (e]3) and Tpi3(els) = T. Allow ET P} (Tg; (15, €7")
= Max{ETPi(Tpi2(c},)), ETPi(Tpi3(ei3))}, (Th;,€7) is the optimal
value for Case I, so go to Step 4; otherwise, ET Py (Tp1,e1) = 0.

Step 2: For Case II, if 2Cg > G, go to Step 2.1; if 2Cs < G, go to Step 2.3.

Step 2.1: If there exists an €3, that satisfies Ga(e3,) < 2Cs < G3(e3;) and the

dET Py(c% d>ET Py(c%
following conditions, %21) = 0 and # < 0, then de-

€
termine T5%5(e5*) = Thy(e5,) by (3.8), set ET Py (Tph,e5*) by (2.21), and
go to Step 4. Otherwise, go to Step 2.2.
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Step 2.2: If there exists an €3, that satisfies Ga(e3,) < 2Cs < G3(€39) and Thgy(€5,)

DM
=~ an e5s satisfies Ga(esg) < 2Cs < Ga(ehy), and Thog(ess) =

M. Allow ETP;(Tps,e5%) = Max{ETPy(T}yy(€53)), ET P1(Thos5(€53)) }s
then (Tp5%, e5*) is the optimal value for Case I, so go to Step 4; otherwise,
ETPQ(TPQ,€2) = OQ.

Step 2.3: If there exists an €3, that satisfies Ga(e3,) < 2Cs < G3(e3,) and Tho,(54)

DM
= —p an 55 satisfies Ga(e35) < 205 < G3(ess) and Tphos(ess) =

M. Allow ETP§(T53,e7") = Max{ ETPa(Tjs(35))s ETPL(Tjos (3
then (T5h, €5*). is the optimal value for Case I, so go to Step 4; otherwise,
ETPQ(TPQ,EQ) = OQ.

Step 3: For Case III.

Step 3.1: If there exists an €}, that satisfies 2Cs < Gy4(e%;) and the following

dET Ps(c} d*ETPs (e}
dETPs(e5)) _ 0 and # < 0, then determine
5

e
Tps(es*) = Tps(ey,) by (36), set ET Py (T5%,e5*) by (22), and go to
Step 4. Otherwise, ET P3(Tp3,e3) = 0.

(

Step 4: Let ETR(T},e*) = Max{ETPy(T};, &), ET Py (T, €3%), ETPs(Tp5, 5%}

conditions,

4. Numerical Study

4.1. Numerical example

To illustrate the solution procedure used for the model presented in Section 3, we
consider a case featuring the following data: P = 10000, d = 8000 units, d; = 7000 units,
do = 1000 units, I, = 0.1, Ip = 0.15, M = 0.1 year, h = 20$ per unit, Ccp; = 3008 per
time, Cinsp = 5$ per unit, Cy, = 153 per unit, Cogpr = 403 per unit time, Cg = 5008 per
time, S7 = 30% per unit, and Sy = 20$ per unit. Moreover, we assume that the system is
in the in-control state, and the defective rate is 0.05 (aiy, = 0.05); when the system is in an
out-of-control” state, the defective rate is 0.20 (agy = 0.20). The basic system shifting
rate before executing predictive maintenance is v = 1.41, and the efficiency coefficient of
quantifying the predictive maintenance efforts is n = 0.5.

Using Mathematica 10.0 to run the algorithm, the optimal solution could be found
when M < Tp, ie., ETP*(Tp,e) = ETP;(Tp,e). The optimal values of the objective
function and decision variables are listed in Table 1. Figures 5 and 6 illustrate graphically
the relationship between the expected total revenue and the two decision variables: the
predictive maintenance efforts €, and the production runtime, Tp.

Table 1: The result of numerical example.
ETP;(Tp,¢) Tp €
70025.7 0.103 2.51



30 Y.-C. TSAO, P.-L. LEE, Q. H. ZHANG, T.-L. VU, K. C. FANG

ETP
70000 ETP
T*
P 71980 e*
65000 71960
71940
. 60000
71920
71900
55000
71880
Tp €
0.0 0.1 0.2 0.3 04 0.5 T 1 2 3 4 5

Figure 5: The 2d-figure of expected profit ET P* with respect to two decision variable.

Figure 6: The 3d-figure of expected profit ET P* with respect to two decision variable.

4.2. Sensitivity analysis

We provide a sensitivity analysis of the optimal ET P to control several parameter
values (-50%, -25%, +25%, +50%) in the model. Only one parameter is changed at
the same time; other parameters are kept as in the previous section. The results of the
sensitivity analysis for the model are listed below.

Table 2: Sensitivity analysis of perfect item selling price.

Sh ETP € Tp
50% 90456.3 3.165 0.115
25% 87689.5 2.876 0.1106
-25% -9989.1 2.098 0.1001
-50% -18973.2 1.813 0.987

Relationship Positive Positive Positive
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1. The expected total revenue ET P is significantly influenced by the selling price of
perfect item S; (Table 2). The total expected profit sharply decreases since the
reducing of Sy. Similarly, it also increases with an increase in the selling price of
an imperfect item (S3), credit time (M), and interest earned (I.). However, the
total expected profit decreases with an increase in setup cost (Cg), holding cost (h),
corrective maintenance cost (Cp, ), predictive maintenance cost (Cpgps), and interest
paid (Ip) (see Figure 7).

—8— C5 —de— Cpiyy == Com
—o—hL S, —»—1Ip
M1,

80000

70000F

Expected Profit

-60000F

-50% -25% 25% 50%
Percentage of parameter change

Figure 7: Sensitivity analysis of different parameter on the total profit.

2. The predictive maintenance effort € increases as the setup cost (Cg), corrective main-
tenance cost (Cep,), and selling price of a perfect item (S7) increase. However, it
decreases with an increase in holding cost (h), predictive maintenance cost (Cpgnr),
selling price of an imperfect item (S2), credit time (M), interest earned (I.), and
interest paid (Ip) (see Figure 8).

—a—Cs —4—Cpiy=w—Cem T
—o—h —4—51 —4—5
s M [ ]

3.0F

2.5F

2.0F

Predictive Maintenance Effort

1.0¢

-50% -25% 25% 50%
Percentage of change

Figure 8: Sensitivity analysis of different parameters on the predictive maintenance effort.



32 Y.-C. TSAO, P.-L. LEE, Q. H. ZHANG, T.-L. VU, K. C. FANG

3. The production runtime T» decreases with an increase in holding cost (h), predictive
maintenance cost (Cpgyr), selling price of an imperfect item (S3), credit time (M),
interest earned (I.), and interest paid (Ip) (see Figure 9). However, it increases as
the setup cost (Cs), corrective maintenance cost (Cpp,), and the selling price of a
perfect item (S7) increase (see Figure 9).

—a—Cs —4—Cpir=9—Cen,
—a—hL ——5) —— 55
——M —o—Ip ——I.

Predictive Maintenance Effort

-50% -25% 25% 50%
Percentage of change

Figure 9: Sensitivity analysis of different parameter on the production runtime.

5. Conclusion

This paper develops an imperfect production model considering predictive mainte-
nance and trade credit. An increase in the predictive maintenance effort reduces the
failure rate, the corrective maintenance cost decreases, and the annual profit increases.
We determined the optimal production runtime and predictive maintenance effort to
maximize the total expected profit. Under trade credit policy, we divided the model
into three cases. An algorithm was developed to solve the three-branch of the total
expected revenue function. Finally, we provided a numerical example to illustrate the
solution procedure and sensitivity analysis to show the influences of system parameters
on decisions and profit. The results show that, if the suppliers provide more credit time,
the profit of the company could increase by reducing the production time. Especially,
the selling price for the perfect item has a significant effect on the profit. A decrease in
selling price could make the profit reduce sharply. In a different way, the predictive main-
tenance effort and production runtime are negatively related to interest earned, credit
period, and the interest charged. Therefore, when the credit period and interest earned
decrease, the company should examine how to increase the predictive maintenance effort
and production runtime to balance the profit.

We only considered trade credit that suppliers provide to retailers. In practice, trade
credit is given twice: the suppliers provide trade credit to retailers, and retailers also
provide trade credit to end customers. In addition, the demand function is given, and no
shortages are considered in this study. Future research may consider other conditions,
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such as two periods of trade credit, uncertainty demand, allowed shortages, and pricing
problems.
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